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The purpose of the Private Sector Development PrOJnct is to tEul methods of strengthening

the Indonesian private sector end to prO“lde informssion to Indonesian decision-~makers on
opportunities to develop th= country's private sector. This evaluation concerns the
Facilitating Private Investment component, under wihich the Indcnesian Investment
Ccordinating Board (BKPM) was to retain local consulting firms in order to identify
opportunities, prepare investment project profiles, and facilitate joint activities
between Indonesian ana U.S. entrepreneurs., Two contractors were retained for this
project: P.T. Resources Jaya Teknik Management Indonesia (RMI) and Business Advisory
Indonesia (BAI).

The project profiles, the contractors' consulting services, the project's administration,
atid various aspects of the centract itself were evaluated., The evaluation methodology
involved document reviews, interviews, and frequent contact with both BKPM and the
contractors., ,
Two profiles were completed atf the time of avaluation, three were nearing completion,
and two more were anticipated. Several problems were encountered during the preparation
of the profiles, for example, BKPM frequently rejected profile proposals, changed
profile topics when profiles were partially completed, and refused co terminate
infeasibie profiles. The resulting profiles were reasonably thorough. None showed

wide market potential. Thus far, no investor interest has been ascertained as a

result of the profiles.

Out of a total of 150 inquiries,.54 U.S. and Indonesian firms received consulting time.
As a result of the consultations, six applications were made to BKPM and four seemed
relatively certain. Together, these three U.S. firms and ore Indonesian firm represent
2 total potential investment of $10 milliion and 2ould create an additiomal 550 jobs.
Compared to the contract investment for consulting services of $240,000, this is a

very good return by world investment promotion standards.

BRPM performed poorly in laplementing the centract, and the contractors' administration
was also poor. USAID should have taken a {irmer stance to improve contracting carlier -
in the process.

Four main recommendations are made &. & result of thie evaluation. First, profiles
should be dropped from the contract scope of work, and the focus should instead be on
investment promotion and consulting, Se ond, contracrors shoild be allowed to market
their services more aggressively. Third, uncertainties in billing and reporting
procedures should be cleared up, and USAID should insist on the B&PM Chairman's over-
sight of contract backsteoping. Last, based on the project's encouraging initial
results and because no other efforts are now being made in investment consulting in
indonesia, the two contracts should be extended to the full three vears, provided

hgreement is reached on the various points discussed in this evaluation.
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Name of Mission

USAID/Indonesia, Memo: Private Secter Development Froject No. 497-0329: Evaluation of

BKPM Investment Promotion Contracts, by Gordon H. West, EED/Indonesia and Lawrence
Brown, PRE/Bangkok, February 19, 1986.

Purpose of Activity{ies) Evaluated

The purpose of the Private Sector Development Project is to "test methods of strenmgthen-
ing the Indonesiau private sector through traiming and links to the U.S. private sector,
and to provide information to IDdOhﬁaldn decision-makers about opportunities to develop
the Indonesian private sector. This evaluation concerns the Facilitating Private
Investment component, under which the Indonesian Investment Coordinating Board (BKPM)
was to retain local consulting firms with U.S. ties in order to identify opportunities,
prepare investment project profiles, and facilitate joint activities between Indonesian
end U.S, entrepreneurs. ’

The contractors retained-- P,T, Resources Jaya Teknik Management Indonesia (RMIL) and
Business Advisory Indonesia (BAL)w-- were to prepare project profiles and provide
consulting assistance to Indonesian entrepreneurs and U.S. investors interested in
projects that ‘both meet the priorities determined by the Government of Indonesia (GOI)
and demomnstrate potential for generating employment with a minimum dislocation or
displacemsnt of new jobs. The contractors were to give special attention to projects
in agribusiness and light manufacturing. A copy of the contract for consulting
services is found in Attachment IL.

Purpose of the Evaluation and Methodology Used

Purpose, In this mid-term evaluation, information was to be cubtained on the number,

quality, and purpose of the profiles; the amouant of money and hours spent preparing each;

and the resulting indications of investor interest, TFor the consulting services, the
number of companies using the service, the money and hours spent on each business
consulred, the resulifs of the consultations, and the quality of services were to be
evaluated. Also, the initiative, promptness and organization of BKPM, each contractor
and USAID were to be evaluated, as were the appropriateness of the scope of work,
format, procedures, and nature of the ceutract. Recommendations for needed changes on
all f the azbove-mentioned aspectsz were also to be provided.

rr

%

Hernoaology, Three drafts and two completed profiles were reviewed, as were.costs and
other data submitted by the contractors. Gordon West, one of the evaluators, also
served as Project Officer for.this component, and thus had frequent commumicatiocans with

BEPM and the contractors, as well as opportunities to review their work,

Date this summary prepared; P
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Findings and Conclusibns

) '

Industry Profiles - le. Three profiles were nearing completion when the evaluation was
conducted. The first was on glass fiber production, which was preparéd with assistance
from FPG Industries, éiven the market's current over-~-capacity and the limited local
market, BAI quesviorned the near-tcrm prospects for glass fiber. However, this situation
could change in the next five vears., The second concerned single-cell protein production
of animal feeds. Realizing that this industry's processes are still too experimental
for commercial operation in Indonesia, BAI wrote the profile as a result of Indonesian
interest, with the intent of dissuading potential investors., The third profile was on
pumps, compressors and hydraulics. The main problem in this area was the extreme
segmentation and thus limited potential market for pumps. A fourth profile was assigned
(on active electronics) but BKPM later changed its focus to high-tech active electromic
components., ' Because a.potential investor pulled out of Indonesia when this profile was
being prepared, BAL felt it should not be completed.

The average cost per profile was $40,000, Also, although BAI attempted to tie the
selection of profiles to expressicns of investor interest, BKPM changed the profile
topics and refused to t2rminate a profile once it proved infeasible. Thus far, no signs
of ‘nvestor interest have been ascertained as a Tresult of the profiles.

Industry Profiles - RMI. 7Two profiles were completed; both are reasonably thorough,
although neither contains the required overview of the Indcnesian investment climate. The
first was on industrial salt production. In this profile, RMI did not clarify the roles
of foreaign investors or the position of a proposed company vis-a~vis the dominant ’
government company within this industry. The second concerned pig raising, which was
deemed infeasible because of the curreut market situation.

The average cost per profile was $15,000, "~ After submitting 18 profile topics tc ERPM, all
of which were rejected, RMI did preliminary work om 6 topics suggested by BKPM and 4
received approval. All four were subcontracted, which minimized costs but diseniranchised
the profiles from the investment consulting. The salt anu pig zaising profiles were com-
"pleted by P.T. BMB and two others, oa furfural and salicylic acid producticm, are being
prepared by P.T. Trihasta. No investcr interested has been expressed thus rar. .

Consulting - BAI, Eight large U.S. firms and 12 Indonesian firms of various sizes
n 2

BAI's consuiting services. Referrals came from USG and private sources; T
BKPM. As a result of billing and profile delays, BAI postponed ivs consulting, which
greatly limited this activitv, On the whole, BAI had a rather passive approach to pur-
suing potential investors, but proved very effective with customers who sought its services.
The cost for BAIL's 150 hours of consulting was about $10,000, with $70,000 used For
promotion and market research

Consulting - RMI. Following 200 inquiries, investment corsulting services were provided to
34 private firms. Four referrals were made by BKPM., Apprcximately 67% of the Indcnesian
inquiries were related tc agribusiness, as compared to 25% of the U.S. inquiries., Light
manufacturing received about 65% of RMI's consulting services. RMI was more aggressive

in pursuing potential jeoint venture partners, spending about $316C,000 for promotion and
research, Approximately $20,000 was spent on consulting services,

Consulting Results. Qut of a total of 250 inquiries, 54 U.S. and Indonesian firms received
counsulting time, Of these, 8 received the full 25 hours alloted and 3 U.S. firms paid Zor
additional time., As a result of consultations, 6 applications were made to BKPM and 4 seem
relatively certain (Duracell, Momsanto, Parker Drilling, and P.T. Cipta Restu Sarana).
Their potential investment and jobs cieated are $10 million and 550, respectivelv. These
figures can be compared to an investment of $240,000 (S80,000 to BAI and $1580,000 to R¥I),
a veryv gocd percentage return by world investment promcticn standards.

The quality of comsulting varied greatly depending on the business of the applicant. Tor
some obscure requests, more research time was needed by the consultants, which mav ve
justified in light of possible returns. lL
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Projec* Administration. BKPM perfor$ed poorly in impglementing the contracts, issuirng almost

no written directionm, incurring delays of 6 months or more, and showing no real interest
in the project's substance. By reversing decisions on profile selection and refusing to
give reasons for rejecting choices, it proved a negative factor in project implementation.
The Chairman was enthusiastic, but numerous staff changes contributed to inconsistency
and lack of understanding of the project.

Although the contractors' work appears to be good, their administration was not., Quarterly
reports were late and not well documented, and billings were irregular and poorly substan-
tiated, RMI did better at communicating with BKPM tnan BAI. While USAID expended much
effort to improve contract administratioﬂ, a firmer stance should have been taken earliar
in the‘project and more effort should have been made to elevate contract problems 'o the
Chairman's attention.

Recommendations

1. Profiles should be dropped from the contract's scope of work and the focus should instead

be on investment promotion and consulting. For several reasons, including rapidly
changing market conditions, lack of contractor expertise, BKPM selection priorities that
do not reflect tinvestor interest, and lack of promotion on the part of BKPM, the market
profiles are of questionable benefit.

2, Allow contractors to market their services more aggressively. Because the current market
in Indonesia is not sufficient to make investment consulting profitable, the hours
available to Indonesian investors should be increased. The 25 free hours per U.S.
investor should be continued in order to support consulting businesses that might not
survive otherwise. To market more aggressively outside Jakarta or in the U.S., a cost-
reimbursable line item for travel and promotion should be added to the scope of work.
Also, market research related to potential investments should be allocwed. Last,
expectations about ‘increasing BKPM's participation in investment promotion and about
total investments should be kept realistic in light of current regulatory and market
environments.

3., Clear up uncertainties in billing and reporting procedures, and insist on the BKPM
Chairman's oversight of contract backstopping. In this vein, vecommendations include:
the Chairman should take an active role in ensuring that his staff complete required
actions, BKPM must accept a contract structure that assumes a certain amount of
trust, contractors' requests to payv invoices must be honored after 30 days, billing’
and report formats must be established and added to the contract, invoices and reports
must be submitted promptly based on coBtract-established deadlines, BAI must establish
better rapport witia BKPM, regular meetings must bea held with all concerned parties,
scopes of work must be revised based on agreed-upon changes in the profiles, and the
contract should stipulate that reports be submitted in both English and Bahasa
Indonesia,

4, Based on the encouraging initial results of the project and because no other efforts
are being made in investment consulting in Indonesia, the two contracts should be
extended for the full three vears, provided that agreemeut is reached on the various
points discussed in v.ais evaluation. Despite the tremendous implementation problems
encountered to date, four investmeats valued at $10 million and possibly creating
500 jobs, will likely be concluded as a result of the project's contract promotion
activities, Thus, it was concluded that this project was a worthwhile effort and
should be continued.

~
~
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‘Attachment I: Memo: Private Sector- Development Project No. 497-0329, Evaluation of
BKPM Tnvestment Promotion Contracts, Feburary 19, 1986

Attachment IIL: Appeundix B from: Contract for Consultancy Services for the Private
Sector Development Exploratory Project Number 497-0239 between
Radan Koordinasi Penanaman Modal (PKPM) and P.T. Resources Jaya Teknik
Management Indonesia (P.T. RMI)
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Date : February 19, 1586

From : Gordon K. West, EED and Lawrence Brown, PREkff

Subject : Private Sector Development Project No. 457-032§
Evaluation of BKPM Investment Promotion Contracts

To : w111iam P. Fuller, LIR

Herein please find the mid-term evaluation of the two BKPM contracts --
one with RMI, one with Business Advisory Indonesia {BAI) -- for investment
promotion. The scope of work for this evaluation is attached as Annex B,
the text of our evaluation following the outline of the scope of work., As
a summary, we concludle and recommend the following:

1. Drop project profiles from the contract S.C.W., and focus strictly on
investment promotion;

2. Aliow the contractors to assume a more aggresive marketing of their
service by increasing the hours available for Indonesian investors,
providing a cost reimbursable line item for travel and promotion, and
specifically allowing market research related tc potential investmente;

2. Clear up the uncertainties in billing and reporting procedures, and

insist on the BKPM Chairman's oversight of contract backstopping;

4. Despite the tremendous implementation problems er-ountered to date,
four investments valued at § 10 million and which will create E50 jobs
will Tikely bz concluded as a result of contract promotion activities.
Based on these encouraging initial results, and the fact that this is
the only ballgame in town as far as investment consulting, we conclude
this is a worthwhile effort and recommend we extend the two contracts
for the full 3 years provided agreement is reached on the various
points raised in the text of the evaluaticn below.

This is not to underestimate the resolve it will take to make the
recommended changes. If, for whatever reason, the changes are net
effected, in particular the administrative chances, we woulc recormend the
contracts not be extended in Tight of the tremendous staff time, mcney and
geod will we stand to Tose.

1. Industry Profiles - BAI

k. Mo proviles are complete as of this report. Three profiles are
nearing completion {due late February), and we reviewed the draft text
of these profiies. The three profiles cover glass fiber producticn;
single cell protein production of animal feeds; and pumps, compressors
and hydraulics. <Concerning these profiles:

1. The glass fiber profile grew out of a request from three lccal
firms for more information on possible procurement of U.S. process
technology for fiber glass production. BAI has producec its draft



-2 -

profile with assistance from PPG Industries of the U.S., although
it is not clear whether PPG has any investment interest. Given
worldwide and regional over capacity in glass fiber producticn and
the 1imited size of the current local market, BAI cuestions the
near term prospects in glass fiber. Since the market is growing
fast, the picture may change in roughly five vears.

2. Single cell protein was originally propesed by BAI as a profile
topic, and involves biotechnology processes with the potential to
transform plant sugars into animal feed. Fairly early in their
investigation, BAI realized the processes involved were still too
experimental for commercial cperation in Indonesia. Nevertheless
BKPM assigned this topic since several large Indonesian concerns
were interested in the field. 1Its main value, then, is going tc
be convincing several investors not to invest. Whether they will
take advantage of information provided is anybody's cuess.

3. Pumps, compressors and hydraulics js a mutually agreed upon
profile which may have some benefits in the future. The main
problem faced in doing the profile was the extreme segmentation of
the pumps market, which also 1imits the potential market for mest
manufacturers. To date there has been nc expressions of investor
interest. :

The fourth assigned profile, active electronic components, is on
hold. After BAI completed over 1,000 hours of research on basic
electronic components such as cables, clamps and hardware, BKPM
decided BAI should instead focus on hi-tech active electronic
compenents. BAI expressed doubt from the beginni-g on the wisdom of
this selection. In the meantime Fairchild has pulled out of
electronics in Indonesia, which leads BAI to feel the fcurth profile
is not timely ard should not be completed. ko official response has
come from BKPM.

Concerning the selection porcedure, BAl infcrmally submitted a 1ist of
12 profile suggestions in December, 1984, foilowed by a formal
submission of two -- shrimp production and electronic components -- 1in
January, 1685, BAI actually began investigzation in these two areas in
an effort to supply information requested by BKPM to decide whether or
not to proceed. By May it became apparent that BKPM didn't really
intend for the consultants to select the topics, but rather BKPM would
assign prefiles as a result of priorities from the new DSP list.
Several meetings were held after which BAl submitted a revised list of
five profile sucgestions, based on infoermal BKPM suggesticns, on May
27, 1985, BKPM finally epproved four from this 1ist of five profiles
by letter of August 19, 19€5.

BAI profiles accounted for approximately 70% of total hours expended
by BAI, at a total cost of spproximately $160,C00. This is an average
coest of 40,000 per profile.

Investor interest -~ BAI tried to tie preofile selection and
development directly to investor inguiries or interast in hopes thi:
would also rrovide information for follow-on consulting. The extent

<43
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to which BEKPM changed the prcfile topics, and refused to terminate a
prefile cnce it proved infeasible negated most of the consulting
potential from frofiles. There are no signs of investor interest from
profiles that we have been able to ascertain.

Incustry Profiles - RMI

1. Profiles Completed -- two.
2. Topics -- Industrial Salt and Pig Farming.

3. Selection Process -- The Centi.ctor reports that it was instructed
on Octcber 19, 1985, to prepare the four following Project
Profiles: Furfural Production, Salicylic Acid Producticn, Salt
Production anc Pig Raising. Leading to this ultimate instruction
were several exchanges between the Consultant and BKPM. Cn
}ovember 7, 1984, the Consuitant submitted a 1ist of ten topics to
BKPM which were all rejected. The Consultants then were
instructed to prcpose alternatives which it did at the next
meeting held on May 2, 1985, Cf the eight topiss presented, all
were rejected, and BKPM informally suggested six ¢lternative
topics including Salicylic Acid. The Ccnsultant began preparatory
outline work on thes2 six topics while awaiting formal approval
which cnly came for Salicylic Acid together with the three other
tepics cited above. RMI has subcontracted all of jts profile
work, which minimized the cost but also disenfranchised the
profiles from the investment consulting. The two completed
profiles were prepared by P.T. BMB. The remaining two profiles
are being prepared by P.T. Trihasta.

4. (Guality -- Both completed profiles are reascnably thorough.
Neither contains a general Indcnesian Investment Environment
Overview as was required. Respecting Salt Production, it is not
clear what position the proposed company would have within
Indonesia's salt industry, i.e., what its position vis-a-vis the
dominant GOl salt company would be. Nor is it particularly clear
what role there might be for a foreign investor. Respecting Pig
Faisirg, it is made clear from pace one that the project is not
feasible because of current market saturation.

Hours and Cost

The total costs are equal to the fixed-price sub-contracts which the
Contractor has with two Indonesian firms. The total costs for the
fcur profiles is U.S. §60,000. Therefore, each profile is estimated
to cost U.S. £75,000. As these are fixed-price sub-ccntracts, there
are no records of hours expended, -

Investor Interest

It is not apparent that there is any domestic or foreign investor
interest at this point. As Pig Raising has been deemed infeasible, we
assume there will not be any interest in that profile. None of the
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currently identified U.S. or Indonesian firms have expressed interest
in salt production. No apparent effort has been macde to market the
Salt Producticn Profile, which was completed in Cecember 1585. It is
perhapas too early to say that there will not be future interest.

Profiles - Recommendaticns: Don't do any more. Markets and

conditions change too quickly to make the final procuct relevant, BKPM
selection priorities do not reflect investor interest, our contractors
do not have the in-house expertise to effeciently do the profiles, thre
potential investors have their own unicue set of guesticns they need
answered, and BKPM is not a promotion oriented agency willing to
"market" a gcod profile if they ever really got one. The procof of the
latter point is quite evident when you try and get a copy of a
compieted prefile from the GOI, be it BKPM or Ministry cf Incustry.

In general you either get biank stares or a reacticn indicating
profiles are confidential GOI.property.

USAID agreed to profiles in the scope of work against our better
judgment to keep BXPM happy. Yet given BXKPM's 1imited interest in the
whole area of investor promotion, and the questionable benefit of
profiles even if marketed properly, we conclude our money would be
much better spent on additional direct investor consulting, allowing
the consultants to do market research mini-profiles if particular
investment potential warrants it. Let UNIDO and World Bank continue
to do DSP profiles.

With respect to profiles completed, we should at least insist that the
two contractors and USAID are provided sufficient ccpies for
distributicn so they don't just disappear at EKFPM.

Consulting - BAI

Approximately 20 firms have used BAl consulting services to date, of
which 8 were U.S. firms. There were three general scurces of
referrals -- AmCham, KADIN and promoticn tours; USAID referrals,
including JACC, FCS, etc; and prior business contracts from Inconesia
or the U.S. We did not hear of any referrals from BKPM. The actual
Tist of companies is attached to this report (See Annex A}. (LCuracell
and Monsanto are two additions not listed since they were consulted
after December). The U.S. firms are large and ¢enerally represent
agro-business and Tight manufacturing as intended (assuming battery
production, glass fiber and testing equipment are censidered 1ight
manufacturing). Indonesian investors ranged from very larce to

small. OCnly two investors (both U.S.) used the full 25 hours, both cf
whom used the BAI services afterwards at their own expense and have
applied for BKPM licenses. BAI screened investers over the telephone
and referred them elsewhere if appropriate. If scmeone wanted to
meet, BAI offered their services.

BAl billed approximately 150 hours of actual consulting services, at a
total estimated cost of about $10,000, or 3500 per ccnsultee. BAI, as
1 result of billing and profile delays,.purpcsely postpened the

D
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beginning of most consulting services until August, 1585, which
greatly limited their consulting activity. They were also not as
aggressive in pursuing Indcnesian potential joint venture partners as
was RMI, which also reduced total ceonsulting hours.

Civen the cost of profiles at $160,000 and actual censulting at
$10,000, we assume the balance of 570,000 was promotion and market
research, BAI's strength appears to be financial and deal packaging
for interested U.S. investors, although they have also packaged a
presentation for local investors. Their U.S. partner, Arthur Young,
was doing fairly routine screening and mass mailing without much
results. A1l in all BAI had a fairly passive approach, e.g. ceme to
us and we'll help, but proved very effective with customers who sought
kelp.

Consulting - RMI

There were 200 initial inquiries resulting in the provision of
investment consulting to 34 private firms. Of the resulting 34
consulting service efforts (see Annex A), credit can be given for 4
BKPM applications. A full description of each is ccntained in the
Contractor's "Cumulative Summary cf Program Participants Status"
Report.

Promotional Efforts included the following: Direct Mail: business
Media New Releases; direct contact based on research into probable
company interests or prior business contacts; direct contact based on
candidate self-selection through attendance at various Indonesia-
related seminars and meetings; presentations at public forums; and
presentations at informal, personal level on an ad hoc basis.

As to the agribusiness and 1ight business focus, promoticrnal materials
clearly stressed the emphasis to be placed on agribusiness and light
manufacturing. The Contractor's reporting indicates an understanding
of this fccus, and in fact, often implies a feeling of undue
constraint. Approximately 67% of all Indonesia enquiries were
agribusiness compared to 25% of the U.S. engquiries. No applications
were agribusiness related, with €65% of the consulting services going
to 1ight manufacturing.

Hours and Cost

Infermation on hours and cost per consultee was not expiicitly
provided by RMI. But assuming that each of the 34 firms identified as
receiving consulting services received an average of 10 hours of
service at the average hourly rate of apprcximately U.S. $60.00, each
consultee cost B600. This means approximately US 520,000 was useu for
actual consulting services, U.S. 360,0C0 for prcfiles and the balance

of U.S. B160,000 for promotion, screening and background research
activities.

Consuiting Results -- BAI and RMI

We have jointiy reviewed the results of RMI and BAI consulting since
many of the best investments resulted from services provided by both

e
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firms., Cut cf a total of 250 inquiries, 54 U.S. and Indcnesian firms
received consulting time. Cf the 54 consultees, a total of 8 received
the full 25 hours, and 3 paid for aaditional time cn their own. A1l
three peying customers were U.S. firms. As a result of consultations,
six BKPM applications have been or are being made and four investments
seem relatively certain, these four being:

Company Product Potential Investment Mo. cf jobs
Duracell/ABC Batteries $€.0 m1lion 250
Mcnsanto Herbicides $2.0 million 100
Parker [rilling 011 services - £0
PT. Cipta Restu Pumps $2.0 million 150
Sarana
Total $10.0 million 550 jobs

We make the assumpticn that both actual consulting hours and
promotion/screening/research hours were required to promote these
investments, the cost of which amounts to £80,000 for BAI and
$160,000 for RMI, or a total of 5240,000. Thus our $5240,000
expenditure may result in £10 million of investment and may create
approximately 550 jobs. From a percentage point of view, we conclude
that having 2% of enguiring customers result in investments is very
good by world steadards of investment promotion. We alsc conciude
that the contractors tcck their job sericusly, and are interested in
promoting investments as well as making a buck.

Consulting and Quality

Concerning the quality of consultaticn proviced, it appe~*s to have
varied greatly depending on the business of the applicant. For
instance, Parker Crilling consultations with PMI we assume were
excellent, since RMI is already very active in the Indcnesian oil
business. The same with Duracell -- they needed a gooa financial
package and general investment advice, which BAI, with PMI assistarce,
was very able to provide. For some of the mere cbscure agri-business
or licht manufacturing requests, we note a fair amcunt of research
time was needed to allow the ccnsultants to come up to speed. T+'s
probably worthwhile to allaw for this type of market research uncer
the contract, provided there's a reascnable investment pay-off
possibility. We should also encourace more communicaticn between
firms so that the better qualified firm is selected. for any particular
field of investment erncuiry.

Censulting Conclusion/Recommendations:

1. There currently is not a sufiicient market in Indcnesia to make
investment consulting a protitabie 1in2 of work. Tne volume of
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U.S. investors needing such services is very limited, and
Indonesian investors do nct appear willing to pay for such
services out of their own pocket. The prchlems on the Incenesian
side are generally one of the fcllowing: aj inability to pay; b)
the common attitude that a feasibility study is a document used to
get a tank loan, not necessarily to Tearn the market fcr or
feasibility of an investment; and c) the strargeness to
Indonesians of paying an outsider for advice when the standard
Frocedure in Asia appears to be offering a commissicn or
partnership in any pctential deal.

Gur recommendation is to therefore allcw more time (up to 50
hours) for Indonesian investors in an effort to promote the
concept of project feasibility and to ercourage investors who
otherwise could not afford the up front research cost.

While U.S. investors may have been willing to pay for services
even without 25 free hours, and in several cases already had made
earlier contacts in Indcnesia, the big advantage of providing the
25 free hours is that BAI and RMI coulid thereby afford to actively
pursue the business and devote a chunk of time when no foregcne
conclusion was available. In short, we are supporting a business
which might otherwise disappear civen the limited size of the
market. Since we believe such services to be a valuable
contribution tc both Indonesian and U.S. private sector efforts,
our recommendation is to continue providing 25 free hours per U.S.
investors, and to specifically allew for consultation-related
research in the contract.

There is no incentive in the current contract to market

consultations aggressively eitner outside Jakaria or in the U.S.
The U.S. partners on these contracts played no real roie, and
there was Tittle local effort to seek investors outside of
Jakarta. The fixed hourly rates did not provide any financial
incentive for promotiona: activities or travel. We suggest the
contractor scope of work and payments allow for rore aggressive
marketing in the U.S., as related to specific investments only
rather than general promotion, and allow for reimbursement of
travel to the provinces. The centract would then maintain the
hourly rates but would have an added cost reimbursabie line item
for trave!, advertising and other promoticn.

In addition we urce better coordination between the two
contractors, FCS, USAID, EXKPM and others to maximize promcticnal
impact and reduce overlap. Cne specific example which is
currently being evaluated is the peossibility of using the S&aT
Bureau MTAP project tos allow Intermatrix to prowide U.S.
promotional services in ccordinaticn with services grovided by cur
two contractors.

We should not shoot too hiagh in cur expectaticns of making BKPM
more active 1n investment promoticn.. BKPM remains basically a
Ticensing board, anc 1t will recuire funcamental changes within

{?5
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EKPM and thrcuyhout the COI to alter BKPM's outlock, organization
and reculaticns. Nor should we be cverly ambitious on total
investment expectations. Even in countries with ideal investment
climates, investment prcmotion work involves lcng lead times and
is nct easily traced. And although the GOI ncw is emphasizing
non-0il investments in principle, the whole legal structure tehind
fereign investments here is still very protective, We are
therefore operating cn the margin at least until the I cets
serious about promoting private foreign investment. Thirty to
fifty total consultaticns a year may be a reascnable tarcet, with
one or two follow-on investments a year being considered
successful.

Administration of the Project

BKPM -~ Without going into great detail, we believe EKPM
impTementation of the ccntract to date has been abysmal. Almest no
written direction was issued by BKPM during the year, delays of 6
months or longer were rcutine, and no real interest in the substance
of the project was evident. In two cases, e.g. reversal of decisions
cn profile selection and refusal to provide BAI with reascns for
rejecting invoices, BKPM was actually a negative factor in
implementation. The numerous staff changes at BKPM has contributed to
this inconsistency and lack of understanding. The cne uright spct-
appears to have been two meetings with Chairman Ginandjar, who has
been enthusiastic and supportive although urninvelved on a day-to-day
basis.

Contractors -- While the contractors' work appears to be solid, their
administration of the contracts was not good. GQuarterly reports were
late, nct well documented, and in the case of FMI, in Bahasa Indonesia
only until a summary was proviced USAIC in February, 1586. Billings
were not done monthly, and were prorly substantiated. Part of the
blame rests with EXPM for not prrviding clearer guideiines, but the
contractors could have done a much better job. In PMI's favor, they
did a much better jcb in communicating with BKPM. The combative
nature that BAI often tock with BKPM has compounded their problems of
invoice approval.

USAID -- While we cannot fault the amcunt of effort expended by USAID
in trying to improve contract administration, we believe a firmer
stance shoulc have been taken fairly early in the ccntract process.
Specifically, we feel that autcmatic payment of bills after 20 cays
should have been effected in instances when no written response from
BKPM was received. We also feel a greater effort to elevate cecntract
problems to the Chairman's attention wculd have helped, even though it
is not always casy to schecdule such meetings.

Recommendations

1. Clearly state to BKPM that USAID can on]y proceed with these
contracts if: .

a. The Chairman takes an active role in ensuring his staff
follows up on required acticns; and,




Iv.

b. EKPM is willing to accept a contract structure which assumes a
certain amount of trust sc that detailed reports on how every
hour of time was spent i> not necessary,

USAID should state in acvance that, in the absence of written
objecticns from BKPM, USAID will hecnor the contractors' requests
to pay invoices after 30 days.

BKPM, the Ccntractors and USAID rmust jointly decide, before the
contracts are extended, what the format of reports and billings
should be.

USAID must insist on monthly invoices and timely submission of
reports.

BAI must try to establish a better rapport with BKPM, perhaps
involving the azssignment of an Inccnesian staff member to
represent BAI at BKPM,

The BKPM Chairman should ensure that staff assigned to backstop
the ccntracts has some vested interest in their success, and
shouyld avoid shifting this assignment unless absolutely necessary.

Regular meetings must be scheduled to ensure contractor
coorcination, involvement of other U.S. and GOI egencies,
resotution of BKPi-Contractor conflicts, and promotion of
investments.

Contract Form/Scope of Work

1.

(8]
.

Whatever agreements are reached concerning the format of reports
and invoices should be added to the contract.

The scope of work nust revised based on the changes agreed to on
profiles (e.g. deletion) and consultations.

A cost reimbusable line item should be added to the budcet for
promoticn and travel, and a percentage of tctal hours should be
earmarked for market research and promotion needed for investment
ccnsultation.

Coordination meetings with the BKPM Chairman should be cited as
required under the contract.

Time 1Timits for submission of reports shoul< be set, and a clause
added that all reports shall be submitted in both English and
Rahasa Indonesia. ’

The U.S. partner assistance should be reviewed and either
eliminated or better defined.

,,
S
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The contract should be extended through the full 3 year life

provided agreement can be reached by all parties on recommended
administrative and centract changes.

Terry Myers, EED

Tim Mahoney, PRO

Des 0'Riordan, PRO/DES
Gary Bisson, RLA
Richard McClure, FIN

EED :GHWes t:nn{02/18/86)



ANNEX A
SUMMARY OF BAI CONSULTING

PRIVATE_SECTOR CONSILYI

]

neurs Balance Status
To bate fvarlatie
5. INDONES itk INVESTOSS 2.8
¥agy Feta 1.5 23.8 Awatting detisicn to approach
YS favestors
Buah Eanqsn 2.3 2.5 Fallow-up pending
Feraata Dua 2.8 23.0 Preparing for further conditicns
hsira L9 19.0 Freparing for further conditicns
Sentosa -t 25.0 Foltow-up pending
Tasbunan 0.8 24,5 Feilow-up pending
Lietiants 1.0 240 Fellow-up Bgnding
Drarnala ) 25.0 Cencultations continuing
Lrza Djaya Utzea 1.0 2.0 Follow-uz pending
Bing Turggal karva 9 22,0 Consultations continuing
Frazilustani 1 2.0 Lonsultatiens continuing
kalbhe Farsza 2.8 200 Follow-up pending
5.2 MMERICA INVESTORS %+ 29

Praeneer 2.4 ) Follow-up pending
1l to n - ¢ 250 Follow-up peading
Carning Eiass 25,070 - Lonsultaticns continuing ¥+
£. 0 L. 3. 2.8 Comsultatiens continuing #3
fgaundeen 4.0 NG Follow-uz, pending
mg1n: L R ~ensuitations continuing



ANNEX A

SUMMARY OF RMI CONSULTING

PROGRAM PARTICIPANT STATUS

CUMMULATIVE SUMMARY OCT. 1984 - DEC. 1985

.’

INDONESIA UNITED STATES
LIGHT | LIGHT . ,
AGRIBUSNESS), it | SERVICES | TOTAL |AcriBuskessl, LICHT | seavess | ToTAL
INITIAL ENQUIRY 103 42 10 155 1 23 " 45
1

REGISTRATION a8 22 7 117 4 19 10 - 33
PROPOSAL 17 13 1 31 9 5 15
REVIEW . 3 !

CONSULTING

SERVICES 3 14 4 21 2 8 3 13
BKPM 0 R

APPLICATION 1 1 2 o 1 1 2
FOLLOW - UP OF

APPLICATION 0 Q 1 1 0 0 1 1
L

®
@

INCLUDE S 4 PROPOSAL REFRESENTING 71 BUSINESSES Y/

ENTREPRENEURS.

INCLUDES A PROPOSAL REPRESENTING AN ASSOCIATION OF
20 SMALL SAWMILLS.




EVALUATION OF BKPM CONTRACTS

Scope of lork

Evaluation of Facilitating Investment Contracts

In orcer to assess the results to date and to reccmmend fuiure actions on

the two USAID-financed ccntrects Lbetween BKFM and RMI ard Lusiness

Advisory Indonesia (BAI), the following Sccpe of Vork is proposed, Hote

the evaluatien will not include review of the BKPM/Pamintori Cipta

contract, which has already been terminated.

Il.

Incustry Profiles -- The following informaticn shculd be cbtained for
profiles prepared by FMI and BAI. Infcrmation should be secregated
by contract:

A. How many profiles are completed, what were they, and whet is the
quality of the product? How does EKPH propose to use them? How
will the consultants use them?

B. How many hours, how much money was spent for each prcfile?

C. What indications are there of invester interest as a result of
rrofiles corpleted?

D. What are recommendations concerning profiles -- what to do with

one's completed, should more te done, shouid method be changed?

Ccnsulting Service -- The following informaticn should be gathered

from both RMI arnd BAIL:

.



F. How many companies used the censulting services, who were they?
B. Hcw many hours, how much reney was spent for each consultee?
C. khat are the results of consultation -- # reauesting additicnal

time, # applying for BK®™ permits, § value of potential ceals,

D. Cuality of service provided.
E. Reccmmendations -~ should consulting contirue? Should format

change? Others.

I11. Administraticn of Project:
A. Assess the initiative, promptness and orcanizaticn of BKPM in
implementing the contract.

B. Assess the initiative, respensiveness and organizaticn of each
coentractor.

C. Assess the initiative, promptness anc corcanization of USAID in

backstcpping the contracts.

D. Provide recommendations for changes needed.

1V. Contract form/Scepe of Work:
A. Assess the appropriiteness of the s.o.v., format, rrocecures and
nature of the contract.

R. Provide recommendaticns.



ATTACHMENT II

APPENDIX B

FROM

CONTRACT FOR CONSULTANCY SERVICES

FOR THE

PRIVATE SECTOR DEVELOPMENT EXPLORATORY PROJECT

NUMBER 497-0329
BETWEEN
BADAN KOORDINAST PENANAMAN MODAL (BKPM)
AND

P.T. RESOURCES JAYA TERNIK MANAGEMENT INDONESIA

(P.T. RMI)



APPENDIX B

TERMS OF REFERENCE

Project Prafiles and Consultancive

Tiw Contravtor wiil prepare project profiles and provide assistance to
Indoncsian entreprencurs and U.S, investors Interested in projects that:

(1) Mect toe pricrities determined by the Government of Indwnesia
scewurding to criteria such as those used in BKPM's Dafrar Skale
Prioritas (DSP) and GUI cbjectives as established in Repelita 111
and Repelita IV, “to enhance the standard of living, intelligence
ani more even and just aistribution of welfare for all people™, tu
improwv: access tu resources and to {ncrease regional development.

—~
(RS
-

Demonstrate potential for employment generation, elther directly or
downstream, with minimum dislocation or displacement of existing
jobs; potential for creating jobs directly and indirectly at a
capital cost per job in the approximate range of US$S5 - 25,000 and
geaerally not more than US$60,000 (in 198l prices).

The Contractor should give speclal attention to projects in apribusiness
and Light manufarturing. Other factors which should affect the priority
of nrojects sclected include: potential for crewting slgnificant
caployment in relation to resources invested == energy as well as
capital, contribution to export generation, extent of technology

trans! erred and location outside Jakarta.

Project Protiles

Profiles prepare? wn projocts zelected ny the BKPH should inc lade:
o) a desoripiiann gl lvw  § e projecl gectls the critetdag
(k) existing data, market studies, survey ol existing literarvr in the

proposed sccrorg

s
r

N
©

descrinption of anv worx already done on the project;

vd) 3 des:criprion of the tine phasing of furchev work., Maximum us.e bo
made of existing or planned studies whenever possible. This will
requirz the consultant to familiarize hamself with any on~-going or
future studies relevant to the proposed gector such as the
engineering sector study to be undertaker by the Ministry of
Indasiry, variovus studies by UNIDO ror BRKPM and the Mindsuiry of
Imdustry, and World Bank studics for BKPM, To the extent »nossible,
the<e and similar studies wili e usz2d 5 the consultant.



ol va.n prodent pres:le requested by BKPM, the Contracter will suhtit o
prefeczibilicy stady or Project Profile to iadizate the econawic,
fin:avial and vechazzal viabilicy of the project. The proflles will
cosisl 9% two Lasic parts: a standard sectica detatling the Indonesiuan
investacnt eaviroaneat which would apply to all profilee and a secrion
aptlivable tu o specitic project. The outline bhelow is {ndficative of the
ceneral leveil of analysis desived. The consultants may proposc
pudificaticns cr alternatives to the specifics ourlined. The basic
ohjective is to assess the preject's economic, technical and Tinancial
viability. Each projecr profile should begin with a clear overail
suanzary of the cormsultant's findings on the project’s viability.

(a) Hark=t Analvsis .

- Historic supply of major product groups {last 5 years), including
imports und exports, ’

- Past consumpiion by primary industries,

- Future demand of major product groups, including possible
structural changes in the consuming industries.

= TFuture supply projections from domestic sources, including
pruspects for exports.

- Arcas of potential markering assistance by U.S. suppliers or
corperations. -

= Local applicable marketing practices.

(b) Projuct Descriprion

- Propoused capacity broken down Iinto major product groups.

- Loval production technologies and processes avallable.

~ Technical description of project including major equipment and
machinery involved,

Projoet inputs (roquirements of raw materials and resources,
labor in dirrerent skills, energy needs, etc.).

Location of project, including reguirements of infrastructural
facilities.

- Project comparison to internaticnal standards.

Project implenmentation sehedule indlcating major activities
fnvolved,

- Subvontracting and technieal service agvallabilities.

= linkages tw .5, related corporation or hbusinesses.

Prujrcr Orpanization

Managenent arganization strurture (U.3, investment, joint-ventuss

fuvestmont, speciaslized assistance etc.),

- aadensing neods,
Training reguisements {0f project trainming regquirements of Gol.
= leplemcntatinn organizaticn.

[



(4) Project Just

.

e

stizated order of magnitude costz. Busic project costs.

(¢) Project Financing Plan

ap

= Avallabic financing sources.
- Assuxptiovn used {u the project.
= Tax bencfits.

(f) Financial, Econvmic Analvsls and Overall Economic Benefits.,

- Estlmate financial return on investment,
- Toreign exchange savings/earnings - linkages to other scctors.

Business Consulting Assistance

(1) Assistaace Lo the Indonesian Private Socter

The Conrractor will assemble and screer propasals from Indouncsiun
entreprencurs interested {n attracting potentlal local or foreign
investors. The consultant will design aud implement a prograz to
solicit propousals, provide assistance in preparing the proposals {or
potential investors, and help package possible projects. The

..consultant will provide guidance on U.S5. business practices, legal,
administrative and regulatory matiers, taxation, financing, project
structuring and other services necessary for project development and
implementaion. The consultant will explain the rights and
obligation of local firms when enrtering into jednt-ventures with
foreign companies. The solicitation effort will make clear that
interest is limited to those project contributing to job creation,
income zeneration, import substitulion, nor-oil ewport promortion, or
technology trensfer., 1In selecting proposals for assistance, the
contractor will give specific attention to the criteria cutlined
varlicr and will analvze prospactive proposals for soundness of the
Fatreprincur's project plan and of his financing and wdarkering
Staitent

I+ assisting the entreprenauy in packaging his proposal for o
prospuctive iavestor, the coniractor should helyp the entreprencus
outline information likely to be required by 3 prospective

fuvestor:  on the project == infrastructure, transportation, .
utilities, raw matericls, personnel) techanleal assistance requived,
inltial and operating costs; on the {inancial plan == in:luding
balance sheet, income statement and sensitivity analysis; and on the
Barket. Once the project package is prepared the comsultant will
assist the enireprencur in making contacts in business aad with
governpuent ageacies in the United States helpful to developnont of
the project. Tone consultants will be reimbursed under [le vontract
Tor providing wp to 29 perron hours of oonguiting assistance 1o tine
inguiring companvy without eharge after wiich furthor assistamn e will
be paid for by the parvicipating cosmpany.
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(2) Assistance to U.S. Businessmen in Indonesia

The Contractor will have in place resources and consulting
asssistance for U.S. conpanles coming to Indonesia to explore or
reviev business opportunities. Priority for such assistance will be
given to those companies responding to Investment profiles described
earlier and to inquiries regarding investment in projects that meet
the criteria already discussed. Such requests for essistance ar
expected to come via AMCHAM, the GOI, the U.S. Commercial Section,
BKPM representative offices in the United States, and Indonesian
consulates in the United States. The .consultant will provide
information on Indonegia market studies, potential joint-ventures
partners and business opportunities, business practices, legal
administracive and regulatory matte s, taxation, project financing
and other consulting services necetsary for project development and
implementation. The consultants will be reimbursed under the
contract for providing up to 25 person hours of consulting
assistance to the ipquiring company without charge after which
further assistance will be paid of by the participating company.

(3) Coordination with U.S. Agsencies

After identification of viable projecte, the consultant will work with
U.5 government agencies in soliciring interested U.S. Partners. The
Contracior will provide the Foreign Commercial Service with a list of
identitied proposalse for promoti-on by the Department of Coummerce's Trade
and Inwestment Opportunity Program. The consultant will also help
determine which proposals might benefit from a Trade Development Progranm
Study and make contact with OPIC and Exim Bank where appropriate.

GHest :wr
{(Doc. 46444)
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