
EXT/PROGRESS REPORT ON
 
CONSULTING TEAM ACIITIMES FOR
 

PITUGU MANDIRI FEASIBILITY STUDY
 
TO DEVELOP A
 

HEALTH MAINTENANCE ORGANIZATION
 
PRODUCT LINE OF BUSINESS
 

#20
 

Author
 

Dr. James G. Barnes, D.PA
 
Elliot R. Wolff, JD.
 

Jakarta, 17 April 1989
 

Prepared for:
 

Health Sector Financing Project
 
Ministry of Health
 

Republic of Indonesia
 

Under USAID Contract No. ANE-0354-C-00-8030-00
 

2repared by:
 

International Science and Technology Institute, Inc.
 
Suite 800
 

1129 20th Street, NW
 
Washington, D.C. 20036
 

Tel: (202) 765-0831
 
Telex: 272785 ISTI UR
 

FAX: (202) 223-3865
 



'ABIEOF CONTENTS 

Page 

Exit Report................1 

Appendix I: March 29, 1989 
Report of Drs. Siddharta and Siddharta . ..... 8 

Appendix IT: April 14, 1989 
Report of Drs. Siddharta and Siddharta ...... 15 

Appendix III: Final Data Request ......... 18 

Appendix IV: Data Check Lists . ......... 22 

Appendix V: Revised Scope of Work ........ 28 



Jakarta, 17 April 1989 

Drs. Rosnirm Djaafar Dr. Thomas R. D'Agnes
President Director Chief of Party and Technical CoordinatorPT TLgu Mandiri Health Sector Financing ProjectWisma Tugu International Science and Technology1.H.R. Rasuna Said Institute, Inc. 

Ministry of HealthKuningan, Jakarta 12910 Bureau of Planning 
J1. H. R. Rasuna Said 

Kuningan, Jakarta 12950 
Re: 	 Status of Tugu Mandiri HMO Feasibility Assessment / Business Plan 

Project at Consultants' Departure From Indonesia 

Dear Drs. Djaafar and D'Agnes: 

As the American consultants who undertook to assess the feasibility of a TuguMandiri Health Maintenance Organization (HMO) and, if feasible, to prepare abusiness plan and an operational plan of action, we have completed the allotted fourweeks 	in Indonesia and submit this status report on our activities, accomplishments
and recommendations. 

In summary, due to fhe lack of sufficient information--demographic, cost,utilization, health care provider, actuarial and other--we are unable to assess thefeasibility or begin preparation of the business and operational plan; however, wewill complete the original Scope of Work upon completion of a comprehensive datacollection phase which we outline in this report. 

Based 	on our overall observations, we have determined that the needed informationis recorded and maintained in various places and formats and is retrievable for ourpurposes. The design and implementation of a comprehensive data collection processis vital to the success of this project and is of great importance to the Indonesiangovernment's current five-year plan, Repelita V, and to the other health and medicalservice programs under the overall USAID Health Sector Financing Project. We areconfident that the results from the data collection process will result in our ability tomake the feasibility assessment and prepare the business / operating plans insupport ofTugu Mandiri's goals and objectives as stated in the original Scope of
Work. 
The outcome of our effort~s to date are: (a) a cohesive, knowledgable team of 
American expatriots and Indonesian nationals who have favorable relationshipswith the sources of needed information; (b) refinement of the specifications for thisinformation and several check lists / aids to facilitate collection; (c) identification ofthe multiple sources of this information; and (d) a Revised Scope of Work thatcontains a comprehensive strategy to collect the needed data from appropriatesources. This data, when received, will permit us to perform a feasibility assessmentcontaining a business plan and an operational plan of action for a Tugu Mandiri
HMO/managed health care system fbr the target markets. 



We think this project (i) implements an Indonesian government policy set forth inRepelita V to encourage new health care financing approaches, (ii) offers insight intothe causes of cost increases in health care delivery that are the basic reasons foi theRepelita V policy and that will be useful to select and implement appropriate healthfinancing methods to contain or reverse t-ealth care cost increases being experiencedin health benefits sponsored by employers and the government, and (iii) orients andeducates important Indonesian nationals involved in employee health benefits, theirfinancing and provision. We recommend that this Revised Scope of Work to addnecessary data collection be approved and the original feasibility assessment/business plan / operational plan be prepared in support of the target markets andother potential HMO / managed care markets upon completion of the proposed data
collection process. 

1. Background
 

In early March, we participated in a meeting at the ISTI office in Washington, D.C.
to review and revise the Scope of Work for a Tugu Mandiri HMO feasibility

assessment and business plan. Professor Robert Shouldice of the George
Washington University School of Public Health also participated, along with Bob
Fratt and Jennifer Beckett of ISTI. The original Scope of Work had been written in
light of Professor Shouldice's visit to Tugu Mandiri earlier this year--especially his
meetings with Drs. Djaafar and expatriate USAID and ISTI staff. The principalrevisions were: deletion of the Pertamina active employees and their dependentsfrom the project's target market and expansion for research on tax and legalramifications of the HMO. We were also asked to consider appropriate methods offunding Pertamina retiree health benefits during an employee's active employment
and to see if employee health benefit costs can be tax deductible under Indonesian
 
corporate income tax regulations.
 

At the conclusion of his meetings in Indonesia, Professor Shouldice left a two pagelist of needed "Data Elements for HMO Planning" and in the Washington, D.C.meeting we were told to expect all the necessary data to be available for our reviewupon arrival in Jakarta; however, we received very little usable information during
our four week stay in country. 

Prior to leaving the United State, we individually received subsequent briefings onthe project in meetings and telephone conversations with Professor Shouldice andBob Pratt. We received copies of a draft 1986 HMO Market Study and Business Planfor Tugu Mandiri (the REACH Report); however, that report was not accepted byUSAID or Tugu Mandiri because its data was not supported and its
recommendations were not specific or practical for implementation. 

In light of the inadequacies of the REACH Report, we were instructed to prepare areport, if the HMO is feasible, that clearly explains to Tugu Mandiri staff the factual,
statistical and financial basis for our conclusions/recommendations, in a formappropriate for Tugu Mandiri and Pertamina executive staff and Board of Directors 
purposes. 

Upon our arrival in Jakarta, we established a reporting relationship to Jim Marzolf,M.D. of ISTI, with frequent contact with Tom D'Agnes who i"1ST! Chief of Party forthe project. We established offices in the Tugu Mandiri office suite and recognized
Drs. Djaafar as the principal and Tugu Mandiri as the ultimate 
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client. We formed a working task fbrce with Nanang Iskandar, M.D., Director
Umum of Tugu Mandiri, Rochwan Muthalib, FLMI, Underwriting Manager of TuguMandiri, and Soejadi, Hospital Resources Development Chief in Pertamina's CentralAdministrative Health Bureau in Jakarta. R. Pratolo also joined the task force as

act'iary.
 

In addition, Hans Schaefer of PT Nagadi Ekasakti was engaged as the resources
coordinator for tax and legal matters. Through Mr. Schaefer, Drs. Istama T.Siddharta, President-Director of the Drs. Siddharta & Siddharta independent
accounting firm that is associated with Coopers & Lybrand, undertook the taxresearch and issued two reports which are attached as Appendices I and H. Dr. Liana
S. Gunawan of Kantor Notaris Kartini Muljadi undertook the legal research in

conjunction with Mr. Schaefer, and their report is expected.
 

11. Team Activities. 

Our team or task force activities involved: (a) an extensive exchange of information

between the expatriate consultants and Indonesian nationals to build mutual

understanding, trust and a united approach to our project; (b) refinement of the list
of needed information to incorporate specific needs of the actuary and consultants, aswell as to accommodate Pertamina/production sharing contractor (PSC) actual
operations and administrative processes; (c) identification of the sources of this

information; and (d) planning how to collect this information.
 

Virtually all of the information submitted to the team was collected at Pertamina bySoejadi. During our first week in country, working from Professor Shouldice's list,
Soejadi presented age data on the Pertamina retirees as well as the total number ofretirees and widows and spouses covered for health benefits. He also presented a list
of the total number of PSC employees by contractor. Soejadi reported that most of
the required data was unavailable, especially with respect to the PSCs and specific

financial and utilization data.
 

During the first week, Drs. Djaafar introduced us to Mr. Soeranto S., Director of PT
Tambang Timah, the Indonesian national tin mining company, and a senior member
of his staff because the tin mining company was experiencing similar increases in
employee health benefit costs and Mr. Soeranto was interested in the HMO concept
to help control costs and improve health care for Timah beneficiaries. 

During the second week we met representatives of two PSCs-- Dr. Soeprawoto ofMarathon Petroleum Indonesia, Ltd. and Marijke Salomo of Roy M. Huffington, Inc.Although not in his official capacity as Marathon Medical Director, Dr. Soeprawoto
supported the Tugu Mandiri HMO project as offering an improvement in the qualityand availability of health benefits for Marathon employees who currently receive acash stipend monthly for most family outpatienL care and who have usually spent
the stipend and are unable to pay when a family member becomes ill. Mrs. Salomo was responsive to our questions. Both confirmed the availability of the information we need, but neither could provide information to us without instructions from their
superior who probably would refer the matter to their home offices in the United
StaLes unless Pertamina requested their cooperation with us. 

As we discussed the team's limited receipt of data and discouraging efforts to collect
the balance, it became clear that a more specific list of needed information wasessential to focus efforts properly. We were concerned that the project team was not 
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receiving full cooperation and that additional support was required from Pertamina 
and the Ministry of Health. 

Early in the second week, we drafted a more specific list of data elements required
for analysis and reviewed it line by line with team members. That dialog led tomany revisions and, in the middle of the revision process, Drs. Djaafar suggested to us that the Indonesian team members did not understand many of the concepts andterms used in the data list. Accordingly, we spent the better part of the next dayexplaining the nature of our assignment, how HMOs operate in the United States,what our terms mean, particularly in the operation ofan HMO, and how therequested information will be used in assessing marketing, finance and provider
aspects of a potential Tugu Mandiri HMO. A copy of a feasibility study and business/ operating plan completed for a US company was utilized to explain to teammembers, Drs. Djaafar and ISTIjust what is involved in the development of such areport. That orientation /education process resulted in a significant breakthrough.
First, we were able to revise the information specifications so that everyone
understood them, using many Indonesian concepts instead of American-- e.g.employment regulations describing employee health benefits instead of theAmerican "benefit plan" or "benefit package". A copy of the final data request(excluding Tugu Mandiri organization/ capabilities/ resources relevant to the HMO
which still must be identified) is attached as Appendix III. 

Having completed the Pertamina and PSC information specification, we preparedfive check lists to aid the team and the data gatherers in identifying whatinformation is needed about each data source--Pertamina and non-Pertamina
hospitals, their hospital based clinics, their free-standing clinics, PSC beneficiariesand Pertamina retirees. Because most Pertamina utilization information has activeemployee and dependent information combined with retiree / widow / spouse dataand because active employee benefits are not budgeted separately from retireebenefits, we added employee data to the data request. A set of these check lists isattached as Appendix IV. They will indicate if each source has reported necessaryinformation, but these check lists are not intended as answer sheets for submitting
data. 

Finally, we concluded that collecting this information for Pertamina retireesrequires contact with the Pertamina Human Resources (including health) or UmumDirektur's department and the Pertamina F, -ance Department in the
administrative office for each of Pertamina's seven operating regions (No'thSumatra, South Sumatra, Dumai, Kalimantan, Cirebon, Cilacap and Sorong) and forJakarta. This means collecting information from a total of 16 departments /locations because of the way Pertamina is organized with decentralized health
facilities in each region. Some, but not all, of the needed employee and retireeinformation is available in the central administrative and finance departments in
Jakarta. 

For the PSC beneficiaries, limited information is available in the Pertamina JakartaBKKA Health and Finance Departments. Most of the information is maintained atthe 17 PSC offices. Some PSCs operate their own hospitals and clinics; and,therefore, we must determine how to collect and integrate the PSC beneficiaryinformation and PSC health facility operations into Tugu Mandiri's business plan.At the request of senior executive staff of Pertamina, the PSCs will cooperate with 
our data collection efforts. 

4
 



Ill. Comprehensive l)ata Collection - Revised Scope of Work 

The team has devoted considerable thought to effective approaches for the collection
of needed data from this geographically widespread network of potential data
 sources. 
We have concluded that the development of a formal information systemand data collection process is required to support the conduct of a comprehensive
feasibility study, and, if feasible, a business plan and operational plan of action asrequired for Tugu Mandiri. These actuarial studies will result in projected healthbenefit costs (premiums), as well as expected utilization and reimbursement rates forcovered services. Feasibility and required provider arrangements in our finalbusiness/operating plan will be based on those actuarial recommendations. It is notpossible to begin the basic actuarial studies for this project without the identified 
information. 

It is clear, from the work of the consulting team that the information needed tosupport the completion of this project is available in Indonesia and must be obtainedbased on an expanded scope of work to add the data collection component. A draft 
copy of the Revised Scope of Work is attached as Appendix V. As agreed in our exitmeeting with USAID we completed the expanded scope of work for data collection upon returning to the United States. We think that the new collection process willrequire extensive field work in country and approximately ten months with
additional resources (focusing on data collection for three, representative, operatingPertamina regions, Jakarta and several representative PSCs), subject to a TuguMandiri/Pertamina decision to focus only on one region as a pilot site, which willreduce the costs, time and effort substantially, or to expand the data collection to all
regions and PSCs which would substantially increase all three. 

In light of feedback from ISTI and USAID on the unanticipated costs and time
involved for this data collection effort, we propose three alternative approaches for

data collection. Those alternatives are:
 

A. 	Collecting needed data from all seven Pertamina regions and Jakarta
 
headquarters, as well as from all seventeen PSCs.
 

B. 	 Collecting needed data from four representative Pertamina operating regions,
from Jak.arta headquarters, and from three to five representative PSCs. From
this data, the actuary and we will be able to extrapolate and prepare actuarial
projections, evaluate feasibility and, if feasible, prepare a business plan and
operational plan of action for the full target market. 

C. 	 Collecting needed data from one Pertamina region and PSCs operating in thatregion from which actuarial projections, the feasibility study and, if feasible, thebusiness plan and operating plan will be completed for that region. That regionwill serve as a pilot from which experience can be evaluated. If the pilot proves
successful, expansion to other areas can be planned. 

Of the alternative approaches listed above, we recommend alternative "B". Thesampling methodology used in alternative "B" will permit the actuary andconsultants to extrapolate from the representative areas to assess overall feasibilityand project the business and operating plan for all target markets throughout thearchipelago. Alternative "A" is less cost effective than alternative "B". We do notrecommend alternative "C"because it will not permit evaluation of the altern:ative 
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health care financing and delivery system for the entire target markets in a timelyfashion, because it could result in employee/retiree health benefits in the pilot regionthat differ from those in other regions and because the results of implementation
will not be significant with respect to national cost increase trends. 

IV. P ROJ ECT STATUS - SIGN IFICANT P)OI1CY NIEEllINGS 

To discuss the consulting team's progress and recommendations, the significant
data problems encountered and proposed solutions, three joint meetings were heldwith representatives from USAID, the Ministry of Health, Health Sector Financing
Project - International Science and Technology Institute, Inc. (ISTI), Pertamina andTugu Mandiri during our last week in country. In each of these meetings, the project
consultants presen'ed the current progress and the scope of the data problems

confronting the project.
 

It was concluded during the final meeting that the consulting team should developand present to ISTI representatives a Revised Scope of Work to add a comprehensive
data collection component to this project. This Revised Scope of Work is attached as 
Appendix V. 

Further, it was agreed that the Ministry of Health would assume leadership by

arranging and chairing "high level" meetings with Pertamina's top officials, the
Ministry of Mines, USAID, and Tugu Mandiri to receive full support for this project.Itwas also agreed that the Ministry of Health would seek joint funding for theadditional costs associated with the data collection which became considerably more
complex and resource intensive than originally anticipated. The discussion ofjointfunding requirements should not occur until after Pertamina has agreed to support

this project.
 

We strongly recommend that Drs. Djaafar be closely involved with the Ministry of
Health in the planning and execution of these meetings, including the selection of
participants, presentations during the meetings and follow-up activities. It wassuggested that the consultants, Dr. Barnes and Mr. Wolff, be available for
presentaL'ons during these meetings. Further consultant work is suspended until

these meetngs are favorably concluded. 

V. CONCLUSIONS ANI) RECONMI:NI)A'I'IONS 

It is most important for all concerned to realize that the most critical component of
this project and all of the other health sector financing projects is reliable data forsound decision making at the executive and Board levels. At the present time thisaspect is missing from this project and is causing a substantial delay. 

The second aspect of the project that must be accomplished in a timely manner is
complete support by Pertamina and the Ministry of lealth. Therefore, it is stronglyrecommended by the project team that the Revised Scope of Work (to add a
comprehensive data collection process) be approved. Further, that the Ministry ofHealth maintain its new leadership position in this project by scheduling and
chairing the necessary meetings with Pertamina, Tugu Mandiri, the other requiredorgatiiza'.ions and us, if our participation can be beneficial in these critical 
discussions. 

As previously stated, this project can be accomplished as outlined in the original
Scope of Work, with some modifications to: (1) the successful collection of required 
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statistical, financial and management information and (2) the previous length of 
time for completion. 

With respect to this data collection, the consultants recommend (and the actuary
concurs) that we select three representative regions among Pertamina operations,
Jakarta and three to five representative PSCs operating in or near the Pertamina
regions selected. We will extrapolate from data collected from these sources to assess
feasibility and, if feasible, prepare the business/operational plan of action for theentire target markets. This recommendation will reduce the time, effort and cost of
data collection and permit us to dress all target markets. We do not recommend
other alternatives because they do not achieve project objectives in a timely manner. 

We appreciated the opportunity to serve on the Tugu Mandiri/Pertamina/USAID
/ISTI team and to further Indonesian efforts to improve health care financing
options, as well as the availability of quality, cost effective health care in Indonesia. 

James G. Bjrnes, D.P.A. I 

te Date 
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Dr. E3llottWolf 
International Sciehce and Technology Inst te, Inc. 
c/o Ministry o Health 
Bureau of Pluming 
Kay. X-5 No. 4-9 J1. H.R. Rasuna Said 
Jakarta 12950 

Dear Dr. Wolf 

GENERAL TAX MATTERS ON HEALTH INSURANCE SCHEME 

Following your request during our meeting in our offices on March 21, 1989, we set 
out below tax aspects related to the proposed health insurance scheme based on the current 
tax laws of Indonea. 

Background 

2. We understand that the International Science and Technology Institute, Inc. ("IST')
has been appointed by Tugu Mandiri (wTugu), an insurance company owned by Pertamina,
to initially identify and appraise the various options available and, subsequently, describe and 
justify a recommended course of action for Tugu in developing a heafth maintenance 
organization and health insurance scheme (wHlsw) which will: 

a In*lay, provde the plan to Pertam*% and other ol conhrakors retree aW; 

subsequen ly, expad the avaabWiy of the plan to the gwrfl. bunsie commwky. 

fl 1]-9 
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It is proposed that the premium will be borne by both the employee and the employer, e.g., 
Pertamina.P0C n heepoeeg 

3. Accordingly, ISTI isconcerned about the tax aspects of the health insurance schemeand have requested our advice on the general tax aspects of such, viewed from both the
employers' and employees' standpoint. 

General Aspects 

4. The applicable general principles relevant to the HIS sue are set out in the Income 
Tax Law, 1983, at: 

a Mole 9 (d) - indoainining taxale Income, an employer may not deduct cost a, 
......bens pr.Ndd by the taxmyer for the needs d enploym'; 

0 tArIcIe 4 (3) (d) - where ervice received I-ind ain not deductible to the employer, then
Sturnm the beneft not asmssabe to th employe 

5. The above genex'al principles were clarified for health and insurance costs in Ministry
of Finance Ciru..rs dated 28 May 1984 (ref. no. SE-19/pA23/19 84) and 7 June 1984 (ref no.S-336/PJ23/1984). As a result, as far as the employer is concerned: 

(i) medIJ costs Includig hwt Insanc* premine pa d by an emwpy to an HIS are non 
deducwbe; 

&U)l costs relaed to comp"n owned heafth Iscikie pMNg kre se&vice "n medictio 
to erm:oyees we non deducttl; 

(ii) company rmbursed m .edicexenses are non deductbe to the company;,. 
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(iv) *'A"hrecet fOr "e Medical expense, be addres. ed to the O. kwaad 0 the ,
Compay, the relmbursmert isthe deductwbe fo the compay. 

6. The employee is not assessable for (i) to (iii) above but will be assessable on theincome in (iv). Income from insurance proceeds, e.g. life, accident or health are not assessable 
for the individual. 

7. Contrary to the initial spirit of the Income Tax Law as explained in paragraph 4, theIndonesian Tax Authorities have decreed that company contributions to the state pension fund(Tunjangan Hari Tua, or wFHT') and Astek are considered as a tax deductible expense whilstbeing tax exempted for the employee (MOF Circular dated 28 May 1984). Historically, thistreatment results from the Minister of Labor's opinion that the non deductability of suchexpenses will strongly hinder the development of the pension fund. 

8. In accordance with MOF Decree 947/0AXt4/1983, Indonesian citizens are notrequired to file personal tuz
returns if they are employed by only one company, with theunderstanding that income isnot derived from other sources. The impact of this is considered 
below; 

9. The only deductions allowable against an individual's assessable income are: 

(i) 	 occupalonal allowance, I . 5% o gross mnnual salry, rX ,xc, ,p.380,000 (MOFDecrM 9/KMK/04/1964 dated 31 Decenombg I93); 

(ii) tax fee income loWance, Le. Rp. 9W0,0O for the idduaj and Rp. 480,000 for eachdepedent, IlnWed to W depenclr. (M11le 7 (1), Income Tax Law); 

(iii) P contibution to Pension funds approved by the Minister of Finance, e.g,, the statePension fund and ASTEK (Artie a (2) Income Toy Law and MOF Circular dated 28 May
1984). 
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k1M Severgf Production Sharing Contractors are governed by the old tax laws which, in anumber of ways, differ from the 1984 Income Tax Law. In this context, the abovementioned 
aspects do not necessarily apply. 

Current tax position 

11. From the above paragraphs, it is clear that under current Indonesian Tax RegulationsFIS contnbutions by the employer would not be deductible. On the other hand, theemployee's contribution would also not be deductible on his or her individual tax return. Thisnon deductibility from an individual viewpoint is further modified by most Indonesians'reluctance to submit tax returns so that, in the event of such contribution being allowed, it will 
generally still not represent a benefit for the individual. 

Alternative options and possibilities 

Request for tax treatment equal to THT 

T As explained in paragraph 7 and 9 (iii), THT and Astek contributions receive specialconcessional treatmeni. We believe that, based on your explanations that the Ministers ofFinance, Health and Energy have expressed their strong support for the HiS, you shouldexplore the possibility of similar tax treatment to THT and Astek being applied to the HIS. In 
our opinion, the possibility of success is distant. 

-12
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Incorporatio into employfe salary 

13. Another alternative would be to increase the employees' Walary in accordance with 
the HIS contributions amount, whereby: 

a. th employer woUd be the nddhkon &amaarte@xW" Insted of HIScontbtions and therefore, obtain tax deducablity for such expena; . 

b. the em°Yoees are no beng du v.aged &gtheW ngt take home lSy igUrmffctad. 

14. Under this approach, you should bear in mind that the salary increase should, with
the 
 -.cept;on of employees earning salaries below the tax free bracket, exceed the HIScontribution amount. T7he excess is the Ngross up amount whereby the contribution is grossedup iu order to account for it being subject to income tax as part of the employee's salary.However, as the employees are mostly under the 25% tax bracket whilst the employer, (Le.,Pertamina) is in the 35% tax bracket, this alternative will carry tax benefits. 

15. However, you should appreciate that Pertamina, being a state owned company, wouldmost probably require approvals from the Ministers of Energy, Finance and Labor to increase 
employee salaries. 

Conclusion 

16. 'We beLieve that, compared with most other countries, the current Indonesian 
environment could be more conducive to the establishment of an HIS. 

Lax 
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17. However, we also believe that a complex combinaoion of internal and external factorsin addition to iax will influence a company's decision on whether or not to embrxe an HIS,
whilst tax is not the decisive factor for such a decision. 

1& Should you require further information, please do not hesitate to contact myself or
Mr. Ross L Gavin, Chief Technical Advisor of this office. 

Yours faithfuly,

Drs. SIDDHARTA & SIDDHARTA
 
Registered Public Accountants No. D-2336 

. / 

Drs. Istama T. Siddharta 
Senior Partner 

ITS/js 
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14 April 1989 

Dr. Elliot Wolff 
International Sclence and Technology institute, Inc. 
c/o Wiane Tugu, 4th floor 
J1. H.R. RasunA Baid 
Jakarta 

0ear Dr. Wolff, 

HEALTH INSURANCE SCHEME 

Following your request during our meeting in our offices on April 10, 1989, we setout below the tax aspects related to the proposed health insurance scheme a they affect 
Production Sharing Contractors. 

2. In bur letter of Madr 29, 1989 we gt out the t.tdon regulatozs affecting yourproposed health insurance scheme as they currenty apply .omostta-,~~~~~..
 ... ; . , u.,taxrvpayers.ay. . oAAs noted inparagraph 10 of that letter, the currf.nt tax regulations do not necessarily apply to Production 
Sharing Contractors. 

3. Article 33 (3) of the Income Tax Law, 1983 states that entdtes In the oil and gas sectorconnected with Production Sharing Contracts in effect prior to January 1,1984 will continue 
to be subject to the Old Tax Laws rather than the Laws which came into effect on that date. 

4. Under the Old Tax Laws, benefits-ln-kind provided to employee! will be deductiblefor the purposes of determining the tax of the employer but conversely, are assessable in thehands of the employee. The amount assessable to the employee is the cost to the employer. 

S. It is our understanding that most Production Sharing Contractors presently operating
in Indonesia are governed by Production Sharing Contracts signed prior to 1984 and thereforemost employees of Production Sharing Contractors would be assessed on the cost of thehealth insurance scheme as it applies to each individual. 
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6. If you require any furtber information, plase do not hesitate to contact either myself 
or our Partner Advisor, Mr. Ross L Gavin. 

Yours faithfully, 
Drs. SIDDHARTA & SIDDHARTA 
Registered Public Accountant 

Drs. Istorn T, Slgdhnrta 
Senior Pertner 
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APPENDIX V
 

REVISED SCOPE OF WORK
 
AND BUI)GETI'
 

This Revised Scope of Work differs from the original Scope of Work in that it adds adata collection component which is essential in order for the subsequent Feasibility
Study and Business/Operational Plan to be based on reliable facts. The stepsinherent in the data collection pohase are further elaborated in the "Addition to Scopeof Work to Gather Needed Information" which is attached to this Appendix. 

Assigrnment: 

The consultant team will assist PT Tugu Mandiri to assemble necessary
information, conduct a feasibility assessment and, if feasible, prepare a business

plan and nn operational plan of action for Tugu Mandiri to establish a health

maintenance organizatiuJd/managed health care product line of business.
 

Expacted Outputs: 

1. 	Data Collection. 

This essential first phase should provide orientation, education and retrieval

assistance to the regional and headquarters Finance and Umum Departments of
Pertamina and the administrative and field offices of the Production Sharing

Contractors (PSCs) so that the information needed for actuarial projections and
business/operational planning is available to the project team as soon as possible.
This information is listed in Appendix III to the 17 April 1989 Consultants' Exit

/Progress Report. 

Activities: 

a. 	 Prepare a presentation, including written materials and data output formats,to orient and educate departmental staff responsible for needed information. 

b. 	 Assist in computer software development to facilitate extraction of neededinformation available in computer databases through Indonesian national 
programmer assigned to team part-time. 

c. Answer questions and work with departmental staff in regions and Pertaminaheadquarters/PSC administrative offices to retrieve needed information. 

d. 	 Assemble information received from all sources and compile it for actuarial
and planning purposes, including computer software programming and data
input to facilitate those efforts. 

2. 	 Feasibility Assessment and Business Plan. 

This document should present the organizational arrangements and afinancial/business analysis for the two options which Tugu Mandiri will 
pursue to develop an HMO health insurance product. The two options are: 

* To establish an HMO wih Pertamina's Production Sharing Contractors 
(i-Cs), Pertamina retirees and veterans as the primary markets. 
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' To establish an HMO with Pertamina's 50,000 active employees and theirdependents as a second market. Because most available health care
utilization and cost data for retirees is not separated from the corresponding
data for active employees and because health services are not budgeted foreach group separately, the effects of separating the two groups should be
shown side by side. 

Activities: 

a. Review the existing business plan developed by REACH and assess theorganizational model which has been proposed in that report for the HMO
with Pertamina employees as the primary market. 

b. 	 Work with domestic consultants to establish the legal feasibility for TuguMandiri to offer an HMO/managed health care product for the target markets 
of this feasibility study. 

c. Work with domestic consultants to ascertain the tax consequences ofestablishing an HMO/managed health care product for both Tugu Mandiri
and its prospective clients. 

d. 	 If feasible, develop a persuasive, convincing justification for Tugu Mandiri todevelop an HMO/managed health care programand identify the capitalrequirements which the HMO will contain. To the extent advisable, theconsultants will use Option ll-E in the REACH report as a model. 

e. Develop an HMO/managed health care model and persuasive justification for
choosing that model for Tugu Mandiri to offer to Pertainina's PSCs,Pertamina retirees and active employees. The model should include
organizational arrangements between Tugu Mandiri, providers and members,
identify the source of providers, and specify the types of contractural 
arrangements that Tugu Mandiri will need to establish with those providers. 

f. 	 Do a financial analysis for the model developed in activities d and e above. The
financial analysis should: 

" 	 Create the actuarial assumptions upon which the premium will be
 
calculated.
 

* Create the financial assumptions upon which all financial projections will
be based. 

" 	 Use these assumptions to create expense, revenue and profit/loss
 
statements.
 

" 	 Relate these to levels of enrollment in the process of doing a breakeven 
analysis. 

* 	 Develop a capital budget. 

" 	 Do a breakeven analysis. 
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* Create a financial model (funds flow analysis) which tracks sources and 

uses of funds. 

3. 	 Operational Plan of Action. 

Develop a network chart for the pre-operational and operational phases of themodels proposed in Section 2. The network chart should use a PERT/Gantt or
similar networking technique to plan activities over time in critical sequence, and
contain clear instructions for clarification and interpretation. 

Activities: 

a. Recommend an appropriate organizational structure for the proposed 
HMO/managed health care model. 

b. Develop a recruitment and staffing plan which identifies the numbers and 
types of personnel that must be hired, and job specifications for each 
managerial position. 

c. Develop a training and manpower development plan. This plan should be
based upon the management arrangements that Tugu Mandiri will use tooperate the HMO during the pre-operations and start-up phases. If the
decision is made to subcontract management to a third party, training can bedone on site. If Tugu Mandiri decides to operate the HMO itself, the training
plan should identify the types of personnel to be trained, areas of training and 
the format and sites of training. 

d. 	 Design a detailed benefit package with service units. 

e. 	 Design a structure and configuration for the health service delivery system tobe used in the HMO, including the contractural arrangements which must be
made with the providers. 

f. 	 Identify the management systems which must be developed, e MIS,
utilization, finance, personnel, etc. and suggest components of the different 
systems. 

g. 	 Determine the hardware and software requirements which will be needed to 
support the management systems. 

h. 	 Suggest the technical assistance requirements which will be needed to
 
operationalize the HMO.
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AI)DITION TO SCO13E OF WORK
TO GATHER NEEDED INFORMATION
 
AND BUDGET FOR DATA COLLECTION PHASE
 

Assignment and Statement of the Problem 

The development of a formal information system and data collection process isrequired to support the conduct of a comprehensive feasibility study which, if
possible, will contain a business plan and operational plan of action for thedevelopment of a Tugu Mandiri Health Maintenance Organization (HMO)/managedhealth care financing and delivery system. It is clear from the work of the consulting
team--including meetings, review of available documents and other observations-that the information needed for completion of the original Scope of Work is not yetavailable to us or usable for this project. Adding this process to the original Scope ofWork will generate the required utilization data, financial data, provider and otherinformation needed to accomplish the original Scope of Work. Therefore we arecompelled to recommend to the management of this project--USAID, the Ministry ofHealth and Tugu Mandiri--that a formal data collection process be added andcompleted prior to preparation of a feasibility study report and, if feasible, a businessplan and operational plan of action pursuant to the original Scope of Work. 

We recognize that this data collection process was not budgeted in the original Scopeof Work and that it will substantially increase the cost of this project. In feedback onour draft exit report, ISTI and USAID expressed concern over this increased cost.Accordingly, we submit three proposals for the data collection effort--

A. 	Collecting needed data from all seven Pertamina regions and Jakarta

headquarters, as well as from all seventeen PSCs.
 

B. Collecting needed data from four representative Pertamina operating regions,from Jakarta headquarters, and from three to five representative PSCs. From
this data, the actuary and we will be able to extrapolate and prepare actuarialprojections, evaluate feasibility and, if feasible, prepare a business plan andoperational plan of action for the full target market. 

C. 	 Collecting needed data from one Pertamina region and PSC operating in thatregion from which actuarial projections, the feasibility study and, if feasible, thebusiness plan and operating plan will be completed for that region. That regionwill serve as a pilot from which experience can be evaluated. If the pilot provessuccessful, expansion to other areas can be planned. 

Of the alternative approaches listed above, we recommend alternative "B". Thesampling methodology used in alternative "B" will permit the actuary andconsultants to extrapolate from the representative areas to assess overall feasibilityand project the business and operating plan for all target markets throughout thearchipelago. Alternative "A" is less cost effective than alternative "B". We 	do notrecommend alternative "C" because it will not permit evaluation of the alternativehealth care financing and delivery system for the entire target markets in a timelyfashion, because it could result in employee/retiree health benefits in the pilot regionthat differ from those in other regions and because the results of implementation
will not be significant with respect to national cost increase trends. 
The following outlines suggested additions to the original Scope of Work which wewill complete within six working weeks in Indonesia after completion of the data 
collection and actuary's report. 
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I. 	 Work Required 

A. 	Obtain support of Ministry of Health and Pertamina (BKKA,
UmumDirector and Finance in regions and headquarters) 

B. 	 Identify sources of needed information and staff resources for data
 
orientation sessions
 

C. 	Authorize/direct gathering and provision of information 

D. 	Format data for collection 

E. 	Process/assemble data 

F. 	Consolidate/compile data for actuary and other consultant reports 

G. Review health facilities and data systems 

Ii. Resources Required 

A. 	Core team -Tugu Mandiri Nanang Iskandar, M.D.
 
Rochwan Muthalib
 

Pertamina Soejadi
 

ISTI Elliot Wolff
 
James Barnes
 

Actuary R. Pratolo
 

Tax Istama Siddharta 

Legal Lione Gunawan/ Hans Schaefer 

B. 	Additional Staff 

1. 	Two financial data/systems managers -U.S.A. 

2. 	 Computer programmer- Indonesia (loan) 

3. 	 Translator - Indonesia (loan) 

C. 	 Other resources 

1. 	Lap computer for word processing and financial analysis/spread sheets. 

2. 	 Second PC for data consolidation and statement/report writing. 

3. 	 Expeuses for visits to Jakarta and the regions for meetings with the
team, Pertamina and the production sharing contractors ($1,000 from
Jakarta per person per visit to country). 

4. 	 Expenses for travel to Indonesia from U.S.A. ($3,000). 
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Three trips each for Wolff, Barnes and four trips for two 
financial/systems managers. 

5. 	 Expenses for orientation programs (bring 6 P "-tamina health/finance
staff from three regions to Jakarta for one we , and meet PSC
representatives in Jakarta). 

6. Expenses for actuary's assistance in data gathering, as well as 

actuarial report and business plan. 

7. 	 Expenses for translator - approximately 20 days. 

8. 	 Additional, minor participation by attorney, tax advisor and their 
coordinator. 

D. 	Timing 

1. 	 Orientation/formatting data by Wolff, Barnes, two financial/systems 
managers (2 months each), actuary, translator and computer 
programmer. 

2. 	 Follow-up by Wolff and Barnes - 2 months each. 
Two financial/systems managers, actuary and computer programmer -
3 months each. 

3. 	 Completion - 10 months. 

BUI)GET FOR DATA COLLECTION PHASE 

The fees and other budget items reflected here are based on a comprehensive data
collection process of approximately ten months duration which we expect to berequired in light of our progress with the project team during our March/April visit.The costs reflected and the suggested time frame are based on accomplishing the
data collection for alternative "B", previously cited. The expatriate consulting teamconsists of Dr. James G. Barnes, Mr. Elliot Wolff and two information systems/dataspecialists. We anticipate that over the ten month period there will be three tripseach to Indonesia by Dr. Barnes and Mr. Wolff and four trips by the information
systems/data specialists. In an effort to accomplish as much of the front endrequirements as possible, the first trip by Dr. Barnes and Mr. Wolff is based on
thirty-six (36) days with the remaining two trips at twenty-four (24) days each for atotal of eighty-four (84) days. The information systems/data specialists time incountry is based on four trips of thrity-six days each for a total of 144 days. The chart 
on the following page reflects these costs. 
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Budget for Data Collection Phase 

Consultant Non-Gov't AUSAID/ISTI Amount to be Total 

Fees 1/ 

Barnes 

Wolff 

Data Analyst 

Data Analyst 

Computer 
Programmer 
Interpreter 

Total 

84 

84 

144 

144 

40 

20 

396 

Days Daily Rate 2/ 

$614.23 

$614.23 

$354.22 

$355.22 

-------------

NA 

Paid by Client 
3/ 

$51,595.00 

$51,595.00 

$51,008.00 

$51,008.00 

--------------

$205,206.00 

DailyPaid 

$285.78 

$285.78 

$285.78 

$285.78 

$ 40.00 

$ 20.00 

NA 

by
USAID 

$ 24,005.52 

$ 24,005.52 

$ 41,152.32 

$ 41,152.32 

$ 1,600.00 

$ 400.00 

$132,315.68 

Compensa
tion 

75,600.52 

$ 75,600.52 

$ 92,160.32 

$ 92,160.32 

$ 1,600.00 

$ 400.00 

$337,521.68 



Budget for Data Collection Phase, Con't. 

Per Trip Costs Aont 
Travel 

Expenses 
Number of 

Trips 
Non-gov't
daily Rate 

Amount to be
Paid by Client 

P Includingp
Inter-island 

Amountt
be Paid by 

TotalTravel
Costs 

Travel 
Barnes 3 NA ------------------- $4,000.00 $12,000.00 $12,000.00 
Wolff 3 NA ------------------- $4,000.00 $12,000.00 $12,000.00 
Data Analyst 4 NA ------------------- $4,000.00 $16,000.00 $16,000.00 

Ln Data Analyst 4 
Computer ----------------
Programmer 

NA 
NA 

-------------------
-------------------

$4,000.00 
$2,000.00 

$16,000.00 
$ 2,000.00 

$16,000.00 
$ 2,000.00 

Interpreter 
Total 

----------------
14 

NA 

NA 
-------------------

-------------------

$4,000.00 
NA 

$ 4,000.00 
$62,000.00 

$ 4,000.00 
$62,000.00 



Budget for Data Collection Phase, Con't. 

Per Diem Non-gov't Amount to be Amount to be Total PerRates Days Daily Rate Paid by Client Rate Paid by Diem Costs
USAID 

Barnes 84 NA --------------- $108.00 $ 9,072.00 $ 9,072.00 
Wolff 84 NA --------------- $108.00 $ 9,072.00 $ 9,072.00 
Data Analyst 144 NA --------------- $108.00 $15,552.00 $15,552.00 
Data Analyst 144 NA -------------- $108.00 $15,552.00 $15,552.00 
Computer 40 NA -------------- NA
Programmer
 

Interpreter 20 NA 
 NA 
Total Per NA NA $49,248.00 $49,248.00 

0% Diem 

Total Costs -

Data

Collection $205,206.00 $243,563.68 $448,769.68 
Phase 

1/ Actuary's assistance in the data collection effort is und, an existing contract between R Pratolo and ISTI, the details of which we are 
not aware. 

2/ The amount listed in this column shows the daily consult'ng rate that Pertamina, Tugu Mandiri and the Ministry of Health will need topay in excess of the rate paid by USAID/ISTI in order for the consultants to complete this project. 

3/ The amount listed in this column shows the total amount, to be paid by Pertamina, Tugu Mandiri and the Ministry ofHealth per listed
consultant for the stated number of consulting days. 
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