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GLOSSARY OF TERMS AND LIST OF ACRONYMS

GO1I Government of Indonesia

LG Local Government

PURSE Project Private Participation in Urban Services Project

ELIPS Economic Law and Improved Procurement Systems Project
PPP Public-Private Partnerships
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IUIDP Integrated Urban Infrastructure Development Program
[UDP Integrated Urban Development Program

BOT Build Operate and Transfer

BOO Build Operate and Own

GBHN II The second 25 year national development plan
REPELITA The five year national development plan

PUOD : Directorate General for general government affairs and

regional autonomy
TINGKAT (TkI1 & TkII)  Level of local government; Tk I provincial, Tk II kabupaten
PEMDA (Tk I & Tk II) Local Government; kabupaten and/or provincial level
DPRD (Tk I & Tk II) kabupaten and provincial level house of representatives

PDAM Local government water supply enterprise

PDK Local government waste collection enterprise

BUMD General term for local government companies

APBN Central government development budget

CIPTA KARYA Directorate General of Human Settlements

PLP - Sub Directorate for environmental sanitation

RUTRK 25 year local government structural

RDTRK 5 year detailed urban structure plan

IKK Capital city of a kecamatan (local district)

KOTAMADYA Municipality sized city with Tk II status

KADIN Chamber of commerce; chapters exist at all government
levels

HIPMI Young chamber of commerce for company owners under
40's years of age ' ' .

REI Real Estate Indonesia - association of real estate developers
and professionals

BKPM Investment coordinating body - national level

BKPMD Investment coordinating body - provincial level

PAKTO 23 The latest investment deregulation package issued on
October 23, 1993

DUP Project proposal from a government agency

DIP Project approval with funding 2zproval from Department of
Finance

BINA SAREKDA .Unit within Bappeda for coordination of economic planning

KEPPRES Presidental decree

PERMENDAGRI Ministerial regulation



Executive Summary

Purpose and Scope of the Report: The purpose of this study is to outline existing
government policies and policy deficiencies which impact on the process of facilitating
private sector participation in urban environmental projects. This study will highlight
areas and issues still requiring more detailed policy guidance and development for public-
private partnership initiatives.

Some of the more fundamental legal issues concerned with PPP and PSP projects will also
be discussed in so far,as they impact upon policy development. However, it is not within
the scope of this report to enter into a detailed discussion of points of law or provide an
exhaustive list of all laws and regulations pertaining to PPP and PSP type projects.

Objectives of the Report:

1. To compile and discuss existing GOI and ministerial policies regarding public-private
partnerships and other forms of private participation.

2. To highlight areas where more detailed policy guidance is required for public-private
partnerships in the water, waste water and solid waste sectors.

General Conclusions and Basic PPP Policy Assumptions:

Macro/global policies expressing the GOI's commitement to pursuing the PPP,PSP option
for provision of infrastructure are already embodied in current legislation, specifically
Permendagri 4/1990 and Permendagri 3/1986, and numerous public statemerts by both the
President and his ministers.

A large number of projects have already been implemented under the auspices of
Permendagri 3/1986, although only one of these projects was within the threz PURSE
sectors of water supply, waste water and solid waste. The private sector has already
recognized the opportunities inherent in the two ministerial regulations mentioned above. -
What is now required is a second tier of more detailed policies backed up by updated legal
statutes, technical standards, bidding and contractual procedures and promozional
activities to support implementation of the more complex forms PPP such zs ‘arge water

. supply, waste water and solid waste landfill projects.

The following newspaper article dated August 20, 1993 from the 'Jakarta Post'
highlights the current situation and the government's sense of urgency:

The government has set an ambitious target to replace all 400 laws. the legacy of
Dutch colonial rule, still exant 48 years after independence. The National Law
Development Board (BPHN) announced [19 August, 1993] that it hopes to phase

Talicy Review 1.




out about 70 colonial laws each year during the next five years and replace them
with legislation more in line with national aspirations.

BPHN Chairperson Sunaryati Hartono described the effort as a "'crash
program". But she told reporters that there are now only 50 people in Indonesia
with true expertise on Dutch Laws, the Anglo-American legal system, the Dutch
language and legal development in general. "All of them are aged over 60
years'', she said.

Meanwhile BAPPENAS said that legal development will become a main issue
during the Sixth Five-Year Plan (Repelita VI) which begins next April.

The private sector as well as local government is now looking to the Central Government
for further guidance on procedural, financial, technical and legal issues.

An important part of the legal reform effort has been undertaken by the USAID funded
Economic Law and Improved Procurement Systems Project (ELIPS). In addition to
the ELIPS project (which is planned to run for 4 years) the World Bank recently
commissioned a study entitled, 'The Indonesian Legal System and its Impact Upon Private
Sector Participation in Municipal Solid Waste Services'. A significant proportion of this
report was devoted to deficiencies with the current procurement system, in particular
Keputusan Presiden No. 29, and how those deficiencies impact upon the private sectors
ability to effectively participate in solid waste management in Indonesia. A brief summary
of the findings of this report will be provided in section 1.6.

Organization of the Report:

This report is divided into eight main sections. Each section deals with an important
aspect of public-private partnership policy formulation. Within each of these sections
specific policy recommendations are presented as subsection headings. The issues
inherent in each policy statement are discussed directly after each statement. Where the
policy statement is self evident no further clarification or discussion is given.

1. Laws and Regulations

This component is principally concerned with a comprehensive review of existing
legislation and recommendations for addendum's, amendments, explanations and the
development of technical guidelines for local government officials.

2. Institutional and Procedural Issues

This component provides recommendations for reviewing agencies responsible for
implementing PPP/PSP and streamlining of implementation procedures.
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3. Repelita Programs and Objectives

Outlines the basic role of PPP/PSP in the overall Repelita program

4. Decentralization Policies

Emphasises the opportunities which exist for local government to facilitate and delegate
much of their development role with the help of the private sector. Assuming more
responsibility for development will also help to improve local government's own technical
and managerial abilities. '
S. Human Resource Development

Crucial to all development programs are the skills of the people who must carry them out.
This component suggests ways of upgrading skills and promoting awareness to
opportunities which exist within the framework of working with the private sector.

6. Private Sector Concerns

This section lists issues which must be resolved to the satisfaction the private sector if PPP
is to succeed in Indonesia.

7. Socio-Economic/Political Issues

Deals mainly with poverty alleviation and labour usage issues.

8. Existing PPP/PSP Projects and Practices

This section suggests issues and lessons which should be gleaned from existing projecfs‘
9. Specific Conclusions

This section summarizes the main findings of the report and attempts to prioritize some of
the policy recommendations for future action. '
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POLICY FRAMEWORK
FOR
PUBLIC PRIVATE PARTNERSHIPS & PRIVATE SECTOR PARTICIPATION
Public Private Partnerships, like any development initiative, are heavily influenced by other

tangential factors which must be assimilated if a workable, implementation-orientated
policy framework is to be found.

The basic approach and methodology of this report is expressed in the diagram below.

PPP/PSP POLICY FRAMEWORK

o)

\ Decentralization
Policies

Repelita
Programs and
Objectives

\
PUBLIC-PRIVATE PARTNERSHIPS |
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Macroeconomic Policy Environment

Urban Development Scenario

The anticipated urban development scenario for the period covering RepelitaVI (the sixth
5 year plan) and the next 25 year development plan (PJPT II) describes a country enjoying
high rates of economic growth and progressing rapidly towards middle income status.
However, this rapid growth has placed a heavy strain on the country's already overworked
stock of urban infrastructure. The government has estimated that approximately US$10
billion per year needs to be spent each year well into the twenty-first century to support
projected economic growth rates.

It has been projected by Bappenas that by the end of PIPT Il in the year 2018, over 67%
of Indonesia's population will be urban dwellers. This means that many large cities will
virtually double in population. The increased densities resulting from this population
increase will also greatly increase the demand for urban services. The Central Government
has been closely monitoring this situation. Among its many responses has been a
progressive decentralization of central government controls on the development of
environmental infrastructure. Part of this decentralization process is to permit local
governments to seek capital and technology through involvement with public-private
partnerships (PPP) such as build, operate and transfer (BOT) projects, and through private
sector participation (PSP) through service, management and operations contracts.

Central Government Urban Development Policy for PJP II
The Central Government has identified four main challenges for future urban development
in its Repelita VI urban policy statement:

1. The level of urban poverty which still exists in Indonesia's large cities.

2. The capability of the urban workforce to participate more actively in economic

development given demands for greater productivity and the need to master new

technologies.

Availability of land in urban areas, increases in urban densizies and poliution of water

resources. : .

4. Imbalances in levels of development between regions; cities; urban and rural areas; a=d
between specific types of cities.

[FS]

The GOT's specific urban development policies as stated in Repelita VT are as follows:

Develop a stable and integrated urban management system which encompasses socio-

economic priorities and spatial planning issues.

» Upgrade the capability of human resources to reduce urbaxn poverty and
unemployment.

» Establish a firm basis for the continued development of inszitutional and financial
capabilities of urban centers. '

w
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« Institutionalize an urban development management system which is planned and
integrated.

« Provide a firm and appropriate legal basis to support continued urban development.

« Preserve and upgrade the quality of the physical environment as well as socio-
economic conditions within urban areas.

Existing Projects and the Regulatory Environment

At present there are only two infrastructure projects in Indonesia which fit into the
category of Pubilc-Private Partnerships (PPP). One is the PDAM Badung joint venture
with PT. Tirtaartha Buanamulia which supplies water to the tourist areas of southern Bali:
The other is the municipal incinerator located at the TPA (final disposal site) in Surabaya.

Both of these projects were initiated under the two basic laws which regulate the
commercial involvement of local government and local government enterprises with third
parties. The Bali joint venture was created under Permendagri 4/1990, whereas the
incinerator was initiated under Permendagri 3/1986.

Since these two projects a number of attempts have been made to create even larger water
projects using the Build Operate and Transfer (BOT) model. The regulatoty basis for
these attempts has also been Permendagri 4/1990. It would appear that the private sector
is presently able to initiate and negotiate agreements with local governments and local
government enterprises under the present legislation. Although problems have been
expressed by private sector parties regarding contracting and legal details these have to a
large degree been worked out on a project-by-project basis.

Of the three sectors involved in PURSE, i.e. water supply, waste water and solid waste; it
is evident that water supply and waste water present the greatest technical and financial
challenges. The demand for both clean water and sewerage treatment facilities is verv
high. Across Indonesia the average percentage of urban population serviced by PDAMs is
still below 50%. At present only two cities have installed sewerage svstems. These
systems, one in Bandung and one Jakarta, service very limited areas at present. Medan is
to date the only city which has planned a city-wide sewerage svstem. Construction has
already begun on the first stage of the Medan system which will cover the central part of

- the city under the MUDP program. There are plans to progressively expand this syster 0

eventually cover the whole urban area. When completed this will be the most developed
system in the country.

Contracting with corporate entities for the provision of environmental infrastructure is 2
highly complex undertaking in which Indonesian local governments have very little
experience. Therefore an important component of the Central Government's overall poiizy
framework needs to be a well thought out risk management strategy. This strazegyv should
seek an equitable sharing of risk between corporate and government entities as well as
motivate all parties to perform in accordance with their responsibilities under agreed
contractual arrangements. Risk management involves a hierarchy of risks which need tc
be assessed in order of importance. The importance of each tvpe of risk within the
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hierarchy will also vary according to the type of project, the mixture of financing
instruments used and the level of technical difficulty involved.

Broadly speaking the types of risks involved can be described as follows:

Project Performance Risks
Development Risks
Construction Risks
Operations Risks

Domestic Currency Risks
Foreign Currency Risks
Legal Risks

Funding Sources for Environmental Infrastructure - Mobilizing Capital Markets
Lessons learned from previous attempts at large BOTs such as Umbulan Springs and the
recently signed Paiton electric power deal have shown that the large amounts of debt
required to finance these projects can have implications for the ggvernment's monetary
policy and national debt management strategy. There are also limits to the funds available
from both private and multilateral lenders for these types of infrastructure projects given
the keen competition which exists for these funds within ASEAN, Indochina and China.

Issues such as Indonesia's balance of payments, government based debt, private debt and
the country's debt service ratio need to be considered by the Department of Finance.
Inflationary issues linked to the money supply and availability of debt have already
prompted Bank Indonesia to impose traditional monetarist restrictions on the type of de>:
that foreign banks are allowed to issue to local and foreign firms. The restrictions of the
"tight money policy" (the local name given to these loan restrictions) which were
implemented in 1992 are still in effect. Debt, like risk, should be spread as widelv s
possible to limit overall risk, and as far as possible the debt for infrastructure projects
should be locally based; especially since 70% to 80% of the inputs for such projects can =e
sourced in local currency.

However, straight debt is not the only way, or the-best way to finance large infrastruciura
projects. For the types of utility projects being considered by the PURSE project 172° -
debt financing is not the most prudent option, especially given local Rupiah interest razas
and the volatility of floating exchange rates. As in most western countries equity financing

_ should be a large part of any utilities financing strategy. This means mobilizing locz

capital markets.

The issuing of equity instruments such as bonds and shares is nothing new to Indonesiz
Many of Indonesia's larger companies, locally known as cong!omerates. have alreads
"gone public”. Since the high profile initial public offerings (IPO) of the earlv ninetias
there has been a steady stream of newer subsidiary firms (belonging to the conglomarazzs)

going public with IPOs. However, with the exception of a number of toll roads, whicx
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were in large part financed by limited bond issues, there has been no equity financing of
infrastructure in Indonesia.

The capital markets in Indonesia are still relatively underdeveloped. Any forrays into new
financial instruments or commercial paper are only being tried by the larger and more
globally orientated conglomerates. Local governments are still wary of issuing bonds.
Those that have tried made limited offerings that were sold directly to their own provincial
development banks (Bank Pembangunan Daerah). The lack of a secondary bond market is
also a significant limiting factor in marketing these instruments. :

What appears to be needed at present because of the potential cost, technical risks and
long-term cash flow characteristics of large environmental infrastructure projects is an
alternative to the traditional reliance on straight debt, whether private or multilateral, in
favor of a well managed mix of debt and equity financial instruments. A detailed
description of these financing options has been prepared in the PURSE report entitled,
'Project Financial Structures and Financial and Performance Guarantees for Build Own
and Transfer Projects (BOT)'.
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Elements of a Policy Framework and Preliminary Recommendations:

1. Laws and Regulations

1.1 Inconsistancies and contradictions between current laws and regulations
pertaining to PPP/PSP. :

The principal laws and regulations pertaining to PPP/PSP have been divided into those
laws which permit and/or support PPP/PSP and those laws which forbid and/or hinder
public-private partnerships. (see Table 1. on page 32)

The laws which are currently used as the basis for PPP/PSP projects are Permendagri
3/1986 and Permendagri 4/1990. English translations of Permendagri 3/1986 and 4/1990
are attached as appendix 1 and 2. The first (3/1986) covers the participation of local
government capital in private profit-making commercial ventures-with third parties. The
second (4/1990) covers the procedures required for local government enterprises, or
Badan Usaha Milik Daerah (BUMD), to work with third parties.

Each of these ministerial decrees, and the issues arising from them. is administered by a
Sub Directorate in the Ministry of Home Affairs. In the case of 3/1986 the administering
agency is SubDit. Penyertaan Modal Daerah (Participation of Local Government Capital),
which is under Directorate Keuangan Daerah (Regional Finance), Directorate General
PUOD. For 4/1990 the agency concerned is SubDit. Bina Perusahaan Daerah (Support of
Local Government Enterprises), which is under Directorate Bina Pendapatan Daerah,
Directorate General PUOD.

The authority and involvement of each SubDit is determined by the way in which local
government or Local Government Enterprises (BUMD's) choose 10 work with the private
sector (third parties).

‘The SubDit Penyertaan Modal Daerah must be consulted if local government assets such

as land, buildings or capital are to be used as equity in private secior projects. If a third
party wants to work with a local government enterprise, such as a PDAM or PDK, then
they must work through SubDit Bina Perusahaan Daerah.

The two laws mentioned above appear to have a degree of overlap For instance, in
Permendagri 3/1986 and 4/1990 the reporting and approval requirements to the Kepala
Daerah and Minister of Home Affzirs are very similar. Both laws z!so allow the same
types of business formats for working with third parties. It is alsc expected that after the
joint enterprise reaches the profit making stage a percentage of tha zrofits, in accordance
with the agreeement will go into local government revenue (Kzas Dzzrah).

Policy Review 9.




It appears that the P.T. company established under both Kepmen 3/1986 and 4/1990 are
very similar in form to a BUMD or PD (Perusahaan Daerah) and will have to operate
under very similar conditions given the extensive role of the Kepala Daerah.

It should be stressed that given the pivotal role of the kepala Daerah it is important that he
should be a strong force for the promotion of professional profit-oriented management for
joint venture companies where Pemnda has invested equity.

1.2 Current technical health and environmental standards for drinking water,
waste water treatment and solid waste disposal. '

In the case of water, and especially drinking water, there has been a sufficiently long
history of overseas assistance in water supply projects to have institutionalized adequate
levels of technical knowledge in both central and local government to be able to tender for
and supervise water supply projects.

Unfortunately, waste water and solid waste have not received the same intensive technical
support. It is apparent that many so-called standards for waste-water treatment and solid
waste are not yet at a level of technical detail which can be issued to the private sector for
the preparation of tender documents.

In the case of waste water discharges to rivers, Bapedal has established its Clean River
Programme based on the following laws and regulations:

1. Law No.4 of 1982 on Basic Provisions for the Management of the Environment.
2. Law No.5 of 1984 on Industry.

3. Law No. 9 of 1985 on Fisheries.

4. Law No. 11 of 1974 on Irrigation.

5. Government Rggulation No. 20 on Water Pollution Control.

6. Govérnment Regulation No. 29 of 1'9.86 on Environmental Impact Analysis. -

7. Decree of the State Minister for Population and Environment No. Kep-
02.MENKILH/1/1988 on Guidelines for Determining Environmental Standard Quality.

8. Decree of the State Minister for Population and Environment No. Kep-
03/MENKLH/11/91 on standard of liquid waste for activizies already in operation.

9. Circular of the State Minister for Population and Environment No.
03/SE/MENKLH/6/1987 on Procedures for Addressing Environmental Pollution and
Damage.
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10.Other laws and regulations (Perda - Peraturan Daerah) issued by provincial and/or local
governments.

Bapedal and Directorate PLP, Cipta Karya currently have a series of general guidelines
which contain long lists of technical and environmental aspects which should be
considered. Specific technical standards and knowledge, when required, has to date been
acquired by hiring external consultants for specific projects.

One example is the landfill at Bantar Gebang, Bekasi. The design for liners and leachate
collection was subcontracted to a private consultant (P.T. Arkonin) who used landfill
design standards which would generally be considered to be lower than current
international standards to guide the construction of the second cell of the current landfill.
A third cell using the same design standards is currently under construction. Officials at
the landfill also confirmed that detailed design standards (at least to tender standard) were
not yet available from Cipta Karya. PLP, Cipta Karya also confirmed their need for more
detailed technical standards.

Currently available guidelines do not yet have the force of law, nor have minimum
acceptable standards been established which private sector firms can use for bidding
purposes. This issue is now receiving new urgency because Directorate PLP
(Environmental Sanitation) within the Directorate General of Cipta Karya has commited
itself to a Repelita target of a new sanitary landfill for every city with a population in
excess of 500,000 people.

Because of this Repelita commitment, it is felt that substantial opportunities now exist for
orivate sector firms to become involved in the construction and management of landfills,
especially where the landfill is part of a well managed and integrated solid waste
management system.

1.3 Relevance of current legislation to stated government objectives for PPP/PSP
and private sector concerns.

The GOI's objectives for urban infrastructure development are generally supported by
central government actions. However, key issues which impact on the willingness of local
governments to enter into PPP/PSP projects are not being dealt with at Tk II level.

The current legislation is focused on defining and monitoring the use of Pemda assets
and/or the involvement of BUMDs who wish to enter into joint ventures with the private
sector. However, this legislation does not encourage Pemda or BUMD:s to actively seek
such joint ventures. On the contary, regulations 3/1986 and 4/19%% in their current form
could be seen by local government officials as a disincentive to private partnerships.
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Historically local government officials have preferred the less complicated approach of
simply selling or swapping Pemda assets and then receiving a commission from the private
firms who derived benefits from aquiring the land and/or construction of buildings.

According PUOD many Tk IT governments have yet to be convinced that the PPP or PSP
approach will increase PAD (Pendapatan Asli Daerah - Local Government Revenues) and
reduce the burden for regional development on local governments. Efforts are currently
being made by PUOD and other agencies to promote this approach but more resources
need to be devoted to educating and informing Pemda Tk II of the full scope of PPP and
PSP options. ’

1.4 Laws and regulations pertaining to the management and provision of water
supply, waste water and solid waste services.

The GOI's laws and regulations, although some what ambiguous about the management of
water resources by non-government entities, have not prevented private sector firms from
engaging in water and solid waste joint ventures or service contracts. If these ventures
have had problems it is usually because of the poor understanding that Pemda officials
have had about commercial realities. In some cases private sector firms have also tried to
take advantage of this situation.

A good example of this can be found in Surabaya where contractors are only given 3
month contracts to collect garbage and sweep the main roads. After each 3 month period
the individual contractors are then moved to a new location where they have to recruit a
new work force. This type of system does little to support or encourage small local
contractors who are already working on small margins.

Although cheap, this type of arrangement will not provide an efficient or comprehensive
municipal waste management system because contractors have no medium term financial
security and are therefore unable to secure loans for investment in new equipment.
Government must be aware of the financing issues which are faced by private investors
and structure contracts accordingly. - Guidelines on how to draw up service contracts and

.management contracts would definitely help.

Water Supply - Public Versus Private

Of the three sectors mentioned above water supply presents the greatest challenge from a
legal and policy perspective. Water has both the characteristics of a private good - for
sale; and a public good - which needs regulation in the interests of the common good.

A piped water supply has the characteristics of a natural monopolv. The investment cos:
is high and the system requires large economies of scale to be commerctally viable. Also
the likelihood of competing water systems is highly unlikely in any given service area.
(Although, in Indonesia most PDAM systems do have to compete to some extent with
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private wells) These monopoly characteristics make large water supply systems very
attractive to the private sector.

Obviously the social and wider economic significance of water requires government
involvement to allocate monopoly rights, regulate prices, monitor performance, and often
to provide the most expensive up-front infrastructure investments such as dams, head
works and large pipe mains. However, this does not mean that public operation is
essential, or the best option available.

Although day to day competition in the market place is not practical, it is possible to
introduce incentives for,efficiency through competitive bidding for contracts to operate
services. Intheory, as long as competition is fair, it should not matter whether the
competing firms are publicly or privately owned.

However, in Indonesia it may be advisable to emulate the experience of other countries
where the public sector concentrates on those aspects of water supply that are not
appropriate for the private sector (i.e. regulatory functions, oversight and heavy
investments) and to contract with private firms for the day to day technical and
commercial operation of the systems and if possible, for planning, financing and
construction of infrastructure.

Regulating and monitoring the private provision of public services is a complex and
difficult responsibility. The regulating agency, or agencies must establish financial and
technical standards, design transparent procedures to select operators, monitor and
evaluate operators' performances, periodically renegotiate contracts and revise standards.
It is also important that the systems being privatized have viable economies of scale.

The more the private sector is involved in the provision of a public service, the more
regulations have to be defined and enforced. For instance, the regulatory framework for
concession contracts such as BOTs must be more comprehensive than for simple service
contracts. Standard contracts and transparent award procedures are important
components of an effective regulartory framework.

Of the many formats which exist for PPP/PSP type projects the one which has received the
most attention has been the "Build Operate and Transfer -BOT" (sometimes called a
public works concession). In this option the private sector is asked to finance new
facilities, to operate them and to turn them to public ownership at the end of the
concession period.

The USAID sponsered WASH study stated that the difficulties the Government has
experienced in concluding negotiations of the few BOT schemes which have been
considered so far can be attributed to:
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1. the absence of a clear regulatory framework to guide the awarding of a public service
to a private entity;

2. the limited experience of the Public Authority in negotiating such schemes which often
are supply driven, i.e. initiated by private investors rather than by the Public Authority;

3. differences of view between the Central Government agency and the local water
enterprises on the desirability of the proposed schemes;

4, an overly restricted competition; and

5. the political consequences resulting from the high cost of water to end users caused by
the high cost of commercial borrowing and government subsidies.

Solid Waste Management

The efficient management of solid waste in Indonesia will have to be done with a
combinbation of technology-intensive standard industry practices and labour-intensive
methods. Examples of both can already be seen in the track record of private sector
involvement in this sector.

The WASH team reported a number of obstacles to private sector involvement in the
more technology-intensive aspects of solid waste management. These can be summarized
as follows:

1. Most local governments are generally reluctant to engage contractors for waste
collection if they don't already own trucks.

2. The competition from multilateral funds for waste collection vehicles via IBRD or
ADB projects such as IUIDP's Urban Development Projects {UDP) make it difficu’:
for private sector contractors to compete. Local governmer:s lik2 to get the heavy
equipment but often have major problems getting funds for O&M{ afier the initial
disbursement of the UDP project funds. This usually happens bezzuse no matching
provision for O&M is made in the routine government budgs:s.

Private ownership and operation of collection svstems and szzitamv landfill sites is
generally supported by most local governments and Dinas Kebers:han officials but
the high cost of equipment and land has been a persistan: obs:acle for private secter
investors. The special permissions required for large scale excavzzions and
safeguarding ground water resources from potential leachate coriamination are also
difficult to acquire in the absence of nationally accepted cesizn and operational
standards.

I
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Current experience clearly proves that there is still a large role for labour-intensive
methods within an integrated solid waste management system. Generally speaking labour
performs the following tasks within each stage of the disposal and management process:

»  Collection of residential waste - organized mainly by neighbourhood groups
i.e. RT, RW, Kelurahan, Camat.

o  Street sweeping - done by locally based contractors using
unemployed "street" people.

Recycling of waste - done by scavangers (pemulung).

Bill collection - done by service contractors employed
through Dinas Kebersihan or PDAM.

Another option which could be considered by local governments to mitigate the cost of
sanitary landfills and increase overall efficiency is for several local governments to share a
single facility. It is clear that given the volume and nature of the waste stream coming
from Indonesia's larger cities unmanaged open dumping is no longer environmentally
acceptable. This fact is also reflected in the Repelita plans of the Solid Waste Sub
Directorate of Cipta Karya. Their Repelita submission states that every city with a
population of over 500,000 people should have access to a properly managed landfill by
the end of Repelita 6.

1.5 Formulation of addendum, amendments and explanations for incorporation
into laws and regulations.

Due to the highly specialized nature of this area a significant part of this task is to be S\ib
contracted to a locally based firm of legal specialists (SSEK).

PURSE is also mindful of the work being done by the ELIPS project on economic and
procurement laws. Every effort will be made to avoid duplication of ELIPS activities.

1.6 Technical guidelines and legal requirements for conducting tenders, drafting
contracts, tender documents, partnerships and service agreements.

Although this task is currently being undertaken by the PURSE project's contracts advisor
a number of preliminary findings have already emerged which have implications for policy
formation,

This topic, or at least those aspects which relate directly to procurement and tendering
procedures, have already been dealt with in some depth by a recer: World Bank furded
study entitled, 'The Indonesian Legal Svstem and its Impact Upon Private Sector
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Farticipation in Municipal Solid Waste'. This report was prepared by Mrs. Sandra
Cointreau-Levine, a solid waste management consultant for the Bank.

Some of the main points made by the report have significant policy implications and are
worthy of a brief summary discussion in this paper.

Although the reports main focus is on solid waste, the findings regarding deficiencies in
the current procurement system are just as relevant for other sectors.

The procurement system, i.e. tendering and bidding procedures for government projects is
basically administered according to Keputusan Presiden (Keppres) N0.29/1984. At the
time this report was being written this decree was recently redrafted and a version was
scheduled to be issued about late January 1994.

Keppres 29 has been the first attempt at instilling efficiency and transparency into
procurement procedures for government tenders. The intent of the legislation is
commendable, however, implementation of Keppres 29 has been undermined in a number
of ways which limit private sector participation in solid waste as well as other urban
services. The World Bank report mentioned above discusses these issues in some detail,
however, for the purposes of this report the following dot points taken from section F-5 of
the report basically summarize the main problems:

o Keppres 29 is only sparsely distributed among the various levels of potential
users. It is estimated that as many as 80% of of the GOI procurement staff does
not have a complete copy of Keppres 29 and the associated supplements.
Procurement personnel may therefore cite compliance with Keppres without fear
of challenge.

« Neither Keppres 29 nor its supplements contain a set of standard, sample or
model procurement documents which are applicable to to every procurement.
Each user entity is free to develop its own approach to procurement based on its
interpretation and application of the requirement; making it more stringent or
relaxed as the circumstances dictate.

« Contractors large and small are administratively excluded from participating in
the tendering of government contracts because the "Daftar Rekanan Mampu"
(DRM) list of qualified contractors is updated only once a year. Prospective
contractors cannot submit a bid unless they are either on the list or have a DRM
number. A newly formed limited liability entity not on the DRM list may be
permitted by the implementing procurement personnel to "lease’ a DRM
number from another contractor.

 The DRM list is not restricted to qualified contractors. If the list was
representative of contractors' qualifications there would be no need for the
procurement agencies to request voluminous qualification statements from
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prospective bidders. The DRM exists, many contractors have candidly stated, as
an artificial barrier against unfavoured business.

Advertising of government procurements is limited. Forthcoming procurements

-are generally advertised only when a bilateral or multilateral donor requires the

GOI to do so.

A review of more than 200 government tenders conducted by the legal advisors
during the past eighteen months reveals a preference by the tender committee in
selecting local contractors within the jurisdiction awarding the contract.
Contractors from Java routinely were disqualified ( for reasons meritorious and
otherwise) from being awarded contracts in South Sulawesi. Contractors from
South Sulawesi were routinely disqualified (again, for reasons meritorious and
otherwise) from being awarded contracts in Java.

Detailed data concerning the contractors' qualifications is a requirement to
enable the tender committee to exercise broad discretion {after offers have been
submitted) in selecting a contractor for award. The degree of discretion
exercised, unfortunately, gives rise to the perception of arbitrariness from
contractors not selected for award.

Arbitrariness also exists in the review process. When the tender committee
submits the procurement for review and approval of the contractor selected, the
approving agency may, without reason, decline to approve the contractor
recommended by the committee, and instead, select any of the three lowest,
responsive bids.

Contractors are effectively precluded from appealing a procurement decision.
Any contractor who should issue a bid protest, no matter how egregious the
decision of the tender committee, will find it difficult to compete for future
awards.

The above mentioned problems will almost certainly be addressed by the new draft of
Keppres 29 which is currently being circulated among relevant government agencies. The
current legislationis a major improvement on the tendering system which existed
previously. Continuing refinements will eventually tighten up tendering procedures to the
point where businesses, local and foreign, can tender for government contracts on a
relatively "level playing field". However, the refining process will probably continue well
into Repelita 7.

1.7 The need for PPP/PSP technical guidelines, checklists and manuals to assist
local government officials and private sector parties to formulate project
proposals and understand tendering and contract procedures.
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Central government agencies are fully cognisant of the fact that the key to successful
promotion and implementation of PPP/PSP projects at Tk II level will be local government
officials. Both PUOD and Bangda are very concerned about the ability of Pemda Tk I
personnel to manage this process.

SubDit Penyertaan Modal Daerah, Dirjen PUOD, has already submitted a DUP proposal
to fund an information campaign aimed at Tk I and Tk II officials. This would be
followed by a series of seminars in Jakarta. Further seminars and workshops would then
be conducted at the provincial and local levels.

PUOD also hopes to distribute a series of guidelines and manuals on how local
governments can work with the private sector. Included would be a step by step guide on
the procedures that need to be followed to secure approval for PPP projects which involve
Pemda assets. Ideally this effort should also be supported by contributions from SubDit
Bina Perusahaan Daerah, Dirjen PUOD and Direktorat Pembangunan kota, Dirjen
Bangda.

1.8 Incorporation of environmental standards into local government spatial
plans to provide guidelines for the private sector.

Central government agencies are aware that the large numbers of local land use plans
currently required of most local governments are not having the desired impact on urban
growth patterns or development activities. A case in point is the relevance of the Rencana
Umum Tata Ruang Kota (RUTRK) as an effective planning tool.

As a 25 year structural plan it is generally too global and too short on critical details such
as localized environmental priorities. However, because of the rigidity of the current
centrally controlled planning system, even small towns are supposed to possess such
documents. For very small urban settlements such as Ibu Kota Kecamatan (IKK) it is very
difficult to technically justify such a large and expensive global planning instrument.

One option currently being considered by Bappenas to rationalize the number of planning
documents required by local governments is a modified version of the Rencana Detail Tata
Ruang Kota (RDTRK). This plan focuses on the substructure of th:e urban area.

The Bappenas unit working on this issue is planning to expand the scope of the RDTRK.
Included will be some of the macro aspects of the RUTRK as well 25 more localized
zoning aspects to direct the development of areas the size of keiurzhan (block plans)

Environmental protection and enhancement aspects are also planned to be included in the
proposed widening of scope. Hopefully this will provide direction a: a scale and level of

detail which can be enforced by local government, and understood and readily adopiad by
the private sector.
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2. Institutional and Procedural Issues

2.1 Operational roles of the agencies currently involved in the approval of
PPP/PSP projects.

As stated above in Section 1.1, if local government assets such as land, buildings,
equipment or capital are to be used as equity in private sector projects then SubDit
Penyertaan Modal Daerah must be consulted. If a third party wants to work with a locaf*
government enterprise, such as a PDAM or PDK then they must work through SubDit
Bina Perusahaan Daerah.

SubDit Penyertaan Modal Daerah was originally established in 1987 at section level. In
April 1993 it was given the status of Sub Directorate For Regional Investment.
Operationally both SubDits appear to have been working quite closely. For instance,
where complex contractual arrangements are involved personnel from SubDit Penyertaan
Modal Daerah have often been asked to assist because of the lack of expertise in this area
in SubDit Bina Perusahaan Daerah.

The legal basis (as discussed in 1.1) for the existance and operation of both Sub
Directorates suggests that they are performing almost identical functions, but for different
clients, i.e. local government enterprises and local governments.

It was also the Institutional issues linked to the difference between their client bases that.
prompted the creation of two sub directorates instead of one. However, operationally it
would seem to be more efficient to consolidate the activities of the two sub directorates in
the implementation of PPP/PSP projects given the similarity of their roles and enabling
legislation.

Progress in promoting genuine PPP and PSP projects as opposed to selling off or leasing
government land, has been quite limited. Officials in SubDit Penyertaan Modal Daerah
attribute the lack of progress, in part, to the following factors:

1. In general, local and regional government, as well as the private sector, are unaware of

the opportunities inherent in Permendagri 3/1986.

- 2. Most local and regional officials do not fully understand how to form partnerships and

therefore prefer the easier option of selling LG assets.

3. Asaconsequence of points 1 and 2 there has been very little effort invested in
promoting these types of projects.

4. In most cases LG brings less equity and investment to projects than is needed to
motivate the private sector. The undervaluing of LG assets contributes to this
problem.
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5. LG officials often need assistance with evaluating feasibility studies, sophisticated
equipment and construction techniques.

6. Likewise legal and procedural guidance is needed to determine investment amounts,
most appropriate type of contract, duration of partnership and profit sharing.

7. There is no comprehensive inventory of LG assets at either Central or local
government level from which the private sector can "shop" for potential projects.

8. The provision of the guidelines, manuals and assistance outlined in points 5, 6 and 7
have not been forthcoming due to funding constraints within PUOD.

It is apparent that there is significant scope for PURSE to assist in the efforts of SubDit
Penyertaan Modal Daerah to promote, facilitate and monitor PPP/PSP projects. Whether
or not they will have the resources to begin their ambitious program will depend on the
outcome of their 1994/95 DIP.

2.2 Establishment of a comprehensive data base of local government assets,
particularly land and buildings which could be used as Pemda equity for PPP

type projects.

As stated above in point 7 one of the major problems identified by SubDit Penyertaan
Modal Daerah, Dirjen PUOD in promoting PPP and PSP projects to both local
governments and the private sector is the lack of a comprehensive data base. Local
government financial reporting formats do not as yet include a proper balance sheet of
Pemda assets in the true accounting sense.

This is a significant problem because balance sheets are not only used to keep track of
assets but also their relative value after depreciation; and in the case of land, appreciation.
Local governments often have large numbers of assets in the form of land and buildings
but their total number, location and real value is rarely known.

Local governments cannot promote their assets if they don't know what they are.
Similarly, the private sector can't initiate project proposals if it has no "shopping list" to
chose from.

2.3 Identification of bottlenecks in the current procedures for approving PPP
and PSP projects at both local and Pusat levels.

By international standards Indonesia's licensing procedures for foreign investors are more
than adequate, even at the provincial level. However, the time required to process a PPP
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or PSP project at Tk I or Tk II level is very dependent upon the quality of local
government (LG). Permendagri 3/86 specifies three main joint venture formats:

1. Purchase of shares from a legally constitued PT limited liability company which has
good business prospects;

2. As a fully paid up partner in a new PT limited liability company;

(7S]

Sub contracting certain LG functions and/or services to the private sector through
management contracts, production contracts, profit sharing contracts, production
sharing contracts and rental contracts for use of land, buildings, equipment and
facilities.

The following procedures which are required to process a PPP or PSP project which
involves LG assets show clearly the potential for bureaucratic delays. Current regulations
state that:

»  All LGs which want to enter into joint ventures with third parties must have a LG
regulation (Perda) which acts as a legal basis. It also details clearly the scope of this
cooperation, what must be done to have it approved and who must be consulted. It
is apparent that a large number of Tk II LGs already have such a Perda. The
proposed Perda is then sent to the Minister of Home Affairs for final approval, after
which it has full legal status.

If the proposed joint venture involves purchase of company shares then:

1. The type and price of the shares must be clearly known then funds must be set aside
from the LG budget APBD II;

2. The purchase of shares must be done through a local decree issued by the Kepala
Daerah (Walikota or Bupati),

3. TheKepala Daerah will appoint a local official to act as the legal representative of
: the LG for the purpose of purchasing shares;

If the proposed joint venture requires the establishment of a new PT company then:

1. Based on the local Perda concerning joint ventures with third parties, an agreement

in principle or MOU would be drafted and officiated by a notaris;

2. The Kepala Daerah then appoints one or more local officials to act as the legal
representatives of the LG and become office bearers in the new PT company;

3. LG equity in the form of cash must be budgeted for in the local budget APBD II and
approved by a decree from the Kepala Daerah. LG equity in the form of equipment,
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facilities or land must also be approved by a local decree after agreement is secured
from the local legislative assembly (DPRD). The transfer of non-cash assets must
also be sanctioned by the Minister of Home Affairs, in this case the agency directly
concerned is PUOD;

4. LG assets which are invested in joint venture companies are no longer under the
control of Pemda and are no longer counted as Pemda assets.

If the proposed joint venture agreement is based on any of the above mentioned contracts -
then:

1.  Agreement to working with the third party must be secured from the DPRD;
2. A contract must be drawn up;

3. The contract must be endorsed by a decree from the Kepala Daerah defining the
terms and conditions of the contract;

4. The Governor of the province must then ask permission from the Minister of Home
Affairs for the Kepala Daerah to implement the contract;

5. The Minister of Home Affairs must then respond and give final approval for
implementation of the contract.

Pemda Tk I and Tk II must form a committee to determine the value of LG assets which
are to be used in any project. This committee is also tasked with determining the amount
of remuneration, compensation and/or profit sharing received by Pemda. The
evaluation/appraisal committee should consist of:

« Dispenda

» Biro Perekonomian/Bagian Ekonomi
+ Biro Perlengkapan/Bagian Umum

« Biro Keuangan/Bagian Keuangan

» - Biro Hukum/Bagian Hukum

» Kanwil Agaria

« Unsur Tenaga Ahli/Konsultan

It is apparent that the speed with which the above procedures are implemented is very
dependent on the capability of LG officials. Their understanding of and desire to enter

into PPP and PSP projects is also-crucial to the question of local political will to pursue
the PPP/PSP option.

The constant requirement for approval by central government is also very time consuming
and often necessitates several visits to Jakarta by local officials and several reciprocal visits
by central government officials.
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2.4 Dessemination of the PPP/PSP options for providing urban services through
an information campaign via seminars and workshops to inform relevant
government officials and the private sector.

The current PURSE project workplan has programmed a number of seminars and
workshops to inform local government officials and the private sector about the PPP and
PSP options available under Permendagri 3/1986 and 4/1990. Complementary activities
are also being planned and undertaken by Dirjen PUOD - SubDit Penyertaan Modal
Daerah and SubDit Bina Perusahaan Daerah, Seksi Kerjasama. However, the scope of
PUOD's activities to support PPP and PSP will largely be determined by the DIPs they
receive next financial year (starting 1 April 1994).
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3. Repelita Programs and Objectives

3.1 Consistency of PPP/PSP policy objectives with Repelita sectoral programs
and objectives.

The major GOI implementation agencies are all in agreement that the private sector must
begin to accept more responsibility for providing environmental services, especially in
conjunction with their own developments. :

Services such as water, access and bypass roads, drainage, waste water treatment and
rubbish collection should certainly be part of every private housing development.
Provision of such services should also be part of the approval process for such
developments. Making the private sector assume more responsibility for the social and
environmental impact of their projects requires that: AMDALS be genuine and carefully
reviewed; and that SKs and IMBs are issued in accordance with local planning regulations.

3.2 The role of PPP/PSP in supporting the increased role of the private sector in
national development as outlined in the GBHN and the PJPT-II.

Bappenas' preparations for Repelita VI, and the second 25 year plan (PJPT II) have
revealed quite a number of alarming trends in the development of Indonesia's larger cities.
It is estimated that by the end of PJPT II in the year 2018, the urban population of
Indonesia's largest 89 Tk IIs (identified by Bappenas as priority urban growth centers) will
have doubled. Some of the more disturbing examples of this trend include the population
of Jabotabek doubling from 15 million to approximately 35 million, and the greater
Surabaya urban conurbation reaching approximately10 million. Both of these large urban
conurbations are still heavily involved in catch-up programs and are basically responding
to rapid urbanization rather than directing it. The same is also true of the other rapidly
growing provincial cities classified as priority growth centers.

It is clear that a continuation of current levels of investment in urban infrastructure will
still result in large service shortfalls. It is also clear that the private sector in Indonesia
does not yet have the financial resources to completely fill the gap. Therefore, the
government will have to to find ways of working around the projected shortfalls in
physical infrastrucure. One way it can do this is by increasing the efficiency of current
service delivery through better management and maintenance of existing facilities. Much
can be done to lighten the administrative burden of local governments, increase the
efficiency of service delivery and reduce the cost of many urban services through the
widespread use of management contracts, service contracts, public-private joint ventures
and total privatization of appropriate services.
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4. Decentralization Policies

4.1 Promotion and encouragement of local government officials to pursue the
PPP/PSP option through reduction of the reporting and approval procedures
that are currently required for such projects.

Many of the difficulties encountered in promoting PPP and PSP projects at the local level
are closely linked to the practical and policy issues which are also impeding
decentralization efforts. Under the government law Undang-Undang 5/1974 local
governments, and in particular the Kepala Daerah (Walikota, Bupati or Governor), are
given considerable latitude and authority to manage their own households. However, the
ability of the Kepala Daerah and his administrators to fundamentally determine the scope,
nature and speed of local development is extremely limited.

The debate on decentralization involves, among others, the following issues:
1. What constitutes decentralization?

2. Should decentralization be promoted by increased financial autonomy through larger
untied block grants i.e. Inpres Dati I and Dati II ?

[F3)

Should local and provincial governments be given authority to prioritize infrastructure
requirements rather than the local representatives (Kanwil) of the big departments?
(The Kanwil offices frequently do not keep local governments (LG) informed about
their project plans).

4. Do all local and provincial governments have personnel who are capable of handling
significantly increased technical and financial responsibilities? If not should the level of
decentralization be commensurate with LG capability? If so how should this be
assessed?

Question 1. above raises the issue of definition. In the opinion of many local government -
officials.the current reality is that the Central Government is pursuing, at least at this
stage, a policy of deconcentration rather than decentralization, Their position is that
central agencies want to deconcentrate much of their administrative work load by

-delegating it to local government. The problem is that while administrative work might be
delegated to Tk I or Tk II the real authority for making final decisions, including control
of funds and management of projects, is still to a large degree, in the hands of central
government. Many local government officials claim that they are being given more work
to do but are receiving few of the benefits. The Indonesian metaphor frequently used to
describe this situation is, "Kepala diberikan tetapi buntutmya tetap dipegang” or central
government hands over the head but keeps hold of the tail.
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From a practical viewpoint the Central Government appears to be using a staging strategy
to implement decentralization because of the enormous differences between local
government capabilities. Given the way the Indonesian government system works real
decentralization will come first to those local governments with strong Kepala Daerah
which show that they can handle additional administrative responsibilities. A good track
record of local administration combined with skiliful lobbying may then result in more
locally based decision making authority and financial autonomy.

However, for the time being local governments are having to deal with the daily realities .
of trying to implement PPP and PSP projects in a highly centralized bureaucracy. Perhaps
the most problematic of these realities are the extensive reporting and approval procedures
that local governments must undertake to seek approval for even minor matters. For
instance, almost every stage of the procedures outlined Permendagri 3/1986 and 4/1990
require final approval by the Minister of Home Affairs.

What this means in reality is that local government officials and their private sector
partners for any PPP/PSP venture have to frequently travel to Jakarta to lobby for their
projects and push their documents through the central bureaucracy. Local government
officials also expect that these costs will be borne by the private sector partner. This adds
significant costs to project preparation and acts as an effective deterrent to the private
sector unless the project is large enough to justify such costs.

These administration and lobbying costs mean that private sector investors will be forced
to consider only those projects which have high internal rates of return and a scale of
operations large enough to absorb these start-up costs. The result will be that many
smaller, but worthwhile projects, will not be considered by locally based private sector
investors, and larger firms will have an unnecessary advantage.

However, even for larger projects the factors that work against decentralization efforts
also work against local governments and locally based investors who want to enter into
PPP projects.

Specifically, in the case of large water supply projects, these impediments have been:

1. Until now, large water supply projects have been planned, implemented and funded
by central government agencies with multilateral aid.

2. Feasibility studies which have been done for BOTSs have so far been initiated and
funded by central government agencies.

[FS)]

Most of the technical expertise and experience in project planning and
implementation is at the center.

4. Local investors who are big enough to mount such projects are centrally based.
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5. Nearly all the permissions required for such projects (i.e. taking water from a river,
foreign investment approvals, annual budget approvals, creation of local Perdas) are
subject to central approval.

6. Institutionally the Central Government agencies are in the best position to initiate,
- authorize and especially coordinate innovations in PPP/PSP.

- 4.3 Involvement of private sector industry bodies such as KADIN, HIPMI and
REI to promote PPP/PSP projects in the Daerah and to inform and mobilize
their members. .

Any serious efforts to promote PPP or PSP projects at the local level must involve
members of the private sector. Current thinking seems to suggest that government can

- package project ideas independently and offer them to the private sector.  This approach
has so far received a poor response from the private sector.

- This approach ignores private sector priorities and assumes that government can
unilaterally determine the terms of private sector involvement in infrastructure or urban
services. Organizations which can assist in lobbying private sector support for PPP or
- PSP already exist in every Tk I city and all but the smallest Tk II towns in Indonesia.

- KADIN, or the local chamber of commerce has branches in every provincial capital and
RN nearly all Tk II capitals. KADIN has formal standing with local government and has a

, national network which extends to its central branch which has links to the highest levels
. of the Central Government.

~ HIPMI, or the young chamber of commerce, has a parallel organization to KADIN. Its
- members are supposed to be under 40 years of age and must own their own companies.
_ HIPMI's members in the "daerah" largely consist of contractors.

- Other business groupings can also be found depending upon the economic structure of

- ' individual cities. For instance, Real Estate Indonesia (REI) is active in most large cities as
is the Hoteliers Association (PHI). In cities where the tourist industry is an important

- economic sector the tourism industry association is also an influencial private sector lobby

. group.

~ All of these groups can help local government to muster support for particular business
i ventures. It is common to see local businessmen in provincial and kebupaten towns
engaging in business activities that are outside of their normal core businesses if they see
- that potential exists. These small business groupings have a great deal of capital at their
- disposal and often possess considerable management and entrepreneurial talent as well as
3 excellent links with Jocal government. They should definitely be targeted along with local
- government officials for any training or promotional activities involving PPP or PSP.
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4.4 Promotion of public discussion and private sector involvement in local and
regional development planning through a more open approach to urban
planning.

Policy statement 4.4 is clearly dependent on a more open type of community based city
planning. Ample evidence exists to support the position that town plans are more likely to
receive the support of the local community if those communities have had the opportunity
to contribute during the planning process. Many Tk II governments have stated their
disappointment about the way planning consultants working for the Central Government .
have formulated the large number of plans which local governments are supposed to have.

It was not uncommon to hear of planning consultants who spent less than 2 weeks in the
field gathering previous plans, statistical data and base maps. This data was then taken
back to Jakarta where the plan was completed. A few months later the finished product
was presented to the central agency which commissioned the study.

At this point the local government was consulted and asked to comment on the
consultants presentation. The final approved version was then handed to the local
government as their official town plan. After acceptance by the local DPRD the plan was
given Perda status and became a legal document.

This situation has improved since 1991 when local governments were allowed to contract
and manage their own planning consultants. As a result the overall quality of plans and
their relevance to field conditions has begun to improve. As might be expected, where
Pemda controls the payment of consultants local government input to plans becomes more
important and consultants spend considerably more time in the field.

However, this should be viewed as only the first stage in the decentralization of urban
planning. The structure, format and content of local government planning instruments is
still considered rigid and often does not accurately reflect the local situation, especially in
regards to local economic conditions. As discussed in policy statement 1.8, many
important local development issues still need to be addressed.

The next step in a more open planning system is for local governments to instruct their
consultants to consult more with private sector business people and the local community
to ask for comments and new ideas and seek local acceptance for the plan.

4.5 The impact of the withdrawl of central government agencies from direct
involvement in infrastructure projects in the daerah and the limitation of their
role to providing technical advise.
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The above recommendation is one of the issues at the heart of the decentralization debate.
Central government agencies continue to initiate regional infrastructure projects instead of
the regional governments themselves and then control project funding and management
through the APBN DIP mechanism. As long as this practice continues local and regional
governments will not have a chance to develop their own skills.

The argument frequently heard from central government officials is that local officials do
not have the technical or management skills to handle large projects. At the provincial
level this is simply no longer true; and most of the countries larger Kotamadya cities also
possess some quite talented people. Although many of the medium to small Tk II local
governments would undoubtedly need assistance; that assistance would certainly be
available at the provincial level.

Some progress was made in this area in 1991 when the Minister of Public Works issued a
decree stating that APBN funded projects previously administered by Kanwil PU (which
answers directly to PU Jakarta) would now be handed over to Dinas PU, Tk I. This
meant that the public works department of each provincial government was now
responsible for managing many large PU projects. According to the Ministers decree the
central PU directorates general and directorates are supposed to limit their involvement to
technical support. However, for certain types of roads, irrigation and flood control
projects Bina Marga and Pengairan still maintain an active role in implementation.
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5, Human Resource Development

5.1 The need for a preliminary training needs analysis to determine the skills and
resources required by local government officials to further operationalize
PPP/PSP efforts.

5.2 Formulation of policy proposals for a HRD strategy which allows for
reassigning and/or retraining of government workers whose jobs may be
eliminated by privatization programs.

Increased private sector activity in the form of management contracts, service contracts
and joint ventures will eventually force GOI agencies to reevaluate their role as managers
of development. Over the last ten years (approximately) local governments in the United
States, Australia and Western Europe have been going through a privatization process
which has significantly redefined the way in which local governments handle day to day
management and development functions.

Experience has shown that the use of private sector expertise through service and
management contracts can help to rationalize many government functions by allowing
government employees to supervise, monitor and manage rather than implement. In nearly
all cases the transitional restructuring period is painful for government agencies and their
personnel, but the savings in administration costs and gains in overall efficiency more than
justify the temporary transition problems.

A further step in this process is to delegate responsibility for promotion and management
of PPP/PSP efforts at the local level. Institutionally it would seem appropriate for the
economic section of Bappeda or "Bina Sarekda" to take on this task.

5.3 Publication of a PPP/PSP newsletter which can be used to inform local
officials and private sector bodies about ways to plan, market, implement and
administer PPP/PSP projects inclusive of Indonesian case studies and local
government officials with PPP/PSP experience who can be contacted for
information. '

Unlike their counterparts in Western countries urban management officials in Indonesia
have to date not been able to share mutually beneficial information via a nationally
available forum. Municipal officials in Indonesia are being asked to accept more and more
responsibility for managing development in their cities. Bappenas and Public Works have
stated the urgent need for additional urban infrastructure throughout Indonesia and the
pressure from the Central Government to make local government share the financial
burden is also increasing. Local governments need a forum in which they can discuss
these issues and share experiences. .
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A solution to this problem may soon be at hand. A non-government, non-profit
organization has just begun publishing a national urban development magazine called
‘Kota' for distribution to urban officials throughout Indonesia. The name of this
organization is BKS-AKSI (Badan Kerja Sama Antara Kota Seluruh Indonesia -
Indonesian Body for Intermunicipal Cooperation). The objective of this organization is to
provide a forum for urban managers and development professionals to share new ideas and
initiatives. Given the degree to which precedence plays a part in motivating cautious
government officials to try something new such a forum should’be invaluable.

Understandably, progress in urban development and management is very uneven between
cities. Many cities have undertaken initiatives in service contracts and other areas which
have proven very successful and could easily be replicated in other cities. Some of these
initiatives, such as the water fee collection system developed in Surabaya, have already
been copied by other cities like Medan. However, Medan found out about the Surabaya
system informally through the government grapevine. It would have been much quicker
and easier for Medan to have read in detail about the Surabaya system in a regular
publication than to have relied on gossip. Had information about the Surabaya system
been available in a public forum such as the BKS-AKSI magazine 'Kota' many other cities
might also have adopted it by now.

Most officials are very hesitant to venture into new areas where they have little knowledge
and where their own regulations are still unclear. However, where evidence exists of
other officials successfully attempting new initiatives the willingness to accept risks
increases significantly. The editorial staff at BKS-AKSI intend to provid detailed
information about how things were done, the regulatory environment, contact addresses
and phone numbers for further clarification.

This magazine should also be very helpful to central government officials who frequently
state that local officials could be doing much more themselves but they either do not know
about the latest legislation, do not fully understand it or do not know how to apply it for
their own benefit. New regulations are also slow in reaching the local level, especially in
the more isolated areas. Information about new legislation as well as commentaries on the
ramifications for local government would be very useful in motivating local officials. '

BKS-AKSI also intends to involve the private sector through advertising of specific
products and services. It is also hoped that the private sector will contribute articles about

~ issues and problems experienced on projects which might be of interest to urban managers.

The publication of this magazine, and its Indonesia-wide distribution, is a good
opportunity for the private sector to educate urban officials about private sector concerns

and priorities and how best to involve the private sector in the provision of urban services
and infrastructure.
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6. Private Sector Concerns

6.1 Globally speaking private sector firms, especially the more wary foreign
investor, have similar basic concerns about what can generically be described as
doing business on a "level playing field" (or in other words, where everybody
plays by the same rules). The GOI needs to consider addressing private sector
concerns regarding: '

ambiguous and unclear regulations; _

complex bureaucratic procedures and requirements for central gov't approvals;
enforceability of contracts;

use of appropriate technology;

government guarantees for payment (in the case of "take or pay" contracts);
impartial arbitration of disputes;

cost effective management in the running of PPP enterprises;

difficulties in obtaining reliable data about Pemda assets;

open and transparent tendering.

While the above are general concerns, private sector groups have expressed a specific
reluctance to become involved in large water projects because of the following:

L.

(73]

High up-front infrastructure costs.

Generally low rates of return caused mainly by low tariffs.

Poor internal management of water enterprises (kebocoran).

Low levels of technical and management skill among PDAM personnel.
Expectations to engage in cross-subsidization to support low income groups.
Political pressure to keep tariffs low from the Kepala Daerah or DPRD.

6.2 Selection of qualified local government counterparts to work with PPP/PSP
projects or become office bearers in joint venture companies.

The issue of selecting qualified officials to become office bearers in PPP companies is
crucial to good management. Among the large number of local government employees at
both the Tk I and Tk II levels are many capable and highly educated people. Many of
these people were educated at great expense by the Indonesian government or through
scholarships provided foreign aid . Many of these talented people are underutilized and
would probably respond well to the challenge of helping to manage a commercial
enterprise.
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The PPP joint venture company which was set up to run the water supply concession in
the tourist belt of southern Bali is a good example of how well trained government
employees can be used in new jointly owned and run enterprises. Many of PDAM
Denpasar's top technical staff were transfered (with higher salaries) to the new joint
venture company and have proven to be key figures in the management of this successful
enterprise.
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7. Socio-Economic/Political Issues

7.1 Inclusion of poverty alleviation and income distribution strategies into
PPP/PSP projects.

When preparing tender documents or local laws/ordinances (Peraturan Daerah) local
governments could consider including a number of provisions which could be used to
evaluate contractors or proposed PPP projects based on their ability and willingness to
support poverty alleviation strategies. The following could be included in local
government selection criteria:

» requirements to maximize local labour content in all physical projects;

» requirements to include skills training to unskilled workers;

+ requirements to maximize usage of local materials and local procurement;

» requirements to maximize local subcontracting opportunities for suitable project
components;

« provide guidelines and manuals to local government officials and contractors on
labour-intensive techniques;

 publicize, enforce and incorporate the above as selection criteria for awarding
PPP/PSP contracts;

» publicly praise and endorse firms who follow these practices;

» support of the local informal sector (E.g., organize and use solid waste scavengers to
carry out sorting and recycling activities).

The relationship between the cost of providing services and tariffs

One of the most problematic issues for PPP and PSP projects continues to be tariffs,
especially in regards to water projects. Without exception all of the recently proposed
BOT water projects in Indonesia have encountered major difficulties trying to resolve the
issue of tariffs. Even the recently signed US$2.2 billion Paiton deal for the generation of
electricity by a privately owned facility experienced difficulty with the tariff issue.

There needs to be a policy decision linking the cost of services to the determination of
tariffs for PPP and PSP projects. It is a generally accepted principal that privately
provided services are most appropriate where income levels clearly indicate a capacity to
pay on the part of consumers. Enclave developments have often been targeted for private
sector involvement because of this factor. There also needs to be an awareness on the part
of the government and the public that local governments should not have to subsidize
urban services for those households and businesses which are more than capable of paying
the true cost of the services. Many wealthy and upper middle class households are still
enjoying heavily subsidized water and solid waste services because local governments have
not yet adopted cost accounting management principals. Simply put, no local government
in Indonesia, including DKI Jakarta, knows exactly what it costs to provide their current
range of services. This also means that the benefits of private sector involvement are also
hard to calculate because there is no accurate basis for comparison.
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8. Existing PPP/PSP Projects and Practices

8.1 Recent experiences with operational PPP/PSP projects.

The PURSE team's Demonstration Projects Advisor is currently researching many of the
issues mentioned in this paper in the context of case study projects under workplan Task
2.01, 2.03 and 2.04 to determine:

(=

urban sectors with potential for this approach to the provision of urban services;

2. the way the project was conceived by either the private or public sector;

3. the way in which the agreement was negotiated to determine rights, responsibilities
and profit sharing between the two parties;

4. the present operational performance of selected projects and whether they indicate
success or failure of the PPP/PSP approach in the Indonesian context;

5. appropriate technical, economic and financial criteria for evaluating existing projects

which can also be used to assess proposed demonstration projects;

overseas projects with relevance to the Indonesian context;

7.  technically sound methods for quantification of problems and opportunities (e.g., in

the case of solid waste: volumes of solid waste by type of waste).

o

9. Specific Conclusions

An analysis of the history of Indonesia's recent development initiatives reveals an
institutional policy framework which appears to deal with new initiatives in a number of
recognizable phases. These phases suggest the existance of an efficient institutional
testing and learning methodology designed to speed up the implementation of new policy
initiatives while at the same time minimizing the negative impacts associated with the need
for a rapid response to pressing development needs.

To a significant degree the development of public-private partnerships in the provision and
management of urban environmental services also seems to have followed these phases.

Phase one appears to be the testing phase. This phase is characterised by an expression
of political will in the form of presidential and ministerial statements which are widely
reported in the media and discussed at official forums. These policy initiatives are usually
a prelude to further action and express the government's commitment to deal seriously
with a particular obstacle to development. In this case, the enormous investment needed
in urban infrastructure to maintain planned, and projected rates of economic growth for
the Indonesian economy. These policy initiatives are frequently given regulatory support
through the issuance of presidential decrees, ministerial decrees and/or deregulation
decrees which can be issued and gazetted far quicker than a full Undang-Undang (national
law approved by the DPR and enacted into law by the President).
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Phase two is the implementation and analysis stage and is usually characterized by a short-
term enthusiastic response by private sector entreprenuers who try to quickly act on
opportunities that may immediately be apparent under the new legislation. These early
private sector attempts are generally supported by government officials who are keen to
implement the new policy initiatives. During this phase government officials quickly
detect the weaknesses in the first round of legislation and closely monitor implementation
problems. The bureaucracies institutional response during this phase is also carefully
monitored.

Phase three could be described as the institutionalization phase. During this phase the
bureaucracy begins the process of reviewing the need for further legislation and also
begins to formulate institutional responses to implementation problems through the
drafting of new guidelines, standards and procedures. An important part of this
institutional response is the attention given to human resource development issues.

Specific recent examples of this phasing approach to the implementation of new
development initiatives can be seen in the development of industrial estates, deregulation
of the banking sector and the recent investment deregulation package of October 23, 1993
(better known locally as Pakto 23).

It appears that the public-private partnership initiative is now in the third phase. Logically
the first stage of institutionalization should be a prioritization of issues by urgency; or in
other words, those problems which are preventing further progress should be dealt with
first. Findings to date suggest that the most urgent problems are the legal and institutional
issues covered in sections 1. and 2. These issues should be addressed quickly as past
experience has shown that a lack of legal and procedural certainty causes delays as
officials try to ensure that government policy is being followed. This situation
substantially increases the cost of projects and results in long delays as officials try to
secure Surat Keputusan (Decrees from the Kepala Daerah and Ministers) to approve key
aspects of each project and cover themselves legally.

Interest from the private sector in PPP or PSP projects will increase as the regulatory
framework becomes more predictable. The legal and procedural issues in section 1 need
to be addressed to provide the level playing field needed to attract more private investors,
especially cautious foreign investors. If the GOI wants to see more firms bidding for
projects in competition with each other then the tendering process has to be seen by the
private sector as open, free and transparent (More specifically, the issues raised in the
World Bank report mentioned in section 1.6 regarding Keppres 29 will have to be
addressed).

Of the issues discussed above, the most urgent priority should be given to the institutional
issues discussed in section 2. As described by the Sub Directorate for Participation of
Local Government Capital, PUOD, there is an urgent need for an information campaign to
inform and educate central and local government officials about the true scope of the PPP
and PSP option. Government officials also need to be aware of what their role should be
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in such an arrangement, and what benefits can be derived. Since public-private
partnerships cannot exist without a private partner it is appropriate that the private sector
also be included in any information or education campaign.

Finally, it should be remembered that the private sector needs to take an active role in
preparing the institutional, technical and legal framework required to promote and
facilitate their involvement in public-private partnerships. Since private sector firms are
expected to play an important role in the implementation of projects; they should also be
consulted during the formulation of operational policies for project implementation and

management.

Table 1. Laws and Regulations Relevant To PPP/PSP

Laws/Regulations Which Support Or

Laws/Regulations Which Hinder Or

Allow PPP/PSP Forbid PPP/PSP
Peraturan Menteri Dalam Negeri Undang-Undang Dasar 1945
Nomor: 4 Tahun 1990 Pasal 33

Regarding procedures for cooperation
between local government enterprises
and third parties.

Regarding authority to manage and exploit
national resources.

Petunjuk Menteri Dalam Negeri
Nomor: 3 Tahun 1986
Regarding participation of local
government capital/assests in ventures
with third parties.

Undang-Undang Pemerintah
Nomor: § Tahun 1962 Pasal 5(4)
Regarding authority to manage and /or
provide essential social services. Not
yet replaced by U.U.6

Undang-Undang Pemerintah
Nomor: S Tahun 1974
Regarding decentralization and regional
autonomy.

Undang-Undang Pemerintah
Nomor: 1 Tahun 1967 Pasal 6
Forbids foreign investors from controlling

drinking water.

Peraturan Pemerintah
Nomor: 14 Tahun 1987
Regarding the delegation of responsibility

for providing infrastructure to Pemda™

Tk Iand Tk IL

" Peraturan Menteri Dalam Negeri
Nomor: 690-536 Tahun 1988
Regarding pricing policies for drinking
~ water.

Keputusan Presiden
Nomor: 32 Tahun 1992
Regarding economic sectors closed to
foreign investment.

Keputusan Menteri Dalam Negeri dan
P.U.
Nomor: 5/1984 dan 28/1984
Regarding calculation of water tariffs,
operational procedures and accounting
procedures for PDAMs.

Repelita V
April 1, 1988 to March 31, 1994,

Keputusan Presiden
Nomor: 42 Tahun 1989
Regarding BOTs in petroleum support

Sectors.
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Undang-Undang Pemerintah
Nomor: 8 Tahun 1971
Regarding the licencing of private sector
firms in the Migas sector.

Peraturan Menteri Pertambangan dan
Energi
Nomor: 03/39/M.PE Tahun 1989
Regarding BOT projects in petroleum
support sectors.

Undang-Undang Pemerintah
Nomor: 15 Tahun 1985
Regarding private participation in the
electricity generating sector.

Undang-Undang Pemerintah

Nomor: 3 Tahun 1989

Regarding private participation in the
telecommunications sector.

Surat Petunjuk Menteri Dalam Negeri

Nomor: § Tahun 1990

Regarding the change in status of a local
enterprise (PDAM) to PERUMDA or
PERSERODA.
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(PT') based on the Reglonal Regulation es referrec o in hrt:.c- -

le 4, it is neccegsary to F:rs’t nrov:.de :J.'ts fund inthe R -
Gion nel Budget (APBD). - e DRl R :
Af%er the fund is zlresdy ava:.l wble for the eheres L.urche.sc as

meants in po_regranh 1 hereof, then a Probing cen be —edo towerd.
the Iimited Iisbility compery (PT) which w:.]_l se_'l. sherés - =
es to obtaln information: dmte with rospect + u-.C‘ j‘-ynes end

prices ot seid cheres.

If tho Heed of Region cen epprove the tyre end prices of sheres
as referred to in 'o‘,ra,;f‘anb (2) hercof, then its implomsntation
ghall be stipulated Dy & Decrce of the Heed of Regicn regerding

seid shares purcha..‘?c .

The Heed of Region can dcsignate an Officiel to scrve es tho
Rerresenieative o"‘ the Negional Administretion in implementing

the shercs purchasc,

Article 6 o Chd

E'c-y time & Négional Capiial Particircticn is performed s oF
o u.,ed liskility compary (PI) besod on the Zegicnal Rogule-
ticn os fwant in article 4, it is gtipuketed by e Zegionel He

gula tione / in the cstablishmen S

(2) Before stinpuleiing the ncle"L..l 'Yeru_. ion ag referredé fo ir
parsgraph (1) hereof: e Pesic aj comcnt shell Lo cede between
e Heod of legion’end the partics verticipating in the osteb-

. lishment of thc 7, . . .

(3) Te Dasic zircenent es referred to In paregreridh {2) nereof -
ghsll contain. the proincipal mnttors:

g, Ifcnitity” of rcsrective Parvils, - .
Jo ELLﬁ:lS/.:vpos and velues of tlc ghares ceditel cI:the paxties.
cy, =Zusiness undericking scctor. N

8, Cerital profortion i :

cr Rights, obligaticns and Sanciions !

i, O3ker catters considercd ncécesser; .

{4) Bas2i cn the besic egrecement and Reglonel RegWletion regerding
the Regicnsl Capitel Perivicifoticon &s referred Tc. in parsgrarhs
(1) end (3) hercof, thon o Idmitdd Idebility co-pamy (PT)shall

. be established by e Havurazl deed.

(5) The Head of Regicn can designate ore cfficial or cpra,. who will
aCct for and cn Telzlf orf Thwe fagzgion together wish i.':e . fhird -
Toarty 4o gstablish a Idimited Idiability cozpagy (BT).°

Arsicle 7

(1) Thre Feogional Capitel Farticiration as referrod o :_n +iole 6
in the form of money snell be bulge-cteo. in the Regic Budget
and e:xcuted by & Decrec oi the.read o Rc:zion.

(2) Te Regicnal Cepital Porticipation es referced to in erticle 6
in the form of zcods shaell Lo stivuwlated by e Deeree of +ho
Regional head aftdr obigining an amroval fron the rezional Iep
resentative Board,

Wi/25/11 Perticilarly ....
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Particularly for the immovable Zoods, belfore bein --wle..en‘t;ea
said Decree of the llegicnal mad is treguired to nove‘ the aTprov
el froo the IZinister of ome Affairs., ConnTITT

(3) ™o #rat Regional Pro

perty 140 the Idimited Tnab 1__ com -
congtitubtes the seperated % . W ’-PE"I‘V (21)

e*:.oq 1 T’rober

)
KRGS 3

. e
Article .8 ' T

(1) = conclude a mahsgement contract, Production comtract, profit
sharing CO.Jo:'aC t, rroduciion sne.r:.ng contrect end undertelring -
locatiion shering conlract hased on the Regilonal Regulaiién  ag:

o

f‘_)

neans in ardicle 4. the Head of Region shall recquest ‘e Frior ep.
rroviel Frcno the Re'-lonal Remreé sen"a‘;::\re %arc on seid co.rrt:rarrL
p'].—.:no - T el e

(2) After obtainidg an reroval from the Regional EOIIC‘GS_«.-uE'Jl’v’éH

Boerd cs referred uO in article (1) hereof; a condifionel Joint
szreemnt chell be conclinded 'Bc't:weoq the FEeed of Region and the
Third Pax arty conteining the nain D&quI‘S es followa :
e. ldentity of +he rocpective parrles.

b, ‘T;,r'c and valus 7 the cs.pi“b-e, fron the Regionel perty
C; Businecss scctore i i
d: Terp/veriod of the sgrecrmhd,

e; Rignt end obligation as well ag seaciions,
Z. Other matiters coneidercd neccesdary, .

-
<.
-

(3) The implermerntalion
tract, :““o:::c shar

or v"*’”-*ﬂ cw nz

The managenent conirac ; Droductvion con -
g con‘cracc, rroduetion shering contract.dnd
ion shorins contract es referred o in the*
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(2)

(3)

(1)

(2)

(3)

(2)

W/25/ 11 (3) Tne Officials ...
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‘If considered necessary, before +taking decision on the Ratifice X

e T e Bl e

.o . CINTTR c
Me Regional Rovemme farvice chell scheduls gnd moritor ‘the prog-
ress of the Rezionzl earitel rarticipetion undertek s with Third
Party in the fromevorl of improving Regiorel Revenie/Iernings., .

tion of %the Regional Regulatisn End/or Decree of the Head of Re <

gion, the Minister of Home AIfpnirs can designais e..?',Official © o
conduct on thg” Spot emaminatiosi on the administretive, procedwrel,

physicel, socio-cconomic aspect eicetera roquired.

o ;

CHAPTER IV :
PROMOTIOHN '
) +icle 10
The Minister of Bome Affairs chafll be competent to perforo gel -~
nerat prorotion in connection vith tho Regional cepitel pertici-
vation in Third Perty's Underteking. o '
In inmplementinzg thé general promotion as meent in peragrarn (2)
of this article, the Minister of Home Affeirs shell be essisted
by the Direcior General of General Administration and Regional
Aubonony . .. . - r

.
'

In implementing the gencral profotion as referrcd o ii pereg <
r~ath (2) of this article. the Diréctor Genoral of Cenerel Ad -
pinigtretion and Regional Autoernory shell reccive difécjlves_i;om

re -

2nd revert 211 matters to the Ministsr of Home A fa'?_*-"s_.'

.
rm promotion toward the Regionzl
z : ’
s r .

The Head of Ilefion rio .
capital participetion in Tnird Periy¥s underteking .
In' implernenting the promotion ce referred to in poresrerh (Ll)hora-
of, the liced of Fegion shall be assisted by the Scereieriet  of
Regional Torritory. e -
I7 congidered nccessary the Head of Region cen esteblish e Hana-
gement EBocard es the cxecutive apparatus assisting the Regzionel
Adminisiration. ST
Te Organizationzl Structize 2nd York Procedire of the Henagement
Zperd es referrcd to.in pargzralh (3) hereof shall 52 siipulsted
by the Heed 6F Degion hased on the directives fron the HMinister
of Bome Affeirs, ’

frticle g2 .

- - . - . . . ] - . ~

In the avent of Regionol carpitol Darticidstion/e Iimived Idabili-
4y comzary (PT) then to rerroscent the Regionel Administration,the
Fead of Rogion can decignzte on OFfficiel o sit s medber of <he
Doard of Comyiszioners 17 Lased on the nusber of shards cwaed by
the Regicn it has the rignt To hove o seet in the IZoerd cof Con -~
missicnors in accordance with thic Drovisions of the frevailing
legisistive regwlatione / in - . .
The Hesd of Region con desighate on Official who shell continu "=
ously Trerresont’the Hdegion To mond e in oy o "
germemws contract, broduction contra
rroduttion shgring Contract and wn .
TTaCT. :
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O 1]

&~ Party

(3) ™e Officipls dosignaind o re;esent the Region &8s meent | in

r paregrarhs (1) snd (2) cof this article. eho uld edvisably * have
Droper lcnowlec"FO of profescional en-t,—r‘epr*enemshlp end be res -
oonsible to 'rhc. Heed of Region 'tl.rout,h the Iﬂa.na'*emn't; Doar (1=
cs‘tabl_shod) o D : :‘_ boemoi

CEgpTER V' e
SUPERV.ISION
_:rt:.lc 13

(1) The Hinister of Home Affairs and the relgtive ngio nl Heed -
snnll be competent +to nerxorm gefiaral swpsrvisicon in corib_ectlon
wiih the lleg zional Capl "'b"ClPE.ulOD. with 'In't“"‘ we._“v.
(2) ™o Officials’ designated 'l:o Yoprésont the Reg:.on i.n Co.tj.nBc.:'FlO"l
with the chlono,l capitol perticipation with Third Party ™ as
roferred o iA eriicis 12 paragraths (1) and (2) forverd a
foport periodicaily (once in 4 months) on their tngks implecen-
tetion to thp Head of Rcc,:.on throuzh the Manmgenert Boe.rd (if
csteblished). .

(3) The han.,sc_tent Boa,d as referréd to in articlo 11 paragreth §3g
’ shpll submit the RexorisCampiiletiones meant in paragrech 2
herceof on the :.mnlcmcnua"alon and result of the negi nsl Capitel
particiration with the Third Party to the Heed of Hegion once e

yecero - -

(4) The Heed of Region s.*q"' forverd o rerort once e yeaer on +the
implementation end reswlt of the Regionel capitel pertieipetion
vaith the Tird Pardy- in His 32gion end or his suberdinzic level
Tiegion to the ujc.rlor &EONCY « :

CHAXRIR VI
THDERTAIOING RESULR
Articlc 14

TAe "Trofit or undertoking result shirec of the Regional caritel rer-

ticipstion with tFe Tird Party shall become the right o_ the Re -

gion obtained durirng the company 's fiscol yeer dhell te ,cnosited
tHe Regioral Trecslwy ond shall e pui/entered into  $hs Regionsl -

Budgets in the following ycar.

5
o 31 € v**lcl‘mu._.o.-__z{ 'T‘n_;'d./.‘
0

Tof the Region heoving peoriormed tHe cepit

priox to the issuance of this Regulnition, thorefore wiithin not lete

+han 2 (two) months efter this Reztlation :Ls s‘lm"‘ sted, shiell ;._
djust its arrangement to the provisions based on this reguletion.

CHEARTER VIIZ
(L‘OI-!CLU])II’EC— PROVISION

-

(1) By the ecming into force of this Regula
..a..\,a to the nogional caritol participat
not in conformity with ihe provisions ol

be .revoked and declared null gnd void,

Yiw/25/ 41 BEST AVAILABLE COPY
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(2) Erovisions rarficulevly ;erhhl.uw_g the 'croccdures for exploit.
ing the Regiop-owned wiiarteltings as referrcd to in Chepter

v ,rtlclcs 35, 36; 37 end 38-0of Regulation of the Minisber of .
Bome Affairs Number 4 Year 1979 re Iﬂamgcmcn‘b Inplenéntation =

of the Regional Administration Propcrty ghgll be revolsd " and
declexred as null end void.

(3) Mztters not yot or mot sufficiently regulated in this' Re = —
. ,;ulatlon ghall be fwther regulated by the Minister of -Home .
Affairs,

- Artiolo 17 . e
Biis Regllation s.nall come into force as from 'bhe da'be oJ. .s_ “s‘i;i._
Duln vtion,. That Ay

tipuwleted in uem:r'ta
on Ootober 15 1985

THE MINISTER Or EC;E AF‘MI:.S
51@.::9& :

"LJUCIDATIOIY feaw
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ETLUCIVDATIODN
0 N
THE REGULATION OF THE MINISTE TR-0F HOLME AFF_f{S?~”
NUUBER : 3 YEAR 1985 L

n E

PARIICL-ATIOH OF REGIONAL CAPITAT IN B
| THEIRD PARTY 'S UNDERTAKING 7 "0

.-

. . .

I \GENERAL ILWIDATION,, S e

.

1. Concerst and .egel vasis. .
. In the frarework of the 1ﬁ07e:°ntatlon ox uanglble enad res.
vonsible legionzl Autenomy 2s well as to -boost the:Regionsl
econonic growth, efforts 2nd endeanours arsé needed to fos -~

ter the legional Larn;rg/nn'enuc T2 50 Lrce s. g “gr

Rasged on erticle 55 of Iaw Lo. 5 Year 1974 re Prﬂn01ples of

Regionel Administretion it is stated thkat the 5enulns Re o
gionel earning / revenue resources con51s* of :

(1) Regionzl T=x Revenues/in00me- . L :;,f;
(2) Revenues Froceeds of Regionel BEetribution; L
(3) Revenues.of Itegion=l Companies; .- . 3 ;;5
(4) Other Wegﬂm;:are underuakﬂng revenwes,

Pirther in erticle €0 of Iow Im:ﬂae*r* 5 Yeer 19’“4 1u.'5s also”
.stated that by the Regional Negulation cen be esteblished
some Lnderuaklnes to ’nc;ease Reglonal Ba*nlng resources,

.From the genuine Re zional revenue as referred to in fi =

gures (1, (2) cnd 3) of .erticle 55 in-Law Fumber:i5 Year
1974, in re271uv it is not adequzte enough'to‘finance the
SLDS"SuCPce and g;owtﬂ of the ?eg"onal Autonomy. It is
therelore COQS”QBIEd necessary to incresse Regionegl Earn-
1ng resources uu founding some undertakings es referred
to in ariticle &0 of

t

T

one of the legitimate Regionzl undertekings as meant un -
der point (&) article 55 ef Law MNurber 5 Year 19724 .
Based on the fact So far, meny Reglonal Undertakings have
Deen implemented in the form of capital participation in
comnerc;al undertakings, both the czpital Joint venturs
with the Central Government, National Private and Foreign
Private company with the forz of a Limited Liability com
peny (PT) and the Regionel Property Exploitation (Under =
talking operation). .

In opersving the urndertalkings of the Regional capital par
Ticipation so far, fuctually it always has 11qrabe and
cerrelation nnt separasted with the Third Party, wheress
the preocedurcs for implementation, mansgewnent, promotion,
sune*’z:mon gnd other things sre still verying vwhich
anong others are cue %o the non exisience of a regula -
tion as The implementatlon guidelines of the erticle 60

. Law Nunmber Year 1974 which can serve 28 the legal basis
in sazid Regional capitel participation uncertaXing.

WW/26/11 Besides ™ ...
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Besides, the provision with respect to the Regional Ad -
ministration Property E=xploitation as referred to in ar -
ticle 35 of Regulation of the Minister of Home Affairs
Nunmber Yeaxr 1979 re Management Izplementation of the
Regional Administration's Property need 1mnvovemenu and
promotion, so that effectiveness and off1c1ency cean be
echieved. In conmection therewith it is necesca*y to have
a regulation ip respect to the procedure for implenenta -
ulO“, zanagexment, promoticn, supervision etcetera with res
pect to the Regional CED’uEl participation with the Third~
?a*u,, general and basic in nmature with full fletlsﬂll‘y,
sicce this constitutes a dominant ‘end supporitircg £actor in
performing seid Reglonal capital p"rt1c1patﬂon.

*. Wher observed conscientiouslj, in Regioms there are avite
e Tfew potential capital goods but they are idle, ‘for ins -~
tence land, bulldings, machines, investory, valuable docir~
ments and OUher rights. If said capital.goods ere ‘managed
as well s possible, they can be expected to serve as Re -
gional earping resources. ' o PR

in connectlon therewith, in endeavouring Regional’ caultal
participation with the Phird Party, it should be done in
the form of money and or goods which can be vziued- 1n '

aoney such as land, buildings, machines, 1nve“uc-,' valua-

ble documents, facllities end other “1ghus ownad b . the
Segions . .
r o -2 - i i
The effort of the Reglonzl capital participatic: with tke
Third Party can be performed : ' S
e. 3y purchesing 'sherss Ifroa the Lizited uﬂaol;L%y compeny
.. (’T) having slresdy z corpcrete body eadé good prospect;
o T. 45 Tthe founder in. the establishment of the '*_1ued Ila—
: 2iiity company (FT); ‘ d T S
c. Z7 crgenizing a =aznagement contract, producticn-contr rect,
crofit sharing contract, producticn shering co*u-ecu,'
and undartoling lecation sherirng contrect. v
2. Prccedure ...
(To be Ccniinued. )
NR/26/41
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PEENERAL 'L rliTAa

B : THE MINISTRY OF HOME AFFATRS.

" Regulation of the Minister of Eome Affeirs .
Nuumber 3 Yeer 1986 deted October 1, 1936 .

Hdd . .

RE

i . PARTICIPATION OF REGIONAL CAPTTAL TN
o TIiIRD PARTIES UNDERTAXING = -

-Qpntinia%ibﬁ'*vcmﬂuarta CATT NO-_Z?E'dﬁted Nove:me* 29r;

2. Proceduro cr Ceypitel Participetion
8, Furchzse of ghares.

~ Ip prirpciple, %the sheres purchase bty Lhe Reglonal
AQ“‘DLSur“f¢Un from n Limited Liability company (P2) -
£hall be executed onty if with the purchase of sald
-« - shergs tned ceu reulliy improve the srewth of Re t, -
] glongl econowmy dnd Or increass Reglonal earnLngs.

el .

" = The siaret purchasing chall e based on the neglonali'
Re".zlmn.c'1 ro tue Thizd Perty and for .the procure -

- foo o ment i/ chell te tudgeived in the Hegional Budge‘
. - . (&fBD) the ;.gwementuticn ci- which shall De SulDu -

wores of the Head of ~e~“on, /. fund’ =
the L’D_ted Llabili

i lavted "y x)
De As founder in the establishoent o
- hY
© iy ccapany Fh; s

[ 20Y

- Ivery time perd ionel Cap1ta7 partici -
cation iw ik f 2 Limited Liebility
compary : rlansd and regulaund

- by a Heglownt iz the ¥izet Grades as
weil as Sauon tifiled by the Minister -

of Eone Alr:
ular:oq is sti rulaved, en

_ - Before saild Deiflone? Reg
agreewcnt chall 1 : Iined concluded between {he Head -
B o Begion ai. earticipativg partles in the fownd
ing of the ] SeC 1inbhiiity compeny (PT) whish  iS
. fTormuloted wn an frecmenc Deed. Xn said Agreement
Deed shell Ue reaplstered/ingerted the identity oz
. ell part¢s¢. ugpe anc value of cpbltalc capital pro-
poxtiou/perceutage, business sector, right  and Obll-;
- Lation, ‘“””L“Ons 8nG other matiers c0451deﬁea ne.
cessary

riic pathP in the ferm

d in the eglonal Budge
she 1 be st le ]
o

NR/26/11
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wi

goods shall be stipulated by e
gional Heed after obveining an
lative Reglonal Representative

—-.The Regional Capitel Participetion in:the ferm iror

Decree of the'Re " " w .
approvel from the re
Board. Said approval"

shall be formuleted in the form of a Decree‘ofithe. .

- Reglonal Revresentative Board.

Particulsrly i wlith

respect to said Regional capital participation: in:
the form of immovable goods, the Decree of ‘the.Re -

gional Head concerned cen only
being ratified by the Minister

be implemented after:

of Home Affeirs, 7). .

c. Management contract, production contract, profit shar

" NR/27,/91

ing contract, production sharing

contract end tmder =

talding location shering ceatrect. . - . . R

— Concept.

P

1) Management contract, in which the Region hes a.
capital in the form of goods for a commercial '
undertaking. while the menagement thereof " ™' is
carried-out by the Third Perty with the provise
that the Third Party will resceive some profits”
on its service cazlculated from the proceeds " of
seid undertaking end that wmetter is foramuleted:

in the Agreement Deed,

Lo
At

2) Production contract, in which the Region’ has. a

<

capital in the Torm c¢i goods for e comzmercial

undertaldng, while

inter alia :

the meragement there of - 1s
cerried out by the Third Party with The proviso,

<.

z) The Third Party prevides zn investment cepitel
epd or wWorxing capitel. B
b) The Third Party is obliged to pey & suzn - of
noney (royelty) to the Regional AcminisTra .=
tion in accordance with the agreement. ¢ - .
it & 1loss in the undertaking cperetion
L ©e for the sccount ol the Third Party.
%) £3.% sheming contract, iz which The Region
apitel in the form c¢f goods ard cor zight.
goods for a cozmercial undertekng, - .°
he management thers-of is cerried out " by
rd Pawly with the following provisionsi':
2) The Third Paui7 nust provide er investzent ca
pital arvd ox woerking capitel. .
p) The szmooth cperaticn of ths
e the responsidllity of the
c) The vndsrtsking prccesds coT
di-idsd between The Regionmal
and the Thizd Porty pursuent
cdetercined in the agreszent.
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4) The undertaking productiocn sharing contract, in
this caue The Third Party will first invest its
cepitai/equipment and ofher facilities needed, so
that said wndortakxing will be able to- produce and
operate. The undertvaking management shell be
perfcrmed by the Regional Administraticn, in this
zeaze, the lleanagement Board. The underteking pro-
ducts/output in the form of produced ' goods shall
be divided between the Regional Administreticn
end the Third Party pursuant to the percertage
detvermined in the agreement. .

5) The vndertaldng location sharing contract, in
this case the Regiou has a lot of lend beering &
status 2s lanagement Right end enabling to set up
an undexvaling location, while the construciio
develovaen® tnere/is rendered to the Third Party
on mutually profitable requirements : / -of '
g) All costs for the completion of said undertak-

ing locatica construction shall be the respon-

sibilibty/liability of the Third Party. -

b) A part of the eslready developed urdertaling

ccation shall be utilised or managed by the

*himd Party whereas the other part there of

shall be utilised and or its status decided

by the XZeglonal Admipistration.

2 =

¢) The constructicn duilt LY said Third Party
shall be issued a certificete of Building
Right on ths HPL (Menagement Right) lend.

d) Snid bnilt construction shall belcag to the Re
gion2l Inventory., -

e) The Third Zarvy shell be given a full authori-
ty to mantge seid pert of the construction/
pudiding for The term/periocd of the 3ullding
Zignt,

£) Said entizz beilding sh2ll become the Regionel
zreoperty 2Iter the expiratlon of thes Building
Ri.ght convcerncd,

- To mexeg/draw 1 the uenegement contract, production
coptruact, preix¥-sharing contract, undarisldng pro-
duction shaving conuract. vaesed on the Regional Re-
gulatio cionul Capitol Participaticn with the
Third 2 ; Prisy zepToval shall be cequired by
the Hez Z2vn To the Regional Represepntativea
Board, Jeint required sgreement shall be
dravn w an 2 Head cof Zeglion znd the Third
Party = CasT In an zgresc2pt menuscript.

- Rased 2T cezent menticned avove, shzll e
stipul Decree of the Regilonal Hecod re menoge-—
nent C ; Trcduction contract, pref T
ccntra erta S prcduction sharing
and or arin oczticn sharing cozt
shall 1/ '8 affter being Tt
the M3 of airs.

EESFAVAMABLECOPY
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T onld Decran of thoe Reglonnl Hood 1o not ratified/
egelized Ly the Minlster of liome Affeirs, said egree
sent shall be void. The decrse of the Regionel Head
re nmanagenent coutract, producticn conmtract, profit
sharing contract and cr undertaling production shar -
ing contract of which the validity period is less
then 5 (five) years shall be retified/logelized by
the Governor-Head of Region on behalf of the Minister

=i

of Home Affairs and the implementation there-of  shail
te reperied to the Minister of Home Affeirs, in this
case, the Lirector General of General Admiristraetion
and Reglongl Autonomy. :

%o Promoticn and Supervision. -

~ The successiul or unsuccessful undersaking of seid Re =
gional Capital Participation with the Third Party shall
greatly copend cn the "attitude" cnd "political will" of
the Regionnl Administration. Therefore, the Eeed of Re-
gion as the sole Monager/Entrepreneur in Region is re -
quired to perfora general promotion and supervision ef -~
ficiently and effectively on said Regional Cepitel Par -
tlcipation with the Third Party. A
In that case, the Minister of Home Affeirs shall perform
generzl prozovion and supervision toward the Regional ca.

- pital participation with the Third Pariy.

~-"In order thav 21l undertakings of szid Regiorel capital

participetion with the Third Perty actuslly play the
role and function a5 best 2s possible in stepping up the
Regional econcmic growth znd increase +he Regioral Earn-
ings, then the management %here.of sh2ll be executed

rofessionelly, effectively and efficiently as well a5
esed on the priuciples of business esconomics. '

~ To achievs sa2id purpcse znd if copsiderad necessary the
Bead of Regien con establish a Mensgement Boerd as the
executive apparavus which will essiszst the Regionel Ad -
ministrotica. The ovistence of said Management Board,
therefore %hz hondlingg of Replonel Cepital perticipation
with the Thizd Party shell be under oae roof so that the
promotion end manegoment bhere-of will actuelly run/oper
cter  end Le implemenved crderly end smoothly . &s well =5
the progress ther2nl coan be wmonitored clearly end eesily
by the Hegiormel Admiristretion, '

- 5zid Manogeze ord #anll be osteblished sepearately
from the Secr ~au of Uhe Regionazl Territory where the
Management Zec= el vhelr employees work as Full Timers
¢n the ccnsids on, that seid Regional capital perti -
cipation has © ne large and develcped so that it
is notT rossitl 'l e ©o be manaoged, controliled and
cevelcped fuoyd! he existing espparatus of the RFe -
ioneal Admiuais :

- IZFf s2id Regicnol copi ticn is not Fet so
large. then the estab anagewrant Board can be
axecuted by wWay ci ap rai Cfficials/Staff of
the Regicnal Agparatu has close ties/rela -
tion to sald Regieoneol icipetion.
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- If the Rogiona

1 ¢-pisal participetion is Jjust ir one or
'S 5o

two undertalirgs onlw, it 3.5 sufficient to be menaged,
controlled and developed by the functionally existing
Regional apparatuses,; 1o this case, the Regicnal Re -

venue Service.

- II. ELUCIDATIOCHN ON

ARTICLE BY ARTICLE.

Article 4 : Self explanatory.
Articles 2 and 3 : See Generzl elucidetion.
Article 4 :

Preragraph (1)

Paragraph (2) : of the Regional ReguThtﬁon as re -
to in Darag:cnb (1) of %this erticle
e linked with the provisions of
. gulaticn- :
Paragranh (3) : Self explonatory.
Article 5 i
Paragraphs (1), (2) z2ad (3) : See General Elucidetion.

Paragraph (4)

: Based on the provision of article 60 in
Law Number 5 Year 1974 in fact the Regions
are given possibilities to organize under-
taking activities to increase the Regional
Revenue Sourceus, reguloted by the Regionel

- Regulation.

fctually, up til1l now there have been =
lot oi uvndertaldng activities of the Re -
glon2l capital participation with - Third
Darties, but the procecures of their im -
plementation are still veryirng. For the
¢rderliness of s2id Regional cepital psrt1~
cipaticn with the Third Party concerned i<
is necessary to be regulated and stipulated
b7 a Regional Regulation in accordance
with the meaning of said article 60  Law
Nunber 5 Yeer 1974

: Duz to the busy occupation of the Regional

- Head, Le cen eppoint an Official or uore
to rap¢csen' T in effecting seaid
showes purchasing.

(

<v

Articie © :

Peragrapas (1), (2) a2uld (3) : Sze general elucidation.
Paragrepn (4) : The sz2me zs Article 5 paragraph (4). ;
Article 7 :

Paracgraphs (1) and . (2) : Sse general elucication.
Article 8 : .
Paragraphs (1), (2) and (3) : See general elucidation.

Paragraph (&) Delegaticn of authority/competence by the
" Minister of Home Affzirs to the Governors—

Hends cf Rogion with respect To the lega -

iization of the Regional Regulations . on

manopemend: contract

/11

. -
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profiit sharing contract and undertaking
production sharing contract of which <the
enforcement pericd is less than 5 (five)
years, is to eccelerate its ratification
process by considering that The validity
period of sald contract is not- too long.

Article : i
Paragraphs (1) esnd (2) : Self explanatory.

Article ‘10 : Self explanotory. . ' ‘
Articie 11 :

Paragraphs (1) 2ad (2) : Self explenatory.
Paragroph (3) : See general elucidationa

Paragraph (/#) : Snall e issued further lmDIEEGQUBUlOH dl-
recilves. .

Article 12 :

Paragraphs (1) and (2) : Self explenatory.

Paragraph (3) : The accountability to the Regionel Head
threough saild Management Board it is neant
in oxrder that the Management Board can
nonitor completely seid Regional capiteal
ucrtlcnnﬂtlon, considering the busy OCCUDE
ticn of The Reglon 1 Head.

Article 13 B

Paregraphs (1), (2, (3) ond (4) : Self explenatory.

Ariicle 14 Sell E?plunauory

Article 15 . . Any Reglon which has already performed its
czpltol participation with the Third Parties
helcia the issucnce of this Regulaticrn,
TIUST dauct its arrongewents to the pro -
w”sinzs in this Regulotion. The two year
period for soid dauqumenu shall be esinmed
5% ovtoining sufficlent offorturnity to
take iuventory on the capitel participa -
tion ccuccorned. :

Articles 16 aud 17 3el7 explonatrony.

o 1D OOO.-_"::_...._
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ANNEX 1 -
Engli-sh language version
of the
Regulation
of the Ministry of Home Affairs

Number 4 of 1990

N
<



MINISTER OF HOME AFFAIRS
OF REPUBLIC OF INDONESIA

MINISTER OF HOME AFFAIR REGULATION

NUMBER: 4 YEAR 1990
CONCERNING

COOPERATION PROCEDURES BETWEEN ILOCAL GOVERNMENTS COMPANIES

Considering:

a.

AND THIRD PARTIES - '

MIRISTER OF HOME ~T7"7 5

That to increase efficiency and effectiveness
of Regional Companies as sources of Real
Regional Revenues, as target of Regional
Economy and to participate in generating the
development of Natiocnal Economy/Developnent,
therefore it is necessary to set up
cooperation: between Regicnal Companies and

Third pParties;

That the Minister of ° *¢fairs Regulation
Number 2 ~—"~=v 1983 concerning the Guidanée of
Cuoperation between local Companies and Third
Parties is not appropriate any more, therefore

completing the regulation is needed.

That in connection with mentioned above, the
Regulation concerning Procedures of
COopération between the Regional Companies and

Third Parties is needed.

dokumen Gutheng Prabowo\data\perm490.doc
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FROM : DIT BINA PEMERINTAHAN KOTA PHONE NO. : 344 7728

Recollecting:

1.

2
Law Number S5 Year 1962 concerning Regional
Companies (State Gazette of the Republic of
Indonesia Year 1962 Number 10, Supplement of
the State Gazette of the Rééublic of Indonesia
Number 23B7), s;e Law Number 6 Year 1569
concerning Statement that any Laws and
Government Regulation substituting Laws are no
longer wvalid (State Gazette of Republic of
Indonesia Year 1969 Number 47, Supplement of
the State Gazette of the Republic of Indonesia

Number 2501);

Law Number 5 Year 1974 concerning Basie
Pz"inciples on Administration in the Regionl
(state Gazette of Republic of Indonesia_t Year
1974 HNuuber 38, Supplement of the State
Gazette of the Republic of Indonesia Number

307);

The Government Regulation Number 5 Year 197§

concerning Management, Responsibilities and

" Controlling Regional Finance (State Gazette of

the Republic of Indonesia Year 1975 Number 5);

doknumen Gutheng Prabowa'\data\perm490.doc
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FROM

DIT BINR PEMERINTRHAN KOTA PHONE NO. : 344 7728
3
4. The Government Regulation Number 6 Year 1875

concerning Procedures of Arranging Regional
Budgets, Implementation of Managing Regional
Finance, and Recapitulation of Regional
Budgets (State Gﬁzatte of the Republic of

Indonesia Year 1975 Number 6);

Minister of Home Affairs Regulation Number 6
Year 1973 concerning Cooperation and Technical

Assistance with Foreign Countries;

The Minister of Home Affairs Regulation Number
1 Year 1983 concerning Cooperation between

Regional Companies and Third Parties;

The Minister of Home Affairs Regulation Number
1 Year 1984 concerning Procedures of Promoting
and Controlling Regional Companies in the

Regional Governments Domain;

The Minister of Home Affairs Regulation Number

- 690-1572 Year 1985 concerning Basic

Stipulation of Board of control, Directors and

Btaffing of Water Supply Companies;

dokumen Gutheng Prabowo\data\perm490.doc



Regarding: 1.

4
The Minister of Home Affairs Regulation Number
698-536 Year 1988 concerning Guidance of Water

Supply Fare for Water Supply Companies.

HMinister of Home Affairs Decree Number 536-666
Year 1981 concerning Guidelines for
Appointment and Dismissal of Directors and
Boarad of Control;

Minister of Home Affairs Letter Number 539-

2344 /PUOD Year 1988 concerning Increasing

Promotion and Development of Regional

Cowpanies;

Results o©of Linited Conference of President
Directors of entire Regional Companies of
Indonesia in Jakarta from March 28th to 29th,

198%9;

Results of Working Group’s duty of Generating
Team of entire Regional Companies of Indonesia

(TP-PDSI) in Bandung from July 24 teo 26, 1989;
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FROM : DIT BINA PEMERINTRHAN KOTA PHONE NO. : 344 772g =Rs

- . .

o ' DECIDES

E Stipulates: = MINISTER OF HOME AFFAIRS REGULATION NUMBER: 4 YEAR
1990 CONCERNING COOPERATION PROCEDURES BETWEEN

REGIONAL COMPANIES AND THIRD PARTIES.

.

SECTION 1

GENERAL PROVISIONS
- Article 1

= Intended in this Regulation with:

- a. Regions are the Level I and Level II Regions meant in the Law

Number 5 Year 1974;

b. Head of Region is the Head of Level I Region and the Head of

Level II Region as mentioned in the Law Number 5 Year 1974;

C. Regional Regulation is the regulation which is stipulated by
the Head of Region and the Regional/Local Representatives and

is approved by an Authorized Authority;
- a. An authorized authority is:

1) Minister of Home Affairs for the Level T Regions

— dokumon Gutheng Prabowo\data\perm490.doc



FROM : DIT BINA PEMERINTAHAN KOTA PHDNE NO. @ 344 7

f.

€

2) Governor, the Head of Level I Region for the Lsvel II

Regions;

Reglonal Companies are all companies beloﬁg to either Level I
Regional Governments or Level II Local Governmentg, which are
established based on Law Number 5 Year 1362, and the whole or
part of their equity forms separated Regional asset, with

exception it is stipulated tc other use regulated by Statute;
Directors are the directors of Regional Companies;

Board of Contrel is the Board controlling the Regional

Companies;

Cooperation is chains of activities as results of fornmal
joints between Regional Companies and Third Parties for

running the companies together to aim at a certain purpose;

Third Parties are institutions,‘leagues, formal organizations,
and individuals outside the companies such as Central
Government., Foreign Countries, National Government Companies,
Cooperative Organizations, National Private and Foreign
Companies, Domestic.and Foréign Finance Institutions, and/or

other Regional Companies.
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7
SECTION II

BASIS, GOALS AND OBJECTIVES

Article 2

The basis of cooperation is to fulfill interests of their both

sides with setting up union, that is:

a. there is a legally secure and safety to follow written

provision which is agreed.

b. to give egual and proper advantages and profits for both

sldes.
Article 3

The purpose of cooperation is efforts to raise efficiency,
- productivity‘ and effectiveness of Regional Companies to seek
continuity and sustainable development the companies and to

accelerate mobilization efforts through:

a. to develop existing initiative;

b. to set up new efforts with conslidering there are good

prospects and mutual benefits.
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— : ; HAN KOTA PHONE NO. : 344 7729

— Article 4

The goal of cooperation is to increase effectiveness and

efficiency, function and roles of Regiocnal Companies as one of

sources of Regional Revenues and to form the Regional Companies as

one of generators of regional economy and national development.
SECTION III

o FORMS AND PROCEDURES OF COOPERATIONS
Article 5§

(1) Choosing methods of cooperation is determined by

— characteristics and goals of Regional Companies and type of

capital which is enclosed in the cooperation.

(2) Methiewu. _.:cocperation is run through:

a. . Joint management, joint‘operation, joint profit shares,
Joint venture, joint expenditures, 3joint production
shares;

b. Management contract, production contract, share of

production contract and share of site contract;
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c. Buying shares, obligation from other Limited corporations
which are legalized and having prospects;

d. Dealership, use and distribution;

e. Selling shares, obligation and disseminate shares, and go
public;

£. Technical assistance and foreign aids

g.

Combination of two or more methods of cocperation include

points a, b, c, and £.

Article 6

Cooperation is run without changing legal status of the Regional
companies.

" article 7
(1) The effort of cooperation meant on article 5 above must assure

a. Increase efficiency and productivity of Regional
Companies, or increase services to community;

b. Increase asset/capital security of the Companies;

dokumen Gutheng Prabowodatu\perm490.doc
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(2}

(3)

(1)

DIT BIMA PEMERINTAHAN KOTA PHONE NO. : 344 7728

10
c. The cooperation must be mutual benefits for both sides;
d. The role and responsibility of both sides are linked to
the possible risks they may get, either during the

couperation or after the cooperation.

The cooperation agreement must contain clearly about
form/procedures of cooperation, capital balance, results of
efforts or fees, duration of cooperation, duty sanction and
procedures tco end the cooperation and or possibility to

sustain the cooperatien and all other which are important,

Executing the effort of cooperation meant on article 5 akove

must be reported to the Minister of Home Affairs in briefs.
.Article 8

The Regional Companies will run cooperation with Third Parties

must seek conditions as follows:

a. Have legal status of Regional Companies in appropriate to
the basias of existing Laws;

b. Have Board of Directors, Board or. control, employees
deslgnated on the basis of existing Laws;

[ Have proposal or feasibility study subject to become

cooperation, and the study is set up by professional

dokumen Gutheng Pribowo'dats\perm490.doc
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FROM : DIT BINR PEMERINTRHAN KOTR PHONE NO. : 344 7720

(2)

d.

11
consultant appointed and agreed by both sides;

Have legalized possession evidence to Regional Companies’

assets.

-

The candidates of cooperation partner (Third Parties), besides

having the same goals with the Regional Companies, have to

Beek conditioens as follows:

Have conditions:

If corporations, must have legal status on the basis of
existing Laws;

If individuals, have Social Security Number is enough;
If institutions/foreign private companies must have
permission/recommendation for authorized authority on the

basis of existing Laws;

Have positive values from reliability and credibility
views, that is: )

Have good attitude and dedication;

Have skills/experiences in the fields of which the aim is

set up;

- Have required capital.
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21z

- 12

Article 9

{1) Cooperation with Third Parties is run by Directors of the

Regional Companies with stipulations as follows:

a. Investment value up to Rp 500,000,000.00 and no more than
1 (one) year, may be run without approval from Head of

Region/ authorized authority;

b. Investment value from Rp 500,000,000,.00 tc Rp
— 1,DOD>, 000,000.00 and the duration of cooperation from 1
(one) year to 5 (five) years may be run after having

approval from the Head of Region;

c. Investment value upper than Rp 1,000,000,000.00 and the
duration of cooperation more than 5 (five) years may be

run after having approval from the Minister of Home

Affairs;

d. Investoent value or duration of cooperation out of
_ : stipulations on points a, b, or c, needs approval from

- authorized authority with considering maximum limits of

investment value,

- (2) Cooperation agreement meant at paragraph (1) is issued through
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DIT BINA PEMERINTAHAN KOTA PHONE | . . _

13

Notarial Document.

For joint venture, besides to fulfill conditions as meant in
article 8 paragraph (2), Balance of Payment and balance sheet

for the last 3 years audited by Public Accountant are needed.

Conditions meant on paragraph (3) may be excepted for newly
established Third Parties/companies in order to set up joint

venture,
Artlicle 10

other parties

Selling/purchasing shares, obligation to
directly through stock exchange (go public), may be undertaken

after heiny approved by the Head of Region. [

Approval ©of the Head of Region is issued after having

consideration of the Board of Control.

Article 11

If considered necessary before the cooperation agreement is signed

by both sides, it may be consulted first to the authorized

- authority.
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15
SECTION V

EXTENSION OF COOPERATIONS
Article 13

(1) Extension of the cooperation is undertaken by the Directors of
Regional Companies with prior request principle approval to

the Head of Region and Authorized Authority.

{(2) Reguest meant on paragraph (1) is proposed with attaching
results of examination and evaluation as mentioned in article

12 paragraph (1) and (2).

(3) Administration procedures and arrangements are undertaken in

a,propriate to stipulations article 7, 8, 2, and 10.

_SECTION VI

GENERATING

Article 14

(1) General establishment to efforts of Regional Companies with
Third Parties, is run by the Minister of Home Affairs in this

case the Directof General of Public Administration and
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(3)
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DIT BINA PEMERINTARHAN KOTA | HUNE ND. . 344 J

14
SECTION IV

ENDS OF COOPERATIONS
article 12

Within 6 (six) months before the agreement ends, both sides
must examine and evaluate the assets and lending and borrowing
money that connected with inplementation and extension

possibilities of the cooperation with the Third Parties.

If necessary the Head of Region may set up Examination and
Valuation Team which includes the linked Regional/Local
Governments/ Technical Agencies, Board of Control and

professional Consultants.

Directors of wie Regional Companies report the
responsibilities of implementation of the cooperation efforts
to the Head of Region, and attach all examination and
evaluation results meant as.ﬁarﬁgraph (1) and paragraph (2),

to have approval to sustain or to end the cooperation.

End of cooperation which is approved by the Head of Region
meant at paragraph (3) must be listed on minutes and signed by

both sides.
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DIT BINA PEMERINTAHAN KOTA PHONE ND. @ 344 7728

14
SECTION IV

ENDS OF COOPERATIONS
Article 12

Within 6 (six) months before the agreement ends, both sides
nmust examine and evaluate the assets and lending and porrowing
money that connected with implementation and extension

possibilities of the cooperation with the Third Parties.

If necessary the Head of Region may set up Examination and
Valuation Team which includes the linked Regional/Local
Governments/ Technical Agencies, Board of Control and

professional Consultants.

Directors of vite Regional Companies report the
responsibilities of implementation of the cooperation efforts
to the Head of Region, and attach all examination and
evaluation results meant as'paragraph (1) and paragr;ph {(2),

to have approval to sustain or to end the cocperation.

End of cooperation which is approved by the Head of Region
neant at paragraph (3) must be listed on minutes and signed by

both sides.
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16

‘Regional Autonomy.

(2) The Director General of Public Administration and Regional

Autonomy in appropriate with his job, generates cooperation
efforts of Regional Companies with Third Parties, accepts all
directions and reports all facts to the Minister of Home

Affairs.

(3) Generating cooperation of Regional Companies with Third
Parties is under administered of the Bureau of Regional
Economic Infrastructure Development at Level I Regions and
under administered of the Division of Economics at Level II

Regions.

SECTION VII

CONTROL

Article 15

General control to implementation of cooperation of Regional

Companies with Third Parties is run by the Minister of Home Affairs

and the Head of Region.

SECTIOR VIII
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17
RESULTS

Article 16

(1) Part of prefits or efforts of cooperation of Regional
Companies and Third Parties which becomes property of the
Regicnal Companies during one fiscal year, counted on the

basis of existing accounting principles.

(2) Efforts meant at paragraph (1), is allocated in appropriate to
the budget planning of the Regional Companies which is
approved by the Head of Region, including donation to the

regional government in 1line with the basis of existing

stipulations.

SECTION IX

TRANSITIONAY, PROVISIONS
Article 17

(1) Regional Companies or Regional Government Corporations which
have undertaken cooperation with Third Parties before and
after the Regulation Number 1 Year 1983 is promulgated are

able to continue until the end of the agreement.
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P1E

) 18

(2) If the agreement will continue, they have to follow all

conditions within this Regulation.

SECTION X

CLOSING PROVISIONS
article 18

- At the nonent the Regulation becomes effective, the Regulation

- Number 1 Year 1983 is no longer valid.

B Article 19

The Minister of Home Affairs Regulation comes intc force on the

date of promulgation.

s Promulgated in Jakarta
on March, 16th, 1950

MINISTER OF HOME AFFAIRS

o RUDINI
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