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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 ~PP 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 GO! and ministerial policies regarding public-private
partnerships and other forms ofprivate 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 GOl's comrnitement 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 statements by both the
President and his ministers.

A la:-ge number of projects have already been implemented under the auspices of
Permendagri 3/1986, although only one of these projects was \\;thin the three PCRSE
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.
\\"hat is now required is a second tier of more detailed policies backed up by updated legal
statutes, technical standards, bidding and contractual procedures and promo::onal
activities to support implementation of the more complex forms PPP such as :arge water
supply, waste water and solid waste landfill projects.

The following newspaper anicle 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 ;';ational Law
Development Board (BPHN) announced [19 August, 1993] that it hopes to phase
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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 re\ie\\' 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 PPPIPSP and streamlining of implementation procedure·s.
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3. Repelita Programs and Objectives

Outlines the basic role ofPPP/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.

5. Human Resource Development

Crucial to all development programs are the skills of the people who must carry them out.
This component suggests ways ofupgrading 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 ifPPP
is to succeed in Indonesia.

7. Socio-EconomiclPolitical Issues

Deals mainly with poverty alleviation and labour usage issues.

8. Existing PPPIPSP Projects and Practices

This section suggests issues and lessons which should be gleaned from existing projects.

9. Specific Conclusions

This section summarizes the main findings of the report and' anempts to prioritize some of
the policy recommendations for future action.

Il)olic~' Review 3.



POLICY FR<\MEWORK

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.

PPPIPSP POLICY FRA:\IE\VORK

Institutionai
and

Procedural Iss:.:es·

~
Policies

1
PUBlIC·PRIVATE PARTNERSHIP~ !
PRIVATE SECTOR PARTICIPATION

Repelita
Programs and
Objectives

Human
Resource
Development

\ Socio-Ecano~ic/

\~
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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 ofurban 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 ofPJPT II 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 respqnses 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 \l;;th 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 n
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.

3. Availability ofland in urban areas, increases in urban densi~ies and pollution of wate:­
resources.

4: Imbalances in levels of development betv,ieen regions; cities; u:-ban and rural areas; a.-:d
between specific types of cities.

The GOl's specific urban development policies as stated in Repelita \1 are as follows:

Develop a stable and integrated urban management system wr':ch encompasses socio­
economic priorities and spatial planning issues.
• Upgrade the capability of human resources to reduce urba:: poverty and

unemploJment.
• Establish a firm basis for the continued development of ins:itutional and financial

capabilities of urban centers.
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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 ofPubilc-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 oflocal 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 very
high. Across Indonesia the average percentage ofurban population serviced by PDA..\ls is
still below 50%. At present only two cities have installed sewerage systems. These
systems, one in Bandung and one Jakarta, service very limited areas at present. ~ledan is
to date the only city which has planned a city-wide sewerage system. Construction has
already begun on the first stage of the Medan system which \\ill cover the central pan 0:-

. the city under the MUDP program. There are plans to progressively expand this s~'sterr: :0

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

Contracting with corporate entities for the provision of environmental infrastructure is a
highly complex undenaking in which Indonesian local govermnents have very little
experience. Therefore an imponant component of the Central Government's o\'erall po:::y
framework needs to be a well thought out risk management strategy. This strategy she:.:::
seek an equitable sharing of risk between corporate and government entities as well as
motivate all panies to perform in accordance with their responsibilities under agreed
contractual arrangements. Risk management involves a hierarchy of risks which need to
be assessed in order of imponance. The importance of each type 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 Ri*s
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 gQ.vernment'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 ASEA.J.~, 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 Depanment 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 dec:
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 widely as
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 C2..;"':. :e
sourced in local currency.

Hmvever, straight debt is not the only way, or the-best way to finance large infrastn:~i.::-e .
projects .. For the types of utility projects being considered by the PCRSE project E (,0 :

debt financing is not the most prudent option, especially given local Rupiah interest :,a:es
and the volatility of floating exchange rates. As in most western countries equity f.::::.::~_-:g

. should be a large pan of any utilities financing strategy. This means mobilizing loci.
capital markets.

The issuing ofequity instruments such as bonds and shares is nothing new to Indol'esia
Many ofIndonesia's larger companies, locally known as conglomerates. have alrea::y
"gone public". Since the high profile initial public offerings (IPO) of the early nine::es
there has been a steady stream of newer subsidiary firms (belonging to the conglor.:e:a:e51
going public with IPOs. However, with the exception of a m;:nber of toll roads, w:-~,::-.
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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 Stnictures andFinancial and Performance Guarantees for Build Own
and Transfer Projects (BOT)'. "

8.



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 PPPIPSP have been divided into those
laws which permit and/or support PPPIPSP and those laws which forbid and/or hinder
public-private partnerships. (see Table I. on page 32)

The laws which are currently used as the basis for PPPIPSP projects are Permendagri
3/1986 and Permendagri 4/1990. English translations ofPermendagri 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 ofHome 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 tl:e way in which local
government or Local Government Enterprises (BurvID's) choose to 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 sec:o;- projects. If a third
party wants to work with a local government enterprise, such as a PDA.\1 or PDK, then
they must work through SubDit Bina Perusahaan Daerah.

The two laws mentioned above appear to have a degree of overla::- For instance, in
Permendagri 3/1986 and 4/1990 the reporting and approval requirements to the Kepala
Daerah and Minister of Home Affairs are very similar. Both laws :':50 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 oftl:e ~rofits, in accordance
with the agreeement will go into local government revenue (Kas D:::.erah).

9.



It appears that the P.T. company established under both Kepmen 3/1986 and 411990 are
very similar in fonn 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 Pemda has invested equity.

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

In the case ofwater, '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 Regulation No. 20 on Water Pollution Control.

6. Government Regulation No. 29 of 1986 on Environmental Impact Analysis..

7. Decree of the State Minister for Population and Environment :\'0. Kep­
02.~1ENKLH/l!1988 on Guidelines for Determining Emironmental Standard Quality.

8. Decree of the State Minister for Population and Environment );"0. Kep­
03/lvIENKLH/ll/91 on standard of liquid waste for activities already in operation.

9. Circular of the State I\linister for Population and Environment ~o.
03/SE/MENKLH/6/1987 on Procedures for Addressing Emironmemal Pollution an~

Damage.

IPolicy R"";ew 10.



"

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 ofthe second cell ofthe 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 oflaw, 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
private 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 GOl's objectives for urban infrastructure development are generally supported by
central government actions. However, key issues which impact on the \\;llingness oflocal
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 ofBUMDs who wish to enter into joint ventures with the private
sector. However, this legislation dO'es not encourage Pemda or BC\IDs to actively seek
such joint ventures. On the contary, regulations 3/1986 and 4/1990 in their current form
could be seen by local government officials as a disincentive to private partnerships.

l!olic~' Review 11.



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 II 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 ofPPP and
PSP options.

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

The GOl'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 ne\,.. 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 sef\ice contraqs 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 monopoly T1:e im:estment cos:
is high and the system requires large economies of scale to be commercially \·iable. .-\1so
the likelihood of competing water systems is highly unlikely in any gi\'e:l sef\'ice area.
(Although, in Indonesia most PDAtV1 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 ofwater 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. In theory, 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 ofwater supply that are not
appropriate for the private sector (i.e. regulatory functions, overs,ight 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 ofa public sef\ice, 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 sef\ice
contracts. Standard contracts and transparent award procedures are imponant
components of an effective regulartory framework.

Of the many formats which exist for PPPIPSP 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 tum them to public ownership at the end of the
concession period.

The USAID sponsered WASH study stated that the difficulties the GO\'ernment 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 ofview 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 ofwater 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. TI:ese 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 \ia IBRD or
ADB projects such as IUIDP's Urban Development Projects (lTIP) make it difficu::
for private sector contractors to compete. Local go\'emmer::slik~ to get the hea\~;

equipment but often have major problems getting funds for 0&:'1 after the initial
disbursement of the UDP project funds.· This usually happer:$ be:ause no matching
provision for O&M is made in the routine government budge:s.

3. Private ownership and operation of collection systems a::d sl:"jta~; landfill sites is
generally supported by most local gQvernments and Dinas KeJer5:~an officials bilL
the high cost of equipment and land has been a persistar.: ors-:ac!e ror priYate sectc:­
investors. The special permissions required for large scale ex:a\·2.::ons and
safeguarding ground water resources from potentialleacbte :or.:?mination are a1s:,
difficult to acquire in the absence of nationally a:ceptec :::es-:;:1 a::: operational
standards.
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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.

•

•

•

Street sweeping -

Recycling of waste -

Bill collection -

done by locally based contractors using
unemployed "street" people.

done by scavangers (pemulung).

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 severalloca!. 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 ofRepeIita 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 sub
contracted to a locally based firm oflegal 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 ofELIPS 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 pre-jeet'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.: \\:orld Bank fur.~ed

study entitled, 'The Indonesian Legal Svstem and its Impact CPOll Private Sector
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Participation 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 ofa 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) No.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 ofKeppres 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:

• 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 stafT 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 evel")· 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 "Dartar Rekanan :\Iampu"
(DR'I) 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 DR\I
number. A newly fo.-med limited liability entity not on the DR\llist may be
permitted by the implementing procurement personnel to "lease" a DR\I
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 fro~ Java routinely were disqualified rfor 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 PPPIPSP technical guidelines, checklists and man uals to assist
local government officials and private sector parties to fonnul.ate 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 ofPPPIPSP projects at Tk II level will be local government
officials. Both PUOD and Bangda are very concerned about the ability ofPemda Tk IT
personnel to manage this process.

SubDit Penyertaan Modal Daerah, Diljen 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, Diljen PUOD and Direktorat Pembangunan kota, Dirjen
Bangda.

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

Central government agencies are aware that the large numbers oflocalland 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 shon 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 pla...~~ing 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 ti:e urban area.

The Bappenas unit working on this issue is planning to expand the s.::ope of the RDTRK
Included will be some of the macro aspects of the RUTRK as weI! 2.5 more localized
zoning aspects to direct the development of areas the size ofke;u:-a.1an (block plans)

Environmental protection and enhancement aspects are also planr.e: to be included 1:1 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 understooc and readily adop~ed 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
PPPIPSP projects.

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

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 ofPPPIPSP 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 ofprogress, 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. As a consequence 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 ofLG assets contributes to this
problem.
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5.

• 1

6.

LG officials often need assistance with evaluating feasibility studies, sophisticated
equipment and construction techniques.

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

L'.,

I...-

7. There is no comprehensive inventory ofLG 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 PPPIPSP 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, DiIjen 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.

Localgovernments 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 oflocal
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;
,

3. 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 ofland, 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 ofTk II LGs already have such a Perda. The
proposed Perda is then sent to the Minister ofHome 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. The Kepala 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 MOD 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 ofRome 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 ofPemda 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 Rome
Affairs for the Kepala Daerah to implement the contract;

5. The Minister ofRome 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 ofLG 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 PerekonomianIBagian Ekonomi
• Biro PerlengkapanlBagian Umum
• Biro KeuanganlBagian Keuangan
• Biro HukumlBagian Hukum
• Kanwil Agaria
• Unsur Tenaga AhliIKonsultan

It is apparent that the speed with which the above procedures are implemented is very
dependent on the capability ofLG 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 PPPIPSP 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 PPPIPSP options for providing urban services through
an information campaign via seminars and workshops to inform relevant
governmentomcials 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 DiIjen PUOD - SubDit Penyertaan Modal
Daerah and SubDit Bina Perusahaan Daerah, Seksi KeIjasama. 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 ofPPPIPSP 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 ofthe 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 PPPIPSP in supporting the increased role of the private sector in
national development as outlined in the GBHN and the PJPT-n.

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 ofPJPT II in the year 2018, the urban population of
Indonesia's largest 89 Tk lIs (identified by Bappenas as priority urban growth centers) will
have doubled. Some of the more disturbing examples ofthis trend include the population
of Jabotabek doubling from 15 million to approximately 35 million, and the greater
Surabaya urban conurbation reaching approximatelyl0 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 ofworking 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
PPPIPSP 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?

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

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).

2.
....r"::""

..,
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. 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?

-- -J

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 buntutnya 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 oflocal administration combined with skillful 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 311986 and 411990
require final approval by the Minister ofHome 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 oflarge 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 BOTs have so far been initiated and
funded by central government agencies.

3. 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 oflocal Perdas) are
subject to central approval.

6. . Institutionally the Central Government agencies are in the best position to initiate,
authorize and especially coordinate innovations inPPPIPSP.

4.3 Involvement of private sector industry bodies such as KADIN, HIPMI and
REI to promote PPPIPSP projects in the Daerahand, 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 ofprivate 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
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 (Pill). 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
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
excellent links with local 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 government's are supposed to have.

It was not uncommon to hear ofplanning 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 ofurban
planning. The structure, format and content oflocal 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 ofPublic 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 1. 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
PPPIPSP 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
ofPPPIPSP efforts at the local level. Institutionally it would seem appropriate for the
economic section ofBappeda or "Bina Sarekda" to take on this task.

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

Unlike their counterparts in Western countries urban management officials in Indonesia
have to date not been ablt: 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
'KOla' for distribution to urban officials throughout Indonesia. The name of this
organization is BKS-AKSI (Badan KeIja Sarna Antara Kota Seluruh Indonesia ­
Indonesian Body for Intennunicipal 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 infonnally 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 infonnation 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
infonnation 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. Infonnation about new l~gislation 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 ofurban 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 ofPPP enterprises;
• difficulties in obtaining reliable data about Pemda assets;
• open and transparent tendering.

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

1. High up-front infrastructure costs.

2. Generally low rates of return caused mainly by low tariffs.

3. Poor internal management ofwater enterprises (kebocoran).

4. Low levels of technical and management skill among PDAM personnel.

5. Expectations to engage in cross-subsidization to support low income groups.

6. Political pressure to keep tariffs low from the Kepala Daerah or DPRD.

6.2 Selection of qualified local government counterparts to work with PPPIPSP
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 oflocal 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 southem Bali is a good example of how well trained government
employees can be used in new jointly owned and run enterprises. Many ofPDAM
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-EconomiclPolitical Issues

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

When preparing tender documents or locallaws/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 oflocal 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
PPPIPSP 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 decisioi:1linking 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
ofthe 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 PPPIPSP Projects and Practices

8.1 Recent experiences with operational PPPIPSP 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:

1. urban sectors with potential for this approach to the provision ofurban 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;
6. 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 ofwaste).

9. Specific Conclusions

An analysis of the history ofIndonesia'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).

IPolic,' Rc\icw 35.



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. D'uring 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 oflegal 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 Gal 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 ofwhat 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 profect implementation and
management.

Table 1. Laws and Regulations Relevant To PPPIPSP

LawslRegulations Which Support Or LawslRegulations Which Hinder Or
Allow PPPIPSP Forbid PPPIPSP

Peraturan Menteri Dalam Negeri Undang-Undang Dasar 1945
Nomor: 4 Tahun 1990 Pasal33

Regarding procedures for cooperation Regarding authority to manage and exploit
between local government enterprises national resources.
and third parties.
Petunjuk Menteri Dalam Negeri Undang-Undang Pemerintah

Nomor: 3 Tahun 1986 Nomor: 5 Tahun 1962 Pasal5(4)
Regarding participation of local Regarding authority to manage and lor

government capitaVassests in ventures provide essential social services. Not
with third parties. yet replaced by UU6

Undang-Undang Pemerintah Undang-Undang Pemerintah
Nomor: 5 Tahun 1974 Nomor: 1 Tahun 1967 Pasal 6

Regarding decentralization and regional Forbids foreign investors from controlling
autonomv. drinking water.

Peraturan Pemerintah Peraturan Menteri Dalam Negeri
Nomor: 14 Tahun 1987 Nomor: 690-536 Tahun 1988

Regarding the delegation of responsibility Regarding pricing policies for drinking
for providing infrastructure to Pemda' water.
Tk I and Tk II.

Keputusan Presiden Keputusan Menteri Dalam Negeri dan
Nomor: 32 Tahun 1992 P.U.

Regarding economic sectors closed to Nomor: 5/1984 dan 28/1984
foreign investment. Regarding calculation of water tariffs,

operational procedures and accounting
procedures for PDAMs.

Repelita V Keputusan Presiden
April 1, 1988 to March 31, 1994. Nomor: 42 Tahun 1989

Regarding BOTs in petrole~m support
sectors.
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Undang-Undang Pemerintah Peraturan Menteri Pertambangan dan
Nomor: 8 Tahun 1971 Energi

Regarding the licencing of private sector Nomor: 03/39/M.PE Tahun 1989
firms in the Migas sector. 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: 5 Tahun 1990
Regarding the change in status of a local

enterprise (pDAM) to PERUMDA or
PERSERODA.
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c. };3e.d of Rogion
tIcad of Saeonc1
Year 1974:

a.. Regional Re:r;:::-e s8~-:tr.;ti-7-:~ 3oe=C. (21m) sho.2.1 bo -t:-:c Rcc:wnal ROD
ra scntative Eo~~ a -: t2~0 Er::y',ri!:cc--tbe ?irst Greco Rc.=:ion-or tnG
Rogion~l Re pro SC:l-ta. t i~i'2 .:30 e.r c3. 0 f -tho :2cge::c:tj:.:u:'; c i:;:8.li-t-,{- tho
Sacona. Grode Recion.
DegionE\l RCGuli:'.·cicn s:!;.~ll be ".;:-,e
Eead qf Region ·iiith .ti'lo 3p:;::ro"l'-al
Boe.rd. .

e.

'.L'

f. CoI:lpGtent Offie ic.l shoD. be t~;.e L1:L'1i s-tcr 0 f Eo 00 II ifni!' s
the First Grade ~cgion and t:-:c C-ovQr.aor-Ec,::,:1 of the ::~.st

Region for the S:lconc. G:::-ao.e nc~ion.

for
Grade

Wif/25/11
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'J.

g.

" .~'.,
!
j

\

nO~ionD~ Ct\pit~~ shell QQ tl:c I1cCione,:L llssets' (r.at'yot ~~parat­
cd) bot."1 in the fori:! of ;,o.r..'Jj."·~;mcl goods ",nieh ce.,..11 bo.·"altmd in

h ' . .:l"\. 'l,:l' ,.. •. ..... 'Mm.r..ay SL..'C ('.s ..L-'1nL:.._ OU..1._.,J.....'1.;.;;s, ':"...'1c.'1.l.I1e s, L'"'Vcn~or-J, O-""~...c.c.ce I

facilitie s Dncl otl;.or ri~""ts" .

h: Ilc5ionsl Ce.pital Pcrticipati6n sholl bo rrvery unde~eR.:Lng.par­
ticipating Regional Capital i.."i. a Joint business ·...·j:th--the··2hird

. Pa:t-t".r and or the t..-tilizetionlusc of trlO ?3t;ioneJ. cc:pite,l by the
lliird Pe.rt"'J . ,nth a certain :fc.e/c~aJ:'gc. . ~ ..

i. Third Pnrty s."'rJ.nll be c.rry Agency 'or lhdorte..'t(i.r.!6 ::so die 8. and or
L-=ic.iviclUSlI outsido the C:rgC'_".;zation of the ncgional1l.b.i.n.is~c­
tion, .; nter elic tho Ccntrr'.l. GovcrnDCnt, Other ?.cgiona~ lia,..,; '"-'ig
t:r-ntion~:~ stntc O'lr'...ed lhderti£kinc- 130 die s~ negiona~ llidc.rta1.c:L"..o
Eo 80S::; Cooperntivo D Uldcrt['.king; Ne,tiona~'Priveto a.nd:.o:r- ror­
eign,Priva.te CODpe.r...ies subject to' tho Indonesia':l-Ie.wB...·

j: i.1sn85Gr::ant Eooru shnll be thc j,!n.11ngcr.ent Board Of. Rcgior.nl
Cc.yitel ?cr-L;icil~::\t:l.or~~hirQ P<::rt".r f S u.'1.dert~l..:ing:L :.L!l''<

CHllP Till II

OBJECTIVES

.4.rticlc 2

Tho .20£iOllDl Cnpital Pc:-ticipc tion i.n L."':i:-c Par ~j' rS fu::.dcrte.Jd..tJ......:;
';s i.ni;c!:dcc'1 to ir::L'rovo t::c TIc,:;:-iol'..P.I :2_Conocic GrO··.....h "",r: c' -i r
..I.. ...r:- ''':'' ,.u..:. .. ..-""':: .... j ~

cree. S8 tho Ilcgio.r:.a.I"","'n:L'1Gs/Thr'.ronua s.. . .

To e,c:::',:?-;c tho o:J jGo'l;ivc c,s r::ontiono d. .; n pe-"'B.Gre.~h .(1) horooi';
tho pe.r"'cicipc.tj.on of Rogionel C[\pital in the Tb.ird :?art".:r's ur...:.
::crtC'.;::.~~ G,1::\lJ. '00 exccu.toc. bnsDcJ. on busi.':o~s OCO.c.o,-,iC p;.in
ci:plo s~

.' '.

CHtl?TEr1 III

?lWCEDm2 EDl? CJ'2IT!IL ?jTITICI?k:J:Oii

/lTtic1c 3

~1e ~~Tti8~;3tio~ of ~ogio~al C~~i~81 i J
C~'1. bo iwplo=o!:tod by :

~.irc. Perty f s . u.'1c.orte.ki.:.~-G
.. '

n. PtZ!'"chc.s:~-G Clc.TOS ,?f 3. Li~tcc. Li.8bility' Co~~"J0'''.. (PT) ·:~rr"';t"'~
e.J.roaa.:,- :CGr.. :L'1corporntcd 2_'1d GOoel prospect..,·
AS ,,-Ol,n'::o-.., i,..... ~· ..I1C Cs+ ~"\li~~~O·h.L. .::' -. ·.J...~d Li . 'l'~- G .-:: _ ""'.-'_.:. _... .:. ~ "a .... -_"-'."' .... v C..l. 8 .LJ..::11.~,-, QO~_:L".i ::Jr::::Jany.

C. !J.,.,,-,~.gCr::O.r..t 'Cont::'[\ct s prodLJ.:::tion contract g :profit sbari.'1{S cen .:.
-tract:: :;:~'O dugtio:l s."-lar i.:'-G cQ.,"tr2,ct a'1u businG ss Ie c£rtior;. s.."1e.r­
L"1G cor:tr~ct.

4
(l) ~lC U:2.8;:"'"t;8}ci.:-~s of ncgio::r',l CC.l)i':~sl paT"ticipatic.!1 -to "t-~G :Ib..ird

?ar-t-j:r s2lnll be :rCS'ttlBtCC. 2_"-::' sti::,:;ula-tcd D-j' e. .?a5iOrJ.2.l Rcgule.­
tio.:1..

a; GJ!:si ::c:ration or.. C2.p:. ....;£1.1 p~ticipa.tion c stablic::;.,,-....'.ut:
b~ Objcc~ivc of c~~it~l p~titip~tion

c; ?roc2cL~C for c[\pitol pnrticip::\tion
d; ?rc=Dti~n nnu Supcrvisior...
c~ :IX;ci~ion i.:l respect to tho t.;,rlU8I'tb-1{iJ'1.g output/product
ft\. Otllc~ thir;.gs considc::--au ~t"'~CCCSS~..fo

VNv/25/11

..
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..... :. ...-:.
,.;"-..:
-: .~.

'.

(3) ilie ?ceionE'.1 RCGulc.tj,Jll O~ :::'cf'crrod to in peragra..n.'l8~:(l)·
(2) horoo f J' sl'l-.'ill co r..c into ;0:::' co oite:::' be';:'lg 'lo:;ali'ie d
the lLlinistor of HODC .~ffcir:J. .' '. ",,' ~.. -:' ..

(1)

and
by

.llrticlc- 5 'J.~,... ,~ .. ,~

Th '-:srforo' purchase of share s 'in eo Lim.ted Id.ebili# .'coIJPa..'1Y'
(PTj base d on the Regional Regulation as referred 1;0- in .Artie­
10 4, it is necessa..."'1.' to First provide. its ·fu.."1d i.-i·t.i;.c ?.o' .
(Sionel BU:lgot U:.PBD). . .~ ,", ",' .. ~

...,

'··1·
....... '"
: ;.-.:

.
I
I
I
1
I
I
I

I
i
I
t\ i

pe..rtie s .. ..:

\(2) . ~
~'lCrGOI

cepitel' c= :-:::'e
,.~~~e:...;-=-:.... ..p.,.... ~c":'i,:--c"P ;':';':';'"i:"~'-
--~""I"-I,,J 0 __ cs_~ 1,,_, -['_ I"-~~,,

K':L"1dS/~lPCS cnc1 "';"el~cs of 1:f.C shares
:3 t1sine sS t:..'1c1crtc.lcL.'1.g SO ctor. ..-
C~p~~al :p::o~r~~on . '. ,.
?:.g~l1';S~ oohGa:r;~ons 2_'1d. ::;2.-"1c-.;~ons ~

Ot1:er !:':attars considered. nccesser-.t.

JS,Crjr tiDC C Rcg5.onal Cnpi-ta1 Pc.rtici::;:ctien is pcr.:forD3C:,L of
Co LLJited L:i.ob1.li~J con}J:lr.:y (PT} basod on tllc R3gie!"..E.l ?..Ggu.l.e.­
tie.::. I:'.s tloe.nt in ['.l~tic1e 4::- it is stipu.1<:atcd by n .2cgional Re-:'
c;u12.tioll o !. in the establishment

BGf'Cl·C stipulaiins t::c TIcgio.f'inl I/ogulation as rcfo.::r:-cd to ; n
}J<'-='f',e;rnp..'l;, (1) hcroo:f~ a Bcsic'ni}:::'ocI:lent 811811 to r::e.do between'
tho Ho::.<l of HCG'ion~€'-,'1:l tho ~~tios pcrticip3tL"l.,3 .i.'1. tho ostoc­
liS:"1::::o.::.t of tho PT"

After the funcl i::; alreaa;;r evailablc for the sh8!"e S pl.Zohasc as
cc(;.nt in pc.raG!"nph 111orc=of, ·then a probi.rlf;·ca.'1·oe'ce.do -towe.:cd .. ,
the Lil:'.itod Liability COIJPe'_'1Y(PT) which vall ·soll..s..... "'.res . BJ "

as to obtain inforr..a.t~9n.:" dat~. with rospect to tho, types. and
.price s 01' said ::heres. '. -: :':"J,~'

If tho HOe,a of I1ogion cell .approVo the typo and pricGs '0:6 s.1'larl3s
fl.S referre<1 to in pnragra!fu. (2) hereof$ then its i!:lplo::::!Gntation
sho.ll bG stipulated py a IDcrcc of the Heed of Region rogard.ir'.g

said share s purcha:::::
c

• ",:..'1me Head of Region cn.t:J. dcsignote an OI~ficiel to serlle as tho
RC;TG scn'(jotive of tD-e TIegionnl ~!d.l-:rinistretion in iGp1eDonting

thc shsrespurcr..8.sC
o 6 '.' f

Article ;.. -.)

:1

j
,J

'"

(1)

(4) TInsa d on t..~c basic nGl'c CS~!lt xlcl' Rogional .=fegt.:.l3. ticl: roge,:!':di.!1..g
th8 ?oGicnal Capital Par~icip~tion as refcrred te. ~~ P2~agraphs

(1) and (3) hereof; then ['. Li:',:i~cgd Liability co=:;:e.I:0'- (PT)sha11
bc cstablis!lod by a j'b:turel doce.. '
~~C Ecnd of nCGio~ cc...n ~csiG.n.a,.j~C or:~ cfficial OT =:oro,. i·~O ·v:il.l
act '£O=, ar:d en CGllalf c.r t~:c I"'.ccion i:ogcthcr v,·i.:;h -:}:'3 mird ­
:c:-:::'-" -:0 Gs-ta!Jli~1 a lir.:i.-tGd. Liability co=pa:JY (p::n:

.;{.rtic1c 7

(1) ~Ii;,c: ;:ogio::2.1 Co.pit2.1 P<:r-ticipe.tion an refcrr0a -;;0 :-"1 artiole 6
in ti:G forI:: Ofl::O:lc}r s~8.11 be bud&8tted in thc':'~Gio:-..al Bt..tdo"'Ct
c..!;'c:' executed by a Decree of. tl1c-BJe.d of TIcgio.'1..·

(a) TIle ncgior:.:::.l Ccpi tD.l P<:u'ticipe:tion os rcfGrood to ';:1. article 6
in the fO::-r:1 o:f 500 c.s ~13.1l ~o stipulate d by e Doc::-ee a f tho
TIcGioncl ECE'-d e,ftQ:!.~ obt;:-.:L'1.i.-'1G ['..'1 epprovel froD thCl ::-c::siol"...al F..oE
rc.s8ntClti~J'o Boc.rCl o

\WI/25/1 i
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.,'
[

., .. : ....
# "-P,

.. ;: I. '..~:': : ~ :".' ".'

be ine' i.l::i::;Jle:::ente a.' "
to. heva :'"the' e.pp~-_

'. . .. ". .:..... ;..' ...~

Article .8

Tho :P:i.rsi; ne~ion31 1'l'Ope:-'(;,)' ..Lr}- the Lil:1i tea. ge.bilitY.~.9oWPe...4Y' (PT)
constitutGs t}le:::epe.ratod ~egJ.Onal P.ropGr~.: :,':;'~ .• t,~": ....·

?articule.r1y for the ir.4...o7C\b1e Gob~~s~ before
saic1 :I:ecl'ee of t.he 1(eGiC';13l }~ad is !eguircd
a1 :rron ths i.1ir.istGj:' of BJ~::G lifi'2j~'S.

~D cO:lcludEl 2. ::J.aI'...3GcDent contract~ :produ~tion co:::t:::act;'profit'
shari.'1g co:;'~ract, l;roduci;ion sheTin.g contract e.:J.d mdcrt·sJ.::Lr;,g ­
10 ca~;ion s'ha:.~ing contract be. 1:8 cl on t:he Regional Regulation as'
!JG~ll'G ; n ~U"t:i.c1e 4~ the Hceu. of Recrion s!'.:.a.ll rcClucst 'e., prior ep...
":IroV'~l :':'X'C::1 thc Regiona.l RGprc sGntative Board on sc:.iC: con-tract
PJ.e.n~ . " ."
After obtainll16 an approval frow the negio~~1 Boprcsoptativo
Iberd (",8 rcf'crre d to :in ::.rtielc '(1) her"of', a eondit~onal join.-t
a.rrGCi:T..ll1'G c.:1nll be concluded 150twcen thG Heed o:f..Region c:.na. the
TI"iira. Parts eonta.in.il'lJ the l:lO.in !:ll;;;l;to~S es :follol':f.3 : '.' .

e.; I(1on'i;it-i 6f -r.h'.' rc::nectivo parties. ...
b; rypc 1'\:")'(1 V:lJ.t.1.IJ QJ: the C2.1Jital ::Z'on the Jlcsionnl pe=ty.
c.,; Busine GE:: seeto!'.. ~

a.; Th:C'!;1/perioci. o:f the ngreer.:!3ht.
8~ .P.i5bt enc1 obligation as well 38 Ga.:;"lc~~onso
f. othCT l~ttG:::'s cOl1sideZ'ccl noco s:::J2..!'yo •.

(3) S.b.2 ::'::Jpler.c!ltntio!: O~: tho l:J~~QGe!:1cnt cO!1tract~ proc1t;Ction con
tl'ect:;> profit sh2.rinG cO:ltrc.ct, production shcring contre.ct"dnd
or l"..:~de::·to.k:inG J.oc2.tion shcu':i.:h::;' contZ'2.ct e.s rGforrcd to ; '1 the "
c::TC G':=J3ni; in ur:;rD.grOP:l (2? ,hote(')'f shall be stiut.Untod bY- 2. ill_
C~(l,., 0-'-' ":he 'P;:'-';OI~"'1 ).JGa r ' \"';.."c;, 0;",<>1"1 b" of''''''e-c';'~··G <'>7'~':;:>'" i-'- ';8__ \; .J.. l'_'" ..... '-.;;:.,S..J- _ ...t..-- ... ~ ......~ I ~ ... _ .. __ :; __ v-v u~ "' ..... _ .. _ v .J,.

r n t ifiG ci. L:rv· t~lG j~li!"..i stcr 0 f ::10 nc Affair SO
T-'" "'''';0.' ThvCl'C" 0"'" J'ilU ;-:"':"';01""" Honr1 ; ~ no-'- .,..",-'-i 7';00." 1,,-- ':"';-'0 r"u··_..L .:.J ... ..I.. ......... 0.,;; ... v... ' ..... I,:,-L. ...(.,..-. r.. .. .J._;;.;) u_ ..... tI __ .... -J U.L';' .... -

n-.; ;...... ".,.. A-'" ':..:' '""'" ·'·r'·r·""i""s ~"'e"" ':"'l"'O ~~co"""n~' "';-'011 OOCO-O VO';· /• ...,I.~' '.;::-: .,~. ~ n.;....; .:\..:. _r.-. - S v.......... lJ... c..:..~... _~I ... _ lJ ...- ... ~ ..L..Cl

:"l':rl ,?~..l..~U:J

(4) To \"i?r d tho Icci'oo of tIle ~oGio.h.;:>.l. :-:Ce.c. as refGrood. to .;'1 pa=e.g­
Z'2.~h (.3) of "'ellis ,'.:::-i.:iclo o:£' ','.l1ich tllO '''-elidit-,r }:oZ'::.oa. is 1035
"t..!~[L"1 5 (fi~lC) ~.~cG.r~3 t.ha !"'2.ti=·ic~tic!1 cO::JpGtC!~CC -theroof s11.5l1
bG cle12g2.tGc1 ·co t}10 T8S:::uc"ci-v'"c' GO·v-CY~.c:Z·-:-::'2ad of "tl:c:.F";·--s-t G~e.c.o

i1oGio:;, :::n.d :ro;:-·oZ'''t~:'cl to Tho i:1iniotet of :::):::!G Jdfeirs: :L.':. ... this.
cess;: t:-J.' JJi'"QC"tOZ' Gcncr'D.l 01" J?LDD"

s.

of

_'1

'.-

::l
r

(3)

~

(1)

lS

td
so
1a.

(2)
~es

ion
lr'.g

10
r
)

g
hs
1

12

..l:tic Ie 9

(1) 1'0 :;:Grfor::1 ['1.1 0 :,::c~:1in.~·U.o~'l to',':c.l'd t1:0 GOo 0..8 as capital. 'oro uG!'.l:i
ill ~]:? Qs~,i.?1;>lisl:r:l0!:.t of th<:, ;r:·i.,·'';tocl.1ia1.Jility C?I::?at:0 CPT) end
Or "(:;-:-"':"'"1'''''''''0;- -1,,,, ,·",lUG 0·' ·C"'" ';;>" .... '0,.,"'1 u.,.....,...,c.,.....··-/.,....,oC:c- as ·,·'e'11u·'oJ~· ..• ...._J.~....... _b V..;._l",; IG. .. _ _ ............ - ...... :..::>- ... _c.;.- _ ..... v_1...I -lJ,.:"/::sv .... , ,..L-.!..

as th:] Pe.,yi7iGl1t considGr2.t.iol1.' ctcctcre. in :;:::,cper; "2[S the a::;r-ccu.-·
I::Cl""':; 'fOZ' r,'l2.:;'~Ge:7.c:J:~ coni;r::,-ct·~"pZ'oclt;!::tion contr2.ct, profit sher­
i!"~ COJ1tre.. ct: ;:"ac2.!:.=cti!.~:~ s.;"l~ri t""J.g CO:ltr2.ct, 8.-'"1Q ~~dcrt~:i.~ loca
tiol"l s~1nring car"t:-2.ct 2.3 :-efcrrc cl "'co ~ '1 a=ticlc 7 :;a...--agraph (2)':""
e..'1d. e.rticlc 13 PC:;:::2.9·~:P:h (2) tile E02,:i of Regio:;, o;-,"'ll cste,blici'_
a_co=:..it"t;GC co.::.sisti:-'....S 0:: ~c cJ:c:-:'2nts

• •••BEST AVAILABLE COpy
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(2) :the TIei;io113l R\Jv,muc ~:.~':'"''irice d::'2.11 schedule and rncltor.the :Prog:.. .:
ress of the nccional c!1,pitcl pt;rticipc.tion tmdertaki..n.t£s with ~a.:
:Party in thc fr['..D::l\·iorlt: of irJprovint; Regior..el Rev-cntE/Fern.;i.nBs. (" -;

(3) 'Ii' considered neces~ro-.fp before taking decision' on t.';o "~tif{~e .::.i
tion of the Regional Regulation"bnd./or meree of the 'iliad of Re.:. "F
Bion, tho minister of HO::;)J Affairs can desiC;I"-<,.te a.."l' O;fficie.l to' .,~

COJldqct on th~· §pot e xaJ:linati6h on tho ad:::ri_n.istra~ive, p::::-9ce.~,ure.l,,:f
physical, socio-cconol':'.:lc aspect etcetera :;-oq~ed" :' '; ,::.:. (.~.: i ~

.! ';. ~ ~. :.' ~::. ..

CHfl..:? Till rv . , ..... l.

l' n 0 11 0 T r,o N

Article 10 "

I£ consic1s:reJ. necessary t.:YJ.e·:::::ac1 of ?8gion can es-tc.blls."-l a I:.:le.ns­
52SC:lt Eoe.rCl' a§ the 0 xec Lrti';e c,PPf:'.:'atuo. 2.8sis1;;:1G the ", 2egionsl
Ac1"71 i ~s~e..tibn. ..... : ..~.. "-

In ir.mleI:1entine the gcne~'31 proDation as referrod to iii pe'l"e.g .:.
!'Glph 12) of this articJ..Q:. the' Director General of C"Bneral Ad
Dinis"!;l"'stion nnd Regional Jh"tono'l.lf s.."lall .receive C!.i.::eci;ives,i'::-oo
and TG!-'OY"('; 2.11 J:Jnttors to tho r.'iinist:3r of HaDe .Affe..';~s.· ". ',.:"

2.:..1J.e I-i'end. of TIcB'ion shnll perfo!';] prosotion tOW~0. t~e Regional.
Capite-I pc.r-ticip2.tion in Third ?c.rtyJls l.l.'1dc!'takinG

I.r..' i::l,ple:r.i(.:nti.I16 i;hc Pr:Ji71Cltion c!? re:fo!'rcd to in pc=ne;raph(l)horQ-
of~ tho !Ieea of Fee-ion shn11 be assisted by the Soc.:-otari,¥-·c cf
RCGio ..:.al fur~itc~:v·.. ,.

.,:

or

)1

1
i
1

'1 '

':.·1-..
;:j .

-:be I:1c..r.z.gernni; :A
~e s';;ipu1.ei;ea .. :'1''''"'oc 1:ti...oi.5ter. . ~ ::

I

.I
I

1
i

11

'j2

Article

~'l..:::'tic1c

~e r!linisteJr' of llioe Affairs s..'lJ.tiil bc cO::IPet~nt -to per:forw go; .:..
nc!'s~ pror,:,')tioll in cO!l.lJ,ection"Yiith tho Rcgional capital partici­
pation :i.n Thiro Party I s Undertaking.

In iop1cr.:cll'G.:'LtJe:'i;hc 6".)110r31 pror:loi:ion as ;:::;cent :in p<=......rsgraph (1)
of this article. the Minister 0f Hone ]i'.fairs ~all'bc assisted
by the Dp-ectOr' Genc:r:'1J.l of General Ad.tri.nistration e...nd·' Regional
;':, tzcono!:'tY' 0 ~ .

'IT,,, 0!'c:;e"'~Z2.t'ohP1 S-t;'l"uctt:=0 ar,c. ';,o .... ~,. ";) ....ocedli:'0 o-r'"
£;~d- a~--;efe;r;-d-to, il::' Po=;&=,;-ph (3Y h~reoi' sh3li
by thG r;ee.c1 b= Dcgion b33Ccl on the cli!'octivcs fran
of EO:=G !lffe.irso

I:::. the :";8nt of IiegioD::;l C2.r.;:' ~;C'.:1. participe.tion!2. Ii7:;1;ed Liabil.1­
.~..i coq2.!""'.:J ~?T) thcl?- t? l'C:P-C::'~:lt_~}:e. Regiona~_~ch;i."li8~rationJ~(3
l:oncl OJ: RC5J.on Can Clo::1J..gn:::cc c.n O:c!::!.c::!.el to s::;; cs ::.3ooer of tnc
I3o:=;.rcl of C-or.1::1issiono!'s :"1" b2.S0~1 on tilo nt.:!""'...bor of a~p=~s CW:lC-cl by
'tr.c ::G5ia~ it :~S ':.;hc :r~ie;!~t ""CO· ::~4¥~C c seat i..,.'1. ~~e ~·os.rd··cf Coo
~ssiono::--s in ncco::.",c.9.l1go \",·i-t~ -tl:c pro--:,""isions 0:: i:hc :;rcv,ai.l.ing
'0"''; C"1~.J.;..0 c,.,. ..l~.J.;or I ; . , "- G"'w--co u _ oI D~\.~""- -"0._ _ n ., ",
T}'G t-"e°cl 0 7 Po""; 0'1 c['n en si{7;,~t,., 0 ..." Off; c; 8 1 """'0 <::",.,1.1. co·,..,tir" . .:::
':~l:":~ - ~~~n:t:-~:·n -)"~.;'" t~-'-·;;': ~ ~;,: -.:.~ -.t~~_ ......;::..~; _Ja.;-,-,_: ....o .... ...,~ _1,;J:Te~" __ ,,. "nc; •.o:..) ....on "'- D v !1J."O_ " ••e ":,,_.p_,-,~,on,,<.,,J..On 0_ ,.;e.ns..:.

Gc;:;cnt cont:>"·~'.ct, production c:)I':tr~ct~ proi'it s......mrir-G cont!'ect 1 '

pro clu.~tion S:lcrine Cont:::'2.ct C'.--::l U!.11erteJci.r..g 10ce.tic~ sh.e,.).-; rg con.-
~~~ctQ .

(J..)

r .... ),,j

(1)

BEST AVAILABLE COpy
WN/25/'r1 T:.l1.C Off:Lciils ...
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(3)

The Officials l1o~d.{;r.r".7:;{:, 7:0 =c~;-.'c"'Ol1t 'Lho Region 8S !::2e.nt _ . in
paragrnphs (l)0.11W. (2) c=-: '~~1is ::!.l'ticlc~. sbou.ld e(~Tisa:OJ.y·· herra
propor 101O\'11e('-(;0 of pro'fcsd.onc.l cl1uoprcncurshi:t>' e.ndbo r.es _
ponsiblB to :the. Hoad of' TIcr.;ion thro ugh tho It1anec;ar::cn:t .iI:oar..cl (1i"
o lJt~blishoc1). . . ,. : '~!":=:~':~

. . . • .' ~ . . •~ :,.. :" . _:: 'C :::'"". 2 ~

CHKPTEEl V: .,,:_;,r.:-,i-,.~I

S U:? E R V. I S ION '.'" " '. :":~.: ','~)

Artifl18 13::" :. ; ,~/;,::'
• &, .;. :.-' •

~o f:1inister of li.:>!:"ia Aff'nirs end the relative TIegion,nJ. F.eed
sOOll be conpetcn'c to perforn 5Gii.araJ. su.P'3rvisio'n .L'1. co.nr...Gction
;',iih the ne~ion."'.J. capi-'a;el pc.xticipation ;';:i:lih fuirq.~t'y"~,'" ~ __

. ." : • ~ '.: • -. "\. l ....

~"lo Officials' de~igne.tGd to I'Cprc sont tho Region i..'1. co.t1fJ.G·ction
.,.lith thc TIcgionnl cnpitc.1 pc.rtidipation with Third' ?arty'- ',"'as
rcferrcci. +'0 in £'.rticlo 12 pc:.rG.c;rap'hs (J.) and (2) forv,erd a'
l"Cporl perioc1-i.calJ,y (onoo in 4 oont1109) on thoir t,':".Sks· ibplG!:~:3r....
·(;c.t.:i.on to thg F.csd of Rc[)ion thro U&1J. 'lihc 11alw.eenent Boerd (if
o stablishc d) •.

The tellSgllrent DoeI'd 8S rcfc:'rod to in ~rticlo II pe.ragreph (3)
sb,nll suboii; the RCJ:ort s Ccro.pilietiolla.s J:;1can'~ in. p~ne;raph (2)
hereof on tho il:"plc8en-~21-'do11 nn'd rcsult of tho Regional Capital
pr.rtd.-ciJ,'a.tbn wit:h ·the ThircJ. Pnrty to t."'-le Eoad of RogiDn once a.
yea=' 0

Tho Head of 'Region shall :f6:r~~.:t'd a report oilce a :-tOaron tho
inp1enontntion and rcs~t. of the Regional Capital Pe~ticipation

v,-j,'(jh ';;ho ~Ih~..!'d ?2.!'1;-j" in His Jggion and o:r his s~crc..;:n.ta leva 1
TIoGion to thG superior 25cncy~

CHA?:2r:H 'VI

Em.EIlT.(uCnm .I{ES'li'Il]!

I'
I

mo-Frofit or ~'1dcrt[Jd.r:G result s:'s.5:ro of tbc RGgio:l£.l capital J:ar":'
t~bipa.tion ,','ith tEo £1.ird Pnr~J s..-:;'8:-::1 boco:JG tho rig.'1t of' thB ?..c
e:t0n ob~n';"1ed dur:i..tic'thc CO:n~M,;.-_fG :fi~co..l ;rC8.T S'h~ll co c:..opositi:?c to
t...10 rtOg20D.2.;.. rO['.sL<ry Dnd s..n.p.ll t;;l0 P:.::L;/c:J:r.orc d iu'l;o t~'3 Rog:i.o:'.E.l
Du.clgc t ,1..,,- t:h 0 f 0110 wil'JC£ yo ar.

CH1!?TEn VII

TRt.Ils:r J:'IO;L~L ?TDVISIOH

A"ticlc i5
libf" .JJhc .RoGion bC'.iii.p-5 pCl"i·o!-l~ac1 t:io ccpitn1 :ps.:r ticip£1,ti.o:: iIi T~:::-d.6 .
priol""' to the i~.s l1.~'""'-t"!CO a i' t"ili. s TIcG'!J..l;,~tion, i;hcro fore :"'.1."th.:L"'l not .l...Stcr
-thfui 2 (t·....o) :X1nths after this !:L:Gi:E2:tion is stipt.:lsi;c~, s..':J.ell _
jdjust its a:-l'ar~m:'lt t,') the provisions ba~d on this :205til..!::l.tio1:l..
- Party

Gor!CntmUIG ?DOyI SIOH

1'l.rt:.clc .,16

(1) :B-j' th8 ~C1;l.i-'J& ; ~to force of thi's I1eeulation, all Ree;ill..".tions rp­
2£\'1;0(1 to t...'1C I1tlGior.;:>.l c::'.y:i.tt'.l· :r5.rticipc'tion with a. ~-ii=c1 :Pe...~ ,
!J.Ot in conformity with tl1.c proYi~ions":'o f this llCgD1 qtion e..""'lall
be .revoh.-o d and dcc:_s.r"c c1 mlll ['..:.'ld void.

mV/25/'1 BEST AVAILABLE COpy



• •~:' r.(-t7' (.r.)

(2)' P!'Ovisians l~['.rticLllc',~J.y :,.'ccriJ.<.r!:;it!G thc proccdures,'far 'c:r.::ploit..
.; "'-G the Re.giap-aw!1Cd l'!!lG.crtcl~s tlS referred to in Chaptor

,v articles 35, 36;, 37 anc1 38 'of Ret1u1ation of the Minister- of,
Hero liffall's NUJ.::li:-cr.4 Ye[',!' .1979 rc Managoncnt IcpletlGntation '
of tho Becriona.l Ad.ci-'1i8t.·~tian Property shall be revoked' and
c1ccJ..a.j.·e d' as null and void. . .,', . , ... '~,

(3) Iiiattcrs not yet or rot sufficientJ,y regulated in this 'TIG;'~~~
i;~~a~iop shall be further regtil.z>.tcc1 by the Minister of . Eo=a·
W:t:tall' Sit •

:,:' j

force as fryI:1 thc date of :Lts st:L-
.. '.:' ! ~ ... ~ ~... /

.- .... ~'.:

Artiolo 17

'lliis Reg!tiation shall CODO into
pulr.tion.

.'.. ':"-1' ,"

.Stipulate din .Je.1rerla
On October ~ ... 1986::-':"

! ... ~

THE MINISTER OF HOllE .4FFAIRS
sigmd

S 0 EPA R D J 0 ., .

, >,
.:: :.;"

.~. ; :

. : . .'. ~ ": ..- .

'f
L·
)'

I
i,
I

i
1

i
I

. '. :1.
. • I .•

ELUCIDATION

.,' .':.

': ..

.~

J•
i

WI I'I/25;11

..
BEST AV/J'/LABLE COpy " ...

•. ' 1:'



ELUCIDATIon

o N
T'rlE HEGULATION OF THE rrrHI STEH' OF HOME AFFAIlis"-: ...=t

NUIiBER : 3 1'"E~~11 19136 . ..:•. ;: ';;I
I
1... n E • I :' ~

i;.
~ o'

1

. P,1ll1TICIP.1TIOH OP nEJIOrIAL CAPITAL'IN ':'h,::r~':o~
TP.Irm PARTf!S mffiERTAKING ,·.f.· " <.r:': ::;:.';:

. ; ""..! ~ # ~ ~ ..: r;

.. '~'.; .~~·,)j~~l

'~" ':,' ~~:.: . . --'
too

. '. -:~ ;

," ~ \ ...
. '. In the J:raI~;,·;,ork of' t.."le i:"''iple!:lentation of' ta.!'l.gible" a..!1.d res­

.. :ponsible' Ue5i6n~l ~1utonorur as wall as to :boost· the:'.rTIegional
economic gro\·rth~ efforts and e.'1deal"'.oura El.!'~needed· to fos -
ter the l1eaional ParninYHe·.,renue re so urca s. ' .:~~.

,"Based 011 article 55 of L::m Ho~ 5 YGEl.!' 1974' re Pr·i'hti.plea o:f
Regiona.l llc'L.-nnis-tretion it is state cl t1::o.t the 5en~ Be
eionel €)ar!1in0 / revenue re so urce.s. consist. o:f: . :..
(l) f1egioncl ~x RevenuesJ'In.ooLie; . '. . ... :.~

(,2) Tievenue s Frocee ds of ReGional Eetribut ion; .. ,'
:-:."

(3) Revenue a--of ne6ional .conpanie a; .' ;.'

(4) Other legi·i;:1.s:::t:c u.~dertakiI16 revenus s.
, . .

Further' i.il article 60 of Irn'i' NUDber 5 Year 1Y74 :'it .is also'
. sta.tec1 that by the Regio.nzl Ileaulation can be e sta'bllshea
some undertakings to inqrease Region~l ?arning,~esources.

. From the genuine Re~io~al r.ev~nue ~s ~eferre~t? i~ f~ ~
gures (1), (2) and (3) of .arb.cle 75 .:LD· Law 1'\um~er:i5 Year
1974~ in reality it is Dot adequate enough·\to: finance the
subsistence and growth of the Regional Autonomy. It is
therefore considered necessary to increase 'Regional Earn­
ins ~esources by founding some Q~dertakings as .referred
to in 3rticle EO of Lal'i Humber 5 Year 1974 weich constitute
one of the legitimate Regional undertakings as meant un ­
der point (4) article 55 of Lao,,, Nu~ber 5 Year 1974"
Eased on the fact So far: m&ny Regional Undertakings have
been iDplemented in the fo~m of capital participation in
cotrlirrercial undcrtah"'i ngs, both the capital J'oint venture
....iith the Central Gov<::rnwent~ National Private Bud Foreign
Private cocp8ny with the forn of a Limited Liab~lity com
pany (.?T) and 'Cl1S Regional ?ropert-.f E:x:ploi tation (Under =
taking operation).

In operatin5 the undertaldngs of the Regional capital par
ticip~ti0n so inr 1 iuctually it always has linkage and ­
correlation nnt separated with the Third Party, whereas
thc prc~edurr;s for irnplec1entstion, 'J:anagewent, promotion,
supeI',"i:=ion anc. othcr things ere still va.!.Jing vlhich
a'mong other3 are due to the non existence of: a regula
tioD as the implementation guidelines o~ the article . 60

. La~ Nu~ber 5 Year 1974 ~hich can serve as the legal basis
in said Regional c~pital participation UD&Ertaking.

WW/26/11
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Besides, the prov~sion ~~th respect to the Regional Ad
tinistration·Property E:qlloitation as referred to in er
ticle 35 of Regulation of the iunister of Hooe Affairs
Number ~ Year 1979 re Management Implementation of . the
Re5ional Administration's Pro~erty need imnrove~ent and
promotion, so that effectiveness and officiency can be
achieved_ In connection therewith it is necessary to have
a resulation in respect to the procedure for imple~enta
tion, monage~ent, promotion, supervision etcetera with res
pact to the Regional capital participation ~_ththe'Tbird­

?arty, general and basic in nature ~ith full flexibility,
si1:ce -Chis cen sti tutes a dominant· and suppor~!:S :rector in
performi~s said.R~gienal capital pcrticipeti?n•.
wben observed conscien~iouBly, in Regions there" are: quite
e few po~ential capital goods but they are'idle, 'for ins ­
tence land, buildings, machines, investory, valuable doc'U!­
~ents and other ~ights. If said ca'Pital~goods are 'managed
as well as possible, they can be expected to·se~e·as Re-
gional earning resou~rces. .
In connection therewith, in endeavo~-ing Regional capital
participation with the Third Party, it should be done in .
the form of ~oney and or goods which can be value~·in

::loney such as lond, buildinGs, machines, inventory;· valua­
ble documents I fucili ties and other rights o;"'""ned. by . the
;!.egi ens.

T~e effort of the Regionul capital participation ;...~th the
~hird ?~rty can be performed :

8. 37 pur~hssin5shares from the Li~ted Liability co~auY

(?~) hn7ing alre?dy a cOI~orate body and gOOQ p~ospect;

~. ~s the ~ounder in. the ~stablishwent of the Limited Lia-
'Dility ·compu:;y· CPT);" :.. ~:.!~

c. 3y or5eniz~n5 a ~DnogeBent contract, production'con~ect, I
~rofit sharing con~ract, producticn sharins contract
2~C unde=tckins locntion sharing contract. (

I

\

2. :?rccedure ...

3521· .
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PP~TICI?ATION OF REGIONAL CAPITJ-L IN
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Tha R9giC'i:l 3 1 (;2.;11.. -:::D1 pa:,:·i;ic.:ipe. tioD in the fcr6 of
'Qloney ~helJ. '::Je ·oClo.[:;et't:8cJ. :i.n tne Ref,ion131 Budget
the 2.c2"':>le·c28:1tci;1c,!J. of' w!li~h cr:ell be stinule"ced.
a Dcc:cee 01.' t;H~ heed. cf R€giouo -

2. P:r.'oce:i:~.ro or Cc.~it,:.l Pa:rtic::i.pation

a o Furc~~sG 0f s~ares.

lD, p::::,:i:cc.:i"C'le? -:;118 el1Dres purchase by the Regional' .
A6.d.n{gtri:\ tiun from n Limi-t;E:u L:Lability company CPT)
shalJ. b'a e:<E:cuted only i:t' with tb0 purchase of said
shG~Z::s the;;" cau re~1J.y itilprov-e tnt: srcwth uf ~e" '.'
e;ional eC()~0mJ ;,;nd. or increase Regional '·earnings.· .'

Tha s;~ i~etS u't::."('ch:;~i.ng shall '[;8' based' ·:o~ th~ .R~5i~nal
H€;~'.l15tiC:l \;l) t'ue 'J'ni?d Party and faD .the· procUI'e
-:n::n~t c:'::/ S~8.11 'o~ "L''..lG.ge·;.: (;8(1 in the Eegional Buuget

Regulation of the I"1inister of Home A:r:r~ira. ).·.·.·:?i.· ..

ll=ber 3 Year 198: :eted October 1, 1986 ::i;,;\;;,,::~

:.: [ j 8',;eo. :7 1" :-'t.~:::::'t::::: c;: the E-=ed. of

DC" As fr,",,;iD.d~·T.' ~~.n ·t;11.8 8stabl:l.sh-c-.en"C (If
, ~~y cC·G.lP8i:1Y ~E--J:)

.,. ,

< •..

Iffi/26/11
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Management contract, in Wl"...J.cn the Region' has'~' . a .
cnpital in the form of goods for a co~mercial

u!1dertaking ~ wl':!; le the management thereof' :"'., is
carried· out by the Third Party with the proviso
that the Third. Party Hill receive some pro:fits-'
on its service calculated from the u::,oceeda ._. o:f
said undertolang ond that motter is-fo~u1ated
in the Agreement Deed. ::':;'~,:', -..

2) Production contract, in which the Region.- ,has: _a
c8'Oi tDl in the 'form of goods for a co:n:nercial .
undertaking, while the managemen"'c there· of - . is
carried o~~ by the T~;rd Party vQth the proviso,
inter alia : - :,-

.".: "..... --
-. The Regional C[\pital Participation in; the fort;l"';'Yo:r

goods sholl be stipulated by a Decree of the:Re' "_
gional Head after obtaining an approval from the re
lative Regional Representati7e 30ard. Said approval'
shall be formulated in the form of a Decree ·of,:,··the, ,

. Regional Representative Board. ParticularlY~"';,with

respect to said Regional capital participation' in:
the form of immovable goods, the Decree ofthe .. Re" - .'
gion~l Head concerned can only be irnplemented:after:
being ratified by the I1inister of Eorne A.f~eirs. ~ ':: .

c.·Management contract, production contract,'p=o!it~shar

in5 contract, produc~ion sharing contract~ and ,~der =
ta1d.ng location shar~ng contract. --,~:.,

: :~ .- .....
Concept. ..... , ..

1)

" '

. -.. ."

.'

8) The Thir.d Party ,rcv~des an investment capital
and or "dorang capital. _.' '_~"",.

b) The Third Party is obliged to pDy a su::. .:..' of
mGney (royalty) to the 2egioDal Ad~nistra ,~
tiOD in accordance Hith the Clgree~ent•. ,_,", :'.,'

c) P::.'ofi t & loss i:1 t::e l.:::c.de=ta"..--i ng o"Qeration"
'na"! -;""0 ":'.... f""'!......: -f-"""'::::. ~ ,... .. "'!_,;.- ~.... ,.:... fjI;""'; .. -:::::> -..1-S. __ ,J _ _ -'_ J •• _. ",c~o,-,-,.. " 0_ ... ne __ur-a. -:-e.:: ...y.,

3) C';:G ~;ro~~.t Sh87:"i:Jg co::trnc-:, :'n ;.,T:;ich ths'.2egion
hDS 8 cDni tc2. i:1 the ::orru of ",oods end or ::-ight ' .

.., ""'e -"o"s''7'' ~ 0 C ""':"': ....... ..,.... ; .... 1'-''\ .. t:'J-~ ..... -~ '.' .. :-.0." .... r.. 51,,) c. - 0_ 0,-",8_ C_c_ unc.~-,- ... a:-:::lne, - "
w~ile the m~ncgemcnt there-of is carried o~t ',by'
the 'n:d,rd. PD.::;--';;Y, '.-;ith the following 'Pro-v~sions'-':'

e) The Thi~d Pa=~y ~u~t

pitCJl 8.~,d Ol" ....ll':r}:i~6

b) The s200th c~~ratic:1 of the lli~derta~~~5 shall
'be ':~lle :;:'asponsibility of the '1:1:i~d ?a=~",v 1:"

• ..1

,
~"R/27/11 RF~T /11//!/{fJPl F rnr v

!.:...) ,-, •
.:..~e •••
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The cODst=uction built b7 said Thirc ?ar~~

shall be issued a certificate of 3~ldin5
TIight on "l.;::e EPL (M.snOijelilcnt Right) lend.

S,lid b~.1l1t ccnstruction: shClll belc:J.g to the
giO"rl.'JJ. In-,te:i1torj- 0

'2:'he Third ?~rty sholl be given /) ':ull Eluthori­
tv to Ba~~~~ s3id nart of the construction/
b~d. '..di:1S :f:;r ~he te=;:l/period of t::e 3uilding
3ir:;rl-Go

B3S8C. C·;.'2 -::::"28 8.g::·G8:::e-:::c t"":G:1ticneri ebc~re, s1:::11 be
st~..pulnt~d D J)::::.~e~ of tIle Rt2[;ionC11 nec~ ::-e tl3D.age­
oent CO::":r3ct ~ ;<:..~cd.t~ctio:: C07'.l.t::'3Ct, p::'ofi t sharing
cGnt~Gct ~ .~d.c:'''-:n::.ir.b 'PI'criuction sharirl5 contract
ond or u::6..e:rt:J':.-:i:;.::; locctic!! sh8.:::-i:1g co::tr~ct "'",,:r.:; ch
shl11l be ·";.:1].id/c':Iccth·-f.l [1[tc:: being :::'ctified by
the t~nistGr ,~f Ho~e Affnirs.

4)

m I" " ' ''-' d".... 0 ""'18::-:e, '-'..::'a'·1 }'!.-;:) •.-;::;;1.0. !:~~ncGete~-;::; C~l!l "ri::!~-:, ,pr? uc"C~on

con~:.!.·L!C"'C~ ?::'81.:':"';7· S~.':C1rl..nG cont:raCi;, una3r~3ki.ng pro­
ductior: Sl'l8'c:ir:g eC~1tJ':Jct. D::lsed on the RegioDDl Re­
g'll~tic:1 rr.: l:~..'~:iG::':~·':' C.:\j)j. t81 }?8rticiuEltic:J. 'Hi th ti1e
rPh~~'" ~.,~: ~- •. -, ~..; "'" ., :"~'"'-·"'l <::-..,,,.,,, ~.::. ~-a ;,...,., "'oy_J.._.:.. ..J" ... c..o. .... v'./r (~?..:. ... .J_ ..... p~.I.. .......Jl.,..i _"".. .;;.... __ D ..... _t::_Ul._e""""
the Ee<::.c. C.'.' T:c;iv::.. to the 2egional Representative
Boord., then ,: Je.:ir:(; rcquir8d ag=ee:lent 5::'0111 be
dr<3\·;n "'..;:p bet:'!ce:;. 7,:,e IlG2cl of ?cgi on end t~e Third
Party \·;·ll~.C:'1 is ccs·~ j.n on ~gree=e~'t wa~·...:.sc:::-i'P·;;.

The U1J.dertnlr..1J.G 'P::'Od.l1C ti on shnrin2: cont::-act., in
thiA cn~:c 'the '.t'hird. P13rty \"ill first invest its
ce:pitall equ.ip::le~lt ~ud other facilities needed, so
that said u:n.cl~rto.1:ing 'l'iill be able to· produce and
operate. The llildertaking management shall be
performed. by the RCbional Administration, in this
~a::.;e, the flan,.ge1.'1ent Board. The undertaking pro­
G.ucts/output in the for'Jl. of produced' goods spall
be Ci'nded between the Regional Administration
and the 1).'11ird. Party pursuant to the percentage
dete:!""alined in the agreement.

5) Tl-)e l'udertc:'king locction sharing contract, in
'l:his casothe Re!3ioll haG a lot of lond bee=ing a
st~tus os ti"qocement Right end en.sbling to set up
an uuu.e:!."l;aking location, \o1:t>.ile the construe tionl
dev8lo1;:nen',; "chere/is rendered to 'che T:t>.ird Party
on m1.ri:.uF.l:.LJ.y profitable requirements : !.. -of .

a) AJ.l c.osts for the completion of said undertak­
ing 10cntic'1 construction shall be the respon­
s:i.bili:;.:r/li~bility of the Third Party.

b) A part of the already developed underta1~ng

location sholl "he utilised or managed by the
Thi~d Par~'J whereas the other part there-of
~halJ. be utilised and or its status d.ecided
by the Re6io~a1 Ad8ini~trution.

....3537
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1
3

If onin n0.Cr0~ nf tho nr~ionnl Hood io not =ati~iod/

l~g£'.lizeJ. t:.y tllC I'linioterof IIome Affairs, said agree
nent sh~ll b~ void. The decree of the Resional Reaa
:-e oan<Jgeoent contract, production contrl3ct, profit
sharing contract and or undertaking production sbar _
ing contract of which the validity period is less
than 5 (five) yenrs shall be ratified/logalized by
the Governor-Head of Region on behalf of the tunieter
of Home Affairs and the implementation tbere_of." shall
"8e repcrted to the Minister of HOBe Affairs, - in this
cns~, the pirector General of General Ad~Distration
snd Regional Autonony.

30 Promot;ion and S11pervision.
The succensful o~ unsuccessful undertaking of said Re ~

Bional Capital Participation ,~th the T~~rd Party shall
g-reL,+.-ly G.C1penll on the lI attitude ll and Il politicol will" of
tho ;tcr::;ion::l1 Admir,is·crntioll. Therofore, the Eeed of -Re­
J<:ion as th·-; sale N<.:nDger/Entrepreneur in Region is re
ouirec to nerfo~ ~enoral promotion and sunervision ef
iiciently ond cffecti-vely on s.cid Regional· Cepital Par ­
ticipation with the Third Porty.
In th~d; case, the 11inister of Hot:le Affai::-s shall pe:::'i.'ort:l
general promot~on and super-vision toward the Regional ca.
;9i"..;al participation Hith the Third Pari.,-y. -

-:In order tha~ all undertakings or said Regional ca?ital
participation wi~h the Third Party actually play the
role an~ f~ction ~s best as possible in stepping up the
Regional er;onol:.!ic gl'O'"lth and increase the Regional Earn­
ings, then the ~anagement_there_of sh3ll be executed
profes.sionall~r·, effectiveiy and efficiently as well a3
based aD the I)ri:aciples of business economics.. .

_ To achiev8 S~~Q n\~nose and if considered necessa~J the
Eead of Region c;n ~stablish a ~enagement Bosrd as the
executivG 0nnorD~u3 which will assis~ the Re~ionel Ad
ministr~:,.r,ic:n·o 'Ihc o':iste7'ce of soid. !']anagen~::t Board,
therefore t~:e hc.ndJ.in.;; 0: 5.8l':ioncl Ca;)i tol narticination

.1d th tl~e T'J:;.i::-d. ?2.::-t:~,- 3:131:1. be under o';e rool' So that the
uromotion <J!:o. ;:<p.n2::;c~c'1·C :;heI·e_of ·;-rill actually run/oner
ate' end be implcn;~!:tecl c::"~(;;rly end smoothly as· well· as
the p::-ogr(;:ss the:"?o:t" con 1..:0 Doni tored clearly and easily
·0:: the ~Eef;ior:.8-: ..~.. 4r.:~:L ~~. s t;='a ti on ~ .

Said. r·lanoGe:r::c'1t n:io:;:-d. '::1;·,2.2. be 8st8blished sepClrctely
from ';Ch.8 Se~:'8~8.:~~.2:~~ r-::: ·~hG Reg:"onr::.J. ':2er!'i toI'J' ·..,here the
rlan~~Gllle;~t ~?2.:r(. ?'"'(!. ·i;~\e:.~' c~"plC'yee? ,·:O~}: as" ~ull ti~~rs
en -ene ccns::..G.:::.T.'s:::'. (")"(1. -;;n8""C s2.:!.d Re~:!.onDJ.. canl-;;al "Dart:!. ­
cipf.l"cion h<::s bc:.;(:'~:() so ;.3l'ge ond de-v-elcped so that it
is not ~C'ssi~le Gny ~orc to ~e cenoged, controlled c~d

cevelcDcQ it~th2~ by the eXisti~g e~~aratus of the ne
gional-A~~i{~is·~=~tioQ~ --.

_ :.r s:::!ict j~~8[;i(;':'1~'.1 c:1pi:;:"'Il ?::::..~ticipnticn is not yet so
:orge: then the estnblis~2ent of Nenagemact Eoa::-d can be
exec~ted by ~2.y of appointi~g several Officials/Staff of
the Regi ()DEll ~\;:P0:-2otus 'dhose t~lsk 11<::s close ties/rela
tiOD to soiG EcCioTIol capit~l p8rticipation.

1'l"P./27/11
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, II. ELUCIDATImI ON .8TICLS BY' .A.?TICLE •.

If' the Rngion{jl (;:-pi t:.ll r 8 :'tid.pntio'O is just in one or
.... -' ,"- '-' - -,", ."1,.,. ; "- "s s"f''1'-; c; "" "- to baD' ed "uvTO un,~eI',:J._Ll.b'" Ool,., , •• l.~. ........ 'Ou e 'In n ~ ,

controlled ani developed by the functionally exist~ng

RegionDl aD~oratuse~1 in this case, the Regional TIe
venue Service. '

Paragra:r;h 0) : Self e:,-:pl~notory.

Article 5
Parag..rophs ('1), (2) "'ad (3) : S08 General Elucidation.
Poroe;::-81)h (14-) : 1;",,18 "\.;:) t:hc bnsy occupati on of the Re,gionol

H~;!Jd, ~"8 Gan c;;·,,)'oo:i.ut on Official or more
to re?:cos~=:nt; tb.e Region in effecting said
.sh C:~'<::;"j l:W:,:c..::lO sj.ng.

.....

....

Self explanatory.
See General elucidationo

3esed on the pro-r.Lzion of' article 60 in
~aw Number 5 Year 1974 in fact the Regions
o:.:.'!? given possibilities to organize under­
'caki"1g DctiY-.L ties ,to increase the Regional
ncv~nuc Sourc0U, re3ulated by the Regionel
?'3gulotion ..
1.~t1;'<.!lly, up tiJ.l now there have bee::J. a
lot'o~ und~rtDking activities of' the Re
gionol cnpital partic.Lpation with T~~rd

Parties, but the procedures of their im
Dlementation ore still varying.. For the
orderliness 'of s<.!id Regional cepitol parti­
cipation with the Tlurd Party Concerned it
is neceDsarJ to be regulated ond stipulated
by a Re6-lonal RegUlation in accordance
;.ri,th the meaning of said article 60. Law
Nu~b8:" 5 rear "1974 n '

f'Intto::.'s o:f t~>e Reg:'onol Regulation as re ­
II::::~·e(:' ·to in porcE;::'oph (1) of this article
Gh~ll be li~ked with the Dro~~sions of
·.....1; s Po-ul "'t; 0'" ~IJ~ .... _ ....... u _e.; _ ~J."

/11

Paragraph (2)

Article 'I

Articles 2 and 3
Articl0- l.I,

,ParDgr~rph ('1)

Article 6
Paragraphs (1)? (2) ~ll1 (3) : S~e general elucidation~

Paragraph (4) : ~lle E~"·"'" BS .c"rticla 5 paragraph (4).

Art:i.cle 7
Parcgr~phs (""i) ~!.ld.(2) : See general elucidation.

Article 8

Parngrop~s (1), (2) nnd (5) : See general elucidation.
Paragraph (4) Delcg!ltion of anthorit:7'/coiJpetence by the

Minister of Home Affairs to the Governors­
He'lc1.s cf HcSi on ',Ii th respect to the lega ­
li~~tion of tho Rcgionul RegUlations on
mDn~~cmcnh contract, production contract,

profit

.. REiST AIIAILABLE COpy
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(1) and (2) : Self explanatory.
: Self explanatory.

~.
I )

'Profi'~ sharing contract and undert~king

9roduction sharing contract of which the
enforcement period is less than 5 (five)
years, is to accelerate its ratification
process by considering that the validity
period of said contract is not "too long.

Article
Paragraphs

Article '\0

Articj.e 11

Paragraphs (1) 8:ld (2) : Self explanatory.
Paragraph (3) See general elucidation.
Paragroph (l~) Sharl. be issued further implementation di-

Article '"12

Paragraphs (1) an.d (2) ~ Self explanatory.
Paragraph"(3) : The ~ccountability to the Regional Head

through said Management Board it is oeant
in order that the Management Board can
mo~itor completely said Regional capital
l)<!rticipation t considering the busy oCcuI'a
tior- of the Regional Head.

Self ~(plen3tory•
l.ny rt9gion \.,rhich hes alre8dy perforned J.."CS

cp.uital participation with the Third Parties
1)8f':'~'8 the issuoncG of this Regulation, "
i'lUS''; adjust j. ts nr:,nngements to the pro
v-:!.Si0D3 in th:i.s Regulation. The two yenr
period for s~id ~djustment shall be aimed
of': niJt:~:Ln;'nG SUfficient offortuni ty to
take i~v<~tor7 on the capital participa
t;::i.O':1 CC:2CC'TDGd.

1

Article 13
Porol3raphs

.Article 14
Article 15

('i) 1 (2), (3) and (4) Self explanatory.

Articles 16 mld 17 : Self c~913na~o~y.

---::: '= = 000=:::: -_.-
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MINISTER OF HOME AFFAIRS
OF REPUBLIC OF INDONESIA

MINISTER OF HOME AFPAIR REGULATION
NUMBER: 4 YEAR 1990

CONCERNING
COOPERATION PROCEDURES BETWEEN LOCAL GOVERNMENTS COMPANIES

AND THIRD PARTIES

MINISTER OF HOJlof"F. ·--~"':. ..LS

Considering: a. That to increase efficiency and erfectiveness

or Regional companies as sources of Real

Regional Revenues, as target of Regional

Economy and to participate in generating the

development of National Economy/Development,

therefore it necessa.ry to set up

cooperation- between Regional Companies and

Third parties;

b. That the Kinis~er of ' ~(fairs RegUlation

Number 1 ........... 1983 concerning thE:: Guidance of

Cooperation between Local companies and Third

Parties is not appropriate any more, therefore

completing the regulation is needed.

c. That in connection with mentioned above, the

Regulation concerning Procedures of

cooperation between the Regional. Companies and

Third Parties is needed.

doIwmeIJ GuthcDg :Prabowo\data\penn490.doc
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-
- ~

Recollecting: 1.

2.

2

Law Number 5 Year 1962 concerning Regional

Companies (state Gazette of the RepUblic of

Indonesia Year 1962 Number 10, Supplement of

the state Gazette of the Republic of Indonesia

Number 2387), see Law Number 6 Year 1.969

concerning statement that any Laws and

Government Regulation SUbstituting Laws are no

longer valid (state Gazette of Republic of

Indonesia Year 1969 Number 47, Supplement of

the state Gazette of the Republic of Indonesia

Number 2901);

Law Number 5 Year 1974 concerning Basic

principles on Administration in the Region

(state Gazette of Republic of Indonesia Year

1974 N~~r 38, Supplement of the state

Gazette of the RepUblic of Indonesia Number

307);

3. The Government Regulation Number 5 Year 1975

concerning Management, Responsibilities and

Controlling Regional Finance (state Gazette of

the RepUblic of Indonesia Year 1975 Number 5);

dalmmen Gufbeng Prabowo\data\penn490.doc



- '\

FROM DIT BINA PB'1ERINTRHAN KOTA PHONE NO. P03

3

The Government Regulation NWDber 6 Year 1.975

concerning Procedures of Arranging Re9iona~

Budgets, Implementation of Managing Regional

Finance, and Recapitulation ot Regional

Budgets (state Gazette or the Republic of

Indonesia Year 1975 Number 6);

5. Minister of Home Affairs Regulation Number 6

Year 1973 concerning cooperation and Technical

Assistance with Foreign Countries;

6. The Minister of Home Affairs Requ~ation Number

1 Year 1983 concerning Cooperation between

Regional Companies and Third Parties;

7. The Minister of Home. Affairs Regulation Number

1 Year 1984 concerning Procedures of Promoting

and controlling Regional Companies in the

Regional Governments Domain;

B. The Minister of Home Affairs Requlation Number

690-1572 Year 1985 concerning Basic

stipulation of Board of Control. Directors and

staffing of water supply companies;



-
,j

Regarding: 1.

: "IJ. 344 7720

The Minist.er of Home Affairs Regulation Number

698-536 Year 1988 concerning Guidance of Water

supply Fare tor ~ater Supply companies.

Minister of Home'Affairs Decree Number 536-666

Yea.r 1.981 concerning Guidelines for

Appointment Zlnd Dismissal of Directors and

Board ot Control;

2 • Minister of Home Affairs Letter Number 539-

2344/PUOD Year 1988 concerning rncreasing

,promotion

Companies;

and DeveloPIDent of Regional

3. Results of Limited Con:ference of President

Directors of entire Regional companies of

Indonesia in Jakarta from March 28th to 29th,

1989;

4. Results of 'Working Group" s duty of Generatinq

Team of entire Regional companies of Indonesia

(TP-PDSI) in Bandung from July 24 to 26, 1989;



FROM DIT BIN!=! PEMERINTAHAN KOTA PHONE NO. 344 772e

stipulates;

5

DECrDES

KINISTER OF HOM!: AFFAIRS REGULATION NUMBER: 4 YEAR

1990 CONCERNING COOPERATION PROCEDURES BETWEEN

REGIONAL COMPANIES AND THIRD PARTIES.

SECTION I

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 o~

Level II Region as ~entioned 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 a.nd

is approved by an Authorized AUthority;

d. An authorized authority ~s:

1) Minister of Home Affairs for the Level I Regions



FROM DIT BINA P81ERINTAHAN KOTA PHtNE NO.

6

344 j

Z) Governor, the Head of Level I Region for the Leve1 II

Regions;

e. Regional companies are all companies belong to either Level- I

Regional Governments or Level II Local Governments r which are

established based on Law Number 5 Year 1962, and the who1e or

part of their equity torms separated Regional. asset, with

exception it is stipulated to other use regulated by Statute;

f. Directors are the directors of Regional companies;

g. Board of control is the Board controlling the Regional

Companies;

h. Cooperation is chains of activities as results of formal

joints between Reqional companies and Third :I1a.rties tor

running the companies together to aim at a certain purpose;

.
i Third Parties are institutions, leagues, formal organizations,

and individuals outside the companies such as central

Government, Foreign Countries, National GoverlUllent companies,

Cooperative Organizations, National Private and Foreign

Companies p Domestic and Foreign Finance rnstitutions, and/or

ether Regiona1 Companies.
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SECTION II

BASIS, GOALS AND OBJECT:rvES

Article 2

P0-;

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 equal and proper advantages and profit5 for both

sides.

Article 3

The purpose of cooperation is efforts to

productivity and effectiveness or Reqion~l

continuity and sustainable development the

accelerate mobilization efforts through:

a. to develop existing initiative;

raise efficiency,

Companies to seek

companies and to

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

prospects and mutual benefits.



~ KOlA P!-O'lE NO.

8

Article 4

344 7720 P03

The goal of cooperation is to increase effectiveness and

efficiency, function and roles of Regional 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:

FORMS AND PROCEDURES OF COOPERATIONS

Article 5

(1) Choosing methods Of cooperation is dete~ined by

characteristics and goals of Regional Companies and type of

capital Which is enclosed in ~~e cooperation.

( 2 ) Meth'-"-l.. _.' '. cooperation is run through:

a. Joint management, joint operation, joint profit shares,

joint venture, joint expenditures, joint production

shares;

b. Management contract, production contract, share of

production contract and share of site contract;

dokumeu Outherag Prabowo\data\pc:nn490.doc
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344 772€ P03

c. Buying shares, obligation from other Limited corporations

~hich are legalized and having prospects;

d. Dealership, use and distribution;

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

pUblic;

f. Technical assistance and foreign aids

q. Combination of two or more methods of cooperation include

points a, b, c, and f.

Article 6

Cooperation is run without Changing legal status of the Regional

(;ompanies.

- Article 7

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

a. rncrease efficiency and productivity of Regional

Companies, or increase services to community;

b. Increase asset/capit41 security of the companies;

)
~J



...
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10

c. The cooperation must be mutual benefits tor both sides;

d. The role and responsibility of both sides are linked to

the possible risks they may get, either during the

co~peration or arter the cooperation.

(2) 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 to end the cooperation and or possibility to

sustain the cooperation and all other which are important.

(3) Executing the effort of cooperation meant on article 5 above

must be reported to the Minister of Home Affairs in briefs•

.Article 8

. (1) The Regional Companies will run cooperation with Third Parties

must seek conditions as rollows:

a. Have legal status of Regional companies in appropriate to

the basis of existing Lawsi

b. Have Board of Directors, Board or Control, employees

designated on the basis of existing Laws;

Co" Have proposal or feasibility study subject 1:.0 become

cooperation, and the stUdy is set up by professional



...

FROM DIT EINA PEMERINTAHAN KOTA PHONE NO. 344 7720

11

consultant appointed and agreed by both sides;

d. Have legalized possession evidence to Resional Companies'

assets.

(2) The candidates of cooperation partner (Third Parties) I besides

having the same goals with the Regional Companies, have to

seek conditions as follows:

a. Have conditions:

xr Corporations, must have legal status on the basis of

existinq Laws;

rr individuals, have Social security Number is enough;

If institutions/foreign private companies aust have

permission/recommendation for authorized authority on the

basis of existing Laws;

b. Have positive values from reliability and credibil.ity

views, that is:

- Have good attitude and dedication;

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

set up;

Have required capital.

doknmen OInhcng Prabowo\daIa\perm490.doc
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12

Article 9

344 772e

(1) Cooperation with Third Parties is run ,by Director,s or the

Reqional 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

Regionl authorized authority;

b. Investment value :from Rp 500,000,000.00 to Rp

1,000,000,000.00 and the duration of cooperation fr~ 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 (rive) years may be

run after having approval trom the Minister of Home

Affairs;

d. Investment value or duration or cooperation out of

stipulations on points a, b, or c, needs approval from

authorized authority with considering maximum limits or

investment value.

(2) Cooperation agreement meant at paragraph (1) is i.ssued through

doiRmen Oulbel13 Pnbowo\data\petm490.doc:
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(3) For joint venture, besides to fulfill conditions as meant in

article 8 para<]raph (2), Balance of Payment and balance sheet

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

(4) conditions meant on paragraph (3) may be excepted tor newly

established Third Parties/companies in order to set up joint

venture.

Article 1.0

(l) Selling/purchasing shares, obligation to other parties

directly through stock exchange (go pUbl.ic), may be undertaken

after beiu9 Qpproved by the Head of Region.

(2) Approval of the Head of Region is issued after having

consideration of the Board ot 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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SBCTION 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) Request 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:~.;,;lropriate to stipUlations article 7, 8, 9, and 10.

SECTION VI

GENERATING

Article 14

(1) General establishment to erforts of Regional Companies with

Third Parties, is run by the Minister of Home Affairs in this

case the Director General of Public Administration and

dokumcn Oucheng Pnthowo\da%a\pern1490.doc
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SECTION IV

ENDS OF COOPERATIONS

Article 12

(1) Within 6 (six) months before the aqreement ends, both sides

must. examine and evaluate the assets and lendinq and borrowing

money that connected with implementat.ion and extension

possibilities of the cooperation with the Third Parties.

(2) If necessary the Head of Region may set up Examination and

Valuation Team which includes the linked Regional/Local

Governments I Technical Agencies, Board o~ Control and

professional Consultants.

(3) Directors of Regional Companies report the

responsibilities of implementation of the cooperation efforts

to the Head of Region, and attach al.l examination and

evaluation results meant as paragraph (1) and paraqraph (2),

to have approval to sustain or to end the cooperation.

(4) 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.

Ool:umen Gutbong Pn.bowo\data\penn490.doe



FROM DIT BH~A PEMERINTAHAN KOTA PHONE NO. 344 7720 :::>14

14

SECTION IV

ENDS OF COOPERATIONS

Article 12

(1) Within 6 (six) months before the aqreement ends, both sides

must examine and evaluate the assets and lendinq and borrowing

money that connected with implementation and extension

possibilities of the cooperation with the Third parties.

(2) If necessary the Head of Region may set up Examination and

Valuation Team which includes the linked Regional/Local

Governments I Technical Agencies, Board o~ Control and

professional Consultants.

(3) Directors of \;,11e Regional Companies report the

responsibilities of implementation of the cooperation et~orts

to the Head of Reqion, and attach all examination and

evaluation results meant as paragraph (1) and paragraph (2),

to have approval to sustain or to end the cooperation.

(4) End of cooperation which is approved by the Head of Region

meant at paraqraph (3) must be listed on minutes and signed by

both sides.

dobImen Gutheng Pnd>uwo\data.\perm490.doe
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•

(2) The Director General of Public Adminis,tration and Regional

Autonomy in appropriate with his job, generates cooperation

efforts ot Regional companies with Third Parties, accepts all

directions and reports all tacts to the Minister of Home

At:fairs •

(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 ot Home Affairs

and the Head of Region.

SECTION VIII
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1.7

RESULTS

Artic:le 16

344 772e ;)17

(1) Part of prefits or efforts of cooperation of Re9ion~1

companies and _ Third Parties which becomes property of the
Regional 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 Reqion, including donation to the
regional government in line with the basis o-t existing

stipulations.

SECTION IX

TRANSITIONAL 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 aqreement.

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

conditions within this Regulation.

SECTION X

CLOSING PROVISIONS

Article 18

At the moment the Regulation becomes effective, the Requlation

Number 1 Year 1983 is no longer valid.

Article 19

The Minister of Home Affairs ~equlation comes into ~orce on the

date o~ promulgation.

Promulgated in Jakarta

on March, 16th, 1990

MINISTER OF HOKE AFFAIRS

RUDINI

6okumOD Guthcng Prabowo\data\perm490.doc
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