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PREFACE

In response to the request from the Government of the Republic of Indonesia, the
Government of Japan decided to conduct the Study on the Development of Domestic Sea
Transportation and Maritime Industry in the Republic of Indonesia and entrusted the study to
the Japan International Cooperation Agency (JICA).

JICA selected and dispatched a team to Indonesia between December 2002 and March
2004, which was headed by Mr. KUMAZAWA Ken of ALMEC Corporation (ALMEC) and
was comprised of ALMEC and Japan Marine Science Inc (JMS).

The team conducted the study in collaboration with the Indonesian counterpart team
including nationwide field surveys, traffic demand forecast, industrial analysis and planning
works, and then held a series of discussions with the officials concerned of the Government of
Indonesia. Upon returning to Japan, the team duly finalized the study and delivered this
report.

I hope that this report will contribute to the development of domestic shipping and its
maritime industry in Indonesia and to the enhancement of friendly relationship between our
two countries.

Finally, I wish to express my sincere appreciation to the officials concerned of the
Government of Indonesia for their close cooperation extended to the team.

March 2004

MATSUOKA Kazuhisa
Vice President

Japan International Cooperation Agency






March 2004

MATSUOKA Kazuhisa
Vice President
Japan International Cooperation Agency

Tokyo

LETTER OF TRANSMITTAL

Dear Sir,

We are pleased to formally submit herewith the final report of the “Study on the
Development of Domestic Sea Transportation and Maritime Industry in the Republic of
Indonesia”.

This report compiles the result of the study which was undertaken both in Indonesia and
Japan form December 2002 to March 2004 by the Team, jointly organized by ALMEC
Corporation and Japan Marine Science Inc.

We owe a lot to many people for the accomplishment of this report. First, we would like
to express our sincere appreciation and deep gratitude to all those who extended their
extensive assistance and cooperation to the Team, in particular the Ministry of
Communications as well as the Ministry of Industry and Trade both in Indonesia.

We also acknowledge the officials of your agency, the JICA Advisory Committee and
the Embassy of Japan in Indonesia for their support and valuable advice in the course of the
Study.

We wish the report would contribute to the promotion and sustainable development of
domestic sea transportation and maritime industries in Indonesia.

Very truly yours,

KUMAZAWA Ken

Team Leader

The Team for the Study on the Development of Domestic Sea Transportation
and Maritime Industry in the Republic of Indonesia
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INTRODUCTION
Study Background and Objectives

Background

Indonesia is the largest archipelagic country in the world, comprising over 18,000 islands
and islets. Owing to its geographic features and size, maritime transport is
understandably one of the most important basic infrastructures for the Indonesian people
and economy. However, the shipping industry has remained underdeveloped due to
insufficient industrial effort and inadequate government support. Deficiencies in
Indonesia's maritime transport are manifested in a low share of Indonesian flagged
vessels in the domestic shipping market. Moreover, maritime sector deficiencies is a
contributing factor in the increasing economic disparity among regions, and growing
number of maritime accidents and increasing threats to marine environments.

Maritime transport is definitely one of the most strategically important sectors in
Indonesia. A concerted effort is therefore necessary under a clear long-term perspective.
Under this premise, the Government of Indonesia in June 2001 requested the
Government of Japan, a nation with an extensive technical experience in shipping and
related industries, to conduct a master plan study on Indonesian domestic shipping and
maritime industry. In response to this request, a preparatory survey was undertaken by
the Japan International Cooperation Agency (JICA'). In August 2002, the Scope of Works
for this Study was signed.

Objectives

The overall study objective is to increase the share of Indonesian flagged vessels in
domestic shipping by providing improved shipping services to shippers and passengers
on all domestic shipping routes. To realize this overall objective, the Study has three
specific objectives:

1) To formulate a Master Plan (up to the year 2024) for the development of domestic
sea transportation and its supporting maritime industry,

2) To prepare an Action Plan to implement priority projects which are part of the
above Master Plan; and,

3) To facilitate technology transfer to counterpart personnel during the course of the
Study.

Study Area

The study area includes all the territorial waters of Indonesia with particular attention to
ports, seaways and other maritime transport facilities such as shipyards. The Study only
covers domestic shipping and its related industries. Overseas shipping is studied only
when and where they are closely related to domestic shipping.

1 The Japan International Cooperation Agency (JICA), established in 1974 as a "special-purpose public institution" of
the Japanese Government, will turn into an "independent administrative institution" as of the 1st of October 2003 in
accordance with the Japan's administrative reform plan.
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Figure 1.1.1 Study Area
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Study Implementation

The Study is being conducted in the typical scheme of Japanese technical cooperation.
JICA organizes the JICA Advisory Committee and organizes and dispatches the JICA
Study Team to Indonesia while the Indonesian Government organizes the Steering
Committee and the Counterpart Team.

JICA appointed the Joint Venture between ALMEC Corporation and Japan Marine
Science Inc. to undertake the Study. The Study commenced on December 2002 and is
scheduled to conclude on March 2004. Major activities covered under the Study are
illustrated in Figure 1.2.1. The activities can be grouped into (1) study mobilization, (2)
site surveys, and (3) issues identification and demand forecasting, (4) preparation and
discussion of Progress Report, (5) formulation of master plan, (6) preparation of Action
Plan, and (7) study finalization. Specifics are as follows:

Study Mobilization

The First Steering Committee was held on 17th December 2002. The meeting discussed
the Inception Report which includes the study scope, methodology and implementation
organization. The meeting adopted the Inception Report with some operational guidelines
in the course of the Study.

The Introductory Workshop was convened on 19th December 2002. One hundred
participants from the counterpart agencies, other government agencies and shipping and
shipbuilding industries attended the one-day workshop. Participants also include
delegates from ESCAP and the Maritime Industry Authority (MARINA) of the
Philippines. The JICA Advisory Committee and the JICA Study Team were also in
attendance.

The counterpart agencies consisting of the Directorate General of Sea Communication
(DGSC) under the Ministry of Communications and the Directorate General of Metal,
Machinery, Electronic and Multifarious Industries (DGMMEMI) under the Ministry of
Industry and Trade composed the Counterpart Team.

Conduct of Site Surveys

The JICA Study Team, the Counterpart Team and the appointed local consultant (PT.
Mitrapacific Consulindo International) conducted various site surveys nationwide as
follows:

e  Maritime Traffic OD Survey: OD data were collected at 23 of the 25 strategic
ports. The collected data can represent 50% of the domestic freight shipping
movements and 90% of the domestic passenger shipping movements in 2002.

e  Shipping Industry Interview Survey: The survey successfully interviewed 80
domestic shipping companies regarding their operational, management and
financial circumstances. The interview also includes information profile of 323
vessels owned or chartered by the interviewed companies.

e  Ship Operation Survey: The survey team visited 14 of the 25 strategic ports and
conducted on-board inspection on 48 vessels. On each vessel, the survey team
interviewed its captain and engine officer, and, inspected the bridge, cabins,
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equipments and facilities, deck, hull, engine room, etc.

e  Shipyard Survey: The survey team visited 15 shipyards of various capacities.
Every aspect of shipyard management and operation was inspected including,
facilities and equipments, access channels, procurement of spare parts, quality of
engineers and workers, management capability, etc.

(3) Issues Identification and Demand Forecasting

The multifaceted domestic maritime transport sector has been analyzed from the
viewpoint of domestic trade and traffic, shipping operation services, shipping business
management, ship safety and ship repairing. Maritime demand forecasting has been
undertaken with consideration to existing maritime traffic patterns and the assumed
future socio-economic framework. Finally, existing and future bottlenecks of domestic
shipping have been specified and assessed.

(4) Preparation and Discussion of Progress Report

Progress Report was compiled with major findings of field surveys, development issues
and traffic demand forecast. The Second Steering Committee was held on 14™ July 2003.
The meeting deliberated the Progress Report with a variety of comments to develop a
master plan. The First Seminar was convened on 15" July. 115 participants from the
counterpart agencies and shipping and shipbuilding industries, the JICA Study Team and
the JICA Advisory Committee attended the one-day seminar; and, the JICA Study Team,
industrial participants and the ASEAN Secretariat delivered presentations.

(5) Formulation of Master Plan

The JICA Study Team and the Counterpart Team made concerted efforts to formulate the
master plan which is composed of five topic groups: institutional development, domestic
shipping system, shipping business management, ship finance institution and ship
repairing system. Since all the topics deal with fleet, the Study carefully confirmed the
present fleet engaged in domestic shipping on both registration and operation basis.

In the course of the master plan preparation, two workshops were held through the
collaboration of the JICA Study Team and the shipping industries. The Workshop on
Shipping Business Modernization was held on 11" August. INSA and INFA were eagerly
involved in the workshop preparation, presentation and discussions. On 28" August, the
Workshop on Traditional Shipping Modernization was held. The Pelra Association sent
25 participants including 10 from outside of Jakarta to the workshop.

(6) Preparation of Action Plan

As the next step, Action Plans were prepared to guide necessary immediate actions, while
focusing on three priority areas: (1) expanding shipping investment channels towards
Indonesian flagged vessels, (2) developing competitive domestic fleet through increasing
investment and preventing accelerated asset devaluation, and (3) initiating capacity
building undertakings.

In order to discuss the Master Plan contents and the Action Plan components, the JICA
Study Team and the Counterpart Team held six technical meetings. In addition, the
Workshop on Shipping Investment and Ship Finance was held on 22™ October where
many industry representatives attended.
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(7) Study Finalization

Draft Final Report was compiled and submitted in early January 2004. The major outputs
were intensively discussed at the Third Steering Committee Meeting on 13" January.
Successively on 15" January, the Second Seminar was convened to disseminate the Study
findings and proposals. Over 120 participants attended. As one of opening remarks, Mr.
Son Diamar, Special Expert to Bappenas Minister, reported the drafting progress of the
Presidential Instruction on Shipping Industry Empowerment. After receiving Draft Final
Report, the counterpart agencies prepared and submitted their official comments over 20
pages. This Final Report was prepared by the JICA Study Team with carefully examining
those comments.

1.3. Structure of the Main Report

The Main Report has three volumes: ‘Volume 1 — Sector Achievements and Issues’,
‘Volume 2 — Integrated Master Plan’ and ‘Volume 3 — Action Plan’. In total, there are 18
chapters including this introductory chapter:

(1) Volume 1 — Sector Achievements and Issues

Chapter 2 Appreciation of the Study Area: This chapter shows the profile of the study
area from the viewpoint of habitation and migration, economy and trade, maritime traffic
and maritime safety and marine environment. Major findings of the maritime traffic OD
survey are reported in this chapter.

Chapter 3 Overview of Maritime Transport System in Indonesia: This chapter
characterizes the maritime transport system of Indonesia in terms of its major
components such as fleet, human resources, shipping companies, ports and harbors and
safe ship operation. Major findings of the shipping company interview survey (80
samples) and the ship onboard survey (48 samples) are detailed in this chapter.

Chapter 4 Existing Shipping Services: This chapter describes the existing shipping
services in Indonesia which are categorized as follows: (i) inter-island freight shipping,
(i1) inter-island passenger shipping, (iii) special shipping, (iv) pioneer shipping, (V)
traditional shipping, (vi) overseas shipping and (vii) shipping related services.

Chapter 5 Maritime Related Industries: This chapter profiles the various maritime
related industries which are indispensably supporting domestic shipping activities. The
main focus is shipyards, particularly ship repairing services. The chapter also pays
attention to ship-breaking yards.

Chapter 6 Institutional Development in the Maritime Transport Sector: This chapter
discusses institutional aspects of the sector from a historical perspective and with
comparison to international practice especially with ASEAN countries. The discussions
cover legal framework, ship registration and inspection, and government interventions.

(2) Volume 2 — Integrated Master Plan and Action Plan

Chapter 7 Sector Development Vision: This chapter shows basic recognitions and
strategies to formulate a Master Plan and designs its overall structure. Some
preconditions and important elements to be incorporated into a Master Plan are
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recognized, including the national development context, international development
environments such as liberalized shipping, technology advancement towards competitive
shipping services, discreet government interventions to commercial and non-commercial
shipping, and rationales of national tonnage development.

Chapter 8 Traffic Demand Forecast: This chapter presents results in maritime traffic
demand forecast for both freight and passenger demand. Demand forecast for freight is
presented on a per package classification basis (i.e. containerized, break bulk, dry bulk
and liquid bulk) as well as per key commodity basis. Demand forecast for passenger
traffic concentrates only on inter-island domestic demand (i.e. excluding ferry) but with
consideration to future modal shift between air and sea based modes. After analyzing
actual ship assignment patterns, e.g., voyage reports, the existing domestic shipping fleet
is confirmed on an operation basis. Future fleet in terms of ship type, unit and tonnage is
projected in conformity with the traffic demand.

Chapter 9 Institutional Development Programs: This chapter discusses shipping
related institutional development directions including investment promotion policies in
shipping business and national flag vessels, changing policy environments of inter-island
shipping such as contemporary cabotage and anti-monopoly debates and decentralization,
and ship safety and environment protection requirements from global marine
communities such as IMO.

Chapter 10 Domestic Shipping Development Programs: This chapter proposes
institutional and physical domestic shipping development plans. Since a variety of
shipping services are provided on Indonesian waters, development paths of five shipping
types are explored separately. They are liner shipping, bulk shipping, passenger shipping,
non-commercial tertiary shipping and traditional shipping.

Chapter 11 Shipping Business Management Programs: This chapter proposes to
modernize shipping business management. It deals with shipping company structure such
as business expansion patterns and more effective company structures through
consolidation, modern shipping management featuring ship management company, and
management education.

Chapter 12 Ship Finance Programs: This chapter provides an entire picture of
available/possible ship finance schemes for today’s Indonesian shipowners. While many
problems have been identified, respective strengthening measures are also discussed in a
comprehensive manner.

Chapter 13 Maritime Related Industries Development Programs: This chapter
focuses on how to shorten ship repair time at local shipyards. Factors that prolong repair
time are fully analyzed and measures to deal with identified problems are discussed in
detail. The chapter also estimates dock space capacity needed to service the future
domestic fleet for periodical repairs and maintenance, and discusses ship building
capability at present and in future.

Chapter 14 Evaluation of the Master Plan: This chapter evaluates the Master Plan.
Fleet is the focal point of shipping industry development due to its dominant share in
investment in the industry and this chapter illustrates an aggregated fleet procurement
plan. The fleet procurement plan is then assessed based on its anticipated economic
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benefits and affordability. Finally, short-term priority projects and programs which form
the STRAMINDO Action Plan are selected.

Chapter 15 Expanding Shipping Investment Channels: This chapter considers
immediate actions to entice investment by focusing on two financial streams; namely,
private finance and public funding particularly tapping ODA fund into fleet investment.
Regarding private finance, necessary institutional arrangements particularly ratification
of international conventions are explored. Regarding public funding, a strategic ODA
loan package is explained.

Chapter 16 Modernizing and Maintaining Domestic Fleet: This chapter shows
concrete actions to modernize the inter-island liner shipping system through unitization
using originally designed locally-suited vessels; and, establishing a ship-management
company.

Chapter 17 Capacity Building for Maritime Transport: This chapter proposes three
capacity building programs: (1) advanced education program in shipping industry, (2)
maritime administration database center, and (3) daily monitoring system for subsidized
operation. Due to the long-term nature of each program, the programs include a phased
development schedule.

Chapter 18 Conclusions and Recommendations: Based on all the findings and
proposals in the Study, conclusions and recommendations are made. To effectively
implement the Action Plan, implementation modalities are considered with an overall
detailed schedule.
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