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PROCUREMENT MANUAL
A. INTRODUCTION 
1. This procurement manual is to guide the procurement activities of Shangdong Green Development Fund (SGDF) which will utilize an Asian Development Bank financial intermediation loan (FIL). ADB anticipates that for FLIs the procurement is implemented by the respective loan beneficiaries in accordance with established commercial practices and procurement which is acceptable to ADB.

2. First objective of the manual is to ensure that sub-borrowers and Investees have the responsibility that the procurement activities they undertake to implement their projects must: 

(i)  
Comply with any relevant laws and regulations of the People’s Republic of China (PRC), municipal and provincial regulations in Shangdong province where the projects are located.  
(ii)  
Adhere to procurement principles and guidance determined by ADB to be applicable to this FIL.
3. A second objective of the manual is to offer specific guidance on how procurement activities can be undertaken that will ensure compliance with the ADB principles and guidelines.

4. Sub-borrower is responsible for the implementation of the project, the procurement, award, and administration of contracts under the project. ADB is to ensure that the proceeds of its financing are used with the core procurement principles. Sub-borrower has the responsibility to ensure the procurement they undertake comply with the relevant laws and regulation of the People’s Republic of China (PRC).
5. All the guidance provided in this manual is considered to be compatible with current applicable PRC law and specifically the PRC Tendering and Bidding Law 1999 (effective from 1 Jan 2000), the scope and applicability of which includes all investment projects that utilize foreign capital funds. Sub-borrower should therefore ensure that their procurement staffs are familiar with the requirements of this law and its applicable regulations, in addition to being provided with this procurement manual. 

6. It is also not the intention of this manual to force changes in the procurement procedures of sub-borrower and subproject applicants where these already substantially comply with required ADB procurement principles. However, it is expected that sub-borrower and subproject applicants will review their own procurement using the contents of this manual as a guide and adjust their procedures to ensure the required substantial compliance. 

7. The ADB procurement framework is guided by two documents: the Procurement Policy and the Procurement Regulations for ADB Borrowers which are supported by Guidance Notes, Staff Instructions/Project Administration Instructions and Standard Bidding Documents (SBD) and User Guides. 

8. ADB procurement places emphasis on value for money and quality, usage of open competitive bidding, identification and resolution of abnormally low bids, application of standstill period, and the risk-based oversight function for the review of procurement transactions by ADB. 
9. All the procurement under FIL will ensure (a) reasonable prices as a result of preferably competitive procedures, (b) procurement from eligible source countries, and (c) fair canvassing and/or evaluation when selecting suppliers.

10. Green Procurement is an important tool to achieve environmental policy goals relating to climate change, resource use and sustainable consumption and production. Green procurement is a process whereby contracting authorities procure goods, services and works with a reduced environmental impact throughout their life-cycle when compared to goods, services and works with the same primary function that would otherwise be procured.
11. The contents of this procurement manual will be kept under review during project implementation and can be revised at any time according to the project requirements, or changes in applicable laws and regulations. Any changes in the manual will be jointly approved by SGDF and ADB. 
B. PROCUREMENT OBJECTIVES 
12.
The objective of the procurement is to provide the purchaser with goods, works or services that are: 

(i) 
fit for the intended purpose
(ii)  
best value for money to the purchaser  
(iii)
procured in a timely and efficient manner and 
(iv) 
procured in a green manner
13. 
These objectives are wholly compatible with best commercial practice and endorsed by ADB. However, the objectives are not mutually exclusive, and they can conflict to a degree. For example, sophisticated procurement procedures may well be justified for large scale or technically complex procurement but would not be justified on efficiency grounds for simpler small-scale procurement. ADB procurement guidelines and commercial best practice procurement regulations recognize the need for an efficient procurement process by providing simpler procedures for small scale procurement. 

14. 
Another cross-cutting objective of any procurement process is to adequately safeguard sub-borrower and subproject applicants against the risks of corruption and fraud that could damage the level of subproject performance (as measured in financial terms and/or energy/emissions savings), and potentially the competitiveness of the entire business. 

C. ADB PROCUREMENT PRINCIPLES
15.
The core procurement principles are:  economy, efficiency, fairness, transparency, quality, and value for money. 

16. 
Economy means taking into account factors such as price, quality, and any other non-price attributes, as appropriate, without adversely affecting the viability of the project. 
17.
 Efficiency ensures that procurement process is proportional to the value and risks of the required outcome, project activities and taking into account implementation capacity, time constraints, and cost-effectiveness. 
18.
Fairness means ensuring (i) equal opportunity for and treatment for eligible bidders; (ii) equitable distribution of rights and obligations between borrowers and providers of goods, works, and services; and (iii) credible mechanisms for addressing procurement-related complaints and providing recourse. 
19.
Transparency ensures through appropriate documentation and review of activities in the procurement process, that (i) relevant procurement information is made publicly available to all interested parties, in a consistent and timely manner, through readily accessible and widely available sources at no (or reasonable) cost; (ii) established appropriate reporting of procurement activity; and (ii) justified use of confidentiality provisions in contracts
20.
Quality. This principle requires that the procurement arrangements be structured to conduct the procurement of inputs and delivery of outputs of appropriate standard in a timely and effective manner to achieve the project outcomes and development objectives, taking into account the context, risk, value, and complexity of procurement.
21. 
Value for Money obtains optimal benefits through effective, efficient, and economic use of resources based on cost-benefit analysis along with assessment of risks and nonprice attributes and life cycle costs. Price alone may not sufficiently represent value for money.
22.
It is generally accepted by procurement experts that these principles, if properly applied, will ensure the procurement objectives set out in section B of this manual are realized by subprojects and represent best procurement practice. However, in setting the requirement that “FIL procurement is undertaken by the respective loan beneficiaries in accordance with established private sector or commercial practices, acceptable to ADB”, ADB recognizes that it may be in the interests of commercial borrowers of ADB funds to apply these principles in a more flexible manner than as stipulated in ADB’s detailed procurement guidelines that have been designed with public procurement primarily in mind. 

23.
Procurement including the recruitment of consultants under the Technical Assistance Program must follow ADB Procurement Policy (2017, as amended from time to time) and Procurement Regulations for ADB Borrowers (2017, as amended from time to time).

D. SPECIFIC GUIDANCE ON FIL PROCUREMENT 
24. 
This section gives sub-borrower and subprojects specific guidance on how generally accepted procurement objectives might be best achieved and then considers each of the ADB procurement principles in turn and gives guidance on compliance. 

Ensuring the Procurement Results are Fit for Purpose

25.
Project activities are tailored to fit the intended purpose and requirements of projects, reflect the strategic needs and circumstances of the country, environment and situation

26. 
Customized approach will be adopted, in case a standardized approach cannot effectively and efficiently meet project outcomes and development objectives
27. 
Sub-borrower should clearly articulate their needs and expectations to potential suppliers, so suppliers can provide goods or services that meet the needs of the project owner.  A written specification of purchaser needs will enhance the prospects for those needs being successfully met and will also provide a basis for any procurement disputes to be adjudged and settled in a fair way. 

28. 
A more detailed design specification should be prepared by qualified technical staff together with procurement staff for the procurement of key equipment and/or civil works that are critical to the performance of the subproject.
29. 
For the procurement of consulting services, such as technical assistance, it is important to ensure the potential service providers are suitably qualified and that the scope of work and the required outputs/deliverables of the service provider are clearly defined. 

Achieving Value for Money

30. 
Value for money (VFM) is normally considered to be achieved if the purchaser feels they have paid a fair price for what they have received. Specific guidance on making Value for Money (VfM) is as follows: 

(i)   
Contracting authorities have the obligation to get the best value for everything they procure. Identifying the most advantageous tender does not necessary go for the cheapest offer. Establish a procurement committee to evaluate VfM and make procurement decisions as a means of reducing the individual subjectivity in VfM assessments. Ensure that records are kept of decisions made and the reasons for them, so that independent or higher level reviews can assess their reasonableness.  
(ii)  
Use open procurement wherever possible so that the lowest available specification compliant price is known thus making the price premium paid for non-quantifiable VfM factors readily identifiable.  
(iii)  
Only use sole-source supplier purchasing where either (a) an existing competitively let rolling supplier contract already exist, or (b) there has been recent similar procurement made via open procurement, or (c) extenuating circumstances apply that justify short-cutting normal procedures and company standing orders allow for this (note: such a situation under the FIL is extremely unlikely and such short-cutting is normally only justified in response to an emergency).  
Timeliness and Efficiency of Procurement

31. 
The subprojects will need to be planned and budgeted, procurement activities are scheduled compatible with the subproject implementation plan and that financial commitments can be met. 

32. 
Procurement plans should (i) be linked to the financial plans, (ii) allow a realistic time for the completion of all activities, and (iii) as far as possible avoid a “log jam” of activity in the procurement department. 

33.
Efficiency of procurement will be achieved where (i) sub-borrower develop standardized procedures and procurement documentation, (ii) the number of procurement packages are minimized without unduly restricting competitiveness, (iii) adopting simplified procurement procedures for small low value procurement, and (iv) the use of existing rolling annual or multi- year supplies of services and supplies for which a company has a regular demand. 

Use of Competitive Procurement

34.   
Competition is the default approach, and conditions for other methods are clearly described. ADB encourages open competition as the preferred procurement approach, whenever possible, to maximize fairness of the opportunity to bid. 

35. 
Open Competitive Bidding (OCB), properly administered and open equally to national and international bidders, is the most appropriate method that is likely to result in value for money in most cases. Respective beneficiaries may use Open Competitive Bidding (OCB) for the purchase of large single items or in cases where large quantities of like goods can be grouped together for bulk purchasing.
36. 
Effective competition undoubtedly reduces prices by forcing suppliers to innovate and become more efficient. Sub-borrower will only be able to benefit from reductions that are available if they use procurement procedures based on competitive bidding or shopping. 

37. 
Competitive procurement is most commonly achieved in a project setting through advertising and an open invitation for suppliers to request tender document and submit bids. 

38. 
For some specialized procurement packages, a multi-stage procurement process may be advantageous whereby potential suppliers are first invited to pre-qualify by demonstrating they have the required skills and experience. Then all pre-qualified suppliers would be invited to submit their bids. 

39. 
Preparing bids for some procurement packages can impose a heavy workload and expense on potential suppliers, and this can discourage some good quality suppliers from bidding if they feel their chance of being successful is low. Purchasers can guard against the risks this situation creates restricting the number of suppliers invited to bid to a small number (typically three to five) of those most qualified to be the supplier. 

40. 
However, before deciding on the detailed procurement procedures to use they should ensure subprojects should consult any applicable government laws and regulations on the procurement methods permissible in specific circumstances. This especially applies to state- owned enterprise (SOE) subproject owners who will undoubtedly operate in a more regulated procurement environment than wholly private enterprises.  Autonomous commercial enterprises in the public sector are eligible for partial financing of subprojects.

Fairness and Equal Opportunity

41. 
All eligible bidders should have an equal and fair opportunity. Procurement processes are designed and implemented that avoid preferential or discriminatory measures that might favor or adversely affect certain participants. 

42.
Fairness and equal opportunity go hand in hand with procurement procedures that require open competitive bidding. It also goes hand in hand with transparency in procurement.
43.
Further measures to promote fairness and equal opportunity include: 

(i)

Ensuring that potential suppliers have adequate time to submit bids or expressions of interest (the actual time allowed should depend on the complexity of the procurement and the level of detail requested in  bids/expression of interest);  
(ii)  
The terms of purchase contracts used are equitable to both sides;  
(iii)
The purchasing organization has a grievance redress mechanism (GRM) to deal with cases of alleged unfairness, misprocurement, or other abuses. This mechanism should operate so as to be independent of the purchasing function; 

(iv)  
Subject only to issues of commercial confidentiality, unsuccessful bidders may request and receive feedback on why they were unsuccessful.  
44. 
It is sub-borrower’s responsibilities for addressing all complaints. Sub-borrower acknowledges receipt, and undertake timely review of any complaint, including providing the interested party concerned with due opportunity to explain or clarify any unresolved issues arising out of such complaint; Sub-borrower resolves complaints fairly, impartially, and promptly
Transparency in Procurement

45.
Transparency of procurement processes are governed by clear rules that are easily accessible and can be consistently applied. This will show that the purchaser is fair and provides equal opportunity to all, as evidenced by their open and fair in procurement activity. 
46.
Tender opportunities must be advertised widely enough to ensure competition. The procurement decision-making process must also be transparent, to preclude any risk of favoritism or arbitrariness on the part of the contracting authority. Results are published, and contracting authorities have the obligation to inform unsuccessful tenderers of the reasons for rejecting their tender.

E.    GUIDANCE ON GREEN PROCUREMENT 
47. 
Green procurement is a procedure where environmental considerations are taken into account within the procurement process. Green procurement means improving the efficiency of procurement and at the same time using market power to bring major environmental benefit

48.
Identifying the most economically advantageous tender does not necessarily mean going only for the cheapest. It means finding a solution, which meets the requirements the borrower has identified, including environmental ones, in the most cost-effective way. Environmental consideration can act as an equal consideration amongst others for the award of the contract.

49. 
To make green procurement work, it is essential to know which procedure to use, what criteria to apply, and how to properly assess and verify environmental claims. 

50.
Cost considerations. Are greener alternatives cost neutral or will they affect the budget? The cost should be considered throughout the life-cycle: purchase price, usage costs (energy/water consumption, maintenance), and disposal costs. In some cases, grants or subsidies may be available for investment in greener options

51.
Availability of criteria. Have green purchasing criteria been developed which can be inserted directly into tender or considerable efforts to be made to obtain environmental performance characteristics and conduct market analysis. 

52.   Visibility. How visible are the green procurement activities to the public and market? High-profile changes like the type of vehicles can help build awareness of green procurement and improve the image of the borrower/subborrower.   
53. 
Practical issues such as which procedure to use, what criteria to apply, and how to properly assess and verify environmental claims.  
54. 
The green procurement criteria aim to reach a good balance between environmental performance, cost considerations, market availability and ease of verification so procuring authorities may choose, according to their needs and ambition level, to include all or only certain criteria in their tender documents

55. 
The term green procurement criteria includes not only selection and award criteria, but also specifications and contract performance clauses, which can help to green the contract. Identifying sources of green criteria is an important step in green procurement implementation. 

56.
Green considerations can be applied to each of the stage in green procurement implementation: (i) subject matter and technical specifications; (ii) selection criteria; (iii) award criteria; (iv)  contract performance clauses  
57.
Environmental objectives adopted for all selected sub-projects for funding by SGDF are to (i) ensure the environmental soundness and sustainability of each sub-project, (ii) support the integration of environmental considerations into the sub-project decision-making process. The Project is categorized B Environment by ADB and Category A Environment Projects are excluded from SGDF funding. The environmental policy principles adopted for all selected sub-projects follow the SGDF Environmental and Social Management System. 

58.
Proposed subprojects to be selected and funded by SGDF will strictly comply with relevant environmental protection laws and regulations of the PRC. These laws and regulations include but are not limited to those in Appendix 1. 

59.
SGDF adopts project performance assessment criteria compatible with GCF criteria because these criteria constitute the only comprehensive, internationally-recognized green project assessment framework.
60.
Subprojects selection is based on the green indicators that they contribute to climate change mitigation (measured through GHG/CO2 emission reduction) or climate change adaptation (measured through improving the resilience of beneficiaries). The Fund can only invest in subprojects that endorse the principles set for SGDF in terms of governance and investment strategy. The subproject will be screened with the criteria set under the GCF Investment Framework. In addition, the subprojects will be evaluated based on risk assessment and credit rating by the Investment Committee.
61.
A methodology for developing sectoral indicators of green investment performance and initial estimates of indicator values was established and these green indicators by sector are summarized in the tables in the Transaction Assessment Guidelines.
62.
Green assessment will be carried out for each subproject following the green assessment framework in the Transaction Assessment Guidelines. Subproject and its component is assessed per criteria and sub-criterion as to whether it is transformational, advanced, or good. 

63.
Based on some measure of good practice as a baseline for Business as Usual, the numerical difference between this and ‘’best practice’’ can be divided in 3 segments corresponding to ‘’good practice. ‘’advanced practice’’ and ‘’transformative or best’’ practice. Standards selected as “best practice” were, in general, EU standards. These were chosen because a) they were reasonably aspirational standards that had b) been agreed by a range of EU countries across a spectrum of economic development. 
64.
To be effective, green procurement requires the inclusion of clear and verifiable environmental criteria for products and services in the procurement process. The EU has developed green procurement criteria for a number of product and service groups, which are regularly reviewed and updated. The criteria are designed to be inserted directly into tender documents and include information on best practice and verification methods. These green procurement criteria can be adopted or used as a reference by the borrower.

APPENDIX 1: PRC RELEVANT ENVIRONMENTAL LAWS AND REGULATIONS
PRC National Laws

· Law on the Environment Protection (2014)

· Law on the Environmental Impact Assessment (EIA)(2016)

· Law on the Prevention and Control of Environmental Noise (1996)

· Law on the Prevention and Control of Atmospheric Pollution (2015)

· Law on the Prevention and Control of Water Pollution (2008)

· Law on the Prevention and Control of Environmental Pollution by Solid Waste (2015)

· Law on Water (2002)

· Law on Promoting Clean Production (2002)

· Law on Energy Conservation (2007)

· Law on Circular Economy Promotion (2008)

· Law on Renewable Energy (2009)

· Law on Water and Soil Conservation (2010)

PRC National Regulations 

· Decision of the State Council on Several Issues Relating to Environmental Protection (1996)

· The Administrative Regulations for Project Environmental Protection in Construction Projects (1998)

· Classified Administration Catalogue of EIAs for Construction Projects (2015)

· Administrative Measures for the Environmental Acceptance Inspection of Construction Projects (2002)

· The Measures for the Prevention and Control of Environmental Pollution by Discarded Dangerous Chemicals (2005)

· The Interim Measures for Public Participation in EIA (2006)

