5.4 Future Port Hicrarchy
5.4.1 Port Classification

For the sake of identifying importance of ports in terms of function and investment
priority, port facilities shall be classified. In this study, mainly international container cargo
handling, conventional cargo handling and passenger transportation/ferry are considered as
the function for classifying facilities of public ports. In classifying port facilitics, role of
port facilities which is judged from the scale of the influence in the hinterland of pbrts_is
considered as a main standard criteria.  (Sec Table 5.4.1.1)

Based on the above consideration, we propose to categorize ports into six classes namely
“Class AA”, “Class A7, “Class B”, “Class C”, “Class D” and “Class E”. These classified
ports play an important role as an international level center, a national level center, a
B regional level center, a provinciél level center, a local level center and a daily life
supporting place respectively. (See Table 5.4.1.2)

Degree of the public sector’s financial commitment such as port development investiment
is different among those port cafegoriés. In the Class AA Port, degree of the public sector’s
financial commitment will be the lowest. On the other hand, in the Class E Pdrt, it will be
the highest. However, public sector has to be responsible for port planning and port space
management/control in the higher class ports as well as the lower class ports.
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54.2 Policy for Selecting Strategically Important Ports (Class A or AA ports)

(1) General

The Study Team focused on selecting the class AA or A ports (International or National
Level Center) from Class B ports (Regional Level Center) mainly from the viewpoint of
national level development policy. In this study strategically important ports are equivalent
to the Class A or AA ports. ' |

For selecting strategically important port we shall take into account not only activity of
port but also contribution of port to socio-economic activity in the hinterland. In addition
character of transportation in the area such as a sea transportation dependen_ce rate of total
cargo transportation shall be also taken into account.

It is recommendable to invite opinions from port users, related national and local
organizations about the procedure how to select the strategically important ports. By doing
so, accountability and transparency of port developrﬁent can be secured.

(2) Policy for selecting strategically important port

Roles of ports shall be the most _impor'tant factor to be considered for selecting
qtraiegtcally important port. : |

Based on the fabric of the port development strategy (Chapter 4), expected roles of ports
can be summarized as follows. Criteria for selecting strateglcally important ports are shown
in Table 5.4.2.1. -

Role [ Supporting Socio-cconomic Development
1. Establishment of the effective cargo distribution system
2. Contribution for maintaining, sophlstlcatmg and introducing the mdustrlal
activities
Role IE Rectifying Reg:onal Dlsparlty
1. Contribution for extending the future land development axis
2. Contribution for promoting the regional development in the les_s_advanced
regions : -
Rolelll Surviving in the Age of Global Fxchange and Great Competmon
1. Contribution for strengthening the intcrnational competltweness
2. Contribution for promoting the mtcmatmnal economic cooperation with
elghbormg countries

From the viewpoint of Role 1, ports whose hinterland has large scale socio-economic |
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activity, such as ports in Java and Sumatra are basically prioritized more than others.
On the other hand, from the viewpoint of Role Il , less advanced areas shall be prioritized.

From the viewpoint of Rolelll, areas which are close to international sea lanes and have

large amount of international cargo traffic demand shall be prioritized.

Rascd on the above examination and consideration of the regional balance, the

 strategically important ports (Class A, AA Ports) are examined. Preliminary idea 1s shown

in Table 5.4.2.2.

Table 5.4.2.2

Provinces which have Strategically lmportant Port
Istand or Island Group Province which should have the Strategically | Number
Important Port ' '
Sumatra Sumatra Utara, Riau, Sumatra Selatan and 4
Lampung
Java Java Barat, Java Tengah and Java Timur 3
Bali, NTT, NTB, TT NTT ]
Kalimantan ' Kalimantan Barat, Kalimantan Selatan and |3
Kalimantan Timur
Sulawesi Sulawesi Utara and Sulawesi Selatan 2
Makulu, Irian Jaya Irian Jaya 1
Total 14

Prepared by OCDI

11-5-41




PEOI SSI00B AQ SUOZ [BLIShpU]
o1 pod 2 woy 2ouelSKy -

SuLmORIUeL

JO J¥D Jo ey pmolny -
SuumiosnuRw JO KD -

pURSIUTY S
Jo uompuoo uoneuodsuel], (q

PURISIUTY 31 JO UONIpUoD
(fesnpur)  otwouodq (e

{Ansnpur 10 aoeds oy Surprroid pue
sonpoid pue s[eusrew  Junrodsuen
JO] WISSAS  9ANO3YJD JO JUSWYSIGRIST)

. -$201M0SAI [BUOYRU
eziun yomm Ansnput sy Funloddng (g

(syonpoid pue speuoyew oy Sumodsiren
10 WIRISAS DALV JO WSUIYSHqeIsT)
_ S ~ Ansnput
Aquiasse Jo vogowoid ays Suntoddng (1

SIntAnoe TeLOSupUI
aq Guneonsiydos
pue  Surureiuren

0} uounqumuO) T

QUM]OA 0FIED JO SJBI IMOIS) -

. WB)SAS uonepodsRY SSRUL SU) 0] LIS

sumijoa odre)) - | uOnIpUoS 03Ie)) (o
[epowt atp Sunowioxd o) uonnquELo)) (b
peoi Jeroutacid
pue Teuonsu jo  ySuey - C uIAsAs uoneuodsuen
uoneuodsuen pueponny oy | 08180 dUSIWOP Y JO UOTBZRUIPOI (£
v3s Jo ol souspuada(y - | Jo uonipuoo uonepodsuery (q |
_ UISISAS uonepodsuen 03180
dG¥D JO 21y YIMaID) - [eUODBWA 3} JO UONEZWIIPON (T
dIO - o WDISAS UOTNALAST
uozemndod JO 3181 PMOIL) - puelIUTY 9 JO walsAs uonepodsuen 05red oysswop | 08reo aApoapge | swdO[EASP OIUIOU0S
wonendog - | UOBIPUOD OIUOUC3R-0[00 (B | pUR  [PUOTBWIAUI JO JUSUMSIQEIST (I | o Jo Jucumsyqeisg [ | -0R0s Sumoddng |
BJE(] SUDUSSAICY SR w2l PIEI wR)] qog WSJY Urep]
210y paradxg o 9ARIYOL 0} ANGLIUOD YOIm
spod yuepodur Aj[esBaens sunosjeg  I0j BULILYD SH0d JO 9]0y

spog 1epodur Ajjeordereng sy Sugoopes Jof B Sunuasaiday] pue SLOJ JO S9[0y pawadxy  ['ZH's [qel

I1-b-42



voneuodsury
gos 10 ojer 2duspusda -

PUBIONTY o1}
30 uontpuco uonepodsuer] (g

seare
peuoSar ayy wl spnpoid pue s[enIRL
ay) JOj WAISAS uowEnodsuRn SATIS
s Sumsiquss 0} uopnquuo) (g

ss9| oy wr jucwidofassp

SuoI3aI padueApe

puepanny au3 Jjo 1oigsip padofoaap ssa | [euoBar I  Bunowoid

moﬁ?aom\mmmo- UOLIPUOD  DIUIOU023-0100G (B | Ul POOUTIAY sajdoad oy Sunsoddng (1 |03 uopngyuon - T
peod Jofeul Jo pSu] - wowdo[aasp
yoneyiodsuen | pue]  jeuoneu  Jo 1adsoxd

Tess jo o1 soucpuadaq -

San3onys
WewIdoeASp  puB] 2y
o ur 10adsoxd justudoeas( -
RICELD: |

amyry oy o1 ssawmld (9

Ao1jog TeuoneN 2y

o) Suof ayp ut m.ca swidoaasp pue|
amyny s SUPUAIXS O} LONNGIRUOD {7

w2} SppIw
pue 1OUS 9y} ul sTxe juswido]asdp puel

pue[ IRy 9U} SUIPUIJXS

stxe justdoaasp

amongs jawidofaasp

puej - paduereq
oM oy Bumijeas

pozyuoud 2y} JO SOUSISIXF - | JO UONJAMD 3y O} SSAUL] (e | amny oy Burpueixa o) uopngrouo) (1 {03 uOHNGLIUOD 1 oy uopnguuo) I
BR(T ounuasaxday] SwIy] wiay] P WAy Qg W3] urejy
a0 paroxdxy A DATYIE O} SINGLIUOD YOIyMm R
§1304 Juenoduwy A[eolseieng Sunoopg 10§ BUAD S04 JO 90y

(ponunuo) [T 219el)

11-5-43



uone1adood JIUIou0d

[1-5-44

: [puomeLIN  Iagi0  pue.  VIJIVN
STasSIA SuIsmuD) Jo IqunN - | uonipuod uonepodsuen vag (q | Ogdy Sunowoid 01 uOHNALRUCD z satpunod SuLoqysiou
_ _ P uoneradood
~ uogexxdoo)) feuotdey uoneradoos | OTWION003  [BUOHRLISIUL
JMUOU0T TEUOIBLISIY UONedso| | DILIOU0dS TEUORBLISIIT JAI0 PUR VOVH | U Sunowoxd
aip  w uvomeuSisy] -~ [eonjdeSoeny ol@yeng (e | -INIE Sunoword o3 uonnquwo) (1|0} uonngLiuo) ‘T
2Ure] BaS [BUOTBULISUIL uoned0] : TISAS
0] uohERI WM TOREooT - |qeoryderdosn oaeng  (q | uoneuodsuen 05D JUSAUWIOP 2ANOP
ap Suwmyshqeise 01 woBnquuo) (7 uoneradood
08 _ ssausannadwos | pue ssauaAnadwos
[BUOUEBILISNT JO S8 YIMOID) - wWaIsAs uonepodsurn [EUOTRILIOTUL JeuonELIAIL
810730 03" | 08m0 TeuonBwIAUI 2A1O3R | 2 SumuayBuans | SR mwa  Fuidoo
SB SUM;0A 0SIE0 [BUORBWISN] - | [UOTBWAN] JO uonipuo) (B | oy Sumgsiqeiss 0} UoWRqGUuOD (1|01 uomngmuo)y |0}  uonnQUuUOD I
ByR(T Sunuesday TE wiay] pafiele( wIR qng Wis]] Urejl
[0y parxdxg a1 SARMYIE 0] AINGLIUOD YITYA
suog preuodur] Ajfeordalens Sunospeg  10j EBUSIID SHOJ JO 9[0Y

{penumuoD  [7T'S SRl



Chapter 6 STRATEGY FOR PORT I'INANCE AND PRIVATE SLECTOR
PARTICIPATION

6.1 Strategy for Port Finance
The strategy for port finance is presented in Figure 6.1.1.1.
6.1.1 Rolesof Governmont, [PC and Private Sector
(1) Clarification of Roles of Government, IPC and Private Secior in Indonesia

There are 656 commercial ports in Indonesia. While 112 profitable ports are managed and
operated by corporatized IPCs, the reinaining 544 small and unprofitable ports are directly
managed by the government. Since 1994, private sector participation has been encouraged in
port development and operﬁtion. In spite of the slow pace, PSP has made positive progress
step by step in the last five years. Although the pace has been further slowed by today’s
monetary crisis, private sector participation will definitely be most important key in promote
port development and enhancing the port efficiency.

On the other hand, the increase of PSP can’t change the important roles of the government
(public sector) form national, neutral and financial view point. The most important is to
clarify or reconfirm what kinds of roles the government, [PCs and prlvate sector should play
in the process in order to develop the long term policy for port development. The present main
roles of each are summarized as foliows ;

1) Roles of the Government

The government usuaily plays a role of “regulator”, pollcy makt.r” “planner”, “safety
wafoher” “developer” and “shareholder of IPC”,
2) Roles of [PC

IPC usually plays a role of not only “planner” but also “managér” and “day-to-day
operator” in commercial ports. C -
3) Roles of Private Sector

The private sector must plays posmve roles to alleviate the government’s burden and bring
~ high efficiency to port development and operation by participating all kinds of port activities

with some exceptions. " o | '

The main roles of the government, IPC and private sector is summarized in Table 6.1.1.1
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Table 6.1.1.1 Summary of Main Roles of the Government, [PC and Private Sector

Main Roles of the Government : |

(D To establish basic principles, related laws & regulations and formulate “Port Master Plan”
in cooperation with TPC o '

@ To develop and maintain “channel”, “breakwaters” and facilities of “maritime safety”
which protect livelihoods of the people from national view point

@ To manage port-related space

@ To develop, manage & operate unprofitable “non-commercial ports” in order to securc the
“national minimum” :

G To allocate national subsidies to main facilities of IPC ports

Main Roles of IPC T
(@ To formulate “Port Master Plan” in cooperation with the government
@ To develop, manage and operate “prd_ﬁtable” ports
@ To provide day-to-day pott services 10 users
@ To invite the private sector to participate in development, management & operation of
1PC ports '

Main Roles of Private Sector
(@ To participate in development of port facilities in cooperation with 1PCs
@ To participate in operation of commercial ports in cooperation with IPCs
@ To relieve government form high investment burden and to introduce higher standards
of efficiency & technology though fair competition
Exception ; (a) Port basin for ship safety '
(b) Possession of land & waters in port areas

Prepared by OCDI
(2) Recommendation

1) Necessity of Establishment of Clear-cut Policy

It is very advisable for the Indonesian government to establish a clear-cut policy for the
roles of the government (public sector), IPC and the private sector. To this end, the Japanese
system may serve as a valuable reference.

2) Creation of Competitive Ports | |

D InJ apa'n, while the fundamental policies are determined by the gov_ernment, the actual
management and ope_ratiori are left to the port management body (mostly, local
govemment) and the private sector. - _

3 However, the J'apanese national go_Vernment has been responsible for development of
infrastructure facilities through the examination of the “Port Master Plan” and allocation
of national subsidies in major ports. ' |

@ Japanese national government has been playing a crucial role in cooperation with local
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government in the port development, especially “basic infrastructure facilities” The
financial sources usually come from “general revenues” such as tax. That is, the “general
beneficiary” (people) shoulders the burden,

@ This concept also can be applied to Indonesia. In Indonesia, it is advisable that the
government should be responsible for development of non-profitable facilities such as
channel dredging, breakwaters and related roads even in commercial ports operation,
These infrastructure facilities should be developed by using g'enera'l tax from the point
view of national interest. '

@ These fundamental facilities will be important as a common property of the people. This
concept also will be useful for encouragement of private sector participation in [PC ports.

3) Promotion of Private Sector Participation _

(D The promotion of private sector participation is also an important task of the government. |
The government should dismantle the monopolistic structure and create a good
environment in which the private sector will be able to pafticipate in port development
and operation as freely as possible.

@ The government should ensure efficient and effective port development and operation
by introduction of “competitive theory”. |

6.1.2  Establishment of General Policy for National Budget |
6.1.2.1 Allocation Policy of National Budget for Port Development |

Recommendation

Taking account of the above mentioned matters, allocation policy for national budget in
Indonesia should be elaborated_ as follows ; '
(1) National Budget '

1) Non-comimercial ports

The national budget must be used for non-profitable mfrastructure development and port
* development of “non-commercial” ports :

2) IPC ports -
(D In principle, the national budget shouldn t be used for port development of 1PC poits.
@ As a rule, the national government must be ‘responsibie for the development of

non-profitable infrastructure such as “main channel dredgmg and “breakwat(,r” for the _
following reasons ; '

[1-6-4



(a) Those facilities are regarded as the facilities to protect the national land and maintain

security of people from natural forces.

(b) Those facilities arc basic requirement of port development similar to national roads in
land development.

(¢) The social benefit for Indonesian people can be expected to be maintained for a long
time.

(d) A large amount of investment is required for construction of channels and
breakwaters In addition, those facilities are non-profitable basic facilities, and thus it
is difficult for IPC to develop them by themselves from the financial viewpoint.

(e) It takes a lot of time before such infrastructure can be used.

(f) The government needs to make every effort to create desirable circumstances to
induce the private sector into playing a more active role in port activities.

@ However, the national budget should be used for port development of even 1PC ports
from practical viewpoint. In this case, specific standards should be introduced as
follows ; _ ' '

(a) The government should prepare the “preject list” of port development subject to the
national budget disbursement for IPC ports. _
(b) The “priority” of the projects shali be determined based on a national policy.
(c) The national budget shall be allocated according to the “national priority” in order fo
| optimize the national budget alfocation. |

(1) But, if some finaneially sound IPCs are privatized in the future, the government
shouldn’t subsidize them. At most, the government has only to.provide “low-interest”
foreign or domestic loans. The government should take gradual steps to phase out the

national subsidies in the future.
(2) IPC Budget

1) IPC must use its own budget for the development of IPC ports.
2) In this case, [PCs should consider carefully diversification of their financial sources
including surplus, borrowmg from banks, foreign loan, issue of bond and sales of stock.
3 In principle, IPCs should not depend upon national subsidies. IPCs must be able to
| finance their own activities by improving their financial situations. :
4) it should be remembered that [PC was established to promote efficient and effectwe
management and operation This concept is in Jing with the original purpose.
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(3) Difference of Cost Sharing System between Japan and Indonesia

1) “Public Sector” Type

As explained before, in Japan, the cost-sharing scheme between national and local
government is clearly defined for each port structure & facility. In this case, both
organizations are public sector, and therefore it 1s very rational that both public sectors share
the cost for infrastructure developments according to a fixed ratio from the “public” point of
view. Both public sectors can invest general tax revenue in profitable and non-profitable basic
port facilities. It can be called “Public Sector” Type.

2) “Private Sector Participation-supporting” Type

(D Nature of IPCs _ |
Different from the Japanese type, the counterparts of the government are profit-making
“state-owned corporations”(IPCs), which plan to be privatized in the future. [PCs are required
to keep retained earnings for port investment of commercial ports. Besides, IPCs are very
interested in inducing the private sector into port development as well as pbrt operation.
Therefore, the nature of both countries is different. _ 7
Hereafter, IPCs are strongly required to enhance their financial abilities. [PCs will not only
have to secure funds for the port development but also to induce the private sector into port
development projects. Their poor performances, which will lead to low value in the market,
will make it difficult for IPC to secure funds from the market. . |

@ Lessons form European Ports |

In “competitive ports” (Hamburg, Rotterdam & Antwerp) on the European main land, the
allocation of roles between the public and private sector is clearly defined. While the public
sector i responéibie for unprofitable facilities (channél, breakwater & road), the local
government plays a role of “land-lord” port management body and the private terminal
operator provides efficient port operation.

This theory can be étpplicable to Indonesian ports. In order to create a competitive port
system, the roles of each sector shall be cafefully considered as follows ; In principle, the
government should be fesponsible for develdpment_ of “unprofitable” infrastructure facilities
in order to create a good environment for the private sector. While the govermment is
rcsponsiblé for “unprofitable” basic facilities (channel, breakwater & related roads), IPCs and
the private sector cooperatively invest in port development and operation of the “viable ports”.
This type can be called “PSP-supporting” Type. '
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6.1.2.2 Establishment of Special Account For Funding of Port Development
Recommendation

Taking account of the current tax and dividend system in Indonesia and the merits of
special account system, the following recommendation can be madc ;

1) The government should use the “tax™ and “dividend” revenues paid by IPC as the basic
funds for the port development. In this case, it is wise to establish “Special
Account System” or similar system for port development.

2) “Special Account System™ allows specific revenues to be used only for specific
purposes. The system is very useful to clarify the relationship between the revenue and
expenditure. '

The reasons of adopting “ Special Account System” are as follows ;

(D It is rational to collect tax and dividend revenue from “profitable commercial” ports
and allocate them to developmeﬁt of “non-commercial” ports. This is because 1PCs
use the facilities developed by the national government for nothing, and thus
IPCs should give back to the people part of what they have earned.

@ It is important for the government to reallocate the wealth for the sake of balanced
development of the national ports. _

@ It is necessary for the government to secure “national minimum” for the people
living in remote areas, and therefore the government needs stable and firm funds.

@ “Special account system” is very useful not only to clarify the relationship between

 the revenue and expenditure but also to encourage the efficient and effective use of
the himited budget.

3) The shortages of the budget should be supplé_mcnted by general revenue such as gencral
taxes and tariff of non-commercial ports for the time being.

‘The following Table 6. §.2.1 & Figure 6.1.2.1 show imagined examples of special account
system for port development in Indonesia.
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Table 6.1.2.1 TImaginary Special Account System in Indonesia
(Unit: million Rp.)

Description 1995 1996
(D Tax revenue from IPCs 85,105 76,766
@ Dividend revenue from 1PCs 65,052 79,867
@ Tariff rcvenue from non-commercial ports 9,791 11,497
@ Total revenue (D~@) o 159,948 168,130
(5 National budget for port development 257,485 226,816
@© National budget for development of non-commercial ports 96,590 67,457
@ National budget for development of IPC ports 160,895 159,359
® D/ 6 T T R T T g e | 0,74
@@ /®. " o e sne e e 1655 | 22492,

Fi guré 6.1.2.1 Imaginary Special Account Systeni in 1996

(Unit : miilion Rp.)

300,000
250,000)
200,000 ~ The shortages should be -
supplemented by “general tax” _ E _
i e National budget
150,000 N Tariff revenue for '
A IPC ports
Dividend revenue
100,000 -~ from IPCs
50,000 ' Tax revenue _ National budget
from IPCs ' for
non-commercial
B ports
0 Total revenue National budget
for pbrt development
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6.1.2.3 Cost Sharing System with Beneficiary
(1) Enrichment of National Financial Seurces for Port Development

Taking account of the importance of the sea transportation mode in Indonesia, the
government should pump more funds into the port development. Furthermore, in some cases,
it is irrational for the government to usc only tax and tariff revenues for the development of
the ports.

For example, the following concrete measures sha]l be constdered ;

(D To coltect port charges without fail

(3 To set tariff in accordance with construction costs

@ To increase tariff rate as necessary (e.g. inflation)

@ To establish “cost sharing system”

For example ;

(a) Sharing cost by the source
(b) Oblt gatioh of beneficiary (willingness-to-pay)
(<) Sharing cost for port environment improvement work
(d) Charges for proprietary or mining sand and earth

(2) General Exp}énation of “Cost Sharing System” in Japan

Generally speaking, the port managcmeri_t body (usually, public scctor) should use “general
tax” and “port tariff” revenues as funds for port development. While tax is imposed on
“peneral benéﬁciaty” like residents, port tariff is Jaid on “natural beneficiary” like port users.

However, in specific cases, it is very unfair and irrational to use only “tax™ or “tarifl”
revenues for the port development works. In such specific cases, the port management body
should raise the costs of port work sharing from “spccial benefi ciary” (cost sharing system).

For example in Japanese “Port and Harbor Law” and other related laws, some cost sharing
systems are introduced. Similar stipulations are often seen in other foreign laws and
regulations. '

For reference, the following lable 6.1.2.2 shows the outline and basic concept of the cost-
sharing system for port development in Japan .
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Table 6.1.2.2  Outline & Basic Concept of Cost Sharing Systems in Japan

Name of system Legal base Cost sharing party Actual situation
(1) General tax National and General beneficiary : In principle, general
local tax law “Residents” must pay the | tax is used for
tax. | infrastructure
development.
@ Port tariff Port & harbor Natural beneficiary In principle, port
- Law “Users” must pay port | tariff is determined
Article 44 tariff. | basedon
- “Cost Accountmg
(3 Sharing.cost . | ditto | Ttis determined

bythe source - ;Aﬁle’, 43 3 Jon case-by _case basm

@ Obhgation of
benehciary

o 'Shﬁ'riﬁg':tids{:'fori' Hditte
- port environment 'Artlcie 4_‘4-2
o lmprovement Sl

' work .

@ Charges for
propnetary or \ticle
mmmg qand and R
earth 3

Prepared by OCDI
(3) Cost Sharing Systefn in Indonesia (Tariff Levy Sysfem in Special Port & Wharf)

1) General _ _

In Indonesia, cost sharing Systém with special beneficiary does not yet exist. Instead, the
government and IPC collects tariff (anchorage, berth dues & wharfage) from special port &
wharf according fo the following Table 6.1.2.3. The reasons are summarized as folldwé ;

(D The govemmerit and IPC are burdened with management and maintenance costs such as

“security”, “supervision”, “channel maintenance” and so on.
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@ Thus, the users of special port & wharf should share the costs through port tariffs.

Table 6.1.2.3 Tariff Revenue in Special Port & Wharf

Description Special wharf @ Special port
@ 1PC @
Government
! non commeraial
port
Whose revenue. 7 IPC IPC Government
(D Anchorage | Own purpose * 100% 100% 100%
General purposc 100% 100% 100%
@ Berth Dues Own purpose Negotiation -
General purpose | Negotiation 50% 50%
@ Wharfage Own purpose Negotiation '
General purpose | Negotiation 50% 50%

* Note ; ownh purpose : material, production & equipment

2) Evaluation of the Tariff System
With the exception of “anchorage”, it scems to difficult to justify collecting port tariffs
from users for the following reasons.
(D 1n Japan, users of special port don’t need to pay those port tariffs to the central or 100&]
governments because special ports are constructed at their own costs.
@ Tn principle, “no service” means “no charges”.
(@ The relationship between the tariff revenue and expenditures related to special port &
wharf is not clear. S '
@ The tariff levy system seems to lack rational reasons, transparent procedure and check
~ system from certain public organizations. For example, in Japan, in case of “sharing cost
for port environment improvement work”, local governments are required to consult with
and hear the opinions from the “Local Port and Harbor Council™.
'® There is a danger that the tariff levy and excessive intervention of [PCs would
discourage private sector participation within IPC’s jurisdiction (see Chapter 7.1.4).

4 Recommendatibn

1) The government should make every etfort to justify collectmg port charges from users of

| special port & wharf for general purpose.

2) Even if the tariff levy can be justified, in prmcnple the government and IPCs shall not
coliect port charges from users because “no service” usually means “no charges”.

3) From the long term perspective, it is desirable for Indonesian government to establish more
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transparent and clear standards of cost sharing system based on firm legal framework.

4} It is one idea to legitimate the following “cost-sharing with beneficiary” in place of tariff
levy system in specific general port laws such as “Shipping Law No.21 of 1992” or
“Government Regulation No.70 of 1996
(D Sharing cost by the source
@ Obligation of beneficiary

(3 Sharing cost for port environmental improvement work
6.1.3 Establishment of General Policy for IPC’s Financial Sources
6.1.3.1 Present Situation of [PC Financing

The following Table 6.1.3.1 shows the present IPC’s financial status. Based on
understanding of the current situation, the status in the future should be envisioned. In this
casc, the starting time of following matters should be considered.

1) Privatization

Profitable IPC U and I are 1nterested in pnvatlzatlon inFY 1998 The g govemment
also intends for other IPCs to follow suit in the future.

2) Issue of Bond _ _ _
Issuing bonds is as an effective way to collect funds for port development on its own
judgment. [PC LI already started to issue bonds from 1994. Other IPCs are considering

the issue of bonds for project funding. The details will be explained in the following
section, ' ' '

3) CT Terminal Operation by the Private Sector : .

“Lease of container terminals” is commonly seen in Japanese and major Asian ports. In
the future, the leasing should also be taken into consideration as an effective way of
management and operation. ”

In Indonesia, CT terminals are not yet leased or contracted out However at CT Ul in
Port of Tg. Prlok “joint operation” between IPC 1l and the private sector has already

~started. Furthermore, anotherr “joint operation” between iPC 1 and a private partner wiil

start in 1998 at CT I in Tg. Perak. The detalls Of terminal operatlon by the prlvate sector
are referred to in Chapter 6.3. 3 :
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Table 6.1.3.1 Present IPC’s Financial Status

Description IPC | pC 1l PC 1 IPC IV
Establishment Year 1992 1992 1992 1992
Personnel Number (officers) in 1996 1,571 5,086 3,444 1,428
Net fixed Assets in 1996 (billion Rp.) 1,119 3,316 1,333 498
Financial (D Revenue 17 519 245 67
Situation @ Cost 71 308 145 51
1[;)':19'96 R @ Profit before tax 46 211 100 - 16
(billion Rp.) @/ D 39% 41% 41% 31%
Working ratio In 1994 54% 48% 47% 68%
(%) In 1995 52% 48% 41% 62%
: In 1996 - 51% 53% 44% 56%
Operating ratio In 1994 73% 59% - 66% 83%
(%) ' | In 1995 ' 69% 57% 55% 74%
In 1996 68% 63% 58% 71%
Return on F/A In 1994 - 2% 5% - 5% 2%
%) In 1995 3% % 9% 4%
_ In 1996 _ 3% 6% 9% 4%
Starting year of issuing bond - 1994 - -
Starting year of “joint operation™ - 1997 1998 -
Or “lease” at container ferminals (Tg. Priok) |  (planned)
. (Tg.Perak)
Note : (1) Working ratio = “working expenses” divided by “operating revenues”

Operating ratio = “operating expenses” divided by “operating revenues”
Return on F/A = “operatihg income” to “net fixed assets”
N ~ (2) The standards of the World Bank are as follows ;
(D Working Ratio = 50~60%
" @ Operating Ratio = 70~75%
@ Retum on Fixed Assets = 7%
* Prepared by OCDI '

6.1.3.2 Necessity of Diversification of IPC Fundé for Port Development

_ Heréé.ﬁer, the following financial sources can be envisioned. Due to the risk of foreign
exchange, @ and @ must be avoided for the time being. SR

(D Loan from foreign public sector (OECF loan, development bank loan)

@ Domestic Rupia—based loan

@ Domestic Foreign currency-based loan

@ Off-shore loan
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@ lIssue of bond (domestic or foreign market)
© Sales of stock (domestic or foreign market)

The following Table 6.1.3.2 shows the comparison of “foreign loan”, “issue of bond” and
“sales of stock™. It is important for IPCs to understand the merits and demerits of them and
carefully consider how to utilize them. ' '

For reference, in the next section, “issue of bond™ and “sales of stock™ in other countries
will be introduced. '

Table 6.1.3.2  Comparison of Foreign Loans, Issue of Bond & Sales of Stock

Item Foreign Loan Issue of Bond Sales of Stock

1. Creditor International Public/Investors Public/Investors
: | Financial
' - | Organization
2. Average Interest |*1 ADB 10.50% |*2 MTN 8.06% -
Rate (per year) OECF  2.7% _ :
3. Merits D Stable (D Stable and safe | D Gather a lot of
@ Gather a large for investors money from the
amount of money | @ In principle, public on its own
from reliable Lower interest rate risk.

funds @ Gather a lot of
_ _ ~ money from the
public on its own

- judgment '

4. Demerits (D Bureaucraticand | (D Dependsupon | @ Risky, unstable
time-consuming the financial for investors -
procedures are performance and | @ Depends upon
required - market conditions | the market -

@ Determination | @ Foreign currency ‘situation and
depends upon based-loan brings financial
- other a risk of foreign conditions. -
organizations exchange.
Prepared by OCDI
* Note

1) Long-term notes of IPC I (ADB688 & ADB 797), & IPC IV (ADB 797 & ADB951)
2) “MTN?” issued by IPC 11
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6.1.3.3 Issue of Bond

For Japanese, American & other port management bodies, issue of public bond is the most
popular and effective way to collect the vast amounts needed for port development. In Japan,
port management bodies (local government) usually issue bonds in the market in order to
gather funds for large-scale projects because it can be repaid over a long term period by future
generation which will actually gain benefit.
 For example, in 8 Major Japanese Ports, approximately 18~24% of total revenues came
from bond-issuing from 1989 to 1994. In U.S. major ports, about 25% of the total funds came
from bond-issuing in 1994 (general obligation bond & revenue bond), and the ratio of bond
revenues is expected to increase to 54 %from 1995 to 1999.

The most effective points of this system are to obtain “a large amount of money” with
“lower interest rate” from the public & investors and to repay by installments “over a long
period of time”. ' ' |

As the Asian market including Indonesia becomes mature, issuing bonds will be a more
effective mechanism to gather a lot of money for port development. Owing o risks of foreign
exchange, it will be important for the government to foster “bond market” based on “domestic
currency’”. | '

6.1.34  Sales of Stock (Privatization)

“Port privatization™ throughout the world doesn’t have a long history. There arc only a few
examples in the “United Kingdom”, “New Zealand” and “Malaysia”. Today, corporatized
PSA in Singapore also plans to be privatized in a few years. Nevertheless, in Indonesia, the
profitable IPCs (iPC I and HI) are interested in privatization (“Imtial Public Offering™),
whlch means the sale of shares on the stock exchange.

Sales of stock is an attractive way to gather funds from the publlc In this way, IPCs could
obtain sufﬁment funds for the port development. It is also possible to give benefits to the
Tndonesian people through the increase of its value. o
 However, public offering may bring some difficultics at the same time. For example, as a
lot of general investors get involved, it may get more and more difficult for the government to
control overall administration of the corporation. The government must approach privatization
carefully considering some important factors such as issues deriving from it, the market
situation in Indonesia and financial abilities of IPC.
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6.1.3.5 Recommendation

Taking the above-mentioned matiers into consideration, the following recomimendations
are made.

(1) Financial Policy of IPCs

1) From the long term perspective, each IPC shouldn t depend upon the national submdy,
and [PCs are strongly required to strengthen their self-funding ability.

2) Financiaily sound company like IPC 1f and II should try to further enhance its
financial position and self-funding ability. In this case, they should carefully consider
diversification of their financial sources (loan from commercial banks, issue of bonds &
sales of stocks). _ o S

3) From the practlcai viewpoint, the government should maintain the financial support to
IPC | and IV for the time being. Therefore, IPC I and IV should postpone drastic
prwatlzatlon for the time being. However, [PC | and IV also should make efforts to
enhance their financial abilities. In this case, it is one idea to reduce the number of
deficit-stricken ports and revert those ports to the government.

4) IPCs shall consider the change of port operation system from “operating port type” to
“tool port type” or “land port type” system in order to secure more efficient and effective
port system. 1t is desirable that “tool port” or “land port” system is introduced in major
Indonesian ports by 2018,

(2) Issué of Bonds

1) General _ _

(D It is very important for the government to foster the “bond market” in Indom.ma
- which can generate the funds required for the development of infrastructure facilities.

@ As the bond market in Indonesia becomes mature, the maturity of bonds issued
should become longer and longer. Thus the government eventually will be able to
take advantage of the merits of the bond system. :

@ Financially sound [PCs should promote the bond system as the most effectlve way to
raise funds from the pubhc in a short period.

2) bettmg Limit for Total Debt Service
@ The govemment and [PC should always pay careful attention to the total amount of
bonds they issued, because issue of bonds means debt service of principal and
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interest. A clear cut standard or limit for the total debt service in one fiscal year

should be set up.

@ Tor example, the City of Los Angeles in the U.S. has two limits for the total debt
service as follows ;

(a) The City Charter limits “general obligation indebtedness” to 3.75 % of assessed
valuation. The result of FY 1995 was as follows ;

in total Los Angeles City assessed Valuation

Table 6.1.3.3 Percentage of General Obligation Indebtedness

FY

General Obligation

Assessed Valuation

Percentage

1995

about $ 665 million

about $ 191,675 million

034% |

(b) The Clty also sets the limit that its debt service costs paid by “General Fund

Revenue” remain below 10 % of total “General Fund Revenue” Results in the

fast three years are as follows ;

Table 6.1.3.4 Debt Services as a Percentage of General Fund Revenue

 Percentage

- FY Debt Service Payment * General Fund Revenue
1994-95 $ 145,856,000 $ 2,491,872,000 - 5.85%
1995-96 $ 183,731,000 $ 2,462,454,000 746 %
1996-97 $ 207,846,870 $2,543,922,860 8.17%

* General Fund Revenue :

the revenue whose purposes of use are not restricted and which is comprised mamiy of

tax & fees.

3) Incentive for Bond-Issuing

There are two incentive measures (“Government-guaranteed bonds” & “Bonds with Tax

Credit™) fo stimulate purchase of bond-buyers. In Indonesia, the government should

carefully consider introducing those incentive measures. The conditions of those bonds

shall be discussed among the relevant government agencies.

® Government-guaranteed bonds

In Japan, bonds issued by 41 government corporations (e.g. Japanese Road

Corporation, Kansai International Airport Company) are now guaranteed by the

government, The objectives of the bonds are to increase social capital (roads, railways,

houses, etc.), support the public developmcnt and strengthen the basis of the industries

1-6-17




& people’s life.

@) Bonds with tax credit

In the U.S,, the “Tax Credit System” offered by the government is often employed by
public organizations. For example, the exemption or reduction from tax on the “interest
income” may be a good policy. The system enables IPCs to raise a lot of funds more
easily, because the investors don’t need to pay the tax and therefore IPC’s bonds are
more attractive for investors. This system will possibly encourage the private sector to
participate in the development of infrastructure including port development.

(3) Sales of Stock

1) The government must carefully approach privatization considering important factors
 such as issues deriving from it, the market situation in Indonesia and financial abilities of
IPCs. - B

2) The governiment should carefully consider how to harmoniie both requirements from the
market (max1mizatlon of profits) and publlc (establishment of port master plan
management of related land & water areas). '

3) Even if some IPCs are privatized, the government should retain more than 50 % of
stocks for the time being in order to secure stable control over the administration.

4) It is one idea for IPCs to addpt “Employee Stock Option System"’, which encourages
employees to raise the financial performance, and it also increases their loyalty to IPCs.
For example in “Auckland Port Company” in New Zealand, 87 % of employees own the
company’s stocks. In “KCT (Kelang Container Terminal Bhd)” in Malaysm 5% of the
total stocks were owned by KCT employees.
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6.2 Strategy for Port Tariff System

The strategy for port tariff system is presented in Figure 6.2. [.1. Details will be explained
item by item.

Figure 6.2.1.1  Strategy for Port Tariff System

IPC’s Initiative for determination of
amount of port tariff

6.2.1. Establishment of
“Flexible” Tariff System “Cost Accounting” basts

Establishment of

“Time-Conscious” Tariff Structure

6.2.2 Establishmentof
“Time-Conscious” Tariff System

Introduction of

“Fast Connection Rebate System”

Establishment of -
lower tariff rate as a national policy

6.2.3 Establishment of _
“Appropriate” Tariff System

in international hub port

Establishment of
incentive tariff reduction

for transhipment cargoes

S 6.2.1 _EStablishment of “Flexible” Tariff System
Recommendation

Based. on the above reaso_ns, the following basic idea for the port tariff system in
 Indonesia should be considered. '

(1) Fléxiblé Tariff Determination
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1) Port tarift levels in “non-commercial ports” should be determined by the government,

2) In principle, the amount of “anchorage™ should be established by the government from
the national point of view considering the necessity of applying uniform rates to
some extent.

3) The amount of the “other port tariffs” in “commercial ports™ should be determined by
each IPC. Before the determination or review, IPC should consult with the cooperative
investors (e.g. private sectors).

4) It is advisable for IPC to consult with and hear opinions from “port users”(e.g. users
associations). _

5) Thus, the tariff rates among ports can be different from each other taking the
investment costs info account. This also enables IPC to raise or reduce the tariff rates
more flexibly in accordance with the economic situation.

6) In case of rise of tariff, IPC must clarify the reasons (e.g. 1nﬂat10n) and strlve to
improve quality of the port services for users at the same time.

- 7) However, under the current monopolistic situation of IPC, government mvolvement
should be required to some extent form the national point of view (e.g. to protect the
livelihoods of the people or to preven't unreasonable rise of tariffs).

8) For example, it is one choice for the government to set a “tariff ccrlmg" (an upper
lmit) as follows to prevent unreasonable rise of tariffs.

(D If the amount of port tariffs is within the ccllrng, IPC has only to rcport to the
government :
@) If the amount of port tarrffs is more than the ceiling, IPC must obtam approval.

9) However, the government should respect the initiative of IPC as much as possible.
Therefore, this approval should not be exclusive. _ _

10) The government shall not regulate the fields in which the “competitive theory” works
out weli. Today, private sector participation is gradually increasing in port services
(e.g. terminal operation at conventional termmal , joint operation at container termmal
of Tg Priok ). R

11) In the future, the “competition” brought by the increase of private sector participation -

in port services will require the government to further deregulatc the tariff
determination. In this case, IPCs and other private sector would only have to report to
the government.

(2) “Cost Accounting” Basis in Major Ports

1) Under the present system in which the port tariff is regulated by the government laws,
IPC finds it difficult to change the rates flexibly according to the economic situation.
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As a result, IPC may not be able to recover all costs that they invested. Besides, the
tariff regulated “uniformly” by the government greatly discourages the private sector
from participating in major port projects. _

2) In principle, the port tariffs should be determined so that moderate income, the
depreciation cost, and management & operational costs ctc. can be recovered from
operation revenues for a certain period. At the same time, the tariff rates should be
established taking into account the “increase of inflation rates”.

3) Therefore, the government and {PC should make every effort to establish tariff rates
based upon “Cost Accounting”, especially in major ports.

6.2.2 Establishment of “Time-Conscious” Tariff System
(1) Importance of Establishment of “Time-Conscious™ Port

It is very important for the government to cstablish a “time-conscious port system” 1n
order to become a “user-oriented” port. This means that time is very important for cargo
owners and shipping companies and, therefore ports in Indonesia always must be conscious
of time to encourage efficient and effective use of port facilities. |

This system enables a port management body to reduce the berthing time of ships and
promotes quick turn-round of the carg,oes for users. This will be useful not only for
international hub pons but also major ports in Indonesm The followmg two strategies shall
be considered. . _

‘1) Establishment of tlme—consmous tanff structure

2) Introduction of “Fast Connectlon Rebate System” (FCR system)

“The following Table 6.2.2.1 shows major differences in the tariff structures of Indonesia
- and Singapore. It can be seen that Singapore’s tariff puts much more emphasns on time. For
example, the “anchorage due” in Indone51a is uniforim as long as the staymg period is w1thm
t0days (KM28 of 1997 : per call).
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Table 6,2.2.1

Major Differences of Tarift Structure between Indonesia and Singapore

Description

* Indoncsia

Smgapm ¢

(D Port dues (Anchorage)

Per GRT/10days

Per 100GRT/24hours

@ Pilotage fees

Per Ship/GRT/movement

Per (JRT/every Ist hour *

__or every: 1/2 hour .

@ Berth dues

Per GRT/etmal (24hours)

Per hour for the fi rst 150m :

@ Stevedoring charges Per box/load Pcr box/ioad/hour B
for un-containerised cargo o PR
© Stevedoring charges Per box/load 'Per box/lord/hour N

for an OH FCL or OH
transhipment container

* Note : old tariff structure based on “KM 65 of 1994” & “KM 67 of 1994”

(2) Recommendation

1) Establishment of Time Conscious Tariff Structure

.This'port structure will encourage shippihg companies to leave the port aé.early as
possible and cargo owners to receive the cargoes as soon as possible. This system also
enables the port management body to reduce the berthing time of ships and promote quick
turn-round of the cargoes. Finally, this leads to the reduction of management and
operational costs for shipping companies and cargo owners, and therefore serwces with
more reasonable prices can be provided for the people. k :

Making reference to the examples of port structure, DGSC_sh_ould amend the port
structure of Indonesia to promote quick berthing & unberthing and swift turnaround of
cargoes. Therefore, the tartﬁ structure in Indonesua qhould be changed as in the following

Table.

DGSCr]ptIOH

Old tariff structure

(® Anchorage

Per GRT / 10days

@ Pilot fees

Per Ship/GR T/movement

@ Bert dues Per GRT/etmal (24hours)
@ Stevedoring charges Per box / load

for un-containerised cargo |
® Stevedoring charges Per box / load

for an OH FCL or OH
transshipment container

It should be noted the above concept is compatible with the port tariff structure of the
“ESCAP” (Economic and Social Commission for Asia and the Pacific) model.
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2) Introduction of FCR System

The tariff structure should be established to encourage effective and efficient operation
of the facilities. Therefore, the port administrator is required to prevent overstaying of ships
and cargoes and promote’ turn-around of berths and yards for users. In this sense, it is
desirable for Indonesia to introduce a system such as the “Fast Connection Rebate System”
in Singapore.

This system uses cost incentive to prombte quick turnaround of transhipment containers,
thereby freeing container yard space. This systemm is very effective not only for enhancing
efficient operation of cargo handhng y but also for giving discount-incentive to transhiment
cargoes. FCR is granted when transhipment containers fulfill the following conditions
(Table 62.2.2). |

Table 6.2.22 Contents of FCR System

No Cond:tlon : Rebate

) When tranship containers connect to 2nd carrier ,A rebate of 35% from tanff
within 24hours of completion of discharge from Ist :'rates (stevedormg charge)
carrier o

@) | When tranship containers connect to 2nd carrier A rebate of 25% from tanff
within 48hours of completion of discharge from 1st- rates (stevedormg charge)
carrier

(3 | When tranship containers connect to 2nd carrier --A rebate of 15% from tariff
within 72hours of completion of discharge from 1st | rates (stevcdor_mg charge)

| carrier ES e
~ Prepared by OCDI

623 Est_éblishment of “Appropriate” Tariff System in international Hub Port | '
6.2.3.'1 Conditions to become an International Hub Port

[t is important for the government to compete with neighboring competitive ports such as
Singapore and to resume calls of direct shipping line vessels in i'ntemational competitive’
hub ports. o ' o '

In order to do this, the follow_ing conditions must be met.

(D To establish “time-conscious” tariff system |

- 3@ To establish lower tariff rate as a national policy
® To give proper incentive tariff reduction for transship cargoes
@ To establish feeder network service to regional ports
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@ To improve cargo handling productivity
@ To establish just on-time service system for users
@ To give strong supporting services including supplies and repair to users

The condition (D) is already mentioned in Chapter 6.2.2. The conditions @and @ |
which have much to do with the port tariff, shall be mentioned in the following 6.2.3.2 &
6.2.3.3.

6.2.3.2 Establishment of Lower Tariff Rate as a National Policy

The foilowing Table 6.2.3.1 shows that the tariff level of Tg. Priok is about 24% lower
than that of Singapore under the same condition. Tn the normal condition, the differences
shall be taken as rational. _

In spite of its lower tariff, it is very difficult for Indonesia to compete with competitive
Singapbre, which has already built up firm and stable networks in the world. The
government agencies should discuss carefully how to break up the neiWork system. The
establishment of “a drastically lower” tariff rate in “potential” mternatlonal hub port as “a
pnontlzed national pollcy is one idea.

Table 6:2.3.1 Comparison of Tariff Levels of Tndonesia and Singapore

Description

_ Indonesia (Tg.Priok) Singapore
@D Port dues US $1,980 ' US $2,142
@ Pilot fees US $268 US $347
@ Towage US $715 US $940
@ Berth dues US $2,610 US $1,960
@ Container handling fees US $62,000 US $84,000

at contamer termmal
ceseotalt e S IS $89,389:

Prepared by OCDI

6.2.3.3 Recommendation

(1) Establishment of Lower Tariff System

In spite of its lower tariff, it will be difficult for the Iﬁdor_lesi_an goverﬁlnerit to compete
with competitive countries like Singapore, which have al'r'f_:ady'built up firm and stabie port
networks in the world. Therefore, in order to break up parts of the network system and
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resume calls of direct shipping line vessels, the establishment of a drastically lower tariff
rate in potential international hub port as “a prioritized national policy” may be necessary.

(2) Establishment of Incentive Tariff Reduction for Transhipment Cargoes

1) Taking account of the above-mentioned systems in Singapore, it is desirable for
Indonesia to establish more a lenient and more elaborate system for transhipment
cargoes in its potential international hub ports.

2) For example, it is one good idea to establish “longer free storage” for transhipment
containers and “discounted storage charges™ for transhipment containers.

Although Indonesian ports have no incentive system for transhipment cargoes,
Singapore has very detailed incentive system as shown in the following Table 6.2.3.2 &
6.2.3.3 Singapore has two discount systems for transhxpmcnt containers as follows ; Careful
attention should be paid to various kinds of incentive tariff reduction systems for
transhipment cargoes. This is because transhipment cargoes don’t physically give terminal
operators a lot of trouble compared with import and export cargoes.

I} Longer free storage for transhipment containers
2) Discounted storage charges for transhipment containers

Table 6.2.3.2 Free Storage for Containers in Singapore

Description Type Free storage period
FCL import & export FCL empty 48hours
Containers =~ - . . FCL loaded - 72hours
Transhipment _c_or__tta_mejrs: 1. . - Empty & loaded e  168hours

Table 6.2.3.3 Stdrage Charges for Containers in Singapore

(Unit : per day / per box}

. Empty - ~_Loaded Transhipment | - Discount rate
20° US$3.36 - Us$2.52 - 25%
. - US$6.72 US$3.36 L 50%
4 US$6.72 - - 1JS$5.04 25% .

| - - US $13.44 US$6.72 O 50% -
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6.3 Strategy for Private Sector Participation
The strategy for private sector participation is presented in the following Figure 6.3.1.1.
6.3.1  General Philosophy for Promoting Pr.iva.te Sector Participation
6.3.1.1 Purposes for PSP
(1) General Explanation

There are some purposes for promotion of PSP. It is very important for the government
to clarify the purposes in order to promote private sector involvement not only in port
services but also in port development. Those purposes are summarized as follows ;

1) To relieve government from high investment burden

2) To increase capacity of port facilities

3) To introduce higher standards of efficiency through falr competition

4) To provide high quality of service with cheaper price to users '

5) To transfer technology and know-how

6) To facilitate fast-track 1mplementat10n

In Indonesm purposes 1) and 2) tend to be empha51zed owmg to the lack of government
fund. However, the priority should be given to more positive purposes, espeCIaHy 3)and 4).

(2) Optimization of PSP

The market in Indonesia must be in a state of sound competition in order to optimize
these merits brought by PSP. Without a mature market and enough demand for working
fields, it will be difficult to succeed in PSP. Therefore the govemment needs to consider
the following ; ' -

1) To create a competitive environment in which the private sector will be able to

compete with each other

2) To distinguish between working fields suitable and unsuitable for PSP

6.3.1.2 Issues of PSP

On the other hand, some potentiel probiems can be pointed out as follows : _
1) Unlimited PSP tends to ignore the public interests including environmental
consideration and living conditions of the people.
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2) Competition sometimes result in monopolization by strong private sector, which leads
to inefficient operation and high-costs of service.

3} As a result, there is always a danger that some private companies go bankrupt.

4) Excessive competition often leads fo lower service level and discriminatory treatment .

5) PSP often forces the government and IPC to streamline and restructure their
organizations with reduction of a large number of the employees. This sometimes
leads to labor issucs. '

6.3.1.3 Necessity of Moderate and Appropriate Control by Government

With respeot to PSP, we tend to put emphasis only on the merits. But at the same time,
more careful attention should be paid to the negative aspects. In this sense, moderate and
appropriate control through “Port Master Plan” and laws & regulations by the government
in private sector is strongly required. ' ' |
. On the other hand, when “competitive theory” works well, too much involvement by the
government often discourages the private sector from participating in projects. Therefore, it
is necessary for the government to balance both requirements.

6.3.1.4 Establishment of General Principles for PSP

It is indisp'ensabl.e for the government to establish a general principle, whioh applies to
all procedures of PSP, in order to invite more private sector participation in projects. In
particular, the following three concepts should be stressed.

(1) “Fairness” and “Neutrality”
(2) “Certainty”, “Transparency” and “Predictability”
(3 “Competltweness” and “Creativity

From the long term perspective, a fair and neutral public sector will oventually earn the
confidence of the private sector and promote PSP in ‘infrastructure development in
'lndonesxa |

Iransparency, especxally in. the selection process is essentlal to obtam the ‘confidence
from the investors and to make the prlvate sector participate in thc prolects The
_ government also must provide a desirable environment where private sector can freeiy enter
the infrastructure projects w1th lcgal certainty and pred:ctablhty that their rlghtq will be
protected. _ : _

On the other hand, it is important for the government to promote healthy competmon n
the pnvatc sector and to make the private sector exert its creativity.
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The government should take gradual steps to improve the quthty of PSP sysiem through
realizing those gencral principles when the staff plans, implements and monitors the PSP
projects.

6.3.1.5 Basic Requirements for Promoting Private Sector Participation

Generally speaking, whether or not private sector will invest or not will hinge upon the
attitude of the government to PSP. In the case of foreign investors, this trend is more
predominant. Initially, it is important to ‘establish the most basic requirements for PSP.

In general, the following four basic requirements are necessary .

(1) Political Stability

(2) Administrative Framework

(3) Legal Framework

(4) Guide Line for PSP

The government is required to establish the firm and stable administrative framework to
be responsible for PSP projects. In port development, DGSC and JPCs are regarded as the
“Executing Agencies” to directly promote, implement and supervise PSP projects
Therefore, DGSC should establish a section or feam in charge of PSP 1in DGSC.
Furthermore, it 15 necessary for DGSC and IPCs to communicate and coordinate closc,ly
together as the exccuting agencies.

On the other hand, adequate and clear legal tramework enables the government to give
~ confidence to the private sector and as a result, to atiract more investors, In this way, the
establishment of a clear and unified legal framework should be required.

Furthermore, the government'must formulate more detailed and clear “Guideline {or
PSP” based on the legal frameworks to give a clear and concrete guidance to IPCs and
investors. At the same time, the government should flexibly improve and upgrade the
guideline as necessary in order to catch up with the change of circumstances.

6.3.1.6 Roles of Public and Private Sectors regarding PSP
(1) Roles of Government

As mentioned before, the government must play a most important role as a “policy
maker”, "reguiator and “promoter” for PSP. .

On the other hand, it is important for the government {0 promote PSP projects for

_invesiors by issuing & distributing a promotion booklet writien in both Indonesian and
-English versions. DGSC should actively conduct port promotion in cooperation with MOC,
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BAPPENAS, IPCs and related organizations, _

On the other hand, it is important for the government to protect public interests from the
national point of view. In this case, the government should retain final authority to control
IPC and the private sector in a moderate and appropriate manner by using the following
measures (e.g. supervise through relevant laws and regulations, “Port Master Plan”
&approval of MOU and contract between IPC and private sector).

At the same time, excessive and unnecessary intervention by the government does more
harm than good for PSP projects.

(2) Rolesof IPC

The main roles of IPC are to implement and execute policies and principles of the
government as “an executing body”, to coordinate and arrange all relevant procedures
between public sector and private sector and to implement the project with private sector.

(3) Roles of Private Sector

On the other hand, the main roles of private sector are to undertake project mahagement
“and finance and to undertake all activities necessary to manage the project from invitation

to pre-qualify through bidding, contract, construction and commissioning to the end of the
operating period '
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6.32. Review and Reevaluation of the Present Lepal Framework

The following Figure 6.3.2.1 represents the current fegal framework in Indonesia with
respect to PSP and foreign investment.

["‘igﬁre 6.3.2.1 Current Legal I'ramework Regarding PSP and Foreign Investment

#* PSP related Law
(Regarding Port) : (Regarding General }nﬁastructure)

Shipping Law No.21 of 1992 ]

* 1 Presidential Decree No.7
of 1998

Governient Regulation N0.56-59 of 1991

: : 2 !mplementmg Regulation :

) of Premdent:a Decree No 7

Government Regulation No.28 of 1997

DrattoftheMOC’sDeLree

regardmg port cooperatlon

* 1 “Presidential Decree No.7” app]ies to mfrastructure development of many sectors
such as power station, {ransportation and others.
* 2 ''he “Implementation Regulation” is now under consideration.
* 3 “Government Regulation No.12 & 13 (January, 1998)” are part of MOF’s p]an to
" take closer control of the state-owned companies including I1PCs.
* 4 “Presidential Decree No.103” (July 1998) describes evaluation team for
: pnvanzation of State Owned Company.

* Foreign Investment Law

Law No.l of 1967 on Foreign Investment

- Government Regulatton No. 20 of 1994
on Forelgn Investment

Decree of the President of the Republic of Indonesia
- Number 31 of 1995

Prepared by OCDI
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6321 Recommendation for Existing Legal Framework Regarding PSP

Based on the importance of the legal framework and evaluation of the present situation in
Indonesia, the following recommendation can be made.

(1) Presidential Decree No.7

1) “presidential Decree No.7” is very etfectlve to promote PSP and gain the
confidence of investors, however, the most important point is how to endorse the
ideals of the Decrze.

2) The government should estabhsh more detailed “1mpiementmg regulations” to
execute the articles of the Decree as soon as possible so as not to confuse or
misdirect [PCs and the private sector.

3) The toles of BAPPENAS as a coordinator and evaluator shouid be further clarified.

4) The monitoring from inside of the government is not sufficient.

5) The details of “Evaluation Team” should be further mentioned.

(2) Total Legal Framework

1) Furthermore, the enforcement of “Draft of the MOC’s Decree will be useful to
enhance the transparency for port PSP prOJects although there are some areas to be
improved. However, the actual application will be more crucial.

2) In this sense, the related agencies should enrich their experience through the actual
application. It is more important for the government to improve the whole system

through the actual application and experiences. .

3) In addition, the existing laws and regulations in Indonesia don’t mention PSP
matiers in detail. Inadequate legal framework can’t provide clear-cut guidance to
government, IPC, private sector and foreign investors. Based on “Presidential
Decree No.7”, the government should make efforts to arrange the whole legal
system and maintain consistency of the whole legal framework.

4y Some subordinate regulations supplement and 1mplement articles of existing laws
and reg,ulatlons However, the “nnplementmg, regulations” on Shipping Law in
1992 or PSP matters also don’ t exist. The absence of 1mplementmg regulations is
enough to discourage potential prwate sector and foreign investors.

(3) Compulsory Requirement of Cooperation with IPC
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1) As mentioned in Progress Report 11, this compulsory requirement (Shipping Law
No.21 & Government Regulation No.70 } is one of the main reasons preventing the
private sector from taking part in the port development and operation, From the long
term perspective, the government should consider reevaluating the articles.

2) This necessity is more stronger for the new port or new terminal projects because it is
necessary for the povernment to create more conductive atmosphere so as to attract the
private sector, especially for the project with “marginal financial feasibility”.

3) In this case, the private sector has only to pay some concession to the government
directly the same with the “mining sector”.

4) The government should strive to create an environment in which the private sector
can participate in the port services as freely as possible and compete with each other in
order to provide more efficient services with lower prices.

5') IPC must regard the private sector not as a “mere tenant” but as an “equal business
partner”.

6.32.2 Recommendation for Existing Legal Framework Regarding Foreign Investment

Based on the evaluation of the present situation in Indonesia, the following
recommendation can be made.

(1) Relationship between “Law No.1” (1967) and “Government Regulation NO.20” (1994)

The relationship between both regulations is ambiguous. For example, while
the former prohibits foreign investors from taking part in various infrastructure
developments including harbor projects (Articie 4), the latter allows them (Article 5).
It is strange that a mere regulation is superior to law. The government shall make effort to
solve the discrepancy.

(2) National Company Requirement

Some economists believe that national company Tequirement is an unnecessary
restrictions. This kind of constraint may discourage participation of private parties. Taking
account of the importance of foreign investment and dercgulation-oriented trend in
the world, “ A Straight Investment Company “ for port activities should be

considered.

(3) Joint Venture Requirement
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It is irrational that foreign investors are always required to participate in joint ventures
with Indonesian partics. There is a danger that the existing requirement makes Indonesian
parties mere “rent chasers”. As a result, it will lead to an increased cost of the services for
the people in Indonesia. | '

(4) Minimum Requirement of Local Tnvestor

Compared with the regulations in other Asian countries, minimum requirement of
local investor in Indonesia is very lenient. It is desirable for the government to maintain this
level. This is because domestic companies can get not only profits from the operation but
also know-how and technology thx_‘ough'the joint venture operation. However, taking into
consideration the importance of foreign inves'tors participation of “100 % foreign-owned

company” for “prioritized” port development projects also should be carefully con31dered
(see Chapter 6.3.6).

6.3.3  Expansion of Working Field of Port Services
6.3.3.1  Port Operation Type
(1) Comparison of Operating port, Tool port & l.and-Lord Port Type

Generally Spéaking, port operation type is classified into three types ("‘operating port”,
“tool port” & “land-lord” port type). The three types are compared in Table 6.3.3.1. In
container ferminal operation in Indonesia, “operating port type” has been employed so far,
However, operating port type has the following issues ;

1) Operating port type originally has monopolistic structure, and thus users have no

choice.

2) Direct management & operation by port management body tends to result in mefﬁcnent

operation & bad productivity.

3) Tool port and land-lord port type, which induces the shipping companies into the

- terminal development and operation will be useful to revive the direct calls and
increase the ship calls to Indonesian ports. _ -

4) As the Table shows, major ports in the world already adopt “tool port” or “land lord

port” type.

[n Indonesia, it is desirable to shift the port system gradualiy from ‘operating port type

0 “tool port type” or “land-lord type”.
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(2) Roles of Central Government, Port'Management Body and Private Sector in Terminal
Development & Operation

It is important for DGSC to know what kinds of roles each sector in major ports in the
world is playing in terminal development & operation.

Especially, examples of major ports on the European mainland (Hamburg, Rotterdam &
Antwerp) may be instructive for Indonesia. In those “competitive” ports, the roles of each
sector are quile clear (Land-lord port type). The “public sector” (central government) is
responsible for unprofitable basic facilities {channel, breakwater & related roads), “port
management body” (local government) is responsible for development of infrastructure
facilities (wharf & yard) while the “private sector” provides superstructure and operation.

(3) Utilization of Terminals by Shipping Companies

There are three types of terminal utilization (public use, prioritized use & exclusive use).
Generally, each type has some merits and demerits, but “exclusive use” is popular among |
countries at “Trans- Péciﬂc Lines” (J apanese and U. S, major ports). InJ apanese major ports,

“public use™ is used in “public terminals” and “exclusive use” is employed in “semi-public
terminals”. It is advisable for Indonesian government to use “public use” together with
prlontued use” or “exclusive use”.
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6.3.3.2 Comparison between Port of Tg. Priok and Port of Osaka

Figure 6.3.3.1 R_eiationship hetween Central & Local Government,
Public Corporation and Private Sector in Japan

Central Government

(Regulator)
Cooperation
i . Public Terminal
Osaka City Manage » (Gencral use =
(Port Administrator) First come, first served
' system)
_ lGrand to Use
100 % _ Use
Investment Private Sector
Osag Port Terminal .~ - Manage - Semi-public Terminal
Development Corporation —P | (Exclusive use)
- {Port Administrator)

Lease

Shipping

- Company

Prepared by OCDI
- (I Outling of ] apanes_e‘P.ort Administration System

1) Characteristics of the System
The central government supervises each port, which is under the direct management of

local g,ovemment through the establishment of a national port plan, disbursement of
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subsidies, and construction. The main responsibilities of port administration in Japan are

the development and maintenance of port facilities, including not only projects undertaken

at the local level, but also the maintenance and management of facilities put into operation
by the central government. In major Japanese ports, generally, almost ail port services have

been provided by the private sector. In this sense, it can be said port management bodlcs n
Japan are “landlord- lype organizations,

2) Character of “Public Terminal” and “Semi-Public Terminal”

In “Osaka Port”, Osaka Cily manages 6 “Public Terminals” for “general use” (First
Coine, First Served System). In this case, the City allows the private stevedoring companies
to operate the public terminals. The private stevedoring companies make a direct contract
with shipping companies for providing stevedoring services. The City must not obstruct or
interfere with such private affairs. |

In container and conventional terminals operated by “Osaka Port Terminal Development
Corporation”, the corporation “leases” all conventional terminals as well as container
terminals to prlvate companies such as shipping and stevedormg firms (“Excluswe Use™).
In semi-public wharves operated by the corporation, almost all port services have been
provided by the private sector. Therefore,. the style also can be said to be “landiord-type™.

3) Outline of Port Operation : _
As explained, the port authorities in Japan are “landlord” bodies and are not deeply
involved in day-t‘o-day operations. Article 13 of the “Ports and Harbors Law” restricts port

authorities from intervening with private compames consistent with the spirit that port
services should be provided by the private sector, -

(2) Comparison of Port Management & Operation between Indonesian and Japanese Port

Comparison between Port of Tg. Priok and Port of Osaka in Japan regarding working

fields among government, port administrator and private sector can be summarized in the
Table 6.3.3.2.

1} Regulatory Administrations

Basically, both in Japan and Indonesia, the overall administrations such as navigation
safety, immigration and custom must be controlled by the “central government” from the
view of national interests.

2) Port Planning

In Japan, in principle, the Port Master Plan is estabhshed by !ocal government (port
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management body) through the approval of “Central Port Committee” and “Regional Port
Committee”. In Indonesia, port planning should be established by cooperation between PC
(port management body) and the government.

3) Port Managunem and Operation
1 “public terminals” or “semi-public tenmnals” in the Port of Osaka, utility, pilot and

tug services are provided by private sector. However, only in cases when the private sector
can’t provide necessary services, the port administrators can offer these services. Therefore,
these services also have been provided by the city staff.

On the other hand, in Indonesian ports, most of those services are directly provided by
IPC. But, IPC I attempts to introduce capital and technology of the private sector by
some way or another. |

4) Terminal Operatxon

As explained before, in Osaka port, the tcrmmal operation at both ‘public” and “semi-
public” terminals have been pr0v1ded by the private sector.

In Tg. Priok port, PSP in terminal operation has been advanced to some extent. Some
terminal services such as stevedormg, operation are already provided by IPC or private
sector. In 1993, the port began experimenting with agreements in which private stevedoring
companies are responsible for all operations within specified areas of the break-bulk
sections of the port. In 1998, “joint operation” between 1PC and the private sector at CT !l
has just started However, different from nelghbormg, major ports in Asian countries, all
terminal operations are not yet left to the private sector.
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Table 6.3.3.2 Comparison between Port of Tg. Priok and Port of Osaka
Regarding the Working Fields

Function Port of Tg. Prick - Portof Osaka

Indonesia . ‘Japan . . .
Repulatory Navigation safety | Central Government Central Government
administration Immigration Central Government Central Government
Custom Ceniral Governineni Central Government
Quarantine Central Governmenti Central Government
Security Central Government | Central Government
Iistablishment of Port Master Plan Central Government / Local Government /
IPC : Central Government
Port management | Management body H® Local Government

/ operation Unhty s"up'ply R I O * Publi¢ wharf

e : ‘Loeal -Govérnment
_,'* Semi-public wharf
anate Sector

1PC :Prwate Seotor Ll
EE(Management Contmct} _

pilot service: .. -

e

Tug:service
R R AT ‘'t / Private Sector

Terminal operation opc

—pC/

“af conver __'onal ] Private sector

‘terminal :

.Steved.om_ng. Lo 1ipcd

ST 00| Private sector i S
:Wa_rélgouse__!' shed: | IPC/ _ --Pri.v’ajt_e S,gctorﬁ
T e Private sector SR
CFS . o oo IPC ‘Pfiv'ate Seclor‘:“ '
Trucking. = | ¥IPC ' Private Séctor ...
Coor o (from wharf Lo U e

warchouse)

*Private sector
(from warehouse
to factory)

Source : IPC 11, City of Osaka
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6.3.3.3 Terminal Operations in Major Asian Ports
(1) Laem Chabang Port in Thailand

1} General Explanation

The port is designated as a full- scale seaport for international trade to render services to

large container ships and butk carriers which can’t be accommodated at Bangkok pott. [t
congists of 8 terminals, 5 (B1~B5) of which are container terminals. The present situation
of terminal operation is shown in the following Table 6.3.3.3

PAT constructed the basic facilitics (quay, breakwater, channe! basin, land reclamation &
so on) at CT B1~B4. Only CT BS has been developed under the “BOT- based” contract.
Since the government has the policy (o encourage PSP so as to achicve hlgh efficiency and
to be mternatlonally competitive, these container terminals have been prlvahnd '

The operation of all 4 container teriminais (Bl ~B4) is left to the private sector through
“fease” or “contract ou(”. All contractors of PAT include mternanonal companies. Different
from CT B1-4, the construction and operation of CT B5 was left to a tender based on “BOT
style” in 1996. LCIT has started part of its operailon since December 1997, and it expects
full-scale operation in 1998, '

2) Partlculantles of the Terminal Operatlon in Laem Chabang

(D In Bangkok port, in prmclple PAT does not leave all operation to prlvate companies
through lease ot contract out, and dlrectly manages and operates the terminals.
Private sector only participates in some operatlons such as cargo handling service.
However, even Bangkok port has now strong pressure for more efficient mamgement
and operation. '

@ However, in Laem Chabang port the operation of all container terminals is now left
to international private sector. In this case, PAT plays only the role of “land-lord”. 1n
the port, the concept of the operation is to secure the effective and efficient operation
through the competltlon of © plurai termmal operatorq” Lacm Chabang:, has a very
good reputation as an efficient and user-oriented port.
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. Table 6.3.3.3  Terminal Operation in Laem Chabang in Thailand

Description B2 B3 B4
Length 300m 300m 300m
Depth -15m -15m -15m
Contract style Lease Contract out - Contract out
_Management body ___PAT PAT PAT
" Contractor | Evergroen Container | Bastern Sealaem | Thai Intetnational Port
| Service Co., Ltd. -~

- (Operator) "

| Terminal Co., Ltd. -

‘Chabang Co; Ltd
EESCOY.

ey

Contract year

1992

1992

Terms of contract

12 years

12 years

12 years

Facilities provided by
PAT

Tenminal, Gantry
crane, Yard, others
Transtainer, Trailer

Terminal, Gantry
crane, Yard, others

Terminal, Gantry
crane, Yard, others

Equipment provided - Transtainer, Trailer Transtainer, Traiier
by counterpart . : -
Lease charge Fixed rent Share of total tenminal income
PAT : contractor =33% : 67%
Description - Bl BS
Length 300m ~ 450m
Depth .~ -15m -15m
Contract style Lease Lease
: : BOT base

_PAT

Contract year

1995 1996
Terms of contract - 12 years 30 years
Facilities provided by | Terminal, Gantry -
PAT crane, Yard, others
Transtainer, Trailer :
Equipment provided - Construction costs
by counterpart : About 1JS$60
million
Lease charge Fixed rent Lease charge for 30
years
: About US$40
million

Prepared by OCDI
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(2) Manila Port in the Philippines

Major container terminals at MICT (Manila International Container Terminal) have been
operated by ICTSI (International Container Terminal Services Inc.) since 1988 based on
25-year lease agreement. On the other hand, The operation of the container terminal at
South Harbor has been lefl to the private sector (ATT = Asian Terminal Inc.).

(3) Keran Port in Malaysta

~ Terminal operations of almost all terminals (container terminals & non-container
terminals) at the North, South & West ports are left to the private sector through “long-
term” lease contract (21-year or 30-year lease). As a result of privatization, the jobs of KPA
(Keran Port Authority) are limited to “formulating port master plan”, “supervtsmg the
standard for construction of facilities” and “managing small portions of the propertles To
put it shortly, almost all services are provided by the private sector, and KPA (porl
management body) plays a role of only “land-load”. |

6.3.3.4 Recommendation
(1) General Concept

It is important for the government and IPC to invite the private sector in port activities by

degrees. Generally, private sector involvement in those fields will bring not only efficient
& effectlve works with lower costs for the government but also a higher level of services
for users. '
At the same time, the government shouldn’t neglect the issues brought by PSP. For
example, the disorder and uncontrolled private participation often causes excessive
competltron and therefore lower level of service. The government must make good use of
the merits, gradually mtroducmg the know how & technology of the private sector.

2) Recommendation

1) The government should promote PSP in port services except for regulatory
administration” and establishment of “Port Master Plan”. '

2) “Utlhty supply” “pilot service” and “tug serv1ce” should be widely opened to the private
sector in order to provrde sufﬁcrent servu,e wrth lower fee. These services are relatively
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profitable for the private sector, and the services directly provided by [PC tend to be
unreasonably costly, inefficient and ineffective. Therefore, it is very important for the
government to encourage private sector involvement.

3) PSP in port services such as “terminal operation” should be promoted. The most
effective way to make port activities more “market-oriented” is to introduce the private
sector to port operation to a considerable extent. _

While the government and IPC should take responsibility for the whole management
& operation, it is advisable for the public sector to entrust the terminal operation to
commercial private sector based on “market principles”. As explained before, in major
ports in the world including Japanese & neighboring Asian ports, the port management
bodies play the role only of “land-lord”.

4) Especially, the operation services of existing “container terminals” should be provide by
the private companies through lease or management contract. In the near future, the
operations of existing “full container terminals” for international vessels should be left to
the private sector as shown in the following Table 6.3.3.4. However, the operatlon of
other terminals should be directly provided by IPC for the time bemg

Table 6.3.3.4 Existing Full Container Terminals in Indonesia

Port Name Terminal Name Length
-Belawan Gobion Berth 500m
_Tg Prmk : CT 1 900m
' e CT I 510m management contract
Rl CT I 450m ' *2J01nt0 eration '
-Tg.-_P_ér_ak_‘f T CT 1l - 500m e management contract
S PR CTH | 500m * 2 Joml operatron S
Tg. Emas Container 345m - |] ; ment conl
Panjang - - _ BerthE 300m : lig:te
Ujung Pandang | New Hatta | 490m \nagement contract .

* Note 1 : These termi nals and container handling facilities are constructed by IPC.
2 : These terminals are bemg operated or will be operated by “]omt operation”.

5) Thc government should strive to mtroduce “too! port type or “land lord pon type” for
terminals of “new ports™ such as Bmonegcra and Batam,

6) The “shrppmg ccmpany (tenant) and “stevedormg company (termmal operator) shall

play a key role in container terminal operations. In “land lord type” ports the shipping
companies shall be given an opportunity to provide superstructur_e” by themselves.
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7) In “tool port” or “land-lord” ports, the effective and eificient operation will be promoted
through the competition of “plural terminal operators” including IPCs.

8) It is a good idea for the government to encourage the merger of small-capital maritime
related companies including shipping, stevedoring and warehouse companies so that
those companies will be able to provide higher quality of services with lower prices for
users.

6.3.4 Review of Possible Forms for Port Development and Operation
6.3.4.1 Scope of Works of PSP
(1) Present Situation of PSP Port Development Projects by Type

So far, progress has not been very rapid in introducing PSP into the port development.
The few projects underway are mainly “joint venture type” agreements with IPC (Joint
Operation) providing the infrastructure and the private sector providing equipment.
Although DGSC wants to employ more “BOT—type”, there are not so many BOT projects at
present,

Furthermore in general, the private sector is mterested only in profitable port prolects _
such as development and operation of container & bulk terminals. The government and IPC -
should patiently and carefully consider how to induce the private sector in port projects
by some way or another. _

The scope of works which should be done by' private sector is now summarized in a
booklet titled “INVESTMENT OPPORTUNITIES IN INDONESIAN PUBLIC PORTS”
issued by DGSC on August 25, 1994. There are no well-established rufes for deciding
which projects should be implemented by PSP. It is important for the government and [PC
{0 establish a clear mechanism for identifying and selecting PSP projects.

(2) Recommendation
1) Operation of (Existing or New ) Contamer Convenuonal & Bulk Terminal
As explained in Chapter 6.3.3, the introduction of “lease” or “management contract
should be considered for the operation of container, conventional & bulk terminals.
2) Ship’s Service, Water Supply and E lectric Supply

The introduction of PSP through “management contract” in the field of port services
such as pllotagu” “towage”, “utility” and other port services makes it possible for the

11-6-45



government to provide the services to users at lower costs.

3) Handling Equipment and Waste Collection
In those ficlds, the employment of “contract out” agreenents should be considered.
Compared with the services directly provided by IPC, the services provided by the
private sector will be cheaper for users. - ' '

4y Reclamation
In case of reclamation project, “BT” (Built and transfer) type also should be introduced.

The new scope of works by the private scctor is envisioned in the following Table
6.34.1.

11-6-46



Table 634 1 New Scope of Works by Private Sector in Indonesian Ports

No Busincss Scgment Description Possible Forms
I 1 Container Terminal Development & JO/BOT
(@O Wharf @ Yard Operation
@ CFS @ Equipment Operation Lcase / Contract Out
2 | Conventional Terminal Development & JO/BOT
[ Wharf & Yard Operation
3 Equipment Opcratlon _ Lease / Contract Out
3 | Bulk Terminal Dcvelopmen{ & IO/ BOT
(T Wharf @ Storage Operalion :
) Equipment -~ {Operation . . Lease / Contract Out
4 | Passenger Terminal Development & JO/BOT
(D Wharf @ Terminal Operation
@ Supporting Facilities
5 | Ship’s Service TPilotage - & Towage Contract Out
‘Operation -~ e
6 | Water Supply Development & JO/BOT
‘Operation
Operation Contract Out
7 | Electricity Supply Development & JO/BOT
Operation
‘Operation 1 Contract Qut_
$ | Handiing Equipment Procurement & JO / Contract Out
Maintenance of
: Equipment
9 | Waste Collection Development and | 10
Operation
“Operation - . ..~ | Contract Out .
10 | Reclamation Develcpment and land lease, Profit Sharmg
‘Operationof ‘or BT (Built & Transfer)
o Reg¢lamation L o
11 | Port Services Procurement and JO
Operation ot
Information System
12 Training Program

JO

Port Training
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6.3.4.2 Review of Possible Forms for Development Projects
(1) Risks of BOT Projects

In BOT projects, only private sector must take a risk from funding for development to
recovery of the investment. The risks regarding BOT projects from the view point of the
private sector are summarized in the following Table 6.3.4.2.

Table 6.3.4.2 Risks of BOT Projects

Imaginable Risks Contents of Risks

1. Funding (D Private sector must take all risks from funding to recovery
of the investment. -

@ Investors tend to be involved themselves in non-profitable
infrastructure developments _
(e.g. channel dredging & land acquisition)

@ Construction costs tend to increase.

2. Financial risks Long-term period of payment often brings financial risks.
(e.g. foreign exchange risk & inflation)
3. Tarilf (D Tariff system exclusively & umformly regulated by the

government discourage PSP.

@ The private sector has no discretion to amend the tariff in
line with inflation rates.

4. Cargo volume = There is always a danger that “cargo volume” will be less
than that projected. :

Prepared by OCDI
(2) Establishment of Risk-Allocation Policy

BOT projects sometimes cause risks only to mvestors. In this case, all kinds of risks
should be allocated, avoided or minimized as much as possible by the government so that
private sector will participate in them more easily. _ _ :

In order to eliminate or minimize the market risks, it is necessary to balance the risks
between public and private sector. Especially, various kinds of government support are
thought to be cssential for large-scale projects based on BOT. The appropriatc Measurcs
should be considered carcefully by the related government agcncms (DGSC, MOC,
BAPPENAS, MOF & so on) & IPC to avoid risks incurred to BOT participants.

11-6-48



(3) Recommendation

Taking the above matters into consideration, the following recommendations can be

madc.

1) The government and TPC should promote BOT and JO schemes for large-scale port
development projects such as development of container, conventional & bulk
terminals. . ' '

2) The scheme should be judged on “a case by case basis™.

3) In BOT based projects, appmpriate “risk allocation policy” & “incentive measures”
shall be considercd carefully as “a national priority” among related government
agencies.

4) In this case, the decree and type of the governiment support should be determined
pragmatically and realistically on a case-by-case basis.

5) The preference of risk allocation policy shall be considcred among the related

organizations as seen in the Table 6.3.4.3

Tablc 6.3.4.3 Preference of Risk Allocation Policy for BOT Projccts

Item Preference ' Risk Allocation Policy ]
i. Funding & © Government’s borrowing on behalf of developer
Financial (eg. a long-term “soft loan” on “bond™)
Risks © Allowing of issue of government “guaranteed bonds™
O Allowing of issue of bonds with “tax credit”
2. Tariff © Deregulation to tariff determination
@ | Allowing “different” tariff rates & tariff based on “Cost
Accounting” ' o
O Allowing tariff rate in line with “Inflation”
. - | (Accurate charge adjustment mechanism) _
3. Cargo A Iniroduction of “A Guaranlebd Raie of Return Systum
Volume
4. Incentive for © | Offer of ‘“spec:]ai m conccssmn for “prioritized” BOT
Private projects
Sector | (@D Reduced “cerporate tax”
@ A reduced rate of “withholding tax” on dividends
@ Accelerated depreciation & amortization
_ | @ Extension of “loss carry period” for up to {0 yems
5. Others - © Government’s full responsibility for related infrastructure
| development -
A | Offer of “oftsetting y measures” (other profitable concessions)
X Government s guarantee for monetary compensahon

Note : @ Most preferable O Preferable A ConSIderatlon X Difficult to adop’f |
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6.3.5  Establishment of Transparent Selection Procedure for PSP
6.3.5.1 Establishment of Selection Criteria of PSP Applicants

Recommendation

Taking account of the review, DGSC is required to clarify the selection criteria. It is
desirable that the government should establish firm and concrete selection criteria in the
“Guideline” based on the “Presidential Decrce No.7”. For arbitrary use of the selection
criteria is sure to create distrust among the investors. In this case, the following criteria
should also be considered.

1) The private sector should have enough funds, know-how, equipment and human
resources to perform the port projects properly. These abilities should be evaluated from
financial and technical aspects. o o _

2) Private sector is not always required to have general experience in the sector and past

- performance on similar projects. However, such experience should be highly evaluated.

3) At the same time, other programs such as improvement program, management &
operation system, maintenance program also should be evaluated.

4) Furthermore, the quality of serv1ce which will be prowded should be evaluated

5) The private sector must meet the legal requlrements

6.3.5.2  Introduction of Competitive Bidding System in Selection Procedure

(1) Issues of the Present Selection Procedure

As explained in the Progre«;% Report, there are preqentlv two kinds of procedures in PSP
projects in Indonesian ports as follows ;

(D Initiative comes from IPC _ _

@ Initiative comes from private sector (unsolicited proposal)

However, based on PSP projects in the past, the following observations can be made.

1) Almost all projects are unsolicited even though DGSC has a list of port projects for
PSP. ' '

2) These projects tend to be promoted behind the scenes and without notice of other
investors,

3) In this case, the investment often leads to monopolization of capital, contrary to the
true purpose of PSP. The monopolization causes inefficiency and increases operation
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cost.

4) As a result, private sector can’t provide high quality services at low prices to users.

5) On the other hand, it takes a lot of time to obtain approval from the related
government agencies including MOF. “Delay of approval™ often distracts the
attention of the privafe sector.

(2) Reasons to Introduce “Competitive” Bidding System

Therefore, it is very important for the government to infroduce a more competitive and

open selection process. The reasons can be summarized as follows ; :

1) Allowing the participation of many investors makes it possible for the government or
~IPC to select the most efficient, cost-effective bidders. _

2) The bidding process can encourage competltlon among bidders. As a resuil the users
can be provided with more efficient services at lower prices.

- 3) Transparen't' and fair bidding system encourages fofeign investors to take part in port
development projects. . .

4) Competitive bidding system is taken as a matter of course in the projects of major
ports in neighboring countries. For example, in bidding of “Kelan container terminal”
in 1987, the Malaysian government showed its enthusiasm for the participation of
foreign investors although the government recently has not encouraged PSP by foreign
investors. _

5) In “Thailand”, international competitive bidding is now required for all large projects.
Furthermore, in “the Philippines™, attracting foreign investments is a priority program
of the government, and therefore, in principle, competitive bidding must be adopted.

(3) Recommendation

3] Introducuon of “Competltwe” Blddmg @yqtem
The most important thing in the selection process of private sector is to choose the Iowest
and most effective bidder through healthy and fair competition, In this sense, “Presidential
Decree No.7 of 1998” will provide good guidance to the government and private sector.
| Therefore, the following maﬁerq can be recommended ;
(D The govemment should promote a competitive selection process. _
@ In this case, the government should pay more careful attention to secure fairness and
neutrality of the selecting and enhance transparency of the whole process.
(@ This principle is also applied to “unsolicited” proposals. _
@) The. examples of toll-road projects in Indonesia and in the Philippines prowdeq a
.good reference for DGSC. o
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@ In order to attract potential private sector, the government and IPC need to make
cvery effort to solicit interest and obtain competitive PSP tenders.

2) A Fast-Track Procedure for Small-Scale PSP Projects

The government should consider a fast-track procedure for small-scale projects in order
to avoid time-consuming and bureaucratic procedures. Presidential decrec has already
introduced the procedure, but the system should be further improved.

3) Importance of Disclosure of PSP-Related Information

MOC and DGSC should make every effort to open the PSP-related information to the
publlc as much as possible in order to upgrade the quality of PSP system and protect the
interests of the public. Such efforts are sure to bear fruit in the future.

4) Necessity of Appropriate Involvement by DGSC

In bidding process, IPC has two aspects, i.e. “commercial corporation” and “ncutral &
public agency™. It is difficuit for [PC to be compatible with both a'spects. DGSC is strongly
required to instruct and supervise IPC and private sector from public view through the
- approval of MOU and contract in order to pro'r_note fair and healthy competition.

6.3.5.3 Foundation of “Internal Monitoring Committee”
(The Third Party Neutral Organization)

Recommendation -

Taking the mentioned matters into consideration, the following can be recommended ;

1) The monitoring from inside of the government (BAPPENAS) is not sufficient.

2) MOC (or DGSC) should establish the appropriate monitoring committee in MOC (or
DGSC) whose members are possibly limited to persons of learning and experience,
business people and other specialists in order to maintain neutrality and faimess.

3) The main purposes of the Committee “ are to enhance transparency of the whole system
and ensure confidence from investors by introducing ideas and opinions from
experts and to evaluate and assess the whole PSP system through eyes of the third party

4) The monitoring commlttee should be given appropn ate authority to monitor and improve
the whole PSP system. - ' o

5) The major roles of the Committee are to as‘sess' monitor 'and review the overall
procedures including scope of working fields, selection criteria, selection procedure and
implementation, to hear the opinions and views from users, and domestic & forelgn
investors and to give advice and recommendation to the Minister of Communication and
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related agencies including DGSC, BAPPLENAS & state-owned companies

6) Every year or every certain period, the monitoring committee should submit the
recommendations to the related organizations and prepare the PSP related information
for the public.

7) The government and the related State-owned Corporations should have the duty to
respect the recommendations submitted by the commitiee.

&) In the future, it is more advisable for the government to have a “fully independent” -
monitoring system.

9) In the future, separation of “regulatory” and “monitoring” organizations will become
more important in [ndonesia. While the former (executing agency) shall be responsible
for day-to-day PSP affairs, the latter (monitoring organizations) should be for “ex post
facto” check.
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6.3.6 Incentives Through Deregulation
(1) Importance of Deregulation and Foreign Investment

Generally speaking, it is important to give appropriate incentive to domestic and foreign
investors through promoting deregulation in order to attract more investment. The more
regulations the government dismantles, the more investment the government éan_ obtain.

On the other hand, owing to lack of domestic capital and current monetary problem in
Indonesia, foreign investment for large-scale projects will be inevitable. Forfcign experience
of PSP management, operational & financial skills will be crucial to the quality and quick
implementation of port development projects.

Thus, the government should arrange the “well- org,amzed & trustworlhy institutional
frameworks”, prepare “well-developed basic infrastructure” and provide “certain incentive
package” to attract more foreign capital. In order to do so, “an appropriate tax incentive
system” for foreign investment and prioritized BOT projects shall be carefully elaborated.
Simplification of “licensing procedure” for foreign investors also should be promoted.

Furthermore, it is necessary for the go*)ernment to be able to flexibly cope with any
changes in the situation. Making reference to examples in other countries, the government
should establish appropriate deregulatory and incentive measures.

(2) Recommendation

Based on the understanding of the importance of deregulation and foreign investment,
the following deregulatory and incentive measures shall be carefully considered.
1) Deregulation to Tariff Review Process (see Chapter 6.2.1).
2) Expansion of Working Field of Port Services (see Chapter 6.3.3).
3) Participation of “100% Porelgn -Owned Company in “Prioritized” Port Development
Projects (see Chapter 6.3.2.3).
4) Promotion of Participation of Foreign Capital in Port-Related Business such as “Freight
Forwarding™ |
5)} Tax Incentive System for “Foreign Investors” & “ Prioritized BOT Pm]ects”
@ Tax Incentive System for “Prioritized Projects” by “Foreign Investors”
@ Tax Incentive System for “ Prioritized BOT Projects”
6) Simplification of Licensing Procedures for Foreign Investors
(D Promotion of “One Window Shop System”
@ Simplification of License Procedure _
@ Reduction of Number and Volume of Related Documents
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