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Project Procurement-Related Reviews 

 
Mandate: 
 
ADB’s Anticorruption Policy requires all parties, including borrowers, beneficiaries, bidders, 
consultants, suppliers, contractors, and ADB staff to observe the highest ethical standards when 
participating in ADB-related activities. The Policy supports ADB’s obligation, under Article 14 (xi) 
of the Agreement Establishing the Asian Development Bank, to ensure that the proceeds of ADB 
financing are used only for intended purposes.  
 
The Office of Anticorruption and Integrity (OAI) conducts project procurement-related reviews 
(PPRRs) or proactive project integrity risk reviews to help prevent and detect integrity violations 
(i.e., fraud, corruption, collusion, coercion, abuse, conflict of interest, and obstruction).  
 
Objective: 
 
A PPRR assesses project integrity risks through the (i) examination of processes, procedures, 
and documentation related to procurement, financial management, and contract 
implementation/management, and (ii) inspection of outputs. OAI recommends enhancements to 
mitigate or eliminate opportunities for integrity violations. 
 
OAI conducts follow-up reviews on selected PPRRs to (i) assess the implementation progress 
of the PPRR recommendations, and (ii) assist the executing/implementing agencies and ADB in 
implementing any remaining recommendations. 
 
A PPRR is neither an investigation of fraud and corruption nor an evaluation to assess 
development effectiveness of ADB-funded projects. It does not review project outcomes or 
development impact, which can only be assessed after the completion of a project. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
By making any designation of or reference to a particular territory or geographic area in this 
document, the Asian Development Bank does not intend to make any judgments as to the legal 
or other status of any territory or area.  
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EXECUTIVE SUMMARY 

 
The Office of Anticorruption and Integrity (OAI) of the Asian Development Bank (ADB) conducted 
a follow-up review of Loan 2928-INO and Grant 0343-INO: Polytechnics Education Development 
Project in Indonesia in July 2019. The purpose of the review was to review the implementation of 
recommendations made by OAI in its 2017 project procurement-related review (PPRR) and to 
assist in resolving any pending issues in implementing the recommendations. 
 
The follow-up review reviewed implementation of high- and medium-risk findings and 
recommendations from the 2017 PPRR: three related to procurement and two related to financial 
management. It did so by sampling and reviewing 10 contracts across seven project 
implementation units (PIUs) and the project management unit (PMU), comprising 9 contracts for 
the supply of goods and 1 contract for consulting services. The five findings and recommendations 
related to: 
 

(i) appropriateness of bid evaluation,  
(ii) avoidance of narrow technical specifications and brand names in bidding 

documents, 
(iii) ensuring ADB audit rights in bidding and contract documents,  
(iv) monitoring and appropriate application of liquidated damages in contracts facing 

delays, and  
(v) ensuring sufficient performance securities before agreeing to contract extensions 

and releasing full payments. 
 
The review team found partial implementation of the five recommendations from the 2017 PPRR 
and noted three new findings related to length of performance securities and inconsistent 
treatment of liquidated damages settlement across project implementing units. The results across 
the seven PIUs and PMU are as follows: 
 

(i) Bid evaluation: 4 implemented, 3 partially implemented, and 1 not implemented. 
(ii) Narrow technical specifications and brand names: 3 implemented, 1 partially 

implemented, and 4 not implemented. 
(iii) ADB audit rights: 4 implemented and 4 partially implemented. 
(iv) Liquidated damages: 7 implemented and 1 partially implemented.  
(v) Contract amendments and performance securities: 1 implemented, 2 not 

implemented, and 5 not applicable. 
 
The review team concludes that the project’s procurement and financial management processes 
have somewhat improved, and further efforts are required to minimize both integrity and 
operational risks. ADB’s Indonesia Resident Mission and the Directorate General for Learning 
and Student Affairs of the Ministry of Research, Technology and Higher Education need to 
continue and strengthen their efforts to implement the 2017 PPRR recommendations prior to the 
financial closure of the project and in future projects.  



 
 

I. OVERVIEW 
 
1. From 2016 to 2017, the Office of Anticorruption and Integrity (OAI) of the Asian 
Development Bank (ADB) conducted a project procurement-related review (PPRR) on the 
Polytechnics Education Development Project in Indonesia.1 The project is being financed by the 
$75 million ADB Loan 2928-INO and the $4.95 million Grant 0343-INO from the Government of 
Canada, administered by ADB. The project was approved in October 2012 and is scheduled to 
close in December 2019. 
 
2. The impact of the project is for polytechnic education to produce graduates responsive to 
the needs of the labor market and contribute toward increasing productivity in priority sectors. The 
outcome of the project is polytechnic education aligned with the Government of Indonesia’s Master 
Plan for Acceleration and Expansion of Indonesia’s Economic Development, 2011–2025. The 
executing agency is the Directorate General for Learning and Student Affairs (DGLSA) of the 
Ministry of Research, Technology and Higher Education (MORTHE), through a project 
management unit (PMU). The implementing agencies comprise 34 polytechnic institutions in 
Indonesia that have received support from the project, with project implementation units (PIUs) 
created within them to manage the funds received. ADB’s Indonesia Resident Mission (IRM) is 
administering the project for ADB.2 
 
3. OAI conducted a follow-up review in July 2019 to review the implementation of the 2017 
PPRR recommendations and assist in resolving any pending issues in implementing the 
recommendations.  

 
 

II. SCOPE AND METHODOLOGY 
 

4. To achieve the follow-up review objectives, OAI’s review team sampled 10 contracts across 
seven PIUs and the PMU and reviewed all available procurement and contract documentation. 
Four of the seven PIUs sampled here were also sampled in the 2017 PPRR. The sample comprised 
about 12% of the total value of contracts awarded by the project during the review period.3 The 
sample comprised nine contracts for the supply of goods and one contract for consulting services.  

 
5. The follow-up review reviewed implementation of high- and medium-risk findings and 
recommendations from the 2017 PPRR: three related to procurement and two related to financial 
management,4 as follows:   

 
(i) appropriateness of bid evaluation,  
(ii) avoidance of narrow technical specifications and brand names in bidding 

documents, 
(iii) ensuring ADB audit rights in bidding and contract documents,  

 
1 ADB. 2017. Polytechnics Education Development Project: Project Procurement-Related Review Report. Manila. 

Available at: https://www.adb.org/projects/documents/ino-42099-013-pprr. 
2 More information on the project is available at: https://www.adb.org/projects/42099-013/main#project-overview. 
3 The review period was from the date of publication of the PPRR report on 30 September 2017 until the sampling date 

for this follow-up review on 3 May 2019. The project awarded 241 contracts during the review period with total value of 
about $27 million. 

4 The follow-up review did not inspect project assets, as the 2017 PPRR did not raise any high- or medium-risk findings 
in this area. Nonetheless, five PIUs gave the review team informal tours of assets procured from the sampled contracts. 
In these cases, assets appeared to be physically present, operational, and coded using asset tags. 

https://www.adb.org/projects/documents/ino-42099-013-pprr
https://www.adb.org/projects/42099-013/main#project-overview
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(iv) monitoring and appropriate application of liquidated damages in contracts facing 
delays, and  

(v) ensuring sufficient performance securities before agreeing to contract extensions 
and releasing full payments. 
 

6.  The review team reviewed the implementation status of these five PPRR recommendations 
and categorized them as (i) implemented, (ii) partially implemented, or (iii) not implemented. The 
review team debriefed DGLSA, PMU, the seven PIUs, and IRM upon the conclusion of their 
fieldwork in July 2019 and gave subsequent opportunities for formal comment on the preliminary 
findings and on a draft version of this report. 
 
 

III. RESULTS 
 
7. Table 1 shows the implementation status for the five PPRR recommendations across the 
seven PIUs and PMU. The follow-up review also noted three new findings related to the length of 
performance securities and inconsistent treatment of liquidated damages settlement across PIUs.  
 

Table 1: Summary of Implementation Status of the 2017 Project Procurement-Related 
Review Recommendations 

 
Code Brief Description of the Five 

Findings and 
Recommendations from the 
2017 PPRR 

Implementation Status from the 2019 Follow-up Review 
for the Seven PIUs and PMU 

Implemented Partially 
implemented 

Not implemented 

PR-1 Bid evaluation 4 3 1 
 

PR-2 Narrow technical specifications 
and brand names 

3 1 4 
 

PR-3 ADB audit rights 4 4 0 
 

FM-1 Liquidated damages 7 1 0 
 

FM-2 Contract amendments and 
performance securitiesa 

1 0 2 
 

 

ADB = Asian Development Bank, FM = financial management, PIU = project implementation unit, PMU = project 
management unit, PR = procurement. 
 
a There were no relevant instances to validate this recommendation for five of the PIUs. 
 

Source: Office of Anticorruption and Integrity, Asian Development Bank. 
 
A. Procurement Recommendation 1: Bid Evaluation 
 
8. The 2017 PPRR recommended that procurement committees evaluate bids according to 
the established criteria and requirements and clearly document the basis for decisions. It also 
recommended that in exceptional cases such as the acceptance of a sole bidder with an inadequate 
bid security, procurement committees should require the bidder to provide a sufficient bid security 
before proceeding to evaluate the bid. 
 
9. The follow-up review found that the PMU and three of the seven PIUs implemented the 
recommendation related to evaluating bids appropriately, three PIUs partially implemented it, and 
one did not implement it. In the four cases of implementation, the procurement committees 
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evaluated bids appropriately and clearly documented their decisions. In the three cases of partial 
implementation, the procurement committees qualified or disqualified certain bidders incorrectly 
and these decisions were not all documented clearly. Correcting these actions would not have 
changed the procurement outcomes. In the case of nonimplementation, the procurement 
committee qualified a certain bidder incorrectly and did not document the decision clearly. 
Correcting this action would have changed the procurement outcome.  
 
10. For the recommendation related to acceptance of sole bidder with insufficient bid security, 
there were no relevant instances where the follow-up review could validate the recommendation. 

 
B. Procurement Recommendation 2: Narrow Technical Specifications and Brand Names 
 
11. The 2017 PPRR recommended that bidding documents avoid referring to brand names, 
catalog numbers, or similar classifications in the technical specifications unless appropriately 
qualified with a term such as “or equivalent.” It also recommended that to determine the quality of 
proposed goods, bidding documents may require bidders to submit relevant quality tests, industry 
certificates, and customer statements. In cases where the PIU has reasonable concern about the 
risk of using the term “or equivalent” when referring to a brand name or catalog number, the PIU, 
through the PMU, may request ADB’s approval and justify the use of a specific brand in the bidding 
documents. 
 
12. The follow-up review found that the PMU and two of the seven PIUs implemented the 
recommendation related to avoiding unqualified brand names and narrow technical specifications, 
one PIU partially implemented it, and four PIUs did not implement it. In the three cases of 
implementation, unqualified brand names were not observed, and technical specifications were 
sufficiently broad. In another case, unqualified brand names for core components were observed 
in the technical specifications. However, the branded items comprised only around 4% of total 
contract value, hence the review team assessed the recommendation being partially implemented. 
In the four cases of nonimplementation, the technical specifications were very similar to those 
mentioned in product brochures offered by the winning bidders and frequently did not use qualifying 
phrases such as “at least” or “or equivalent”.  

 
13. For the sampled contracts, there were no instances where the PMU or the seven PIUs 
required the bidders to submit quality tests and/or requested ADB’s approval for the use of a 
specific brand. 
 
C. Procurement Recommendation 3: ADB Audit Rights 
 
14. The 2017 PPRR recommended that all bidding and contract documents include standard 
clauses on ADB’s right to audit relevant records related to these bidding and contractual processes. 
 
15. The follow-up review found that the PMU and three of the seven PIUs implemented this 
recommendation and four PIUs partially implemented it. In the four cases of implementation, 
standard ADB audit clauses were observed in both the bidding and contract documents. In the four 
cases of partial implementation, standard ADB audit clauses were observed either in the bidding 
or contract documents, but not in both. 
 
D. Financial Management Recommendation 1: Liquidated Damages 
 
16. The 2017 PPRR recommended better coordination with suppliers to ensure timely 
deliveries. In cases of delays, it recommended that liquidated damages be promptly and 



4 
 

appropriately applied. It also recommended better monitoring and appropriate reconciliation of 
these payments at project level from IRM and PMU. 
 
17. The follow-up review found that the PMU and six of the seven PIUs implemented the 
recommendation related to ensuring timely deliveries and applying liquidated damages promptly 
and appropriately in cases of delays, while one PIU partially implemented it. In six of the seven 
cases of implementation, goods were delivered on time and liquidated damages did not need to be 
applied. In the seventh case, delivery of goods was delayed but the PIU applied liquidated damages 
promptly and appropriately and required the supplier to settle these damages to the state treasury 
before releasing full payment. In the case of partial implementation, liquidated damages were 
appropriately applied to a delayed delivery, but the PIU released full payment to the supplier 32 
days before the supplier settled these damages to the state treasury. 
 
18. The follow-up review found that IRM and the PMU have not implemented the 
recommendation related to improving their monitoring of project liquidated damage payments. The 
review team did not observe any new monitoring tools within IRM or PMU to track project contracts, 
delivery dates, and corresponding liquidated damages. 

 
19. The follow-up review found that the recommendation related to appropriately reconciling 
liquidated damage payments in the project accounts was not implemented. The review team 
observed that the PMU still liquidates project imprest fund expenditures based on full supplier 
contract amounts, while liquidated damage payments are made to a separate, general account of 
the state treasury.5 The Indonesia Ministry of Finance, Ministry of National Development Planning, 
MORTHE, and IRM met to discuss this recommendation in October 2019 and attested that the 
national Law 9/2018 on non-tax state revenue and the Ministry of Finance Regulation No. 
135/PMK.05/2016 on the procedure for providing funds and returning funds to lenders state that 
liquidated damages are not considered ineligible expenses and, therefore, these damage 
payments should not be refunded to the project’s imprest fund.6 In addition, the review team notes 
that according to the Regulation No. 135/PMK.05/2016 refunds are permissible for administrative 
reasons, which include liquidated damages. The same regulation states that any refund which is a 
supplier responsibility must be paid by suppliers to the general account of the state treasury. 
 
20. However, the review team notes other provisions in national laws and regulations of 
Indonesia that concern the treatment of liquidated damages. Presidential Regulation No. 16/2018 
on procurement of goods and services, Article 53-(1), and the National Public Procurement 
Agency’s Regulation No. 9/2018, Article 7.19, state that the terms of payment to suppliers must be 
in accordance with the contract and that any advance payments, retention money, tax, and 
liquidated damages must be deducted from the payment.7 Consistent with the contractual 
provisions on liquidated damages, these statutory provisions require the PIUs to deduct the amount 
of liquidated damages from the contract price, and hence from payments to suppliers. 
Nondeduction of liquidated damages by the PIUs resulted in ADB funds financing overpayments 
to suppliers. 

 

 
5 Note that the term “imprest fund” has been replaced with “advance account” in the latest version of the ADB Loan 

Disbursement Handbook (2017, as amended from time to time).  
6 In the letter 175/D/PEDP/KEU/X/2019 dated 22 October 2019, MORTHE cited Law 9/2018 on non-tax state revenue 

Articles 3 and 4 and the Ministry of Finance Regulation No. 135/PMK.05/2016 on the procedure for providing funds 
and returning funds to lenders, Article 2. 

7 The same provision exists in Presidential Regulation No. 54/2010, Article 89-(2), which preceded Regulation 16/2018 
and had been in effect for most of the period of this project. 
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21. Regardless the statutory provisions cited in paras. 19 and 20, the Loan Agreement requires 
that the proceeds of the loan should be applied to the financing of expenditures on the project.8 
Since the amount paid for liquidated damages to the state treasury general account will not be 
used to finance the project expenditures, it follows from ADB rules that these should be refunded 
to the ADB project account. IRM and DGLSA should therefore determine the total amount of 
liquidated damage payments made to the state treasury general account and resolve the matter 
before the project financial closure.  
 
E. Financial Management Recommendation 2: Contract Amendments and Performance 

Securities 
 
22. The 2017 PPRR recommended that an adequate performance security is obtained from the 
supplier when amending the contract to extend the delivery and acceptance period or when 
releasing full payment prior to completion and acceptance of deliveries by the supplier. 
 
23. The follow-up review found that one of the seven PIUs implemented this recommendation 
and two PIUs did not implement it.9 In the case of implementation, the contract’s delivery and 
acceptance period was extended and the performance security was extended accordingly. In one 
case of nonimplementation, the contract’s delivery and acceptance period was extended, but the 
performance security was not extended accordingly and expired 10 days before the delivery date. 
In the other case of nonimplementation, the performance security expired 30 days before the full 
delivery and acceptance of the goods. The PIU released full payment to the supplier before delivery 
of the goods in exchange for an additional bank guarantee, but this bank guarantee also expired 
19 days before the full delivery date. 
 
F. New Findings 1 and 2: Validity of Performance Security 
 
24. The follow-up review noted two new findings related to the validity of performance securities 
from the sampled contracts. The first finding observed that the performance security validity period 
did not cover the contractual warranty period for eight contracts reviewed across the seven PIUs.10 
In these cases, Clause 42.4 of the contracts implied that the performance security validity period 
shall cover not only the delivery and acceptance period of the goods to be supplied, but also the 
warranty period. Clause 28.3 in all eight contracts specified a warranty period of at least one year 
after delivery and acceptance of the goods. As such, the performance securities should have 
remained valid until the completion of these warranty periods, but this was not the case and the 
performance securities expired shortly after the delivery and acceptance period specified in the 
contract. The PMU interpreted the performance security as being necessary only during the 
delivery and acceptance periods of project contracts and advised PIUs accordingly, despite the 
language in Clause 42.4. 
 
25. The second finding observed that the performance security validity period did not cover the 
full delivery and acceptance period of the goods to be supplied for one of the sampled contracts 
procured by the PMU. In this case, the performance security submitted by the supplier was 42 days 

 
8  Section 3.01 of the Loan Agreement between the Republic of Indonesia and ADB states “The Borrower shall cause 

the proceeds of the Loan to be applied to the financing of expenditures on the Project in accordance with the provisions 
of this Loan Agreement”. 

9  The recommendation was not applicable to contracts reviewed from the PMU and four of the seven PIUs, as there 
were no contract amendments to extend the delivery dates and/or no full payments released prior to completion and 
acceptance of deliveries. 

10 The finding was not applicable to the two PMU contracts reviewed, as these did not include warranty provisions. 
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shorter than required by the contract and 25 days shorter than actual completion of the delivery 
and acceptance period.  
 
G. New Finding 3: Inconsistent Treatment of Liquidated Damages 
 
26. The follow-up review noted inconsistent treatment of liquidated damages settlement across 
PIUs. One PIU showed the review team a project contract (not part of the review sample) where 
liquidated damages were deducted from the amount paid to the supplier and a letter was issued to 
the state treasury informing them of the adjustment made. This practice was different from—and 
preferable to—the practice observed across the sampled contracts of paying suppliers in full with 
project funds and requesting the supplier to settle their liquidated damage payment to a separate 
state treasury account, as discussed in paras. 19-21. The review team understood from the PMU 
that this inconsistent treatment of liquidated damage settlements across project contracts may be 
resulting from different local state treasury regulations that apply to the PIUs in different regions of 
the country. 
 
 

IV. CONCLUDING REMARKS 
 
27. The review team concludes that the project’s procurement and financial management 
processes have somewhat improved, although there is considerable room for further 
improvements. IRM and PMU presented some evidence of efforts to strengthen PIU capacities and 
project implementation following the 2017 PPRR, though further efforts are required to minimize 
both integrity and operational risks. 
 
28. The review team recommends continued and strengthened efforts by IRM and DGLSA to 
implement the 2017 PPRR recommendations prior to the completion of the project and in future 
projects, as applicable. In particular, IRM and DGLSA should improve the monitoring of liquidated 
damage payments and, prior to project financial closure, resolve the matter of liquidated damage 
payments made to the state treasury general account (paras. 18-21). The project should also 
strengthen its guidance to PIUs on appropriately evaluating bids, avoiding narrow specifications, 
ensuring ADB audit rights in bidding and contract documents, and obtaining adequate performance 
securities from suppliers. 

 
29. The review team also makes the following two recommendations to IRM and Government 
of Indonesia for future ADB projects in the country: 

 
(i) Enhance focus on strategic procurement planning and streamlined project 

implementation structures. The project’s decentralized, demand-driven design and 
large number of beneficial organizations placed significant administrative burden on 
its PMU and PIUs, making mistakes inevitable and capacity building difficult, and 
creating opportunity for integrity violations. The project has procured at least 790 
contracts since its approval in 2012 across 34 PIUs. The average contract value 
was about $89,900. Many PIU staff held full-time roles as teachers and supported 
these procurements as an additional task. Procuring contracts through fewer and 
larger packages using “lots” for similar goods and streamlining the number of PIUs 
and their procurement responsibilities could have improved internal controls and 
reduced administrative burdens. 

(ii) Align national procurement processes and bidding documents more closely with 
ADB’s standards and core procurement principles. The review team observed 
procurement practices and clauses in the project’s national procurement planning 
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and bidding documents for the procurement of goods that could be improved in line 
with ADB’s core procurement principles of fairness and transparency. These either 
were not in line with the agreed templates for national competitive bidding under 
ADB-financed projects in Indonesia and/or created opportunities for integrity 
violations. IRM should continue to work with Indonesia’s National Public 
Procurement Agency for improvements in this regard. 
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