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Indonesian Term" 

P.T. Bahana Pembinaan Usaha 

Indonesia 


Bank Pembangunan Indonesia. 


Badan Pengawas Pasar Modal 

Badan Koordinasi Penanaman 
Modal 

Badan Perencanaan Pembangunan 
Nasional 

Badan Usaha Milik Negara 

Badan Urusan Piutang Negara 

Bank Indonesia 

Covers original 

Supplement.
 

GLOSSARY
 

Abbreviation 

ADB 

ADEF 

ARSSP 


BAHANA 


BAPINDO 

BAPEPAM 

BKPM 

BAPPENAS 


BUMN 

BUPN 

BI 

Translation 

Asian Development Bank 

Asian Development Equity Fund 
of the ADB 

Agricultural and Rural Sector 
Support Program 

A GOI-owned Venture Capital 
Company with limited investments 

National Development Bank. 
Provides "soft" loans to eligible 
development projects 

Capital Market Supervising Board. 
Public agency responsible for 
supervising the operation of 
Indonesia's capital market 
institutions and the privatization of 
the Jakarta Stock Exchange. 

Investment Coordinating Board. 
Public agency charged with 
supervising private investments, 
domestic and foreign. 

National Development Planning 
Agency 

Directorate for State-owned Assets 

Directorate of State Claims 

Bank Indonesia. The GOI central 
bank, with responsibilities simil&i 
to the U.S. Federal Reserve 
System. 

Project Paper and this Project Paper
 



Indonesian Term 

Bank Pembangunan Daerah 

Bursa Paralel 

P.T. Danareksa 

Ficorinvest 

Ikatan Wanita Pengusaha 
Indonesia 

Instruksi President 

Departemen Keuangan 

P.T. Jasa Marga 

Abbreviation 

BPD 

CDSS 

DANAREKSA 

ESOP 

GOI 

ICE 

IFC 

IGGI 

]IF 


IWAPI 

INPRES 

MOF 

NBFI 

OTC 

Translation 

Regional Development Bank 

Indonesia's over-the-counter 
market. 

Country Development Strategy 
Statement, USAID/Indonesia 

National Unit Trust. A mutual 
fund corporation established and 
owned by the GOI to assist the 
Indonesianization of companies by 
purchasing shares and issuing
mutual fund certificates. Also acts 
as an underwriter of new share 
and bond issues. 

Employee Stock Ownership Plan 
A non-bank financial istitution 
owned by Bank Indonesia 

Government of Indonesia 

The Indonesian Commodities 
Exchange
 

International Finance Corporation,
World Bank 

Inter-governmental Group on 
Indonesia 

Institute of International Finance 
Indonesian Business Women's 
Association 

A Presidential decree 

Ministry of Finance 

Non-bank financial institution 

Over-the-counter (market) 
The GOI toll road authority 
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P.T. Papan Sejahtera 

Penanaman Modal Asing 

Penanaman Modal Dalam Negeri 

Peraturan Pemerintah 

Perserikatan Perdagangan Uang 
& Efek-Efek 

Pengembangan Usaha Swasta 

Rencana Pembangunan Lima 
Tahun 

Sertifikat Bank Indonesia 

Surat Berharga Pasar Uang 

Abbreviation 

PMA 

PMDN 

PP 

PPUE 

PED 

REPELITA 

SBI 

SBPU 

SOE(s) 

UPPINDO 

Translation 

A middle-income housing financeinstitution 

Official designation for foreign 
private investments with a 
maximum foreign equity share of 
95 percent. 
Official designation for domestic 
private investments with a 
maximum foreign equity share of 
49 percent. 

A GOI decree 

Associatioi for Money & 
Securities Traders. Organization 
recently given the responsibility of 
organizing an over-the-counter 
securities market. 
Office of Private Enterprise
 

Development, USAID/Indonesia
 
National Five Year Development
 
Plan 

Bank Indonesia (Central Bank)
 
Certificates. A discount
 
instrument, issued in various 
denominations and with maturities 
of 15, 30 and 90 days. 

Money market certificates 
comprised of promissory notes and 
trade bills issued in various 
denominations and with maturities 
not exceeding 180 days. 
State-owned enterprise(s) 

A non-bank financial institution 
with development objectives. 
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DEFINITION OF FINANCIAL TERMS
 

Assets Resources that have the potential for providing future benefits or
other resources of a fmn or which can be convened into cash and
used to pay liabilities. Assets are equal to total liabilities plus networth. 

Bill A security that represents short-term discount debt, usually issued 
by the government.
 

Bond A security that represents long-term debt.
 
BOT Build-operate-transfer. 
 The process whereby a contractor agrees to

build a facility, operate it for a period of time, then transferownership to another party, often, but not -always, the government. 
Broker/dealer A firm that both buys and sells securities as an agent for customers 

(broker) and also buys and sells securities for its own account and
risk (dealer). 

Capital Money or property. Also used to refer to net worth.
 
Capitalization 
 The total of a company's long-term debt and net worth.
 
Capital market 
 The sector of the financial markets for long-term securities.
 
Clearinghouse 
 An adjunct to a commodity exchange through which transactions 

.... _ executed on the floor of the exchange are settled.
 
Collateral 
 Assets that are given as security for a loan.
 
Commodity 
 The sector of the financial markets for trading contracts representing 
market goods, such as rubber and coffee.
 
Contract 
 See futures. 
Crowding Out A temporary excess in the supply of shares or bonds, causing an ._ insufficient market interest in new issues._ 

Debt service The total of the payments of principal and interest on debt duringany one period. 

Discount To price a security at less than par value. 
Dividend A payment by a company to its stockholders. 
Equity The capital raised by a company through the sale of stock. 



Fzce value 
Financial markets 

Fixed investment 

Floating-rate bond 

FOB 

Futures 

Go public 

Hedging 

Interbank market 

Intermediation 

Leverage 

Liabilities 

Liquidity 

Liquidity ratio 

Long-term 

Market maker 

V 

'I 

See par value. 
The combination of the capital market, money market and 
commodity futures market. 

Investment in assets which are fixed, such as plant and equipment. 

A bond whose interest payment varies with the short-term interest 
rate. 

Free-on-board. The cost of placing goods on board whatever 
shipment conveyance is being used. 

Standardized contracts, wherein only the price and date of delivery 
must be specified, which cover the sale of commodities for delivery
in the future. Futures contracts are usually satisfied by the sale or 
purchase of a separate contract which cancels the first contract and 
not by actual delivery of the commodity. 

The act of selling equity, i.e., transferring full or partial ownership, 
to the public for the first time. 

A means of risk protection against extensive loss due to adverse 
price fluctuations. Usually accomplished by buying one security or 
good and selling another security or good in such a way as to result 
in a riskless position. 
The process by which banks trade short-term securities or provide 
short-term loans among themselves in order to adjust their liquidity. 

Investment through afinancial institution. 

Use of debt to increase the expected return on equity. Leverage is 
measured by the ratio of long-term debt to long-term debt plus
equity. Also called financial leverage or gearing. 

Total value of financial claims on a company's assets. Equal to 
total assets minus net worth. 

The resilience of the price of a security to buying and selling 
pressures. A market is liquid when there is a large enough numbzr 
of traders to make entering and exiting the market easy. For banks,
liquidity is also used to refer to the amount of cash on hand. 
Short-term assets divided by short-term liabilities. 

A security with a maturity of greater than five years. 

A securities firm that buys and sells securities for its own account 
and risk at specified prices. 
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Medium-term 

Money market 

Net present value 

Net worth 


Note 


OTC market 

Paid-in capital 

Par value 

Perfection 


Physicals 


Premium 

Primary market 

Prime rate 

Private placement 

Promissory note 

Return on equity 

A security with a maturity of from one to five years.
 
The sector of the financial markets for short-term securities.
 
A project's net contribution to wealth, equal to the discounted value
 
of future cash flows minus the initial investment.
 
The value of a company's assets minus its liabilities.
 
A security that represents debt, usually with a maturity less than 15
 
years. 
 Often used to refer to such debt issued by a government. 
Over-the-counter market. A securities market which lacks a formal 
trading arena, such as a stock exchange. The trading occurs via
telephone, computer or other types of contacts among brokers and
dealers who generally maintain a supply of securities "in stock" to
meet customer demands. The Bursa Paralel in Indonesia is an OTC
market. 

The amount contributed to a firm by stockholders in exchange for 
their shares of stock. 
The value of a security shown on the security certificates itself, but
having no relationship to current market value. Also called the face 
value. 

Establishing a legal right to a debtor's assets. 
Nonstandardized contracts, wherein all aspects of the transaction 
such a quantity, quality, price, date of delivery and place of delivery
must be specified, which cover the sale of commodities for either 
current delivery or delivery in the future. Physicals contracts are
 
usually satisfied by actual delivery of the commodity.
 
To price a security at more than par value. 

The initial distribution of securities by the underwriter. 

The interest rate charged by banks to their biggest and most 
creditworthy customers. Other interest rates are scaled up from the
prime rate. 

The private sale of securities, usually to a small number of investors
and without advertising to the public. 

A promise to pay.
 

Earnings before interest and tax payments divided by total equity.
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Secondary market 

Security 

Semi-concessional 

Serial bonds 

Short-term 

Soft 

Stock 

Time deposit 

Underwriting 

Trading in a security after the initial distribution of the securities by
 
the underwriter.
 

A legal document which provides evidence of ownership or
 
creditorship.
 

A level which is less than the current market price. Usually used to
 
refer to interest rates that are lower than prevailing market interest
 
rates. Also referred to as soft interest rates.
 
A package of bonds that mature in successive years.
 

A security with a maturity of less than one year.
 

See semi-concessional.
 

A security that represents ownership interest in a company.
 

An interest bearing deposit of funds with a bank for a certain period
 
of time, like a savings account or a certificate of deposit (CD).
 
Buying an issue of securities from a company and reselling it to
 
investors.
 



1. 	 EXECUTIVE MMARY AND RECOMMENDATIONS 

As a diict result of ongoing Government of Indonesia (GOI) deregulation and 
extraordinary private sector growth, the GOI has determined that the operations of 
State-Owned Enterprises (SOEs) represent a heavy and unnecessary drain on the 
Indonesian economy. It is now taking concrete steps to address this issue. The main 
objectives of the GOI are to improve economic efficiency and to reduce pressure on the 
national budget. Specifically, the GOI wishes to restructure and rationalize SOE 
individual firms, improve the quality of management, and create the capacity for greater
self-generation of financial resources. USAfID/Indonesia will assist the GOI in meeting
its objectives through the provision of technical assistance (TA), training, and limited 
commodities in support of the government's privatization program. 

A. 	 Project Description 

1. 	 Privatization Defined 

Privatization is defined as the transfer of a function, activity or organization 
from the public to the private sector (A.I.D. Policy Determination 14).
Privatization may be implemented in a variety of forms, only some of which 
involve change of ownership status. Primary techniques for privatization 
include: 

" 	 Complete Divestiture -- the sale of an SOE operationally intact to a 
private sector entity; 

" 	 Partial Divestiture -- a joint venture, with the government retaining a 
minority equity position, or separating out discrete functions which can 
be carried out by the private sector; 

" 	 Contracting Out -- the responsibility to provide services, and in some 
cases ownership of assets, retained by government, but the 
implementation of certain functions by private entities; 

" 	 Partial Frivatization -- reducing the public sector role through 
privatization of different activities, such as management; 

* 	 Liquidation -- the termination of business operations and selling off of 
assets; and 

" 	 Commercialization -- requiring SOEs to be self-sustaining and self
financing without government budgetary support. 
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2. Proiect Supplement Objective 

The Financial Markets Project (FMP) purpose is modified. This ProjectSupplement will improve the efficiency of the public sector throughrestructuring and/or privatization of the ownership and management of SOEs.Recognizing the close relationship between capital markets and privatization,
USAID/Indonesia views the privatization activities proposed in this ProjectSupplement as a nieans to broaden and detpen the Indonesian capital marketsby increasing the supply of marketable equities. For this reason, and owingto the success of our capital market efforts described in the FinancialMarkets Project Paper (Annex J), we are taking this opportunity to expand
upon the verifiable indicators originally proposed. This expansion should more accurately gauge the successes we anticipate in overall financial marketdevelopment, coupled with new activities proposed in this document. 

3. Project Strategy 

Relationship toA.I.D. Policy 

This project is fully in compliance with Agency policy guidance contained inthe March 1985 "Policy Paperon PrivateEnterpise Development," whichstates that: "A.I.D. assistance to or through a parastatal should be given inthe context of exposing the parastatal to market forces. This objective is more likely to be achieved through an evolutionary process rather than as aresult of an A.I.D. insistence on the immediate and complete divestiture by
sale to the private sector." 

It is also fully in accordance with Policy Determination 14, dated January1991, "Implementing AI.D. PrivatizationObjectives." Consistent with thisPolicy Determination, USAID/Indonesia recognizes that in some instances itis possible for control of an enterprise to be transferred to the private sectorwithout the transfer of ownership, e.g., through a management contract. 

Given that the GOI's overriding objectives are to increase economic
efficiency and reduce pressure on the national budget, a significant numberof the action plans developed for the SOEs may include either immediate oreventual divestiture, if necessary. It is, however, recognized that the GOI may identify certain SOEs to remain indefinitely in the public sector.
Project Supplement resources will not be allocated directly to such
 
governmental enterprises.
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Optional Approaches 

The project approach to help the GOI deal with the large and inefficient 
public sector is extremely forthright. This approach is a direct result ofestablished A.I.D. policy, limited funding resources, and USAID/Indonesia's
successful reputation for providing expert long-term advisors to senior 
government decision makers. 

Optional approaches considered and rejected were: 

* Direct financial assistance to potential buyers. However, providing
direct financial assistance to potential buyers is clearly beyond the 
means of this project. The project will, however, seek to encourage
the participation of non-traditional buyers through innovative and
parallel means, such as using the APRE/I Omnibus Guarantee Authority
(pending U.S. Government approval) or the Loan Portfolio Guarantee
(LPG) to promote the use of Employee Stock Ownership Plans (ESOPs)
which allow workers to acquire equity in privatized firms; 

" Funding severance payments and training for redundant workers; and 

" Providing management or TA to recently privatized firms. However,
technical and management assistance to recently privatized firms should
be unnecessary. Private purchasers identified under the privatization
program, who risk their own capital, should be capable of efficiently
managing these firms. 

4. Project InDlementation 

USAID/Indonesia has determined that the most effective way to assist the
GOI in its privatization program is to provide TA and training to support the
Ministry of Finance (MOF), Directorate for State-Owned Assets (BiJan
Usaha Milik Negara, BUMN) in developing and refining a coherent
restructuring policy; in responding to specific requests from SOEs to
undertake short-term TA assignments concerning specific privatization tasks;
and in developing its internal capacity to implement the program. 

On the policy side, specific outputs will include a clear statement of GOI
goals and objectives for the privatization program, well defined criteria for
analysis of SOE performance, and selection of appropriate methods for
restructuring, divestiture or the private provision of public goods and 
services. 
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This 	Project Supplement will assist the GOI to develop the administrativecapacity to implement its privatization program, to include: 

S The development of privatization action plans for specific SOEs, inaccordance with established policy and performance criteria; 

" 	 The establishment/refinement of appropriate legal authorities for the
BUMN; 

" 	 The development and acceptance of clearly defined rules andprocedures governing the privatization process; and, 

0 	 Privatization action plans completed on behalf of SOEs with project
TA. 

The Project Supplement will also support a GOI public education awarenessprogram for key public and private sector groups. 

ProjectManagement 

To assist the GOI at both the policy and implementation level, the ProjectSupplement will provide one long-term advisor to the Director of BUMN.This individual will be provided under a buy-in2 to the APRE centrallyfunded Privatization and Development (PAD) Project. Along with a numberof other contracting options, the buy-in arrangement has been fully vetted asthe optimal solution to the Project Supplement implementation needs. Thelong-term contractor will provide confidential technical assistance and adviceto the Director of BUMN in a close, personal working relationship thathe/she will need to develop, and with other MOF colleagues as well. 

The long-term privatization consultant will, as in the case of the FinancialMarkets Project long-term Capital Markets Team (Price Waterhouse), reportto the USAID/Indonesia Project Officer in the Office of Private Enterprise
Development. 

A transfer 
of 
USAID Mission financial 
resources
A. I.D./Washington -managed project, 	 to an
in 	 order to 	 obtainspecific goods and/or services.
 



Technical Assistance Focus 

As stated, USAID/Indonesia examined and rejected a number of options to 
assist the GOI in its privatization program, opting for a technical assistance 
approach. Under a buy-in arrangement with APRE's Privatization and
Development (PAD) Project, a long-term TA consultant, whose scope of 
work is contained in Annex D, will assume the role of alter ce to the 
Director of BUMN in formulating the policies and IAans for the GOI's 
privatization program. The long-term advisor will also be responsible for 
preparing scopes of work for the numerous short-term TA assistance 
assignments which, as in the case of certain training courses, will be 
required, often on a "target of opportunity" basis, in this very fast-breaking
development area. Short-term TA, the bulk of which will also be provided
through the buy-in, will be needed in a variety of.areas, including valuation,
marketing, investment banking, legal, and public education. 

It is anticipated that the long-term consultant will cooperate closely with the 
Price Waterhouse (PW) Capital Markets Team of the Financial Markets 
Project. In fact, this Project Supplement also serves to update and refme the 
TA-generated outputs of the original Project Paper's Logical Framework, in 
light of the remarkable successes of the GOI in deregulating and 
undergirding the financial markets in 1988, 1989 and 1990. Specifically,
that cooperation will include calling upon the PW team to assist in preparing
training plans and uniformly coordinating quarterly and annual financial and 
management reporting. With specific reference to training plans, this Project
Supplement proposes proportional funding of the PW Training Advisor for 
the remainder of the LOP. 

B. Cost Estimates 

The total cost for this Project Supplement is $6.7 million, comprising $5million
in A.I.D. grant funds and GOI contributions of $1.7 million. Therefore, the total 
budget for the Financial Markets Project is now $18.7 million, representing $14 
million in A.I.D. grant funding, and $4.7 million in Indonesian funding. 
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TABLE 1 

Financial Markets Project
 
Pre-Amendment Budget by Component 1$000)
 

Component Source of Funds 

AID HOF' BI Private Sector TOTAL 
1. Technical Assistance 7,021 1,230 420 
 8,671
2. Training 
 1,428 450 150 
 450 2,478
3. Comnodi ties 
 265 
 - 250 5154. EvaLuation/Audit 
 136 
5. Contingency 150 50 

- 136 
200
 

Total* $9,O00 $1,730 $570 $700 $12,000 

TABLE2 

Financial Markets Proect
 
amendment Budget by Component ($000)
 

Component Source of Funds 

AID MOF1 
 0! SOEs/Priv. Sector TOTAL
 
1. Technical Assistance 3,500 650 
 - 4,150
2. Training 1,000 350 
 . 700 2,050
3. Commodities 
 250 
 250
4. EvaLuation/Audit 100 
 "100
5. Contingency 150 
 " 
 150
 
Totals $5,000 $1,000 $700 $6,700 

TABLE 3 

Financial Markets Prolact 
Summary of Total Prolect Funding by Comrnponent($000) 

Component Souroe of Funds 

AID MOF B! SOEs/Prfv. Sector TOTAL
 
1. Technical Assistance 10,521 
 1,880 420 
 12,821
2. Training 2,428 
 800 150 
 1,150 4,528
3. Commodities 
 515 

4. Evatuation/Audit 236 

250 765
 
5. Contingency 300 50 -

236 
350
 

Totals $14,000 $2,730 $570 $1,400 $18,700 

1. The Ministry of Finance (HOF) includes BAPEPAM and BUN
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C. Status of Niotiations 

We have obtained a formal request for assistance from the Government of 
Indonesia (Annex B); that request, which has been expanded upon by the GOI 
Financial Markets Project Manager, Drs. Marzuki Usman, Chairman of 
BAPEPAM, fully satisfies our requirements for a GOI formal request for 
assistance. Furthermore, the MOF Directorate of BUMN has agreed in principle 
to all of the general terms and conditions to this Project Supplement. As a result 
of negotiations with the BUMN, the scope of work for the long-term TA advisor 
will be used as input to prepare contracting documents for the Mission's direct 
contracting buy-in to APRE's Privatization and Development (PAD) Project. It is 
anticipated that final negotiation with the GOI of the Project Grant Agreement
Amendment will proceed rapidly upon USAID authorization of this Project 
Supplement. 

The AID/W Cable (Annex F) which approved our PID-like cable raised no 
substantive issues. In fact, the only issue raised concerned the appropriate
scheduling of planned obligations, year by year, which is treated elsewhere in the 
1990, 1991 and 1992 Annual Budget Submissions. AID/W urged the Mission to 
determine to what extent U.S. investment would be appropriate and be 
encouraged. In this regard, of the current total of 184 SOEs, approximately 75 
may seek either joint venture partners, private sector management contracts or 
proceed directly to the equity market to sell shares. These privatization efforts 
can create opportunities for U.S. brokerage houses, mutual funds, legal,
accounting, consulting and other service companies to market their goods and 
services, as well as for U.S. firms to make direct investments in Indonesia. 
Information on these marketing and investment opportunities will be readily
available in Indonesian and international financial publications. Direct contacts 
with USAID/Indonesia and/or the U.S. Foreign Commercial Service can be made 
to explore U.S. business opportunities vis-a-vis the Indonesian privatization 
program. 

D. Project Review Committee Recommendations 

The Project Committee recommends that an obligation of $5million be authorized 
under the terms and conditions described in the following Project Supplement 
Authorization. 
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2. ROECT AUTHORIZATIN AMENDMENT NO, 1 

INDONNESIA FINANCIAL MARKETS PROJECT 
PROJECT NO. 497-0360 

1. 	 Pursuant to Section 106 of the Foreign Assistance Act of 1961, as amended, the
Financial Markets Project (497-0360) was Authorized 
on August 30, 1988, involvingplanned obligations of not to exceed $9,000,000 in grant funds over a six year period.The planned Government of Indonesia (GOI) contribution, representing both public andprivate sector funds, was the equivalent of $3,000,000. The project authorization ishereby amended as follows: The total authorized life of project grant financing ishereby increased to $14,000,000, and the total host country.contribution, from bothpublic and private sector sources, is $4,700,000. Planned obligations will be subject tothe availability of funds in accordance with the A.I.D. Operating YearBudget/allowance process, to help in financing foreign exchange and local currency
costs for the Project. 

2. The purpose of this Project Amendment is to assist the GOI to improve the efficiencyof the public sector through restructuring and/or privatization of the ownership andmanagement of State-Owned Enterprises (SOEs). A.I.D. financed inputs will includetechnical assistance, training and commodities. 

3. Except as amended herein, the Project Authorization is unchanged and, as amended,
remains in full force and effect. 

Approved: 

Date : 

A/PPS:NGreeley___jmfl. Date7/1!/91
LA:PScott indraft Date6/18/91
CM:MLStevenson_ in draft Date-7/12/91
FIN:CChristensen indraft Date8/21/91
DD:LTwentyman _ 	 4 Date 4A Li 



-9

3. 	 STATE-OWNED ENTERPRTSE (SOE) RESTRUCTURING AND 
PRIVATIZATION IN INDONESIA 

A. 	 Bahzgmnd 

The Ministry of Finance (MOF) stresses that the Government of Indonesia (GO)
accords a very high priority to achieving improved efficiency of state-owned 
enterprises (SOEs). Efficiency is sought for its own sake, as well as to permit a 
reduction in demands on the national budget for investment funds for SOEs. 
These two goals form the mainstay of the GOI's approach to the restructuring and 
privatization of the public sector. 

The MOF also places a high priority on the development of a vigorous, 
broad-based capital market to create a broader range of investment options capable
of mobilizing untapped investment funds. These two objectives 
restructuring/privatization of the SOEs and strengthening of a broad-based capital
market - are complementary. Both objectives address the issue of the need to 
rationalize resource mobilization and allocation. They also provide the basis and 
continued sound footing for the Financial Market Project (FMP), obligated in 
August 1988, which is making an important contribution to the vigorous growth of 
Indonesia's private sector. 

During the preliminary stages of planning a pragmatic program of SOE 
restructuring and privatization in support of its broader economic development
objectives, the GOI will require significant amounts and varied types of 
specialized technical assistance. USAID/Indonesia is in a unique position to be an 
important provider of such technical assistance. FMP can support the GOI in 
further planning and executing its SOE restructuring/privatization program and can 
be linked to the Government's capital market development program to rationalize 
resource mobilization. 

The GOI's dominant role in the economy is deeply rooted in Indonesia for many 
reasons: 

Historical: The pre-independence regime in the Dutch East Indies organized
and ran the economy largely through state monopolies, and that tradition was 
reinforced during the struggle for independence and subsequent programs for 
economic development. 

Political: The need to hold together a heterogeneous and far-flung 
archipelagic country. 
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Economi : The need to accelerate development and to counter the power of
economically strong minorities. 

Over the past 25-30 years, there has been widespread public support for the GOI'sactive involvement in economic activity. However, pressures for economic
reform have been mounting from within and without the GOI, particularly sincethe collapse of oil prices during the 1980s forced an end to relatively high levels
of public spending and necessitated serious belt-tightening efforts. 

The performance of the economy as a whole, and SOEs in particular, has sincebecome the subject of intense deliberations at the highest levels of government.
The result has been a long procession of economic deregulation measures broughtabout by the need to revitalize and diversify the economy, and to create the basisfor growth and expansion necessary to accommodate the large number of entrants 
into the labor force. 

The upsurge in oil prices in late 1990 did not dampen the GOI's letermination topush ahead with its deregulation and restructuring efforts. It was recognized thatsuch oil prices were an aberration and, therefore, of uncertain duration. Moreimportant, GOI policy makers are convinced by the response to their economic
reform packages that the country's welfare is best served by developing as strong 
a non-oil sector as possible. 

Note: The 	Sections of this Project Paper Supplement, 4B through 4D,
summarize information which is provided in much greater detail in 
Annex N. 

B. 	 Current Status of the GOI's SOE Restructurine andPrivatization Efforts 

1. 	 The GOI'sObjectives in Developing an SOE Dereulation and
 
Privatization Profram
 

While the decisions and actions recommended in the early stages of the SOE
restructuring and privatization process have been largely shaped by the singlecriterion of reduced pressure on the national budget, it is clear from both thepublic anmouncements and internal discussions that the GOI has a far broader 
range of objectives in mind. 

Three immediate tareets have been identified to support the achievement of 
these objectives: 



(a) 	 Capacity for Self-Financing: To create the capacity to internally 
generate financial resources necessary for efficient operation of the 
enterprise, especially foreign exchange, and reduce the call on general
GOI resources to meet these financing requirements. 

(b) 	 Ouality of Management: To improve the quality of management and 
to create attitudes necessary for running an efficient and profitable 
operation. 

(c) 	 Rationalization: To merge or consolidate SOEs when doing so will 
create a more rational structure for the firms, permitting economies of 
scale. 

2. 	 The Role of the MOF in SOE Restructuring and Privatization 

As set out in Government Regulation No. 3 of 1983, the MOF is the General 
Shareholder in any SOE on behalf of the GOI. The MOF appoints the 
relevant technical Minister as its proxy to promote, supervise, and control 
the activities of the SOE in coordination and consultation with the MOF 
[Article 7(1) (2)]. However, as General Shareholder, the MOF is vested 
with the management of the State Patrimony that is invested in the SOE 
[(Article 5(1)]. Under this charge, the MOF must approve the budget and 
accounts of the SOE. Moreover, under Article 13, the MOF must approve
amendments of the total capital of an SOE; the sale or burdening of fixed 
assets; the capital participation or release of capital; the establishment of 
subsidiaries; partial or total release of shares; incurring medium- or long
term debt; and the liquidation, merger, or reorganization of an SOE. 

This 	allocation of responsibilities between the MOF and the Technical 
Ministries gives the MOF a central role in initiating, approving, and 
implementing restructuring or privatization of SOEs. The MOF is therefore 
the agency primarily responsible for those aspects of ownership central to 
restructuring and carrying out the GOI's SOE program. 

3. 	 TheIUM 

Within the MOF, the Directorate of State-Owned Assets (Badan Usaha Milik 
Negara, i.e., BUMN) is the key institutional interface in the GOI responsible
for managing the process of designing and implementing the GOI's SOE 
restructuring and privatization program. This Directorate interfaces with 
BAPEPAM, the Capital Markets Supervisory Agency of the MOF, our 
counterpart for the day-to-day operations of the capital markets assistance 
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provided through the Financial Markets Project. Until recently, our day-to
day counterpart for the FMP was the MOF Directorate for Financial 
Institutions and Accountancy, reporting to the Directorate General of 
Monetary Affairs. Because the FMP has increasingly gained success in the
capital market arena of the Jakarta Stock Exchange, the MOF deemed it 
more appropriate to name the Chairman of BAPEPAM as Project Manager,
thus bringing project activities "closer to the action" of the stock exchange
itself. 

While the BUMN Directorate reports to the Directorate General of Monetary
Affairs, which, in turn, reports to the Minister of Finance, BAPEPAM 
reports directly to the Minister of Finance. This hierarchical relationship
both simplifies and synergistically reinforces our advisory role with the MOF 
in matters of financial markets development and privatization. 

4. Stes to Date: Analysis and Initial Decisions 

The GOI has defined the first phase of a program to increase the efficiency
and productivity of its SOEs. A very significant increase in private sector
participation in areas previously the domain of the public sector is a key
element of this program. Market determination and discipline, with respect
to prices and allocation and production decisions, are clearly recognized as 
important to the success of this program. 

In response to Presidential Instruction (INPRES) No. 5 of 1988, and the
follow-up guidelines laid down in The Decree of the Minister of Finance
Number 740/KMK.00/1989 (28 June 1989), the fimanciai performance of all 
SOEs, as reflected in their accounts as audited by the State Auditor, were 
evaluated. 

Initially, thre p have been taken. First, as a measure of performance,
three financial ratios were calculated for each of the 184 non-bank SOEs, the
combined activity of which are estimated to contribute to 8%of GDP: 
profitability, liquidity, and solvency. A weighted average of these measures 
was determined and, on the basis of the average, all enterprise firms were
assigned to one of four classes: very healthy, healthy, less healthy, sick. 

Second, with this performance measure in hand, the MOF reviewed the
situation of each SOE with its respective Technical Ministry. On the basis 
of this first round of discussions, the SOEs were divided tentatively into 
seven categories defined in terms of the next stage of action to be applied to 
the enterprise. 
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Tbird, a GOI Decree (Peraturan Pemerintah [PP] No. 55 of October 24,
1990) established the legal framework for SOE's that are "going public." 

It is important to note two aspects of this exercise. First, there was no direct
connection made between the performance criteria and assessment, on the 
one hand, and the action decisions taken with respect to individual 
enterprises on the other. The performance assessment and the decision to
"gopublic," seek a joint venture partner, etc., are independent of each other.
Second, the main objective addressed so far is minimizing future burdens onthe national budget. 

5. 	 Indonesian Government's Implementation Plan 

In addition to the three general groups described above, the SOEs have been 
divided into seven preliminary categories: 

(a) 	 SOEs requiring changes in their legal status. 

(b) 	 SOEs that are to seek management contracts or joint operations 
arrangements. 

(c) 	 SOEs that are to be merged or consolidated. 

(d) 	 SOEs that will float shares on the capital markets. 

(e) 	 SOEs that will seek joint venture participation. 

(f) 	 SOEs that will be sold or liquidated. 

(g) 	 SOEs that are not to be changed in status at this time, but are to be 
subjected to major programs to increase their efficiency. 

6. 	 Leal Issues and Concerns 

In most countries there are a number of problems that must be addressed 
before SOEs can be effectively privatized. One such area relates to the 
issues raised by the legal form of the SOEs at the time when it is decided 
that 	they should be restnmctured or privatized. Another range of issues that 
usually must be dealt with are the obligations to third parties such as 
creditors or employees (pension and termination rights). These issues are 
further discussed in depth in Annex N. 
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In the Indonesian context, these two issues should not pose too many
problems in the choice of restructuring method or the implementation of the 
program. Those SOEs that have been selected for public share offering at 
this time, or for which formation of joint ventures will be sought, are
already in a legal form (Persero, or limited liability companies) which should 
facilitate the desired restructuring, particularly given the authorities now
vested in those SOEs by virtue of the recent GOI decree (PP No. 55 of 
1990). 

7. 	 Operational Constraints 

The MOF/BUMN is aware of the limitations of the work done to date. It is
recognized that the initial review, based solely on-current and recent 
financial results, will need to be supplemented by commercial and technical 
analyses, frequently requiring the input of sector-specific expertise, before 
detailed action programs can be prescribed and executed for most 
enterprises. It is also recognized that such further reviews may lead tomodification of the initial remedies assigned to particular SOEs. The present
assignment of the firms to the various action categories should therefore be 
taken as indicative at this time. 

Further work may lead to selecting different solutions for a number of firms 
than those currently proposed. A number of next steps and issues requiring
resolution will need to be identified and implemented to reorganize,
strengthen, and improve the structure and functioning of many enterprises
before they can be fully and effectively restructured or privatized. 

C. 	 Technical AssistanceRequirements 

In continuing its efforts to define and implement a comprehensive SOE 
restructuring and privatization program, the GOI will require significant
amounts and varied types of specialized technical assistance over a fairly
long 	period of time. This assistance can be generally categorized at the
policy and "inplementation levels, and could include the following elements: 

(1) 	 PolicyLevel: Assistance in designing the program and the policy
framework within which it will be implemented. This includes assistance in
defining the program's objectives, performance measures, restructuring 
criteria, and overall implementation strategy. 
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(2) 	 Implementation Level: Assistance in developing the institutional capacity of 
the GOI to design, implement, monitor and adjust the program on an 
ongoing, systematic basis. This includes assistance in: 

(a) 	 Strengthening the capacity of the MOF/BUMN, from both an 
organizational and human resource perspective, to design, implement, 
monitor and adjust the program over time. 

(b) 	 Defining and institutionalizing within the GOI policies, guidelines and 
procedures required to carry out the program. This includes identifying 
the legal, regulatory and administrative changes required to implement
the program; defining, testing and codifying the steps required to 
restructure and privatize individual SOEs; and defining guidelines and 
procedures to arrange and manage the private financing of public 
services. 

(c) Designing and carrying out a consensus-building process to create an 
environment that supports and motivates the program both within and 
without the GOI. 

(d) 	 Providing case-by-case "work out" assistance of individual SOEs. For 
example, offering technical assistance to determine the condition of 
selected SOEs which the GOI decides to privatize, and providing the 
technical skills necessary to prepare an SOE for sale (e.g., financial, 
legal, asset valuation). 

The process of carrying out the GOI's program, including the provision 
of outside technical assistance resources, will need to be phased over a 
considerable time period. This will be true not only because the 
volume of policy development and implementing activities will be so 
large as to stretch available staff to their limits, but also because 
implementation will entail major phasing considerations if the process is 
to be prudent and orderly. For example, generating an excess supply 
of new issues on the stock market may have the undesirable result of 
causing an undue weakening of prices or "crowding out" good new 
issues from the private sector, or both. 

Assistance will be critically important at two managerial levels: 

* Monitoring and managing the process of overall implementation of 
the SOE restructuring and privatization program (including close 
coordination with the GOI's objectives and strategy in financial 
market development); 
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Monitoring and managing the process of obtaining and utilizing
specialized technical assistance as effectively and efficiently as 
possible. 

4. 	 PROJECT-CRI rO 

A. 	 Project Rationale 

1. ~&sons Learned from other SOE Restructurini! Progm 

Sufficient developing country experience has been generated to begin to 
extract key lessons learned in the design and implementation of privatization
programs which USAfD has considered in developing this privatization
strategy and project design in Indonesia. With respect to the current status
of privatization efforts in A.I.D.-assisted countries, a number of lessons can
be distilled. They are listed in their entirety in Annex N. For brevity's
sake, we are summarizing here only the relevant recommendations which 
are gleaned from both USAID/Indonesia and A.I.D. worldwide experience. 

2. 	 Recommendations: 

* 	 USAID's assistance efforts should focus on ways to help the GOI 
sustain a continuity of commitment over time. 

" 	 SOE restructuring and privatization programs are most likely to succeed
where the environment is conducive to private investment, growth and
development. Successful restructuring and privatization therefore 
normally form part of a broader program of reform that includes 
macroeconomic adjustments, legal and regulatory reform and human 
resource development, all of which must be geared to promoting theconditions that encourage the private sector to prosper in a relatively
free-market environment. The GOI has made great strides through
various deregulation measures to create such an enviroment in
Indonesia, and is committed to continuing efforts in this area. 

" In addition to defining objectives, mechanisms should be put in place tomonitor the government's progress in achieving these goals. USAID's 
own program design should, to the extent feasible, conform to the 
objectives of the GOI. 

" 	 Major privatization programs need to be carefully planned by
policymakers. 
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* Project design should consider how to incorporate ways in which to 
develop a clear-cut consensus within the GOI on the concept of market 
value for going business concerns, and provide training assistance to 
ensure that appropriate GOI staff are well-versed in the content and 
methodology of this subject matter. 

Keeping the privatization process as transparent as possible and in the 
public eye will reinforce safeguards of openness and promote public 
trust and support. 

* As part of di-,privatization process, the GOI should ensure the fullest 
possible public access to information, including the positive experiences
of privatization in other countries. The GOI must also design
tailor-made strategies targeted toward potential opposition groups. 

The MOF, as the statutory holder of the state's assets, should be the 
lead entity in carrying out the program, coordinating with technical and 
other pertinent ministries as necessary. The BUMN is the entity within 
the MOF charged with the day-to-day responsibility of implementing 
the program. 

3. Premises Underlying Project Strategy and Design 

The recommendations described above, combined with the review and 
analyses of the GOI's current objectives, point to a number of premises that 
can be used to guide the FMP implementation strategy. They are listed 
below and further expanded upon in Annex N. 

* The GOI is committed to carrying out an SOE restructuring and 
privatization program. 

" The role of market forces and the private sector is viewed as important 
to carry out the program. 

" A sound financial market is viewed as important to carry out the 
program. 

" The SOE restructuring and privatization process will require significant 

amounts of technical assistance. 

" USAID is strategically positioned to assist the GOI. 
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* The 	GOI's goals provide a sound basis for developing a USAID 
project. 

* USAID's strategy should focus on building indigenous capacity. 

B. 	 Project Goal and Purposes 

The gM. of the Financial Markets Project (FMP) is to increase the availability of
long-term investment capital by supporting open financial markets. This 	isunchanged from the original goal of the FMP Project Paper. The project
Rur~es are: 

* To increase the number of debt and equity securities and commodity
contracts available to investors and to increase the transparent trading volume 
of these instruments. 

* To improve the efficiency of the public sector through restructuring and/or
privatization of the ownership and management of SOEs. 

C. 	 Project Outputs 

In order to achieve USAID/Indonesia's objectives, and in view of the anticipated
technical assistance needs of the GOI, a number of project outputs can be
identified to provide the basic framework for the project. Major project outputs in 
support of the GOI's overall SOE restructuring and privatization include the 
following: 

1. 	 Improved Overall Policy Framework: Further develop the overall policy
framework which provides the fundamental direction of the Government's 
SOE program. 

2. 	 Improved Policy Implementation and Procedural Framework: Develop,
coordinate, rationalize, and continuously revise a framework of policies and
procedures that clearly define the process of carrying out the SOE program. 

3. 	 Enhanced Institutional Capacity: Develop within the GOI the institutional
capacity to design, implement, monitor and revise the SOE program on a 
systematic, ongoing basis. 

The 	sub-groupings of these major project output area are briefly outlined in
Annex C (the Project Logical Framework), and in very detailed terms in the 
body 	of Annex N. 
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D. EMnect Inputs 

As in the case of the original Project Paper, inputs for this Project Supplement 
consist of technical assistance, training and commodities. 

1. Technical Assistance (TA) 

The long-term technical assistance advisor to be provided under the Project
Supplement will be responsible for managing and coordinating all inputs
including training and commodities. Likewise, this advisor will be
responsible for the full range of project outputs, encompassing elements of 
policy implementation, institutional development and promotion. This 
advisor will report directly to the Director, BUMN, at the MOF. A 
complete job description for this advisor's responsibilities is contained in 
Annex D. 

The long-term advisor will coordinate activities with the FMP-BAPEPAM 
Capital Markets TA Team (Price Waterhouse), particularly in terms of
training. That team's training advisor is needed to support the SOE 
restructuring/privatization training plan; therefore it is proposed that funding
from this Project Supplement will be used to pay for approximately 18
months of the costs of the training advisor ($400 thousand). This will 
require a A.I.D. non-competitive procurement waiver. The privatization
advisor will also be augmented by substantial short-term expertise. Some of 
the short-term assistance for this project supplement is anticipated to be
procured through buy-ins to the APRE Privatization and Development
Project. In all, long- and short-term technical assistance for this Project
Supplement is estimated to cost approximately $3.5 million. 

2. Training 

There will be a major training program under this project, comprised of 
short-term overseas programs and local workshops and seminars. The 
proposed content of these programs is as follows: 

Short-term overseas training will be provided for approximately 850 training
months over the life of the project supplement. This training will be targeted 
at the BUMN and individual SOEs. 

The selection of trainees will be jointly decided by the BUMN and the long
term advisor, with annual training plans being prepared by the advisor with 
assistance from the FMP-BAPEPAM Capital Markets Team (Price
Waterhouse) training advisor. In addition to the formal training plans, it is 
fully expected that, from time to time, there will be exceptional "targets of 
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opportunity" for privatization training. The GOI will be expected to finance a o.;niwuum of 25 %of total training costs, including international air fare forall GOI employees. All SOE and/or private sector participants will be trainedon a cost-sharing basis, with the SOE and/or private sector paying aminimum of 25 %of total training costs, plus international air fare. 

Local workshops and seminars will be especially important in terms ofincreasing public awareness of the benefits of privatization and reinforcing apositive image as changes are introduced, as well as informing and educatingthe public of the process and opportunities relating to new investments. 

3. Commodities 

There will be a relatively small commodity procurement program ($250,000)under this project supplement, consisting of microcomputer hardware andsoftware to assist the BUMN in managing its restructuring program.method of procurement will be through PIO/C(s), utilizing an A.I.D.-
The 

approved procurement agent. 

E. End ofProject Status 

By the end of this project, in September 1994, we anticipate that the results setforth in the revised Logical Framework (Annex C) will have been achieved. Theplan for evaluating progress made toward achieving these results can be found in
Section 6 (C). 



Table 1: Anticipated End of Prolect Status 

End of Project Status - Financial Markets Current Status Means of Verification 
Component 

1. A permanent and tong-range regulatory 
environment for stocks, bonds and 

1. BAPEPAM and ICE both regulate and operate 1. Operational charts for BAPEPAN and ICE.their respective markets. 
Private dealers Operational statistics .for brokers.
commodities established with operational 
 have been listing securities successfully
responsibilities separated from regulatory 
 for 2 years. A new decree divides
authority. 
 BAPEPAM's responsibilities, but not yet
 
tested.
 

2. 
At least 50 private broker/dealers wilt be 2. Although there are more than 120 
 2. Income statements, Broker Association or
able to operate profitably from broker/dealers, it is not known how many 
 BAPEPAN statistics.
broker/dealer business atone, 
 are able to profit from broker/dealer
 
business alone.
 

3. At least 1 new stock and 2 new bond issues 3. There are presently 138 stocks and bonds 
 3. BAPEPAN/MOF/BROKER statistics.
will be marketed each month, and average 
 issued on the Jakarta Stock Exchange.
daily stock trading volume reaches 
 Average daily trade is 600,000 shares.
4,O00,O00/day; total stock and bond market 
 Total stock and bond assets are
 
capitalization increasing to at least approximately Rp. 13 trillion.
 
Rupiah 25 trillion (USS 13.125 billion).
 

4. Commodity futures and at least two new 
 4. Commodity futures trading currently not 
 4. ICE, Ministry of Trade (NOT) records.
comodities mitt be traded on ICE. authorized. Only rubber and coffee are
 
traded.
 

5. Nationwide automated check-clearing system 5. 
Checks are cleared manually through a
wilt 5. Bank Indonesia records.be operational, 

central ctearing house.
 

6. Pension and insurance companies mitt grow 6. Stock and bonds now account for less than 
 6. MOF records.
by 50X and increase total stock and bond 10 percent of insurance and pension fund

holdings to 30% of their portfolios, investments.
 
representing Rp. 3 trillion (US$ 1.575
 
billion).
 

7. Oanareksa wilt reduce the percentage of 7. Danareksa has released a large portion of 
 7. Danareksa, MOF statistics.
its portfolio which is unpledged and will its portfolio and witt soon be offering
restructure and increase the level of 
 new certificates.

individually owned certificates.
 

End of Project Status - Privatizatlon Component Current Status Means of Veification 
8. Tested legal, 
financial and administrative 8. 
BUI4N (HOF) is seeking to establish these 
 8. BIMN records.
procedures, 
 procedures through this project
 

supplement.
 
9. Increased understanding of benefits. 
 9. As above. 
 9. BUNN records.
 
10. Privatization of 10 selected SOEs. 
 10. Three SOE cement companies preparing to 
 10. BIMN, BAPEPAN records.
 

"go public".
 



11. Database of potential investors, sources 11. Nothing done to date. 

of financing and TA. 

12. Valuation procedures. 12. Nothing done to date. 1 . B reords. 
13. Core group of privatization specialists. 13. Nothing done to date. 13. BUNN records. 
14. Dissemination of information. 14. Nothing done to date. 14. BUNN records. 
15. An overall policy framework which provides 

the fundamental direction of the SOE 
15. Nothing done to date. 15. BUNN records. 

program. 

16. A coherent and integrated set of policies 
and procedures that clearly define the 
process of carrying out the SOE program. 

16. Nothing done to date. 16. BUNN records. 

17. A fully-developed institutional capacity 
to design, implement, monitor and revise
the SOE program on a systematic, ongoing
basis. 

17. Nothing done to date. 17. BUINN records. 
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S. SOCIAL. ECONOM ADEVIROM MAL ANALYSZE 

A. Social and Economic Analyses 

Essentially, this entire section of the Project Paper Supplement has not altered 
since the approval of the original Project Paper. 

While it is very difficult to develop gender disaggregated information 
concerning the impact of capital, money and commodities markets expansion,
during next year's project evaluation (June 1992), a data base will be 
established to track, as far as it is possible, information concerning project 
impact on gender. 

Environmental Analysis 

An initial environmental review was performed when .the original project design 
was at the Project Identification Document (PID) stage. As a result of that 
review, it was recommended and approved that the project be categorically
excluded from further environmental review. The activities presently envisaged
under the project supplement are such that a categorical exclusion remains in 
effect (See Annex G). This determination has formally been concurred by
APRE/ENV, which is also included as part of Annex G. 

6. PROJECT IMPLEMENTATION 

A. Administrative Analysis 

The Ministry of Finance's Directorate for State-Owned Assets (BUMN), is the 
executing agency for this project supplement and possesses the authority to 
determine Indonesia's SOE policies. In consultation with BAPEPAM, the 
Directorate General of Monetary Affairs will be the MOF implementing body.
Within this Directorate General, the BUMN Directorate will be the day-to-day
unit in charge of the project supplement. USAID has a longstanding working
relationship with the Directorate General, having worked together closely in the 
last two years on issues relating to design of this Project Supplement. In 
addition to this Directorate's present staff of over 130 professionals, it is 
anticipated that two counterpart professionals will be assigned to the staff. 
These staff members will each work on a day-to-day basis with the long-term
advisor and USAID so that the MOF gains the full benefit of the long-term 
advisor's experience. 

From our substantial past experience, we conclude that the MOF implementing 
structure and staff are fully capable of successfully executing this project.
Although task-specific short-term training is envisaged for MOF personnel to 
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develop specific SOE restructuring skills, no -long-term training is proposed or 
required. 

Within USAID, the privatization activities described in this project supplementwill be administered by the Financial Markets Project (FMP) Officer in theOffice of Private Enterprise Development (PED). The FMP Project Officerwill be assisted by one FSN Program Specialist. No other USAID staffingrequirements are anticipated at this time. 

B. Contractint Pan 

1. BUM Lone-Term andShort-Term Technical Assince Contract in 

A major buy-in (estimated at $2.5 million) to the APRE Privatization andDevelopment Project is anticipated. This buy-in will include therequirement for one long-term technical advisor position at BUMN aswell as approximately 40 person-months of short-term assistance to beprovided in-country on an as-needed basis. The buy-in arrangement willfacilitate providing technical assistance with the added advantage ofhavhig a major firm to backstop the advisor and guarantee the quality ofassistance. In addition, overall experience under the Financial MarketsProject has proven the value of having easily accessible short-term
assistance to provide bridging assistance during the recruitment and initialorientation of a long-term advisor. The buy-in will be structured to allowfor quick turnaround for short-term assistance with a minimum ofadministrative work. Approximately $1.0 million in additional short-termTA (outside the buy-in) will be set aside for privatization "targets ofopportunity." This TA will be managed by GOI counterparts in BUMN,in consultation with the long-term technical advsior. Various contractingmechanisms will be utilized, including A.I.D. direct contracts, IQCs and

host-country contracting procedures. 

2. Trainine 
Overseas and local training will be treated in the same manner as currentprocedures for the Financial Markets Project. More detailed information 
on contracting procedures for training is included in Section 7(B). 

3. Commodities 

The Code 000 Source and Origin computer equipment to be provided
under this project supplement will be procured by A.I.D. direct 
contracting procedures. 

4. EValuations-and -Adit 

The two evaluations planned for the life-of-project will be contracted outunder IQC procedures. Per USAID/Indonesia policy, 8(A) firms will be 
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utilized for evaluations to the maximum extent possible. Financial and 
compliance audits will be implemented under the direct control and 
supervision of the A.I.D. Regional Inspector General. 

5. Gray Amendment Contracting 

There will be short-term TA, training, commodities and evaluation 
contracting opportunities for 8(A) firms over the life-of-project. 

C. Monitoring. Evaluation and Audit 

1. Monitorin, and Evaluation Plan 

Given the relatively quz .tifiable nature of this project, it is expected that 
the monitoring and evaluation processes will be very closely associated. 
As in the case of the BAPEPAM Capital Markets Team (Price
Waterhouse), this will be done by establishing monitoring and evaluation 
benchmarks related directly to the EOPS and other financial and economic 
statistics. The proposed method for project monitoring will be included 
in the data collection tasks in the quarterly reporting requirements for the 
long-term advisor. 

Monitoring the long-term advisor's performance will be the responsibility
of the FMP Project Officer. This can be done in concert with the 
Ministry of Finance. The Project Officer will also assist in the early 
stages of project implementation to ensure that the long-term advisor 
establishes appropriate monitoring procedures. 

With respect to formal evaluations, the privatization component of FMP 
will be evaluated in conjunction with overal evaluations of FMP. It is 
anticipated that there will be two external evaluations: an interim 
evaluation in June 1992 and a final evaluation in July 1994. 

The interim evaluation will focus on progress of the project against the 
logical framework targets. This evaluation will evaluate the project goal
and purposes in relation to the delivery inputs, the attainment of outputs
to date and the performance of the project implementors, and recommend 
project management means for improving implementation. The final 
evaluation will focus on post project sustainability issues, identify
"lessons learned", and document FMP's End of Project Status (EOPs). 



- 26 

2. Audit Procedures 

Project assistance financed by A.I.D. and the GOI is subject to audit byA.I.D. In order to minimize vulnerability, the Mission Controller willconduct periodic examinations of records, and as part of its voucher 
examination program, will review GOI accounting procedures and
documentation relating to their direct procurement financed under theproject. Project funding is also available for project audit, including hostcountry and A.I.D. direct contracts, following guidelines from the A.I.D.Inspector General's Office. This audit coverage will be performed by
auditors through local representatives of U.S. certified public accountant
firms, with assistance from the A.I.D. Regional Inspector General - AuditDivision in Singapore. These services will be procured with project
funds by A.I.D. direct contract following direct payment procedures. In
addition, A.I.D. may utilize project funding to obtain financial 
management technical assistance to assess, and. where necessary, assist inupgrading the financial management systems of project units. 

D. Implementation Schedule 

The following schedule sets forth the major project supplement
milestones, the target date for achieving each milestone, and the primary
party responsible for actions leading up to each milestone. 

Milestone TargetDate Reonsibility 

Provide Short-Term Ongoing since MOF, USAID 
Training & Technical Mid-1990, under 
Studies for BUMN Informal MOF
 
Use Pre-Implementation
 

Arrangements
 

Develop "Primer" to January 1991, MOF, USAID
 
Assist MOF and 
 Informal MOF
 
EKUIN Analyze Pre-Implementation
 
Legal and Financial Arrangements
 
Issues of the Private
 
Provision of Public
 
Services
 

Bilateral Obligation September 1991 SETKAB, MOF,
of Project Supplement USAID 
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Negotiate/Execute September-October USAID, MOF 
Buy-in to APRE's 1991 
PAD Project 

Evaluate Resumes October 1991 MOF, USAID 

of Candidates 

Select Advisor October 1991 MOF, USAID 

Identify Initial November-December MOF, USAID 
Short-Term TA 1991 
Requirements 

Long-Term Advisor November 1991 MOF, USAID 

In Place 

Workplan Submitted December 1991 Advisor/Contractor 

First Baseline January 1992 Advisor/Contractor 
Monitoring Report 

Interim Evaluation June 1992 USAID, MOF 
of FMP 

Final Evaluation June 1994 USAID, MOF 

7. COST ESTIMATES AND FINANCIAL PLAN 

The total cost for this Project Supplement is $6.7 million, comprising $5million in
A.I.D. grant funds, and $1.7 million in host country contributions. Therefore, the 
total budget for the Financial Markets Project is now $18.7 million, $14 million in 
A.I.D. grant funding and $4.7 million in host country contributions. 

A. Illustrative Budeet/Financial Plan 

The following financial tables present estimates of total budgetary requirements
to achieve the objectives of the Financial Markets Project, including this project 
supplement. 
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Finanoial Market prol lct
 
Pre-Amendment Budget by Comonent ($000)
 

ComDonent Source of Fund. 

AID HOF' B1 Private Sector TOTAL 
1. TechnicaL Assistance 7,021 
 1,230 420 
 6,671
2. Training 1,428 450 150 
 450 2,478

3. Commodities 

4. EvaLuatfon/Audit 265136 
 250 5155. Contingency 50 s - 236150150  - 200 
Total* $9,000 $1,730 
 $570 $700 $12,000 

TABLE 3 

Financial Markets Prolec
 
Amendment Budget by Component ($0001
 

Component Source of Funds 

AID HOF' BI SOEs/Priv. Sector TOTAL
 
1. Technical Assistance 3,500 650

2. Training 1,000 350 

4,150
 
3. Commodities 250 700 2,050


250

4. Evaiuation/Audit 100 
 250
 
5. Contingency 150 100
 

Totals $,000 $1,000 
 $700 $6,700
 

TABLE 4 

Financial Markets Project

Summeryof Total Prolect Funding by Component($000)
 

Component Source of Funds 

AID HOF' BI SOEs/Priv. Sector TOTAL
 
1. TechnicaL Assistance 10,521 
 1,880 420
2. Training 2,428 800 12,821
150 1,150 4,528
 
3. Comnodities 515 " 
 250 765
4. Evatuation/Audit 236 
 26

5. Contingency 300 50 
 " 350 

Totals $14.000 $2,730 $570 $1.400 $18,700
 

1. The Ministry of Finance (HOF) inctudes BAPEPAM and BUMN 



- 29 -


B. 	 Analysis of A.I.D. Fundfin 

A.I.D.'s total grant funding of $14.0 million consists of the costs of long- and
short-term TA, local and overseas training and a modest amount of commodities 
for this Project Supplement as well as the original Project's needs. 

" 	 Technical Assistance. The ongoing, umbrella technical assistance Capital
Markets contract with BAPEPAM (Price Waterhouse) extends u,1:il
September 1994. The pending Bank Indonesia (BI) contract (for Money
Markt development) will also extend over the same period. TA funding
under this Project Supplement will cover the anticipated costs of privatization
activities and proposes a marginal share of the Training Advisor costs of the 
PW contract (approximately $400 thousand) to fairly reflect outreach 
provided by PW. 

" 	 Training. Overseas training proposed by the MOF/BUMN in the Project
Supplement will be treated in the same manner as in the existing Financial
Markets Project. Anticipated training is short-term in nature and generally
consists of attendance at relevant conferences, seminars, and other activities.
A.I.D. pays for air fares within the United States, per diem in accordance 
with A.I.D. regulations, registration fees and incidental expenses.
Indonesian SOE and/or private sector participants will "pay their own way"
in terms of travel and per diem, and will pay at least 25% of seminar costs. 

Local training will be implemented through HCC with local and expatriate
consultants, per existing FMI- procedures. These contracts will include 
A.I.D. general provisions of HCC mandatory contract clauses found in
Handbook 11, Chapter 1. A.I.D. will pay for consultant's fees, international 
travel and per diem in accordance with A.I.D. regulations. All air travel is
subject to the provisions of the Fly America Act. A.I.D. will also pay for 
incidental expenses of the consultant associated with the training exercise
such as training materials, books, etc. Other training costs, such as
facilities, local transport and per diem for participants, will be considered 
GOI contributions to the project, whether cash or in-kind. No advance 
approval will be required for consultants who comply with the source/origin
requirements of the Project Agreement, as amended (Indonesia and the 
United States). Contracts for consultants who do not meet the source/origin
requirements as stated inHandbook I1 for Indonesia or the United States 
will not be executed until the necessary waiver or approval is obtained from 
USAID/Indonesia. 
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ommoditie. A limited amount commodities for the MOF/BUMN will beprocured under this privatization component. They will essentially consist of
small procurements of computer hardware and software, with Code 000
Source and Origin. Short-term technical assistance will be provided to carry
out a computer equipment needs assessment for MOF/BUMN and to prepare 
a procurement plan. 

C. Analysis of Government of Indonesia (GOf) and Private Sector Counterpart 
Funding 

Total GOI and private sector funding is estimated at $4.7 million. This funding
will essentially consist of training activities generating cash and in-kind inputs
from both the MOF/BUMN, plus cash inputs from SOE and/or private sector 
participants. 

The GOI will contribute international air fares to the nearest point of entry in theUnited States when participants travel to the U.S. for project-sponsored training
activities. Furthermore, they will contribute salaries of the individual participants
during the training activities, which may be considered in-kind contributions.
SOE and private sector participants attending project-sponsored training with their 
own funding, to include air fare to all destinations where training is held, will also 
be considered as counterpart contributions to the project. 

As in the case of the BAPEPAM-PW contract and the pending BI contract, in-kind
contributions will be made in the form of office space, secretarial and
transportation support, office equipment and supplies and the salaries plus per
diem of project counterparts. 

D. Summary Methods of USAID and GOI Financing and Procurement. 

A summary is shown in Table 5. 
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Table 5

Summary Methods of USAID and GOI Financing and Procurement
 

FINANCING PROCUREMENT LA
(US METHOD DOCUMENTS 

EXEC.
UNiE fTEM USAID GO)' TYPE AGENCY PRIMARY SEC. EAR. COM. 

1. TECH ASSIST. TA) 

A. Buy-in long-term TA 1,220 225 UDP USAID DC PIO/T C 
B.Buy-in short-term TA 1,270 235 UDP USAID DC PIO/T C 
C. Other short-term TA 1,010 190 UDP USAIDGOI IQC HCC PIO/T C 
2. TRAINING 1,000 1,050 IDP,PR,UDP GOI,USAID DIP HCC PIL PIL 
3. COMMODITIES 250 UDP USAID DC PIO/C C 
4. EVALUATION/AUDIT 100 UDP USAID l0C PIO/T C 
S. CONTINGENCY 150 
 USAID 

GOI cash and in-kind contributions are combined 

Abbreviations
 
UDP: USAID Direct Pay to the Contractor
 
IDP: GOI Direct Pay

PR: Pre-financed by GOI and Reimbursed by USAID
 
DIP: GOI Annual Budgeting Process
 
DC: USAID Direct Contract
 
C: Contract
 
EAR: Earmark
 
COM: Commitment
 
PIL: Project Implementation Letter
 
PIO/T: Project Implementation Order/Technical

PIO/C: Project Implementation Order/Commodities
 
HCC: Host-Country Contracting
 

8. A.I.D. EXPERENCE WITH OTHER PRIVATIZATION PROJECTS 

This privatization component of the Financial Markets Project shares many common 
elements with other successful privatization projects. 

Honduras: The privatization of State-Owned Enterprise Project was designed to
support Government of Honduras (GOH) initiatives to plan and implement the
privatization of SOEs. The objectives of the project were to: reduce recurrent costs 
and GOH support for SOEs; transfer companies and assets to individuals with equity at
risk; attract new investment into the Honduran productive sector; and reduce the
administrative burden presently confronted by the GOH in managing a wide range of
commercial enterprises. The Mission approach to privatization was to support the GOH 
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principally by providing TA through a long-term advisory team which assisted indesigning a focused privatization strategy; developing the legal and regulatoryframework; and developing workshops and seminars to nurture and sustain a climatefavorable to privatization. The project, recently the object of an APRE case study, isregarded as highly successful, has led to the successful privatization of 14 SOEs and the
creation of an estimated 950 new jobs. 

SriJank: Privatization in Sri Lanka is advanced by A.I.D. as a component of aproject entitled, Private Sector Policy Support. The purposes of the project are: to
strengthen the private sector's contribution to the formulation, appraisal and
implementation of market-oriented economic policies; to assist the privatization of SOEs 
to a broad spectrum of private investors; to improve the operation of the Colombo
Securities Exchange; and to demonstrate the viability of equity participation throughventure capital companies. Through this project, A.I.D. is providing $7.9 million tosupport privatization through technical assistance, equipment and other direct support
for the Presidential Commission of Privatization; expenses of the Commission
associated with the preparation of SOEs for divestiture; and costs of actual divestiture,including severance payments for redundant labor. Support for the Commission will bein the form of a long-term advisor, short-term technical specialists, and assistance in
carrying out a mix of public education and publicity campaigns. This project was

signed in July 1986. Impact information is not yet available.
 

Philippines: The purpose of the $9.8 million Privatization Project, which was signed
in May 1988, is to reinforce the GOP's privatization policy by supporting the

Government of the Philippines' (GOP) divestiture of selected GOP-owned and

controlled corporations and acquired assets, thereby improving the GOP's budget
situation. A.I.D. financed inputs include 
 a long-term advisor and short-term technical

assistance in the areas of investment banking, legal, accounting, and engineering
($3.042 million); training and seminars ($30 thousand); and equipment ($47 thousand).

No evaluation data is yet available for this project. 

Tunisia: Privatization is supported through a $1.2 million component of the Private
Sector Development and Technology Transfer Project. 
 The purpose of the project is toassist the Government of Tunisia (GOT) to plan, develop, implement, monitor andevaluate its program of pivatization of selected SOEs. The project provides two longterm advisors, a privatization specialist working in the Office of the Prime Minister,and a financial markets specialist working in the Tunis Stock Exchange to developvarious transaction plans for each SOE identified as a sales candidate. In addition, theproject provides for short-term advisors to work in a variety of areas includingmarketing, valuation, and investment banking. The project also supports training in numerous areas related to privatization and issues-oriented seminars and conferences onprivatization topics design to build a consensus for action. This program has been
immensely successful, with in excess of 50 privatizations completed. 
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9. A.I.D.. THE GOI AND OT DONOR PROGRAMS 

USAID/Indonesia's Country Development Strategy Statement (CDSS), completed in
January 1988, reflects the Mission's overall strategy of achieving income and
employment growth by increasing the role of the private sector and freeing up market 
force4. 

This privatization component, which seeks to reduce the size and improve the efficiency
of the public sector through privatization of the ownership and management of SOEs,
directly supports the CDSS goal. 

The GOI has shown concern over the number, size, and inefficiency of the SOEs.Budget constraints have severely limited the ability of the GOI to meet the capital needs
of the SOEs and returns on assets for this sector are estimated to be only 3%. TheDirector of BUMN, within the MOF, is looking to A.I.D. for assistance in addressing
these issues. The project will assist the GOI to plan, design, and implement a.comprehensive privatization program which, through divestiture and management
contracts, will meet high priority concerns of the GO. 

The Director of BUMN states that no other donors are currently assisting the GOI inthe area of privatization with the exception of the Asian Development Bank which isconsidering financing a study on restructuring the airline industry in Indonesia. TheADB may provide further assistance to explore the means through which the private
sector can assist in the restructuring effort by a sale through private placement, issuance
of stock, lease or lease-back arrangements, or contracting out. The ADB initiative,which may lead to whole or partial privatization of the national airline, directly supportsAID's goal of establishing a comprehensive privatization program. 

10. CONDITIONS PRECEDENT AND COVENANTS 

A. ConditionsPrecedent 

The following condition precedent is proposed for the Financial Markets Project
Supplement Grant Agreement: 

Prior to the commitment of any funds by A.I.D. for technical assistance, theBUMN of the MOF will have appointed a two-person, full-time counterpart
team. These counterparts will work exclusively with the long-term advisor 
on tasks related to this project supplement. 

B. Covenants 

The special covenants currently in the FMP Grant Agreement on evaluation,
yearly implementation plans, and funding for equipment will apply to additional 
fundhig provided by this amendment. 

Drafted JCsrro1fl~indborS:n,:08W91g 



ANNEX A
 

5C(2) - ASSISTANCE CHECKLIST
 

Listed below are statutory
 
criteria applicable to the
 
assistance resources themselves,
 
rather than to the eligibility of
 
a country to receive assistance.
 
This section is divided into
 
three parts. Part A includes
 
criteria applicable to both
 
Development Assistance and
 
Economic Support Fund resources.
 
Part B includes criteria
 
applicable only to Development

Assistance resources. Part C
 
includes criteria applicable only
 
to Economic Support Funds.
 

CROSS REFERENCE: IS COUNTRY Yes.
 
CHECKLIST UP TO DATE?
 

A. 	 CRITERIA APPLICABLE TO BOTH
 
DEVELOPMENT ASSISTANCE AND
 
ECONOMIC SUPPORT FUNDS
 

1. Host Country Development The further development of

Efforts (FAA Sec. 601(a)): Indonesia's financial
 
Information and conclusions markets and the GOI's
 
on whether assistance will divestiture and
 
encourage efforts of the rationalization of State
country to: (a) increase Owned Enterprises (SOEs)

the flow of international will have positive effects
 
trade; (b) foster private on a freer flow of (a)

initiative and competition; international trade as well
 
(c) encourage development as investment. An
 
and use of cooperatives, increased liberalization of
 
credit unions, and savings these markets should also
 
and loan associations; (d) have a positive impact on
 
discourage monopolistic (b), (c), (d) and (e).

practices; (e) improve (f) N/A.

technical efficiency of
 
industry, agriculture, and
 
commerce; and (f) strengthen
 
free labor unions.
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2. U.S. Private Trade and 
 The project will finance
Investment (FAA Sec. 
 long- and short-term

601(b)): Information and 
 technical assistance from
conclusions on how 
 the United States. It
assistance will encourage 
 should also positively
U.S. private trade and 
 impact on future investment
investment abroad and 
 by U.S. firms.
 
encourage private U.S.
 
participation in foreign

assistance programs

(including use of private

trade channels and the
 
services of U.S. private

enterprise).
 

3. Congressional
 
Notification
 

a. 
General requirement (FY A Congressional

1991 Appropriations Act 
 Notification expired on
Secs. 523 and 591; 
FAA Sec. August 17, 1988. This
634A): If money is to be 
 supplement ($5 million) was
obligated for an activity 
 reported in the FY 1991
not previously justified to 
 Congressional Presentation.
 
Congress, 
or for an amount
 
in excess of amount
 
previously justified to
 
Congress, has Congress been
 
properly notified (unless

the notification requirement

has been waived because of
 
substantial risk to human
 
health or welfare)?
 
b. Notice of new account N/A.

obligation (FY 1991
 
Appropriations Act Sec.
 
514): If funds are being

obligated under an
 
appropriation account to
 
which they were not
 
appropriated, has the
 
President consulted with and
 
provided a written
 
justification to the House
 
and Senate Appropriations

Committees and has such
 
obligation been subject to
 
regular notification
 
procedures?
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c. Cash transfers and N/A.

nonproject sector assistance
 
(FY 1991 Appropriations Act
 
Sec. 575(b) (3): If funds
 
are to be made available in
 
the form of cash transfer or
 
nonproject sector
 
assistance, has the
 
Congressional notice
 
included a detailed
 
description of how the funds
 
will be used, with a
 
discussion of U.S. interests
 
to be served and a
 
description of any economic
 
policy reforms to be
 
promoted?
 

4. Engineering and
 
Financial Plans (FAA Sec.
 
611(a)): Prior to an
 
obligation in excess of
 
$500,000, will there be: (a) a. Yes.
 
engineering, financial or
 
other plans necessary to
 
carry out the assistance;
 
and (b) a reasonably firms b. Yes.
 
estimate of the cost to the
 
U.S. of the assistance?
 

5. Legislative Action (FAA No further legislative

Sec. 611(a) (2)): If action is required.

legislative action is
 
required within recipient
 
country with respect to an
 
obligation in excess of
 
$500,000, what is the basis
 
for a reasonable expectation

that such action will be
 
completed in time to permit

orderly accomplishment of
 
the purpose of the
 
assistance?
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6. Water Resources (FAA N/A.

Sec. 611(b): FY 1991
 
Appropriations Act Sec.
 
501): If project is for
 
water or water-related land
 
resource construction, have
 
benefits and costs been
 
computed to the extent
 
practicable in accordance
 
with the principles,
 
standards, and procedures

establishment pursuant to
 
the Water Resources Planning

Act (42 U.S.C. 1962, et
 
a_.)? 
(See A.I.D. Handbook
 
3 for guidelines).
 
7. Cash Transfer and Sector 
N/A.

Assistance (FY 1991
 
Appropriations Act Sec.
 
575 (b)): Will cash transfer
 
or nonproject sector
 
assistance be maintained in
 
a separate account and not
 
commingled with other funds
 
(unless such requirements

nonproject sector
 
assistance)?
 

8. Capital Assistance (FAA N/A.

Sec. 611(e)): If project is
 
capital assistance (9_.g.,

construction), 
and total
 
U.S. assistance for it wili
 
exceed $1 million, has
 
Mission Director certified
 
and Regional Assistant
 
Administrator taken into
 
consideration the country's

capability to maintain and
 
utilize the project

effectively?
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9. Multiple Country 
 The further development of

Objectives (FAA Sec. Indonesia's financial
 
601(a)): Information and markets and the GOI's
 
conclusions on whether 
 divestiture and

projects will encourage rationalization of State
efforts of the country to : Owned Enterprises (SOEs)

(a) increase the flow of 
 will have positive effects
 
international trade; (b) 
 on a freer flow of (a)

foster private initiative international trade as well
and competition; (c) as investment. An
 
encourage development and 
 increased liberalization of
 
use of cooperative, credit 
 these markets should also

unions, and savings and loan 
 have a positive impact on
associations; (d) discourage (b), (c), (d) and (e).

monopolistic practices; (e) (f) N/A.

improve technical efficiency

of industry, agriculture and
 
commerce; and (f) strengthen
 
free labor unions.
 

10. U.S. Private Trade (FAA The project will finance
 
Sec. 601(b)): Information long- and short-term

and conclusions on how 
 technical assistance from

project will encourage U.S. the United States. It

private trade and investment should also positively

abroad and encourage private 
 impact on future investment

U.S. participation in 
 by U.S. firms.
 
foreign assistance programs

(including use of private

trade channels and the
 
services of U.S. private
 
enterprise).
 

11. Local Currencies
 

a. Recipient Contributions 
 The GOI and the Indonesian
(FAA Secs. 612(b), 636(h)): private sector will provide

Describe steps taken to 
 the equivalent of over $4.7
 
assure that, to the maximum million for the Project,

extent possible, the country primarily for the local
 
is contributing local costs.
 
currencies to meet the cost
 
of contractual and other
 
services, and foreign

currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 



- 6 

b. U.S. -Owned Currency (FAA No.
 
Sec. 612 (d)): Does the
 
U.S. own excess foreign
 
currency of the country and,

if so, what arrangements

have been made for its
 
release?
 

c. Separate Account (FY 
 N/A.

1991 Appropriations Act Sec.
 
575). If assistance is
 
furnished to a foreign
 
government under
 
arrangements which result in
 
the generation of local
 
currencies:
 

(1) Has A.I.D. (a) required N/A.

that local currencies be
 
deposited in a separate

account established by the
 
recipient government, (b)

entered into an agreement

with that government

providing the amount of
 
local currencies to be
 
generated and the terms and
 
conditions under which the

currencies so deposited may

be utilized, and (c)

established by agreement the

responsibilities of A.I.D.
 
and that government to
 
monitor and account for
 
deposits into and
 
disbursements from the
 
separate account?
 

(2) Will such local N/A.

currencies, or an equivalent

amount of local currencies,

be used only to carry out
 
the proposes of the DA or
 
ESF chapters of the FAA
 
(depending on which chapter

is the source of the
 
assistance) or for the
 
administrative requirements
 
of the United States
 
Government?
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(3) Has A.I.D. taken all N/A.

appropriate steps to ensure
 
that the equivalent of local
 
currencies disbursed from
 
the separate account are
 
used for the agreed
 
purposes?
 

(4) If assistance is N/A.

terminated to a country,

will any unencumbered
 
balances of funds remaining
 
in a separate account be
 
disposed of for purposes

agreed to by the recipient
 
government and the United
 
States Government?
 

12. Trade Restriction
 

a. Surplus Commodities (FY N/A.

1991 Appropriations Act Sec.
 
521(a)): If assistance is
 
for the production of any

commodity for export, is the
 
commodity likely to be in
 
surplus on world markets at
 
the time the resulting

productive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial injury to U.S.
 
producers of the same,
 
similar or competing

commodity?
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b. Textiles (Lautenberg 

Amendment) (FY 1991
 
Appropriations Act Sec.
 
521(c): Will the assistance
 
(except for programs in
 
Caribbean Basin Initiative
 
countries under U.S. Tariff
 
Schedule "Section 807",

which allows reduced tariffs
 
on articles assembled aborad
 
from U.S.-made components)

be used directly to procure

feasibility studies,

prefeasibility studies, or
 
project profiles of
 
potential investment in, or
 
to assist the establishment
 
of facilities specifically
 
designed for, the
 
manufacture for export to
 
the United States or to
 
third country markets in
 
direct competition with U.S.
 
exports, of textiles,
 
apparel, footwear, handbags,

flat goods (such as wallets
 
or coin purses worn on the
 
person), work gloves or
 
leather wearing appeared?
 

13. Tropical Forests (FY

1991 Appropriations Act Sec.
 
533(c)(3)): Will funds be
 
used for any program project
 
or activity which would (a)

result in any significant

loss of tropical forests, or
 
(b) involve industrial 

timber extraction in primary

tropical forest areas?
 

No.
 

a. No.
 

b. No.
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14. Sahel Accounting (FAA N/A.

Sec. 121(d)): If a Sahel
 
project, has a determination
 
been made that the host
 
government has an adequate
 
system for accounting for
 
and controlling receipt and
 
expenditure of project funds
 
(either dollars or local
 
currency generated
 
therefrom)?
 

15. PVO Assistance.
 

a. Auditing and N/A.

registration (FY 1991
 
Appropriations Act Sec.
 
537): If assistance is
 
being made available to a
 
PVO, has that organization

provided upon timely request
 
any document, file, or
 
record necessary to the
 
auditing requirements of
 
A.I.D., and is the PVO
 
registered with A.I.D.?
 

b. Funding source (FY 1991 N/A.

Appropriations Act, Title
 
II, under heading "Private
 
and Voluntary
 
Organizations"): If
 
assistance is to be made to
 
a United States PVO (Other
 
than a cooperative
 
development organization),
 
does it obtain at least 20
 
percent of its total annual
 
funding for international
 
activities from source other
 
than the United States
 
Government?
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16. Project Agreement 
 A copy of the amendment
Documentation (State 
 will be sent to state L/T
Authorization Sec. 139 
(as and A.I.D. LEG within 60
interpreted by conference 
 days of the signing of the
report)): Has confirmation amendment.
 
of the date of signing of
 
the project agreement,

including the amount
 
involved, been cabled to
 
State L/T and A.I.D. LEG
 
within 60 days of the
 
agreement's entry into force
 
with respect to the United
 
States, and has the full
 
text of the agreement been
 
pouched to those same
 
offices? (See Handbook 3,

Appendix 6G for agreements

covered by this provision).
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17. Metric System (Omnibus

Trade and Competitiveness 

Act of 1988 Sec. 5164, as 

interpreted by conference 

report, amendment Metric 

Conversion Act of 1975 Sec. 

2, and as implemented 

through A.I.D. policy): 

Does the assistance activity
 
use the metric system of
 
measurement in its
 
procurements, grants, and
 
other business-related
 
activities, except to the
 
extent that such use is
 
impractical or is likely to
 
cause significant
 
inefficiencies or loss of
 
markets to United States
 
firms? Are bulk purchases
 
usually to be made in
 
metric, and are components,
 
subassemblies, and semi
fabricated materials to be
 
specified in metric units
 
when economically available
 
and technically adequate?

Will A.I.D. specifications
 
use metric units of measure
 
from the earliest
 
programmatic stages, and
 
from the earliest
 
documentation of the
 
assistance processes (for
 
example, project papers)

involving quantifiable
 
measurements (length, area,
 
volume, capacity, mass and
 
weight), through the
 
implementation stage?
 

18. Women in Development 

(FY 1991 Appropriations Act,
 
title II, under heading

"Women in Development"):
 
Will assistance be designed
 
so that the percentage of
 
women participants will be
 
demonstrably increased?
 

The bulk of the procurement

under the Project will be
 
for technical services. To
 
the extent commodities are
 
purchased, efforts will be
 
made to use metric
 
measurements to the maximum
 
extent possible.
 

Yes.
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19. Regional and 
 No.
 
Multilateral Assistance (FAA

Sec. 209): Is assistance
 
through regional or
 
multilateral organizations?

If so, why is assistance not
 
so provided? Information
 
and conclusions on whether
 
assistance will encourage
 
developing countries to
 
cooperate in regional

development programs.
 

20. Abortions (FY 1991
 
Appropriations Act. Title
 
II, under heading

"Population, DA", and Sec.
 
525):
 

a. Will assistance be made No.
 
available to any

organization or program

which, as determined by the
 
President,supports or
 
participates in the
 
management of a program of
 
coercive abortion or
 
involuntary sterilization?
 

b. Will any funds be used No.
 
to lobby for abortion?
 

21. Cooperatives (FAA Sec. No.
 
111): Will assistance help

develop cooperatives,
 
especially by technical
 
assistance, to assist rural
 
and urban poor to help

themselves toward a better
 
life?
 

22. U.S.-Owned Foreign
 
Currencies.
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a. Use of currencies (FAA N/A.

Secs. 612(b), 636(h); FY
 
1991 Appropriations Act
 
Secs. 507, 509): Describe
 
steps taken to possible,
 
foreign currencies owned by

the U.S. are utilized in
 
lieu of dollars to meet the
 
cost of contractual and
 
other services.
 

b. 	Release of currencies No.
 
(FAA Sec. 612(d): Does the
 
U.S. own excess foreign
 
currency of the country and,
 
if so, what arrangements

have been made for its
 
release?
 

23. Procurement.
 

a. Small business (FAA Sec. Yes.
 
602 (a)): Are there
 
arrangements to permit U.S.
 
small business to
 
participate equitable in the
 
furnishing of commodities
 
and services financed?
 

b. U.S. procurement (FAA All procurement will be

Sec. 604(a)): Will all from the U.S. or
 
procurement be from the U.S. 
 Indonesian.
 
except as otherwise
 
determined by the President
 
or determined under
 
delegation from him?
 

c. Marine insurance (FAA Indonesia does not so
 
Sec. 604(d)): If the discriminate.
 
cooperating country

discriminates against marine
 
insurance companies

authorized to do business in
 
the U.S., will commodities
 
be insured in the United
 
States against marine risk
 
with such a 
company?
 



-14

d. Non-U.S. agricultural N/A.

procurement (FAA Sec.
 
604(e)): If non-U.S.
 
procurement of agricultural

commodity or product thereof
 
is to be financed, is there
 
provision against such
 
procurement when the
 
domestic price of such
 
commodity is less than
 
parity? (Exception where
 
commodity financed could not
 
reasonably be procured in
 
U.S.).
 

e. Construction or 
 N/A.

engineering services (FAA

Sec. 604(g)): Will
 
construction or engineering

services be procured from
 
firms of advanced developing

countries which are
 
otherwise eligible under
 
Code 941 and which have
 
attained a competitive

capability in international
 
markets in one of these
 
areas? (Exception for those
 
countries which receive
 
direct economic assistance
 
under the FAA and permit

United States firms to
 
compete for construction or
 
engineering services
 
financed from assistance
 
programs of these
 
countries).
 



f. Cargo preference 

shipping (FAA Sec. 603)):
 
Is the shipping excluded
 
from compliance with the
 
requirement in section
 
901(b) of the Merchant
 
Marine Act of 1936, as
 
amended, that at least 50
 
percent of the gross tonnage
 
of commodities (computed

separately for dry bulk
 
carriers, dry cargo liners,
 
and tankers) financed shall
 
be transported on privately
 
owned U.S. flag commercial
 
vessels to the extent such
 
vessels are available at
 
fair and reasonably rates?
 

g. 	Technical assistance
 
(FAA Sec. 621(a)): If 

technical assistance is
 
financed, will such
 
assistance be furnished by

private enterprise on a
 
contract basis to the
 
fullest extent practicable?

Will the facilities and 

resources of other Federal
 
agencies be utilized, when
 
they are particularly
 
suitable, not competitive

with private enterprise, and
 
made available without undue
 
interference with domestic
 
programs?
 

h. 	U.S. air carriers 

(International Air
 
Transportation Fair
 
Competitive Practices Act,
 
1974): If air
 
transportation of persons or
 
property is finance on grant
 
basis, will U.S. carriers be
 
used to the extent such
 
service is available?
 

No. Section 90(b) applies.
 

Yes.
 

Yes, as appropriate.
 

Yes.
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i. Termination for 
 Yes.
 
convenience of U.S.
 
Government (FY 1991
 
Appropriations Act Sec.
 
504): If the U.S.
 
Government is a party to a
 
contract for procurement,

does the contract contain a
 
provision authorizing

termination of such contract
 
for the convenience of the
 
United States?
 

j. Consulting services (FY Yes.
 
1991 Appropriations Act Sec.
 
524): If assistance is for
 
consulting service through

procurement contract
 
pursuant to 5 U.S.C. 3109,
 
are contract expenditures a
 
matter of public record and
 
available for public

inspection (unless otherwise
 
provided by law or Executive
 
order)?
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k. Metric conversion 
 The bulk of the procurement
(Omnibus Trade and 
 under the Project will be
Competitiveness Act of 1988, 
 for technical services. To
as interpreted by conference 
 the extent the commodities
report, amending Metric 
 are purchased, efforts will
 
Conversion Act of 1975 Sec. 
 be made to use metric
2, and a implemented through measurement to be maximum
A.I.D. policy): Does the 
 extent possible.

assistance program use the
 
metric system of measurement
 
in its procurements, grants,

and other business-related
 
activities, except to the
 
extent that such use is
 
impractical or is likely to
 
cause significant

inefficiencies or loss of
 
markets to united States
 
firms? Are bulk purchases

usually to be made in
 
metric, and are components,

subassemblies, and semi
fabricated materials to be
 
specified in metric units
 
when economically available
 
and technically adequate?

Will A.I.D. specifications
 
use metric units of measure
 
from the earliest
 
programmatic stages, and
 
from the earliest
 
documentation of the
 
assistance processes (for

example, project papers)

involving quantifiable
 
measurements (length, area,

through the implementation
 
stage?
 

1. Competitive Selection 
 Yes.
 
Procedures (FAA Sec.
 
601(e)): Will the
 
assistance utilize
 
competitive selection
 
procedures for the awarding

of contracts, except where
 
apjlicable procurement rules
 
allow otherwise?
 



- 18 

24. Construction
 

a. Capital project (FAA 
 N/A.

Sec. 601(d)): If capital
 
(e., construction)

professional services be
 
used?
 

b. Construction contract 
 N/A.

(FAA Sec. 611(c)): If
 
contracts for construction
 
are to be finance, will they

be let on a competitive

basis to maximum extent
 
practicable?
 

c. Large projects, N/A.

Congressional approval (FAA

Sec. 620(k): If for
 
construction of productive

enterprise, will aggregate

value of assistance to be
 
furnished by the U.S. not
 
exceed $100 million (except

for productive enterprises

in Egypt that were described
 
in the Congressional

Presentation), or does
 
assistance have the express
 
approval of Congress?
 
25. U.S. Audit Rights (FAA N/A.

Sec. 301(d)): If fund is
 
established solely by U.S.
 
contributions and
 
administered by an
 
international organization,
 
does Comptroller General
 
have audit rights?
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26. Communist Assistance 

(FAA Sec. 620(h). Do
 
arrangements exist to insure
 
that United States foreign

aid is not used in a manner
 
which, contrary to the best
 
interests of the United
 
States, promotes or assists
 
the foreign aid projects or
 
activities of the Communist
bloc countries?
 

27. Narcotics
 

a. Cash reimbursements (FAA 

Sec. 483): Will
 
arrangements preclude use of
 
financing to make
 
reimbursements, in the form
 
of cash payments, to persons

whose illicit drug crops are
 
eradicated?
 

b. Assistance to narcotics
 
traffickers (FAA Sec. 487):

Will arrangements take "all
 
reasonable steps" to
 
preclude use of financing to
 
or through individuals or
 
entities which we know or
 
have reason to believe have
 
either: (1)been convicted 

of a violation of any law or
 
regulation of the United
 
States or a foreign country

relating to narcotics (or
 
other controlled
 
substances); or (2) been 

involved in the illicit
 
trafficking of, any such
 
controlled substance?
 

N/A.
 

N/A.
 

N/A.
 

N/A.
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28. Expropriation and Land 
 N/A.

Reform (FAA Sec. 620(g)):

Will assistance preclude use
 
of financing to compensate
 
owners for expropriated or
 
nationalized property,
 
except to compensate foreign

nationals in accordance with
 
a land reform program

certified by the President?
 

29. Police and Prisons (FAA N/A.

Sec. 660): Will assistance
 
preclude use of financing to
 
provide training, advice, or
 
any financial support for
 
police, prisons, or other
 
law enforcement forces,
 
except for narcotics
 
programs?
 

30. CIA Activities (FAA N/A.

Sec. 662): Will assistance
 
preclude use of financing

for CIA activities?
 

31. Motor Vehicles (FAA No.
 
Sec. 636(i)): Will
 
assistance preclude use of
 
financing for purchase,

sale, long-term lease,

exchange or guaranty of the
 
sale of motor vehicles
 
manufactured outside U.S.,

unless a waiver is obtained?
 

32. Military Personnel (FY N/A.

1991 Appropriations Act Sec.
 
503): Will assistance
 
preclude use of financing to
 
pay pensions, annuities,
 
retirement pay, or adjusted

service compensation for
 
prior or current military

personnel?
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33. Payment of U.N. N/A.

Assessments (FY 1991
 
Appropriations Act Sec.
 
505): Will assistance
 
preclude use of financing to
 
pay U.N. assessments,
 
arrearages or dues?
 

34. Multilateral N/A.
 
Organization Lending 9FY
 
1991 Appropriations Act Sec.
 
506): Will assistance
 
preclude use of financing to
 
carry out provisions of FAA
 
Section 209(d) (transfer of
 
FAA funds to multilateral
 
organizations for lending)?
 

35. Export of Nuclear N/A.

Resources (FY 1991
 
Appropriations Act Sec.
 
510): Will assistance
 
preclude use of financing to
 
finance the export of
 
nuclear equipment, fuel, or
 
technology?
 

36. Repression of N/A.

Population (FY 1991
 
Appropriations Act Sec.
 
511): Will assistance
 
preclude use of financing
 
for the purpose of aiding
 
the efforts of the
 
government of such country
 
to repress the legitimate
 
rights of the population of
 
such country contrary to the
 
Universal Declaration of
 
Human Rights?
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37. Publicity or Propaganda No.
 
(FY 1991 Appropriations Act
 
Sec. 516): Will assistance
 
be used for publicity or
 
propaganda purposes designed
 
to support or defeat
 
legislation pending before
 
Congress, to influence in
 
any way the outcome of a
 
political election in the
 
United States, or for any

publicity or propaganda
 
purposes not authorized by

Congress?
 

38. Marine Insurance (FY N/A.

1991 Appropriations Act Sec.
 
563): Will any A.I.D.
 
contract and solicitation,
 
and subcontract entered into
 
under such contract, include
 
a clause requiring that U.S.
 
marine insurance companies

have a fair opportunity to
 
bid for marine insurance
 
when such insurance is
 
necessary or appropriate?
 

39. Exchange for Prohibited N/A.

Act (FY 1991 Appropriations

Act Sec. 569): Will any

assistance be provided to
 
any foreign government

(including any

instrumentality or agency

thereof), foreign person, or
 
United States person in
 
exchange for that foreign
 
government or person

undertaking any action which
 
is, if carried out by the
 
United States Government, a
 
United States official or
 
employee, expressly

prohibited by a provision of
 
United States law?
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B. CRITERIA APPLICABLE TO 
DEVELOPMENT ASSISTANCE ONLY 

1. Agricultural Exports 
(Bumpers Amendment) (FY 1991 
Appropriations Act Sec. 

N/A. 

521(b), as interpreted by 
conference report for 
original enactment): If 
assistance is for 
agricultural development 
activities (specifically, 
any testing or breeding
feasibility study, variety
improvement or introduction, 
consultancy, publication,
conference, or training), 
are such activities: (a)
specifically and principally 
designed to increase 
agricultural exports by the 
host country to a country 
other than the United 
States, where the export
would lead to direct 
competition in that third 
country with exports of a 
similar commodity grown or 
produced in the United 
States, and can the 
activities reasonably be 
expected to cause 
substantial injury to U.S. 
exporters of a similar 
agricultural commodity; or 
(2) in support of research 
that is intended primarily 
to benefit U.S. producers? 

2. Tied Aid Credits (FY
1991 Appropriations Act, 

No. 

Title II, under heading 
"Economic Support Fund"):
Will DA funds be used for 
tied aid credits? 
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3. Appropriate Technology 
 N/A.

(FAA Sec. 107): Is special
 
emphasis placed on use
 
relatively smaller, cost
saving, labor-using

technologies that are
 
generally most appropriate

for the small farms, small
 
businesses, and small
 
incomes of the poor)?
 
4. Indigenous Needs and 
 The project, as amended, is
Resources (FAA Sec. 281(b)): 
 based on more than seven
Describe extent to which the 
 years of analytical work in
activity recognizes the 
 the financial markets
particular needs, desires, 
 arena, which explored
and capacities of the people 
 options in assisting the
of the country; utilizes the 
 GOI and the Indonesian
country's intellectual 
 private sector to achieve
resources to encourage 
 increased employment
institutional development; 
 generation through improved
and supports civic education functioning of financial
and training in of skills 
 markets and rationalizing
required for effective 
 the GOI's role in stateparticipation in 
 owned enterprises. Local
governmental and political 
 capabilities will be used
processes essential to self-
 to the maximum extent
government, 
 possible.
 
5. Economic Development Yes.
 
(FAA Sec. 101(a)): Does the
 
activity give reasonable
 
promise of contributing to
 
the development of economic
 
resources, or to the
 
increase of productive
 
capacities and self
sustaining economic growth?
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6. Special Development 
Emphases (FAA Secs. 102(b),
113, 281(a)): Describe 
extent to which activity
will: (a) effectively 
involve the poor in 

a. The poor will benefit 
from an increase in 

development by extending 
access to economy at local 
level, increasing labor-
intensive production and the 

employment 
opportunities 
generated by -more 
efficient financial 

use of appropriate 
technology, dispersing
investment from cities to 
small towns and rural areas, 
and insuring wide 
participation of the poor in 
the benefits of development 
on a sustained basis, using 
appropriate U.S. 

markets, directing 
investment to the 
productive sector, and 
an expanded productive 
sector resulting from 
a relaxation of 
government 
interventions. 

inEtituti.ons; (b) encourage
democratic private and local 
governmental institutions; 

b. N/A. 

(c) support the self-help c. Yes. 
efforts of developing 
countries; (d) promote the 
participation of women in 

d. N/A. 

the national economies of 
developing countries and the 
improvement of women's 
status; and (e)utilize and 
encourage regional
cooperation by developing 
countries. 

e. N/A. 

7. Recipient Country 
Contribution (FAA Secs. 110,
124(d)): Will the recipient 

Yes. 

country provide at least 25 
percent of the costs of the 
program, project, or 
activity with respect to 
which the assistance is to 
be furnished (or is the 
latter cost-sharing 
requirement being waived for 
a "relatively least
developed" country)? 
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8. Benefit to Poor Majority

(FAA Sec. 128(b)): If the
 
activity attempts to
 
increase the institutional
 
capabilities of private

organizations or the
 
government of the country,
 
or if it attempts to
 
stimulate scientific and
 
technological research, has

it been designed and will it
 
be monitored to ensure that
 
the ultimate beneficiaries
 
are the poor majority?
 

9. Abortions (FAA Sec.
 
104(f); FY 1991
 
Appropriations Act, Title
 
II, under heading

"Population, DA," 
and Sec.
 
535):
 

a. 
Are any of the funds to 

be used for the performance

of abortions as a method of
 
family planning or to
 
motivate or coerce any
 
person to practice
 
abortions?
 

b. 
Are any of the funds to 

be used to pay for the
 
performance of involuntary

sterilization as a method of
 
family planning or to coerce
 
or provide any financial
 
incentive to any person to
 
undergo sterilizations?
 

c. 
Are any of the funds to 

be made available to any

organization or program

which, as determined by the
 
President, supports or
 
participates in the
 
management of a program of
 
coercive abortion or
 
involuntary sterilization?
 

Yes.
 

No.
 

No.
 

No.
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d. Will funds be made No.
 
available only to voluntary

family planning projects

which offer, either directly
 
or through referral to, or
 
information about access to,
 
a broad range of family

planning methods and
 
services?
 

e. In awarding grants for No.
 
natural family planning,

will any applicant be
 
discriminated against

because of such applicant's

religious or conscientious
 
commitment to offer only

natural family planning?
 

f. Are any of the funds to No.
 
be used to pay for any

biomedical research which
 
relates, in whole or in
 
part, to methods of, or the
 
performance of, abortions or
 
involuntary sterilization as
 
a means of family planning?
 

g. Are any of the funds to N/A.

be made available to any

organization of the
 
President certifies that the
 
use of these funds by such
 
organization would violate
 
any of the above provisions

related to abortions and
 
involuntary sterilization?
 

10. Contract Awards (FAA Yes.
 
Sec. 601(e)): Will the
 
project utilize competitive
 
selection procedures for the
 
awarding of contracts,
 
except where applicable

procurement rules allow
 
otherwise?
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11. Disadvantaged 
 Given the broad nature of
Enterprises (FY 1991 
 the technical assistance

Appropriations Act Sec. 
 contract to be awarded
567): What portion of the 
 under this project
funds will be available only supplement, it is unlikely

for activities of 
 that any one firm or
economically and socially 
 organization could fill all
disadvantaged enterprises, 
 of the required positions.
historically black colleges 
 There are, however, a
and universities having a 
 number of such entities
student body in which more 
 which could qualify as a
than 40 percent of the 
 partner for recruiting
students are Hispanic short-term experts for the
Americans, and private and 
 project's needs.
 
voluntary organizations

which are controlled by

individuals who are black
 
Americans, Hispanic

Americans, or Native
 
Americans, or who are
 
economically or socially

disadvantaged (including
 
women)?
 

12. Biological Diversity

(FAA Sec. 119(g): Will the
 
assistance: (a) support 
 (a) No.
 
training and education
 
efforts which improve the
 
capacity of recipient

countries to prevent loss of

biological diversity; (b)be (b) No.
 
provided under a long-term
 
agreement in which the
 
recipient country agrees to
 
protect ecosystems or other
 
wildlife habitats; (c) (c) No.
 
support efforts to identify

and survey ecosystems in
 
recipient countries worthy

of protection; or (d) by any (d) No.
 
direct or ine-Irect means
 
significantly degrade

national parks or similar
 
protected areas or introduce
 
exotic plants or animals
 
into such areas?
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13. Tropical Forests (FAA

Sec. 118; FY 1991
 
Appropriations Act Sec.
 
533(c)-(e) &(g)):
 

a. A.I.D. Regulation 16: Yes.
 
Does the assistance comply

with the environmental
 
procedures set forth in

A.I.D. Regulation 16?
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b. Conservation: Does the N/A.

assistance place a high

priority on conservation and
 
sustainable management of
 
tropical forests?
 
Specifically, does the
 
assistance, to the fullest
 
extent feasible: (1) stress
 
the importance of conserving

and sustainably managing

forest resources; (2)
 
support activities which
 
offer employment and income
 
alternatives to those who
 
otherwise would cause
 
destruction and loss of
 
forests, and help countries
 
identify and implement

alternatives to colonizing
 
forested areas; (3) support

training programs,

educational efforts, and the
 
establishment or
 
strengthening of
 
institutions to improve

forest management; (4) help

end destructive slash-and
burn agriculture by

supporting stable and
 
productive farming

practices; (5) help conserve
 
forests which have not yet

been degraded by helping to
 
increase production on lands
 
already cleared or degraded;

(6) conserve forested
 
watersheds and rehabilitate
 
those which have been
 
deforested; (7) support

training, research, and
 
other actions which lead to
 
sustainable and more
 
environmentally sound
 
practices for timber
 
harvesting, removal, and
 
processing; (8) support

research to expand knowledge
 
of tropical forests and
 
identify alternatives which
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forest areas by supporting
 
efforts to identify,
 
establish, and maintain a
 
representative network of
 
protected tropical forest
 
ecosystems on a worldwide
 
basis, by making the
 
establishment of protected
 
areas a condition of support
 
for activities involving
 
forest clearance or
 
degradation, and by helping
 
to identify tropical forest
 
ecosystems and species in
 
need of protection and
 
establish and maintain
 
appropriate protected areas;

(10) seen to increase the
 
awareness of U.S. Government
 
agencies and other donors of
 
the immediate and long-term

value of tropical forests;
 
(11) utilize the resources
 
and abilities of all
 
relevant U.S. government
 
agencies; (2) be based upon

careful analysis of the
 
alternatives available to
 
achieve the best sustainable
 
use of the land; and (13)

take full account of the
 
environmental impacts of the
 
proposed activities on
 
biological diversity?
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c. Forest degradation: N/A.

Will assistance be used for:
 
(1) the procurement or use
 
of logging equipment, unless
 
an environmental assessment
 
indicates that all timer
 
harvesting operations

involved will be conducted
 
in an environmentally sound
 
manner and that the proposed

activity will produce

positive economic benefits
 
and sustainable forest
 
management systems; 
(2)

actions which will
 
significantly degrade

national parks or similar
 
protected areas which
 
contain tropical forests, or

introduce exotic plants or
 
animals into such areas; 
(3)

activities which would
 
result in the conversion of
 
forest lands to the rearing

of livestock; (4) the
 
construction, upgrading, or
 
maintenance of roads
 
(including temporary haul
 
roads for logging or other
 
extractive industries) which
 
pass through relatively

undergraded forest lands;
 
(5) the colonization of
 
forest lands; or (6) the
 
construction of dams or
 
other water control
 
structures which flood
 
relatively undergraded

forest lands, unless with
 
respect to each such
 
activity an environmental
 
assessment indicates that
 
the activity will contribute
 
significantly and directly
 
to improving the livelihood
 
of the rural poor and will
 
be conducted in an
 
environmentally sound manner
 
which supports sustainable
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d. Sustainable forestry: N/A.

If assistance relates to
 
tropical forests, will
 
project assist countries in
 
developing a systematic

analysis of the appropriate
 
use of their total tropical

forest resources, with the
 
goal of developing a
 
national program for
 
sustainable forestry?
 

e. Environmental impact N/A.

statements: Will funds be
 
made available in accordance
 
with provisions of FAA
 
Section 117(c) and
 
applicable A.I.D.
 
regulations requiring an
 
environmental impact
 
statement for activities
 
significantly affecting the
 
environment.
 

14. Energy (FA 1991 N/A.

Appropriations Act Sec.
 
533(c)): If assistance
 
relates to energy, will such
 
assistance focus on: (a)

end-use energy efficiency,

least-cost energy planning,
 
and renewable energy
 
resources, and (b) the key

greatest impact on reducing
 
emissions from greenhouse
 
gases?
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15. Sub-Saharan Africa 

Assistance (FY 1991
 
Appropriations Act Sec. 562,

adding a new FAA chapter i0
 
(FAA Sec. 496)): If
 
assistance will come from
 
the Sub-Saharan Africa DA
 
account, is it: (a) to be
 
used to help the poor

majority in Sub-Saharan
 
Africa through a process of
 
long-term development and
 
economic growth that is
 
equitable, participatory,

environmentally sustainable,
 
and self-reliant; (b) to be
 
used to promote sustained
 
economic growth, encourage

private sector development,
 
promote individual
 
initiatives, and help to
 
reduce the role of central
 
governments in areas more
 
appropriate for the private

sector; (c) being provided

in accordance with the
 
policies constrained in FAA
 
section 102; (d) being

provided in close
 
consultation with African,

United States and other PVOs
 
that have demonstrated
 
effectiveness in the
 
promotion of local
 
grassroots activities on
 
behalf of long-term

development in Sub-Saharan
 
Africa; (e) being used to
 
promote reform of sectoral
 
economic policies, to
 
support the critical sector
 
priorities of agricultural

production and natural
 
resources, health, voluntary

family planning services,
 
education, and income
 
generating opportunities, to
 
bring about appropriate

sectoral restructuring of
 

N/A.
 

i/ 
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a favorable environment for
 
individual enterprise and
 
self-sustaining development,
 
and to take into account, in
 
assisted policy reforms, the
 
need to protect vulnerable
 
groups; (f) being used to
 
increase agricultural
 
production in ways that
 
protect and restore the
 
natural resource base,
 
especially food production,
 
to maintain and improve
 
basic transportation and
 
communication networks, to
 
maintain and restore the
 
renewable natural resource
 
base in ways that increase
 
agricultural production, to
 
improve health conditions
 
with special emphasis on
 
meeting the health needs of
 
mothers and children,
 
including the establishment
 
of self-sustaining primary

health care systems that
 
give priority to preventive
 
care, to provide increased
 
access to voluntary family

planning services, to
 
improve basic literacy and
 
mathematics especially to
 
those outside the formal
 
educational system and to
 
improve primary education,
 
and to develop income
generating opportunities for
 
the unemployed and
 
underemployed in urban and
 
rural areas?
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16. Deb-for-Nature Exchange 
 N/A.

(FAA Sec. 463): If project

will finance a debt-for
nature exchange, describe
 
how the exchange will
 
support protection of: (a)

the world's oceans and
 
atmosphere; (b)animal and
 
plant species; and (c)parks

and reserves; or describe
 
how the exchange will
 
promote: (d) natural
 
resource management, (e)

local conservation programs,

(f) conservation training
 
programs, (g)public

commitment to conservation,
 
(h) land and ecosystem
 
management, and (i)

regenerative approaches in
 
farming, forestry, fishing,

and watershed managiment.
 

17. Deobligation/ 
 N/A.

Reobligation (FY 1991
 
Appropriations Act Sec.
 
515): If deob/reob

authority is sought to be
 
exercised in the provision

of DA assistance, are the
 
funds being obligated for
 
the same general purpose,

and for countries within the
 
same region as originally

obligated, and have the
 
House and Senate
 
Appropriations Committees
 
been properly notified?
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18. Loans
 

a. Repayment capacity (FAA N/A.

Sec. 122(b): Information
 
and conclusion on capacity

of the country to repay the
 
loan at a reasonable rate of
 
interest.
 

b. Long-range plans (FAA Yes.
 
Sec. 122(b): Does the
 
activity give reasonable
 
promise of assisting long
range plans and programs

designed to develop economic
 
resources and increase
 
productive capacities?
 

c. Interest rate (FAA Sec. 
 N/A.

122 (b): If development loan
 
is repayable in dollars, is
 
interest rate at least 2
 
percent per annum during a
 
grace period which is not to
 
exceed ten years, and at
 
least 3 percent per annum
 
thereafter?
 

d. Exports to Untied States 
 N/A.

(FAA Sec. 620(d): If
 
assistance is for any

productive enterprises which
 
will compete with U.S.
 
enterprises, is there an
 
agreement by the recipient
 
country to prevent export to
 
the U.S. of more than 20
 
percent of the enterprise's

annual production during the
 
life of the loan, or has the
 
requirement to enter into
 
such an agreement been
 
waived by the President
 
because of a national
 
security interest?
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19. Development Objective

[FAA Secs. 102(a), 111, 113,

281(a)]: Extent to which
 
activity will: (1)

effectively involve the poor

in development, by expanding 

access to economy at local 

level, increasing labor-

intensive production and the 

use of appropriate 

technology, spreading

investment out from cities 

to mall towns and rural 

areas, and insuring wide 

participation of the poor in 

the benefits of development 

on a sustained basis, using
 
the appropriate U.S.
 
institutions; (2) help 

develop cooperatives,
 
especially by technical
 
assistance, to assist rural
 
and urban poor to help

themselves toward better
 
life, and otherwise
 
encourage democratic private

and local governmental

institutions; (3) support 

the self-help efforts of
 
developing countries; (4) 

promote the participation of
 
women in the national
 
economies of developing

countries and the
 
improvement of women's
 
status; and (5) utilize and 

encourage regional

cooperation by developing
 
countries?
 

N/A.
 

(1) The poor will benefit
 
from an increase in
 
employment
 
opportunities
 
generated by more
 
efficient financial
 
markets, directing
 
investment to the
 
productive sector, and
 
an expanded productive
 
sector resulting from
 
a relaxation of
 
govetnment interests.
 

(2) N/A.
 

(3) N/A.
 

(4) N/A.
 

(5) N/A.
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20. Agriculture, Rural
 
Development and Nutrition,
 
and Agricultural Research
 
(FAA Secs. 103 and 103A):
 

a. Rural poor and small 
 N/A.

farmers: If assistance is
 
being made available for
 
agriculture, rural
 
development or nutrition,

describe extent to which
 
activity is specifically
 
designed to increase
 
productivity and income of
 
rural poor; or if
 
assistance is being made
 
available for agricultural

research, has account been
 
taken of the needs of small
 
farmers, and extensive use
 
of field testing to adapt

basic research to local
 
conditions shall be made.
 

b. Nutrition: Describe N/A.
 
extent to which assistance
 
is used in coordination with
 
efforts carried out under
 
FAA Section 104 (Population
 
and Health) to help improve

nutrition of the people of
 
developing countries through
 
encouragement of increased
 
production of crops with
 
greater nutritional value;

improvement of planning,
 
research, and education with
 
respect to nutrition,
 
particularly with reference
 
to improvement and expanded
 
use of indigenously produced
 
foodstuffs; and the
 
undertaking of pilot or
 
demonstration programs

explicit addressing the
 
problem of malnutrition of
 
poor and vulnerable people.
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c. Food security: Describe
 
by strengthening national
 
food reserves, with
 
particular concern for the
 
needs of the poor, through
 
measures encouraging

domestic production,

building national food
 
reserves, expanding
 
available storage
 
facilities, reducing post

harvest food losses, and
 
improving food distribution.
 

21. Population and Health N/A.

[FAA Secs. 104(b) and (c)1:

If assistance is being made
 
available for population or
 
health activities, describe
 
extent to which activity

emphasizes low-cost,

integrated delivery systems

for health, nutrition and
 
family planning for the
 
poorest people, with
 
particular attention to the
 
needs of mothers and young

children, using paramedical

and auxiliary medical
 
personnel, clinics and
 
health posts, commercial
 
distribution systems, and
 
other modes of community
 
outreach.
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22. Education and Human
 
Resources Development (FAA
 
Sec. 105): If assistance is
 
being made available for
 
education, public
 
administration, or human
 
resources development,
 
describe (a) extent to which
 
activity strengthens

nonformal education, makes
 
formal education more
 
relevant, especially for
 
rural families and urban
 
poor, and strengthens
 
management capability of
 
institutions enabling the
 
poor to participate in
 
development; and (b) extent
 
to which assistance provides
 
advanced education and
 
training of people of
 
developing countries in such
 
disciplines as are required
 
for planning and
 
implementation of public and
 
private development
 
activities.
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23. Energy, Private 

Voluntary Organizations, and
 
Selected Development

Activities (FAA Sec. 106):

If assistance is being made
 
available for energy,

private voluntary

organizations, and 
selected
 
development problems,

describe extent to which
 
activity is:
 

a. concerned with data 

collection and analysis, the
 
training of skilled
 
personnel, research on and
 
development of suitable
 
energy sources, and pilot

projects to test new methods
 
of energy resources which
 
are environmentally
 
acceptable and require

minimum capital investment;
 

b. concerned with technical 

cooperation and development,

especially with U.3. private

and voluntary, or regional

and international
 
development, organizations;
 

c. research into, and 

evaluation of, economic
 
development processes and
 
techniques;
 

d. reconstruction after 

natural or manmade disaster
 
and programs of disaster
 
preparedness;
 

e. 
for special development

problems, and to enable
 
proper utilization of
 
infrastructure and related
 
projects funded with earlier
 
U.S. assistance;
 

N/A.
 

N/A.
 

N/A.
 

N/A.
 

N/A.
 

N/A.
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f. for urban development, 

urban poor participate in
 
economic and social
 
development.
 

24. Sahel Development (FAA

Secs. 120-21). If
 
assistance is being

available for the Sahelian
 
region, describe: (a)
 
extent to which there is
 
international coordination
 
in planning and
 
implementation;
 
participation and support by

African countries and
 
organizations in determining

development priorities; and
 
a long-term, multidonor
 
development plan, which
 
calls for equitable burden
sharing with other donors;

(b) whether a determination
 
has been made that the host
 
government has an adequate
 
system for accounting for an
 
controlling receipt and
 
expenditure of project funds
 
(dollars or local currency

generated therefrom).
 

C. 	 CRITERIA APPLICABLE TO 

ECONOMIC SUPPORT FUNDS ONLY
 

1. Economic and Political 

Stability (FAA Sec. 531(a):

Will this assistance promote
 
economic and political

stability? To the maximum
 
extent feasible, is this
 
assistance consistent with
 
the policy directions,
 
purposes, and programs of
 
Part I of the FAA?
 

N/A.
 

N/A.
 

Not ESF funded.
 

N/A.
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2. Military Purposes [FAA N/A.

Sec. 531(e)]: Will this
 
assistance be used for
 
military or paramilitary

purposes?
 

3. Commodity 
 N/A.

Grants/Separate Accounts
 
(FAA Sec. 609): If
 
commodities are to be
 
granted so that sale
 
proceeds will accrue to the
 
recipient country, have
 
Special Account
 
(counterpart) arrangements
 
been made?
 

4. Generation and Use of 
 N/A.

Local Currencies [FAA Sec.
 
531 (d)]: Will ESF funds
 
made available for commodity

import programs or other
 
program assistance be used
 
to generate local
 
currencies? If so, will at
 
lease 50 percent of such
 
local currencies be
 
available to support

activities consistent with
 
the objectives of FAA
 
sections 103 through 106?
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5. Cash Transfer N/A.

Requirements [FY 1991
 
Appropriations Act, Title
 
II, under heading "Economic
 
Support Funds," and Sec.
 
575(b)] . If assistance is
 
in the form of a cash
 
transfer:
 

a. Separate account: Are N/A.

all such cash payments to be
 
maintained by the country in
 
a separate account and not
 
to be commingled with any
 
other funds?
 

b. Local currencies: Will N/A.

local currencies that may be
 
generated with funds
 
provided as a cash transfer
 
to such a country also be
 
deposited in a special
 
account, and has A.I.D.
 
entered into an agreement

with that government setting
 
forth the amount of the
 
local currencies to be
 
generated, the terms and
 
conditions under which they
 
are to be used, and the
 
responsibilities of A.I.D.
 
and that government to
 
monitor and account for
 
deposits and disbursements?
 

c. U.S. Government use of N/A.

local currencies: Will all
 
such local currencies also
 
be used in accordance with
 
FAA Section 609, which
 
requires such local
 
currencies to be made
 
available to the U.S.
 
Government as the U.S.
 
determines necessary for the
 
requirements of the U.S.
 
Government, and which
 
requires the remainder to be
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used for programs agreed to
 
be available?
 

d. Congressional notice: 
 N/A.

Has Congress received prior

notification providing in
 
detail how the funds will be
 
used, including the U.S.
 
interests that will be
 
served by the assistance,
 
and, as appropriate, the
 
economic policy reforms that
 
will be promoted by the cash
 
transfer assistance?
 

c:\wp51 \fileskcheck.new 
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DEPARTEMEN KEUANGAN REPUBLIK INDONESIA ANNEX B
 

• , , VICI1AL. FILE., 

NOMOR S- 1911 /MK.13/1990. JAKARTA, 4 Desember 19.90 

SIFAT 

LAMPIRAN : KEPADA 

PERIHAL : Financial Market 
-e 0 roject Supplement. YTH. MR. LEE TWENTYMAN 

ACTINC DIRECTOR ACENCY 
FOR INTERNATIONAL DEVELOPMENT, 
USAID
24 1991 
JL. MEDAN MERDEKA SELATAN NO. 5
 SJP 1 

JAKARTA PUSAT.
 

'1, 

USAID ROUTING 
TO ACT. INFO Sehubungan dengan perihal tersebut diatas, dengan ini kami. 

DIR sa paikan hal-hal sebagai berikut 
DO 
Eso 1. Berdasarkan surat Menteri Neggra Perencanaan Pembangunan 

LA - - Nasional/Ketua BAPPENAS Nomor : 3385/X/8/1988 tanggal 26 
PPS - Agustus 1988 bahwa Pemerintah Republik Indonesia Cq. 
EXO - - Departemen Keuangan RI telah menerima grant dari USAID 
C1 - - sebesar US $ 9 juta untuh pembiayaan Financial Market 

FIN Project. Disamping itu sesuai alinea terakhir dari surat
 

FINI tersebut bahwa sebagai amendment FY 1989 teiah pula
 
deregulasi
FINIA - - dicantumkan usul tambahan dana untuk pembiayaan 

Badan Usaha Milik Negara.
AR . -

O/PHEHR - - . Dalam rangka pelaksanaan amendment tersebut diatas maka 

- - berdasarkan pertemuan yang diselenggarakan antara Ditjen 

- Departemen untukKeuangan dengan pihak USAID telah

HRTP-AI - Moneter,dibahas kebutuhan dana .pembiayaan peningkatan 

efisiensi dan produktivitas BUMN sebesar US $ 5 juta sebagai

INFO C amendment US FY 1991. 
PER 

Demikian kami sampaikan dan atas perhatian Saudara, kami 
GSO uc. pkan terima kasih. 

-MC 

IC&R 
--,,.C ION COPY 

DA~TE DUE -2- M../.INTERI KEUANCAN 
ATN!N JENDERAL MONETER, 

DATE 
B}Y: 
IY N TTOTU && a SURJAATMADJA 

41""IWO P. 060004680 

Tembusan Yth.
 

1. Bapak Menteri Keuangan
 
2. Bapak Menteri Negara Perencanaan Penmbangunan
 

Nasional/Ketua BAPPENAS ;'
 
3. Bapak Menteri Muda Keuangan
 
4. Sdr. Deputy Bidang Pengendalian Pelaksana
 

(BAPPENAS) ;
 
5. Sdr. Direktur Lembaga Keuangan dan Akuntansi,
 

selaku Project Manager Financial Market Project
 
6. Sdr. Direktur Pembinaan BUMN.
 



UrAloI. . T~ui 1*, esEX 
ACT.T0 I, T9.) 

__-
 NDONESIAN CAPITAL MARKET SUPERVISORY AGENCY (BAPEPAM)

Do JL. MEDAN MERDEKA SELATAN 14, 
JAKARTA 10110 INDONESIA
PHONE : 363060/FAX. 350442
 
EPSO k 
LA 

EXO Jkalra, February A7 199 Dvl PtriVoOe-

FIN -1iiiFINIS 

Dear4 wis P. Reade

.APOD
11" FOEB--8 10991I

Goerec tdr
 
.EHRLS .Agency for International Development 

.EHR/T i 
; --- AT1wrl en Embassy 

-sanD anerdeka Selatan No. 3 - 5 ton0 taioig 

R 1110 

-R~;-F-dnancial Markets ProJect Supplement 
C&R s adtiones A) fBappenas letter No. 3385/K/1988 

dated August 26, 1988 

b) Ministry of Finance letter No. S-1911/MK,13/1990 

Dear Mr. Reade
 

Bapepam wishes to 
 further define the framework of the
 
Goverenment of Indonesia's (GOI) 
request for assistance of the
 
U.S. Agency for International Development (USAID) in the form of
 
an additional grant of $5.0 
million under the on going Financial
 
Markets Project, as outlined in the subject letters.
 

This additional funding will allow for long- and short-term 
technical assistance, training, commodities and evaluation/audits
 
to assist the executing agency, the Ministry of Finance,
 
Directorate General for Monetary Affairs, in carrying out its' 
program of restructuring State-Owned Enterprises (SOS) and 
developing policies and implementation plans for the private
 
sector provision of public services and infrastructure. The GOI's
 
important program of rationalizing uses of resources mobilized
 
for broad development objectives 
is a logical adjunct to the
 
focus financial market development. The new activities will draw 

1
 



upon experience already gained 
in securities markets 
to explore

potential linkages for debt 
and equity funding of SOE
 
restructurings. 
The GOI will contribute, in cash and 
in kind,
 
$1.67 million for these new project activities.
 

$5.0 million amendement
This to this project is proposed as a
 
U.S. Fiscal Year (FY) 
1991 obligation, and complete 
the total
 
USAID grant funding of $14.0 
million mentioned in Reference A,

which, coupled with total GOI contributions of $3.67 million and
 
$1.03 million in Indonesian 
private sector contributions, now
 
provides for grant total project fuhding of $18.7 million.
 

Thank you for your kind cooperation in this matter.
 

Yours s n erely,
 

Harzuki Usman
 

Chairman
 

Indonesian Capital Markets
 
Supervisory Agency (BAPEPAM)
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ANNEX C
 

PROJECT DESIGN SUMMJARY
 

LOGICAL FRAMEVQKa
 

Life of Project:
 

From F? &a to FY 94
ProJect Title & Number. Indonesla -	 ________________________________DateFinancil Markets Project (497-03601 	 Total U.S. Funding $14,000.000Revised: 00,O91a t Revied : 07/08/91 

NARRATIVE SUMMARY OBJECTIVE 
WiIFIABLE INDICATORS 
 MEANS OF VERIFICATION
Program or Sector Goal: 	 IMPORTANT ASSUMPTIONSThe broader 
Measures of Goal 
Achievement:
objective to which project contributes: 
 Assumptions for achieving goat targets:


To increase the avalilIty of i-t.g-ter. 
 + Number of new/expanded firm
investment capital by supporting open 	 + GOI statistics
+ Ntmber of new jobs 
 + 001 mintaIns the+ Other donor studies 	 pace of Itsfinancial markets + Per capita income 	
deregulation progr and policies 

+ GDP per capitaProject Purpoee: 

Conditions indicating purpose has been

achieved:
To increase the number of debt and equity 

End of project status. 	 Assumptions for achieving purpose:
A permanent and Long-rangesecurities and commodity contracts available 	
regulatory + Operational charts for BAPEPAM andenvirorment for stocks, bonds andto investors, 	 GOi maintains its colmitment to"and to increase the 	 ICE. Operational statistics forcommodities established with operational 	 liberalizationtrnspent trading volmne of these 	 brokers of the inrke. and 

responsibilities separated from regutatorv disengagement from private sector
 
lnst.r'ments; and 
 activities
authority
 

* 
At 'least 50 private broker/dealers will be 
 income statements, or Broker
able to operate profitably from 	 * Tax treatment on debt and equity
Association BAPEPAM statistics 
 holdings remains fair
broker/dealer business alone
 
At Least 1 new stock and 2 new bond issues 	 + BAPEPA/NOF/Broker statistics
will be marketed each month, and average 	 DANAREKSA remains committed to a more 
daity stock trading volume reaches 

private sector aproach in management
 
4,OOOO00/day; total stock and bond market
 
capitalization increasing to at Least
 
Rupiah 25 trillion
 

+ Comodity futures and at least two new
commodities will be traded on ICE 
ICE, Ministry of Trade (NOT) records
+ 

* 	Deregulation activities continue.

NOT enacts enabling legislation


+ 
Nationwide automrted ch-ck-ctearing system 
 + Bank Indonesia records 
 * GOi does not use 1990 oil pricewill be operations! 

windfall to increase capital
 

p ption in SOEs
 



NARATIVE su AnR.Y OBJECTIVE VERIFIABLE INDICATORS 

Penason and insurance companies miLL growby 502 and increase total stock and bond
holdings to 302 of portfolios representing
Rupiah 3 trillion 
DANAIEKSA will reduce percentage of 
portfolio which Is unpledged and mittrestructure and increase the level ofindividually owned certificates
To improve the efficmnc, of the public Tested legal,* sector 	 financial and administrativethrough restructuring and/or

Privatization of the ownership andreports procecures
management of SOEs. * 	 Increased understanding of benefits 

+ 	 Restructuring and/or privatization of 10selected SOEs 
+ 	 Database of potential investors, sources of

financing and TA 

+ Valuation procedAJres 
+ Core group of privatization specialists
 

+ 	Dissemination of information
 

+ An overall policy framework which provides
the fundamentaL direction of the SOE 
program 

+ 	A coherent and integrated set of policiesand procedures that clearly define the process of carrying out the SOE program 
+ 	A fully-developed institutional capacity todesign, implement, monitor and revise the


Outputs: 	 SOE program on a systematic, ongoing basisMagnitude of Outputs: 
Financial Markets:A 

Market deregulation + 	Separating BAPEPAN's regulatory and 
operational functions; clearer definition 
of division of regulatory roles 

+ 	 Strengthened technical capital market
skills of HOF, BAPEPAIN and privatized stock 
exchane(s)
 

MEANS OF VERIFICATIONI IMPOTANT ASSUMPTIONS 
+ 	HOF records
 

+ 	DAMAREKSAJMOF statistics 

+ 	 GO! statistics and Company alntx 

Asswztfon for achieving outputs: 
smt on f rah ein u pt: 

+ 	GOl statistics Economic conditions not affected;
pojc bn d it i s n taf t e d; 

project beneficiaries' plans rmin
* 	 Project Evaluation 



NAiUATIW SI y.ANY, OBJECTIVE VERIFIABLE INDICATORS 

* Removing fiscal, monetary and regulatory 
disincentives for long-term capital
investment 

+ 

MEANS OF VERIFICATIOI 

Project Monitoring 

IMPORTANT ASSUJPTIONS 

+ Promoting DANAREKSA's rote as mutual fund
for individual Investors and reducing its
favored status in market as mutual fund and 
underwri ter 

" Increased supply 9f 
capital 

long-term investment 

- Separating operational and regulatory 
functions of the ICE 

+ Developing standards which encouragepension funds and insurance companies to 
diversity portfolios 

+ Improved trading capability and atructure 

+ Revised reserve and liquidity requirements
of Blank Indonesia (01) 

+ Increasing investor interest in securities 
through promotional campaigns 

+ Greater individual and foreign access tomarkets, e.g., new uwtua funds, linkagesof markets, restructured DAMAREKSA 
cert fIcates 

+ Wider 31 Issuance of notes and bills 

+ Creation of 81 national credit file 
+ Developed private sector brokerage through 

training and TA 
+ Futures contract traded at ICE 

+ BAPINDO, BPOs and P.T. BAHAMA
equities through stock market 

seLl off 

+ Autmaated i check-clearfng aystem 



NARRATIVE SUIJIARY-


PrivarizationO 
OBJECI" VERIFIABLE INDICATORS 

MEANS OF VERIFICATIONT 
+ Improved OveraLl Policy Framework + Develop an Information Base: + Macroeconomic indicators 

o Profiles on candidate companies + Company-specific indicators 
o Databank of SOEs, potential investors, 

sources of finance and technicalassistance 

+ Research program 

+ Information dissemination 
o Methodology to conduct an economic 

impact analysis 
+ Institutionalization process 

+ Establish the Scope of the Program: 

o Revised performance measures (with 
supporting anatyses/recommendat ions) 

o Revised restructuring criteria (with 
supporting anaLyses/recommInati ons) 

o Revised List of restructuring 
candidates 

o Revised list of privatization 
candidates 

+ Design and ImpLement Strategies for 
Reducing Labor Displacement: 

o Proposals for ameliorating the labordisplacament effects of the program: 

-" 
--
--

Early retirement 
Increased pension benefitsGenerous severance packages
Starting new businesses/acquiring 
nw skiIts 

N 
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NARRATIVE S...AR 
 . OBJECTIVE VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUqPIIOuS 
* 	Design and Implement Strategies for the
 

Utilization of Privatization Proceeds:
 

o Proposals for the utilization of 
privatization proceeds:
 

Small business expansion schemes
 
Delivery mechara--s to direct
subsidies to at,.cted Labor
 

-- Labor compensation packages for
redundancies and early retirements 
- - unding retraining programs for
 

displaced skilled Labor
 
Infrastructure development
 
programs 

+ 	 Design and Implement a Strategy to Maximize

Private Investment in Public Services:
 
o Analyses of benefits and consequences
 

of private investment
 

o 	 Proposed strategy 

+ 	 Develop a Consensus-BgiLding Program: 

o 	 Proposed strategy 

o 	 Media item (print, audio, video) 

o 	 Workshops/seminars 

o 	 Promotion campaigns 
+ 	 Monitor and Adjust the Program: 

o 	 Indicators to measure success (growth,
fiscal budget, investment flows,

employment, efficiency)
 

o 	 Computerized monitoring system 



+ 

NARRATIVIE SUMMARY 

Iproved Policy implementation and 
Procedural Frametork 

+ 

OBJECTIVE VERIFIABLE INDICATORS 

Identify Current Legal, Regulatory and 
Other Procedural Constraints to 
Implementing the SOE Program: 

MEANS OF VERIFICATION IMPORTANT ASSUM4PTIONS 

o Methodology to identify constraints 
Leading to policy/procedurat changes 

* List of current constraints and 
recommended changes 

o List of new potices/procedures 

+ Define and Institutionalize Procedures to 
Restructure and Privatize SOEs: 

o Offering memoranda 

o Methods and procedures for 
restructuring 

o Methods and procedures 
privatization 

for 

o Number of SOE privatization action 
programs developed 

o Decisions to privatize selected 
candidate companies 

o Public amouncements of tender offers 
in publications 

o Recomendations for procedures for 
specialized techniques (e.g., Employee 
Stock ownership Program, i.e., ESOPs) 



NARRATIVE .SUIMWYRY:-:.. 

* 

OBJECTIVE VERIFIABLE INDICATOS. 

Define and Institutionalize Guidelines and 

MEANS OF VERIFICAT ION: + IM.RTAT SSU PT 

Procedures for Arranging and Managing
Private Investment in the Provision of 
PubLic Services: 

o GuideLines/procedures for reviewing 
proposals 

o List of negotiating criteria 

o Guidelines/procedures for monitoring 

* Enhanced Institutional Capacity 
contract compl iance 

+ Conduct an Organizational & Management 
(OW) Assessment of BUNN: 

o Proposed action program to strengthen 
BUN 

+ Design and lmpLement a BUNN Training 
Program: 

o Proposed training program 

Inputs: o Ntuer of BUNN staff trained
ImpLementation Target (Type & Quantity) 

Assumtions for providing inputi 
USAID Bydget "4FLBgIPrivate +_Sector Budgletsfotcmn Project doctmntation + GOI and private sector budgets are 

" Technical Assistance over 

+ Training 

LOP 10,950 

2,100 

(in $000s t 
2,700 

1,750 

forthcoming 

+ Qualified TA wilL be available 

+ Suitabte candidates for training will 
" Comoidttes 

500 250 be available 

" Evaluation/Audit 
9 200 0 

* Contingency 
2 0 

TOTAL 
14.000 4 700 

Dr f ted:JL-I ndbrg:nn=Q6/22/q1 
c:\q51\fi tes\togfrm 



Attachment D
 

DRAFT
 

SCOPE OF WORK
 

A. OBJECTIVE
 

The objective of the Privatization Amendment to the Financial
 
Markets Project (FMP) is to provide for long and short-term
 
technical assistance and training to the Ministry of Finance
 
(MOF), Directorate of State Asbets (BUMN), in developing,

refining and implementing a comprehensive program of state-owned.
 
enterprise (SOE) restructuring and privatization in order to
 
achieve the GOI's objectives of greater economic efficiency and
 
economies on the claims of the budget.
 

B. LONG-TERM TECHNICAL ADVISOR (3 person-years)
 

1. Work Requirements: The following statement of work
 
(SOW) describes the responsibilities of the long-term
 
technical advisor and a description of the qualifications
 
needed to perform the SOW. The long-term technical advisor
 
will be responsible for carrying out .the following types of
 
activities, which may be revised from time to time:
 

a. Advise on the GOI's overall SOE restructuring and
 
privatization program, including the development of
 
goals, objectives, policies, scope, strategy and
 
procedures required to implement the program.
 

b. Advise on institutional, legal, regulatory and
 
other procedural constraints related to developing and
 
implementing the SOE restructuring and privatization
 
program.
 

c. Advise on the organization and operations of the
 
Directorate of BUMN in order to enhance the
 
institutional capacity of the GOI to implement the SOE
 
restructuring program.
 

d. Identify appropriate methods of measuring

performance for Indonesian public sector enterprises to
 
be restructured, divested or otherwise affected by the
 
SOE restructuring and privatization program.
 

e. Advise the Directorate of BUMN on issues related
 
to the restructuring or privatization of specific SOEs
 
such as preparation for restructuring and divestiture,
 
asset valuation, production, marketing, financing,
 
investment, and follow-up measures.
 

f. Advise on the development and implementation of a
 
policy framework and overall strategy to maximize
 
private investment in the provision of public services
 
in order to assist the GOI meet the objectives of its
 
overall public sector restructuring and privatization
 

/
 



program, including enhancing efficiency in resources
 
,and reducing the financin4 requirements for investments
 
of the national budgei.
 

g. Advise on the preparation of terms of reference
 
for specific tasks to be performed by short- and
 
medium-term technical advisors, providing necessary

information on timing and levels of effort as needed to
 
complete task order assignments.
 

h. Coordinate with the Contractor's home office to

identify appropriate short-term specialists and oversee
 
their technical activities while in-country.
 

i. Coordinate managerial/administrative duties with
 
the PW FMP Project Manager and other PW FMP
 
administrative personnel.
 

3. Qualifications: The candidate for this position should
 
have a Masters Degree or higher in management or in a social
 
science requiring quantitative skills. Ten or more years in
 
an institutional capacity building and policy development

milieu, preferably with relevant experience in an Asian

setting. The candidate must have had adequate exposure to
 
the state-owned enterprise restructuring process and should
 
be familiar with the administration and operations of SOEs,

as well as privately-owned and operated enterprises, and how
 
they differ. The candidate must be well grounded in the
 
divestiture process either through prior experience in
 
divestiture of SOEs or through participation in supporting
 
merger and/or acquisition activities in the private sector.
 
The candidate must have a strong grounding in the sale of
 
shares in companies and be familiar with audit and
 
accounting procedures, valuation of assets, business and

marketing analysis and organizational design. Interpersonal

communication skills, cultural sensitivity, tact and
 
discretion are required to successfully implement the
 
requirements of the position.
 

C. SHORT-TERM TECHNICAL ASSISTANCE (40 person-months)
 

Up to forty (40) person-months of short-term technical assistance

will be required to support the long-term advisor in implementing

the requirements of the privatization component of the Financial
 
Markets Project. The following describes the types of services

which are likely to be required. The services will be further
 
defined in specific task orders which will be the basis for
 
determining the timing and level of effort of services in
country, and will provide the specific qualifications unique to
 
each task. Short-term assistance will fall under the following

broadly defined categories:
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1. 	 Policy and Strategy Advisor(s)
 

An estimated ten (10) person-months of short-term assistance to
 
assist the GOI further develop and refine its SOE restructuring
 
and privatization program objectives and strategy, and create the
 
necessary conditions for successful program implementation. To
 
refine the objectives and scope of the program, assistance may be
 
required in developing an SOE information base; identifying
 
current legal, regulatory and procedural constraints to
 
implementing the SOE program; and refining SOE performance
 
evaluation criteria. Assistance may be required in developing
 
strategies in areas such as (a) reducing labor displacement,
 
(b) utilizing privatization proceeds, (c) maximizing private
 
investment in public services, (d) building consensus to
 
implement the program (e.g., public relations relations
 
strategy), and (e) monitoring and revising the overall program.
 

2. 	 Organizational and Human Resource Development
 
Advisor(s)
 

Up to twenty (20) person-months of short-term assistance to
 
strengthen the institutional capacity of the Ministry of Finance
 
(MOF), which is the statutory owner of the SOEs and interfaces
 
with them through the Directorate of BUMN, to design, implement,
 
monitor and revise the GOI's program on a systematic, ongoing
 
basis. For the Directorate of BUMN, this could include
 
conducting an organization and management review, designing and
 
implementing a comprehensive training program, and possibly
 
identifying computerization requirements. For selected SOEs,
 
this could also include organizational and management reviews
 
designed to develop more efficient, private sector-oriented
 
strategies and systems. The advisor(s) will work closely with
 
the FMP training advisor to develop appropriate training plans*
 
for personnel development for the Directorate of BUMN and
 
selected SOEs.
 

3. Restructuring/Privatization Implementation Advisor(s)
 

Up to ten (10) person-months of technical services to assist
 
selected SOEs in the process of restructuring/privatization
 
implementation. Such services will require specialized and
 
industry-specific knowledge, which will be defined on a task
 
order-by-task order basis. This could include the services of
 
enterprise appraisal/valuation advisor(s), financial/investment
 
advisor(s), marketing advisor(s), industry specialist(s) and
 
other follow-up advisor(s) to assist in determining the condition
 
of selected SOEs, as well as developing overall
 
restructuring/privatization plans which could include defining
 
financing options, identifying investors, defining marketing
 
strategies, and carrying out other follow-up measures which may
 
be required to support the restructuring/privatization process.
 

3
 



Individual task orders will be prepared within each of the
 
categories identified above. Each task order will provide
 
additional detail on work requirements and will specify the
 
timing for the services, the performance period and level of
 
effort. Each task order will also provide specialized
 
qualifications relating to the work which will enable the
 
appropriate expertise to be provided.
 

D. 	 REPORTINGIDELIVERABLES
 

1. 	 Annual workplans
 

2. 	 Quarterly reports
 

3. 	 Final report
 

4. 	 Reports and other deliverables as determined by the
 
workplan and/or as defined on a task order-by-task
 
order basis.
 

E. 	 SCHEDULE
 

For the long-term level of effort, three years after the date oj

PIO/T approval. For the short-term level of effort, as
 
determined on a task order-by-task order basis.
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SUBJECT: INDONESIA - AMENDMDNT TO TEE FINA.C!AL -TS 

(FIMP) 497-030*PROJECT 

1. A PROJECT REVIEW COMMITT-r MEETING WAS -ELD Or'! J7.LY 
.10 TO REVIEW TEE PROPOSED AMENDM_-NT TO TEE FMP. TEE

MEETING WAS-CHAIRED BY- ANE/?-;; REViRWERE GC/ANE,
ANE/EA, PRE/PD, ANE/PSD, ANE/TR,./AI' ANEND/HNV. . 

*2. TEE PEC ENDORSED THE PROPOSED AM ENDMENT A!:D NOTED P, 
THAT TEE NEW COMPONENT FOR PRIVATIZATION TCAS "C7T 
CONCEIVED AND ADDRESSES A HIGH.PRIORITY CONCEN IN 
INDONESIA• THE DEGREE TO WHICH EFFORTS FINANCIALIN 
MARKET DEVELOPMENT AND PRIVATIZATION SHOULD BE COMBINED \'
 
UNDER ONE PROJECT VERSUS ADDRESSED THPOUGH TWO SEPARATE"

PROJECTS WAS QUESTIONED. TEE PEC CONCLUDED TEAT TE
MISSION'S APPROACH SHOULD IF SU??OTED, SED O., TH 
POSITIVE EXPERIENCE IN OTHEFR PROGRAMS WHICH HAVE
 
COMBINED THESE ACTIVITIES PLUS TEE OBVIOUS LIN 
 BTWEEN

THE OPERATION OF FINANCIAL MAREETS AND TEE CAITAL USAID ROUTING 

REQUIREMENTS OF NEW¢LY PRIVATIZED BUSINESSES. TOTHE ACT. INFO
POTENTIAL FOR U.S. INVESTMENT WAS DISCUSSED AND AN,'PS D DIR
SUGGESTED THAT THE MISSICN CONSIDER DURING DESIGNTHE O 

STAGE TEE EXTENT TO WEICH U.S. INVESTMENT ,¢ULD BE 
APPROPRIATE AND SHOULD PE ENCOURAGED. ps 

- 3. A QUESTION WAS RAISED ABOUT TE SIZE OF T 'r PIPELIN_ Ci
FOR FMP. THE .MARCH 31, 1990 PAIS REPORT SHOWS ONLY FIN
48,000 DOLLARS EXPENDED WITH OBLIGATIOP"S TO DATE FN,"TOTALING 6.8 MILLION DOLLARS. WITHOUT A DETAILED FN!'FA
ANALYSIS, THE PRC DID NOT WISH TO MAKE AN ISSUE OF TE- P-io 
PIPELINE, BUT WE SUGGEST TEAT TEE PP AMENDMENT 0,PH
DEMONSTRATE TH- NEED TO OBLIGATE 5.0 MILLION DCLLARS IN EHR
FY '91 ON THE IASIS OF PLANN7D r'EAR-TEM COMMITMETS. 
FYI: WE ARE AWARE TEAT A MAJOR TA CONTRACT WAS SIGNED 

ER.T 
v 0 

IN APRIL. • D V4Pso I 
:2O 

4. PLEASE SEND IN INITIAL ENVIRONMENTAL EXA,*I.ATION C 
(lEE) FOR AND/PD/ENV CONCURRYNCE 

ALL PROJECT AMENDMFNTS. 
WHICH IS REQUITED

' 
FOR PER 

ivso Is 
5. THIS MESSAGE CONSTITUTES APROVp.L TC PROCEED WITH C,.n 
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ANNEX C
 

INITIAL 'ENVIRONMENTAL ZXAMINATION
 

(A) PROGRAM COUNTRY: Indonesia
 

(B 'ACTIVITY: Financial .arkats - Proje.ct Supple!r.r:t 

(C) FUNDING: $14 million 

(D) PERIOD OF FUNDING: FY 1988 - 2992 

(E) STATEMENT PREPARED BY: 
.- 9sepWMb rroil 
.-. USA9 /Indonesia 

(F) ENVIRONMENTAL ACTION RECOMMENDED: Categorical Exclusion 
under A.I.D. 22CFR Part 
Section 216.2(c) (2)(VIII) 

(G) ENVIRONMENTAL OFFICER CLEARANCE: 't'i55c 
4ry Bi son, Mission 
E vIronmental Officer 

USAID/Indonesia 

(H) DECISION OF USAID/INDONESIA ACTING DIRECTOR 

APPROVED : 

DISAPPROVED: 

DATE 

(I) DECISION OF APRE ENVIRONMENTAL OFFICER
 

APPROVED 4/44A P,~[) 
DISAPPROVED:
 

DATE :7-VC-O 

od: 1M 12/04/90e 
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ANNEX
 

A. Projeot Deacription.
 

The Financial Markets Project (497-0360)'is a six year,
 
$18.67 million project whose goal is to promote growth of
 
the private sector in Indonesia. The primary purposes of
 
the project are to provide the assistance required tc
 
develop the financial markets in Indonesia sc that r:5.vate
 
enterprises will have access to long-term financing. With
 
the approval of a Project Supplement of $5 million at this
 
time, assistance will now also be provided to encourage
 
further liberalization of the market, including specific
 
activities to assist the GOI in rationalizing its St.'ze-

Owned Enterprise (SOE) investments.
 

In the area of capital market development, A.I.D. continues
 
to support the policy reforms initiated by the GOI b'
 
providing the technical assistance and training neede.d to
 
carry out policy changes effectively. This activity also
 
includes support to investor education and promotion
 
campaigns.
 

With regard to deregulation, A.I.D. is addressing t!_ need 
for assistance to DANAREKSA, the GOI mutual fund, in its 
conversion to private investment management. Other
 
deregulation activities include deregulation of BAP.*A (the
 
SEC-like regulatory agency) to permit a privatizatic'. of
 
stock exchange activities.
 

B. identification and Evaluation of Envron.rvftna. Imyr,. 

The impact of this project on the environment is li.ely to 
be slight in overall magnitude and essentially indirect. 
The policy dialogue, technical assistance and train. ' 
components will have no direct impact on the physic
environment, both in terms of the original PP activ:'ies, 
and the new activities to take place under the PP 

;ill be
supplement. Assistance to be provided to DANAREKSA 

used to develop a private investment management capr ility
 
and will not be used to finance directly the activi .-es of
 
any one company. The capital markets developed in .is
 
project will provide funds for individual projects a
. 

diverse nature in which individual companies invest
 
However, A.I.D. will not retain review and approval
 
authority over the activities of those companies or other
 
uses of funds obtained through the capital market.
 

in z-:ific tern: of th-is P? suppln.:.-._, t> CZI in
 
cur'r:enly co71tted tc carrying out & raq:aio SO! 
restructuring and privatization in support o, its t: ;ader 
economic development objectives. In carrying out t's 
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process, the GOI will require significant levels and varied
 
types of specialized technical assistance. To support the
 
GOI in further planning and executing its privatization
 
program, and to ensure proper linkage of this effort to its
 
capital market development efforts, this PP supplement

provides linkage of SOE divestiture and capital market
 
sales. However this is not the only implementation

strategy. There are a variety of privatization schemes
 
(BOT, management contracts, private placements, etc.) to
 
achieve improved efficiency through privatization

assistance. 
What the GOI needs and wants most is technical
 
assistance and training in the policy arena to assist them
 
in making the best choices in implementing their
 
privatization plans.
 

Although the GOl has complete ownership in approximately 189

enterprises, other levels of government and public entities
 
own many businesses in whole or in part. the GOI is
 
especially involved in, and in many instances dominates a
 
number of key economic sectors, such as natural resources,

agriculture, utilities, banking, heavy industr,
 
transportation and coT.unications.
 

The performance of these SOs is the subject of intense
 
deliberations at the highest levels of government. 
The
 
result has been a long procession of economic deregulation
 
measures brought about by the need to revitalize and
 
diversify the economy, to create the basis for growth and
 
expansion necessary to accommodate the large number of
 
entrants into the labor force, and to reduce the risk of
political unrest and instability. Because we will provide

the long- and short-term technical assistance and training

to ascist the GOI in carrying out policy-making activities,
 
independent of identifiable activities directly impacting on
the environment, no further environmental review is possible

or necessary.
 

C. Recommended Environental Aotion. 

On the basis of the discussion above, it is recommended that
 
the policy dialogue, technical assistance and training
 
components be categorically excluded from further
 
environment raview pursuant to A.I.D. Regulation 16,
 
Paragraph 216.2(c) (2)(i) and (iii).
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TAGS.'
 
SUBJECT: 
 INITIAL ENVIRONMENTAL EXAMINATION (MEE) FOR
FINANCIAL MARIETS PROJECT (497-0360)
 

) REF: (A) FAX'TRANSMITTAL OF IEE 12/4/90 (3) KUX/BISSON 
FAX 12/21/90
 

1. PER REF. B. FAX APRE/DR CONCURS THAT THE POLICY
 
DIALOGUE, TECHNICAL ASSISTANCE ANDTRAINING COMPONENTS

OF TEE FINANCIAL MARKETS PROJECT BE EXCLUDED FROM
" FURTHER INVIRONMENTAL REVIEW UNDER THE CATEGORIAL


• EXCLUSION PROVISIONS OF 22 CRF 216.
 

* 2. WE RECOMMEND, HOWEVER, THAT AS A MATTER OF POLICY,

USAID/JAKARTA SERIOUSLT CONSIDER PROVIDING TECHNICAL 
ASSISTANCE AND TRAINING TO THOSE STATE OWNED ENTERPRISES
OF PRIVATE BUSINESS WHICH A]RE LIIELT•TOEAVl 
ENVIRONMENTAL IMPACTS. 
 THE EXAMPLES OF SECTORS LISTED

ON PAGE 2 OF THE lEE WHICH MAY QUALITY FOR HELP UNDER
FMP INCLUDING HEAVY INDUSTRY, UTILITIES, AGRICULTUR•AND
 
NATURAL RESOURCES, WOULD BE OlVIOUS TARGETS FOR SUCH

ASSISTANCE. THIS WOULD SEEM TO 2E.PARTICULARLY 
APPROPRIATE GIVEN THE RECENT ESTABLISHMENT.OF THE NEW 


INDONESIAN ENVIRONMENTAL REGULATOIT AGENCY. 
FOCUS INTHE FIRST INSTANCE COULD BE GIVEN, FOR EXAMPLE, TO"
 
VOLUNTARY ADOPTION OF LOW-COST, NO COST POLLUTION 

ABATEMENT MEASURES, MATERIALS'RECYCLING/REUSE, ENERGYCONSERVATION, ETC. 


3. CONSIDERATION-COULD BE GIVEN TO FMP ENTERING INTO A 

..COOPERATIVE'AGREEMENT WITH'THE'WORLD ENVIRONMENT CENTER 


(WEC) OR USING AN IQC TO PROVIDE SOME OF THESEIN'FA 
SERVICES. WE COULD HELP BY PROVIDING A WEC STATF.PERSON

FOR A TDT, IF TEAT WOULD BE USEFUL, TO WORK WITH MISSIONSTAFF ON OPTIONS. PLEASE LET US KNOW TOUR PLANS IN THISREGARD. (DRAFT :MKUXAUTH:M'KUX) EAGLEBURGER
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ANNEX H 

FRIVATIZATION PLAN NARRAIY¢
 

USAID/Indonesia is committed to assist the Government of Indonesia (GOI) in its 
privatization efforts. In 1989, the GOI began the preliminary stages of planning a pragmatic 
program of state-owned enterprise (SOE) restructuring and privatization to support its
economic development objectives. In implementing this process, the GOI requires significant
amounts and varied types of specialized technical assistance. USAID/Indonesia (through the 
Financial Markets Project) is positioned to be an important source of such technical 
assistance. USAID's assistance goes hand in hand with the GOI's own capital market 
development and our privatization efforts. 

The precise scope of the GOI role in the commercial sector has not been determined. 
Although the GOI has complete ownership in approximately 189 enterprises, other levels of 
Government and public sector entities own many businesses in whole or in part. The GOI is
especially involved in, and in many instances controls, a number of key economic sectors,
such as natural resources, utilities, banking, heavy industry, transportation and 
communications. 

It is noteworthy that the GOI's dominant role in the economy has deep roots, including
historical (the pre-independence regime in the Dutch East Indies organized and ran the
economy), political (the need to hold together a heterogeneous and far-flung archipelagic
country), and economic (the need to accelerate development and to counter the power of 
economically strong ethnic minorities). As such, it has enjoyed widespread public support.
However, pressures for economic reform have been mounting (both inside and outside the 
GOI), particularly since the collapse of oil prices in the 1980's forced an end to relatively
high levels of public spending and necessitated serious belt-tightening efforts. The result has 
been a long procession of econumic deregulation measures brought about by the need to
revitalize and diversify the economy. In this context, the performance of SOEs has become 
the subject of intense deliberations at the highest levels of Government. 

The GOI has defined the first phase of an action program to restructure the SOE's. A very
significant increase in private sector participation in areas previously the domain of the public
sector is a key element of this program. Recently, two steps were taken. First, as a 
measure of performance, all SOEs were assigned to one of four classes: very healthy,
healthy, less healthy, sick. Second, with this performance measure in hand, the Ministry of
Finance (MOF), which is the legal "owner" of these SOEs, reviewed the situation of each 
SOE with its respective technical ministry. On the basis of these discussions, the SOEs were 
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divided into a variety of categories defined in terms of the next stage of action to be applied 
to the enterprise. 

While 	decisions and actions recommended in this early stage of the SOE deregulation process
have been largely shaped by the single criterion of reduced pressure on the state budget, it is
clear from both public announcements and internal discussions that the GOI has a far broader 
range 	of objectives in mind. These broader objectives still need to be defined more 
explicitly. However, the underlying premise is the urgency of increasing efficiency in the

Indonesian economy. The GOI is turning to market forces to drive the economy more
 
efficiently. This, in turn, requires reduction or elimination of monopoly elements in the

markets, and an increase in the participation of the private sector in areas which currently

fall under the domain of the SOEs. Terefore, the GOI is seeking to reduce the budgetary

burden of the SOEs and to achieve greater efficiency in SOE performance. The MOF has
 
identified three immediate targets to support the achievement of these dual objectives:
 

1. 	 To create the capacity for greater self-generation of the financial resources necessary
for efficient operation of enterprises, especially foreign exchange, to reduce the call 
on general government resources to meet these financing requirements; 

2. 	 To improve the quality of management and to create requisite attitudes for running an 
efficient and profitable operation; and, 

3. 	 To merge or consolidate SOEs when doing so will create a more rational structure for 
the firms, and permit economies of scale. 

USAID supports the idea that the development of the capital market and planned SOE 
privatization programs should proceed in unison. Planning for capital market development
takes into account the capital requirements and equity supply of the privatization program.
By the same taken, a SOE privatization plan must e',aluate the availability of local capital 
resources, and include a design for stimulating aid taking advantage of such resources. 

USAID/Indonesia's Financial Market Project remains unique in that it recognizes the close
interrelationship between the two concepts and incorporates both under the same project.
The Financial Markets Project structures a program of capital market development with the 
purpose of increasing the amount of long-term funds available to meet the capital needs of 
private productive activities. SOE privatization will also be used as an instrument for 
broadening (through restructuring of existing institutional arrangements) and deepening (by
increasing the supply of equity) the capital market. 
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In order to assist the MOF in carrying out its privadzation plans, beginning in FY 91
 
USAID/Indonesia will make available technical assistance at various levels, including the

policy and implementation levels. 
 At the policy level, three areas where technical assistance
will be useful are: refining privatization objectives, developing performance measures, and 
formulating restructuring criteria. 

A variety of activities is envisaged for the policy formulation and policy implementation
technical assistance required in Indonesia's divestiture efforts. These may include, inter alia: 

Offering technical expertise to the MOF on specific business plans for GOI entities 
developing privatization strategies; 

Conducting appropriate sector or industry-specific analysis; 

Exploring practical ways to cushion employment losses caused by privatization and 
develop innovative approaches to generate compensatory employment opportunities, 
e.g., persuading pension funds to create small enterprises which will employ laid-off 
employees; 

Exploring the feasibility of encouraging non-traditional "buyer groups", e.g.,
employee stock ownership programs (ESOPs). 

In line with the GOI's new privatization strategy, the Mission is designing and will sign in 
FY 91 a major amendment to the Financial Markets Project. This amendment directly
supports our ongoing strategy of working with the Ministry of Finance to develop capital
markets and rationalize the asset structure of the GOI. It also moves the Mission toward the
first and third objectives of our Program Performance Contract: freeing up the private sector 
and redefining the role of government. 

Another extremely successful privatization effort where USAID has a well established record
of progress is in health and family planning. USAID/Indonesia is pursuing three major
objectives as key components of its health and population strategy: 

I. 	 Improving operational efficiency of government investments in health and family
planning programs; 

2. 	 Developing more rational resource allocation policies which favor an increased 
proportion of the population and health budget devoted to family planning and child 
survival programs; and 
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3. 	 Encouraging a shift toward privatization of as many functions as possible to improvethe quality, sustainability and efficiency of health and family planning programs. 

Within these overall objectives, USAID has achieved important breakthroughs in the past twoyears, and is deeply engaged in stimulating and reinforcing changes in the health care marketwhich parallel those occuring in the broader economy. 

The new Private Sector Family Planning Project supports the expansion and shifting of amajor portion of family planning services and products to private providers and commercialoutlets. USAID has helped to stimulate policy breakthroughs in creating demand throughcommercial advertising of contraceptive products, and expansion of contraceptive sales to a
much wider range of outlets. 

The flagship of privatization in the health sector is the Health Sector Financing Project. In
its first two years, the project has far exceeded expectations in pursuing its complementary

goals of:
 

expanding health insurance coverage through support for enabling legislation and byintroducing private health insurance (this includes the decision to privatize the existinglarge government employees health insurance scheme), With project technical
assistance, this enabling legislation is now being drafted; 

Privatization and incorporation of government hospitals to establish "for profit"operation; pilot demonstrations in the first twelve government hospitals will begin
shortly with project assistance; 

Opening the hospital sector to private investment. This policy decision has been 
approved by the GOI. 

Changes in the health care market are accelerating, and the highly skilled project technicalassistance team are uniquely positioned to further stimulate and reinforce the pace of change. 

Drafted:JMCarroll:revised by Rogers/Lindborg 8/20/91 
c:\wp5 1 \fileskprivplan 



ANNEX I 

PRESIDENT OF THE REPUBLIC OF INDONESIA
 
GOVERNMENT REGULATION OF THE REPUBLIC OF INDONESIA
 

NUMBER 55 OF 1990
 
REGARDING
 

STATE-OWNED ENTERPRISES (PERSEROS) THAT SELL THEIR SHARES
 
TO THE PUBLIC THROUGH THE CAPITAL MARKET
 

THE PRESIDENT OF THE REPUBLIC OF INDONESIA
 

Has considered that: 

That in the context of increasing the efficiency and effectiveness of State-Owned 
Enterprises (SOEs) (Perusahaan Perseroans, or PERSEROs), and to provide an 
opportunity to the general public to participate in the ownership of shares of SOEs, or 
(PERSEROs), it is deemed necessary to stipulate through a Government Regulation
the promotion and supervision of PERSEROs that sell their shares to the general
public. 

Has taken into account: 

I1. Article 	5 paragraph (2), and Article 33 of the 1945 Constitution; 

2. 	 The Indonesian Commercial Code (State Gazette Number 23 of 1847) as 
amended several times, lastly by Law Number 4 of 1971 (State Gazette 
Number 20 of 1971, Addendum to the State Gazette Number 2959). 

3. 	 Law Number 9 of 1969 regarding the Issuance of Government Regulations, as 
Substitution to Law Number I of 1969, regarding the Forms of State-Owned 
Enterprises (State Gazette Number 16 of 1969, Addendum to the State Gazette
2890) to become Law (State Gazette Number 40 of 1969, Addendum to the 
State Gazette Number 2904); 

4. 	 Government Regulation Number 12 of 1969 regarding State-Owned Enterprises
(State Gazette Number 21 of 1969, Addendum to the State Gazette Number 
2894) as has been amended by Government Regulation Number 32, Addendum 
to the State Gazette Number 2987). 



HAS DECIDED: 

To issue: 

GOVERNMENT REGULATION OF THE REPUBLIC OF INDONESIA REGARDINGSTATE-OWNED ENTERPRISES (PERSEROs) THAT SELL SHARES TO THE PUBLIC 
THROUGH THE CAPITAL MARKET. 

CHAPTER 1
 

GENERAL PROVISIONS
 

In this Government Regulation it should be understood that:
 

1. 	 Development refers to activities to provide guidelines to (SOE) companies in

planning, implementating and controlling relevant Companies to carry out

tasks and functions in an efficient and effective manner and to become capable

of sustainable growth.
 

2. 	 Supervision refers to the whole process of evaluating Companies to enable 
Companies to carry out their functions satisfactorily and to become able to
attain objectives that have already been determined. 

3. 	 Audit refers to activities for assessing the Company, by means of comparing

actual conditions with planned objectives that should have been realized, 
 in
financial terms as well as in technical operational terms. 

4. 	 Company means a State-Owned Enterprise (PERSERO) as stipulated in Law
 
Number 9 of 1969, selling its shares to the public.
 

5. 	 Minister refers to the Minister of Finance, in his capacity as shareholder 
representing the Republic of Indonesia. 

CHAPTER II
 
DEVELOPMENT
 

Article 2 

(1) Guidance concerning holding SOE companies as investments is to be carried 
out by 	the Minister. 

(2) 	 The Minister may authorize an individual, or a legal entity (a proxy), to 
represent him in the General Meeting of Shareholders. 
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Article 3 

(1) 	 The Authorized Representative/proxy as referred to in Article 2, Paragraph
(2), is required to obtain beforehand the approval of the Minister in making
decisions at the General Meeting of Shareholders, regarding the following 
matters: 

a. 	 A plan for amending the total share capital of the Company; 

b. 	 A plan for company capital investment, or relinquishing capital
participation in a Limited Liability Corporation, or in other 
business enterprises, performed outside of the Stock Exchange; 

c. 	 A plan for establishing subsidiary companies; 

d. 	 A plan for relinquishing part or all of the shares owned by the 
Company; 

e. A plan for liquidation, merger or reorganization of the Company 
into other legal forms; 

f. 	 A plan for Articles of Incorporation of the Company, and 
amendments thereof; 

g. 	 A plan for determining and distributing profits of the Company; 

h. 	 A plan for determining the salary of the Board of Directors, 
including benefits and/or other allowances, pension and 
emoluments, of the Board of Commissioners. 

(2) 	 Request for approval of a plan as referred to in paragraph (1) must be received 
by the Minister no later than 30 (thirty) days before the General Meeting of 
Shareholders. 

(3) 	 Approval of the Minister to the request as stipulated in paragraph (2) shall be 
issued no later than 30 (thirty) days after the request has been received. 

(4) 	 If within a period of 30 (thirty) days the Minister has not yet given his 
approval, then the aforementioned request is deemed to have been approved. 
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CHAPTER m
 
MANAGEMENT
 

Article 4 
Responsibility for the management of the (SOE) Company shall be vested in the Board ofDirectors, in compliance with provisions contained in the Articles of Incorporation of the 
Company. 

Article 5 
(1) 	 The Company's Work Plan and Articles of Incorporation are compiled andsubmitted by the Board of Directors to the Board of Commissioners. 

(2) 	 The Board of Commissioners ratifies the work plan and the Articles of
Incorporation of the Company, 
as referred to in paragraph (1), within a periodof no longer than 3 (three) months from the start of the current Fiscal Year of 
the Company. 

(3) 	 In the case of the Company's work plan and the Articles of Incorporation notbeing ratified within a period of 3 (three) months as referred to in paragraph(2), then the work plan and Articles of Incorporation of the preceding year
shall be used. 

Article 6 

(1) 	 The appointment and discharge of the Company's Board of Directors are
carried 	out by the General Meeting of Shareholders. 

(2) 	 The Company's Board of Directors consists of not more than 5 (five) persons,
one of whom will act as the President Director. 

(3) 	 The term of office of Company Directors is 5 (five) years, but they may be 
reappointed. 

CHA1TER IV
 
SUPERVISION
 

Article 7
 
(1) Supervision of the company is carried out by the Board of Commissioners who are responsible to the General Meeting of Shareholders. 
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(2) In exercising supervision, the Board of Commissioners represents the interests 
*ofshareholders. 

Article 8 

(1) The Board of Commissioners supervises the management of the company,
including implementation of the work plan and budget, the provisions of the 
Articles of Incorporation and decisions of the General Meeting of 
Shareholders. 

(2) The Board of Commissioners performs its tasks, authorities and responsibilities
in accordance with the stipulations contained in the Articles of Incorporation of 
the Company, decisions made in the General Meeting of Shareholders, and the 
provisions of existing regulations. 

(1) 

(2) 

Article 9 
The Board of Commissioners shall meet at least once every 3 (three) months, 

or at particular times deemed necessary. 

Minutes of the meetings are made for each meeting. 

(1) 

(2) 

Article 10 

Appointment and discharge of the Board of Commissioners of the Company 
are carried out by the General Meeting of Shareholders. 

The Board of Commissioners of the Company consists of not more than 5 
(five) persons, and one of whom acts as the President Commissioner. 

(3) The term of office of members of the Board of Commissioners of the 
Company is 3 (three) years, but they may be reappointed. 

CHAPTER V 
REPORTING 

Article 11 

(1) The Board of Directors of the Company is required to submit: 

a. Annual Reports to the General Meeting of Shareholders and to 
the Board of Commissioners; 

10 
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*b. 	 Quarterly Reports, Semi-annual Reports, and other periodic
reports to the Board of Commissioners, in conformity with the
stipulations contained in the Articles of Incorporation of the 
Company. 

(2) 	 Members of the Board of Commissioners representing the Minister are

required to submit reports regarding evaluation of the reports referred to in
paragraph (1)to the Minister no later than 2 (two) months after having
received the relevant reports from the Board of Directors. 

Article 12 
(1) 	 Annual Reports of the Company are ratified by the General Meeting of
 

Shareholders.
 

(2) 	 Ratification of the Annual Reports of the Company is carried out on the basis 
of audit results of the Company Accountant. 

Article 13 
Designation of an Accountant for the auditing of annual reports of the Company is conducted 
on the basis of the Decision of the General Meeting of Shareholders. 

CHAPTER VI
 
CONCLUDING PROVISION
 

Article 14
 
By the enactment of this Government Regulation, the provisions governing the developmentand supervision of State-Owned Enterprises' (SOEs), procurement of goods and services,sales and transfer of ownership of goods that are owned or controlled by SOEs, requirementson the use of foreign export credits, and the requirement to ask for approval from theMinister of Finance in obtaining foreign loans are rescinded. 
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Article 15 

This Government Regulation becomes effective from the date of its promulgation. In orderthat it be known by everyone, its promulgation is made by its publishing in the State Gazette
of the Republic of Indonesia. 

Issued in Jakarta 
Date of 24 October 1990 
PRESIDENT OF THE REPUBLIC OF INDONESIA 

signed 

SOEHARTO
 

Promulgated in Jakarta 
On the 24th of October 1990
 
MINISTER/STATE SECRETARY OF THE
 
REPUBLIC OF INDONESIA
 

signed 

MOERDIONO 

STATE GAZETTE OF THE REPUBLIC OF INDONESIA NUMBER 79 OF 1990
A copy in conformity with its original 
RI CABINET SECRETARIATE 
Head of the Bureau of Laws and 
Legislative Affairs 

signed 
Bamnbang Kesowo S.H., LLM 
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PRESIDENT OF THE REPUBLIC OF INDONESIA 
ELUCIDATION ON THE 

REGULATION OF THE GOVERNMENT OF THE REPUBLIC OF INDONESIA
 
NUMBER 55 OF 1990
 

REGARDING
 
STATE-OWNED ENTERPRISES (PERSEROS) SELLING THEIR SHARES
 

TO THE PUBLIC THROUGH THE CAPITAL MARKET
 

OVERVIEW. 

In line with expanding implementation of development and the achievements to be attained,
the capability, productivity and efficiency of the entire national economy need to be enhanced 
even further, in order that the role and contribution of the national economy to development 
can generate the optimal yield for enhancing the well-being of the people. 

In this connection, the PERSERO, as one of the forms of State-Owned Enterprises, is also 
not excempt from the above rationale. Various efforts need to be continously carried out in 
order that its role and contribution in economic development can become even more 
consolidated and enhanced. 

On the basis of an evaluation on the achievements that have been attained to the present, it is
already time for particularl PERSEROs to be given the widest possible opportunity for 
expanding their undertakings in order that such PERSEROs become advanced and self-relient
enterprises. For the purpose of enabling such PERSEROs to have a wider scope of 
movement for utilizing to the widest extent funds and other potential elements of the public,
it is necessary that the share ownership of relevant PERSEROs need to be given the freedom 
of movement in performing their activities. 

The issuance of this Government Regulation is meant for providing a basis of operation of 
PERSEROs that subsequently will be permitted to carry out the sale of their shares to the 
general public through the Capital Market ("going public"). 

ARTICLE BY ARTICLE 

Article 1 
Sufficiently clear 

Article 2 
Paragraph (1) 

Sufficently clear 
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Paragraph (2) 
In the case that the Minister of Finance cannot attend the General Meeting of 
Shareholders, then the Minister of Finance may be represented by parties
deemed to have the skill and capability in the field of undertaking of the 
relevant Company. 

Article 3 
Paragraph (1) 

Sufficiently clear 
Paragraph (2) 

Sufficiently clear 
Paragraph (3) 

Sufficiently clear 
Paragraph (4) 

Sufficiently clear 

Article 5 
Paragraph (1) 

Sufficiently clear 
Paragraph (2) 

Sufficiently clear 
Paragraph (3) 

Sufficiently clear 

Article 6 
Paragraph (1) 

Sufficiently clear 
Paragraph (2) 

Sufficiently clear 
Paragraph (3) 

Sufficiently clear 

Article 7 
Paragraph (I) 

Sufficiently clear 
Paragraph (2) 

Sufficiently clear 
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Article 8
 
Paragraph (1)
 

Sufficiently clear
 

Paragraph (2)
 
Sufficiently clear
 

Article 9
 
Paragraph (1)
 

Sufficiently clear
 
Paragraph (2)
 

Sufficiently clear
 

Article 10
 
Paragraph (1)
 

Sufficiently clear
 
Paragraph (2)
 

Sufficiently clear
 
Paragraph (3)
 

Sufficiently clear
 

Article 11 
Paragraph (1) 

Sufficiently clear 
Paragraph (2) 

The term "accountant" in this case refers to the public accountant or the
Agency for Financial and Development Supervision (BPKP). 

Article 13 
Sufficiently clear 

Article 14 
In the context of making a PERSERO eligible for selling shares to the public throughthe capital market ("going public") several provisions that currently apply toPERSEROs that do not sell their shares to the public (do not go public), do not applyto PERSEROs that do "go public". Among others, the said stipulations are: 

Government Regulation Number 3 of 1983, regarding the procedure for theGuidance and Supervision the Perusahaan Jawatan (PERJAN), the Perusahaan
Umum (PERLTM) and the Perusahaan Perseroan (PERSERO) [the foregoingbeing other legal forms of State-Owned Enterprises], as has been amended by
Government Regulation Number 28 of 1983. 
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.-	 Presidential decree Number 59 of 1972, regarding the procurement of Foreign 
Credits. 

Presidential Decree Number 29 of 1984, regarding the Implementation of the 
National Government Budget. 

Presidential Instruction Number 9 of 1970, regarding the Sale and 
Ownership/Transfer of Goods that are Owned by the Siate. 

Presidential Instruction Number 8 of 1984, regarding the Use of Foreign 
Export 	Credits. 

Presidential Instruction Number 1 of 1988, regarding Prcedures for the 
Procurement of Goods and Services. 

Article 15 
Sufficiently clear 

ADDENDUM TO THE STATE GAZETTE OF THE REPUBLIC OF INDONESIA 
NUMBER 3428 
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