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The island country of Indonesia is changing in every sense of the word. Favorably situated in 
fast-growing Asia and with an enviable reserve of natural resources, Indonesia has experienced 
rapid urbanization, rising incomes and an exploding population. Much of the country’s success 
can be attributed to strong growth within a historically key pillar of the economy, the mining 
industry, which contributes approximately 12% to the country’s GDP. But with all of this growth 
has come an associated strain on the power sector, the proverbial engine of growth. 
Today, these two vitally important areas of the Indonesian economy are at important stages 
in their development but in two very distinct ways. As the result of an evolving regulatory 
environment, the Indonesian mining and power sectors hold drastically different future 
prospects. Wanting to keep more value derived from the mining industry within the country, 
the government in 2009 passed several mining-specific regulations that have greatly impacted 
the expectations for the industry. Most significantly, these changes include an export ban on 
unprocessed minerals, in-country processing requirements, and divestment requirements for 
IUP or Contract of Work holders. While these new regulations will take several more years for 
industry participants to feel their full force, commodity exports have fallen significantly and 
foreign investors are already exhibiting apprehension. The mining industry continues to work 
through the government-mandated changes and their concomitant challenges.
While the outlook for the mining industry remains to be seen, growth in power generation 
in Indonesia is imperative. Possessing one of the lowest electrification ratios in the region 
and with demand expected to increase by 7.4% per year, Indonesia is already starting behind. 
Fully aware of the situation and the potentially damaging consequences to the country’s rising 
industrial sector and burgeoning population, the government in recent years has instituted new 
laws and incentive programs that will allow Indonesia to increase power generation by utilizing 
its bountiful natural resources. Power generation has indeed increased significantly in the last 
several years, but the government must continue to do so for decades to come. 
In October 2014, a new president, Joko Widodo, better known as “Jokowi,” was inaugurated 
into office. A champion of the people, Jokowi understands that the strength of the economy 
is pivotal to achieving his goals for the population, including initiatives to significantly reduce 
the country’s growing inequality. As such, Jokowi has targeted 7% growth by 2018, up from 
the 5.2% slowdown experienced in the first half of 2014, a downturn largely the result of the 
government ban imposed on the export of unprocessed minerals. To achieve these results, part 
of the solution will be the government’s reinvigoration of the mining sector and a continued 
effort to ensure that foreign investment will continue to flow into power related projects.
It is the objective of this book, Industry Explorations Indonesia Power & Mining 2014, which 
has resulted from intense research conducted with executives of Indonesian and multinational 
companies and members of key government bodies and associations established in Indonesia, 
to clearly show the international investors the array of challenges, risks, threats and, most 
importantly, the opportunities for investment within the Indonesian mining and power sectors. 
We would like to extend our gratitude to all those who shared their insights and expertise with 
us to produce this guide.

Vanessa Acuna Chapela,
Josie Perez and  

JP Stevenson
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“The fact that often goes missed 
by industry participants is that the 
establishment of the 2009 Mining 

Law, and its subsequent enforcement 
in 2014, followed a four-year period 

of public consultation prior to the 
law’s introduction wherein regulators 
consulted with the industry over the 
structure of Indonesia’s new mining 

law. Those involved in the production 
of nickel and bauxite, (commodities 

whose export was recently banned), 
had eight years to organize themselves; 

eight years to, at a minimum, show 
a commitment to the conditions that 

Indonesian mining henceforth would be 
based. The industry’s lack of preparation 

is not for a lack of awareness.”

- Tamba Hutapea, Deputy Chairman 
for Investment Planning, Indonesian 

Investment Coordinating Board (BKPM) 

A Dark Horse:
An Introduction 
to Indonesia 
and its Power 
and Mining 
Industries
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Capital: Jakarta
Chief of State: President Joko Widodo (takes of�ce 20 
October 2014)
Religions: Muslim 87.2%; Christian 7%; Roman 
Catholic 2.9%; Hindu 1.7%; other, including Buddhist 
and Confucian, 0.9%; unspeci�ed 0.4% (2010 est.)
GDP (of�cial exchange rate): $867.5 billion (2013 est.)
GDP – Real Growth Rate: 5.3% (2013 est.)
GDP per Capita: $5,200 (2013 est.)
Economic Sector Breakdown: Agriculture: 14.3%; 
Industry: 46.6%; Services: 39.1% (2013 est.)
Exports: $178.9 billion (2013 est.): Oil and Gas, 
Electrical Appliances, Plywood, Textiles, Rubber
Imports: $178.6 billion (2013 est.): Machinery and 
Equipment, Chemicals, Fuels, Foodstuffs.
Major International Trade Partners: China, Japan, 
Singapore, South Korea, United States, Malaysia, India, 
Thailand
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an introduction 
to indonesia

A Brief Overview of the Country and 
Economy

2014 marked a major political transition 
for Indonesia, as the country elected 
a new president, Joko Widodo. Susilo 
Bambang Yudhoyono, a former army  
officer, had won Indonesia’s first di-
rect presidential elections in 2004 and  
was reelected in a landslide in 2009. 
Yudhoyono is considered to have ruled 
effectively and authoritatively, but  
was barred from standing for office again 
in 2014. The leadership change may 
also bring about a new style of leader-
ship than the top-down approach of the  
past ten years. During the campaign, 
Widodo endeared himself to ordi-
nary citizens by being accessible and 

eager to listen to their stories and 
views. Widodo is also not from the 
army like his electoral rival, Prabowo 
Subianto, which further adds to his 
credentials as a potentially transfor-
mative leader. In this respect, the 
country’s non-violent transition from 
Yudhoyono to Widodo is a victory for  
Indonesia’s future, regardless of politi-
cal stripes. 
However, Widodo’s campaign magic will 
likely fade after he is sworn into office in 
October 2014 and begins to face the far 
more difficult balancing act of governing. 
His party, the Indonesian Democratic 
Party-Struggle (PDI-P), holds only 37%  

of parliament, while the opposition 
party of Subianto controls a major-
ity. Moreover, Widodo’s 53% victory in  
the presidential election was actually  
a disappointment, as he had lead in some 
polls by as much as 30% at one point.  
The former governor of Jakarta, Wido-
do was especially popular with urban 
and young constituents during the cam-
paign and promised to fight corruption 
and to harness education and technolo-
gy to build a better future for Indonesia,  
but ushering in this vision will be  
challenging to execute. 
Structurally, Indonesia faces constraints. 
The most immediate challenge will be 
to increase its energy generation capac-
ity, wean its people off expensive fuel  
subsidies, and transition from diesel  
fuel to coal or renewables to power 
remote, rural communities that are 
off-the-grid. Indonesia has a historic 
reliance on commodities and natural  
resources, which dates back to its co-
lonial experience under the Dutch and  
specifically the relationship with Roy-
al Dutch Shell in the late nineteenth 
and early twentieth centuries. Just 
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as Indonesia’s oil was the engine 
for growth in the Far East in the first 
half of the twentieth century, so too 
can its resources power the region. 
China and India are already massive 
importers of Indonesian coal, and 
the natural abundance of the coun-
try makes it a mineral bonanza. There  
is undeniable potential to harness  
coal and renewables to close the  
generation gap. 
In recent years, resource national-
ism has dampened the enthusiasm of  
foreign investors and placed the coun-
try’s future in uncertainty. Nonetheless, 
in the short- to medium-term, Indonesia 
will continue to rely on natural resourc-
es and must find a way to generate  
greater investment and develop-
ment if it wants to free itself from 
its resource dependency. Despite 
Yudhoyono’s authoritarian rule, the 
country instituted a program of 
rapid decentralization, and one of  
the chief frustrations of companies is 
that local governments interpret and  
apply laws differently. The government 
has taken steps to centralize authority 

in Jakarta once again, and Widodo’s  
focus on education and technology  
could streamline and clarify the coun-
try’s regulatory regime, but these 
changes will take time. 
Indonesia is by nature a disparate group-
ing of peoples owing to its geography, 
and, in the past, centralization has  
produced the greatest economic wel-
fare for its citizens, at least according to  
those in Jakarta. In such a country,  
infrastructure is key, but, according to 
the World Economic Forum, Indonesia 
ranked 82nd in quality of overall infra-
structure in 2013. 
The power and mining industries  
can only hope that the government  
undertakes a new commitment to  
infrastructure. Investors must separate 
the political noise from policy. This is 
not easy to decipher, but the election 
cycle brought out rhetoric that the  
ruling government has no intention of 
backing up. It is a new era in Indonesia, 
but history and structural constraints 
will not disappear overnight. For those 
willing to brave these challenges, the 
rewards are there. •



is being made for a power plant, the Min-
istry will provide a limited government 
guarantee through the PLN. The PLN will 
sign a Power Purchase Agreement (PPA) 
with Independent Power Producers 
(IPPs) and the Ministry will make sure 
that the PLN fulfills this commitment to 
the private sector.

Discussions to reform the country’s 
subsidies have been discussed for 
several years, but there now seems 
more urgency to tackle the issue. How 
will the government alter the current 
system?
A reform to the current system of subsi-
dies must occur to make the budget sus-
tainable and to better target the people 
who need the governmental support. 
The current framework will be amended 
to move from a price subsidy to more of 
a people assistance mechanism. These 
reforms are taking place slowly and the 
electricity subsidy has a better chance 
of being reformed than the fuel subsidy, 
as you can easily classify the customer 
based on energy consumption, e.g. tar-
geting households, commercial enter-
prises or manufacturing and industry. 
This transformation will be slow and 
politically difficult but must be done. The 
reforms should also encourage more 
private investment. By releasing the 
price subsidy and moving to targeted as-
sistance, the price of electricity will be 
more attractive to investors.

The government is keen to alter its 
energy mix so that there is more use 
of renewables. How will Indonesia 
achieve this?
Indonesia is a collection of islands, many 
of which are remote and have difficulty 
generating power. In these areas, a coal-
fired power plant cannot be built be-
cause it is not economical. Currently, the 
only way to generate power for them is 
through diesel fuel, which is costly not 
only because of the price of the diesel, 
but because it must be transported to 
the islands by plane. The government 
sees alternative or renewable energy, 
such as solar, as a solution to these off-
grid islands because these options are at 
least competitive to diesel fuel.
For the larger islands, renewable fuel 
depends on pricing policy. If the price of 
electricity continues to be heavily reliant 

Bambang ps 
Brodjonegoro

Vice Minister of Finance  
Republic of indonesia

on the price subsidy, then coal will be 
the most viable option and gas will be a 
secondary choice if available. If the price 
is more relaxed, adjustable based on  
the energy cost, then geothermal  
will have a place, especially in Sumatra 
and Java, which are the main sources of 
geothermal. 

For foreign investors considering the 
power sector in Indonesia, why is 
now a good time to invest?
Indonesia is a growing emerging mar-
ket with bright growth prospects: a 
large population base, a growing middle 
class, natural resources, and an effort 
to transform the economy from natural 
resource-based reliance to a natural re-
source-based economy. Indonesia needs 
power and once the pricing policy be-
comes more flexible, the sector should 
be attractive for investors interested not 
only in traditional power plants like coal, 
hydro or gas, but also renewable power 
solutions, such as wind, solar or even 
biomass. 
The appetite of foreign investors is 
evident in the composition of the final 
bidders for the Central Java Coal-Fired 
Power Plant, which was awarded in 2011. 
Of the final bidders, there were two Chi-
nese and two Japanese companies with 
the final winner being Japanese. The 
heightened interest of foreign investors 
is evident and it is not only from Asia, 
but from Europe and the United States 
as well. 

When GBR Returns in two to three 
years, how will the power sector be 
different?
The government is eager to increase the 
electrification ratio from its current level 
of 76% to hopefully 90%, if not more. 
The second change that will occur within 
this time period is that the pricing policy 
for electricity will be more flexible. The 
country also will see an improved energy 
mix: diesel and non-renewable consump-
tion will be a bit lower and renewable 
energy usage will see an increase. In-
donesia is still a potential market for the 
energy sector, particularly power, and 
we encourage any interested investors 
to consider the opportunities that this 
country has to offer. • 

Can you provide us with an 
introduction to the role of the 
Ministry of Finance in relation to  
the energy sector?
The Ministry of Finance performs many 
functions in respect to the energy sector, 
but the most important relates to the en-
ergy subsidy, which takes the form of an 
electricity subsidy to the national elec-
tricity company Perusahaan Listrik Neg-
ara (PLN) and also a retail fuel subsidy. 
For 2014, the government has allocated 
IDR 350 trillion, which is nearly 20% of 
total spending of the national budget for 
this purpose. It is very important that 
the Ministry manages this position care-
fully; otherwise, there are two serious 
ramifications for the country. The first is 
that the Ministry runs out of money and 
cannot pay the energy subsidy for the re-
mainder of the year. The second is that 
it does not pay the electricity subsidy 
at the right time, which would result in 
problems with energy delivery, namely 
blackouts. In the case of the fuel subsidy, 
people would line up at fuel stations just 
to receive the subsidized fuel. 
The second important role of the Min-
istry is the provision of guarantees for 
power plants. Whenever an investment 
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There have been substantial changes 
in Indonesia’s mining industry 
since we last spoke in 2012. Could 
you describe how the industry has 
evolved, in particular with regard 
to shifts that have occurred in the 
political attitude towards it?
There has been a shift in the political  
attitude toward mining since 2012.  
From 2009 to 2012, there was heavy-
handed governmental action: the gov-
ernment wanted to pursue downstream 
integration regardless of the cost for the 
industry. Since 2012, the industry has 
battled with the obstacles associated 
with development of ore beneficiation 
facilities. Insufficient infrastructure, in-
adequate electricity supply, poor admin-
istrative oversight, high capital costs, 
and downstream industries made it ill-
prepared or incapable of using refined 
ore. Although the government seemed 
bull-headed in its enforcement of the 
2009 Mining Law’s downstream require-
ments, it understands the implications 
that full enforcement would have on 
the economy. Now businesses must  
only commit to downstream integra-
tion by January 1, which is a positive  
development.

ir. syahrir 
abubakar

Executive Director
indonesian Mining  
association 

What role did the private sector 
play in forcing this realization upon 
the government? What implications 
would full enforcement of the 
January 1st export ban have had on 
the industry?
The private sector has played a pivotal 
role in communicating the impact that 
the full implementation of the January 
1 export ban would have on Indonesia’s 
economy. If a full export ban were imple-
mented, Freeport McMoran anticipates 
a loss of 22,000 laborers and Newmont 
8,000 laborers. The impact of these loss-
es would be highly regionalized. In West 
Sumbawa, the area surrounding New-
mont’s Batu Hijau mine, and Mimika, the 
area surrounding Freeport’s Grassberg 
mine, 45% and 25% of the region’s in-
habitants are employed through min-
ing, respectively. Yet the impact of a full 
shutdown would be larger than this. In 
the case of Grassberg, if Freeport were 
forced to halt production, Pt. Smelting, 
one of Indonesia’s four smelters, would 
close, which would in turn prohibit them 
from supplying Petrokimia Gresik with 
an important side-product produced 
from refinement, in effect causing one 
of Indonesia’s largest fertilizer produc-
ers to decrease production. This would 
translate into job losses across East 
Java. Were the January 1 export ban to 
be implemented, the government would 
experience a loss of between $7 billion 
and $8 billion in income.
 
Under the government’s new 
commitment to downstream 
processes, what is required of 
companies?
A mining company must commit to 
downstream processing by selecting the 
location of a beneficiation facility. This, 
however, is still an imperfect solution: 
the government has not made a much 
needed commitment to support the de-
velopment of regional infrastructure and 
the development of access to electricity, 
two important criteria in the selection of 
plant location. By still requiring that all 
industries move downstream, this solu-
tion ignores that the profitability of refin-
ing ore is felt unequally across different 
commodities: there is margin in refining 
bauxite, but not in copper. Furthermore, 
it is still unclear when the private sector 
must lay down capital for these ben-

eficiation facilities and how the industry 
might acquire the technology required to 
beneficiate ore.

In 2014, what is the stated mission of 
the Indonesian Mining Association?
The mission of the Indonesian Mining 
Association in 2014 is two-fold. Fore-
most, we seek to encourage a greater 
level of consideration for how the gov-
ernment interacts with the private sector 
in developing ore processing facilities. 
A greater level of localized value-added 
is necessary for the mining industry, as 
is a different approach than the one be-
ing taken currently. Second, we seek to 
encourage greater levels of collaboration 
in policy-making. Mining affects many 
industries, but regulation has not yet har-
monized across ministries. 

In drafting the 2009 Mining Law, Dr. 
Simon Sembiring spoke of how the 
regulation would positively affect 
foreign direct investment (FDI). Have 
we seen this materialize?
The 2009 Mining Law generated a great-
er level of FDI, but at a cost to the indus-
try and its most important stakeholders: 
the Indonesian people. The law created 
ambiguity in regulatory structures, which 
has reduced oversight in areas such as 
community relations and the environ-
mental impact of mining. This has in-
creased the perceived attractiveness of 
investing to some, as little commitment 
must be made to what some perceive 
as unnecessary costs. Under the law, 
10,642 licenses have been granted: 
many of which have wrought consider-
able damage to Indonesia’s environment 
and local communities. Furthermore, the 
lack of oversight has increased informal 
participation in the sector, the immedi-
ate cost of which is millions of dollars 
in funding that would otherwise be cap-
tured by the government.

If we were to meet again in two years, 
where would we see the industry?
The government has taken positive 
steps, and a better industry will emerge. 
However, the timeframe in which we 
will see the government act is another  
matter. •
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From an investment perspective, 
Indonesia is a gem in the region: it is 

the largest democracy in Asia, providing 
a very stable operating environment 
and in terms of power demand, the 
country’s current situation must be 

addressed for the country to remain 
competitive. 

- Fazil E. Alfitri, President Director, Pt. 
Medco Power Indonesia

“

”

Can growth 
Continue?

An Introduction to Indonesia’s Power and 
Mining Sectors

Megamalls galore, roads teeming with 
vehicles, Starbucks stores found at  
every strategic location, to an outsider, 
Indonesia’s capital of nearly 10 mil-
lion people, Jakarta, shows every sign  
of a country well on its way to becom-
ing an economic powerhouse. Years of 
GDP growth consistently in the 5% to 
6% range have pulled the country into  
the bracket of middle-income countries, 
but its ability to continue this growth  
is by no means guaranteed. 
Although endowed with a plethora  
of natural resources and favorable  
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INDONESIA’S ELECTRICITY GENERATION
BY FUEL TYPE (BILLION KILOWATT HOURS)
Source: U.S. Energy Information Administration, International Energy Statistics
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demographics, Indonesia’s upward mo-
bility could be hampered by several key 
factors. These include reforms to limit 
foreign participation in key resource 
sectors of the economy, such as min-
ing and plantations, energy subsidies 
that chew up an unsustainable 20% 
of the national budget and a looming 
energy crisis that could hamstring in-
dustry and undermine urbanization.  
While the effect of the resource sector  
reforms to the country’s economy will 
take years to understand and ending the 
energy subsidies, a thorny issue for any 
country to tackle, will take time to achieve, 
there is a near universal understanding  
that the government must act to address 
multiple issues related to the country’s 
power situation. 
Indonesia must work to increase  
the 75% electrification ratio, one of the 
lowest in the region, to reach the entire 
population; boost generation capacities 
to keep up with a staggering energy  
demand increase of 7.4% per year;  
and alter the current energy mix to en-
sure energy security for the nation’s  
future. Failure to achieve these goals 
could compromise the country’s ability 
to continue to lift millions out of pover-
ty and compete on both a regional and 
global level.
Despite lacking basic infrastructure,  
Indonesia’s mining industry has claimed 
a prominent position in supplying inter-
national commodity markets. Shrouded 
in regulatory uncertainty, Indonesia  
still attracts speculation. 
Touring Jakarta’s Rawa Bening, the larg-
est gem market in Southeast Asia, the 
importance of minerals to Indonesia 
is evident. A love of precious stones  
is engrained in local culture. Yet like the 
stones of Rawa Bening, brought from 
various corners of the world before  
being peddled locally, Indonesia’s  
mining industry has long been con-
trolled by foreign hands: the Dutch under 
colonization, and then later, the foreign 
investor under Suharto. The Indonesia  
of today – outspoken, nationalistic,  
and wildly democratic – is acutely aware 
of this.
Indonesian regulators would do well  
to recognize that their country’s mining 
industry is a dark horse. Lacking in basic 
infrastructure, it has claimed a prominent 
position in supplying international com-

modity markets; shrouded in regulatory 
uncertainty, it still attracts speculation.  
If handled with care, mining may allow  
the Indonesian government to accom-
plish its goals, many of which are, at the 
heart of it, admirable. Under proper re-
source governance, Indonesia could be-
come one of the world’s last great min-
ing frontiers. If beaten too hard, though, 
the country may see what has been its 
best source of economic development 
– far more democratic in distributing 
wealth than the country’s oil – collapse. 
Indonesia’s mining service providers  
of today must contend with two oppos-
ing forces: the demand to help clients 
reduce costs and the need to increase 
efficiencies in a country marked by  
logistical headaches. To not only survive, 
but to thrive in such an environment,  
service providers must rely not only on 
their depth of understanding of the local 
Indonesian context but also on their abil-
ity to provide creative solutions.
Despite the challenges, investors have  
every reason to be bullish on Indonesia. 
As Fazil E. Alfitri, President Director, Pt. 
Medco Power Indonesia, elucidated: 

“From an investment perspective, In-
donesia is a gem in the region: it is the 
largest democracy in Asia, providing a 
very stable operating environment and 
in terms of power demand, the country’s 
current situation must be addressed for 
the country to remain competitive.” •
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Can you provide us with a brief 
history and introduction to PwC’s 
operations in the Indonesian power 
and mining industries?
PwC opened its office in Indonesia in 
1971 and has a full service firm of 1,600 
employees, including more than 50 part-
ners and technical advisors, both Indone-
sian and expatriate. In the power indus-
try, PwC is advising prospective investors 
during the bidding process. Working with 
lawyers and utilities advisors, PwC is 
helping clients to understand the struc-
turing and investment options, including 
the tax and accounting implications of 
the various structures and then providing 
the valuation and modeling components 
for the project itself. As the projects 
move past the bidding stage, PwC will 
assist with audit, tax, structuring consid-
erations and putting project financing in 
place. We also have a dedicated Capital 
Projects and Infrastructure team based in 
Jakarta, which includes specialists who 
have experience in structuring public-to-
private partnerships all over the world 
and in arranging financing and feasibility 
studies for power projects.
In the mining industry, PwC’s services 
are brought to market on industry lines, 
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which are consumer and industrial prod-
ucts, financial services, technology and 
communications, and energy, utilities and 
mining (EU&M), which is one of PwC’s 
areas of focus. In addition, PwC publish-
es thought leadership pieces, producing 
regularly updated investment guides on 
the regulatory and tax environment in 
these industries, newsletters on topical 
matters, as well as surveys of stakehold-
er views on these sectors. These mate-
rials have proved to be valuable sources 
of information to investors, as publicly 
available information is not always readily 
available in Indonesia. In addition to the 
investment guide, PwC annually publish-
es mineIndonesia, a survey of CEOs to 
ascertain the main challenges facing the 
sector and analyze financial trends in the 
performance of mining companies.  

With over four decades of experience 
serving mining clients in Indonesia, 
what trends in the demand for 
services have emerged?
Prior to the issuance of the new mining 
law in 2009, when no new Contracts of 
Work (“CoW”) had been issued to for-
eign investors for a number of years, we 
saw significant merger and acquisition 
activity in the sector, including restruc-
turing of investments in both mining li-
censes and existing CoWs. From 2007 
to 2010, a number of large clients, par-
ticularly in the coal mining sector, were 
looking to expand their operations, much 
of it funded through initial public offer-
ings (“IPOs”) on the Indonesian stock 
exchange. Following a flurry of IPO activ-
ity, mining companies, with strong cash 
flows, then turned to international bond 
markets to raise debt to continue their ex-
pansion efforts. More recently, with coal 
prices and other mineral prices taking a 
dip, mining companies have been less fo-
cused on expansion and more on the sta-
bilization and efficiency of the business. 
As a result, PwC has seen increased 
requests for consulting services around 
operational efficiency and effectiveness, 
internal controls and information systems 
improvement and tax advisory.

Welcoming foreign investors to the 
mining sector for decades, Indonesia 
has recently put in place new 
regulations, which negatively affect 
foreign investors already present in 

the country. Are we likely to the see 
same thing occur in the power sector?
We currently view most of the govern-
ment initiatives in the power sector as 
effective in encouraging investors. Indo-
nesia has put in place a Public Private 
Partnership (PPP) law, as well as sup-
porting regulations, as one step in pro-
viding legal certainty to investors. There 
appears to be a realization that the coun-
try is facing a power crisis and that it  
needs to encourage investment: local 
market funding is insufficient to meet this 
level of build-out and the technical know-
how from large international partners is 
needed. Foreign investors can become 
comfortable investing in the power sec-
tor in Indonesia as long as the follow-
ing conditions are met: the terms of the 
Power Purchase Agreement (PPA) with 
PLN are sufficient and investors have  
enough legal certainty that their power 
plant will have a long enough operat-
ing horizon so that they can see a rea-
sonable return on their investment. 
If the government decides 20 to 30 
years from now that the power sec-
tor can be supported by local invest-
ment and know-how and amends regu-
lations to reduce foreign ownership, 
this is fine, if an adequate return has 
been earned on capital invested. Issues 
arise when there are rule changes that  
affect the investor within the investment 
period; however, given that the demand 
for power is likely to grow continuous-
ly over the next several decades, the  
probability that this scenario will take 
place is minimal.

When GBR returns in two to three 
years, how will PwC have evolved in 
relation to the the power and mining 
industries in Indonesia?
It is imperative to Indonesia that power-
generating capacity increases quickly 
and significantly and all parties can see 
the potential for economic development 
that this brings. In mining, PwC expects 
its services to the sector to continue to 
grow. The next one to two years will be 
challenging for the industry globally, the 
impact of which will be felt greater in 
Indonesia because of the ongoing regu-
latory changes. However, Indonesia is 
endowed with abundant mineral and coal 
reserves, and the long-term prospects re-
main positive. •
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Can you provide us with a brief 
history and introduction to Jakarta 
Futures Exchange?
LL: Jakarta Futures Exchange was estab-
lished in 1999 by 29 shareholders: 11 from 
the palm oil industry, eight coffee export-
ers, eight financial service companies. Two 
state-owned companies, Pt. Danareksa  
and BTPM, are also shareholders. From 
the very beginning, the Jakarta Futures Ex-
change was designed to be independent 
in that all 29 shareholders have only one 
share so that there are no majority share-
holders. The Jakarta Futures Exchange is  
regulated by the Commodity Futures Trad-
ing Regulatory Agency, with which we 
work very closely. 
The Jakarta Futures Exchange pro-
vides facilities for its members to trade  
futures contracts based on the price  
determined through the efficient interaction  
of supply and demand via an electronic 
trading system. The products that the  
Jakarta Futures Exchange offers are for  
the commodities gold, olein, cocoa and  
coffee. Gold currently contributes over  
50% of the exchange’s trading volume 
and in March of 2014 the Jakarta Futures  
Exchange will be offering a physical  
coal contract.
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The government of Indonesia had 
considered establishing a commodity 
exchange since the early 1980s. What 
were the circumstances under which 
the Jakarta Futures Exchange could be 
successfully established in 1999?
LL: In the 1990s, in the midst of a boom-
ing stock market, the Indonesia Stock 
Exchange, which was formerly operated 
under the government, went private. The 
government, which was then performing 
commodity trades through the regulator, 
wanted to emulate the Indonesia Stock 
Exchange’s success in the futures trad-
ing market. Unfortunately, in 1997, after 
Law No. 32 1997 On the Commodity 
Futures Trading passed allowing for the 
creation of this exchange, the Asian Fi-
nancial Crisis occurred, and the govern-
ment did not have the financial means to 
establish this institution. Consequently, 
the government approached the current 
shareholders, asking if they would con-
tribute to the development of the Jakarta 
Futures Exchange. 

The Jakarta Futures Exchange will 
introduce physical coal contracts 
by March 2014. What are your 
expectations for this new product?
SRK: As an exchange, the Jakarta Fu-
tures Exchange can engage in physical 
contracts, which is what we are now 
pursuing with coal and coffee simultane-
ously. As the Jakarta Futures Exchange 
introduces this new product, we will 
be working with one seller, the state-
owned company PT. Bukit Asam, which 
will have multiple buyers. Once this 
product has been tested on the market 
and we address any issues, the Jakarta 
Futures Exchange will be looking to find 
additional sellers who can benefit from 
it. By including this new product on the 
exchange, the public will have increased 
transparency of prices. 

In 2010, the private Indonesia 
Commodity and Derivatives 
Exchange (ICDX) was launched 
because Commodity Futures Trading 
Supervisory Board (COFTRA) 
suggested that in the 10 years 
since the Jakarta Futures Exchange 
was founded there had not been 
satisfactory results. How did the 
Jakarta Futures Exchange respond to 
the creation of the ICDX?

SRK: The government’s goal in establish-
ing the commodity future exchange was 
to make commodities products more liq-
uid, which is a very difficult process. How 
do you create liquidity without having li-
quidity? My predecessor tried to develop 
these commodity contracts to increase 
the volume, but until now volume was 
keeping steady and not increasing. Many 
companies were not interested in hedg-
ing in Indonesia, but rather overseas. The 
government was pushing to increase the 
transactions in the commodities sec-
tor but there were no results because 
of the liquidity issue. Several years ago, 
the ICDX was given the license to oper-
ate as it promised to develop commodi-
ties transactions in Indonesia. However, 
the ICDX was not too successful, facing 
many of the same issues that the Jakarta 
Futures Exchange had faced previously. 
As a result, the Ministry of Trade Regu-
lation issued Decree 32/2013 allowing 
the ICDX to exclusively offer futures con-
tracts in tin. The government is commit-
ted to seeing these futures markets de-
velop for each product and has taken on 
the strategy that each market will have 
its own commodity. As such, Jakarta 
Futures Exchange will be working exclu-
sively in coal. 

When GBR returns in two to three 
years, where will we find the Jakarta 
Futures Exchange?
SRK: The Jakarta Futures Exchange ex-
pects to grow and see more companies 
participating in the activities of the ex-
change. The Jakarta Futures Exchange 
has strong support from the govern-
ment, which earnestly wants to establish 
a thriving commodity price market within 
its own country. Indonesia is one of the 
top three or five producers in the com-
modities that we offer products for and 
as such the government is keen to create 
places of transaction for these products 
that will benefit the country. In this way, 
the Jakarta Futures Exchange is looking 
to grow its product offering and within 
the mining industry, offering Indonesia 
more price control in products that are so 
integral to the country’s economy. •
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Can you provide us with a brief 
history to the Indonesian Stock 
Exchange (IDX) and its role in 
Indonesia’s financial markets?
H: The Jakarta Stock Exchange (JSX) was 
first established in 1992, as the result 
of the privatization of the government-
owned stock exchange. In 2007, the 
JSX and the Surabaya Stock Exchange 
(SSX) merged to form the Indonesian 
Stock Exchange (IDX) as it exists in its 
current form. The integration of the JSX 
and the SSX was very successful in 
that the former JSX was equity focused  
and the SSX was debt focused so to-
gether they formed a strong capital  
markets exchange.
IW: The IDX is a self-regulated, private, 
not-for-profit organization. It is a limited 
liability corporation that is owned by 113 
active brokers that each possesses only 
one share. The mission of the IDX is to 
serve as a market facilitator.

How significant is the presence of the 
mining industry on the IDX and how 
has it evolved over the years?
IW: The IDX currently has 489 companies 
listed on the exchange, of which 39 are 
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from the mining sector. The majority of 
the mining companies that we see listed 
today joined the exchange in the early to 
mid-1990s before the Asian Financial Cri-
sis. Following that event, the market re-
bounded and the coal industry boomed, 
as a number of coal miners issued IPOs. 
However, the industry has not performed 
well in the last year, as evidenced by 
the falling price of Newcastle coal. The 
IDX’s current priority is to encourage 
mineral mining companies to list on the 
exchange.

How does the IDX encourage mineral 
mining companies to IPO?
IW: In March 2014, the IDX introduced 
a new listing rule for mining companies, 
similar to the one applied to oil and gas 
companies. Previously, the IDX did not 
accept companies that did not yet have 
operating revenues. The new rule will al-
low the IDX to accept miners that do not 
yet have revenues, but have completed 
the exploration phase and are entering 
production. To qualify, mining companies 
will have to provide data on proven re-
serves and submit forward-looking busi-
ness plans.

 What does the IDX seek to achieve 
through this new listing rule?
H: The new listing rule has two objec-
tives. The first is to facilitate Indonesia’s 
mining industry, which can benefit from 
investors via the IDX. The second goal 
is to cultivate domestic investment. In 
order to create more investors, there 
needs to be a reciprocal increase in the 
supply of stocks. 
IW: In the past, mining companies that 
were in the initial stages of production 
would go abroad to find capital by listing 
in Hong Kong, Canada or Australia. IDX is 
offering mining companies the opportu-
nity to list here and is therefore aligning 
the interests of mining companies with 
those of investors, both individual and 
institutional. Now is an opportune time 
for mineral mining companies to list. 
The IDX is trading at close to four-month 
highs and with the export ban requiring 
the construction of smelters.

The new listing rule expands the 
range of mining companies that 
can list, but what are the benefits to 
IPO on the IDX rather than on other 

regional exchanges? 
IW: In addition to the simpler and more 
cost effective listing process, the Indone-
sian markets are much more developed 
today. During the 1990s, Indonesian mar-
kets were relatively small and investors 
looking to introduce themselves had few 
alternatives but to list on neighboring 
exchanges. After 2000, there was little 
need to list outside of the IDX, as Indo-
nesia had adopted a free flow of capital 
regime, meaning that there are no re-
strictions on capital entering or exiting 
Indonesia. 
H: Foreign companies have the additional 
incentive to IPO in Indonesia given the 
political or nationalist sentiment that ex-
ists in the country. Indonesia is still a de-
veloping nation with social and political 
pressures regarding foreign ownership 
in the natural resources sectors. A com-
pany involved in the natural resources 
space can temper these issues through 
domestic ownership or participation 
from retail or institutional investors. 

Where will we find the IDX in two or 
three years?
IW: IDX expects the number of com-
panies listed, especially those from the 
mining sector, to increase significantly. 
Right now, commodity prices are low in-
dicating that now is the right time for in-
vestors to enter the market. The IDX will 
be able to push its mission forward with 
more mining companies listed. From a 
legal standpoint, IDX is a private compa-
ny but it is not authorized by the govern-
ment to pay dividends to shareholders. 
As such, IDX is a development agent that 
must use all of its profits to grow Indone-
sian markets. It does this by increasing 
the number of investors and the suppli-
ers to those investors, the companies 
listed on the exchange.
H:  Before 2008, the market capitaliza-
tion of the IDX was $100 billion; today the 
market capitalization is over $400 billion. 
The priority of the IDX is to increase the 
participation of the domestic investor so 
that they can reap some of these gains. 
The IDX will achieve this by educating the 
Indonesian investor and encouraging more 
companies to list on the exchange. •



Industry Explorations

Global Business Reports

Industry Explorations - 19 -

INTERVIEW

INDONESIA POWER & MINING 2014

Can you provide us with a brief 
history of Singapore Exchange (SGX) 
and its role within Asian financial 
markets?
LW: While there has been an exchange in 
Singapore dating back to the 1960s, Sin-
gapore Exchange (SGX) has experienced 
significant change and growth in the last 
15 years following its demutualization in 
1999 and listing in 2000. SGX has trans-
formed into an international exchange, 
offering several key pillars of business: 
equity listing, fixed income listing, de-
rivatives and commodities and financial 
futures, which is the most recent addi-
tion. The largest contributors to revenue  
are equity and debt listings and also 
derivatives. Commodities and financial 
futures are growing quickly, but these 
products were introduced just three to 
four years ago. 
SGX seeks to be the exchange of choice 
for Asian companies as well as those out-
side of Asia that are looking to the region 
for investors. SGX also wants to be the 
platform for investors to reach out to the 
Asian growth curve. SGX offers an effi-
cient and transparent platform that pro-
vides efficient risk management to those 
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seeking capital and wanting access to 
Singapore’s financial markets.
How significant is the presence of min-
ing companies, in particular Indonesian 
mining companies, on SGX and how will 
this evolve going forward?
LW: SGX currently lists 20 mineral and oil 
and gas companies, some of which are 
Singaporean companies that have mining 
assets in the region and others are min-
ers from neighboring countries, such as 
Malaysia and Australia. 
Foong Chong Lek (FCL): SGX lists five 
Indonesian mining companies, which are 
either pure mining companies or have 
mining assets as part of their operations. 
SGX has seen a steady increase in the 
number of mining companies listed on 
the exchange in recent years.
LW: SGX expects that this upward trend 
will continue based on interest from In-
donesian, Asian and even North Ameri-
can mining companies, which see Asia’s 
prospects for growth and its growing in-
vestor base.

What are the advantages for an 
Indonesian mining company to list 
on SGX as opposed to other regional 
exchanges, such as the Indonesian 
Stock Exchange (IDX)?
LW: The decision to list on SGX depends 
on the company’s business direction, 
where its customers are located and 
what kind of investors it wants to at-
tract. For Indonesian mining companies,  
Singapore has connections that perhaps 
the IDX does not have. When a company 
is considering SGX, it must also take  
into account what Singapore as a whole 
has to offer: an international financial 
center with leading banks; the num-
ber one foreign exchange hub in Asia;  
a location with $2.1 trillion in funds under 
management, not counting retail; and a 
retail sector that is regional, not local-
ized. In addition there are positive eco-
nomic features that Singapore enjoys, 
including suppliers, customers, possible 
joint venture partners and, most impor-
tantly, people for hire. A company must  
determine whether an Indonesian listing 
will offer advantages. Companies can al-
ways dual-list, though this option is not 
for every company.

How prevalent is it for mining 
companies to dual-list and what are 

the advantages?
LW: The trend for mining companies has 
been toward single listing, although the 
potential to list on multiple exchanges 
exists. When deciding where to list, 
companies are ultimately considering 
two strategic factors: the investor base 
and the opportunities for trading. For an 
investor, listing in Europe or the United 
States and then also listing in Singapore 
may make sense because the regions 
tap into different pools of investors. From 
a trading point of view, this also makes 
sense due to the different time zones. 
If a business is largely in Asia, compa-
nies want to be trading in the same time 
zone. Dual-listing on SGX and the IDX 
may benefit a mining company because 
an exchange may be too local to reach 
international investors. 

How have mining companies listed 
on SGX fared compared to those 
listed on other exchanges?
FCL: The trading velocity of mining com-
panies on SGX is above 200%, whereas 
on the Toronto Exchange (TSX) and the 
Australian Securities Exchange (ASX), 
it is about 100%. The London Stock 
Exchange (LSE) ranges from 60% to 
80% while the Hong Kong Stock Ex-
change (SEHK) and the IDX are around 
30%. Mining companies are performing  
very well on SGX due to scarcity and  
increasing investor knowledge due to  
our education program. The high turn-
over velocity indicates that investors are  
clamoring for mining assets. Since there 
are so few mining companies listed, 
those on the exchange attract a lot  
of attention. There is a lot of room and 
opportunity for growth on SGX for min-
ing companies.  

When GBR returns in two to three 
years, where will we find SGX?
LW: SGX looks at Indonesia as an  
integral part of the Association of South-
east Asian Nations (ASEAN). SGX wants 
to position itself to help Indonesia where 
there are gaps and where SGX can  
make a difference, whether that is in 
mining or other segments of the econ-
omy. Investors should look carefully at 
SGX, as it is demonstrating that it is an 
exchange for raising capital while offer-
ing a window to business opportunities 
in Singapore. • 
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“The government has ambitions to 
replace diesel fired power generation 

with natural gas, but to do so the 
government will need to accelerate 

the development of gas pipeline 
infrastructure. Indonesia does have 
very large reserves of natural gas, 

but pipelines, transmission lines and 
distribution lines are lacking. However, 

there are plans to improve the 
infrastructure, as illustrated by the Trans 

Java pipeline, which is planned to be 
completed in 2014 and will ensure the 

flow of natural gas across Java.”

- Montty Girianna,  
Director for Energy, Mineral Resources, 

and Mining, National Development 
Planning Agency, Bappenas

Where Crisis 
Breeds 
Opportunity:
The Power 
Sector in 
Indonesia



ambitious plans, 
but Mixed 
execution

Regulations and New Coal-Fired Power 
Plants in Indonesia

As Kishore Dass, the president director 
of Pöyry Indonesia, the global Finish con-
sulting and engineering firm, made clear, 
the energy challenge facing Indonesia is 
great. “Power shortages are endemic in 
Indonesia. The country’s total electricity 
generation touched 47 gigawatts (GW) 
as of the end of last year. According to 
PLN’s electricity procurement plan for 
the 2013-2022 period, there needs to 
be an additional capacity of 31.5 GW for 
the Java-Bali grid. This amounts to about 
3.2 GW per year. At the national level the 
power requirement translates to around 
6 GW per year,” he said. The government 
owned Perusahaan Listrik Negara (PLN), 
which has a monopoly on electricity dis-
tribution and accounts for 80% of the 
country’s generation capacity, forecasts 
that the national generating capacity will 
increase to 60 GW by 2022, but this is 
no small feat. The government has suc-
ceeded in enacting regulation in 2009 for 
renewable power projects of 10 MW that 
stipulates feed-in tariffs for investors and 
that assigns to the PLN the obligation to 
buy this power. 

The government must, however, encour-
age projects of a larger scale. To help 
increase power generation in 2006, the 
government introduced the fasttrack pro-
gram (FTPI) in 2006, which mandated 
that the PLN build 10,000-MW coal-fired 
power plants by 2011, a deadline that 
was later extended to 2014. In 2010, the 
government launched a second 10,000 
MW fast-track program (FTPII), aimed at 
encouraging investment from Indepen-
dent Power Producers (IPPs), which sell 
electricity to the PLN, and separately the 
development of renewable energy, fo-
cusing on geothermal and hydro power. 
The FTPII program was to be completed 
in 2014, but this target has been pushed 
to 2020. To construct and commission 
power plants under FTPI and FTPII and 
additional power plants that do not fall 
within the purview of these programs, 
the government has turned to the private 
sector, particularly toward foreign inves-
tors. National sentiment helped breed 
the recent regulations, which have nega-
tively affected foreign investors’ inter-
ests in other segments of the economy. 
Nonetheless, the current regulatory 
structure for the power industry is favor-
able to foreign investors looking to enter, 
as Guy Des Rosiers, senior foreign legal 
consultant at the Indonesian law firm, 
Makarim & Taira S., noted: “Overall, the 
current environment for foreign investors 
is positive thanks to a legal framework 
that allows bankable projects to come to 
the market, and a generally favorable atti-
tude from PLN and relevant government 
stakeholders, all of whom share a strong 
incentive to ensure the smooth develop-
ment of future power projects.”

Noting a discernable change in how the 
market perceives the attractiveness of 
investing in the power sector in Indone-
sia, L. David Rimbo, managing partner 
within the Transaction Advisory Services 
group at Pt. Ernst & Young Indonesia, ex-
plained: “Within the last five to six years, 
there is greater understanding about 
the prescribed investment structure and 
operational set-up of an IPP project in 
Indonesia under the PPA scheme, pri-
marily under a BOO (Build-Operate-Own) 
arrangement. With such a scheme, the 
returns will continue to accrue to the 
asset owners beyond the tenure of the 
initial PPA, with a renewal or extension of 
the PP; this has investors rethinking the 
value of their assets.”
In addition to providing investors with 
an enhanced understanding of the IPP 
framework, the government has evi-
denced further commitment through 
the passage of a 2009/2010 Public Pri-
vate Partnership (PPP) Law that cre-
ates a specific framework for a subset 
of investments to give legal certainty to 
investors. While the PPP framework has 
been touted as the proverbial winning 
ticket to solving Indonesia’s various en-
ergy concerns, the uncertain outcome of 
the flagship PPP project, the 2,000-MW 
coal-fired Central Java Power Project 
(CJPP), renders the idea of relying on 
PPPs an inadequate solution for the pres-
ent. Owned and operated by Bhimasena 
Power Indonesia (BPI), a joint venture 
between Japan’s J-Power, trading house 
Itochu and Adaro Power (a subsidiary of 
Indonesia’s coal mining giant Adaro En-
ergy), the $4 billion CJPP was initially 
scheduled for a 2016 commissioning, but 
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construction has yet to begin as a result 
of land acquisition issues with the local 
governments and communities, a prob-
lem that plagues many large power proj-
ects in the country. These issues came 
to a head in July 2014 when Adaro Ener-
gy declared force majeure in light of the 
fact that after prolonged negotiations, 
the consortium was only able to acquire 
85% of the land necessary.
Involved in outlining the processes and 
organizational structure for PPPs for the 
government, Michael Crosetti, direc-
tor at Castlerock Consulting explained: 
“As with many sectors in Indonesia, the 
problem lies in the inability of the vari-
ous authorities to coordinate, which is 
further compounded by issues at the 
regional level. Before Suharto [the coun-
try’s second President who ruled for 31 
years] stepped down, power was too 
centralized and in 1999, the first law de-
volving power to the regional level was 
passed. Successive laws followed and 
then sector specific laws were imple-
mented. While it was a positive move for 
the country, the pendulum has perhaps 
swung too far. The regions lack the hu-

man resources to implement large-scale 
projects involving international investors 
and the risk of corruption and rent seek-
ing is much higher at the regional level. 
This is a recognized issue, but the ques-
tion then is how can the central govern-
ment claw back some of this authority?” 
While the CJPP serves as a cautionary 
tale, thankfully many power plant proj-
ects outside of the PPP scheme, both 
large and small, are moving forward 
and being completed by the PLN and 
those IPPs that know how to navigate 
Indonesia’s complexities. Both foreign 
and domestic private investors have 
been helping to push these power proj-
ects ahead in part as a response to the 
PLN’s multi-faceted approach to solving 
the energy issues, as Rimbo explained:  
“The PLN itself has implemented a firm 
long-term plan and strategy, with a very 
firm focus on rearranging the composi-
tion of primary energy sources away 
from dependence on oil and diesel fuel 
and more towards coal, gas and geother-
mal and renewables. This in and of itself 
creates opportunities for investment  
in the country.” •
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Can you please provide us with a 
history and introduction to Pöyry’s 
work in the power sector on a global 
scale and its operations within 
Indonesia?
Pöyry is a Finish consulting and engi-
neering firm that employs around 6,000 
people worldwide and completes 10,000 
projects per year on average. The compa-
ny’s roots have been in pulp and paper, 
but progressed into energy as the indus-
try has a need for captive power plants. 
Pöyry’s global power operations are 
managed out of both Helsinki & Zurich, 
but the company is increasingly looking 
toward the Asia Pacific region. Pöyry’s 
Bangkok office, which was established 
in the 1970s, is the regional head office 
for energy, but Pöyry also has offices in 
Singapore, Kuala Lumpur, Hanoi, Manila 
and Jakarta, with more than 250 employ-
ees focused exclusively on energy and 
engineering. Pöyry has had a presence in 
Indonesia for 25 years, focusing primarily 
on energy, pulp and paper and manage-
ment consulting. 

What are some of the key challenges 
that Pöyry has identified in the 
Indonesian power sector?

kishore Dass

President Director 
pt. pöyRy indonesia

There is great opportunity and many chal-
lenges. Pöyry sees a disconnect lies be-
tween the developer’s vision for a power 
facility and the budget allocated. Pow-
er plant projects normally tend to have 
long gestation periods. Thus, beginning 
a project with the right budget is crucial 
to avoid cost overruns and project delay 
issues. Pöyry prefers to get involved with 
developers early on by performing feasi-
bility studies, working with them to un-
derstand what can be done and at what 
cost to help them reach a certain com-
fort level. Pöyry has also encountered 
problems with delays in civil construc-
tion projects that affecting overall project 
schedules. There are many reputable and 
good civil contractors, but they need to 
enhance their expertise to ensure that 
projects are carried out on time and with-
in budget. Finding people with the expe-
rienced skillsets to run the plants is an 
additional challenge that needs to be ad-
dressed. Finally, various developers have 
complained to us that many power pro-
jects are delayed due to tedious land ac-
quisition processes or financing issues.

Indonesia wants to use its own 
coal reserves to supply new coal-
fired power plants at a time when 
coal prices are depressed. For the 
medium- to long-term, are coal-fired 
power plants the most economical 
choice? 
Indonesia is blessed with natural re-
sources, may it be coal or other miner-
als. For a long time, most miners have 
been exporting ores in their raw form, 
which is good for export earnings but 
adds no long-term value to the country. 
The restriction on the export of various 
ores and increase in export taxes from 
the beginning of 2014 have made it more 
pressing to process ores domestically.  
To process ores domestically requires 
the construction of new smelter plants, 
thereby a resultant need for power. With 
coal prices depressed, it would be ideal 
for Indonesia to develop more coal-fired 
power plants and consume this coal do-
mestically. 
Power shortages are endemic in Indone-
sia. The country’s total electricity genera-
tion touched 47 gigawatts (GW) last year. 
According to PLN’s electricity procure-
ment plan for the period from 2013 to 
2022, the Java-Bali grid needs addition-

al capacity of 31.5 GW. This amounts to 
about 3.2 GW per year.  At the national 
level the power requirement translates 
to around 6 GW per year.
This presents a huge opportunity to uti-
lize the domestically available coal to 
generate a fairly large proportion of pow-
er. The priority for the government would 
be to facilitate the development and 
construction of coal-fired power plants 
through legislation or incentives until 
such time that certain national energy 
related goals are met. Even if this policy 
were not in place, the decision to build 
coal-fired power plants based on a the-
orized future price of coal makes sense 
given certain market dynamics, such as 
a slowdown in the demand from China. 
At the same time, Indian coal stocks 
are running low and recently Australian 
miners began reducing exports. No one 
can predict the future price of coal, so 
it would be prudent for the government 
to utilize the resource for the domestic 
needs of today for the betterment of the 
overall electrification ratio nationwide. 

When GBR returns in two to three 
years, how will Pöyry Indonesia be 
different? 
Pöyry’s office in Indonesia will have more 
competence and service offerings. The 
company will also work towards build-
ing on its various disciplines and attract 
more competent local talent. At present, 
the company carries out project man-
agement, civil and structural engineering 
work, but will be able to perform more 
detailed mechanical and electrical anal-
ysis, whilst still receiving support from 
the Bangkok office. We will expand into 
the renewables sector like hydro, bio-
mass, wind, solar and geothermal, ar-
eas in which we are dominant in other 
countries, but still in its infancy in Indo-
nesia. Thus, Pöyry is working to become 
more visible by building on its experience 
and its brand identity. We shall strive to 
complete successful projects thereby 
strengthening client loyalty.
Indonesia is Southeast Asia’s largest 
economy and is set to become a top five 
global economy within the next decade 
or so. With this tremendous impending 
potential, Pöyry hopes to ride the wave 
in tandem with credentials as a preferred 
consulting and engineering partner for 
energy projects within Indonesia. •
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Ernst & Young is one of the leading 
professional services firms in 
Indonesia. Can you please provide 
us with an introduction to Ernst & 
Young’s work in the power sector 
through the Transaction Advisory 
Services (TAS) Group?
LDR: Within the power sector, TAS is 
assisting Independent Power Producers 
(IPPs), which fall into two categories: 
on-line IPPs and hampered IPPs. Ham-
pered IPPs are those that have already 
signed the Power Purchase Agreement 
(PPA) with PLN, but have failed to realize 
the development of the power plant. For 
on-line IPPs, Ernst & Young has helped 
them with restructuring requirements, 
whether in the form of corporate restruc-
turing or debt restructuring. With ham-
pered IPPs, Ernst & Young has assisted 
both PLN and the hampered IPPs with 
the restructuring of tariff arrangements. 
In Indonesia, determining the appropri-
ate tariff is a sensitive point and so the 
process of resetting the tariff is arduous, 
involving the PLN as a party of the con-
tract, state auditors, lawyers and state 
audit agencies. 
JCH: In addition, Ernst & Young has been 
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indonesia

working to increase its capacity to assist 
government entities in Indonesia through 
establishing a local Infrastructure Ad-
visory group as a part of our regional 
Infrastructure Advisory team based in 
Singapore. The big four consulting firms 
in Indonesia have long focused on the 
private sector given the expected strong 
participation by private project sponsors 
in tendering for IPP projects. There is 
now a push to develop a stronger team 
to assist the various government bodies. 
We have been working closely with PLN 
and a number of their subsidiaries for 
some time now.

Given its longstanding history in 
Indonesia, what are some of the key 
trends that Ernst & Young has seen in 
the power sector over the last 20 years?
LDR: There has been a discernable 
change in how the market perceives the 
attractiveness of investing in the power 
sector in Indonesia, which is the result of 
two trends in the sector. The first trend 
is that within the last five to six years, 
there is greater understanding about  
the prescribed investment structure 
and operational set-up of an IPP project 
under the PPA scheme, primarily under  
a BOO (Build-Operate-Own) arrange-
ment. With such a scheme, the returns 
that will continue to accrue to the asset 
owners beyond the tenure of the initial 
PPA, with a renewal or extension of  
the PPA, has investors rethinking the 
value of their assets. The second trend 
is guided by the reality that the PLN it-
self has implemented a long-term plan 
and strategy, with a very firm focus on 
rearranging the composition of primary 
energy sources away from dependence 
on oil and diesel fuel toward coal, gas 
and geothermal, and renewables. This 
creates opportunities for investment in 
the country.

What are some of the challenges to 
increasing electrification in Indonesia 
that are different from other countries 
in the region?
JCH: Indonesia is a country, more so 
than others in the region, where averag-
es can be deceiving. The country has a 
70% electrification ratio, but this is con-
centrated in Java-Bali and Sumatra. In a 
country like China, you can simply build 
power grids across the country and get 

a relatively high penetration rate. Indo-
nesia is an archipelago, where a much 
higher proportion of the population is 
more rural and remote than other coun-
tries in the region, and thus a larger pro-
portion of the country must be served 
with much more expensive, small-scale, 
off-grid solutions. The Indonesian gov-
ernment guarantees a particular tariff 
to end-users and will cover any shortfall 
between PLN’s cost of service and their 
revenues through their Public Service 
Obligation (PSO) subsidy, but increasing 
the subsidy is not generally viewed pos-
itively. Moreover, providing access to ex-
pensive remote consumers at a low tariff 
increases the PSO. So PLN, on the one 
hand is being asked to connect custom-
ers, but on the other is criticized for not 
decreasing the PSO, so you can see why 
they focus their investment dollars on 
other priorities like connecting regional 
grids and replacing larger, high-cost die-
sel generation that have a higher chance 
of decreasing the PSO. Despite this, 
there is an increasing understanding that 
Eastern Indonesia cannot be left behind 
as Western Indonesia develops. We have 
seen modest improvements in electrifi-
cation in remote areas and, and as the 
power sector matures, we would expect 
this trend to accelerate. 

When GBR returns in two to three 
years, how will the power sector in 
Indonesia be different?
LDR: Two critical points must be ad-
dressed regarding the current electrifi-
cation ratio: increasing the electrification 
ratio to reach the whole population and 
also providing enough power for indus-
trial development. Considering these 
elements together, Indonesia must real-
ize much more in terms of power gen-
eration capacities, particularly those that 
are the most-effective from a value-chain 
standpoint, such as MMPPs. The coun-
try has very large deposits of low-rank 
coal, which would be uncommercial for 
conventional exploitation and are suited 
for mine-mouth power generation. How-
ever, renewable energy, particularly geo-
thermal, will also play an important role 
and the government is starting to consid-
er its potential more carefully, in terms 
of sorting out the existing regulatory, 
structural and commerciality aspects of 
geothermal developments. •
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SMEC is an Australian based 
international consultancy firm that 
focuses on major infrastructure 
projects, with a long history of work 
in the hydropower space. Can you 
provide us with a brief history and 
introduction to SMEC and the work 
that it does in the power sector in 
Indonesia?
Originally an Australian Government or-
ganisation, SMEC has been in operation 
for 40 years, beginning with the Snowy 
Mountains Scheme, Australia’s largest 
infrastructure project. Once this project 
was completed, SMEC privatised and 
decided to go overseas. Indonesia is the 
second country we operate outside Aus-
tralia and the company has seen strong 
growth in Indonesia in a number of sec-
tors, including mining and power. The 
company worked on a number of hydro-
power and also related transmission proj-
ects, but between 2000 and 2010 SMEC 
activity slowed. In the last several years, 
interest in hydropower has started to 
accelerate and today power comprises 
15% of revenues in Indonesia, up from 
zero just four years ago. While mining, 
the company’s largest sectoral focus 
makes up 40% in the country. Recently, 

SMEC has been involved in the study and 
design of a number of hydro projects in 
Sumatera, ranging from 0.5 megawatts 
(MW) to 75 MW. 

With lower commodity prices and 
regulatory uncertainty surrounding 
Indonesia’s mining sector, does 
SMEC see an opportunity for power 
projects to make up a greater share of 
the company’s work?
Power is expected to contribute 25% of 
SMEC’s Indonesian revenues by 2015. 
There is a lot of work to be done in the 
mining sector, but mining is a cyclical 
industry that is also subject to political 
fluctuations. Power is different in that 
it is market-driven and the government 
understands that it needs to increase 
power infrastructure to meet Indonesia's 
on-going growth in demand. Given the 
demand for power in the market, the 
hydro resources available in the country 
and the company’s long history of experi-
ence in this sector, SMEC has recently 
invested more heavily in its hydropower 
service offering. In addition, neighbour-
ing SMEC in Malaysia operates a centre 
for excellence for hydropower that SMEC 
Indonesia is able to tap for resources  
and training. 

A large portion of SMEC’s work 
in hydropower is in Sumatera. 
Although there is a lot of demand for 
power in Sumatera, how would you 
describe the infrastructure to support 
hydropower development?
Transmission lines are not very well de-
veloped in Sumatera in that they are very 
far away from the hydropower potentials. 
PLN develops the grid, but, understand-
ably, is not going to invest in transmis-
sion infrastructure to a power plant that 
is not yet there. It is the responsibility of 
the IPP developers to put in the transmis-
sion lines. When developers are looking 
to build a hydropower plant, the cost may 
appear lower than it actually is because 
the length of the transmission lines  
that need to be put in place are some-
times not accounted for in the initial  
feasibility studies.  

While the availability of hydro for 
power generation has always been 
high, mini-hydro has had a better 
track record for development.  How 

is this expected to change going 
forward?
Two key factors are going to lead to an 
even greater interest in mini-hydropow-
er development in Indonesia. The first 
is that a new higher tariff for electricity 
purchased from mini-hydropower plants 
has been set by the government to make 
the sector more attractive for investors. 
Previously, the tariff was Rp 656 kilo-
watts per hour (kW/h) for medium volt-
age connection and this has now been 
increased to Rp 1,075 kW/h. This will be 
a game changer in the market when you 
consider that if the previous tariff was 
competitive, the new tariff is even more 
so. Another factor that has been and will 
continue to increase interest in hydro in 
particular is the introduction of technolo-
gies that can tap into hydro more effec-
tive such as VOITH StreamDiver. When 
you combine these two aspects, it is 
evident that the potential for mini-hydro 
development in Indonesia is huge. How-
ever, it is important to remember that 
while the fundamentals are there, these 
projects take time to develop and cannot 
be approved and constructed as quickly 
as many investors would like.  

When Global Business Reports 
returns in two or three years, how 
will SMEC be different in terms of the 
work that it does in the power sector?
SMEC will be more involved in hydro-
power projects and associated power in-
frastructure and will hopefully see more 
micro-hydro projects taking place if there 
is a change to the current tariff scheme. 
The development of hydropower projects 
in Indonesia is at an infant stage and as 
long as participating parties are patient, 
they will be able to realize opportunities 
in this space. 
Moreover, SMEC also has a lot experi-
ence in other renewable energy tech-
nologies for power generation such as 
biomass, solar and geothermal.  We 
will also grow our market in these areas 
and have been in discussion with some 
potential projects. We look forward for 
SMEC involvement in these projects. •
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Sumitomo Corporation is a leading 
integrated trading company engaged 
in a wide range of businesses, 
including electric power and energy. 
Can you tell us about Sumitomo’s 
involvement in the power sector on a 
global scale?
Sumitomo Corporation first became 
involved in the power industry about 
40 years ago with the export of related 
equipment from Japan. Wanting to ex-
pand the Sumitomo Corporation’s par-
ticipation in the industry beyond trading, 
so the company began offering engi-
neering, procurement, and construction 
(EPC) services 25 to 30 years ago. It was 
just in the last 15 years that Sumitomo 
Corporation made initial investments 
into the power sector and reorganized 
to establish distinct departments for the 
company’s investment and EPC busi-
ness. To avoid any conflict of interest 
among the sponsors and EPC interests, 
Sumitomo Corporation needed to clarify 
for itself and to the market how the com-
pany was approaching any given opportu-
nity. Around the world and in Indonesia, 
Sumitomo Corporation can evaluate each 
potential project and strategically decide 
how to approach it, as an investor or as 

Meizo sahashi

President Director
suMitoMo coRp.

a contractor.

How significant is Indonesia to 
Sumitomo Corporation’s power 
business from a global perspective?
Globally, Sumitomo Corporation’s net 
generating capacity is approx. 6,000 
megawatts (MW) and the medium term 
target is to reach 10,000 MW by 2019. 
This is an aggressive scenario, but Sumi-
tomo Corporation believes that it can be 
achieved, having completed all develop-
ment objectives in the past. To meet this 
target, investments in Asia, including 
Indonesia, will be critical. At present, 
of the 6,000 MW generating capacity, 
2,640 MW comes from Indonesia alone; 
this is expected to grow significantly. To 
do this, Sumitomo Corporation is con-
sidering a further expansion of Tanjung  
Jati B project or building other facilities 
in other regions, considering the ever-
increasing demand created from Jakarta. 
These or other projects may be under-
taken alone by Sumitomo Corporation  
or with partners.

Sumitomo Corporation’s total 
generating capacity in Indonesia 
comes from one of the largest and 
strategically important power plants 
in Indonesia, Tanjung Jati B. How 
did Sumitomo Indonesia become 
involved in this project?
In 1995, Sumitomo Corporation won the 
order to provide EPC services for Tanjung 
Jati B, which was being developed by an-
other investor. However, in the midst of 
the 1997 Asian Financial Crisis, the inves-
tor abandoned the project and construc-
tion was suspended; meanwhile, Sumi-
tomo had no intention of reneging on its 
obligation in, as one of Sumitomo’s core 
values is to commit to a market. Sumito-
mo Corporation then spent the next sev-
eral years working with the Indonesian 
government to develop a new scheme 
(build, lease and transfer scheme) and 
then took full sponsorship of Tanjung Jati 
B. In 2006, Unit 1 and Unit 2 of Tanjung 
Jati B were commissioned, having been 
completed by Sumitomo Corporation’s 
EPC services.

Tanjung Jati B’s Unit 3 and Unit 4 
were completed in October 2011 and 
January 2012, respectively, more 
than three months ahead of schedule. 

How was Sumitomo Indonesia able 
to accomplish this in an environment 
marked by its delays?
Given the power demands in the region, 
Sumitomo Corporation worked diligently 
with the stakeholders to complete the 
project as quickly as possible. One key 
advantage in our favor was that Unit 3 
and Unit 4 sat just beside Unit 1 and Unit 
2, easing EPC concerns, which were 
again handled by Sumitomo Corporation. 
However, more importantly, Sumitomo 
Corporation had the foresight to secure 
the land in advance and avoid the issues 
with land acquisition that hamper so 
many power plant projects in Indonesia.

In 2012, POWER Magazine named 
Tanjung Jati B as one of the world's 
Top Plants. What factors make 
Tanjung Jati B standout amongst 
other power plants in Indonesia?
Tanjung Jati B is differentiated by the 
quality of the operation and the low 
generation cost. The local regulator rec-
ognizes that Tanjung Jati B is very cost 
effective and provides high operation 
performance compared to other power 
plants and thus orders a lot of power 
generation from the facility, giving the 
power plant a very high load factor. 

When Global Business Reports 
returns in two to three years, how will 
Sumitomo in Indonesia be different?
Sumitomo Corporation was one of the 
first Japanese companies to enter the 
power generation market in Indonesia 
but today sees increased interest from 
not only Japanese players, but from 
those elsewhere in the region, and Eu-
rope as well. As a clear Independent 
Power Producer (IPP) model exists in 
Indonesia, any company can enter this 
market and so for Sumitomo to remain 
competitive, it must think critically as to 
how it can add value. This added value 
may be financial, operational, innovative 
structure or through EPC services. As 
Sumitomo has illustrated through Tan-
jung Jati B, the company has strong ca-
pabilities in these areas. Going forward, 
Sumitomo must determine how best 
to apply its strengths in a way that is 
consistent with the company’s ethos to  
create value for all stakeholders, from 
the people to the government to the  
financial sponsors. •
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Diversifying 
from Diesel

Indonesia’s Coal and Renewable Energy 
Success

Even as the government looks to increase 
the electrification ratio and keep up with 
soaring demand, the country is trying to 
diversify its energy mix, as evidenced 
by government incentives and initiatives 
such as the FTPII’s focus on developing 
renewable energy. Most recently, in Janu-
ary 2014 Indonesia’s legislature passed a 
National Energy Policy, formulated by the 
National Energy Board (Dewan Energi Na-
sional – DEN), that aims to end the energy 
and electricity subsidies, gradually reduce 
the exports of coal and gas, and increase 
the use of renewable energy as a primary 
source of energy. Ultimately, the primary 
goal of the government is to move the 
country away from its costly reliance on 
diesel fuel to forms of energy that it has in 
abundance, namely coal and certain types 
of renewable energy. 
Coal-fired power plants have long been 
an important power source, with an es-
timated 23 gigawatts (GW) of such plants 
currently in operation, but coal will be-
come even more prevalent in the years to 

come, as the market for Indonesian coal 
has shifted. Bill Park, technical manager 
of NRM, explained: “The Indonesian coal 
mining industry experienced an unprec-
edented boom between 2007 and 2012, 
but recently there has been a downturn 
in coal pricing due to an oversupply in 
the global market and a weakening of 
demand from China. In the near-future, 
Indonesia’s ability to continue to export 
coal could be further compromised by  
the fact that much of the country’s re-
maining coal is low grade, which is not 
desirable for export.”
Some may argue that the variable price 
of coal could affect its cost-effectiveness 
as a primary source of energy generation, 
but Dass of Pt. Pöyry Indonesia, which 
provides its services for both coal-fired 
and renewable energy power projects 
in the country, countered that assertion: 
“The priority for the government would 
be to facilitate the development and con-
struction of coal fired power plants, may it 
be through legislation or incentives, until 
such time that certain national energy re-
lated goals are met... The decision to build 
coal-fired power plants based on a theo-
rized future price of coal makes sense 
given certain market dynamics, such as 
a slowdown in the demand from China. 
Though the Chinese economy might be 
slowing down, Indian coal stocks are run-
ning low and recently Australian miners 
too are easing back on their exports. Thus, 
no one can predict the future price of coal 
and so it would be prudent for the gov-
ernment to utilize this natural resource for 
the domestic needs of today for the bet-

terment of the overall electrification ratio 
nationwide.”
Though coal is here to stay for the short- 
to medium-term, the government recog-
nizes that it must do more to assure the 
country’s long-term energy security, as 
Barid Manna, principal advisor of Air Qual-
ity and Climate Change of the consult-
ing firm Pt. ENV Indonesia pointed out: 
“Renewable energy is important for the 
country to achieve sustainability, increas-
ing green energy usage and the capacity 
of future generations. With half a million 
barrels of oil produced per year and only 
10 million barrels of oil left, oil and gas 
may only last for another 20 years. Coal 
may last another 80 years at current pro-
duction levels of 400 million metric tons 
per year. Within two generations, these 
resources may be depleted.”
While the country’s projected reliance 
on renewable energy may seem overly 
ambitious, the country holds consid-
ers resources and its goals may be at-
tainable. Situated within the ring of fire, 
Indonesia holds 40% of the world’s 
geothermal resources, equaling 29 GW 
of electricity across the archipelago. Evi-
dence of geothermal’s enormous poten-
tial in Indonesia lies in the Sarulla project 
being developed by Medco Power Indo-
nesia, a joint venture owned by Medco  
Energi Internasional, the largest national oil  
and gas company in Indonesia, and Sara-
toga Power. 
A project under FTPII located in North Su-
matra, Sarulla, on which construction be-
gan in June 2014, will be the world’s larg-
est geothermal power plant. Fazil Alfitri, 
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president director of Medco Power Indo-
nesia, explained the project: “Sarulla is 
one of the most ambitious power projects 
currently being undertaken in Indonesia 
with total capital expenditure amounting 
to $1.6 billion and total debt of $1.2 billion. 
The power plant’s operations will come 
on line in three phases: 110 megawatts 
(MW) in 2016, 220 MW in 2017 and ad-
ditional capacity after that point. From the 
proven reserve perspective, in the next 
twenty to thirty years, Sarulla could very 
likely double or triple its output from the 
initial 330 MW.” Medco Power Indonesia 
is focusing on nine clean and renewable 
energy projects in addition to Sarulla, 
including a 75 MW natural gas power 
plant, a 30 MW combined cycle power 
plant, six 45 MW mini hydro projects scat-
tered across Western Java and Sumatera  
and will be adding another 110 MW geo-
thermal power plant in Situbondo, East-
ern Java which is scheduled to begin drill-
ing in 2015.
Geothermal has great potential, but even 
more promise lies in hydropower. Josef 
M. Ullmer, the president director of global 
electro-mechanical equipment supplier 
for hydraulic power generation Pt. An-
dritz Hydro, revealed: “The potential for 
hydropower in Indonesia is tremendous: 
75,000 MW have been confirmed and 
if we include run of the rivers and mega 
sites for Hydro Power Plants, the real po-
tential could be above 100,000 MW.” 
Although dozens of mini hydro plants have 
been undertaken by the private sector, 
the majority of large hydro power plants 
are being developed by the PLN, including 
Indonesia’s largest hydro power project, 
the West and East Java 1,040-MW Upper 
Cisokan Pumped Storage Hydro Electrical 
Power Project, for which Pt. Andritz Hydro 
is in in the process of prequalifying for 
the Hydraulic Steel Structure Lot as well 
as for the Pump Turbine and Motor Gen-
erator Lot. Noting the difficulties, Ullmer 
said: “The largest issue facing private 
sector investment into large hydro power 
projects is related to permits and land ac-
quisition. For large hydro projects, over 25 
different permits are required. The Asahan 
III [a 154-MW run-of-river hydroelectric 
power plant in North Sumatera] project 
has been delayed for three years, not be-
cause the proper permits for the plants 
were not in place, but because permits 
and land titles for the access roads are 

not yet done. In most parts of the world, 
such an issue would have been resolved 
by a telephone conversation between 
two ministries; this is not the case in In-
donesia.” Though this fact is not meant to 
discourage private sector investment in 
large hydropower projects, it underscores 
the importance of partnering with those 
who know the lay of the land.
Large coal, geothermal and hydro proj-
ects are ideal for the larger islands where 
industrial development is concentrated, 
but as Indonesia becomes more prosper-
ous, it must expand access to electricity 
to its citizens sprinkled throughout many 
of the smaller, more remote islands. 
The best way to achieve this is through 
smaller renewable energy projects, as 
Bambang PS Brodjonegoro, the Vice Min-
ister of Finance, explained: “Indonesia 
is a collection of islands, many of which 
are remote and have difficulty generating 
power. In these areas, a coal-fired power 
plant cannot be built because it is not 
economical. Currently, diesel fuel is the 
only way to generate power for these 
islands but it is costly, not only because 
of the price of the diesel but because it 
must be transported to the islands by 

plane. The government sees alternative 
or renewable energy, such as solar, as a 
solution to these off-grid islands because  
these options are at least competitive to 
diesel fuel.” The government, non-govern-
mental organizations, and private sector 
companies have been working collec-
tively to make renewable energy for the 
smaller islands a reality. 
Cross-sector collaboration is best illus-
trated by the example of the island of 
Samba. Castlerock Consulting is one of 
the primary parties working on the proj-
ect. Crosetti explained the initiative: “The 
government of Indonesia has identified 
Sumba as an iconic island that can serve 
as a model for other islands in Indonesia, 
and perhaps even for other countries. The 
idea is to move from a 30% electrification 
ratio and 15% reliance on renewables 
today to a 95% electrification ratio and 
100% reliance on renewables by 2025. 
We are working with other stakeholders 
to identify, plan and implement both grid 
and off-grid solutions that utilize hydro, 
wind, solar and biomass resources.” Sam-
ba’s success could dictate how access 
to electricity is developed for the millions 
that live in the countries isolated islands. •
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Josef M. ullmer

President Director
pt. andRitz hydRo 

Can you please provide us with a 
history and introduction to Andritz 
Hydro’s global operations and its 
presence in Indonesia?
Andritz Hydro was founded over 170 
years ago and is the leading supplier of 
electro-mechanical equipment for hy-
draulic power generation in the world. 
Andritz Hydro has supplied over 400,000 
megawatts (MW) of hydro equipment 
globally, equal to one-third of the total 
installed capacity worldwide. Andritz 
Hydro first began supplying equipment 
to Indonesia in 1929 and established a 
permanent presence in the country in 
1995. To date, Andritz Hydro has sup-
plied 2,800 MW of hydro equipment of 
the 4,750 MW of total installed hydro 
equipment in Indonesia. The Indonesian 
office of Andritz Hydro also serves as 
the regional headquarters for South East 
Asia, Australia and New Zealand. 

What are the main areas of focus for 
Andritz Hydro’s operations?
Andritz Hydro’s strategy in Indonesia 
focuses on four areas. The first is the 
supply, installation and commissioning 
of electro-mechanical equipment and 
hydraulic steel structures for large hydro 

power plants, for which our main clients 
are PLN, the Indonesian state electricity 
company, and other large mining compa-
nies. Currently, Andritz Hydro is execut-
ing two projects for PLN in Aceh, HEPP 
Peusangan 1 2x23.1MW and HEPP  
Peusangan 2 2x22MW. Andritz Hydro is 
also the designated supplier of Hydraulic 
Steel Structures for HEPP Asahan, locat-
ed in North Sumatera, which is pending 
final permits. Andritz Hydro’s second  
focus is on service and rehabilitation on 
installed equipment: performing proac-
tive assessments, rehabilitation, pre-
ventative maintenance, enhancements 
and optimization of existing hydro fa-
cilities, and hence prolonging the life  
of the assets. The third area is small 
hydro, which we call “Compact Hydro” 
power plants and are mainly developed 
by private parties to sell the electricity 
to PLN under the Feed-In Tariff scheme.  
Finally, we act globally as an Erection and 
Commissioning Expert Staff Resource 
Provider that supports the planting  
up efforts of Andritz Hydro projects  
with our skilled and highly efficient engi-
neering experts.

The Upper Cisokan Pumped Storage 
Hydro-Electrical power project is 
one of the PLN’s most ambitious 
projects. Can you describe it and the 
equipment and services that Andritz 
Hydro will provide?
The Upper Cisokan Pumped Storage 
Hydro-Electrical facility will consist of 
two reservoirs connected by the Hydro 
Power Plant, which will have the ability 
to pump water from the lower reservoir 
to the upper reservoir in off-peak times 
and generate during peak load times. 
The powerhouse will accommodate four 
vertical shaft reversible pump-turbine/
motor-generator units, each with a con-
tinuous rated output of 260 MW. The 
World Bank will fund the 1,040 MW-pro-
ject, and Andritz Hydro is in the process 
of prequalification for the Hydraulic Steel 
Structure Lot as well as for the Pump Tur-
bine and Motor Generator Lot. 

The government requires the 
construction of smelters for 
downstream mineral processing, 
which will require investment in 
power plants. Should hydro be used 
to power these smelters?

The smelting facilities can only be eco-
nomically operated with inexpensive 
electricity, which only hydro can pro-
vide. For a 200-MW large hydro facility, 
the kilowatt per hour (kWh) price ranges 
from 3.8 cents to 4.2 cents, whereas for 
a similarly sized coal-fired power plant, 
the price is 4.5 cents. Once you include 
the price of coal, the cost rises to 9.5 
cents per kWh, and coal prices are cur-
rently depressed. Hence, hydro will play 
an important role in the development of 
smelters. Andritz Hydro is proud to have 
supplied the three Hydro Power Plants 
namely Larona 3x68MW, Balambano 
2x70MW and Karebbe 2x64MW for the 
integrated Nickel Mining and Smelter op-
eration of PT Vale Indonesia in Sulawesi.

While there is enormous potential for 
large hydropower plants, at present, 
PLN is building the vast majority of 
them, rather than private investors. 
Why has this been the case?
The largest issue facing private sector 
investment in large hydropower projects 
permits and land acquisition. For large 
hydro projects, over 25 different permits 
are required. The Asahan III project has 
been delayed for three years,not because 
the proper permits were not in place but 
because permits and land titles for the 
access roads have not been completed. 
All that is required is a telephone con-
versation between two ministries. The  
government needs to streamline permit-
ting and land acquisition so that infra-
structure projects can be implemented 
in time and on budget. 

When GBR returns in two years, how 
will Andritz Hydro’s operations in 
Indonesia have changed?
Andritz Hydro will continue to supply 
the same quality of services and equip-
ment, but the company’s presence will 
be much larger, doubling from 500 em-
ployees to 1,000 employees. The current 
pipeline of hydro projects from the pri-
vate sector and the government already 
has financial commitments, and Andritz 
Hydro believes that it will be working 
on the majority of these projects. The 
potential for hydropower in Indonesia 
is tremendous: 75,000 MW have been 
confirmed and if we include run-of-the-
river and mega sites for hydropower, the 
potential could exceed 100,000 MW. •
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Fazil Alfitri

President Director
pt. Medco poweR  
indonesia

Medco Power Indonesia was 
established in 2004 and is owned 
by Medco Energi Internasional, the 
largest national oil and gas company 
in Indonesia, and Saratoga Power. 
What inspired the move into the 
power sector and what are Medco 
Power Indonesia’s key operations?
Medco Power Indonesia was initially 
founded as the power arm of Medco En-
ergi Internasional to monetize the com-
pany’s oil and gas reserves by delivering 
gas directly to the customer through 
power rather than pipelines. However, 
the compnay moved beyond this initial 
design to focus on distributive genera-
tion through the development of small- to 
medium-sized Independent Power Pro-
ducers (IPPs). The company owns and 
operates four gas-fired power plants, two 
in Batam and two in Palembang, South 
Sumatera. It also owns a minority share 
in the Sengkang gas-fired power plant in 
South Sulawesi and is building another 
gas-fired plant in Batam. 
The company is focused on natural gas 
power plants but is also developing its 
nine renewable assets, namely geother-
mal and mini hydro power plants, which 
are currently under construction. For 

these projects, total capital expenditure 
is $1.3 billion. In addition, it has gained 
expertise in operation and maintenance 
as well as engineering, procurement, 
and construction work in order to service 
other power plants, including the Tanjung 
Jati B coal-fired power plant, one of the 
largest in Java. 

In 2006, Medco Power Indonesia was 
awarded the development of the 
world's largest geothermal contract 
in Sarulla, North Sumatera, as part 
of the government’s Fast Track II 
Program. Can you tell us more about 
this project and its challenges?
Sarulla is one of the most ambitious pow-
er projects currently being undertaken in 
Indonesia with total capital expenditure 
amounting to $1.6 billion and total debt 
of $1.2 billion. The power plant’s opera-
tions will come on line in three phases: 
110 megawatts (MW) in 2016, 220 MW 
in 2017 and additional capacity thereafter. 
From the proven reserve perspective, in 
the next twenty to thirty years, Sarulla 
could double or triple its output from the 
initial 330 MW. 
While Sarulla will begin operation in the 
near term, the project has not been with-
out challenges. According to Article 33 of 
the Indonesian Constitution, underground 
resources belong to the state, making the 
arrangement of financing nearly impossi-
ble. Previously, only large players such 
as Chevron completed megaprojects 
because they could deploy massive bal-
ance sheets. To bring in project financing, 
Medco Power Indonesia worked with the 
government to modify the regulations. 
This required making banks comfortable 
so that they could collateralize the asset 
during the repayment period while also 
assuring that the asset would return to 
the state. It took time, but Medco Power 
Indonesia was the first to approach pro-
ject financing in this way and created a 
structure for future projects. 

Can you tell us about Medco Power 
Indonesia’s upcoming projects and 
plans for an initial public offering?
Medco Power Indonesia has under con-
struction nine renewable projects in Indo-
nesia, three of which will be completed 
by the end of 2014 and the rest in 2017 
and 2018. These projects are fully fund-
ed, except the $450 million Ijen geother-

mal power plant. This project has already 
received the concession, the Purchase 
Power Agreement (PPA), the permitting 
license and most of the exploration and 
geophysics have been completed; the 
next stage is to begin drilling in 2015. To 
finance this, Medco Power Indonesia is 
planning to hold an IPO in the near future 
to bring in new partners.

The geothermal industry in Indonesia 
is beginning to attract attention from 
both local and international investors. 
Why is Medco Power Indonesia an 
attractive partner?
Investors must consider Medco Power 
Indonesia’s exceptional progress to date. 
Despite great potential, investments in 
the Indonesian power sector often fail 
to materialize because of the business 
environment. The company understands 
how to navigate the complexities in this 
field, from working with the various gov-
ernment ministries to local communities. 
Medco Power Indonesia has started it 
has completed every project that it has 
started.  

When GBR returns in two to three 
years, how will Medco Power 
Indonesia have changed?
Medco Power Indonesia will have com-
pleted its IPO and will be a larger com-
pany, completing projects not only in 
Indonesia but also elsewhere in the re-
gion to diversify risk. Medco Power Indo-
nesia has the expertise to move beyond 
small- to medium-sized IPPs, and Sarulla 
illustrates that the company is at a turn-
ing point. Going forward, Medco Power 
Indonesia will be doing larger, more se-
lective projects in the renewables space, 
focusing on the niche market of providing 
a sustainable power supply.
From an investment perspective, Indone-
sia is a gem in the region: it is the larg-
est democracy in Asia, providing a stable 
operating environment, and, in terms of 
power demand, the country’s current 
situation must be addressed. 50 million 
Indonesians are without electricity and 
even if 100% electrification is achieved, 
the country’s usage will only amount to 
one-tenth of what Singapore current-
ly uses. Medco Power Indonesia is a 
growth platform and will work to address 
the country’s energy needs and support 
the government. •
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In 1996, Castlerock Consulting 
was founded as an energy and 
environmental consulting firm with 
a focus on utilities. What led to the 
company’s shift to renewables?
When Castlerock Consulting was found-
ed, we focused on providing technical ex-
pertise within the power sector, largely 
to PLN, the Indonesian national utility, as 
well as government agencies. This work 
included performance improvement 
analysis, tariff studies, regulatory reform 
consultation, work on the electricity law 
and so forth. Within the last five years, 
the government has issued a series of 
laws and regulations opening up interest 
in renewables, and Castlerock began to 
see activity in this market pick up. Cas-
tlerock became quickly involved, com-
pleting such projects as regulatory work 
for geothermal and market entry analysis 
for hydro. Today, though we work across 
Southeast Asia, 80% of Castlerock’s 
work comes from Indonesia, most of 
which is related to renewable energy.

Castlerock is providing services to a 
project on the island of Sumba, which 
involves many stakeholders including 
NGOs, the Indonesian Ministry of 

Michael Crosetti

Director 
castleRock consulting

Energy, PLN and private sector. Can 
you tell us about the project and 
Castlerock’s involvement?
The government of Indonesia has identi-
fied Sumba as an iconic island that can 
serve as a model for other islands in In-
donesia. The idea is to move from a 30% 
electrification ratio and 15% reliance on 
renewables today to a 95% electrifica-
tion ratio and 100% reliance on renew-
ables by 2025. We are working with 
other stakeholders to identify, plan and 
implement both grid and off-grid solu-
tions that utilize hydro, wind, solar and 
biomass resources. 
As part of this program, Castlerock has 
been providing high-level strategy and 
planning as well as on-the-ground prepa-
rations. We are identifying which areas 
are best served by off-grid solutions and 
others that can be supported by grid 
extension, determining for the grid the 
least-cost mix of generation technolo-
gies, maximizing the role of renewables, 
and finally assessing the transmission 
and distribution investments required 
to deliver power to where it is needed. 
Meanwhile, Castlerock’s on-the-ground 
team focuses primarily on data collec-
tion, but now, having identified promis-
ing off-grid solutions, will work with local 
communities to implement them.

There has been a surge in hydro 
projects, but many are not getting 
financial closure or commissioning. 
Why is this the case?
For renewable power projects of 10 
megawatts, the government success-
fully enacted a regulation in 2009 that 
stipulates feed-in tariffs for investors 
and assigns to PLN the obligation to buy 
this power. There have been subsequent 
improvements in this regulatory environ-
ment. However, it is the responsibility of 
the developer to realize projects. There is 
certainly room to improve permitting and 
approval processes, and in some cases 
these present significant obstacles to 
project implementation, but in the case 
of hydro development in particular, we of-
ten find a lack of sophistication amongst 
the developers. Many developers do not 
have the appropriate skills, financial re-
sources or maturity to see these hydro 
projects to fruition, or feel they can save 
development costs and maximize project 
returns by foregoing additional technical 

analysis or prudent designs that can min-
imize project risks.

Castlerock Consulting was involved 
in assisting the government in 
establishing the public private 
partnership (PPP) framework to 
attract foreign investors to the 
power sector, but this has failed 
to materialize. What are the main 
issues? 
Castlerock Consulting was involved in 
outlining the processes and organization-
al structure for PPPs but, like with many 
sectors in Indonesia, the problem lies in 
the inability of the various authorities to 
coordinate, which is further compound-
ed by issues at the regional level. Before 
Suharto stepped down, power was too 
centralized and in 1999, the first law de-
volving power to the regional level was 
passed. Successive laws followed and 
then sector specific laws were then im-
plemented. While it was a positive move 
for the country, the pendulum has per-
haps swung too far. The regions lack hu-
man resources to implement large-scale 
projects involving international investors 
and the risk of corruption and rent seek-
ing is much higher. The question then is 
how can the central government claw 
back some of this authority?

Castlerock Consulting has moved 
from first supporting infrastructure 
and utilities to servicing the 
renewables sector. When GBR returns 
to Indonesia, how will the firm have 
evolved further?
Castlerock will continue to provide strat-
egy and advisory work to the govern-
ment, multilateral organizations and 
private players, both in Indonesia and 
in the region, but also hopes to move 
into the development space. Castlerock 
Consulting has learned a lot during its 20 
years in Indonesia about what works and 
what does not, about the main issues 
other investors have faced and how to 
actually deliver. Castlerock hopes to take 
this expertise and apply it to identifying 
projects, putting together joint ventures, 
either with other local and foreign inves-
tors, and then acquiring financing. •
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thomas staley  
& steven Furry

TS: CEO
SF: General Manager, Project 
Development
otp geotheRMal

OTP Geothermal is a joint venture 
between two important regional 
players, Tata Power and Origin Energy, 
and the local Indonesian company 
Supraco. Can you tell us about the 
vision behind it?
TS: Origin Energy has an extensive port-
folio of power and energy assets in the 
Australia and New Zealand region. The 
company sees geothermal energy, as 
an opportunity to leverage its upstream 
capabilities within the renewable sec-
tor, particularly in Indonesia. Under-
standing the opportunity, Origin Energy 
formed a partnership with Tata Power, 
which contributes extensive experience 
in power generation and in Indonesia, 
to create OTP Geothermal. OTP Geo-
thermal’s local partner is PT Supraco 
Indonesia, which provides integrated 
logistic and base management services 
to the oil and gas industry, including man-
power, accommodation and office area  
management, camp maintenance,  
vehicle leasing, office and logistics  
support, rental and catering services.  
It also provides production facilities,  
pipeline maintenance and offshore  
drilling services.

OTP Geothermal’s Sorik Marapi project 
has seen several years of delays. Can 
you tell us about the resource and 
some of the issues that OTP has had  
to contend with in relation to 
developing it?
SF: Sorik Marapi is situated in a fault zone 
called the North Sumatera Fault, which is 
adjacent to Sarulla, one of the other large 
geothermal projects currently being de-
veloped. Sorik Marapi became available 
through the tender process in 2010, and 
OTP Geothermal’s reconnaissance and 
geological and geophysical work revealed 
an attractive site.
TS:  Regulatory hurdles have slowed 
progress since 2010. The first hurdle was 
that another company challenged our 
successful bid. After that challenge was 
solved, OTP Geothermal faced a second 
obstacle: negotiating the Purchase Power 
Agreement (PPA) with the PLN. Over the 
last three years, OTP Geothermal has 
been working to become comfortable 
with the company’s original understand-
ing of what it won in the tender and 
what it would receive through the PPA. 

What is OTP Geothermal’s strategy for 
Sorik Marapi going forward?
TS:  Following the government’s new 
feed-in tariff regulation, OTP Geothermal 
will conduct an exploration program al-
lowing the company to evaluate and as-
sess the quality of Sorik Marapi and then 
renegotiate the terms of the PPA with the 
government. OTP Geothermal will need 
approximately 12 months to conduct an 
exploration program of up to four wells, 
after which it can assess the development 
of the power station.
SF: The government’s decision is a 
positive step. There is much unknown 
about the subsurface economics and 
resources for geothermal that until the 
holes are drilled and exploration con-
ducted, it is difficult to understand the 
capacity of a potential power station. 

With local players starting to develop 
geothermal capabilities, what place 
do international players have in this 
space in Indonesia?
TS:  International companies have a great 
deal to offer in Indonesia, particularly their 
drilling and upstream expertise. OTP Geo-
thermal works very hard to develop the 
capabilities of its Indonesian employees, 

but this expertise still exists largely with 
international companies. They also con-
tinue to succeed at building power sta-
tions and incorporating new technologies. 

How does geothermal development 
impact local communities differently 
from other forms of power 
development and what initiatives 
does OTP Geothermal have in place to 
mitigate its effects?
TS: To differentiate between other types 
of power stations, to build a gas-fired 
power station with access to pipelines 
already in place, a developer would only 
need about 20 hectares of land. A geo-
thermal project of comparable size could 
be spread over tens of square kilometers, 
when you take into consideration the foot-
print of the steam field infrastructure. The 
locations are spread apart and need to be 
connected so that the steam is centralized 
and a power station can be built. Given 
how spread out the projects are, develop-
ers must engage with local communities. 
TS: OTP Geothermal has a three-pronged 
community engagement program. The 
first is to educate the community so that 
it understands that geothermal is one of 
the better forms of power development 
and that the exploration and development 
phase will ultimately lead to electrifica-
tion benefits. The second is to show the 
community other ways in which it can 
participate in the local economy, such 
as in establishing farming workshops. 
The third is to facilitate communication 
so that the community understands ex-
actly what is taking place near their land. 

When GBR returns in two to three 
years, how will OTP Geothermal be 
different?
TS: OTP Geothermal will like to have com-
pleted its front-end engineering and de-
sign and if not having already started de-
veloping the power station, it would hope 
to be close to a final investment decision. 
Regulatory challenges aside, the geother-
mal opportunity remains the same: there 
is the need for electricity and geothermal 
stands on its own when compared to the 
cost of other fuel types. There are only 
three or four markets in the world where 
a developer can enter, build a geothermal 
power station, and the economics of do-
ing so will make it competitive against the 
other types of fuel. •
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Can you please provide us with a 
history and introduction to UPC 
Renewables on a global scale and 
the opportunity that it first saw in 
Indonesia?
UPC Renewables is a medium-sized, in-
ternational wind development company 
that was founded in 1997. The founder of 
the company Brian Caffyn began devel-
oping wind farms in Italy and then formed 
the UPC brand in the United States and 
expanded to North Africa, China and the 
Philippines. In each of these markets, 
UPC Renewables was an early entrant, 
one of the first, if not the first, utility 
scale wind power developers in each of 
these markets or market segment. 
Pt. UPC Renewables Indonesia first 
entered the market through a partner-
ship with Pt. Binatek Reka Energi. Bi-
natek Reka Energi had experience in 
other forms of renewable energy, such 
as biomass, but the company was fac-
ing challenges to develop its 15-mega-
watts (MW) Samas wind farm, which 
is now called Pt. UPC Yogyakarta Bayu 
Energi, in Bantul regency in the Yogya-
karta province on the island of Java. Pt. 
UPC Renewables Indonesia introduced 
ideas that would help move the project 

Chris Caffyn

Senior Vice President
pt. upc Renewables 
indonesia

forward, such as increasing the scale of 
the project to 50 MW to take advantage 
of economies of scale. At present, UPC 
Renewables Indonesia and Binatek Reka 
Energi are negotiating the Power Pur-
chase Agreement (PPA) with the PLN the 
Indonesian national utility and expect to 
begin construction in 2015. UPC Renew-
ables Indonesia has other projects in de-
velopment that can follow the Yogyakarta 
project quickly.

Given its location along the equator, 
Indonesia is known for having 
low wind speeds. How does UPC 
Renewables Indonesia overcome this 
issue?
The technology for wind power has 
evolved at such a rapid pace that it can 
now take advance of the light equatorial 
winds. In addition, equatorial weather is 
very constant, as opposed to weather 
patterns in Europe or the United States 
that are characterized by strong fronts. 
The lower, but predictable, winds in In-
donesia allow the newer Class III wind 
turbines to get very high efficiency and 
productivity. Lastly, the lower winds are 
expected to bring about other benefits, 
such as leading to fewer high wind con-
struction delays and less long-term main-
tenance for the turbines. 

With a plethora of natural resources, 
Indonesia is not short of renewable 
energy sources. Why does wind 
power work well in Indonesia?
While there is a lot of potential for renew-
able power such as hydro and geother-
mal, these projects take longer to com-
plete. Wind power deploys quickly and 
can be less costly than other sources of 
renewable energy. In addition, wind tur-
bines do not cause many social issues, 
as only a small portion of land is used, 
and they do not change the existing pri-
mary use and revenue stream from the 
land users. 
There are also other features unique to 
Indonesia that makes wind power a com-
pelling option. In Indonesia, most wind 
power would be generated during the 
dry season, while hydropower would be 
generated during the wet season, creat-
ing a natural balance of these two zero 
pollution energy sources. Furthermore, 
at the Bantul site the wind power is 
made during the day and early evening, 

matching and producing electrical power 
at peak demand time for the Java grid, 
making it very valuable. 

With wind farms all over the world, 
what are some of the unique features 
that UPC Renewables Indonesia has 
found in its operations in the country?
The work the UPC Renewables Indone-
sia carries out in the country is largely 
the same as what the company does 
in many other places around the world. 
Many of the variables, including the mod-
el of the size of project, the quality of 
technology and the permitting process, 
are the same. The one factor that does 
change depending on the location is cul-
tural considerations. Indonesia is bureau-
cratic in the sense that there is a large 
focus on building coalitions and consen-
sus, as opposed to a more top-down 
decision making processes in Europe or 
the United States. In Indonesia, there 
must be consensus right down to the vil-
lager in support of the project. As such, 
the culture is focused on building trust, 
which is why it was important for UPC 
Renewables Indonesia to find a good lo-
cal Indonesian partner. UPC Renewables 
Indonesia has also been fortunate in that 
wind power seems to resonate with the 
people. Indonesians are very visual and 
the logic behind wind power and it ben-
efits at reducing carbon emissions and 
global warming makes sense to them, 
making the initial stages of the wind proj-
ects easier.

When Global Business Reports 
returns in two to three years, how will 
UPC Renewables be different?
UPC Renewables Indonesia will likely 
have two to three more additional proj-
ects and will helped Indonesia step into 
a new industry and take advantage of 
an unused clean renewable resource to 
meet its aggressive clean energy goals. 
The company now has a staff of 20, but 
once these wind farms are operational, 
the staff will likely expand to 70. UPC Re-
newables Indonesia has not seen many 
constraints in its work and is anticipating 
steady growth in Indonesia. •  
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From trash to 
treasure

Biomass Gasification from Agro Waste in 
Indonesia

With an archipelago of 17,000 islands, 
Indonesia displays many divergent char-
acteristics, be it in the form of people’s 
skin color, religious beliefs or spoken lan-
guages. However, one point of common-
ality evident throughout the many islands 
is the pervasiveness of agriculture.
Endowed with warm weather, rich soil 
and abundant rainfall, Indonesia is a 
true agro land. As such, the country’s 
economy continues to rely heavily on 
the agricultural sector. Indonesia is the 
world’s largest producer of crude palm 
oil and the third largest producer of rice. 
It is also a major producer of cassava 
(tapioca), groundnuts, cocoa, coffee, and 
copra.
According to 2012 World Bank, the ag-
ricultural industry contributed 14% to 
the nation’s GDP and generates signifi-
cant yields for both export and domestic 
consumption. But with these productive 
outputs follow the concomitant waste, 
which is known appropriately as agro 
waste. Often, this residual matter is 
used as fertilizer, animal feed or simply 
burned. While this might seem a more 
than adequate use for something that 
seemingly has no practical application, 
there is in fact a more efficient alterna-
tive: biomass gasification.
The conversion of solid biomass into a 
combustible gas mixture called “Produc-
er Gas,” biomass gasification is the next 
step beyond the burning of solid biomass 
fuels. Although natural biomass can be 
burned for direct thermal use such as 
cooking or for the generation of power, 
these applications are inefficient, and, in 
the case of the latter, capital intensive. 
The conversion of biomass into producer 
gas is more efficient, as the low quality 
fuel is transformed into high quality fuel. 
In addition, the resulting fuel requires no 

further alteration; it can be fed directly 
into an internal combustion engine.
Hoedani Hadijono, the President Director 
of Pt. SyRes Indonesia, an Indonesian al-
ternative energy company, saw an oppor-
tunity to apply this concept in Indonesia. 
A mechanical engineer by training, Hadi-
jono recognized that rice husk, the waste 
product resulting from the rice grinding 
process, served as an ideal feedstock, 
and took action: “In 2011, I approached 
the Bureau of Logistics (BULOG), the 
largest government institution for the 
distribution of food, such as rice, sugar 
and flour, to acquire the rice husk that is 
a byproduct of the rice milling process. 
Within just two weeks, Pt. SyRes Indo-
nesia signed a contract with BULOG and 
later secured a grant through the Dutch 
government to build two rice husk power 
plants, one in Sulawesi and another in 
Java.”
By using rice husk as feedstock for the 
gasification, Pt. Syres Indonesia was 
able to help BULOG reduce its operation-
al cost by 70%, as the organization was 
no longer dependent on the more costly 
diesel fuel. Furthermore, environmental 
pollution was all but eliminated.
So successful was Hadijono’s project 
that the Dutch government chose it as 
one of the most successful biomass 
projects that it has sponsored around 
the world. Consequently, the Dutch gov-
ernment has committed to providing Pt. 

SyRes Indonesia with funding for an-
other 20 biomass projects, which will be 
constructed by the end of 2015.
While the biomass gasification from 
agro waste seems both an obvious and 
straightforward option that Indonesia 
can employ to help reach its ambitious 
power generation targets, there are 
several considerations that must be ad-
dressed for this type of power project to 
succeed. These include understanding 
the surrounding geography, the density 
of the rice paddy fields, the state of sup-
porting infrastructure, alternative uses of 
the fuel by other industries, access to 
water, off-take agreements, complica-
tions tied to power plant construction 
and logistical factors. None of these con-
siderations can go unexamined but the 
most crucial by far is logistics, namely 
securing the feedstock.
Though not without important consider-
ations, biomass gasification from agro 
waste is a low cost, environmentally 
friendly solution that has the potential 
to be used throughout Indonesia, as 
there is agro waste in various forms in 
every corner of the country. As Indonesia 
looks to increase its generating capacity 
while also shifting its energy mix so that 
renewable energy makes up a larger 
piece of the pie, biomass gasification 
from agro waste could be one of the sig-
nificant mediums by which the country 
meets its growing energy demand. •
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“If we look at history, most would 
agree that Parabowo would help create 

a better investment climate. Jowoki, 
at least at this moment, remains an 

unknown; his role in directing foreign 
investment would be determined by 

the role that Megawati plays in directing 
him. This said, nothing could be worse 

than SBY’s regime and its natural 
resource policies. Even the Minister of 
Energy and Natural Resources seems 

to lack an understanding of how mining 
operates.”

- Malcolm Baillie, Indonesian Forum for 
Mineral Exploration and Development

Nationalizing 
its Minerals 
to Spite its 
Development:
Politics and 
Regulation in 
Indonesia's 
Mining Industry



the great 
Divergence

The 2009 Law and the Politics of Mining

An archipelago of 17,000 islands severed 
from the Australian continental shelf 
thousands of years ago, Indonesia has 
incredible mineral wealth. The country 
is the world’s largest exporter of nickel, 
thermal coal and refined tin. Despite an 
ever-evolving regulatory framework, the 
profitability of Indonesia’s mines for all 
listed companies, surprisingly, has con-
sistently stood above the average of the 
top 40 mining companies globally for all 
key metrics.
These glowing attributes were under-
mined by the announcement of “Law 
Number 4/2009 on Mineral and Coal,” 
on January 12, 2009, which became one 
of the world’s most ambitious plans for 
nationalization of its resource sector. Not 
only did the country seek to substitute 
the mining industry’s foreign base with 
nationals but it sought to eradicate the 
presence of the foreigner entirely, and 
attempted to do so, ironically, under the 
guise of facilitating foreign investment.
Bill Sullivan, licensed foreign advocate 
at Christian Teo Purwono & Partners, 
wrote: “The great irony of recent Indone-
sian mining policy is that when the 2009 
Mining Law was introduced, the aim was 
to provide a simple, transparent way for 
foreigners to invest in the Indonesian 
mining industry through wholly foreign 
owned PMA Companies which, for the 
first time, could hold mining licenses. 
During the last couple of years, however, 
the Government has increasingly given 
foreign investors ever greater “negative 
policy” incentives to, once again, em-
ploy artificial contractual arrangements 
on the basis that it may be preferable for 
foreign investors to let Indonesians hold 
mining licenses while foreign investors 
extract economic value through indirect 
means. Essentially, in the space of five 

short years, Indonesia seems to have 
come full circle in terms of its attitude 
to foreign investment in the local mining 
industry.”
Later clarified through further legislation, 
the 2009 Mining Law introduced new 
conditions and devolved a significant 
amount of regulatory power to state 
governments. Among these conditions 
were the dual requirements that new en-
trants must develop “mineral beneficia-
tion” facilities – smelters – and comply 
with divestment requirements, whereby, 
it was subsequently announced, compa-
nies involved in production must sell a 
majority stake of their equity to a local 
partner. The 2009 Mining Law affected 
even service providers, as miners would 
be forced to favor local service providers 
in tendering contracts.
Complying with the law is not simple. 
The legal interpretations of many provi-
sions are ambiguous and evolve as new 
requirements are announced. Guy Des 
Rosiers, senior foreign legal consultant at 
Makarim & Taira S., a leading Indonesian 
business law firm remarked: “State-level 
requirements for mining companies con-
tinue to be unclear; the industry remains 
unsure as to how transactions should 
be structured. There is a long history of 
people employing various investment 
structures, only for these structures to 
be later deemed incompliant.”
The most infamous example of this has 
been permitting, which led to the sus-
pension of thermal coal miner Churchill 
Mining’s license, a case that has since 
escalated to international arbitration. 
Shareholder requirements are another. 
Guy Des Rosiers explained: “Indonesia 
opened up its mining industry to foreign 
capital under the premise that foreign 
businesses could initially own 100% of 
their companies, with an obligation to 
decrease their holdings to 80% after five 
years of production. This has since been 
revised to include further divestment ob-
ligations, ultimately leaving foreign busi-
nesses with only 49% after 10 years of 
production. While one would think that 
as results from the sector have contin-
ued to worsen, regulation would become 
more favorable – or at least provide clear-
er instructions as to how foreign mining 
companies are to proceed with divest-
ment. The new regulation, however, has 
only provided more bad news for the in-
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dustry, especially with regard to how the 
price of company shares is valued.
Although not unexpected, it has been 
announced that replacement costs will 
be the ceiling price at which mining 
company shares are valued. Obviously 
for an operating mine, this is not a great 
valuating technique. One would want to 
see some multiple of this, but this is not 
happening. Instead, a ceiling price will be 
used for the government party—all other 
valuations will be based off of a bench-
mark. Again, this is problematic as there 
is no certainty as to the amount above 
the benchmark price a company will re-
ceive. In fact, there is no certainty as to 
who is subject to new regulation. Previ-
ously, it was assumed that mines oper-
ating under the Contract of Work (CoW) 
system would be protected to the extent 
that such contracts are considered lex 
specialis and contain their own divest-
ment rules. This appears to no longer be 
the case, though it remains to be seen 
how and when the government may at-
tempt to apply the new divestment rules 
to holders of CoWs.”
Defenders of the legislation have argued 

that the introduction of these policies 
had long been public knowledge. Tamba 
Hutapea, deputy chairman for investment 
planning of the Indonesian Investment 
Coordinating Board (BKPM) stated: “The 
fact that often goes missed by industry 
participants is that the establishment 
of the 2009 Mining Law, and its subse-
quent enforcement in 2014, followed a 
four-year period of public consultation 
prior to the law’s introduction wherein 
regulators consulted with the industry 
over the structure of Indonesia’s new 
mining law. Those involved in the produc-
tion of nickel and bauxite, (commodities 
whose export was recently banned), had 
eight years to organize themselves; eight 
years to, at a minimum, show a commit-
ment to the conditions that Indonesian 
mining henceforth would be based. The 
industry’s lack of preparation is not for a 
lack of awareness.”
Yet those within Jakarta’s legal circles 
would disagree. Rahmat Soemadipr-
adja, partner at Soemadipradja & Taher 
Advocates, a leading domestic law firm 
involved in natural resources, said: “The 
introduction of the 2009 Mining Law was 

without precedent. It came as a com-
plete surprise to the industry.” Mocha-
mad Kasmali, partner at Soemadipradja 
& Taher, said, “For the nickel and bauxite 
miners that will be facing a shut down as 
a result of this ban, it is only a matter of 
time before they take this issue to court.” 
The 2009 Mining Law has had a discern-
ible effect on investor sentiment. In the 
Policy Potential Index of the Fraser In-
stitute’s “Survey of Mining Companies 
2012/2013,” which ranks the attractive-
ness of a country’s resource policies 
based off of industry perception, Indo-
nesia ranked last of the 76 jurisdictions 
surveyed. If political barriers were to be 
removed and best practices employed, 
the Fraser Institute noted that Indonesia 
would have been ranked fourth globally. 
Though proponents of the 2009 Mining 
Law might argue that Indonesia has seen 
consistent growth in foreign direct in-
vestment into its mining industry, which 
drew in $4.8 billion in 2013 from $2.2 
billion in 2010, the average size of these 
investments has shrunk significantly; fall-
ing from $9.4 million in 2010 to $5.9 mil-
lion in 2013.
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rely on for the development of infra-
structure is weak. The framework sup-
porting PPPs in Indonesia is immature. 
The government is still only exploring 
the correct formula for PPPs. There are 
many conflicting legal perspectives on 
how these ventures must be structured. 
PPPs, in particular, require a clear legal 
framework.”
Jeff Tutticci, business development man-
ager at Aurecon, a provider of global 
engineering, management and special-
ist technical services which is currently 
handling the execution of a major rail 
line in East Kalimantan said: “When I 
first arrived in Indonesia in 2005, I ar-
rived before the country’s infrastructure 
summit. I attended it and listened to  
the proposed deliverables. I presented 
these ideas to my country manager. He 
then pulled the list of deliverables pro-
posed in 2004 off the shelf, and then 
the list of deliverables proposed in 2003.  
A common theme emerged; In-
donesia has great plans, but poor 
execution.” If given the proper 
framework, mining can lead to devel-
opment, but Indonesia cannot fund  

many of these PPPs without the foreign 
investor.
Resource nationalism is a political tool 
and 2009 was also an election year. Anti-
mining rhetoric is a rallying point. Bill Sul-
livan, licensed foreign advocate at Chris-
tian Teo Purwono & Partners, explained: 
“Out in the heartland, where the great 
masses of Indonesian voters live, the 
mining industry is unpopular. Because 
Indonesia is a densely populated coun-
try where mining projects take place in 
“people’s back yards,” Indonesians see 
funds being poured into projects, but 
unless they are directly employed by the 
mining industry, they only experience 
the negative impacts of the mining in-
dustry on their region. Coupled with In-
donesia’s xenophobia, which I put down 
to the country’s bad colonial experience 
under the Dutch, many are of the view 
that foreigners are out to take advantage 
of Indonesia. Indonesia and Indonesians 
also feel that they did not ‘get their fair 
share’ of the profits during the last min-
eral commodities boom and will not let 
this happen again.” 
Taking a tough stance on the mining 
industry is, accordingly, seen as a tailor-
made, vote-getting opportunity. Matt 
Simpson, principal consultant at Mining 
Alliance, a specialist, Australasia-focused 
recruitment service provider, echoes this 
sentiment with regard to the impact that 
politics have had on foreign hiring. “At its 
rawest form, without being overly cyni-
cal, this is an election year and there is 
a fair bit of nationalist rhetoric that is be-
ing thrown about today. For a long time 
many have been pushing the Govern-
ment to limit the presence of the foreign 
business in Indonesia. The Indonesian 
government now wants for its workforce 
to move up the ranks of organizations 
and place themselves in a decision-mak-
ing capacity. From a human resources 
perspective, it is important to be realistic 
as to whether domestic workers can sat-
isfy the expectations of an organization. 
This is not an event that takes place over 
night. The transformation of a workforce 
takes longer. Following the election we 
may see the industry face less pressure 
to nationalize its workforce, but this will 
be a gradual process.” •

Indonesia has lost its ability to generate 
mega-projects, which could stymie the 
development of otherwise indigent re-
gions of the country. Starting in 2014, the 
country will roll out $35 billion in infra-
structure projects, 56 of which will take 
the form of public-private partnerships 
(PPPs). Regional projects slated for 2014 
include the Kuala Tanjung port develop-
ment in North Sumatra, the first phase 
of which will entail an investment of over 
$600 million, and Russian Railway’s East 
Kalimantan rail line, a freight line that 
will require an investment of $1.7 billion. 
Each of these two projects represents an 
opportunity for the development of sev-
eral regions both poor and currently bare 
of infrastructure. Two hurdles could re-
main: the legal framework and the coun-
try’s treatment of its resource sector.
Rainier Haryanto, country manager of 
SMEC, an Australian professional ser-
vices company that has acted as a con-
sultant on several infrastructure projects 
within the country, explained: “The 
Government of Indonesia has placed 
much emphasis on building infrastruc-
ture; however, the strategy which they  
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Aurecon first entered Indonesia in 
1997 and established a presence in 
2001. How has Aurecon’s business in 
Indonesia evolved and what will drive 
its business moving forward?
RF: The business environment in Indone-
sia is attractive and full of opportunities 
in areas that have traditionally been the 
company’s strengths, such as industri-
als and mining, as well as in new fields 
like transport and international aid proj-
ects. We expect donor-funded projects, 
such as those initiated by USAID and the 
World Bank, to contribute to our growth. 
These organizations closely follow  
Indonesia’s Masterplan for Acceleration 
and Expansion of Indonesia's Economic  
Development (MP3EI) and offer oppor-
tunities for infrastructure projects. Min-
ing remains the pillar of Aurecon’s work  
in Indonesia, but we are always looking 
to diversify. 

Aurecon has won a number of 
important projects in the domestic 
market. Which projects were 
milestones for the firm?
RF: We are very proud of Aurecon’s 
recent work on the Cigading Interna-

rifki Feriandi 
and Jeff tutticci

RF: Country Manager
JT: Business Development Manager 
auRecon

tional Bulk Terminal (CIBT). We provided 
conceptual design, evaluated bid docu-
ments, designed audits, and provided 
representative services for CIBT. 
JT: This was a particularly satisfying proj-
ect because we were involved from the 
beginning and could see it take shape 
from a concept on paper to bid evalua-
tion through to construction. 
Aurecon developed the conceptual de-
sign, which formed the basis of the own-
er’s tender package, and assisted in bid 
evaluation and design review for all dis-
ciplines, excluding geotechnical. During 
construction, we played an active role. 
The project leader visited the site every 
week, accompanied by other electrical, 
civil and structural engineers 
when required. We also prepared regu-
lar progress reports and chaired monthly 
stakeholder meetings.  By being so in-
volved in the project, we became a val-
ued partner.
 
With regard to new projects, what 
does 2014 hold?
RF: One of our largest projects is in coal 
transportation, and Aurecon is providing 
front-end engineering design and profes-
sional advisory services. We are excited 
to utilize our multidisciplinary expertise 
to design a cost-effective, efficient, and 
sustainable solution for our client. In addi-
tion, new international aid and port devel-
opment projects will occupy our energy. 
We are proud to be a part of Indonesia’s 
economic and social advancement. 

As a global operator, what challenges 
are unique to the domestic market?
JT: Indonesian clients demand simple 
and clear engineering design solutions so 
we are striving to provide such designs. 
The country’s equipment stock and the 
ability to replace parts in remote areas 
also inform design choices. It would be 
impossible to succeed in Indonesia if we 
do not adapt to local conditions. We can-
not approach Indonesia through a pre-
conceived notion of what an engineering 
solution should be or what best practices 
have been elsewhere. Most importantly, 
under-qualified technicians must be able 
to fix problems. We must understand 
what solutions operate efficiently under 
the harshest of conditions and what the 
life expectancy of these solutions is. Au-
recon understands all this. 

The government has planned $35 
billion in infrastructure projects 
beginning in 2014. Do you think these 
investments will materialize?
JT: When I returned to Indonesia in 
2005, I attended the country’s infrastruc-
ture summit, listened to the proposed  
deliverables, and presented them to  
my country manager. He then pulled 
the list of deliverables proposed in 2004 
off the shelf, as well as those proposed 
in 2003. A common theme emerged: 
Indonesia has great plans, but poor ex-
ecution. There are too few resources. 
The money is pulled in so many direc-
tions, and, particularly for infrastruc-
ture development, land acquisition  
remains problematic. The success of  
the current proposals will depend upon 
whether we can acquire the necessary 
land. 

Many of Indonesia’s plans are 
contingent upon the support of the 
international financial community. 
With sovereign risk increasing, 
have international capital markets 
tightened for project financing?
JT: In spite of the export ban, the IMF 
continues to be positive regarding In-
donesia’s growth. Capital markets have 
tightened, and some large players in the 
mining industry have pulled back. How-
ever, small- and medium-sized compa-
nies have grown more active in anticipa-
tion of a market recovery.

If we were to meet with Aurecon 
again in two years, where might the 
company and the market be?
RF: Aurecon will have expanded its busi-
ness as well as its capabilities. Coal will 
continue to be the backbone of Aure-
con’s work, but it will diversify into pub-
lic infrastructure work, especially in the 
ports, transportation, and international 
aid sectors. We expect that non-mining 
projects will constitute almost half of our 
total work. We are laying the groundwork 
for this expansion now, identifying oppor-
tunities, and securing the requisite talent 
and skills to realize these plans. The coal 
market is more difficult to predict. Hence 
Aurecon’s strategy is to leverage our  
engineering strengths, gained through 
our experience with coal projects, and 
apply them to infrastructure projects in 
other sectors. •
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As the Indonesian mining industry 
has moved further along the path 
outlined by the 2009 Mining Law, 
how has Makarim & Taira S. seen it 
change?
Uncertainty about the industry’s regula-
tory framework has heavily influenced 
investor confidence in the Indonesian 
mining industry. Coupled with declining 
commodity prices, a lack of regulatory 
transparency has resulted in a quieter 
mining practice for Makarim & Taira S. 
However, investors continue to monitor 
Indonesia. Should policy changes occur 
that grant a greater level of clarity within 
regulatory structures, we could see in-
vestors become more confident in plac-
ing their money in the country.

What current trends have you noticed 
among investors in Indonesia’s 
mining industry?
Investors from several countries, includ-
ing India and China, have maintained 
relatively strong positions in Indonesian 
natural resources. Naturally, the forth-
coming export ban has generated some 
interest in the development of smelters: 
however, aside from the question of 
whether a full export ban will be imple-

guy Des rosiers

Foreign Legal Consultant
MakaRiM & taiRa s.

mented, significant economic challenges 
remain to the development of these fa-
cilities. The feasibility of these projects 
remains to be seen.   

There are several clear examples of 
the lack of transparency in Indonesia’s 
mining policy: state-level permitting 
requirements are one example. 
Have we seen a more conciliatory 
government attitude towards mining 
emerge as a result of the decline in 
investor sentiment? 
State-level requirements for mining 
companies continue to be ambiguous, 
and the industry remains unsure how 
to structure transactions. There is a long 
history of people employing various in-
vestment structures, which were later 
deemed incompliant.
Shareholder structure requirements are 
one evolving example of this. Indonesia 
opened up its mining industry to foreign 
capital under the premise that foreign 
businesses could initially own 100% of 
their companies, with an obligation to 
decrease their holdings to 80% after 5 
years of production. This has since been 
revised to include further divestment ob-
ligations, ultimately leaving foreign busi-
nesses with only 49% after 10 years of 
production. While one would think that 
as results from the sector have contin-
ued to worsen, regulation would become 
more favorable – or at least provide clear-
er instructions as to how foreign mining 
companies are to proceed with divest-
ment. The new regulation, however, has 
only provided more bad news for the in-
dustry, especially with regard to how the 
price of company shares is valued. 
Although not unexpected, it has been 
announced that replacement costs will 
be the ceiling price at which mining 
company shares are valued. Obviously 
for an operating mine, this is not a great 
valuating technique. One would want to 
see some multiple of this, but this is not 
happening. Instead, a ceiling price will be 
used for the government party—all other 
valuations will be based off of a bench-
mark. Again, this is problematic as there 
is no certainty as to the amount above 
the benchmark price a company will re-
ceive. In fact, there is no certainty as to 
who is subject to new regulation. Previ-
ously, it was assumed that mines oper-
ating under the Contract of Work (CoW) 

system would be protected to the extent 
that such contracts are considered lex 
specialis and contain their own divest-
ment rules. This appears to no longer be 
the case, though it remains to be seen 
how and when the government may at-
tempt to apply the new divestment rules 
to holders of CoWs. 
The direction of the government is clear; 
more in-country processing is desired. 
However, as noted in a 2013 USAID re-
port, this needs to be developed in a way 
that makes economic sense, not through 
some blunt instrument such as the ex-
port ban, which does not distinguish (for 
instance) between the economics of 
smelting copper versus the economics 
of smelting aluminum.  

Speaking to the forthcoming export 
ban, Chatib Basri, Minister of Finance, 
recently backtracked, stating that a 
full export ban is unlikely. Different 
arms of the government hold differ-
ent views on this. Do you think we 
will see a full export ban?
I doubt that we will see a full export ban 
implemented. Like in the recent case of 
the United States’ debt ceiling debate, 
there is some brinksmanship. In all likeli-
hood we will see a decision occur five 
minutes before the stroke of midnight 
wherein the government will state that 
the export ban will not occur, but instead 
that producers must meet a set of con-
ditions. This may result in less transpar-
ency, with some rent seeking in certain 
cases pertaining to who can export their 
ore and at what cost. None of this is 
particularly reassuring, but in terms of 
whether the Indonesian government will 
simply impose the ban, I view this as 
highly unlikely. 

Do you have a final message for 
readers?
Investors and foreign miners should 
not give up on Indonesia. Investments 
need to be approached carefully, but 
the geological potential of the country is 
tremendous. Although mixed signals are 
now being sent, one can decipher what 
is underpinning them. This is the key to 
success in Indonesia. •
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Could you historicize the 
development of Indonesia’s mining 
industry?
In the late 1980s and early 1990s,  
the Government of Indonesia sought 
to create a solid regulatory framework 
for its mining industry by which it 
could better attract foreign investment.  
To this end, the Contract of Work (CoW) 
system was developed. Under the  
CoW system, the Indonesian subsidiary  
of a foreign company would sign an 
agreement with the Ministry of Ener-
gy and Mineral Resources that would  
guarantee the terms of a mining ven-
ture as law. Special stipulations were 
given in some cases, known as lex  
specialis, which could, for instance, allow  
companies to employ an evolving 
tax structure, but the CoW system  
provided companies with a uniform  
way of structuring their invest-
ments. Though the mine licens-
ing process changed with the in-
troduction of Mining Law No. 
4/2009, under which no more CoWs  
are granted – instead, all new mining 
shall be operated under the Mining 
Business Permit (IUP) system – CoWs 
still govern the majority of contracts.   

Firdaus asikin

Managing Partner
deloitte tax solutions

Recently there has been much 
uncertainty about the validity of 
CoWs under Indonesia’s new mining 
code. What have been the tax 
implications of this?
Starting in 1994, the Indonesian gov-
ernment began altering the structure 
of the country’s tax law with regard to 
Value Added Tax (VAT) as it applies to the 
mining industry. Certain categories of 
items were deemed to be non-VATable. 
This was broadened in 2000, creating a 
large financial burden for those mining 
companies that employed an evolving 
tax structure. Under this new VAT Law, 
mining companies that pay VAT incor-
porated the VAT in the cost of compo-
nents associated with the production 
of ore (since the VAT paid is non-recov-
erable), but were then unable to recover 
these costs through the price at which  
they sold their ore. While many min-
ing companies were exempt from this 
change, as their tax burden was previ-
ously structured in their CoW, the ap-
plicability of these exemptions has now 
come under fire as the CoW has been 
reinterpreted. Many new tax officers, in 
examining Indonesia’s legal strata, now 
challenge the CoW as legally inferior to 
the VAT Law, which states that mining 
products are non-VATable. More broadly, 
this same thought process has under-
scored the way in which many consider 
the CoW to integrate with the 2009 Min-
ing Law.
Certain CoWs may have lost indepen-
dence in the new regulatory system, 
which has far-reaching consequences, 
and the certainty that backed the de-
velopment of Indonesia’s mining indus-
try has been undermined. For tax, as 
the interpretation of the tax law is situ-
ational, mining companies are unable to 
guarantee compliance, even if they un-
derstand under which system their tax 
requirements are structured. Much is 
determined by how a given tax officer 
enforces the law.
Many companies are left ignorant  
of whether or not they are in compli-
ance with the law. Tax compliance is 
self-assessed, and problems are usually 
found when a company is audited. In the 
worst-case scenario, this could mean 
that a company could face a far larger tax 
burden, in addition to a large amount of 
back taxes.  

Many CoWs contain an international 
arbitration clause. Given 
these challenges to the CoWs’ 
independence from the new tax 
regime, why have we not seen this 
clause activated?
CoWs do contain an international ar-
bitration clause, but not for matters of 
taxation; tax disputes are handled in the 
local courts. In tax issues, foreign com-
panies are unable to pursue recourse 
internationally, which subjects them to 
the varied interpretations of what regula-
tory system a mining contract falls under 
and how Indonesia’s tax code should be 
implemented.

Many contend that these conflicting 
interpretations of regulatory statutes 
are a result of the country’s rapid 
decentralization. Do you agree? 
Many have expressed concerns about 
Indonesia’s rapid decentralization. Since 
there is no uniform understanding of 
what the law is, there is no consistent 
rule of law. President Susilo Bambang 
Yudhoyono has guaranteed Indone-
sia’s stability, but now a stronger, more  
decisive leader is needed to rectify 
many of the legal problems. Good gover-
nance is important to Indonesia’s further  
development, particularly with how regu-
lations apply to foreign investors. The do-
mestic mining industry remains one of 
the largest single generators of tax rev-
enue, and, within this, foreign joint ven-
tures are the largest contributing group. 

How can mining companies best 
handle the current environment?
Indonesia is now conducting its presi-
dential election. During the candidate de-
bates, the national interest has been one 
of the main issues discussed. The newly 
elected president and the new govern-
ment might review mining CoWs and 
renegotiate their terms and conditions. 
Mining companies may be required to 
refine their products domestically before 
exporting them. Mining companies need 
solidarity and to strengthen industry as-
sociations. Individually it would be diffi-
cult for a mining company to negotiate 
with the government, but collectively 
there is power. The industry must speak 
with one voice. • 
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rahmat 
soemadipradja 
& Mochamad 
kasmali
RS: Managing Partner
MK: Partner
soeMadipRadJa & taheR

Since we last met with 
Soemadipradja & Taher (S&T) in 2012, 
the mining industry has seen a great 
deal of turbulence, moving further 
along the path set by the 2009 Mining 
Law. What has changed for the 
industry itself and how has investor 
confidence in this period of time?
Rahmat Soemadipradja (RS): The biggest 
change that we have seen is in regard to 
the carrying out of refining onshore. Spe-
cifically, a part of the 2009 Mining Law 
now seeks to restrict the export of ore 
which, which has created a number of 
problems for the industry and generated 
numerous court cases. This has had a 
discernible effect on investor confidence 
because, once invested in a mining proj-
ect in Indonesia, investors then under-
stand the lack of clarity in the law. An-
other development since 2012 was the 
introduction of a more complicated and 
higher divestiture requirement. 

In January 2014, the ore export ban 
was announced to apply to only 
two categories of ore: nickel and 
bauxite. What are some of the most 
important points to understanding 
this announcement?
RS: The recent announcement maintains 
that certain types of ore can be exported 
only once processed. The government 
will have to address the statutory re-
quirement on the policy given by the leg-
islature that mining companies should be 
refining the product onshore. It creates 
issues for the miners, but opportunities 
for the smelters. In three years we will 
likely see more mineral beneficiation, 
though this could potentially be hindered 
by the lack of infrastructure. The state 
electricity company has confirmed that 
in certain areas it can provide the energy 
needed for infrastructure projects, but 
other areas will have to go about finding 
that energy in other ways. 
Mochamad Kasmali (MK): The govern-
ment seems to be committed to imple-
ment the obligation to refine miner-
als domestically. For these nickel and 
bauxite miners that will be facing a shut 
down as a result of this ban, it is only a  
matter of time before they take this issue 
to court. 

With regard to export duties, it is 
assumed that this tax will apply to 

Contracts of Work (CoWs). CoWs were 
previously thought to be protected 
from complying with new legislation. 
Will those mines that work under 
a CoW agreement have to pay this 
progressive tax?
RS: Whether mineral companies cover 
this progressive tax will be subject to 
how they choose to dispute it; it is un-
likely that they will not want to take a 
stand. Certain parts of the government 
are in support of the contracts because 
they do want to see international levels 
of mining practice; however, as a result 
of the political pressure for refining to 
be carried out in Indonesia, they can do 
nothing but support this, although tacitly. 
We expect to see a great deal of lobbying 
carried out, and if that is not successful, 
this will be escalated to higher levels, 
namely the court system. 

Is the manner in which the 
government carried out this ban, 
passing legislation at the stroke of 
midnight, perceived locally as a 
failure of its policy making? Could 
this become a political issue in the 
next election?
RS: The idea is to make this export ban 
a political issue. It is important to note, 
though, that the way the government be-
haved is nothing new. The government 
has put the industry in a tough position, 
but it has traditionally approached policy 
making by necessity. In the past, Indone-
sia had the advantage of having one deci-
sion maker, Suharto, who would arrive at 
his own conclusions, but also at his lei-
sure. Today, Indonesia has a democracy 
and the President must consider many 
more aspects when making a decision, 
creating delays in terms of making a de-
cisive decision. 

The 2009 law set a precedent, 
creating a clear preference for 
national service providers to the 
mining industry. While there has 
historically been this implicit 
understanding, do you believe that it 
is now being enforced more heavily?
RS: Enforcement is strict, but the govern-
ment has been wise in that it addresses 
policies for companies on a case-by-case 
basis. Older companies are often grand-
fathered into this piece of regulation. 
MK: In the past, there were so many 
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mining companies that did not carry out 
coal or mineral extraction by themselves 
and were thus silent partners of foreign 
investors. The government is now look-
ing to require that a mining company car-
ry out mineral extraction by itself rather 
than hire its affiliate. 

If we were to meet with you in two 
years, where would S&T be and what 
changes would you expect to see in 
the industry?
RS: Mining will continue to be S&T’s pri-
mary practice. This firm’s in-depth knowl-
edge of the industry grants us a unique 
advantage. Also, S&T has been in the 
business for over 25 years. 
The volume of work that we perform for 
the mining industry will not be as large 
as in the past as the industry will be 
more regulated; there will be a down-
sizing of lawyers across the board. In the 
next year or so there will be changes to 
mining legislation from the Constitutional 
Court or Supreme Court, the outcome of 
which will bring clarity in terms of how 
the industry should function. Conse-
quently, we will likely see an uptick in 
M&A and there will be more opportunity 

for investors to enter the country. 
MK: As a full-service law firm, with dedi-
cated litigation and M&A teams, S&T has 
the expertise to serve its mining clients 
no matter how legislation evolves. 

Many have commented that the 
introduction of the 2009 Mining Law 
had the opposite of its intended effect: 
to encourage foreign investment. 
Instead it led to the creation of many 
artificial structures. Specifically, what 
do these structures look like? How did 
they come to be?
RS: The use of these artificial structures 
is nothing new. In the past, when for-
eigners were prohibited from investing 
into Indonesia, foreign companies would 
team up with a domestic company, usu-
ally a mining services provider; the min-
ing services company would agree to 
provide services to a company and then 
be remunerated through the sale of a 
product. The 2009 Mining Law was to 
do away with these artificial structures. 
Foreign investors were to be allowed 
to directly hold shares in a company. In-
stead, many employ a loan and security 
arrangement, which is functionally differ-

ent from this previous setup but serves 
the same end: to allow for companies to 
invest upon better terms. This reflects 
how unattractive the 2009 Mining Law 
has made investing into the industry. 
Today foreign ownership has been lim-
ited to 75% at an exploration stage and 
49% if one is involved in production. 
Service companies are also more tightly 
regulated. A result of these past arrange-
ment, those involved in production must 
not only employ a local company, but 
they also must employ a company local 
to the region in which they operate. If no 
service provider can meet the require-
ments of a project, only then may an 
Indonesian company with foreign owner-
ship be hired. •
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SMEC is an Australian company 
involved in professional services, 
with a heavy focus on infrastructure-
focused consulting.  Could you please 
introduce us to the history of SMEC 
in Indonesia?
The name of SMEC originates from 
Snowy Mountain Hydro, one of the  
largest hydroelectric projects in the 
Southern Hemisphere and one of the 
most complex water and electricity  
projects in the world. Executed in 1950s 
and completed in 1974, Snowy Mountain 
Hydro was a result of the Government  
of Australia’s desire to increase  
hydropower generation. Following com-
pletion of the project, the government 
wished to maintain the expertise; thus, 
SMEC (Snowy Mountains Engineering 
Corporation) began as a state-run or-
ganization, with the intended purpose  
of executing projects on behalf of the 
Australian government overseas. Indo-
nesia was the second country in which 
SMEC established a presence, in 1970. 
Indonesia represents one of the most 
important markets for SMEC globally. 
Our workforce in Indonesia is one of  
the company’s largest in the Asia Pacific 
Division.

rainier haryanto

Country Manager of Indonesia
sMec

Looking at the history of SMEC’s 
operations, which projects are most 
representative of the quality of 
SMEC’s value proposition?
We have completed infrastructure proj-
ects in Indonesia across a number of 
disciplines, including roads, ports, hydro-
power, tunnels, mining, geothermal, wa-
ter management and environmental and 
social studies. We have been involved in 
the hauling roads for Adaro and in the 
Scoping Study for Cokal’s BBM project in 
Central Kalimantan.

Given the broad array of services 
in which SMEC is involved, which 
service lines have driven company 
growth most strongly in 2013?
SMEC’s service offering related to infra-
structure projects continues to be one 
of the most important areas for the gen-
eration of business. Many mining com-
panies are now realizing the importance 
of engaging consultants in infrastructure 
projects; specialized service is now seen 
as necessary, which was not the case 
before.
In 2014, SMEC will continue to lead the 
market for growth. Four years ago, the 
company made a decision to tailor its 
service offering to the private sector, par-
ticularly for the middle market of mining. 
At the time, many of the largest consul-
tancies were focused on the contracts of 
big name companies, such as BHP Bil-
liton. SMEC realized though that smaller 
mining companies could create much 
of the industry’s value. This strategy al-
lowed SMEC to grow while many con-
sultancies are seeing demand decline. 
Big projects might build one’s brand,  
but sustained growth depends upon re-
peat business. 

Indonesia is not an easy country 
for the development of projects. 
Mines are remote. Those involved in 
mine management are often under-
educated. What does SMEC identify 
as challenges to project development 
that are distinctively Indonesian? 
There are several challenges that are 
unique to Indonesia. Land acquisition 
and permitting are extremely difficult. 
Property is hard to procure, which pro-
hibits project development. The develop-
ment strategy that a company employs 
is important, as one cannot place them-

selves in a position where they must buy 
more land later on. Community relations 
also must be approached carefully, oth-
erwise they can preclude a project from 
reaching completion.  

The government has announced 
that in 2014 the country will begin to 
roll out $35 billion in infrastructure 
projects. How likely is it that we 
will see many of these projects 
materialize?
The government has placed much em-
phasis on building infrastructure; howev-
er, the strategy for developing infrastruc-
ture is not keeping up with the needs. 
The framework supporting Public Private 
Partnership (PPPs) in Indonesia is still  
immature. The government is still explor-
ing the correct formula for PPPs. There 
are many conflicting regulation per-
spectives on how these ventures must  
be structured. PPPs, in particular, require 
a clear framework, which integrates  
all supporting regulation. Otherwise, 
many of the proposed projects will not 
materialize.

What does SMEC identify as the key 
infrastructure projects that will open 
up certain regions?
In the mining sector, the development  
of smelting and processing facilities in  
Indonesia will continue to be one of im-
portant determinant of future projects in 
the country. These projects will pave the 
way for certain regions of the country  
to be opened up. The infrastructure is  
not yet in place to accommodate these 
facilities, but should certain utilities  
be created, they will multiply the num-
ber of projects that are feasible in certain 
regions. 

If we were to meet with SMEC in 
five years, where might we find the 
company?
SMEC would like to grow its resource 
division, which is why it has placed such 
an emphasis on expanding its presence 
in Indonesia. We will focus on capacity  
development and efficiency improve-
ment to better serve our resource cli-
ent. Five years from today, mining will 
be one of SMEC’s core divisions. SMEC 
has over forty years of experience in in-
frastructure in Indonesia, but this work is 
now slowing. •
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Could you please introduce us to the 
services that Mining Alliance provides 
to the domestic market?
Mining Alliance is a specialist, Australasia-
focused recruitment service provider for 
all levels of personnel within the mining 
industry. We do not focus on other sec-
tors, although we cover resource- and 
mining-related construction.

How have weak commodity markets 
affected the industry’s appetite for 
talent?
The market is at the toughest point that I 
have ever seen. Nonetheless, there is still 
demand for specialist expertise, in part re-
lated to the increased difficulty of receiv-
ing kitas, foreign work permits. There is a 
shift towards short-term contracting and 
fixed-term arrangements, but Mining Al-
liance believes there will continue to be 
work in the recruitment of high caliber 
senior project management level person-
nel: those that can come in and drive pro-
duction and efficiency whilst motivating a 
sizeable work force.

What areas of the domestic market 
does Mining Alliance believe are 
underserved for recruitment services?

Matt simpson

Principal Consultant
Mining alliance

Previously, at Mining People International, 
I recruited from the Indonesian market. In 
boom times, many of Australia’s largest 
miners employed Indonesian nationals on 
fly-in fly-out (FIFO) contracts. This will hap-
pen again. There is a Liberal government 
back in power in Australia, which typically 
has a more open approach to 457 visas 
and foreign work permits for the Austra-
lian market. We hope this will no longer 
be the case, as a skill shortage exists 
across Australia, as made clear by the ex-
orbitant price of labor in the country. Only 
in Australia is non-skilled or semi-skilled 
labor paid a six-figure salary. There was 
upward pressure on salaries prior to the 
last downturn and opening up Australia to 
Indonesian nationals is a potential solu-
tion.
Top level Indonesian talent is extremely 
valuable. Fortunately, Indonesians with 
international experience typically want to 
return to Indonesia and are exposed to a 
variety of management philosophies and 
mining methods that can then be trans-
ferred to domestic workers. More should 
be done in this area.

The government has recently made 
it difficult to bring foreign labor into 
the country: a kitas crackdown is 
occurring. What has spurred this?
This is an election year and some nation-
alist rhetoric that is being thrown about. 
There are moves afoot to make it difficult 
for companies to export raw ore. Two of 
the industry’s largest foreign businesses, 
Newmont and Freeport, are now strug-
gling with a tax that would require them 
to pay what could be up to a 60% duty 
on ore taken from the country. For a long 
time many have been pushing the govern-
ment to limit the presence of the foreign 
business in Indonesia. Foreigners operat-
ing in the domestic market would be re-
quired to up-skill an Indonesian national 
into their role, placing them out of a job. 
This was a provision to enter the country 
as an expatriate. Many companies have 
been complacent and now the govern-
ment is trying to hold the industry to cer-
tain standards.

From a human resources perspective, it 
is important to be realistic as to whether 
domestic workers can satisfy an organiza-
tion’s expectations. If one operates in In-
donesia over an extended period of time, 

one will see one’s expat, national ratio 
decline.

Indonesia has proven itself an 
excellent destination for human 
capital in certain fields such as mine 
planning. However, there still appears 
to be gaps in the labor market. Where 
do these gaps exist?
Indonesia has some of the best ris-
ing mining talent in the world. A gap in 
skills within the labor market does exist, 
though typically for the small- to mid-cap 
companies. Many of these companies do 
not have international systems and proce-
dures and a commitment to the training 
and development of people that the larger 
organizations have.

Could you please identify Indonesia’s 
leading schools for the development 
of technical expertise for the mining 
industry?
The Technical College of Bandung and the 
ATV produce the most technically sought 
after students within mining. Many oil and 
gas companies are already aware of this 
and now target the graduate mining en-
gineers produced by these institutions as 
little time has to be spent in upgrading the 
skillset of a mine engineer to become a 
petroleum engineer. There are other uni-
versities of interest to recruiters but ITB is 
the most well known and highly regarded 
internationally. 

What deficiencies exist within the 
curriculums of these institutions?
If deficiencies exist, it is likely in the lack 
of practical experience among Indonesian 
graduates. 
In a Western Australian context for exam-
ple, those trained at the Kalgoorlie School 
of Mines, which is part of Curtin University 
in Perth, have typically benefited from on 
the job training that the students source 
for themselves during semester breaks. 
Known as VAC Work or vacation work, 
students gain a practical orientation to 
the course theory that they have learned 
in the classroom. More Indonesian min-
ing graduates could potentially enjoy the 
benefits of this type of practical experi-
ence, which can accelerate career paths 
and possibly also go some way to ensur-
ing greater course material relevance and 
practical application of course material in 
Indonesian university curriculums. •
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Can you provide us with a brief 
history and introduction to McConnell 
Dowell on both a global scale and to 
its operations in Indonesia?
McConnell Dowell is a 50-year old con-
struction business that focuses on oil 
and gas, mining, infrastructure and pow-
er. The company employs 7,500 people 
and has offices of operation in Australia, 
New Zealand, the Pacific, South East 
Asia and the Middle East. McConnell 
Dowell has been in business in Indone-
sia since 1975, working predominantly 
with private clients in the mining and 
metals sector, marine infrastructure and 
oil and gas works. In the last five years, 
the company has worked on coal han-
dling facilities and nickel mining projects 
and has most recently seen a shift back 
to gold projects, including G-Resources’ 
Martabe gold and silver mine and also J 
Resources’ Bakan gold mine.

How does McConnell Dowell apply 
“Creative Construction” to the mining 
industry and what special significance 
does it hold in Indonesia?
“Creative Construction” was originated 
by the company’s founders, Malcolm 
McConnell and Jim Dowell, when they 

andrew Carnie

Managing Director
Mcconnell dowell

established the company in New Zea-
land. They realized that if you could un-
derstand the risks of a job and determine 
ways to engineer out of them, it would 
be possible to complete projects that 
many would deem as not feasible. As 
such, McConnell Dowell began to pro-
vide alternative design concepts and uti-
lized new construction methodologies, 
offering clients significant cost savings. 
This culture continues today, allowing 
us to go beyond traditional means of 
construction by applying concepts from 
our knowledge bank or by taking a new 
technology that we have been utilizing in 
other parts of the world. 
This practice is particularly useful for re-
mote area mining projects in Indonesia. 
On a greenfield site, it is important to 
imagine how the whole project will be 
built, including any potential risks, and 
then plan the necessary steps to mobi-
lize the complete suite of equipment. 

What are the principal challenges that 
McConnell Dowell must address on 
mine site projects in Indonesia?
The technical component of the mining 
projects, if engineered properly, is not 
very complex. The mining industry, in 
terms of process and equipment, has 
not changed significantly over the last 
ten years; mine sites are not looking to 
come up with a unique way of process-
ing minerals. Putting steel and pipe and 
concrete together is the same for all 
projects around the world.  Designing 
and constructing a mine site is simply a 
matter of taking a different footprint and 
determining the most efficient means of 
installing the system. 
The difficulties of the projects in Indo-
nesia are generally related to the re-
moteness of the site locations and the  
infrastructure that must be built to sup-
port the project. Greenfield sites require 
the construction of mini-townships 
where sewerage systems, firefighting 
systems, drinking water and fuel sup-
ply must be established. If the site runs  
out of fuel, the project stops. If the site 
runs out of water, the project stops. 
There are also no neighboring towns 
and so spare parts must be kept at  
the ready should equipment break down. 
In addition to the concerns related to  
the remote nature of the site, the Indo-
nesian infrastructure to get product and 

equipment to the site must be taken into 
account. A project might require a 150 
ton crane that needs to be placed on  
a wide-load arrangement. However, if the 
bridge to the project site is only rated for 
100 tons, another route must be consid-
ered. For projects in Indonesia, McCon-
nell Dowell has utilized a combination of 
logistical methods to move equipment. 

While there are many challenges 
to working on remote mine sites in 
Indonesia, there are a number of 
companies that offer similar services 
competing in this space. What does 
McConnell Dowell offer to these sites 
in terms of value add?
McConnell Dowell brings a global man-
agement system to Indonesia with inter-
national levels of safety, quality and sure-
ty of project delivery. McConnell Dowell 
has strong CSR policies and guidelines 
governing how the company views the 
workforce. When a client wants McCon-
nell Dowell to go into the jungle, the job 
must be done safely and not draw any 
bad publicity. Once awarded a project, 
our teams will make it to the site inde-
pendently to begin work and while the 
process may seem “out of sight, out 
of mind,” the team is running that con-
struction site in the same way that a 
McConnell Dowell team would run one 
in Sydney or Dubai. No matter where 
the project may be located, McConnell 
Dowell applies the same policies, level 
of safety and quality of product at the fin-
ish. Clients may pay a slight premium for 
our services, but in working with McCon-
nell Dowell, they know that their project 
is in a safe pair of hands.

When GBR returns in two to three 
years, where will we find McConnell 
Dowell?
While McConnell Dowell would like to 
see mining continue to be a significant 
component of its business, the compa-
ny will be more diversified, moving into 
other areas such as public infrastructure, 
tunneling, process and chemical plants 
and tank terminals. There is sovereign 
risk to the mining industry in Indonesia, 
but hopefully the government will cor-
rect this and the country will see more 
foreign investment in the near future. •
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the straw that 
Breaks the 
Camel’s Back?

Weighing the Costs of Indonesia’s 2014 
Export Ban

On Sunday, January 12, 2014, in what 
was a surprise event for the country’s 
mining industry, the Government of In-
donesia moved forward with its plans to 
enforce a ban on the export of raw min-
erals from the country’s ports. Put forth 
as law in 2009 following four years of 
public consultation, January’s export ban 
had long been public knowledge; part of 
the country’s movement to internalize 
a greater share of the gains associated 
with its natural resource sector.
The ability of the government to enforce 
such a requirement, however, had been 
doubted since the ban’s introduction, 
many being unconvinced by the econom-
ics of domestic smelters. At a point in 
time when Indonesia’s current account 
deficit was at a historic high and raw ore 
remained one of the country’s most im-
portant trade commodities, implemen-
tation of the ban seemed all the more 
unlikely.
Logic, however, failed to give way to the 
government’s determination. Though 
less stringent than initially conceived 
(as many of Indonesia’s principal mineral 
commodities were exempted in a last 
minute Presidential decree), the ban, 
which still applies to nickel and bauxite, 

was enforced amidst much uproar. Police 
took to the country’s ports to preempt 
protests. Speculators considered the im-
pact that the ban might have on global 
commodities prices. Indonesia accounts 
for from 18% to 20% of the global sup-
ply of nickel and from 9% to 10% for 
bauxite.
Though significant, far more important 
than the impact that the country’s export 
ban will have on Indonesia’s economy 
immediately will be in the way in which 
several issues attached to the ban’s en-
forcement play out. The most significant 
of these events will be the way in which 
many of Indonesia’s largest miners are 
forced to comply with new requirements 
suggested by former President Susilo 
Bambang Yudhoyono’s (SBY) decree.
In structuring the decree, which exempt-
ed many mines from the ban, SBY barely 
back-stepped from requiring domestic 
miners to construct smelting facilities. 
For those miners involved in the produc-
tion of copper, iron, lead, zinc, and mag-
netite, exports of raw ore can continue 
until 2017, at which point in time process-
ing facilities must be established. Until 
2017, a progressive tax on all exported 
commodities will be applied: 25% in the 
first year for copper – 20% for all other 
commodities – thereafter escalating to 
60% for all minerals in 2016.
Aimed at punishing the country’s mining 
industry for failing to comply with the 
government’s initial mandate, the impo-
sition of this tax strikes at the heart of 
Indonesia’s current struggle to integrate 
many of the country’s oldest mines into 
the new legal framework. Built under a 
different political administration, mines 
such as Freeport-McMoRan’s Grasberg 
and Newmont’s Batu Hijau offered their 
investors concessions that would have 

not been granted later. The legal docu-
ment governing each mine, their Con-
tract of Work (CoW), was set forth as 
law; all subsequent legislation affect-
ing the country’s mining industry was 
to be inferior to these pre-established 
contracts. This included Indonesia’s IUP 
licensing system, which, introduced in 
2009 with the 2009 Mining Law, created 
a new framework for foreign investment 
into mining and introduced Indonesia’s 
mineral processing requirement. Though 
CoWs would terminate at a certain point 
of time, until this point was reached, they 
were to be considered untouchable.
The Indonesian government’s imposition 
of the country’s IUP system on the coun-
try’s oldest mines, through requiring 
CoWs to establish mineral processing fa-
cilities and by creating a new tax regime 
to which their exports will be subject, is 
the second assault that the Indonesian 
government has waged on the sanctity 
of the CoW in the past six months. In 
October of 2013, it was announced that 
all foreign miners would be required to 
comply with a set of divestment require-
ments whereby over a 10-year period all 
mines currently in production that failed 
to build integrated mineral processing 
facilities would be forced to divest 51%
of their equity to a local stakeholder. 
While these events have been noticed 
by the industry, their recourse has not 
been fully felt.
This could change, however, with the 
implementation of Indonesia’s new set 
of export taxes. Estimated by some ana-
lysts to cost Freeport-McMoran up to $5 
billion over three years, the price of SBY’s 
export tax could be far larger for both the 
country and the industry. Bill Sullivan, li-
censed foreign advocate at Christian Teo 
Purwono & Partners, explained: “The 
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government has chosen to pursue its 
CoW objectives through bilateral negoti-
ations. If, however, this ceases to be true 
and the government seeks to unilaterally 
impose additional obligations on CoW 
holders, it is quite possible that then a 
number of the larger CoW holders might 
seriously consider pursuing arbitration 
against the government, although this 
would be very much seen as a strategy 
of absolute last resort.”
Though generally taxation disputes are 
one of the few matters within CoWs that 
cannot trigger international arbitration, 
the enforcement of an export tax could 
prove to be the straw that breaks the 
camel’s back for the industry’s largest 
miners, prompting an escalation of dis-
cussions as to the legality of other impo-
sitions on the industry, such as mineral 
processing or divestment requirements, 
to international courts. While Freeport 
recently finalized their CoW renego-
tiations, this could still happen for New-
mont, which in June filed for interna-
tional arbitration against the Indonesian 
government. Should the Government of 
Indonesia lose, the current political ad-
ministration could lose the driving force 
behind its push to force others to estab-
lish mineral processing facilities. Should 
the government win, more drastic mea-
sures, such as the use of a full shutdown 
of the country’s largest mines as a politi-
cal bargaining chip, could be taken.
The implications of such a shutdown 
would be far reaching: widespread job 
losses and the descent of several re-
gions into poverty. Ir. Syahrir Abubakar, 
executive director of the Indonesian Min-
ing Association, explained that in such a 
scenario wherein the country’s largest 
miners would elect to close, “Freeport-
McMoRan anticipates a loss of 22,000 
laborers: for Newmont, 8,000. The im-
pact of these losses would be highly 
regionalized. In West Sumbawa, the 
area surrounding Newmont’s Batu Hijau 
mine, and Mimika, the area surrounding 
Freeport’s Grasberg mine, 45% and 25% 
of the region’s inhabitants are employed 
through mining. Yet the effect of a full 
shutdown is far larger than this. 
In the case of Grasberg, if Freeport were 
forced to halt production, Pt. Smelting, 
one of Indonesia’s four smelters, would 
shut down, which would in turn prohibit 
them from supplying Petrokimia Gresik 

with an important byproduct produced 
through refinement, in effect causing 
one of Indonesia’s largest fertilizer pro-
ducers to decrease production. This 
would, in turn, translate into widespread 
job losses across East Java. Makoto 
Miki, president director of Pt. Smelting, 
said: “If Pt. Smelting were to shut down, 
it would be quite ironic. Through enforc-
ing a policy that seeks to encourage 
mineral beneficiation, one of the coun-
try’s few smelting facilities would close.” 
Following a shortfall for the supply of 
copper resulting from the suspension of 
operations at Newmont’s Batu Hijau and 
production decreases at Grasberg, which 
has cut production by 60% since the 
enforcement of the ban, this possibility 
of forced closure has grown ever more 
real. Miki notes that this could happen as 
soon as January 2017.
A second event that will unfold in tan-
dem with these discussions will be the 
success or failure of Indonesia’s efforts 
to establish mineral processing facilities 
for bauxite and nickel. In differentiating 
nickel and bauxite from those mineral 
commodities exempt from the export 

ban, the Government of Indonesia rea-
soned that international interest in the 
construction of nickel and bauxite pro-
cessing facilities was stronger than for 
copper or iron ore. Furthermore, nickel 
and bauxite smelters could more eas-
ily be established immediately. The eco-
nomics of establishing integrated min-
eral production and processing facilities 
for both commodities certainly cause 
the closure of several hundred small and 
medium-sized mines. Infrastructure is 
weak in many of the regions best suited 
for such facilities; rates of electrification 
are low, and access to water, roads and 
ports, poor. Rahmat Soemadipradja, part-
ner at Soemadipradja & Taher, said: “The 
state electricity company has confirmed 
that in certain areas it can provide the en-
ergy needed for infrastructure projects, 
but other areas will have to go about find-
ing that energy in other ways.”
Though the Indonesian government has 
slated $35 billion in infrastructure spend-
ing starting in 2014 in part to address 
this, it is highly unlikely that many of 
these projects will proceed prior to the 
establishment of these facilities. Should 
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these projects fail to materialize by 2017, the government of 
Indonesia will lose a key point of leverage for requiring other 
commodities to establish mineral processing facilities. Many of 
the problems experienced by Indonesian miners are a result 
of the country’s rapid decentralization. Decentralization propa-
gated corruption, leading to cases like that of Churchill Mining. 
Decentralization obfuscated permitting. 
In the view of some, SBY’s export ban is an attempt by the cen-
tral government to rectify the problems created by decentraliza-
tion through the central government reasserting control over 
the industry. Karlheinz Spitz, president commissioner of Pt. Env 
Indonesia, a consultancy specialized in environmental permit-
ting and risk management in Indonesia, noted: “The central gov-
ernment realizes that too much authority was devolved to local 
governments. Power, though, is much more easily given than 
rescinded. Indonesian President Susilo Bambang Yudhoyono’s 
Export Ban is quite an elegant way of the central government 
wrestling back some of the authority that was conferred upon 
local governments. Many of the small mining operations that 
sprung up post-reformasi will close. The focus of the industry 
will, once again, return to large-scale mining projects; projects 
that once fell under the purview of the central government.”
Others argue that resource nationalism has been the overriding 
driver of the ban. Simon Birch of Resindo Resources Indonesia, 
a domestic consultancy, notes said: “The Indonesian govern-
ment has put considerable thought into developing the piece of 
regulation that governs the country’s export ban. Although natu-
rally the government may initially be lenient in its enforcement, 
granting certain exceptions, the ban itself will be enacted: it 
plays an important role in encouraging the development of min-
eral beneficiation facilities. The export ban plays an important 
role in forcing upgrading in remote areas, in the development of 
local ecosystems – schools, businesses – that arise to support 
these projects. It is a tool for economic development.”
Foreign mining companies have disproportionally appropriated 
the lucre of the country’s mining industry. In spite of its mining 
industry, Indonesia is indigent. The government’s effort to build 
mineral processing facilities is a bold attempt to use the coun-
try’s natural resources for greater control in international com-
modity markets and, ultimately, to generate domestic wealth. 
This could never have been attained easily and without step-
ping on toes, but, the logic backing the government’s decision is 
understandable and many within the domestic mining industry 
may even agree with it in principal.
A larger criticism is that the government has proceeded with 
the enforcement of the ban in a way that reveals other, more 
political motives. This is observed in the urgency with which the 
government has moved to enact this ban. Four years, regardless 
of the length of the period of public consultation preceding the 
implementation of the law, is insufficient to prepare any country 
– especially a country as ill-equipped by way of infrastructure as 
Indonesia – for the undertaking of such an ambitious project. 
Rahmat Soemadipradja said: “The government is attempting to 
make the export ban a political issue. It is important to note, 
though, that the way the government has behaved is not new. 
The government has put the industry in a tough position, but it 
has traditionally approached policy making by necessity.”
This would also explain the country’s use of a blanket piece 
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of regulation forcing all miners to develop 
smelting facilities, irrespective of the po-
tential profitability of those facilities and 
the implications that forcing these com-
panies to do so would have on trust in the 
country’s legal system. 
Demagoguery and any potential upside 
generated through the creation of such 
facilities, however, cannot justify the way 
in which this ban was enacted. The cost 
of the ban on the country’s industry and 
integrity is too great. Though, since Janu-
ary, the government of Indonesia has pro-
posed a revised export tax which could 
lessen the impact of the export ban on 
the country’s miners, specifically those 
investing in smelting facilities, much 
could still change once Indonesia’s new 
president, Joko “Jokowi” Widodo, as-
sumes office. Ratih (Ipop) Nawangsari, 
counsel at O’Melveny & Myers, an in-
ternational law firm with a presence in 
Indonesia, remarked: “Jokowi is known 
for his focus to solve the short-term/im-
mediate issues first. Thus, while he will 
respect and uphold the requirements 

that have been set out under the laws, 
he will be open to consider some helpful 
measures to give mining companies a bit 
of a breathing room. That does not mean 
he will lift the export ban completely, but 
he will probably set some less restrictive 
requirements so that at least production 
activities can be restored.”
Michael S. Carl, senior foreign advisor at 
SSEK, a full service Indonesian law firm 
speculates on the several scenarios that 
could come about. “Assuming that there
is no major financial crisis, we will see a 
system in which two situations could oc-
cur, potentially together. The first is the 
entrance of Indonesian entrepreneurial-
type players who are not necessarily min-
ing specialists, but have access to foreign 
capital. The question is then whether 
these Indonesian entrepreneurs need 
the technical expertise to build a large 
mining house or if they can buy it.
The second possibility is that some of the 
state-owned entities will begin to take 
more of a center-stage in developing local 
mining houses. State-owned enterprises 
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have technical expertise and can acquire 
financing, but they have government and 
political constraints that can make it diffi-
cult for them to be able to move effective-
ly in developing opportunities. In regard 
to foreign players, their role is unclear if 
there is no significant regime change. It is 
too soon to tell what will take place, but 
Indonesia is determined to remove itself 
from the middle-income trap and wants 
to make certain that the development of 
its resources is done in a way that will 
help the country to develop. •
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In establishing Resindo, what gap did 
you seek to fill within the domestic 
market?
Resindo’s value proposition centers on 
providing an Indonesian solution to en-
gineering and project delivery to our cli-
ents. There are very few companies that 
offer this service to the mineral sector. 
We work extensively with this sector, 
as well as with domestic captive power 
plant projects. We are differentiated from 
our competition in that we are an inter-
national company, with full certifications, 
but entirely operated by Indonesian em-
ployees barring myself. We seek to em-
power our employees through providing 
them with the experience they need to 
grow.

Resindo was founded four years ago 
and has since grown rapidly. Since 
its establishment, how has the firm 
evolved?
Resindo was never founded with the in-
tention of being a large group. We start-
ed with the expectation that we would 
have half of a dozen employees. We ex-
ceeded this during our first three months 
of operations and have since changed 
offices three times. Today, we employ 
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100 and plan to add 30 positions within 
the next three months. Our growth is a 
reflection on the demand of our clients 
to employ an Indonesian solution for en-
gineering, fabrication, design, construc-
tion, supervision and management. We 
work with many of the world’s leading 
process groups. 

How have you seen the business 
environment surrounding Indonesia’s 
mining industry change over the 
course of the past four years?
Generally, there is concern regarding the 
regulatory atmosphere surrounding the 
industry, in particular related to the ex-
port of concentrates and raw materials. 
For us, this has been reflected in a rise 
in the number of studies our clients have 
demanded, especially in coal, gold, nick-
el, and copper, and a decrease in small 
plant projects. We have certainly seen 
increased levels of interest in smelting 
projects since the passage of the export 
ban. 

What does Resindo’s pipeline of 
projects look like for 2014?
Most people expect for business to slow 
in the lead up to Indonesia’s presidential 
elections. We have experienced the op-
posite of this. Our work in 2014 has been 
spread across studies, engineering, 
and field implementation projects. This 
year looks to be our largest year. While 
multinational companies have struggled 
recently in Indonesia, those businesses 
like Resindo, which have integrated 
themselves into the Indonesia market, 
have experienced above-market growth. 

The remote nature of work in 
Indonesia and the quality of 
Indonesian labor have been identified 
by some as the largest challenges 
within the domestic market that 
service companies must overcome. 
Has Resindo found either of these 
issues to be problematic? 
Remote works within Indonesia are quite 
similar to remote works in Australia; the 
only difference is the temperature of 
the regions. Australia has extreme high 
temperatures. Indonesia is just humid. 
This, therefor, has not been a large 
problem for Resindo. Some comment 
on the uneducated nature of the Indo-
nesian workforce, however, once again, 

our experience has been the opposite 
of this. Indonesia graduates many engi-
neers who then go and work on projects 
throughout the world before deciding to 
return to the county, both in minerals and 
oil and gas. Indonesian labor produces 
good quality work. 

Much attention has been placed on 
the impact that Indonesia’s export 
ban will have on the domestic mining 
industry. Some have argued that 
Indonesia lacks the mineralization 
required to make the construction 
of smelters economic. In what 
commodities have you seen interest 
in smelting facilities? Are these 
projects economic and how likely are 
we to see these projects materialize?
The development of smelting facilities in 
the country requires a large amount of 
resources; however, these facilities are 
feasible and are economic for certain 
groups. We have seen serious interest in 
nickel. In spite of some arguing that In-
donesia lacks a sufficient resource base 
to develop these facilities, we believe 
that for certain commodities, especially 
nickel, we will see smelters developed.

Do you believe it to be likely, then, 
that we will see the export ban 
enforced in full?
The Indonesian government has put 
considerable thought into developing 
the piece of regulation that governs the 
country’s export ban. Although naturally 
the government may initially be lenient 
in its enforcement, granting certain ex-
ceptions the ban itself will be enacted: 
it plays an important role in encouraging 
the development of mineral beneficiation 
facilities. The export ban plays an impor-
tant role in forcing upgrading in remote 
areas, in the development of local eco-
systems – schools, businesses – that 
arise to support these projects. It is a 
tool for economic development. •
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In addition to your position 
in Greencap Asia as the chief 
representative of the company’s 
Asian presence, you are also the 
President Commissioner of the 
company’s Indonesian subsidiary, Pt. 
ENV Indonesia. Could you introduce 
us to both companies and explain 
the relationship between both 
organizations?
I am part of the senior leadership of Gre-
encap Limited, a leading provider of risk 
management services in Australasia. In 
2010 we established our subsidiaries in 
Singapore and Indonesia, with the goal 
of duplicating the success that we have 
had in the Australian market in Southeast 
Asia. Our work in Singapore focuses on 
the provision of risk management ser-
vices to the financial sector. Here in In-
donesia, we are strongly focused on the 
mining and oil and gas industries.  

How has the business evolved since 
ENV Indonesia was established in 
2010?
The most important piece of a consulting 
business is one’s expertise. Through our 
relationship with Greencap Limited, we 
have broadened our expertise, which has 

karlheinz spitz 
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fueled the quick expansion of our busi-
ness.
In 2013, much of our work was generat-
ed through assisting companies in areas 
of permitting, in particular, environmen-
tal permitting. We have worked with Vale 
and Sumitomo on the development of 
their nickel project assisting in preparing 
the environmental impact assessment. 
Environmental permitting in Indonesia 
can be quite challenging. The technical 
aspects of the permitting process aside, 
one must also straddle the requirements 
of local governments and of involved 
banks, which are beholden to standards 
of the IFC. This created a niche market in 
which ENV Indonesia excels.  

One of the greatest struggles in 
Indonesia is permitting, which some 
argue is rooted in Indonesia’s rapid 
decentralization. Has the central 
government attempted to recentralize 
some of this regulatory power?
Indonesia’s enforcement of a partial ban 
on raw mineral exports is, in part, a re-
action to the country’s rapid decentral-
ization. The central government realizes 
that too much authority was devolved 
to local governments. Power, though, is 
much more easily received than rescind-
ed. Indonesian President Susilo Bam-
bang Yudhoyono’s export ban is quite an 
elegant way of the Central Government 
wrestling back some of the authority 
that was conferred upon local govern-
ments. Many of the small mining opera-
tions that sprung up following reformasi 
will close. The focus of the industry will, 
once again, return to large-scale mining 
projects, which fall under the purview of 
the central government.

One area in which ENV Indonesia 
has expertise is in Indonesia’s 
environmental code. Indonesia 
has among the most sensitive 
eco-systems in the world. In what 
way does this impact on mine 
development within the country? 
Is Indonesia’s environmental code 
adequate?
Indonesia’s current system of envi-
ronmental guidelines was established 
about twenty-five years ago, and it has 
provided an adequate framework for the 
development of the country’s mining 
industry. The larger problem faced, how-

ever, is found in weak implementation of 
this code. Many mines within the coun-
try developed in an informal and unpro-
fessional way.  Anyone with a bulldozer 
and truck, and a concession to mine can 
develop a coal or nickel mine. This has 
created many mining operations that op-
erate below the standard of the industry.
The international companies, however, 
have closely followed Indonesia’s en-
vironmental standards. No one can say 
that these mines operate below the in-
dustry’s standards. Sadly, the work of 
these companies is undermined by the 
activities of small-scale, unregulated 
businesses, the proliferation of which 
has led to widespread illegal logging and 
environmental degradation. Again, this is 
largely attributable to the devolution of 
power to the regional level. Prior to this 
change in governance, there were 600 
licensed mines. Following this change, 
over 10,000 mining licenses were is-
sued. It has been largely these mines 
that are responsible for the current state 
of the industry and environment.    

2013 has been exciting for ENV 
Indonesia, as it has undertaken 
several large, long-term contracts 
with prominent companies. What 
does 2014 hold?
In Indonesia the mining sector is quite 
unpredictable. Even large mining houses, 
such as Freeport-McMoRan and New-
mont, face an uncertain future given the 
changes that have occurred in Indonesia 
as an operating environment. We will not 
see significant mining investments into 
the country, at least in the short-term.
However, ENV Indonesia has a bright 
future. The Grasberg mine will soon be-
come fully an underground mine, with 
new permitting requirements. Smelters 
will be developed, the product of which 
will be more downstream business. I had 
the pleasure to work on Indonesia’s first 
copper smelting facility, that of Pt. Smelt-
ing Gresik, back in 1994. I hope to have 
the opportunity to contribute to the de-
velopment of Indonesia’s second copper 
smelting facility. • 
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Since we last met with SRK 
Consulting in 2012, how has business 
faired for the consultancy within 
Indonesia?
In the past two years, businesses have 
adopted a very conservative attitude to-
wards mining in Indonesia, which has, in 
turn, impacted the market for consulting 
services. In Indonesia, this has been fur-
ther exacerbated as a result of political 
uncertainty. The passage of several regu-
latory measures, such as the ban on un-
processed minerals that will take effect 
in January 2014, has drained investor 
confidence. For consulting businesses, 
this has meant that many projects have 
been postponed. Some have been can-
celled entirely. 
Few commodities have been isolated 
from this event. While precious met-
als, in particular gold, have faired better 
than base metals, SRK Consulting has 
observed a decline in interest across all 
commodities. 

Previously we spoke of the 
development of the KCMI, Indonesia’s 
answer to JORC requirements. Since 
2012 have we seen the industry adopt 
the KCMI?

Budi santoso

Director
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The KCMI continues to develop. In No-
vember, the Indonesian Stock Exchange 
(IDX) ruled that it would accept explora-
tion companies’ applications for listing. 
The creation of the KCMI was an im-
portant milestone in this development. 
Investors and third-party investors need 
confidence in the authenticity of the re-
sults that a company posts. The KCMI 
provides for this. 

Several other systems, such as the 
NI-43101 or JORC, also provide for 
this. How does KCMI stand apart from 
these systems?
KCMI used JORC as a template, com-
bining its requirements with those of 
the Indonesian National Standard for 
Resource Estimation. Our methodology 
for resource estimation is very similar 
to that employed by JORC or NI-43101. 
KCMI also requires a peer-review of re-
sources. What separates the KCMI from 
other systems of resource verification is 
that unlike with JORC, the KCMI does 
not deem self-declarations of expertise 
to be valid for resource authentication. 
Under JORC, anyone with five years or 
more of experience can qualify them-
selves as an expert. Instead, under KCMI 
one must register with the government 
and industry associations. These associa-
tions must verify the competency of the 
individual.
Aside from this stipulation, KCMI is very 
similar to JORC 2004. If KCMI results are 
accompanied by a feasibility study, it is 
functionally the same as JORC 2012. 

In the past five years the government 
has adopted a nationalistic attitude 
towards the development of 
Indonesia’s mining industry. What 
has this actually meant for the mining 
industry?
This change in the government’s attitude 
towards the country’s mining industry 
has been positive. Indonesians deserve 
more responsibility. The government, 
however, trusts its people too little. En-
forcement of many of these measures 
has been weak. Only through a greater 
amount of responsibility being trans-
ferred to the Indonesian people will we 
see Indonesia develop further as a na-
tion. 
One facet of this is observed in the li-
censing process for mines. In order to 

qualify for a license, one must have ex-
perience. But in order for one to have ex-
perience, one must have a license. This 
permitting requirement tilts the industry 
in favor of foreign miners, who have ex-
perience. As a consequence, talented In-
donesian engineers have left the country 
as they have found it too difficult to oper-
ate domestically.

Many foreign nationals struggle with 
the permitting process as well, in 
particular with earning their social 
license to operate. This can involve 
appeasing local governmental 
figures. What consequences has this 
had on the mining industry?
Local bupatis cannot separate their per-
sonal interests from that of the govern-
ment. Vested interests have manifested 
in bureaucracy, which has in turn result-
ed in delays in permitting and licensing. 
It took SRK two years to receive its li-
cense to operate.  A new government 
must be held to higher standards and ac-
tively eliminate bureaucracy. Otherwise, 
Indonesia will fall short of meeting the 
standards required by the ASEAN Com-
munity in 2015. This will further delay In-
donesia’s development. 

What does the future hold for both 
SRK Consulting and Indonesia’s 
mining industry?
SRK Consulting will further strengthen 
its technical competencies before ex-
panding further.  We anticipate great 
growth in infrastructure projects, if not 
mining, especially in civil engineering 
and port engineering projects. 
The growth of national industries should 
be the key priority of the Indonesian gov-
ernment. The ownership of domestic 
industries is unimportant. Foreign busi-
nesses can play a part in domestic in-
dustries. More important to Indonesia’s 
growth is that these industries are sup-
ported by domestic businesses. •
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Can you provide us with a brief 
introduction to SSEK and its work in 
Indonesia?
SSEK is a full-service firm of 65 law-
yers that focuses on advising foreign 
investors, with a secondary practice in 
advising domestic companies, particu-
larly those with a multinational presence. 
SSEK covers the full spectrum of mining 
advisory work, from regulatory compli-
ance to the suite of mining and off-take 
agreements. In addition, SSEK is ac-
tive in the M&A and dispute resolution 
spheres.
Following the enactment of the 2009 
Mining Law, the firm witnessed a surge 
of foreign interest in the Indonesian min-
ing industry. However, this interest has 
declined as the regulatory environment 
has become more uncertain and restric-
tions have been imposed. Recent work 
handled by SSEK includes restructuring 
foreign mine holdings to accommodate 
the new restrictions on foreign share-
holding and advising on foreign invest-
ments in smelters. SSEK’s most promi-
nent recent representation is of Intrepid 
Mines Limited in its dispute with local in-
vestors over the Tujuh Bukit gold-copper-
silver project in Banyuwangi, East Java.

Michael s. Carl

Senior Foreign Advisor
ssek

Many speculate that the export ban 
will lead to the closure of hundreds 
of local nickel and bauxite mines. 
What recourse will likely result from 
this and, if in two years mineral 
beneficiation facilities fail to develop, 
what will this mean for the imposition 
of the export ban in 2017?
This is a complex matter because of the 
emotion surrounding it. The economic 
viability of smelting facilities must be 
viewed against the backdrop of a govern-
ment determination that the resources 
sector should be seen to be contributing 
more to broader economic development 
through onshore value-adding activities. 
A ban is already effectively in place for 
certain unprocessed metals. The major 
Indonesian political parties are on record 
as supporting the export ban. Unless 
overturned by the Constitutional Court, 
the ban will remain and likely be expand-
ed in 2017. There may be some tweaks 
to prevent large-scale job losses and loss 
of tax revenue from the major miners, 
but the basic idea of onshore processing 
appears fairly entrenched in the national 
political leadership. 
 IUP holders are fully subject to the 
Mining Law and have no legal recourse 
against the imposition of the export 
ban apart from the Constitutional Court 
challenge, which is now in hearings. 
The position of CoW-holders is depen-
dent on the generation of the particular 
contract - all CoWs already provide for 
a refining and processing requirement. 
The requirement in some generation 
contracts is fairly robust, while in others 
it is vague. CoW holders whose CoWs 
cotain more vague language may per-
haps contemplate resisting the export 
ban, but there are obvious risks with this 
strategy. CoWs have expiry dates, and 
CoW-holders want to see their mining 
rights renewed. With this objective in 
mind, antagonizing the government with 
litigation is not preferable to a negotiated 
compromise.

Many contend that the export ban 
is a political measure and that 
clarification was granted as an 
exception to benefit certain entities, 
such as Freeport and Newmont. Is 
this how the situation is being read 
domestically? 
By clarification, we assume that you are 

referring to the export tax in lieu of an 
outright ban. On the domestic front, this 
clarification is being read as a benefit to 
these companies against a broader back-
drop of resource nationalism. However, 
in reality the export tax is high, and min-
ers do not see it as a viable alternative 
to the export ban. Resource nationalism 
aside, Freeport and Newmont are signifi-
cant employers and taxpayers, and it is 
difficult to contemplate that there will 
not be a compromise reached. 

Some argue that 27/2013 is not 
sustainable in that it does not 
encourage foreign investment. Will 
we see an amendment to 27/2013?
Many would like to see an amendment 
to 27/2013, but increased foreign in-
vestment is not necessarily the aim of 
leaders. There is a worldwide trend of 
surging “resource nationalism” – a rec-
ognition of the fact that a country’s non-
renewable resources are finite and must 
be exploited for the maximum benefit 
of the country – and Indonesia has em-
braced that trend, forming the view that 
it needs to develop the mining industry 
on its own terms.

What will the Indonesian mining 
industry look like in two years?
Two situations could possibly occur, 
potentially together. The first is the en-
trance of Indonesian entrepreneurial-
type players, who are not necessarily 
mining specialists but have access to for-
eign capital. These players can galvanize 
large amounts of capital, potentially 
more easily than foreigners, because the 
perception exists that local networks and 
know-how are invaluable, while techni-
cal expertise can be purchased. If this 
proves true, domestic players will come 
to dominate the resource sector and do-
mestic stock exchange listings will be-
come an important source of capital. The 
second possibility is that some of the 
state-owned entities will begin to take 
more of an active role in developing local 
mining houses. State-owned enterprises 
have the requisite technical expertise 
and can access financing, but they have 
government and political constraints. It 
is difficult to see the established foreign 
mining houses making significant invest-
ments if there is no significant regime 
change. •
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Could you quantify the impact that 
the 2009 Mining Law and subsequent 
pieces of regulation like Decree 
27/2013 have had on the Indonesian 
mining industry?
Decree 27/2013 certainly made some 
investors hesitate before investing in In-
donesia, and caused current investors to 
consider structuring their investments in 
a less straightforward way. 
The great irony of recent Indonesian min-
ing policy is that when the 2009 Mining 
Law was introduced, the aim was to 
provide a simple, transparent way for for-
eigners to invest through wholly foreign 
owned PMA Companies, which could 
hold mining licenses for the first time. 
During the last couple of years, however, 
the government has increasingly given 
foreign investors ever greater “negative 
policy” incentives to, once again, employ 
artificial contractual arrangements on the 
basis that it may be preferable for foreign 
investors to let Indonesians hold mining 
licenses while foreign investors extract 
economic value through indirect means.

Will the government succeed in 
renegotiating Contracts of Work 
(CoWs), so as to comply with the new 

Bill sullivan
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regulatory framework?
The government has been trying to rene-
gotiate CoW for over three years. There 
are 118 CoWs, and the deadline for their 
renegotiation was December 31, 2013. 
To date, none have been renegotiated. 
Part of this failure is attributable to the 
government attempting to work indi-
vidually with CoW holders on contract 
renegotiation. In initiating these discus-
sions, the government targeted smaller 
CoW holders first, then hoping to later 
approach larger CoW holders, pres-
suring them into submission through  
reproaching them for holding out. Had the  
government issued a uniform mandate 
for all CoW holders, the industry would 
have looked markedly different, but a 
fear existed that by grouping all CoWs to-
gether, they would hold the upper hand  
in contract negotiations. Now, the fo-
cus of renegotiations is on targeting 
larger players, thereby leveraging their 
agreement into pressuring smaller CoW 
holders into amending their CoWs.  
The government has yet to reach a  
consensus with Vale or with any other 
major CoW-holder and is more unlikely 
to do so following the 12 January 2014 
enforcement of the export ban, as two 
of the six issues upon which these con-
tract negotiations have turned are down-
stream processing requirements and 
tax matters. Under their current agree-
ments, CoW holders are not obliged 
to build such facilities or comply with 
changes in the tax regime. If CoW hold-
ers were to accept the ban and pay the 
associated export tax, they would under-
mine their position in the ongoing con-
tract re-negotiations.

Will international arbitration clauses 
in CoWs be triggered?
The government has chosen to pursue 
its CoW objectives through bilateral ne-
gotiations. If government seeks to uni-
laterally impose additional obligations on 
CoW holders, it is possible that a number 
of the larger CoW holders might consid-
er arbitration but this would be a strategy 
of last resort. The government might lose 
in arbitration, as international arbitrators 
are unlikely to find merit in the govern-
ment’s nationalistic stance.

You contend that the export ban 
will lead to the closure of what 

could be hundreds of nickel and 
bauxite miners. What legal recourse 
is available to challenge what you 
refer to as the Grand Compromise, 
the last minute decree issued by the 
government forcing them, but not 
others, into compliance? 
The Indonesian Mining Entrepreneurs 
Association recently filed a claim with 
the Constitutional Court challenging the 
ban and others may do the same. The 
track record of Indonesia’s various min-
ing associations is impressive, and the 
government might lose.

You argue that the Grand 
Compromise is most significant as a 
symbol of bad planning. Is it read this 
way domestically?
Many people, particularly foreign inves-
tors, have commented on how poorly 
the government has handled the intro-
duction and implementation of the do-
mestic processing and refining obliga-
tion into law. All of the relevant issues 
should have been carefully considered 
and worked through five years ago. 
What has become apparent in the past 
six months is that when the domestic 
processing and refining obligation was 
first introduced, no studies had been 
conducted as to whether or not mineral 
processing made sense. The first study 
was conducted by USAID in 2013. The 
government had no study that supported 
the idea that domestic processing and 
refining made any sense from an eco-
nomic perspective.

Will Indonesia’s export ban become 
politicized in the lead up to the 2014 
election?
The government is politicizing the ex-
port ban. Out in the heartland, where 
the great masses of Indonesian voters 
live, the mining industry is unpopular. In-
donesians see funds being poured into 
projects, but unless they are directly em-
ployed by the industry, they only experi-
ence the negative impacts of it. Coupled 
with Indonesia’s xenophobia, many be-
lieve that foreigners are taking advantage 
of Indonesia. Finally, they feel that they 
did not “get their fair share” of the prof-
its during the last mineral commodities 
boom. •
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Como Engineers was established in 
Australia in 1986. Could you provide 
us with an overview of its history of 
operations in Indonesia?
This office has been opened officially 
as a registered office for three years. 
Previously our work in Indonesia was 
conducted remotely, through our 
Perth office. We found that without an  
office in Indonesia, it was difficult to  
develop business there. Indonesian 
miners need to trust their suppliers and 
develop rapport with them, which can-
not be done remotely. Operations were 
made easier following the passage of  
the 2009 Mining Law, which stipulates 
that in tendering contracts, companies 
must use local service providers. As a lo-
cal entity, Como Engineers has benefited 
from this law. 
As a larger organization, Como En-
gineers has gone through several  
transformations in its history of opera-
tions. Established as a private company, 
we later became public as we were 
acquired by VDM Group of Australia.  
This had little impact on our operations  
in the country, as VDM’s operational 
presence in Asia is limited to Vietnam. 
Later, in mid-2013, Como Engineers de-

shaun 
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cided to acquire all outstanding shares, 
thereby privatizing the company.

Please introduce us to the functional 
areas of the Indonesian office. 
One core competency of Como Engi-
neers and one area that the local office 
is becoming more involved in is in the 
development and fabrication of modular 
plants. We believe this is a strong offer-
ing for the domestic market, given the 
remote nature of mine sites in Indonesia.  
We have developed plants for a number 
of miners domestically, such as Kingrose 
Mining for their Way Linggo Project as 
well as for Finders Resources’ Wetar 
Project on Wetar Island: a heap leach 
operation that uses a solvent-extraction 
electrowinning process. We also supply 
coal crushing plants. 
Studies are also an important piece of 
our business and may act as the key 
driver of our growth in the immediate 
future. We have completed studies for 
Sumatra Copper & Gold, a feasibility 
study for their Tambang project, in addi-
tion to studies for several other players 
within the market. Studies will play an 
important role in developing business in 
Indonesia because they act as a point of 
introduction between a company and its 
services. If one can win the trust of their 
clients early on, they will likely be con-
tracted for detail design work, procure-
ment, and possibly closure. 

Now remains an uncertain time for 
the industry, given the government’s 
attempts to transform its resource 
sectors. What has this meant for 
business for Como Engineers?
Como Engineers is fortunate in that 
even in uncertain times it has been able  
to steadily generate business. This is  
attributable to the resilience of thermal 
coal in international markets and gold’s 
isolation from the government’s attempts 
at policy making. It also benefits from  
its relationship with Australian miners, 
who have placed additional emphasis 
on the importance of overseas markets 
to continuing to generate growth. Much 
of our business overseas is generated 
through the familiarity that Australian 
businesses have with our work in Aus-
tralia. Como Engineers now plays an  
important role in the supply of equip-
ment and spares to these markets and 

has remained relatively protected from 
the economic conditions of any one mar-
ket. 

Those in production often comment 
on the undeveloped nature of the 
domestic service sector. What gaps 
exists within the domestic market?
Gaps exist within domestic equipment 
supply. Original Equipment Manufactur-
ers (OEM) are hard to find in Indonesia. 
Much of what the country lacks in way 
of capital equipment manufacturers, 
though, can be sourced from foreign 
markets such as China or Korea.

Indonesia is known to be a difficult 
region for mine development. What 
has this meant for the market’s 
receptivity to Como Engineers’ 
service offering?
The modular nature of our plants is  
a strong fit for the Indonesian market. 
Plants in Indonesia must be designed 
with the logistical constraints of the 
country in mind as mines are gener-
ally located in remote, hard-to-access 
regions. Plant and plant equipment must 
be broken down to be transported, for 
which our modular plants are well suited. 
They fit into shipping containers, which 
allow for them to be transported by 
barge or road to a site, and even by he-
licopter, something other plant solutions 
cannot offer.

What advice might you have to the 
new entrant to the market?
Time on the ground is critical to the suc-
cess of the service provider in Indonesia. 
Companies that have had a long-stand-
ing presence in the country run the in-
dustry. One cannot approach the market 
from outside.
 
Do you have a final message?
Patience is required: especially now, dur-
ing a down cycle. Now is the time to in-
vest in improving operational efficiency, 
in improving one’s gold plants, in improv-
ing one’s coal plants. Plant maintenance 
should not be neglected; maintenance 
adds years to a company’s life. This is  
my fifth down cycle. Things will improve 
and the Indonesian mining industry will 
see better days. •
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Can you provide us with a brief 
introduction to Environmental 
Resources Management (ERM) 
globally and the history of its 
operations in Indonesia?
Environmental Resources Management 
(ERM) has been operational since 1972 
and has grown today to 145 offices in 
40 countries. ERM provides services to 
some 60% of the companies in the For-
tune 500, including major mining houses 
globally, whilst also working with region-
al and national mining operators. ERM 
works extensively in the mining, oil and 
gas, power and manufacturing sectors. 
On a worldwide scale, ERM focuses 
on the broad spectrum of environmen-
tal, health, safety, technical risk, social  
and information solutions issues and is 
one of the world’s leading sustainability 
consultancies. ERM opened its Indone-
sia office in 1997 covering everything 
from transactions, environmental and so-
cial impact assessments, assurance that 
operations meet national and interna-
tional standards, assessment of process 
safety, regulatory compliance services, 
climate change, contaminated site man-
agement, safety and training. Currently, 
the services that are in most demand are 
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impact assessments, compliance and 
management systems, water manage-
ment, closure planning, safety leader-
ship, as well as contaminated site man-
agement.

What are the areas of focus of 
the impact assessments that ERM 
provides to its mining clients?
There are three categories of impact as-
sessments that ERM performs, depend-
ing on the circumstances of the project. 
The first category is regulatory, relating 
to AMDALs (Indonesia’s Environment 
Impact Assessments), which result in 
environmental permits needed for mine 
operations, AMDAL amendments or 
UKL/UPLs. ERM is sometimes asked to 
perform the AMDAL from the outset or 
become involved if the process is get-
ting upgraded. For example, if a mining 
operation is looking to expand it will  
already have an AMDAL in place and 
ERM will need to determine if a new 
AMDAL needs to be undertaken or if 
the new process is close enough to the 
existing AMDAL that an amendment 
will suffice. The second category relates 
to new funding or a new partner enter-
ing into the mining operation. In these 
cases, an AMDAL is already in place, 
but another gap assessment may be 
required to benchmark against interna-
tional standards, such as those of the In-
ternational Finance Corporation, or other 
lender’s individual standards and require-
ments. ERM also undertakes reviews for  
financial institutions that are signatories 
to the Equator Principles. The third cat-
egory is a combination of the AMDAL 
and an ESHIA. 

What are the principal issues that are 
flagged through the AMDALs and 
international assessments?
In Indonesia managing social issues as-
sociated with land acquisition and Indig-
enous Peoples (IPs) can be very complex 
and often results in lengthy project de-
lays and cost overruns. Land ownership 
can be difficult to confirm and land users, 
such as sharecroppers, are frequently 
not recognized in terms of being eligible 
for compensation or livelihood restora-
tion support. IP issues are also challeng-
ing to manage, in particular when apply-
ing international standards, which may 
require operators to demonstrate that 

Free and Prior Informed Consent (FPIC) 
has been obtained. FPIC is still a relative-
ly new concept for companies and will 
evolve in the future.
Biodiversity, water, waste handling are 
also some of the other key issues as is 
forward planning for closure. There is 
added complexity around what is accept-
able to stakeholders associated with the 
projects: the local community, govern-
ment and regulatory agencies and the in-
ternational and funding community. The 
delicacy lies in finding the line that all 
parties involved or affected by the opera-
tions of a mine can accommodate.

As Indonesia increases its focus 
on environmental and social 
requirements, new consulting firms 
have emerged. How does ERM 
compete with new entrants?
ERM has an extensive global network in 
terms of relationships with client com-
panies, including the mining houses  
and lenders that ERM has worked with 
globally. As such, ERM understands  
the market for the services that we 
provide very well. In addition, ERM has 
strong national consultants within our 
offices that have a strong appreciation 
for the national context, allowing ERM 
to marry the international with the lo-
cal, which is where ERM really excels. 
Having said that, in Indonesia ERM does 
have a significant amount of international 
competition and has seen an increase 
in local competition in recent years.  
However, ERM does not view this neg-
atively but rather as a reason to stay 
sharp and focused. On a larger scale,  
a strong consultancy base is good for  
all parties involved: for clients, as it  
provides them with a broader range  
of solutions; for consultants, as it pushes  
us to perform better; and, most  
importantly, for improving the environ-
mental and social circumstances around 
mining operations.

When GBR returns in two to three 
years, where will we find ERM, 
particularly in regards to mining?
ERM will continue to work in Indonesia 
and will have grown through being re-
sponsive to what is required and serving 
as a strong support to the consultancy 
industry. Mining will continue to be one 
of ERM’s core sectors. • 
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McElhanney has had a long history 
within North America. Could you 
provide us with an introduction to 
McElhanney’s presence in Indonesia?
McElhanney first entered Indonesia in 
the 1970s through work on several proj-
ects in Kalimantan and Sumatra, after 
which the company operated in the coun-
try as projects required, but not through 
an office. In the early 1990s this changed 
as we began to work more closely with 
Freeport-McMoRan. In 1997, Pt. McEl-
hanney Indonesia was incorporated. 
Ever since then, we have built a strong 
presence in Indonesia through our work 
with the mining community. Mining is 
our core industry sector here, though we 
are diversified: we also provide mapping 
services for forestry, palm plantations, to 
support land use, land development, Oil 
and Gas and for infrastructure projects.

McElhanney operates in a technical 
niche. How would you characterize 
the technological sophistication of the 
domestic market?
The state of technology in the domes-
tic market has evolved significantly in 
the past five years. McElhanney was 
one of the original providers of LiDAR 

Oliver Swaffield

Director of Operations
Mcelhanney

technology to Indonesia, a technology 
that has since been strongly embraced 
by any business requiring high accuracy 
mapping services. LiDAR technology 
has allowed for McElhanney to provide 
topographical services in densely veg-
etated areas through the use of lasers 
and 60-megapixel camera to survey the 
ground. This technique can penetrate for-
ested areas that have heavy groundcov-
er. Obviously this type of technology is 
particularly well suited for Indonesia. Tra-
ditional aerial photography would keep 
teams employed for several months, 
even years doing what we can now do 
in months. Additionally, it is far more 
accurate than photogrammetry (aerial 
mapping); the deliverables include pho-
tos, contours, and features including riv-
ers, roads, buildings and villages. Quite 
quickly it can produce a highly detailed 
map of an area: that it is cost effective 
as well is also certainly an added benefit. 
While originally the price of the equip-
ment stopped many companies from try-
ing it, now this service is quite strongly 
in demand.

A heavy, legislated preference for 
the use of national service providers 
exists within the domestic market. 
Within this, what has McElhanney 
found to be its competitive 
advantage?
McElhanney’s competitive advantage 
within the domestic market lies in the 
quality of its technical expertise and 
the wealth of experience we have built, 
both as a global and local organization. 
As an example: our LiDAR manager has 
been flying LiDAR in North America and 
Asia for 15 years, since the birth of the 
technology. Many of those that offer this 
service do not possess such expertise. 
In fact, this caused several local organi-
zations to have a bad experience with 
the technology. However, this is not a 
reflection on the technology, but rather 
the organization providing it. The suc-
cessful implementation of any technol-
ogy depends upon the hands of those 
using it. We have this expertise, and we 
have made a point of educating the do-
mestic market on the advantages that 
LiDAR technology can bring if used ap-
propriately. Herein lays our competitive 
advantage.  

How does business look for 
McElhanney in 2014?
McElhanney will be quite busy in 2014. 
Already we have projects lined up for the 
first quarter of 2014. Similarly to most 
places in the World and to the last elec-
tion period, there will be an uncertainty 
in the market. Investors will be looking 
for guarantees from the government of 
Indonesia and if the government can sat-
isfy these we will be working hard and 
further developing Indonesia. 

Where will McElhanney be in two 
years time?
McElhanney will continue to see its 
growth driven by the natural resource 
sector, however, as mentioned above we 
will continue to diversify. We hope to in-
crease our portfolio and attract larger cli-
ents and will be doing our best to obtain 
work from others countries in SEA and 
Asia, which would be performed by Indo-
nesian technicians and technologists. We 
also perform engineering and geotechni-
cal work, which has historically been an 
area in which our North American offices 
are much stronger than we are locally. 
This may change. •
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“Sustainable mining is an ‘emerging 
market.’ The speed of adoption will 

depend on the developments in 
international and local awareness for 

more social and environmental friendly 
mining techniques. It is hard to predict 

how fast this development will go in 
Indonesia, but we see signs that the 
mining sector is changing and taking 

more care of the environment. Projects 
like geohydrological monitoring are good 

examples of that.”

- Eveline Buter, Country Representative, 
Witteveen+Bos
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Indonesia is now in over-production as 
a result of the small scale miner and 

trading companies. Our resource base 
is finite; a failure to better regulate coal 
production could mean that Indonesia 

runs out of coal.

Raymundus Mulyadi,  
President Director, Ahdadia Coal

production 
growth 
Continues

Coal Mining Prospects in Indonesia

Estimated to only have 3% of total glob-
al thermal coal reserves, Indonesia is 
surprisingly the world’s largest exporter 
of coal and the fourth largest producer, 
at 421 million metric tons (mt). Asian 
demand has fueled recent growth.  
From 2000 until 2011, Japanese demand 
doubled from 13 million mt to 26 mil-
lion mt, and demand from other Asian  

markets, namely China and India, grew 
nearly tenfold.
Today, the market has become more in-
ternally focused. Ms. Ika Bethari, corpo-
rate planning director & CFO at MBSS, a 
leader in the provision of sea transport 
and transshipment solutions to the local 
market, said: “A fall in the price of ther-
mal coal has meant that internal markets 
are now receiving more attention as In-
donesia’s internal economic growth is 
strengthening. There are many power 
plants that require more coal to be trans-
ported from Kalimantan to other islands 
in Indonesia. Fortunately, Indonesia’s 
coal can easily be transported.”
Peter Lynch, chairman and CEO of Cokal, 
an Australian coking coal miner, said: 
“We are lucky in Indonesia; we have ac-
cess to some of the best infrastructure 
in the world: rivers.” The waterways that 
wind through Indonesia’s coal produc-
ing regions have allowed the country to 
avoid costly infrastructure solutions that 
have been the bane of many mining ju-
risdictions. Pat Hanna, executive director 
of Cokal, said: “In Indonesia, incremental 
expansion is possible; in order to accom-
modate larger haulages one does not 
need to undertake a port expansion.”
Indonesia’s waterways have also dictat-
ed regional growth. Kalimantan, the prov-
ince on the island of Borneo, has been 
the locus of domestic coal mining be-
cause of the size and depth of its rivers,  
which are navigable by large barges. In 
narrow veined Sumatra, large-scale coal 
projects have failed to materialize be-

cause proposed infrastructure solutions 
are not implemented.
Indonesia has failed to leverage its  
coal production into control over global 
thermal coal pricing. The lack of regu-
latory oversight helped an estimated  
50 million mt – one eighth of the coun-
try’s total formal coal production – leave 
the country illegally in 2013. Raymundus 
Mulyadi, president director of Ahdadia 
Coal, a producer of low-ash, low-sulfur, 
environmentally-friendly coal in Indone-
sia’s South Kalimantan region, explained: 
“Indonesia is now in over-production as a 
result of the small scale miner and trading 
companies. Our resource base is finite; a 
failure to better regulate coal production 
could mean that Indonesia runs out of 
coal... As an industry, we need to close-
ly examine the management practices 
and values of our coal miners. A greater 
level of focus must be placed on long-
term strategy; enhancing transparency 
and allowing only the best businesses 
to operate in Indonesia. Additional  
regulations also need to be released to 
reign in small-scale production of ther-
mal coal and the trading companies 
which sustain them.”
The government’s imposition of a quo-
ta system, including a domestic market 
obligation (DMO), on coal producers 
whereby all those involved in the pro-
duction of coal in Indonesia must sell an 
allotted amount to domestic businesses 
at a set price, also causes anxiety.
Largely created to address Indone-
sia’s growing energy problem, Indone-

INDONESIAN COAL PRODUCTION,EXPORTS AND CONSUMPTION, 2002-2012
Source: U.S. Energy Information Administration, International Energy Statistics
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sia’s DMO system demands domestic  
industry sell 95 million mt to the domes-
tic market in 2014. Yet this system fails  
to address the possibility that there may 
not be a domestic market for certain 
grades of coal. Udaykumar, general man-
ager of business development at Adani 
Global, explained the case of Adani’s 
low-grade Bunya mine: “DMO require-
ments have unfairly penalized Adani in 
that there is no domestic buyer willing 
to buy our coal because of its low GAR. 
Our coal can only be used in India, yet 
Adani has to incur a cost to obtain trada-
ble quotas to enable export of this coal.” 
Raymundus Mulyadi, president director 
of Ahdadia Coal, which sells between 
20% to 30% of its coal domestically, 
said: “While important to the further  
development of Indonesia and the health 
of domestic coal mining, the govern-
ment’s DMO policy contains sever-
al flaws. Their needs to be additional  
stipulation that grants exemptions based 
on the moisture content of coal.”
Those that fail to meet export require-
ments can purchase credits from  
other coal producers, which sell a sur-
plus to the domestic market, and power 
plants may one day create a market for 
undesirable lower grade coal. Nonethe-
less, DMOs impede profitability. Bob 
Kamandanu, chairman of the Indonesian 
Coal Mining Association, said: “Though 
the economics of creating syngas fa-
cilities are still unproven, technological 
developments in the field of coal conver-
sion could define the future of the Indo-
nesian coal mining industry.” •

 We are lucky in Indonesia; we 
have access to some of the best 

infrastructure in the world: rivers.” 
The waterways that wind through 

Indonesia’s coal produc- ing regions 
have allowed the country to avoid costly 

infrastructure solutions that have been 
the bane of many mining jurisdictions.

- Peter Lynch,  
Chairman and CEO,Cokal
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flection both on the geological potential 
of the deposit and the perceived costs 
of bringing the mine into production. 
In addition to BBM, Cokal holds two  
other IUPs in the Murung Raya Regen-
cy in the North Barito Basin of Central  
Kalimantan, which will become Indone-
sia’s coking coal region. Cokal also holds 
IUPs in several other jurisdictions: two in 
the Gunung Mas regency, which neigh-
bors Murung Raya; and three in West 
Kalimantan. 
BBM is about to reach bankability. We 
have just announced a resource upgrade, 
which has put total measured, indicated, 
and inferred resources at the site at 264 
million metric tons (mt) of coking coal. 
We are now completing the definitive 
feasibility study for the project includ-
ing the barging solution, which we have 
been working on since February 2013. 
We speculate this will be finished in Q1 
2014. The study should provide an esti-
mation of total capital costs for the pro-
ject, plus or minus 15 per cent. 
We will also soon receive approval for 
production, after we receive our forest-
ry permit, which we expect to occur in 
Q2 2014. This is a process which we be-
gan upon first entering the country. The 
length of the permitting process is in  
part attributable to the high standards 
which Indonesia uses in evaluating 
the impact of a mine. The Indonesian  
Government prescribes to the interna-
tional AMDAL standards, which heavily 
scrutinizes the impact of a mine on the 
local environment and surrounding com-
munities: both areas that Cokal also val-
ues highly. 

Cokal has several neighbors in the 
region, one of which is BHP Billiton. 
Given the region’s promise, why have 
we not seen others develop their 
concessions?
PL: Cokal does have several neighbors 
within the North Barito Basin. This in-
cludes BHP Billiton, who holds seven 
Coal Contract of Works (CCoWs), all of 
which they have had for over twenty 
years. BHP Billiton has begun to devel-
op their concessions, albeit slowly. The 
pace of these sites’ development is not 
for lack of interest. In fact, the CCoWs 
which the company holds near us are 
the only coking coal assets outside of  
Australia that the company has not shed: 

this includes Tavan Tolgoi in Mongolia, 
which the company explored without 
success in the 1990s, later dispensing of 
them. These CCoWs remain the compa-
nies only coking coal assets that have not 
entered into production. This will change. 
BHP Billiton is now putting in place in-
frastructure for the site, constructing its 
port and haul roads. Soon they will enter 
into production, producing one million 
metric tons per annum. 

How well suited is coking coal 
from the North Barito Basin for the 
international market?
Pat Hanna (PH): Until recently, not a lot 
had been known regarding the proper-
ties of coking coal from the North Barito 
Basin. BHP kept their results to them-
selves. According to the tests we have 
run so far, the coking coal present at 
our sites in Central Kalimantan appears 
to be a very special type of coking coal: 
perhaps similar to a New Zealand style 
coking coal, but even then still different 
from that. This coking coal could break  
all the rules.  
PL: This coal compliments the shift in 
quality which we will see appearing in 
Australian product as older mines, those 
developed in the 1970s, cease produc-
tion and newer mines, such as those 
in the Rangal Coal Measures, begin to 
ship product. Australian coking coal pro-
duced in these new mining regions has  
a markedly lower amount of vitrinite. 
Coking coal produced from the North 
Barito Basin, is vitrinite rich and can off-
set this drop.

What type of infrastructure solution 
will be employed at BBM?
PL: A mixed infrastructure solution will 
be employed at BBM. We are lucky in In-
donesia; we have access to some of the 
best infrastructure in the world: rivers. 
That said, due to some river constraints, 
we are building a haul road and employ-
ing a push barge system capable of trans-
porting goods through shallow waters. 
Similar to those seen in the Mississippi, 
these vessels are the first of their kind 
to be used in Indonesia and will allow for 
us to transport 6,000 mt per shipment: 
50% more than others. Additionally, the 
shallow draft of these boats will allow for 
us to ship 80% of the year, versus 55% 
of the year for our competitors. 

Could you please introduce us to 
Cokal’s principal concession, the 
Bumi Barito Mineral project (BBM), as 
well as the other concessions owned 
by Cokal in Indonesia?
Peter Lynch (PL): Cokal’s principal pro-
ject is the Bumi Barito Mineral project, 
located in Central Kalimantan. One of 
eight IUPs that Cokal possesses, BBM 
is the company’s primary focus: a re-
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Initially, how does Cokal plan to begin 
production at BBM?
PL: Cokal’s approvals are based on the 
assumption that the company will pro-
duce six million metric tons per year 
(mt/y). Initially, however, the company 
will only produce two million mt/y. Once 
we have paid for our infrastructure at 
BBM, we will then invest in developing 
TBAR, one of our neighboring conces-
sions, after which we will then ramp up 
production to six million mt/y at BBM. 
Our pre-feasibility operational costs are 
excellent, standing at less than $100, 
which places Cokal in the bottom quartile 
for coking coal projects globally. This is in 
part attributable to the position of Indo-
nesia as a strategic region for production; 
Indonesia is half the distance between 
China and India compared to Australia.
Last year we announced that Blumont 
had taken a placement in the company 
and that Cokal was evaluating a financ-
ing proposal from them. Now we are 
considering an additional financing pro-
posal from Platinum Partners, a New 
York-based fund that has been actively 
pursuing Asian based resource plays, in 
conjunction with another, still unnamed 
investor. This proposal, which offers $150 
million in debt financing to bring BBM 
into production, accompanies a 12% 
stake which Platinum Partners has taken 
in Cokal. 
Once the financing required to bring 
BBM into production has been secured, 
we believe it will bring about a re-rating 
of the company. Bringing BBM into de-
velopment will further de-risk the pro-
ject, allowing for Cokal to more easily 
fund its other ventures.
 
Previously when we met with Cokal, 
you were bullish on the price of 
coking coal. Given that the price of 
coking coal has since declined, how 
does your outlook stand?
PL: The price for coking coal is now low; 
however I am still very positive about 
the prospects of our project. When other 
large coking coal projects were devel-
oped in the 60’s and 70’s, the price of 
coking coal stood at $34 per mt. Now, 
this is not the case. The point that should 
be taken away from this is that more im-
portant than the market price of coking 
coal in determining a mine’s profitability 
is the position of a mine relatively on the 

cost curve for the industry. This drives 
pricing dynamics.
We will see a price of $180 to $200 per 
mt in the long-term. This will principally 
be a result of the cost structure of Aus-
tralian producers. With the Australian 
dollar standing at $.90 to the US dollar, 
many mines have or will shut. BHP Bil-
liton has closed mines in Australia, as 
have GlencoreXstrata. Accountants are 
now being brought in to cut costs at 
many Australian mine sites, and these 
cost cuts will affect medium-term pro-
duction. Other drivers of the future price 
of coking coal are the production costs 
of mines in Appalachia in the US, and 
Shaanxi, China. In the US, operational 
costs for these mines stand at near $180 
per mt. We expect total US production 
to shrink from 45 million mt to 25 mil-
lion mt. Coking coal mines in Shaanxi are 
also relatively expensive to operate on 
account for the depth of mining, often in 
excess of 600m below the surface. We 
could see mine closures occur there as 
well for this reason. 
Compared to each of these regions, In-
donesia is cheap. Indonesia also offers 
the additional benefit that production is 
far more scalable here than in other min-
ing jurisdictions like Australia. In Indone-
sia, incremental expansion is possible; 
in Australia, this is quite expensive. This 
is, once again, attributable to Indonesia’s 
natural infrastructure: the country’s river 
system, which allows for one to easily 
increase or decrease haulage and use 
floating cranes, which means that in 
order to accommodate larger haulag-
es one does not need to undertake a  
port expansion.

What impact will the development of 
BBM have on the Central Kalimantan 
basin as a destination for coking coal 
production?
PL: The development of BBM will bring 
to the basin a much more efficient and 
reliable logistics chain, thereby allowing 
for North Barito Basin coking coal to be-
come a mainstay in the global market. 
Cokal’s innovative barging system will 
allow for coal to travel down the river not 
55% of the year, but 80%. At 55% of the 
year, coal is still a seasonal project. This 
ceases at 80%, especially when accom-
panied with an intermediate stockpile 
that we will have down river. •

Indonesia also offers the additional 
benefit that production is far more 
scalable here than in other mining 

jurisdictions like Australia. In Indonesia, 
incremental expansion is possible; in 

Australia, this is quite expensive.

- Peter Lynch, Chairman & Chief 
Executive Officer, Cokal
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This year the Indonesian Coal Mining 
Association will celebrate 25 years. 
Could you tell us about the vision and 
mission of the organization?
The Indonesian Coal Mining Association 
(ICMA) seeks to be the sole representa-
tive body of the Indonesian coal mining 
industry. We seek to be a partner of the 
government, acting as a consultant to 
regulation and providing a commercial 
voice. 
In so far as the later role is concerned, 
we must distinguish between groups 
of industry participants. There are many 
charlatans that have entered into coal 
mining purely for profit. We seek to rep-
resent miners: those who were involved 
in the industry prior to it becoming lucra-
tive and those that will stay a part of the 
industry through market downturns. This 
group is concerned with questions of the 
impact of mining on the local community 
and environment post-production. These 
miners are legal and contribute to the 
country’s tax base. We are highly selec-
tive in granting membership. The indus-
try today has from 300 to 400 coalmin-
ers. Today we have 120 members, all 
of which share this profile. Through our 
members we represent 85% of total 

Bob kamandanu

Chairman
indonesian coal Mining 
association

coal output from Indonesia. 

Indonesia is the world’s largest 
exporter of thermal coal. What role 
will Indonesia play in guiding the 
market price for thermal coal?
The irony of Indonesia’s position in global 
thermal coal is that in spite of being the 
world’s largest exporter, Indonesia can-
not guide pricing, as it does not possess 
the world’s largest deposits. Indonesia 
only has 3% of total world reserves. We 
are the world’s top exporter of the prod-
uct because of our proximity to growth 
markets. 

The Indonesian Government is 
attempting to create a domestic 
market for thermal coal. What has 
this meant for the profitability of the 
industry?
The use of a Domestic Market Obliga-
tion (DMO) for thermal coal has created 
a large problem, as the DMO system 
does not differentiate between different 
grades of coal and some grades cannot 
be used domestically. Indonesia needs 
to reevaluate its energy policy. The first 
step that the country must take is to map 
its resources. Most of its 6,000 GAR coal 
is gone. Where is the country’s 4,200 
GAR coal located? What grades need 
to be used domestically? The govern-
ment must first answer these questions,  
after which it can become involved in 
planning exports. 

Indonesia has among the lowest 
electrification rates in the world: 64% 
on Java, and 55% outside of Java. 
Why have we not seen more coal-fire 
power facilities developed?
The largest obstacle to the creation of 
an internal market for thermal coal is 
that the national energy company, PLN, 
is unable to acquire free land in Java, 
where infrastructure is best equipped 
to support such projects. Mine mouth 
power plants are one potential solution 
to Indonesia’s energy problem. Most  
of the remaining coal in Indonesia is  
high moisture. These plants would cut 
costs, though they need to be connect-
ed to a grid. The removal of our diesel  
subsidy, though, is the first step in mak-
ing these facilities attractive. The second  
step is to address the problem of land  
acquisition by redrawing boundaries,  

which will allow for better central plan-
ning. 

Declines in the price of thermal coal 
have led to the closure of many small 
mines. What impact will this have on 
Indonesia’s thermal coal production 
and global pricing?
The closure of small mines is important 
to the health of the country’s mining in-
dustry. Informal production of thermal 
coal stood at 50 million metric tons in 
2013: one eighth of total Indonesian 
production. Informal production of ther-
mal coal has led to the current state of 
oversupply and low global pricing. The 
lack of regulatory oversight that has pre-
vailed since decentralization has under-
scored this development. Since decen-
tralization, over 4,000 IUPs were issued,  
and on many of these sites, little or no  
exploration has occurred. Tighter regu-
lation on a local level is now needed 
to both correct the current state of the 
market and ensure that noncompliant 
ventures are barred from entering into 
production.

What is the Indonesian Coal Mining 
Association’s outlook for domestic 
thermal coal production and the price 
of the product in 2014?
In 2013 all but one of the country’s coal 
producers increased production in or-
der to maintain profitability. This must 
change in 2014. The government will 
likely play a more active role in encour-
aging businesses to slow production 
by prohibiting production increases. 
More profit can be generated off of the 
country’s resources if sold in the future,  
not now. These decreases in production 
will trigger a readjustment in the price 
of the commodity. By mid-2014, we will 
likely see the price recover. 

Might we see some equivalent of an 
export ban enforced on thermal coal?
The regulatory structure of coal is unlikely 
to change significantly. Perhaps, though, a 
windfall tax will be introduced. There has 
been discussion of barring the export of 
low quality coal in an attempt to incen-
tive the development of coal conversion 
plants. Though the economics of creating 
syngas facilities are unproven, technologi-
cal developments in coal conversion could 
transform the industry. •
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Can you provide us with a brief 
introduction to AECOM and the 
history of its operations in Indonesia?
AECOM is a global company with multi-
ple business lines that operates in coun-
tries around the world. The company 
first grew in Indonesia through a New 
Zealand-based consultancy specializing 
in geothermal and hydropower. AECOM 
has been in Indonesia in different forms 
for the last 25 years, largely operating un-
der the names of the company’s acquisi-
tions and with local teams delivering ser-
vices to the power industry. Around 2008 
and 2009, AECOM moved to change its 
brand strategy and began operating in 
the country under the name AECOM. 
At the same time a number of initiatives 
were taken to expand our business in In-
donesia, performing a great deal of work 
in thermal power, geothermal power and 
hydropower. Today, we have 130 employ-
ees working in five operative divisions.

AECOM offers its services in a 
number of industries. Can you 
describe the work that you perform in 
Indonesia for the mining sector?
AECOM currently has a mining and engi-
neering team within the company based 

kevin Dobson

Director, Environmental Mining, Asia
pt. aecoM indonesia

of out Brisbane, Australia, which utilizes 
its expertise to service client needs in 
Indonesia. In Indonesia, AECOM works 
in a niche area in the environmental seg-
ment; for large companies we work in 
that space between internal Corporate 
Social Responsibility standards and also 
meeting the requirements of internation-
al banks, so that our clients can attain 
project financing. AECOM also works 
to find project solutions for the various 
stages that mining projects go through.
 
How would you describe AECOM’s 
pipeline of work?
Upcoming projects in Indonesia have 
been unpredictable largely due to the 
uncertainty that we see surrounding 
Indonesian Mining Legislation; certain 
projects that AECOM has been selected 
for have been put on hold. AECOM is 
however optimistic about future pros-
pects. Looking at the commodities mar-
ket, most of AECOM’s clients operating 
in Indonesia are able to extract ore at 
competitive prices compared to other 
markets. Once the 2014 elections have 
taken place and there is more regulatory 
clarity, AECOM expects to see a situa-
tion where there will be more of a com-
mitment for mining activities. 
One area in particular where AECOM ex-
pects to see more growth is with coal, 
given the demands for energy in India 
and China. Despite the uncertainty that 
the country is seeing with mining regula-
tions, there is a promise to develop this 
energy resource. 

How would you describe the 
stringency of local and environmental 
standards, in comparison to the other 
regions where AECOM operates?
Looking at Indonesia’s environmental 
standards and initiatives, this country’s 
legislation is comparable to what you 
would find around the world. The en-
vironmental principals and tenets are 
mindful of modern-day standards, tech-
niques and issues. With recent changes 
to the legislation in respect to mine re-
habilitation and closure, we can see that 
this is part of a mine planning process. In 
terms of intent, Indonesia has good ini-
tiatives. However, the implementation of 
the regulation is inconsistent across the 
country. One of the challenges regarding 
regulation in Indonesia is the local auton-

omous legislation, particularly concern-
ing the interpretation and implementa-
tion of the regulation on a regional level. 
We are working with different jurisdic-
tions and there does not exist a standard 
for one province to address issues in the 
same way that another does. 

Do you think we will see a larger 
national permitting process take hold 
to streamline the implementation?
Given how environmental regulation is 
approached internationally, a national 
permitting process is not necessarily 
the solution. Looking at federal systems 
around the world we see that states re-
tain jurisdiction with the difference being 
that managing environmental regulations 
is done in a more consistent way. In 
many cases in Indonesia, personnel with 
limited expertise deal with projects out-
side of their purview. As a result, along 
the way things can be subject to differ-
ent interpretations. 
Throughout the 1990s there was a 
plethora of projects funded by American, 
Australians and Canadians to develop the 
environmental legislation that is now the 
framework we are working with today. It 
is fairly new and in the context of the way 
that the industry is changing, it is taking 
time to gain traction and consistency.

When GBR returns in two to three 
years, where will we find AECOM?
While AECOM’s mining division is able 
to operate successfully from Australia 
today, in two to three years, AECOM will 
likely have a mining division in Indonesia. 
This office is on a reasonable growth 
path and will likely be double its size in 
terms of personnel from where it stands 
currently. Following the 2014 elections, 
AECOM expects to see increased com-
mitment from mining clients onshore, 
similar to the type of demand that we 
see for our engineering design servic-
es for power at the moment. In terms  
of AECOM’s environmental work,  
there will likely be less of a gap between 
local and international standards, but  
our team here will still play a role in ser-
vicing this need. AECOM offers a very 
specialized service for the mining indus-
try in the areas of facilities, conveyers 
and materials handling and sees growth 
opportunities for these entry points  
and beyond. •
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putRi ahdadia coal

Putri Ahdadia Coal is owned by Pt. 
Karunia Agung Infiniti, could you 
please provide me with an overview 
of the relationship between these two 
companies?
Putri Ahdadia Coal is one asset of Pt. 
Karunia Agung Infiniti, a company that 
has a number of years of experience in 
operating in Indonesian coal. Putri Ah-
dadia Coal entered into development in 
2007, beginning production in April 2010. 
We are a fully Indonesian company: our 
management is Indonesian and we are 
financed domestically. We have no debt. 
We strive to be a small company that of-
fers a world-class product: environmen-
tally friendly, Indonesian thermal coal. 

Putri Ahdadia Coal is located in South 
Kalimantan; the venture comprises 
port and stockpiling facilities, in 
addition to the mine. Could you 
please introduce to us the mine itself?
Pt. Karunia Agung Infiniti is blessed to 
have the Putri Ahdadia Coal mine. The 
property on which the mine sits is only 
50.7 hectares, but the structure of the 
coal deposit is in decline. Our coal juts 
up, with the main seem then running 
40-meters (m) deep, granting us a very 
low stripping ratio of -2:1. We further 
benefit from the position of the deposit, 
which sits on top of a hill and thereby al-
lows us to avoid the problems that many 
domestic coal miners experience during 
the region’s rainy season. 
Attributable to these factors, we have a 
very low operating costs, standing at be-
tween 30% to 50% less than the operat-
ing costs of other industry participants. 
As an organization we strive to minimize 
our operational costs; the market price of 
thermal coal should, ideally, be inconse-
quential. 

The market, though, is at a low point 
now and this has influenced the way 
in which many coal miners mine their 
concessions. How has the state of the 
market for thermal coal influenced 
the way Putri Ahdadia Coal now 
mines its concession?
Putri Ahdadia Coal is now producing 
at below production capacity: a reflec-
tion on the state of the market and the 
company’s determination to maximize 
the value of our resource. In 2014 we 
will produce 2.3 million metric tons (mt) 

of thermal coal. From conception Putri 
Ahdadia Coal only had 20 million mt of 
thermal coal as reserves. As we have al-
ready extracted six million mt of thermal 
coal, placing our estimation of mine life 
at five years, the price at which we sell 
our product is very important.

The quality of the thermal coal 
mined at Putri Adhadia Coal’s South 
Kalimantan mine is unique, especially 
for Indonesia. How does the quality of 
Putri Adhadia Coal’s coal differ from 
that of other industry participants?
Putri Adhadia Coal’s coal is low-grade, 
but has low-sulfur and low-ash content, 
placing it apart from other coal mined in 
Indonesia as it is more environmentally 
friendly coal. The AFT of our coal is high 
compared to other low-grade coal. This 
attribute allows for our coal to be blended 
seamlessly with high-sulfur coal, as the 
FT is in the same range. Our coal offers 
stability, which the use of other types of 
blended coal does not guarantee.

The Indonesian Coal Mining 
Association speculates that much of 
the continued growth of Indonesia’s 
coal mining industry will come 
through demand for electricity 
on the part of near markets. Do 
these markets tend to be more 
conscientious of the environmental 
impact of coal than India and China, 
which are at present the largest 
markets for thermal coal?
Putri Ahdadia Coal believes that Japan 
will have higher demand for Indonesian 
coal in the future. Japanese customers 
are environmentally conscientious; they 
desire low-ash, low-sulfur coal, like that 
produced by Putri Ahdadia Coal. China 
will also become more sensitive to the 
quality of coal used for power generation 
as many of its major metropolitan areas 
become polluted and the country’s citi-
zenry becomes cognizant of its impact 
on their quality of living and health.

What strategy will Putri Ahdadia Coal 
use to continue to grow following 
the closure of the company’s South 
Kalimantan mine?
Putri Ahdadia Coal is now evaluating con-
cessions in several other areas, including 
Central and West Kalimantan. These are 
non-traditional areas for thermal coal, 
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but as is South Kalimantan. There are 
several logistical constraints associated 
with opening up these regions to de-
velopment. Rivers are shallow between 
Central and South Kalimantan; coal pro-
duction thus becomes seasonal. The 
soil in these regions is soft, complicat-
ing mine construction. The quality of the 
coal found in these regions, though, still 
makes mining in these areas desirable. 
For any future project which Putri Ahda-
dia Coal develops, we wish to mine coal 
of a similar quality to that which we cur-
rently mine and also a comparable strip-
ping ratio. 

The Indonesian government has 
taken a more active role in regulating 
coal as of late, employing a domestic 
market obligation, which requires 
coal producers to sell coal locally. 
In what way has Ahdadia Coal been 
affected by this requirement? How 
can the Indonesian government 
better structure this policy?
At present, between 20% to 30% of Pu-
tri Ahdadia’s Coal is sold to the domestic 
market. While important to the further 
development of Indonesia and the health 
of domestic coal mining, the Indonesian 
Government’s DMO policy contains sev-
eral flaws. Their needs to be additional 
stipulation that grant exemptions based 
on the moisture content of coal.
Additional regulations also need to be 
released to reign in small-scale produc-
tion of thermal coal and the trading com-
panies which sustain them. Indonesia is 
now in over-production as a result of the 
small scale miner and trading compa-
nies. Our resource base is finite; a failure 
to better regulate coal production could 
mean that Indonesia runs out of coal. 

Do you have a final message for 
readers?
As an industry, we need to closely exam-
ine the management practices and val-
ues of our coal miners. A greater level of 
focus must be placed on long-term strat-
egy; enhancing transparency; and allow-
ing only the best businesses to operate 
in Indonesia. •
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Could you please provide us with 
an introduction to Adani Globa’s 
presence in Indonesia?
Adani Global first established its office 
in Indonesia in 2006 in line with the 
company’s global vision and mission of 
acquiring and developing coal blocks, 
for captive consumption, in certain stra-
tegic markets, such as Indonesia. Adani 
Global is backed by the Adani Group of 
India, which has expertise in the supply 
and use of thermal coal for power gen-
eration and the development of infra-
structure associated with the trade and 
logistics of coal. Adani has an aggressive 
growth strategy for both domestic and 
foreign markets. Although we now gen-
erate 7920 megawatts (MW) of electric-
ity through our thermal power plants in 
India and operate India’s largest port at 
Mundra which also includes the world’s 
largest coal import terminal, capable of 
handling 60 million mt per year of coal. 
The Group’s target is to generate 20,000 
MW power, by 2020 have infrastructure 
in place to transport 200 million of ther-
mal coal. Today we have a respectable 
position in Indonesia: we are the single 
largest buyer of thermal coal from Indo-
nesia. We are also the largest importer of 
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thermal coal into India.   
In Indonesia we operate through the 
activities of our trading arm, in addition 
to one mine, the Bunyu Mine, that is 
currently in production. Our immediate 
goal is to focus on increasing production 
capacity at Bunyu, from four million mt 
to seven million mt by 2016. In tandem 
with this we expect to increase our trad-
ing volumes.

In 2011 Adani Global caught headlines 
for the company’s venture with Bukit 
Asam, a deal that later fell through. 
Could you please provide us with an 
overview of the venture?
Our venture with Bukit Asam was aimed 
at optimizing synergies between the 
strength of Adani in infrastructure devel-
opment with the mine that Bukit Asam 
holds in Sumatra. This led Adani  to pro-
ceed and sign a tripartite agreement be-
tween the Government of South Suma-
tra and Bukit Asam, upon the condition 
that Bukit Asam would mine coal, Adani 
would construct a special railway and 
port in South Sumatra capable of trans-
porting their coal and in turn would pay 
a tariff for use of our infrastructure and 
would purchase 60% of the coal. Adani 
spent a significant amount of resources 
conducting studies, but the agreement 
between Bukit Asam and the Govern-
ment of South Sumatra was nullified by 
a decree released in December of 2011 
from the Ministry of Transport. Under 
this regulation only companies that own 
the mine can only build a special railway, 
and so Adani could not pursue this proj-
ect, and it was abandoned. 

The Indonesian government is 
actively trying to create an internal 
market of its coal. What has this 
process meant for Adani Global?
Under the industry’s current regulatory 
framework, many IUPs- and Coal Con-
tract of Work (CCoW)-holders are obligat-
ed by the Ministry of Coal and Mineral 
Resources to satisfy a domestic market 
obligation: a stipulation that dictates that 
Indonesian coal producers must sell an 
allotted amount of their coal to the do-
mestic market at market prices. Domes-
tic market obligation requirements have 
unfairly penalized Adani because there is 
no domestic buyer willing to buy the coal, 
as its low GAR means it can only be used 

in India. Nonetheless.  Still, Adani has to 
incur a cost to obtain tradable quotas to 
enable export of this coal. Adani contin-
ues to export this coal earning valuable 
foreign exchange and tax revenue to the 
government and has generated employ-
ment for locals, from a resource that 
would have not been gainfully utilized 
otherwise, and thus we feel that Adani 
should not be penalized. Adani would be 
happy to supply the coal domestically if 
there is a willing buyer. PLN, Indonesia’s 
national energy company, and cement 
companies refuse to buy it.
 
Do you have a final message for 
readers regarding operating in the 
country?
It is important to maintain long-term sta-
bility in policies, laws and regulations gov-
erning ownership, production, process-
ing and sale/export of natural resources 
and mineral wealth of the country to 
promote sustainable long-term develop-
ment through foreign investment. Policy 
changes regarding ownership levels for 
foreigners, domestic quotas, value-
addition norms, export bans/restrictions 
for example, are certainly within the do-
main of the sovereign government for 
the larger benefit, however the policies 
should be applied prospectively and not 
retrospectively: not after the investment 
has been made by a foreign investor. 
Policy parameters should be unambigu-
ously communicated to the prospective 
investor in advance and should not be re-
vised after the investment commitment,  
the policy parameters should remain 
stable thereafter. •
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Defying Market 
Conditions

Thermal Coal Production Strategies in 
Indonesia

In 2014, thermal coal pricing declined, 
which some attributed to a slowdown in 
China’s economic growth while others 
believed that prices were deliberately 
suppressed. Bill Park, technical manager 
of NRM, a domestic consultancy that 
specializes in coal, explained: “Several 
variables recently have affected thermal 
coal pricing: the slowdown in China’s in-
dustrial growth and the aftershocks of 
the GFC. Even though these two factors 
have impacted thermal coal pricing, ther-
mal coal pricing is suppressed for reasons 
beyond this. Specifically the supply-de-
mand balance has shifted adversely with 
over-investment in new and existing op-
erations pre-2013, both in Indonesia and 
elsewhere. Although fringe players have 
dropped production, the majors still en-
tertain plans for expansion in 2014 despite 
the attempt by the Indonesian govern-
ment to introduce production caps.” 
Dharma Djojonegoro, president director 
of Multi Nitrotama Kimia (MNK), a lead-
ing supplier of ammonium nitrate to coal 
miners through their production facilities 
in Central Kalimantan, explained: “The 
vitality of the Indonesian mining industry 
is determined by two factors: the price 
of thermal coal in global markets and the 
attitude of regulators to the mining indus-

INDONESIA’S COAL EXPORT DESTINATIONS
BY COUNTRY OR REGION, 2006 AND 2012
Source: 2013 Handbook of Energy & Economic Statistics of Indonesia,
Indonesian Ministry of Energy and Mineral Resources
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try. If the coal price rises in 2015, the health of the industry will 
return. A greater amount of certainty on the part of regulators 
will play an equally significant role in influencing the industry’s 
growth.”
Regardless of market conditions, many of Indonesia’s largest 
coal producers are targeting higher production in 2014, following 
a year in which production soared. Ms. Ika Bethari, corporate 
planning director of MBSS said: “We have seen coal produc-
ers move towards higher production volumes as profit margins 
thinned-out. There is certainly a push to maintain, at least, the 
margins from previous years, although the Rupiah is now worth 
less and the market value of thermal coal has decreased.”
Production increased by over 10% in 2013, with all but one min-
er, Bayan Resources, increasing production from the previous 
year. In 2014, industry giant Bumi Resources, historically one 
of Indonesia’s largest producers, plans to collectively increase 
production at their Pt. Kaltim Prima Coal and Arutmin mines by 
15%, to 74 million metric tons per year (mt/y). Berau Coal, the 
country’s fourth largest coal miner, expects to increase produc-
tion by 15%, to 25.75 million mt/y. Among those with the loftiest 
ambitions for 2014 is Bukit Asam; the state-owned organization 
plans to increase production by 22%, to 23 million mt/y this year.
The production increase is seemingly at odds with the market, 
but the scalability of mines in Indonesia and the low cost of oper-
ating domestically have made it possible for Indonesian coal pro-
ducers maintain mine profitability simply by increasing output.
Terry Gray, director of Pt. Britmindo, a mining services company 
specialized in coal, said: “Many major coal players, on the back of 
the lows of 2009 and highs of 2011, invested heavily in infrastruc-
ture and are now seeking to amortize those investments through 
increasing production. Even those that did not spend money  
are still trying to force as much coal through their infrastructure 
as possible without investing in capital. Those that invested ini-
tially will be in a far better place than the latter group when coal 
comes back in vogue as they will be able to much more easily 
accommodate an uptick in demand”
Others anticipate more rapid industrial growth in India and China, 
and highlight low stockpiles as a justification for greater demand 
in 2014. Still, government conditions will determine whether In-
donesia’s miners reach their production estimates.
In 2014, the government stated that it would play a more active 
role, limiting production to 397 million mt/y, down 6% from the 
previous year. The government also retains the right to enforce 
sanctions should industry participants fail to satisfy their DMO 
or regularly file their quarterly reports. Sanctions are not new to 
Indonesia’s miners but have historically been weakly enforced 
and many believe these sanctions will not be enforced. For this 
reason, Deutsche Bank predicts production to increase to 435 
million mt/y in 2014.
The profitability of Indonesian coal miners could also be under-
mined by further adjustments to the industry’s royalty structure. 
First suggested last year, the government stated that it would 
increase royalties from 3.5% to 7%, to from 10% and 13% for 
many of the country’s newer mines. Whether or not intended, 
this mechanism may decrease Indonesia’s annual production by 
closing many of its smaller mines. 
With the market and regulation of coal uncertain, the industry 
must minimize operational expenses. This will dictate the suc-

cess or failure of many of those already invested in the Indone-
sian coal mining industry. For some, as in the case of Toba Bara 
Group, this has meant investing. With three concessions in op-
eration through subsidiaries all in close proximity to one another, 
Toba Bara Group invested heavily in developing synergies for the 
group through infrastructure sharing. The first in the company’s 
series of investments is a hauling road connecting the com-
pany’s three concessions. As a result, the company internalizes 
what were previously third-party services and, simultaneously, 
increases output.
Iwan Sanyoto, head of investor relations at Toba Bara Group ex-
plained: “Toba Bara owns three IUP coal mining concessions 

Many major coal players, on the back of the lows of 2009 and 
highs of 2011, invested heavily in infrastructure and are now 
seeking to amortize those invest- ments through increasing 

production. Even those that did not spend money are still 
trying to force as much coal through their infrastructure as 

possible without investing in capital. Those that invested 
initially will be in a far better place than the latter group  
when coal comes back in vogue as they will be able to  
much more easily accommodate an uptick in demand.

- Terry Gray, Director, 
Pt. Britmindo.
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TMU was the only concession lacking 
road infrastructure, we built haul roads to 
link up with ABN. When we completed 
construction of the road in May 2013, 
this enabled TMU to ramp up its produc-
tion output, transporting its coal across to 
ABN and using the coal processing plant 
(crusher) and port facility of Indomining. 
Prior to having the road at TMU, TMU was 
relatively inefficient, as it had to use third 
party facilities at high costs. With the road 
infrastructure at TMU in place, we have 
internalized the usage of our own assets, 
particularly enabling TMU to ramp up its 
production and become more cost effi-
cient in the process. For example, prior to 
completion of the haul road, TMU’s quar-
terly production run rate was at 88,000 mt 
in Q1 2013. After completion in May 2013, 
the ramp up produced output of 147,000 
mt, 275,000 mt, and 420,000 mt in Q2, 
Q3, Q4 2013 respectively.”
“As per first quarter (Q1) 2014, our FOB 
vessel cash cost was about $48.9/mt. 
Last year, the number stood at $55.1/mt,” 
Sanyoto continues. “The higher the strip 
ratio, the more expensive it is to remove 
waste in order to obtain coal. Coal price 
and fuel price are two major variables 

we have no control over, but we can at 
least manage variables such as lowering 
strip ratio and overhaul dump distance. 
So far we have managed to lower the  
dump distance more than the strip ratio 
as well as reducing logistics and transpor-
tation costs.”
Arthur Simatupang, director of Toba 
Bara Group, summarized: “With the cur-
rent downturn, if we want to survive as 
mine owners, we have to do it together  
and have common cuts to bring down  
the coal costs. We have to work together 
as partners.”
Entering the coal market during its high in 
late 2008, Medco Energi Mining Internasi-
onal, a subsidiary of the long-established 
Indonesian energy company Medco En-
ergi Internasional, soon realized that it 
needed to find a creative solution to sur-
vive in the low-price environment. With a 
civil engineer, Arie Prabowo Ariotedjo, as 
its CEO and managing director, Medco 
Energi Mining Internasional learned that 
by performing all contracting services in-
house, it could turn a profit on its relatively 
small concessions in Nunukan, North Ka-
limantan: Duta Tambang Rekayasa (DTR) 
and Duta Tambang Sumber Alam (DTSA). 
DTR is currently only producing 600,000 
mt/y and the reserve between the two is 
a mere 10 million mt.
However, Arie Prabowo Ariotedjo ex-
plained that Medco Energi Mining Inter-
nasional has created a model that works: 
“At present, large companies generally 
only consider buying large concessions, 
believing that the headache and the cost, 
including operations, permitting etc. does 
not change whether you are producing 
1 million mt/y or 10 million mt/y. On the 
other hand, smallscale mining is only be-
ing done by smaller companies and it is 
not being done properly, meaning not in 
accordance with government and environ-
mental regulations and standards. Medco 
Energi Mining has created a model for 
small mining concessions of around 5 
million mt in total resources, which is 
not viable for large companies.” Through 
this scheme, Medco Energi Mining In-
ternasional is acquiring additional smaller 
mines with the intention of replicating  
its success. Minimizing operational  
expenses may be the best opportunity 
to maintain profitability and the country’s 
position as the world’s largest exporter  
of thermal coal. •

The wide variation in terms of project 
settings in Indonesia makes engineering 

and design projects a wonderland for 
those working in the field. The mix of 

factors that must be taken into account 
is astounding: the technical components 

of the design, namely geotechnical, 
hydraulics and safety; the wide variation 
in material and ground types, from soft 

clay to hard rock; and the environmental 
aspects such as high seismicity and 

heavy rainfall. In these projects there is 
a lot of risk, but also great opportunity at 

the same time.

- Simon Ballantyne, President Director, 
Ground Risk Management

“

”through its subsidiaries: Adimitra Barata-
ma Nusantara (ABN), Indomining, and Tris-
ensa Mineral Utama (TMU)…In late 2012, 
management decided to better its infra-
structure by streamlining the road system 
between TMU, ABN, and Indomining. As 
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Opening up 
north Barito 

Coking Coal in Indonesia

More surprising than the development 
of Indonesia as one of the world’s most 
important sources of thermal coal are 
the prospects of Indonesia’s still nascent 
coking coal industry. In 2012, Indonesia 
did not even stand among the world’s 
10 largest producers of coking coal, ex-
porting but 3 million metric tons per year 
(mt/y) of the substance compared with 
China, Australia and the United States 
with 510 million mt/y, 147 million mt/y, 
and 81 million mt/y of production, re-
spectively. Even speculatively, many 
other regions have drawn more attention 
than Indonesia. This, however, has not 
been for lack of interest. Indonesia has 
failed to develop as a coking coal region 
because of a number of challenges as-
sociated with infrastructure, which may 
soon change. Moreover, the qualities of 
the country’s coal are unique and the 
proximity of this coal to hungry markets 
is enviable.
Among those blazing trails in producing 

coking coal is Australian Cokal, which,  
in 2014, will bring the Bumi Barito Mineral 
project (BBM), their first project in Indo-
nesia, into production. Located in the Mu-
rang Raya regency of Kalimantan, BBM, 
as well as several of the company’s other 
concessions, have long been trapped. 
The waters of the Barito River, which 
winds through the region and would  
act as the access point to the company’s 
coal, were too shallow for the company 
to access using conventional transporta-
tion methods.
Necessity was the birth of innovation. 
Peter Lynch, chairman and CEO of Co-
kal, said: “We are building a haul road  
and employing a push barge system 
capable of transporting goods through 
shallow waters. Similar to those seen on  
the Mississippi River in the US, these 
vessels are the first of their kind to be 
used in Indonesia and will allow for us to 
transport 6,000 mt per shipment; 50% 
more than others. Additionally, the shal-
low draft of these boats will allow for us 
to ship 80% of the year, versus 55% of 
the year for our competitors.”
Upon reaching market, Cokal’s product 
could be strongly in demand. Pat Hanna, 
executive director of Cokal, commented: 
“According to the tests we have run so 
far, the coking coal present at our sites in 
Central Kalimantan appears to be a very 
special type of coking coal, perhaps simi-
lar to a New Zealand style coking coal, 
but even then still different from that. 

This coking coal could break all the rules.” 
Lynch added: “This coal compliments the 
shift in quality which we will see appear-
ing in Australian product as older mines, 
those developed in the 1970s, cease  
production and newer mines, such as 
those in the Rangal Coal Measures, 
begin to ship product. Australian cok-
ing coal produced in these new mining 
regions has a markedly lower amount of  
vitrinite. Coking coal produced from the 
North Barito Basin is vitrinite rich and can 
offset this drop.
The development of BBM, which is now 
in the final stages of bankability, will al-
low for the company to initially produce 2 
million mt/y of coking coal, which will lat-
er be scaled to a 6 million mt/y operation. 
The implication of BBMs success may 
be larger, though, acting as a springboard 
for regional development. Peter Lynch 
said: “The development of BBM will  
bring to the basin a much more efficient and  
reliable logistics chain, thereby allowing 
for North Barito Basin coking coal to be-
come a mainstay in the global market.”
BHP Billiton is among the few companies 
that own concessions in the North Barito 
Basin. The company has held the rights 
to seven concessions for 20 years, even 
while discarding other assets, including 
Tavan Tolgoi in Mongolia. BHP Billiton’s 
assets in the basin, in fact, are the only 
coking coal assets outside of Australia 
that the company retains, which is a sign 
of the region’s promise. •

Image: Indonesian Mining Association

Industry Explorations

Global Business Reports

Industry Explorations - 79 -

INTERVIEW

INDONESIA POWER & MINING 2014



Medco Energi, an Indonesian 
energy company, has worked in 
the Indonesian oil and gas sector 
since it was founded in 1980, but 
moved into mining in 2008 with 
the establishment of its subsidiary, 
Medco Energi Mining. What inspired 
the company to enter the mining 
space?
Medco Energi Mining was founded in 
late 2008 as part of the parent compa-
ny’s strategy to diversify the business 
and, at the time, coal was the obvious 
choice considering the bullish market. At 
an earlier stage, Medco Energi Mining 
owned 14 concessions and eventually 
determined that the company’s 2 con-
cession in Nunukan, North Kalimantan – 
Duta Tambang Rekayasa (DTR) and Duta 
Tambang Sumber Alam (DTSA) – had po-
tential. The total resource is only 10 mil-
lion metric tons (mt), but the size is ap-
propriate for an up-and-coming company. 
DTR is currently only producing 600,000 
metric tons per year (mt/y), and the near-
by concession, DTSA, which along with 
DTR will produce 1 million mt/y, but the 
company decided that it would wait to 
ramp up production until coal prices re-
covered and would await for clarity from 

arie prabowo 
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the government on the increase of royal-
ties.

Duta Tambang Rekayasa entered 
into production when coal prices 
were beginning to fall. How has 
the company realized a profit in the 
current market?
When Medco Energi Mining was first 
established, the original concept was 
to outsource the work on the mine, as 
is the common practice in the industry. 
However, as prices started to fall, the 
company realized that it needed to be 
more cost efficient. I evaluated the ten-
ders that we had received from contrac-
tors and concluded that Medco Energi 
Mining could save money by performing 
the work itself and perhaps even make 
a profit. As such, Medco Energi Mining 
moved to perform all of the operations 
and has been doing so successfully for 
several years. Coal prices were 10% low-
er than last year, but the company turned 
a profit. 

Given that there is no clear sense that 
coal prices will improve in the short-
term, what is Medco Energi Mining’s 
strategy going forward?
Medco Energi Mining hopes to replicate 
its successful model in other parts of 
Indonesia. At present, large companies 
generally only consider buying large 
concessions, whereas only smaller com-
panies are doing small-scale mining, 
but small-scale mining is not being con-
ducted in accordance with governmental 
and environmental regulations and stan-
dards. Medco Energi Mining has created 
a model for small mining concessions of 
around 5 million mt, which is viable for 
large companies. The company is acquir-
ing smaller mines and hopes to attract 
foreign investors and position itself as a 
potential strategic local partner, where 
regulation requires that the foreign inves-
tor divest shares to a local partner after 
a certain number of years of operation.
Medco Energi Mining’s second strat-
egy is to integrate the upstream and the 
downstream, that is to say to build coal-
fired power plants at the mine mouth to 
power the local areas and also to build 
a coal-fired power plant to power the 
smelters for the downstream process-
ing of minerals. The government requires 
that minerals be processed in domestic 

power plants. Medco Energi Mining is 
working with its affiliated company, Mul-
tifab to study areas where it could build 
a power plant, including Central Java. 
Medco Energi Mining’s role will be to ac-
quire local coal concessions or work with 
concession owners to determine a long-
term contract for the provision of coal to 
the power plants. 

The coal that Medco Energi Mining 
produces, with 3.5% sulphur, is not 
the most desirable on the market. 
Why did Medco Energi Mining decide 
to purchase concessions with this 
type of coal?
Many investors in the mining space 
would not have bought a concession of 
coal that possesses 3.5% sulphur. In 
fact, many investors are moving away 
from this type of coal. However, Med-
co Energi Mining is able to sell its coal 
above market prices, 15% above the 
government index rate, because Medco 
Energi Mining has a strong reputation as 
a reliable producer. 

Coal royalties are between 3.5% and 
7%, but the government has stated 
that it will increase them to between 
10% and 13% for many of the 
country’s newer mines. What will this 
mean for the industry?
If the government increases the coal roy-
alties, which is a fixed cost, and the price 
of coal remains at current levels, many 
small mines will close. However, the 
government has been reconsidering this 
policy. Instead, the government should 
consider putting a tax on windfall profit 
instead of increasing royalties, which 
would still decrease a miner’s overall 
profit, but be less burdensome. 

When GBR returns to Indonesia in 
two to three years, where will we find 
Medco Energi Mining?
Medco Energi Mining hopes to grow 
production on Duta Tambang Rekayasa, 
Duta Tambang Sumber Alam, and its new 
concession Asset to up to 2 million mt/y. 
In addition, the company will be looking 
at other concessions, developing power 
plants, and providing mining services. 
The company entered the coal market at 
a difficult time, but it has found creative 
solutions that it can carry forward in bull 
and bear markets. •
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Since we last met with NRM in 2012, 
how has business faired?
The coal market has had a significant ef-
fect on our business. In 2012, we com-
pleted 45 separate projects, but only 
around 20 projects in 2013. Although 
individual projects in 2013 had higher 
value, we still experienced a 30% reduc-
tion in revenue and other consultancy 
groups are reportedly suffering similarly. 
The closure of many smaller greenfields 
and brownfields-type coal projects has 
largely caused this. Still, it is surprising 
that we have only seen a limited uptick 
in acquisitions driven by a greater preva-
lence of distressed assets in the market. 
In response to this, NRM has established 
a strategic alliance with Australian-based 
Xenith Consulting Pty Ltd., which will 
benefit both parties. Xenith can establish 
a foothold in the Indonesian market, and 
NRM can expand its services through ac-
cess to Xenith’s larger resources.

The service sector has been described 
as ‘in limbo,” as it waits for a change 
in the macroeconomic environment. 
What catalysts might cause the 
market to turn?
The fundamentals driving business 
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growth in 2014 are hard to predict. A rise 
in acquisitions due to lower thermal coal 
prices did not materialize, as we pre-
dicted. Market conditions might have in-
creased demand for consulting services, 
as mines are required by financial institu-
tions to revise their life of mine plans, but 
this also did not happen, as many com-
panies chose to utilize internal resources 
to cut costs. 
On a brighter note, a growth area has 
been in providing support to the Indone-
sian governmental power utility, PLN, to 
expand domestic power capacity, with 
emphasis on using lower quality thermal 
coal, particularly in Sumatra, to feed into 
the national grid. A recently released plan 
by PLN anticipates expansion of coal us-
age from approximately 60 million met-
ric tons (mt) in 2013 to 150 mt by 2022. 
Ironically, this sector has previously not 
found much favor, with the industry pre-
ferring to focus on the export market. 
The new mining law attempts to enforce 
a 30% commitment of coal supply to do-
mestic consumption.
The overarching problem is Indonesia’s 
bureaucracy. In less than twenty years, 
the country has moved from an autoc-
racy to a democratic democracy. Yet in 
conferring responsibilities on regional 
governments, vested interests devel-
oped. Permitting has become a mecha-
nism by which political parties generate 
funding. Nonetheless, corruption is now 
being discussed more openly, and Indo-
nesian leaders are now using the Cha-
tham House Rules to address the busi-
ness community on sensitive issues.

Will the 2014 presidential elections 
impact business confidence in the 
mining industry?
The 2014 presidential elections repre-
sent a chance wherein the Indonesian 
people will be able to dispense with 
old, ineffective intuitions in favor of new 
ones. The end of the current administra-
tion could lead to profound change within 
the industry. President Susilo Bambang 
Yudhoyono’s Democrat Party was not 
broadly supported in the parliamentary 
elections, which resulted in a coalition 
government. Consequently, his cabinet 
position nominations were driven more 
by a political agenda than policy reform. 
A decisive victory could allow the elected 
party to move in a concerted direction. 

What is NRM’s two-year outlook for 
thermal coal?
Several variables have affected thermal 
coal pricing: the slowdown in China, the 
aftershocks of the global financial cri-
sis, and the shift in the supply-demand 
balance as a result of over-investment 
in new and existing operations prior 
to 2013. Although fringe players have 
dropped production, the majors still en-
tertain plans for expansion in 2014 de-
spite the attempt by the government to 
introduce production “caps.”
A correction is forthcoming, but how 
soon? In 2003, Japan, Taiwan, and Korea 
– the three largest markets for thermal 
coal at the time – attempted to maintain 
suppressed thermal coal pricing, which 
had prevailed since 1997. This resulted 
in the supply-demand balance reaching 
a “tipping point” with the price of ther-
mal coal jumping steeply, by greater than 
$3/mt in one weekend and subsequent 
larger jumps in the Newcastle Index up 
to $160/mt. A period of significant price 
volatility followed. 
Regardless, Indonesia is in a strong posi-
tion to capitalize from the business gen-
erated from a volatile coal market. There 
are a number of smaller mines that are 
simple deposits and situated close to 
rivers that can be started up and closed 
easily. The larger players have already 
committed to excess infrastructure and 
equipment capacity. 

What final message do you have for 
readers?
Indonesia needs to lower its “hidden” 
barriers to investment, principally permit-
ting so as to remain a competitive desti-
nation for investment capital. This means 
minimizing the economic and time cost 
of permitting. Land issues need to be re-
solved more quickly. The impact of illegal 
mining is a good example. In the 2000s, 
uncontrolled activities were brought un-
der control but not before BHP closed 
its operations. Will the current permit-
ting “logjam” result in other businesses 
reaching a similar decision? • 
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The coal market has changed 
significantly since we last met with 
Britmindo, in 2012. What has this 
meant for Britmindo?
At present the industry is challenged by 
the price of coal. However, at Britmindo 
we remain positive as history shows that 
the market for coal is cyclic; that there 
is continuing demand for coal worldwide 
and thus the coal price will eventually re-
cover in Indonesia. I first came to Indo-
nesia in 1993, when Indonesia was pro-
ducing only 65 million metric tons (mt). 
Indonesia has consistently and repeat-
edly confounded the pundits, regardless 
of the price of coal and regardless of the 
state of the market. Indonesia has con-
sistently increased production over the 
last 20 years at an average of 10% per 
annum, year on year. Now the country 
produces over 400 million mt. How much 
coal production can be increased further, 
will be defined by a number of variables, 
among them governmental policies and 
availability of infrastructure. The low 
hanging easy fruit of the early days in the 
industry is gone. Indonesian companies 
will now need to work harder and focus 
more on long-term strategy to continue 
their growth strategies. 
At Britmindo, turnover in 2013 was con-
siderably less than that of 2012. This is 
because when coal is attractive, many 
organizations run to consultants; con-
sultants are then the first to feel the 
downturn when the coal market falls. 
At Britmindo, we have a core of clients 
who have steadfastly remained with Brit-
mindo, despite the recent industry diffi-
culties and when the price improves, we 
believe that many others will return. 

Which services lines have been 
resilient during this market 
downturn? Which services is 
Britmindo now seeing little demand 
for?
While there has been less interest in 
mine owners developing their mines, 
Britmindo has observed that a depressed 
market has resulted in lesser price ex-
pectations from mine owners for equity 
investments. We have been assisting a 
number of entities in evaluating possible 
investment opportunities in mines. 
The downturn in any commodity usually 
results in a significant reduction in ex-
ploration development. Whilst develop-

ment was still with us in 2012, in 2013, 
a further weakening of coal prices hit 
exploration hard with the industry elect-
ing to withhold exploration funding. An 
increase in the price of coal will correct 
this, as companies must demonstrate 
that they have mineable reserves, which 
then requires initial exploration work to 
demonstrate to the market that they 
have reserves, which have been estimat-
ed in accordance with JORC 2012.

Britmindo will work on a broader 
array of project types in 2014. What 
spaces of the market will this be in?
As consultants, we currently offer many 
front-line services, such as JORC 2012 
reporting, feasibility studies and mine 
management, but we now see a greater 
promise in back-line services, the ser-
vices that are required to support ex-
ploration and operational requirements. 
Historically, we have used third-party ser-
vices for the provision of these services, 
which range from exploration drilling to 
geotechnical testing; from site support 
to infrastructure design. Britmindo has 
found that the interface between many 
of these services is often poor, as is the 
quality of services provided. 
Britmindo has invested in exploration 
drilling and geotechnical reporting and 
aims to be a “one stop” shop from ex-
ploration to mine management going 
forward, providing a suite of integrated 
services to the industry. Additionally, 
Britmindo will deal in other minerals and 
look at credible market intelligence sup-
ply services going forward. 

Indonesian coal production continued 
to grow in 2013, in spite of the 
recessed market. In what way, has the 
market informed how coal miners are 
mining their concessions?
Many major coal players, on the back 
of the coal price highs of 2011, invested 
heavily in infrastructure and are now 
seeking to amortize those investments 
as much as possible through increas-
ing production. Even those that did not 
spend money are still trying to force as 
much coal through their infrastructure 
systems as possible without investing 
in capital. Those that invested previously 
will be better placed when coal comes 
back in vogue as they will be able to 
much more easily accommodate an up-
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turn in production demands. 
Mining in Indonesia is quite simple. Most of the mines are fair-
ly easy to operate; the largest issue is logistics. For operating 
costs, a proportion of one’s cost structure is fixed costs, i.e. 
the cost of processing and transporting coal from the mouth of 
the mine to the mother vessel; and this does not vary much, 
irrespective of coal price. However, one of the most important 
costs are the variable costs: those related to stripping ratio 
and currently many miners are stripping at low ratios and thus 
“high grading” their reserves deposits. 

Nationalism has influenced many of Indonesia’s resource 
policies. What will be the role of the foreign investor?
The role of foreign investor will remain very important to the 
continued growth of Indonesia’s mining industry. Indonesia has 
money to invest, but it still needs the foreign investor to con-
tinue its development, especially in commodities other than 
coal which require a greater amount of expertise and capital. 

Indonesia has among the lowest rates of electrification 
globally. In spite of its wealth in coal, the country 
continues to depend on gasoline for electricity generation. 
Is this sustainable?
Indonesia’s continued dependence on gasoline for the genera-
tion of electricity does not make sense. Indonesia imports fuel 
at world price parity and then provides a power tariff which is 
not commensurate with fuel costs. The nation would benefit 
from an energy policy which provides low grade, low cost coal 
to mine mouth power stations, thus leaving better quality coals 
for export and the subsequent export revenues and applicable 
taxes. Such a policy will lead to greater focus on the construc-
tion of coal fired power plants, which in turn will lead to greater 
domestic consumption of coal. Therein lies the opportunity for 
the coal industry in Indonesia.
Aside from commodities traditionally associated with 
Indonesian mining, which other spaces of the industry will 
develop?
Perhaps in time we will see iron ore developed in a more signif-
icant way. Indonesia’s iron ore deposits are similar in quality to 
those of Australia and closer to their possible market in China.

Some believe that we might soon see a ban on raw 
mineral exports extended to low-grade thermal coal. Is 
this a legitimate concern?
No, at Britmindo we do not believe we will see an outright ban 
on raw mineral exports extended to low-grade thermal coal. 
That view was taken in the belief that low grade coal could be 
upgraded and thus command better pricing structures. How-
ever at today’s low prices, coal beneficiation may not be eco-
nomic and so in the short to medium term, this should not be 
a major concern. • 
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Indomining began operations in 2008. 
How has business fared since this 
point in time?
AS: There has been a downturn in the 
market since we first entered into 
production in 2008. To match these 
conditions, Indomining and Toba Bara 
have collectively focused on increasing 
mine profitability, rather than increasing 
production volumes, as many in the 
industry are doing. We will continue 
to produce at one million metric mt 
(mt) per annum for the next five years. 
Thereafter, we may increase production 
to four million mt/year, a move that we 
are currently preparing for by expanding 
the group’s infrastructure. Infrastructure 
sharing has been a very strong asset for 
the entire Toba Bara Group.
 
How has the global decline in coal 
prices influenced the way in which 
Toba Bara mines its concessions?
IS: Toba Bara owns three IUP coal mining 
concessions through its subsidiaries: 
Adimitra Baratama Nusantara (ABN), 
Indomining, and Trisensa Mineral 
Utama (TMU). The company has an 
advantage where the three concessions 

arthur 
simatupang & 
iwan sanyoto

AS: President Director 
indoMining
IS: Head of Investor Relations
toba baRa

are located adjacent to each other with 
close proximity to the loading ports. 
Given this advantage and to create 
synergies through infrastructure sharing 
among Toba Bara’s three subsidiaries, 
in late 2012, management decided to 
better its infrastructure by streamlining 
the road system between TMU, ABN, 
and Indomining. As TMU was the only 
concession lacking road infrastructure, 
we built hauling roads to link up with 
ABN. When we completed construction 
of the road in May 2013, this enabled 
TMU to ramp up its production output, 
transporting its coal across to ABN and 
using the coal processing plant (crusher) 
and port facility of Indomining. Prior 
to having the road at TMU, TMU was 
relatively inefficient as it had to use 
third party facilities at high costs. With 
the road infrastructure at TMU in place, 
we have internalized the usage of our 
own assets, particularly enabling TMU 
to ramp up its production and become 
more cost efficient in the process. For 
example, prior to completion of the 
hauling road, TMU’s quarterly production 
run rate was at 88,000 mt in Q1 2013. 
After completion in May 2013, the ramp 
up produced output of 147,000 mt, 
275,000 mt, and 420,000 mt in Q2, Q3, 
and Q4 2013, respectively.
IS: As per Q1 2014, our FOB vessel cash 
cost was about $48.9 per mt. Last year, 
the number stood at $55.1 per mt. The 
higher the strip ratio, the more expensive 
it is to remove waste in order to obtain 
each mt. Coal price and fuel price are two 
major variables that we have no control 
over, but we can manage variables such 
as lowering strip ratio and overhaul dump 
distance. We have managed to lower 
the dump distance more than the strip 
ratio as well as reducing logistics and 
transportation costs. Last year we took 
the opportunity to upgrade our on-site 
infrastructure capacity in anticipation of 
production ramp up and potential coal 
price recovery in the future.
AS: With the current downturn, if we 
want to survive as mine owners, we 
have to do it together and have common 
cuts to bring down the coal costs. We 
have to work together as partners. 

What is the production schedule for 
the Toba Bara Group for the next few 
years?

IS: We are striving to maintain consistent 
production growth while sustaining a 
certain profitability margin, but we will 
continue to achieve the higher end of 
our production target range. In 2013, 
we produced 6.5 million mt, beating 
our initial target of 5.8 to 6.4 million mt. 
This year, we are targeting production 
output of between 7.2 to 7.8 million mt. 
Given global coal prices, our strategy 
is to prepare for further production 
growth in the near future, while still 
generating decent profitable margin. 
Last year, we realized relatively sizeable 
capex to upgrade our infrastructure 
capacity, increasing annual capacity from 
previously 13 million mt to 16 million mt. 
The new capacity should be more than 
sufficient to accommodate much higher 
production resulting from potential ramp 
up. On the other hand, if the coal price 
corrected more than we anticipated, we 
would simply not produce as much. 

Indomining has won awards for the 
company's environmental practices. 
What has underscored the firm’s 
success in this field?
AS: From inception, Indomining strove 
to be a transparent and environmentally 
responsible entity. We are providing and 
giving back to the community. We place 
a heavy emphasis on CSR: on rebuilding 
facilities, providing education and 
strengthening the health sector.

Where do you see Toba Bara and 
Indomining in two to three years?
IS: It will be a much bigger company. 
The group is run by young professionals 
who have strong ambitions, strong work 
ethics, and positive attitudes about 
the future. We would like to become a 
diversified energy producer that can 
grow the usage of coal domestically to 
power Indonesia. 
AS: We are inherently bullish, as we 
become a mid-size coal producer. We 
want to focus on building infrastructure 
to accommodate further growth and 
to have more control over the process. 
This will be key to the success of any 
company operating in Indonesia’s coal 
space. • 
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the reliable 
Minerals: gold 
and Copper 
production in 
indonesia
Gold & Copper Production in Indonesia

Gold and copper mineralization was first 
established nearly 80 years ago at Erst-
berg, the mine which first drew inter-
national interest to Indonesia’s mineral 
resources and led to the establishment 
of Freeport-McMoRan’s Grasberg mine. 
A Dutch geologist named Jean Jacques 
Dozy discovered the mine while survey-
ing rocks found in a riverbed near the 
mountain in 1936. The gold and cop-
per found in Western Papua and made 
famous through Grasberg continues 
to play an important role in Indonesia’s 
economy. Grasberg alone contributes as 
much as 2% of the world’s gold produc-
tion annually, and Indonesia stood as the 
world’s eighth largest producer of copper 
and gold in 2012.
Gold and copper production in Indone-
sia, grouped together as gold is often 
found as secondary mineralization in 
copper porphyries, has historically been 
controlled by the activities of two firms: 
Freeport-McMoRan, which operates the 
Grasberg mine, and Newmont Nusa 
Tenggerah, which operates the Batu Hi-
jau mine. Both companies collectively ac-

count for 97% of total copper production 
in Indonesia. Other participants of note 
include Aneka Tambang, the state-run 
mining company that owns the Pongkor 
and Cibaliung mines in West Java and 
Bantam, which produce gold and silver, 
but not copper.
In 2012, this small industry saw the en-
trance of a new player, G-Resources.  
A sixth generation Contract of Work 
(CoW) with a resource base of over  
8 million ounces (oz) of gold, G-Re-
source’s Martabe mine has revitalized 
interest in Indonesian mining at a time 
when few thought it possible to put 
a mine through to production. First  
entering into production in July of 2012,  
G-Resources surpassed its own produc-
tion estimates in a year when aggre-

gate gold production shrank. In 2013,  
the company produced 280,000 oz of 
gold and approximately 1.5 million oz  
of silver.
Though still young, Martabe has come 
to represent the best of Indonesian  
mining: world-class resource bod-
ies and a globally low cost structure.  
Peter Albert, CEO of G-Resources, said: 
“Martabe was always going to be a  
very competitive mine, and the cost  
profile over the past 18 months has 
demonstrated that we are operating well 
within the lowest quartile of global gold 
producers. In 2013 the “all-in-sustaining-
cost” (AISC) was $799/oz and for the 
first half of 2014 it is about $700/oz – 
there are very few gold mines around 
the world operating at these sort of cost 
levels.”
Key to the company’s success has been 
its emphasis on community relations 
and safety, both of which have proven 
to be perennial pitfalls for larger mem-
bers of the industry, like Freeport. Albert 
continued: “With a workforce of 2,600,  
we have placed a heavy emphasis on 
worker training, development and safe-
ty. In two years of operations we have 
had only four work related injuries – four  
too many to be sure, and we remain 
committed to creating a zero accident 
workplace.”
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expanding 
Company 
Operations

Smelting in Indonesia

The Indonesian government has taken 
strong step to encourage producers to 
construct mineral processing facilities, 
which have materialized. To date, the 
BKPM, Indonesia’s foreign investment 
coordinating board, has issued 28 per-
mits for the construction of such facili-
ties, three of which will smelt bauxite, 
five of which will smelt iron ore, 14 of 
which will smelt nickel, and three of 
which will smelt copper. Through these 
investments, the BKPM expects to grow 
foreign investment into the country by 
15% in 2014. These facilities are specu-

lated to bring in $12.4 billion of invest-
ment into the country over the course of 
the next three years.
Though some have speculated how 
many of these facilities the industry will 
see developed, citing infrastructure con-
cerns and rationalizing that perhaps many 
of the proposed facilities are companies 
attempts at buying time, some maintain 
that these projects are economic. Simon 
Birch of Resindo Resources Indonesia, 
a domestic consultancy, explains that, 
“The development of smelting facilities 
in the country requires a large amount 
of resources, however, these facilities 
are feasible and are economic for certain 
groups. We have seen serious interest in 
nickel. In spite of some arguing that In-
donesia lacks a sufficient resource base 
to develop these facilities, we believe 
that for certain commodities, especially 
nickel, we will see smelters developed.”
Indonesia has moved to lock in those 
that would propose the development of 
such facilities. The country has issued a 
regulation stating that all those intend-
ing to build smelters domestically must 
pay a 5% guarantee on their investment. 

In 2014, Indonesia will see three smelt-
ers enter production: one involved in 
processing bauxite into chemical grade 
alumina, and two involved in processing 
iron ore.
Among the most interesting of Indone-
sia’s proposed smelters is that of Asia 
Minerals Corp. (AMC) in so far as it repre-
sents the direction in which the Indone-
sian government would like for domestic 
mining to head: smelting acting as part 
of the company’s license to operate. Cur-
rently involved in the trade of raw man-
ganese ore in West Timor, AMC plans 
to use the funding generated through 
gradually increasing exports, which the 
firm plans to expand from 250,000 met-
ric tons (mt) in 2014 to 500,000 mt in 
2015, to fund the development of first 
a manganese smelter and then later an 
iron ore mine. Regardless of the politics 
that will continue to surround Indonesia’s 
export ban, AMC proves that smelting, if 
approached properly, can be attractive. •

In the past several years, Indonesian 
copper and gold production has swung 
wildly on account of poor mine man-
agement. Riots have plagued Grasberg,  
halting production. Many expect  
production to fall in 2013 following a bout 
of community related issues that flared 
following a tunnel collapse, which killed 
nearly 30 and led to a two-month sus-
pension of operations.
Uncertainty continues to hang in the  
air over Indonesian copper and gold 
production following several years of 
declining production and the implemen-
tation of an export ban, which could 
adversely affect Freeport and New-
mont. In 2012, Indonesian copper pro-
duction stood at 430,000 metric tons 
per year (mt/y), down from 543,000 
mt/y in 2011. Gold production stood at 
95 mt/y in 2012, down from 96 mt/y in 
2011. Though Newmont achieved its 
2013 production estimates, analysts re-
cently downgraded the company out 
of fear over the unclear fate of Batu  
Hijau, which now faces stricter regula-

“Como Engineers is fortunate in that 
even in uncertain times it has been 
able to steadily generate business. 

This is attributable to the resilience of 
thermal coal in international markets and 

gold’s isolation from the government’s 
attempts at policy making.”

- Shaun Simmonds, President Director, 
Como Engineers

“

”
tion through the country’s export ban.  
This fear was made legitimate in June, 
when Newmont filed for international  
arbitration against the government. The 
government has ince retaliated with 
threats of full blown nationalization  
should Newmont fail to comply with its 
new regulations. •
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In 2012, Martabe entered into 
production. How has production 
faired?
In July 2014 Martabe reached its two-
year production anniversary. In 2013, we 
produced 280,000 ounces (oz) of gold 
and approximately and 1.5 million ounces 
of silver. In 2014 we expect gold to settle 
back to our longer term projection of 
250,000 oz per annum (oz/year) and sil-
ver to increase to 2 million oz.  Martabe 
was always going to be a very competi-
tive mine, and the cost profile over the 
past 18 months has demonstrated that 
we are operating well within the lowest 
quartile of global gold producers. In 2013 
the “all-in-sustaining-costs” (AISC) was 
$799/oz and for the first half of 2014 it 
is about $700/oz – there are very few 
gold mines around the World operating 
at these sort of cost levels. With a work-
force of 2,600, we have placed a heavy 
emphasis on worker training, develop-
ment and safety. We have only had four 
work related injuries, which is four too 
many, and we remain committed to cre-
ating a zero accident workplace.   
A very good cost profile and a healthy 
cash flow bodes well for the company 
with regard to potential acquisitions. In 

peter albert

Chief Executive Officer
g-ResouRces

evaluating any possible acquisition, we 
naturally have a preference for Asia and 
Southeast Asia as they are in our back-
yard. However, we are not opposed to 
evaluating opportunities further afield. 

Can you tell me about G-Resource’s 
exploration strategy in 2014?
We will continue to explore in and around 
the Martabe deposits as well as wider 
afield on our tenement areas. Our annual 
budget is around $17 million, and with 
such geological potential at Martabe, this 
expenditure will inevitably yield results. 
Since G Resources acquired Martabe in 
mid 2009 we have increased reserves 
from 2.2 million oz gold to 3.1 million 
oz gold as well as having produced over 
400,000 ounces from the mine – so a 
very real and competitive “bang for our 
buck” in terms of exploration dollars 
spent. 

How does G-Resources engage with 
the local communities? 
Our social license today is the strongest 
it has ever been. In late 2013, we were 
challenged by misinformation, which 
led to the community to believe that we 
were doing something wrong. The way 
in which G-Resources resolved this issue 
is a great example of how a company can 
rectify a situation to the betterment of all 
parties. If one does not have a social li-
cense to operate, one’s project is mean-
ingless. 
How have you managed to integrate a 
relatively uneducated local work force 
into the project near seamlessly? 
G-Resources employs around 1600 lo-
cal villagers. Local stakeholders can see 
that we have made a long-term com-
mitment and that their families' children 
and grandchildren will benefit from the 
mine’s presence. This involves education 
and collaboration. Having experienced 
leaders across the business that can 
share their knowledge with local com-
munity is paramount both in ensuring 
that a mine functions and that a commu-
nity is enriched through its operations. 
Through this process, over time, the lo-
cal employees will move up into more 
skilled positions.  

5% of Pt. Agincourt (the Indonesian 
subsidiary of G Resources) was 
divested to the local government.  

What advantages has this offered 
G-Resources?
In Pt. Agincourt’s mine contract, we do 
not have any specific divestment provi-
sion, but we offered a 5% ownership 
of the business to a combination of the 
region and its provinces. It is a loan, so 
they pay us back out of future dividends. 
It means they are our partners. They are 
still the government; we still have to 
abide by the government regulations and 
get our permits, but there's an alignment 
where all stakeholders can benefit. 

G-Resources has experienced 
share price volatility in the past 
year, not unlike many other mining 
companies. Now that G-Resources is 
into production, what can be done to 
further de-risk the mine?
From an external perspective observers 
see a risk in a single-asset company op-
erating in a country where mining laws 
have been in a state of flux in recent 
years. But frankly I do not think we are 
being rewarded enough for our cash-cost 
position and the production goals we are 
achieving. We have already conducted a 
major de-risking of the company by build-
ing the mine and bringing it into produc-
tion. G-Resource’s market capitalization 
is down 30%, but probably in line with 
other similar companies in the gold min-
ing industry. The fall in gold price has 
been a big factor, but we cannot control 
that, all we can do is continue to per-
form; eventually someone will wake up 
and recognize the great value proposition 
that is Martabe.

How would you advise a resource 
exploration company to navigate the 
obstacles in Indonesian mining?
One must have technical skills, proper li-
censes, social licenses and capital. Tech-
nical skills guard the organization and 
enable one to bring a large project to a re-
mote environment. We have licenses be-
cause we work directly with the relevant 
ministries and the Indonesian people. A 
group of seventy people on the ground 
works on community relationships.  
The fundamental key to success is peo-
ple – the right people, with a belief in the 
company and its core values, and the 
dedication and commitment to succeed. 
Most of our top people have been with 
us since the beginning. • 
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“There are additional safety concerns 
with these smaller machines. Many 

mine sites in Indonesia are large, 
employing hundreds of employees 
at any given time. Having too many 
machines working in one area can 

compromise safety as there are too 
many moving parts to coordinate. Chitra 

Paratama expects that as the price of 
coal increases and mining companies 
have more money to invest, that they 

will once again employ larger machines 
on their mine sites.”

- Herry Herman, President Director, Pt. 
Chitra Paratama

More Than 
Pickaxes:
Mining 
Logistics and 
Services in 
Indonesia



navigating 
rivers, seas 
and the Market’s 
Changing tides 
Shipping in Indonesia

Miners, engineers, and contractors work-
ing at Indonesian mines face geographic 
and topographic challenges ranging 
from remote locations and rocky terrain 
to seasonal flooding. These and other 
factors must be considered in the plan-
ning, design, and day-to-day operations 
of mine sites, but the shipping industry 
must grapple with its own challenges to 
meet the demands of clients both within 
the archipelago and beyond.
With over 17,000 islands spread over 
1,919 million square kilometers, Indone-
sia requires careful planning of shipping 
logistics. Rastian Nazir, managing direc-

strategy. A case in point can be found in 
the Indonesian company Anugrah Lautan 
Luas, which specializes in offshore coal 
transshipment activities in Indonesia. 
Not only providing the floating crane ter-
minal, Anugrah Lautan Luas has a fleet of 
tugs and barges, offers storage facilities 
and also handles agency services. Adi 
Kusumah, CEO of Anugrah Lautan Luas, 
explained: “While many other companies 
in the transshipment business limit their 
services entirely to transshipment, Anu-
grah Lautan Luas believes that in order 
to help the customer in difficult markets, 
like the one we see today, it is important 
to oversee the process from beginning 
to end and tailor the design of the fleet 
in accordance to the river’s restrictions, 
trade conditions (need for blending), etc. 
In this way, Anugrah Lautan Luas is able 
to protect the customer at all points in 
the supply chain.”
In addition to shifting strategies,  
the entrance of new technologies is 
anticipated. Amit Bhardwaj, country 
general manager of ISS-Marindo, a joint  
venture between the international Inch-
cape Shipping Services (ISS) and the 
local Pt. Equator Marindo which offers 
maritime and cargo services, noted:  
“As the mines in Indonesia continue to 
move inward, there will be an increased 
demand for unconventionally sized barg-
es and tugs. They will need to be smaller 
and have less draft, but still able to per-
form to the level of barges and tugs cur-
rently used; this can only be achieved 
through the implementation of new 
technology.”
With such a complex landscape to  
consider, shipping and logistics service 
providers encourage miners to seek 
them out as partners, rather than per-
form these functions in-house. In regard 
to the transshipment services that CSL 
Group provides in Indonesia through its 
local partner Pt. Lintas Wahana Indone-
sia, Jan Gramm, general manager, said: 
“CSL will work with mines of other cli-
ents that wish to develop a reliable, cost 
effective supply chain that can help dif-
ferentiate their own business, but also 
prefers to invest their funds and focus on 
their core business; e.g. coal mining and 
marketing. These mines will subcontract 
the supply chain, including transhippers, 
to sophisticated specialist companies 
such as CSL.” •

tor of Pt. F.H. Bertling Logistics Indone-
sia, a global project freight forwarder 
that also provides project management 
services, explained: “Indonesia is a very 
large and complex system of islands. 
Knowledge of the various navigable 
channels for moving cargoes from one 
point to another is essential. Each project 
is different and sometimes we need to 
utilize all modes of transportation, com-
bining air, sea, and road, to assure that 
the shipment arrives on time. Moving 
cargoes within Java and also between 
Java and Sumatra is straight forward, but 
Indonesia itself is divided into two parts: 
West and East. Jakarta is the door to the 
West, including Java, while Surabaya is 
the door to the East, where there are 
numerous additional islands. The major 
challenge is to connect West and East. 
For example, the best route for a ship-
ment destined for south of Sulawesi is 
through Jakarta, while a shipment des-
tined for north of Sulawesi must pass 
through Surabaya.”
Apart from the complex nature of Indone-
sia’s geography, changes are taking place 
within the mining industry, particularly in 
coal, that can shape a shipping provider’s 
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Anugrah Lautan Luas was founded 
in 2012, when the market for coal 
was on a downward trend. Can you 
tell us why you decided to establish 
Anugrah Lautan Luas at that point in 
time?
With over 20 years of experience in the 
Indonesian coal industry, I believed that 
2012, when the market was not per-
forming at its peak, was the ideal time 
to establish Anugrah Lautan Luas. With 
the sector struggling due to lower prices 
for coal, banks that provide the funding 
for capital equipment were also see-
ing lower business volumes. Our team, 
with years of experience in the industry,  
decided to take the advantage of this  
situation to negotiate favorable terms 
from the banks to finance our capital 
expenditures to build our transshipment-
focused business. 

While many similar companies 
focus exclusively on transshipment, 
Anugrah Lautan Luas offers a full-
range of accompanying services. Why 
has Anugrah Lautan Luas chosen this 
strategy? 
Anugrah Lautan Luas specializes in off-
shore coal transshipment activities in 

adi kusumah

Chief Executive Officer
anugRah lautan luas

Indonesia. Anugrah Lautan Luas does 
not only provide the floating crane, but 
has a fleet of tugs and barges, provides 
storage facilities and also handles agency 
services. While many other companies in 
the transshipment business limit their 
services entirely to transshipment, Anu-
grah Lautan Luas believes that in order 
to help the customer in difficult markets, 
like the one we see today, it is important 
to oversee the process from beginning 
to end and tailor the design of the fleet 
in accordance to the river's restrictions, 
trade conditions (need for blending), etc. 
In this way, Anugrah Lautan Luas is able 
to protect the customer at all points in 
the supply chain.
At present, Anugrah Lautan Luas has 
two floating cranes, one in South Kali-
mantan and one in Sumatera. Each float-
ing crane has a load capacity of 20,000 
metric tons (mt). In addition, Anugrah 
Lautan Luas has one ocean going vessel 
that can hold up to 22,000 mt of dry bulk 
cargoes. Despite difficult market condi-
tions, Anugrah Lautan Luas has been 
able to grow its business and in fact will 
be commissioning another floating crane 
in January 2015.

What is an example that illustrates 
how Anugrah Lautan Luas has been 
able to adapt, as the coal mining 
industry in Indonesia continues to 
evolve?
One of the key moves that Anugrah 
Lautan Luas is making is with the intro-
duction of a floating crane that has the 
capability to blend coals. In Indonesia, 
the availability of high calorie coal is be-
ginning to diminish. As the calorific value 
falls, it is necessary to blend the coal to 
keep up the calorific value as the market 
demands. This point is particularly im-
portant for premium markets, such as 
Japan, which require high calorie coal for 
their power plants. 
While Anugrah Lautan Luas will continue 
to incorporate new technologies, a very 
important focus of the company is in pro-
viding creative solutions. For clients that 
are having production issues as we see 
today, Anugrah Lautan Luas will work 
with them to identify the issues and put 
together a financing package accordingly. 
No matter how the market for Indonesian 
coal changes, it is very important to listen 
to the needs and concerns of the cus-

tomer and provide creative and friendly 
solutions.

As coal mines move more inland, 
particularly deeper into Central 
Kalimantan, how important is 
it that coal companies use local 
transshipment service providers, such 
as Anugrah Lautan Luas?
While large international players have 
been in the market for a number of 
years, local players offer their own key 
advantages, which can be seen as coal 
mines begin to move more inland. In 
Central Kalimantan, the area is undevel-
oped where the challenge is not only nat-
ural conditions but also understanding 
social issues and applying local wisdom. 
Indonesian companies, especially Anu-
grah Lautan Luas, are better prepared to 
handle situations like these because they 
understand the local context thoroughly. 

When GBR returns in two to three 
years, where will we find Anugrah 
Lautan Luas?
Anugrah Lautan Luas will be a much larg-
er company. In addition to the services 
that the company currently offers, from 
tugs and barges to floating crane termi-
nals, Anugrah Lautan Luas will become 
more involved in the export of coal. It 
already has one ocean going vessel and 
is in negotiations to build a supramax. 
Anugrah Lautan Luas believes that now, 
when the market is not in a boom period, 
is the best time to invest for the future. •
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In the past few years MBSS has gone 
from being a small service provider to 
one of the largest sea transportation 
providers in Indonesia. How did this 
happen?
MBSS is a family-run business, but in 
2011, when MBSS went for an initial  
public offering (IPO), Indika Energy 
bought 50% of its shares. This has 
allowed for MBSS to maintain the 
strengths of a family business, which 
include a strong spirit of entrepreneur-
ship, in addition to those associated with 
a larger organization: corporate values 
that prioritize organizational structure, 
business strategy, and a focus on busi-
ness analytics. Through combining these 
attributes, MBSS now has a very strong 
and sustainable business model. This is 
evidenced in our successive successes 
following the IPO. In 2011, we grew by 
40%. Prior to the IPO we only had 48 
fleets. Now, we have nearly double this 
number. Previously, we had five floating 
cranes. Now, we have seven. 
Today we are an ambitious company, 
with lofty goals both for the domes-
tic and international shipping markets.  
At present we seek out financial partners 
capable of helping the business move  

ika Bethari

Corporate Planning Director & CFO
Mbss

to the next level.

As a sea transportation company, 
MBSS has crossed a significant 
milestone: the company now 
ships from port-port. What factors 
underscored the timing of this 
decision?
MBSS’s decision to move into port-port 
sea logistics was not just a result of a 
strategic decision, but was also a result 
of changing industry dynamics. In the 
past, when the coal industry was boom-
ing and export markets were very strong, 
short distance sea transportation was 
more likely to be requested. The story 
of Indonesia’s coal industry has changed 
since last year. A fall in the price of ther-
mal coal has meant that internal markets 
are now receiving more attention. Our 
internal economic growth is strengthen-
ing. There are many power plants that 
require more coal to be transported from 
Kalimantan to other islands in Indonesia. 
To capitalize off this trend, we have in-
creased the size of our barges. This, 
however, has been measured. Not all 
clients will use this type of process and 
not all ports can handle ships of this size. 
We have around ten clients in our portfo-
lio. If something happens to one, we can 
allocate one ship to another. But if we 
convert to a larger size, we would lose 
that flexibility. 

Apart from this, what stands as 
MBSS’s competitive advantage?
The core of our value proposition focuses 
on offering our customers an integrated 
solution. We meet with clients and dis-
cuss how MBSS fits with their service 
requirements. We provide services, not 
equipment. These services, however, 
are designed to fit the changing needs 
of coal producers: we charge by the ton, 
rather than by the fleet as our competi-
tors do. We adjust our resources so as to 
accommodate swings in production. 

The domestic coal industry is 
now awaiting several larger-scale 
infrastructure projects that would 
impact economic viability of coal 
mining in certain regions. How does 
sea-transport, a more traditional 
logistics solution, compete against 
these proposed systems such as rail 
transport?

We have seen coal producers move  
towards higher production volumes  
as profit margins have thinned. There  
is certainly a push to maintain, at least 
absolutely, the margins of previous 
years: although the Rupiah is now worth 
less and the market value of thermal coal 
has decreased. MBSS has positioned 
itself to better serve these customers 
through moving to a larger fleet. This  
will be especially beneficial to our cus-
tomers now, as higher production vol-
umes have translated into congested 
waterways in Kalimantan. This, in part, 
is what has triggered the discussion  
of alternate shipping solutions.
The limitations of these solutions are 
found in that they are not a suitable solu-
tion unless one has a sizeable reserve. 
Additionally, sea transport is far cheaper 
than these other proposed solutions.

The 2009 Mining Law gives a 
preference to local providers. As 
a service provider to the mining 
industry, what advantages has MBSS 
derived from this piece of legislation?
The shipping industry is different to the 
mining industry. Within the mining indus-
try, a state legal preference for local ser-
vice providers exists. In shipping, foreign 
flag-ships are prohibited from operating 
domestically. 

Does MBSS have international 
ambitions?
This year we start shipment not only to 
Thailand, but to the Philippines as well. 
We have been more interested, how-
ever, in opportunities that exist domesti-
cally. Given the ban on foreign-flag ships, 
we are in a strong position to grow  
in this market. This underscored our  
performance in 2011. People ask us  
why we have such a lucrative gross mar-
gin. Our tax burden is minimal at 1.2%,  
and we face little internal competition. 

If we were to meet with you two 
years from now, where would MBSS 
be?
MBSS will expand from beyond barges 
into small-sized mother vessels. We be-
lieve that an opportunity exists for these 
type of larger scale services, but not so 
large as those provided by companies 
like BLT or Arpeni. • 
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Can you provide us with a brief 
introduction and history of Bertling 
on a global scale and the history of its 
operations in Indonesia?
Bertling is a family-owned business that 
was founded in Germany in 1865 as 
a shipping company. Over 150 years, 
Bertling has grown to include 100 of-
fices globally. In Indonesia, Bertling es-
tablished its own entity in 2010, with a 
focus on the management of freight for-
warding projects in order to answer to 
the growing demand of the EPC market, 
while the shipping business of Bertling 
for Asia Pacific continued to be handled 
from Singapore. 
Before 2010, Bertling has already done 
business in Indonesia for many years 
through a network of agents and dedicat-
ed partners. Bertling’s scope in Indone-
sia involves the planning of the transport 
logistics works for our clients at the very 
beginning of the project. 
In terms of processes, the procure-
ment department of our clients will first 
determine the goods that need to be 
purchased and planned for the project. 
Often, companies will plan the logistics 
at the end, but Bertling gets involved in 
the planning and design stage, which is 

Dipl.–ing. 
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Managing Director
pt. f.h. beRtling logistics 
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crucial because project owners gener-
ally only calculate the amount that they 
need to allocate for materials without re-
ally considering the logistics. By becom-
ing involved at this early stage, Bertling 
can minimize risks and make sure that all 
transport logistics tasks are carried out 
on time and on budget.  

How does Bertling leverage its 
international expertise to serve clients 
in Indonesia? 
A project freight forwarder like Bertling 
is unique in this part of the world, as the 
Indonesian market requires a deep un-
derstanding of the business model that 
our clients operate under before services 
can be rendered. Bertling has been heav-
ily involved in providing services to the 
mining industry around the world and 
is in the position to apply this expertise 
to Indonesia. There are many challenges 
doing business in Indonesia, such as in-
frastructure, but Bertling has the knowl-
edge and experience to find adequate 
solutions in even the remotest areas.   
Bertling is aware of the importance of In-
donesia in the development of the Asia 
Pacific region. The development of China 
depends on what Indonesia provides in 
terms of raw energy to that part of the 
world. That is one reason why Bertling 
is present in Asia Pacific and offers high-
quality services through its growing of-
fice network.

What are some of the unique 
challenges to providing logistics 
planning to clients in Indonesia?
Indonesia is a very large and complex 
system of islands. Having knowledge of 
the various networks that are available to 
move cargoes from one point to another 
is essential. Each project is different and 
sometimes we need to utilize all modes 
of transportation, meaning a combina-
tion of air, sea and road, to assure that 
the shipment arrives at the destination 
on time. Moving cargoes within Java and 
also between Java and Sumatra is not 
very complicated. But Indonesia itself is 
divided into two parts: East and West. 
Jakarta is the door to the West, includ-
ing Java, while Surabaya is the door to 
the East. East of Surabaya there is the 
wide distribution of islands that make up 
Indonesia. The major challenge is to un-
derstand how to effectively connect the 

East and the West. To give an example: If 
a shipment needs to arrive in the South 
of Sulawesi, the best route is through 
Jakarta. If the shipment needs to arrive 
in the North of Sulawesi, it needs to go 
through Surabaya. In addition to these 
considerations, it is also important to 
take into account that not all ports offer 
the same facilities and not all are sup-
ported by the same customs. Indonesia 
is so expansive that clients, before en-
tering a certain area need to know what 
the situation on site; and this is where 
Bertling comes into play. Bertling pro-
vides its customers with a combination 
of knowledge, expertise and in-depth un-
derstanding of local conditions, laws and 
requirements.

In late 2013, the government 
announced $35 billion in 56 new 
infrastructure projects. Which projects 
do you believe that the government 
will prioritize?
The government is first looking to im-
prove infrastructure on the five major 
islands and will then look at how to 
more effectively connect the islands. The 
government is committed to distributing 
wealth within the country, which makes 
it very important to link the five major is-
lands. Within the islands, the focus will 
be on overland transportation, such as 
roads and rail. For inter-island connec-
tions, transportation can be done either 
via air or sea. Over the last 10 years, em-
phasis has been put on air transportation, 
so the government will likely allocate 
funds to improve the port infrastructure.

When GBR returns in two to three 
years, where will we find Bertling?
Since 2010, Bertling’s Indonesian branch 
has more than doubled its client-base in 
the region and is becoming an important 
player in the local project freight forward-
ing industry. Bertling expects to see fur-
ther growth within the mining industry. 
Other logistics companies are trying to 
replicate Bertling’s business model, but 
we see ourselves as pioneers, rather 
than followers. Mining clients are in-
creasingly aware of the importance of 
high-quality in logistics and transport 
management solutions. •
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ISS-Marindo was formed in 2008 as 
a joint venture between Inchcape 
Shipping Services (ISS) and PT 
Equator Marindo. What was the 
premise for this strategic alliance?
Inchcape Shipping Services (ISS), which 
was established over 160 years ago, has 
had a presence in Indonesia since the 
1970s. By the late 2000s, in response 
to strong customer demand, the  com-
pany began to expand its geographi-
cal footprint in the country. Customers 
in Indonesia did not want to outsource 
services to additional vendors, preferring 
instead to use ISS’s qualified staff and 
strong system of protocols. . ISS devel-
oped a strategic alliance with PT Equa-
tor Marindo, which resulted in a com-
pany that combined ISS’s international 
standard operational procedures with  
PT Equator Marindo’s local competence. 
Since 2008, clients have responded  
positively as evidenced by the growth 
of ISS-Marindo’s team from 8 to 40 
people in just six years. ISS-Marindo of-
fers a wide-range of services across the 
Indonesian archipelago, including port 
and terminal agency, owner’s protective 
agency, crew logistics, Cash to Mas-
ter (CTM) services, bunkering arrange-

amit Bhardwaj

Country General Manager, Indonesia
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ments, survey services, vessel line-ups, 
specialist equipment provision and coal 
logistics services.

ISS-Marindo offers an extensive 
portfolio of agency-related services 
to a number of industries. What are 
the services that mining companies 
demand from ISS-Marindo?
To understand the suite of services 
that ISS-Marindo offers, ISS-Marindo 
must be viewed in relation to its two 
sister ventures, Pt. Marindo Indonesia 
& CESI Indonesia. From the perspec-
tive of our mining clients, they are look-
ing to strengthen their supply chain, be 
it upstream or downstream, depending 
on which side they fall. In both cases, 
ISS-Marindo is a very strong outsourc-
ing partner that can help them control 
the supply chain better. To complement 
this knowledge, ISS-Marindo has an af-
filiated company, Pt. Marindo Indonesia, 
which can provide tugs, barge and float-
ing crane management. In some cases, 
mining companies can be asset intensive 
in their supply chain control, meaning 
that they buy their own assets. How-
ever, while these mining companies can 
operate their assets from a commercial 
perspective ISS-Marindo and Pt. Marindo 
can add value  with   manning and techni-
cal maintenance,and  CESI Indonesia can 
provide support with  stockpile and ves-
sel loading management. All three com-
panies, Pt. Marindo, CESI Indonesia and 
ISS Marindo are joint ventures between 
ISS Group and SSY Indonesia and all are 
extremely service oriented.

Why is it important for mining 
companies to consider the services of 
a company like ISS-Marindo versus 
handling agency and logistical work 
in-house?
ISS-Marindo offers a comprehensive 
suite of outsourcing solutions. ISS-Marin-
do is not in the business of mining or 
trading, but it can help those companies 
involved in these areas to manage their 
logistical operations. Mining companies 
are better served outsourcing tasks that 
do not increase their core competencies. 
This point is critical in Indonesia because 
the key for businesses to survive, even 
for many businesses not related to the 
mining industry, is through supply chain 
management.

Ultimately, ISS-Marindo through its in-
tegrated suite of services, can partner 
with mining companies to find a solution 
that not only works in Indonesia, but that 
works in conjunction with the client’s 
internal protocols. ISS-Marindo is able 
to offer customized solutions by taking 
transactions and bringing them down to 
a strategic level that allows the clients to 
do business better. 

What can be gained on the part of the 
shipping industry through looking 
outward, beyond the country’s 
borders, at the introduction of new 
technology in Indonesia?
The introduction of new technology, in 
the vast majority of cases, has brought 
about positive change to the shipping in-
dustry. Today, we can see that the mining 
sector is quickly evolving and new tech-
nologies are being  introduced across the 
supply chain. As the mines in Indonesia 
continue to move inward, there will be 
an increased demand for unconvention-
ally sized barges and tugs. They will need 
to be smaller and have less draft, but still 
able to perform to the level of barges 
and tugs currently used; this can only be 
achieved through the implementation of 
new technology, be it from the United 
States or from India. The mining indus-
try is changing and these technological 
demands are not on the horizon, but are 
here now.

When Global Business Reports 
Returns in two to three years, where 
will we find ISS-Marindo?
ISS-Marindo is well established in 
the agency business and is known as  
a quality service provider. In addition, the 
company’s tug and barge management 
services are growing stronger by the  
day. ISS-Marindo will continue to engage 
with its clients, offering new and dif-
ferent services as their needs change.  
Clients no longer want transaction-based 
relationships and look to work with a 
smaller network of vendors. These cli-
ents seek strategic partners whom 
they can trust, who understand the  
business as they do, and who will be 
there through the ups and downs of 
their business cycles. Depending on the 
direction that clients grow, ISS-Marindo  
will adapt its service offering to grow 
alongside them. • 
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Would you provide us with an 
overview of CSL Group on a global 
basis and describe its operations here 
in Indonesia?
Headquartered in Montreal, CSL is a 
privately owned shipping company with 
operations around the world separated 
into four main divisions: CSL North 
America, CSL Europe, CSL Australia 
and CSL Asia. Globally, CSL operates 80 
specialized self-unloading bulk carriers 
and transhippers. In Indonesia, CSL has 
had a presence since 1997 through a 
local joint venture company, Pt. Lintas 
Wahana Indonesia. At present, Pt. Lintas 
Wahana Indonesia operates only one 
transhipper, an offshore transhipment 
platform, which takes coal from tugs and 
barges and moves them to ocean-going 
vessels.  
While CSL does not have a large 
presence in Indonesia to date, we 
hope to continue to grow its business 
in the country. Indonesia is one of the 
largest markets for transhipment in the 
world and will continue to be so for the 
foreseeable future. 

Given its near 20-year presence in 
Indonesia, what trends has CSL seen 

Jan gramm

General Manager
pt. lintas wahana 
indonesia (csl gRoup)

in the way that transhipment has 
evolved?
Some 20 years ago, the volume of coal 
production was very small, around 1 
million metric tons per year (mt/y) and 
this has increased to over 400 million 
mt/y in 2013. As a result, the shipping 
and logistics business has boomed 
during this period. CSL was one of the 
first companies to build a transhipper for 
Indonesia and has witnessed the market 
grow to about 100 floating cranes and 
transhipment platforms. With the low 
price of coal that we see today and a 
government-imposed cap on production 
volume, mines are limiting the amount 
of coal that they export and creating an 
oversupply in the market of transhippers.

CSL currently operates one 
transhipper in Indonesia but has 
ambitions to expand. Can you tell 
us about the company’s expansion 
plans?
Ideally, CSL would like to build and 
operate five to six additional transhippers 
in Indonesia. CSL is in a strong position 
to begin this work, but we do not build 
speculatively. CSL will work with mines 
of other clients, who wish to develop a 
reliable, cost effective supply chain that 
can help differentiate their own business 
but at the same time prefer to invest their 
funds and focus on their core business, 
e.g. coal mining and marketing. These 
mines will subcontract the supply chain, 
including transhippers, to sophisticated 
specialist companies such as CSL.
Despite the low price of coal today, 
there are many mines working on large 
projects. CSL has identified 10 to 15 
companies that would need transhippers 
and is hoping to sign one or two contracts 
within the next 12 to 18 months.

CSL has a long history of 
innovation. What is an example of 
a new innovation that CSL plans to 
introduce to Indonesia?
In Indonesia, CSL sees great potential 
for the Transhipment Shuttle Vessel, a 
small ship with equipment to carry cargo 
from a shallow-drafted shore facility to 
the Ocean Going Vessel and tranship the 
coal without any further intermediate 
equipment. In Indonesia, there is a fleet 
of about one thousand tugs and barges 
that go up and down the rivers into 

the mines to transport the coal to the 
anchorage and from there a transhipper 
will tranship the coal from the barge to 
the mother vessel, or the mother vessel 
will self-load if it is equipped with cranes. 
For those mines that can develop an 
infrastructure to bring coal to a shore 
facility on the coast, a self-sustained 
Transhipment Shuttle Vessel will provide 
a faster and more cost effective way to 
load Ocean Going Vessels. Rather than 
using five or six sets of tugs and barges 
and leaving one transhipper at the 
anchorage, the mine can use one to two 
Transhipment Shuttle Vessels to perform 
the work, thereby improving efficiency 
and reducing costs. CSL has the design 
and is in discussions with clients in 
Indonesia that want to take advantage of 
this opportunity.

When Global Business Reports 
returns in two to three years, how will 
CSL have expanded its operations in 
Indonesia?
CSL hopes to have multiple transhippers 
operating and potentially even two or 
three Transhipment Shuttle Vessels in the 
market. We also believe there is potential 
demand for larger, self-unloading bulk 
carriers to service the domestic market. 
CSL believes that there is tremendous 
opportunity in Indonesia and is ready to 
provide solutions to the coal industry. 
Even if there is no port, CSL will find a 
solution. CSL has been operating in and 
providing innovative solutions to the 
global shipping industry for over 100 
years and will continue to do so around 
the world and in Indonesia. •
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Can you provide us with a brief 
history and introduction to Pt. Karvak 
Nusa Geomatika and to the services 
that it offers to the mining industry?
I founded Pt. Karvak Nusa Geomatika in 
2003 as a specialized photogeometric 
company that performs aerial and 
ground surveying with a special focus 
on mapping. In 2005, Karvak Nusa 
Geomatika began to use LiDAR (Light 
Detection and Ranging) technology 
and process the data within Indonesia 
with the support of foreign partners. 
Experiencing a rapid rate of growth, 
Karvak Nusa Geomatika was able a 
few years later to purchase its own 
system for LiDAR and photomapping 
technologies. Last year, Karvak Nusa 
Geomatika formed a partnership with the 
Canadian geophysical survey company 
MPX Geophysics Ltd. and together we 
are in the process of bidding for tenders 
for upcoming projects in Indonesia. 
This partnership has been integral to 
our expansion thanks to the high level 
of training and knowledge transfer that 
Karvak Nusa Geomatika receives from 
MPX Geophysics Ltd.
Today, Karvak Nusa Geomatika is the 
leader amongst local companies that 
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provide LiDAR and photogeometric 
surveys. On an annual basis, Karvak 
Nusa Geomatika takes on between 25 
and 35 projects in Indonesia and has 
recently performed work in Malaysia and 
the Philippines as well. For the mining 
industry, Karvak Nusa Geomatika uses 
LiDAR technology for topographical 
surveying and aeromatic technology 
for ground surveying. Mining clients 
constitute approximately 50% of the 
company’s revenues as the LiDAR 
technology that we utilize has become 
an industry standard within the last 
several years.

Before the introduction of LiDAR, 
what mapping technology was 
utilized by the mining industry in 
Indonesia and why has the market 
shifted to LiDAR technology?
Prior to the industry-wide use of LiDAR 
technology, ground surveys were 
performed. While ground surveys are 
still utilized today, they are only effective 
for small areas. When a mining company 
needs to understand the topography of 
its large mining concession, LiDAR must 
be used as it is much more efficient and 
takes significantly less time. Utilizing 
LiDAR technology for a large area can 
reduce overall costs by as much as one-
fifth. In addition, topographical surveys 
using LiDAR technology are necessary 
to acquire JORC (Joint Ore Reserves 
Committee) permits, as they require a 
scale analysis of between 1,000 and 
2,000 (METRIC), 

While LiDAR technology is not new to 
the global mining industry, it has only 
been used extensively in Indonesia 
over the last several years. As Karvak 
Nusa Geomatika has been using this 
technology since 2005, what changes 
have you seen in its application?
The greatest change that Karvak Nusa 
Geomatika has seen is the speed at 
which mapping from LiDAR technology 
can be processed. In 2006, three to four 
weeks were required to perform pre-
initial data processing; this same process 
today takes only two to three days. This 
evolution has been very beneficial to 
mining companies as they are able to 
have a rough understanding of their 
concession in a shorter period of time 
and can immediately begin the process 

of designing their mine and applying for 
permits.

When processing the data collected 
during the surveying stage, do 
mining companies prefer that this 
service is performed locally in 
Indonesia or outside of the country, 
in such places as Singapore or 
Australia?
While there are foreign companies that 
offer mapping services in Indonesia and 
process this data outside of the country, 
the trend is shifting more toward 
processing the data inside Indonesia, 
which Karvak Nusa Geomatika has 
always done, even under the supervision 
of foreign partners in the company’s 
early days. Processing the data in 
Indonesia is more-cost effective because 
the cost of labor is lower while the same 
quality of data is produced. Karvak Nusa 
Geomatika routinely sends its employees 
to train abroad in Australia and Canada 
so that they can deliver the same high 
quality of service that would be expected 
from foreign companies. 
In addition, there are added costs to 
processing the data outside of Indonesia. 
The Indonesian government has strict 
standards regarding the integrity of 
the data that will be utilized for mine 
development and other critical sectors 
to the country, such as the power grid. 
The government will typically require 
that one or two government officials be 
present while the surveying is taking 
place and will also require additional 
permits, both of which translate into 
delays and increased costs to the client.  

When Global Business Reports 
returns in two to three years, where 
will we find Karvak Nusa Geomatika?
Karvak Nusa Geomatika has experienced 
exceptional growth since I founded 
the company in 2003. There are many 
opportunities to provide our mapping 
services to mining and other clients in 
Indonesia and Karvak Nusa Geomatika 
sees great potential for its services in 
other countries within the region.. •

Industry Explorations

Global Business Reports

Industry Explorations - 97 -

INTERVIEW

INDONESIA POWER & MINING 2014



Can you please provide us with an 
introduction to Rimau Group and the 
company’s vision?
Rimau Group was first established in 
1995, as a shipping and trading company. 
The company owns two mother vessels 
and approximately 20 sets of tugboats 
and barges. In 2004, Rimau Group 
entered the coal business with the 
acquisition of Pt. Senamas Energindo 
Mulia (SEM), a third generation Contract 
of Work in south Kalimantan. In 2007, 
Rimau Group acquired more coal mines 
in Central Kalimantan. In 2010, the group 
started mining activity in Pt. Senamas 
Energindo Mineral (SEM) due to the low 
stripping ratio and ease of working with 
local regulators. Rimau Group’s vision 
is to become one of the leading miners 
in Indonesia, in which it will achieve by 
buying assets in a concentrated area 
and controlling the entire supply chain, 
including road, jetty, tugboat and barge. 

What are current production levels at 
Rimau Group’s SEM and REM mines 
and future plans for these mines 
and others that Rimau Group has 
acquired?
Currently, the production of these two 
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mines is approximate 650,000 metric 
tons per month (mt/m); 450,000 mt/m 
from SEM and 150,000 mt/m from REM. 
Rimau Group plans to ramp up production 
of these two mines to 1,000,000 mt/m 
by the end of 2015. In addition to SEM 
and REM, Rimau Group also owns eight 
other coal mines in Central kalimantan. 
For 2014, the total coal production is 
projected to be 6 million metric tons 
per year (mt/y), but by 2015, Rimau 
Group hopes to achieve 12 million mt/y. 
To reach this target, 50% will come 
from SEM, 30% will come from REM, 
and the remaining 20% will come from 
other mines. Rimau Group is confident 
that it can achieve these targets as the 
company has successfully doubled its 
production in the last two years.

Rimau Group controls the entire 
supply chain of its coal production 
and export. What advantage does this 
provide?
In the coal business, it is vital to have 
complete control from pit to port to 
withstand bad markets. When coal 
prices are high, anyone can sell, but 
when they are low, as we see at present, 
the only companies that will survive are 
those who control the whole supply 
chain. By structuring the business in this 
way, Rimau Group can react quickly and 
decisively to issues that might arise. 
To achieve this, Rimau Group’s first step 
was to concentrate its operations in 
Central Kalimantan. Many miners like 
to spread their seed, buying a distant, 
but good mine, because the initial 
investment is low. However later, they 
encounter difficulties related to land 
authority, forestry, hauling, jetty and so 
forth that they could not have foreseen. 
With operations focused on Central 
Kalimantan, Rimau Group built the 
supporting infrastructure to control 
the supply chain. In the case of SEM 
coal, it is hauled approximately 43 km 
through an ex-Pertamina road. This coal 
is transported to the 120 Hectares Rimau 
port, which is located in Telang Baru on 
the Napu River, a tributary of the Barito 
River. Rimau port can handle a barge of 
up to 330 ft and can load approximately 
36,000 metric tons per day. At the 
port, crushing, stockpiling, and loading 
operations are then supported by Rimau 
Group’s own employees and heavy 

equipment. The final product is exported 
on the company’s 36 set of tugboats  
and barges.

Rimau Group places a strong 
emphasis on community relations. 
How does it incorporate community 
initiatives into its day-to-day 
operations?
As a company that seeks to control 
its entire supply chain, Rimau Group 
places a high priority on employee 
and community satisfaction, which 
ties back to its strategy to have the 
proper framework to survive difficult 
markets. Rimau Group wants dedicated 
employees who will be there no matter 
the market conditions. Rimau Group 
treats its employees, many of whom 
come from the local communities as 
family, striving to see that they are 
satisfied. Rimau Group in the near-future 
plans to build hospitals and schools, but 
its main focus is providing employees 
with opportunities that empower them.

When GBR returns in two to three 
years, where will we find Rimau 
Group?
Rimau Group is a positive company, 
believing that there are opportunities 
even in this down market. The company 
is looking at acquiring more assets that 
are currently priced cheaply. In addition, 
as the company is increasing production, 
all of the supporting infrastructure 
will need to be further developed: the 
company’s jetty can support 700,000 
metric tons (mt), but this will need to be 
increased to 1,000,000 mt next year, so 
we will acquire the neighboring jetty. The 
company has pending orders of another 
10 sets of tugboats and barges, which 
will be delivered by 2015. The company 
also plans to bring online its first power 
plant, a 2 x 3.5-megawatts coal-fired 
steam plant, in the middle of 2014. 
It is important to build a brand and 
determine what as a company you 
can provide to you employees, your 
customers and your partners. Rimau 
Group does not want to only sell coal. 
It wants to build a larger structure  
and bring in partners that will grow with 
the company. • 
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Can you provide us with an 
introduction to Coeclerici on a global 
scale and its operations here in 
Indonesia?
Coeclerici was founded in 1895 to trade 
coal from the United Kingdom bound for 
Italy. Today, Coeclerici is an integrated 
company that provides services around 
the world in the fields of mining, 
shipping, trading and offshore logistics. 
Coeclerici is a family owned business, 
but has long had the vision to be a 
multinational company. Coeclerici has 
had a history of entering far-flung parts 
of the world, such as Brazil or Indonesia, 
which is not necessarily common or easy 
for an Italian-based company. 
Coeclerici’s office in Indonesia was 
established in 2003 and today its biggest 
businesses are trading and offshore 
logistics. In terms of trading, Coeclerici 
ships around 1 million metric tons  
per year of steam coal to serve Chinese 
and Indian markets. Such activities  
in trading are niche; the company does 
not want to compete with larger players 
like Glencore or Nobel, but instead 
is looking to provide particular and 
innovative services for its customers  
and suppliers. 
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How significant is Indonesia to 
Coeclerici’s global operations and 
how does the company establish 
partnerships in this part of the world?
In terms of logistics, Indonesia is 
becoming more significant to Coeclerici. 
In what refers to the number of 
transshippers, Indonesia represents half 
of the fleet and Coeclerici has matched 
its logistics portfolio accordingly. 
Presently, Coeclerici owns and operates 
11 vessels, five of which are in Indonesia. 
Coeclerici’s first floating transfer station 
(FTS) was built for Pt. Kaltim Prima Coal 
(KPC) in 2005 and since then, Coeclerici 
has built four addition FTS for Berau 
Coal, under a 10-year contract. Coeclerici 
believes in long-term partnerships 
rather than simply providing a service 
because in this way we can grow  
with our customers. For Berau Coal 
and KPC, both are very satisfied with 
our service and we are allowing Berau 
Coal and KPC to grow their production 
and exporting capability. In Indonesia, 
Coeclerici hopes to expand its logistics 
business with select partners who  
would like to benefit from a long and 
trusted partnership.

Presently, there are approximately 
100 transshipers serving the 
Indonesian coal market. What 
differentiates Coeclerici from the 
others?
Coeclerici has the capability to be 
the first in the market with innovative 
solutions and technologies. Coeclerici 
began this trend by introducing the 
first FTS to Indonesia and continues to  
do so today through such innovations  
as the double ship loader, which 
minimizes shifting. In addition, 
Coeclerici carries out its operations with 
extreme caution, with environmental 
considerations at the forefront of 
the company’s activities. Lastly, with 
over 100 years of involvement in the 
shipping industry, Coeclerici knows 
how to adapt as business evolves in this 
changing world. When Coeclerici was 
first established, vessels could support 
tonnage up to 3,000 metric tons (mt) and 
today the largest vessels can support 
400,000 mt. Throughout its history, 
Coeclerici has responded to trends like 
such as this one, making it an effective 
and reliable partner.  

The government is trying to control 
the total volume of coal production 
by placing caps on miners. How can 
Coeclerici support its clients facing 
this government mandate?
For 2014, coal mines were intending 
to increase their tonnage but thus far 
have not received permission from 
the government to do so, resulting in 
an overcapacity. Coeclerici intends to 
work with traders that serve Korean or 
Chinese markets to blend the coal of our 
customers.  Coeclerici has the facilities 
in Indonesia to blend homogeneously, 
which is truly a revolutionary concept 
in this market. Today, blending is done 
by placing coal of different qualities 
layer by layer on a vessel. Blending 
homogeneously has as a result one 
product of the same quality.

When Global Business Reports 
Returns in two to three years, where 
will we find Coeclerici?
Coeclerici will continue to serve its 
clients in Indonesia in both trading and 
logistics and will hopefully be even more 
integrated in the country, potentially 
acquiring a mine and then setting up a 
corresponding barging project. Coeclerici 
is committed to Indonesia, having found 
excellent ground through the politics 
of the government this past decade, 
which has allowed a foreign company 
to compete at the same level as a 
local company. The changing laws have 
created challenges as of late, but overall, 
Coeclerici has had many opportunities in 
an excellent environment that Indonesia 
has provided. •
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a Booming 
industry

Explosives in Indonesia

The domestic market for explosives has 
changed markedly in recent years, driven 
by changes within the industry’s supply 
chain dynamics. Once entirely serviced 
through external feedstock production 
facilities, Indonesia now produces over 
500,000 mt/y of ammonium nitrate (AN), 
the primary feedstock for explosives. 
Domestic supplies of AN benefits both 
Indonesian miners and those backing in-
vestments in these facilities.
In 2012, the market for explosives within 
Indonesia changed. Initiated by market 
leader Multi Nitrotama Kimia (MNK), 
which expanded their existing produc-

of the country’s logistics networks.
The benefits associated with AN pro-
duction have not been unique to MNK. 
Todd Peate, country manager of Orica 
Mining Services, said: “Our AN plant in 
Bontang has substantially altered the dy-
namics of the explosives business within 
Indonesia for both Orica and its custom-
ers.... While both regulators and our cus-
tomers must adjust to this substantial 
paradigm shift, the benefits attached to 
this plant have been strongly felt by our 
clients and Orica. Through our AN plant 
in Bontang, Orica has been able to both 
service the domestic market as well as 
Australia. We have also recorded strong 
levels of profitability on the back of this 
investment. This should only improve in 
the short-term as we tweak our supply 
chains to take into account the addition 
of this plant.”
A more recent entrant to the Indone-
sian market is the South African com-
pany AEL Mining Services that delivers 
120,000 mt/y of bulk explosives to the 
industry. Operating via its licensed ex-
plosives partner, Pt. Tridaya Esta (TDE), 
AEL Mining Services likewise has been 
investing heavily in Indonesia. While the 
company has been importing products 
for initiating systems from the compa-
ny’s central manufacturing hub in South 
Africa since 2007, AEL and TDE are com-
pleting the construction of TDE’s detona-
tor assembly plant in Indonesia, planned 
to be operational by early 2015. Separate-
ly from its ambitions to assemble locally, 
AEL Mining Services is introducing new 
innovations to the market. 
In March 2014, AEL began sourcing 
Ammonium Nitrate Solution (ANSOL) 
through its joint venture with the Pt. 
Black Bear Resources Indonesia (BBRI) 
ANSOL plant in Bontang to one its cus-
tomers, Pt. Kaltim Prima Coal (KPC). This 
was the commencement of the first suc-
cessful and ongoing supply of ANSOL 
in Indonesia. Sean Rodger, AEL Mining 
Services’ Indonesia country manager 
commented: “AEL has improved the 
process of manufacturing of explosive 
emulsion by using ANSOL, making it 
more cost and time efficient, as the pre-
vious melting process of AN prill is not 
required, thus reducing AEL’s customers 
cost in terms of energy and adding sig-
nificant environmental benefits such as 
carbon footprint reduction.” •

tion capacity from 37,000 metric tons per 
year (mt/y) to 150,000 mt/y, this expan-
sion was soon followed by that of Orica, 
an Australian company with a global foot-
print, which invested in a 300,000 mt/y 
production plant in Bontang.
Underscoring MNK’s decision was an 
understanding of the unique challenges 
that miners within Indonesia face, es-
pecially as a result of the country’s slow 
licensing process. Dharma Djojonegoro, 
CEO of MNK said: “Our clients value re-
liability, especially given the constraints 
present in their supply chain; from those 
related to licensing to those related to 
cash-flow. If a mining company asks for 
1,000 mt of AN by a specific date, they 
expect to have that amount of product by 
that specific date. Having local produc-
tion facilities was hugely advantageous 
to capturing a greater amount of clientele 
from the mining industry.”
Having a production facility located in Ka-
limantan, in the heart of Indonesia’s coal 
mining region, has also meant that MNK 
can respond more quickly to their client’s 
need, avoiding what has historically been 
one of the largest pitfalls for those ser-
vicing the Indonesian market; the state 
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PT. Multi Nitrotama Kimia 
(MNK) is Indonesia’s leading 
provider of mining explosives 
and blasting services.

MNK has over 20 years of proven 
track record in producing 
Ammonium Nitrate (AN) and has 
recently expanded its production 
capacity to 150.000 tons per annum.

MNK is Indonesia’s Market Leader 
with strong relationship with most 
of the leading players in Indonesia’s 
mining industries.
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Could you please introduce us to 
Multi Nitrotama Kimia (MNK), one 
of Indonesia’s leading provider of 
explosives and explosive services?
MNK was originally established as a 
manufacturer of ammonium nitrate (AN), 
which is the base component of explo-
sives. Our business grew as a manufac-
turer, selling directly to wholesalers. In 
2008, we partnered with Ancora, and our 
mindset changed. We tried to grow more 
closely connected to our customers, and, 
after I joined the company in 2011, MNK 
became a full-service provider. We now 
sell AN and provide blasting services to 
the domestic market. We are also now 
building a detonator assembly station in 
Kalimantan. MNK is the market leader in 
the provision of explosives services in In-
donesia, holding from 25% to 30%. 

MNK strives to be the leading 
provider of explosives and blasting 
services. How has business faired 
over the past two years? 
2012 was a banner year for MNK. Our 
transition into a full-service provider al-
lowed for the company to prosper at 
levels that had not previously been seen. 
In 2013, the mining industry as a whole 
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suffered, as did MNK. Our performance 
closely followed that of Indonesia’s coal 
industry, fairing only slightly better.

What corporate initiatives played 
an important role in the company’s 
turnaround in 2012?
The largest initiative taken by the com-
pany to fortify MNK’s position in the do-
mestic market focused on further devel-
oping the company’s production capacity 
for explosives. Before 2012, MNK’s AN 
factories had 37,000 metric tons (mt) of 
production capacity; today, we have over 
150,000 mt. Whereas before we were 
forced to import, thus limiting our mar-
gins to that of traders, now we produce 
AN and have the margins of a producer. 
Equally important to our success was the 
reprioritization of the customer and our 
focus on the provision of solutions rather 
than a product. Previously, 30% of our 
volume was contracted under long-term 
agreements; today, it is 80%. In 2011, we 
had two emulsion projects; now we have 
seven. By focusing on these two initia-
tives, moving more directly into produc-
tion and adopting a solution-centric ap-
proach, MNK expanded both the scope 
and scale of its business. 

MNK continues to, at times, depend 
on a network of international 
suppliers of AN. Will the company 
continue to expand production 
capacity?
MNK will continue to expand production 
capacity in Indonesia, but to a smaller 
extent, as most of the work has already 
been done. In 2011, we were importing 
70% of total product; now, we only im-
portant 20% to 30%.   
Mining companies value reliability, es-
pecially given the constraints present in 
their supply chain, from those related to 
licensing to those related to cash flow. If 
a mining company asks for 1,000 mt of 
AN by a specific date, it expects to have 
that amount by that specific date. Having 
local production facilities was advanta-
geous to capturing a greater amount of 
clientele from the mining industry. We 
will always look for opportunities to ex-
pand our production capacity, but this 
will depend on the market. 

The Indonesian Mining industry 
has slowed across its mining 

industry, as have many other mining 
jurisdictions globally. For Indonesia, 
what specifically will be required to 
improve the market?
The vitality of the Indonesian mining 
industry is determined by two factors: 
the price of thermal coal in global mar-
kets and the attitude of regulators to the 
mining industry. If the coal price rises in 
2015, the health of the industry will re-
turn. A greater amount of certainty on 
the part of regulators will play an equally 
significant role in influencing the indus-
try’s growth. 

Indonesia’s coal reserves 
are dispersed, in spite of the 
concentration of the mining 
industry on Kalimantan. From which 
regions will the continued growth 
of Indonesia’s mining industry be 
generated?
The focus of coal mining in Indonesia 
will always be on Kalimantan, especially 
Central Kalimantan. This is reflected in 
the new coal mines that have entered 
into production in that region. Central Ka-
limantan is the next center of growth for 
Indonesian coal mining. Fortunately, it is 
also close to our AN factory. 
Even if thermal coal develops in Suma-
tra, it may be outside our purview. They 
may not use explosives, as the nature 
of Sumatran geology is different. The 
overburden does not require explosives. 
Also, Sumatra, although rich in coal, has 
many logistical challenges that must be 
overcome before the industry will reach 
the size of that of Kalimantan.   

What will drive MNK’s growth beyond 
2014?
There are several routes that MNK will 
take to continue its development. We 
may develop new AN factories in Ka-
limantan, MNK-3 and MNK-4, which 
would add at least 100,000 mt of produc-
tion capacity. We will also likely diversify 
into services related to mining. 
Internal markets will continue to be the 
focus of MNK. Indonesia is still a net-
importer of AN. At this point in time, 
it would not make sense to expand 
abroad. Furthermore, as we are an Indo-
nesian company with over 25 years of 
experience operating within the country,  
our place, at least for now, is in the do-
mestic market. • 
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providing 
More than Just 
equipment

Equipment Distributors in Indonesia

With the current downturn and environ-
ment of regulatory uncertainty, many 
Indonesian miners have been decreas-
ing their infrastructure spend, including  
that invested in new machines. As min-
ers delay the purchase of heavy equip-
ment, they are focusing on optimizing 
the pieces they already own. To achieve 
greater product longevity, miners  
are turning to the equipment distribu-
tors that they rely on for new equipment  
in boom times to provide additional  
services when costs are constrained.
One way that equipment distributors are 
able to assist their clients is by having 

nearby branch locations, allowing equip-
ment distributors to reach the mine sites 
in a shorter time should a piece of equip-
ment breakdown. 
However, in an island country as  
dispersed and underdeveloped from 
an infrastructural standpoint as Indone-
sia, oftentimes more locations is simply  
not enough. Pt. ALTRAK 1978, which  
represents Cummins, Kawasaki and oth-
er world-class brands, has 11 branches 
dedicated to mining operations, with 
more than 1,000 technicians on staff. 
Despite this extensive network, Hairud-
din Halim, Pt. ALTRAK 1978’s COO, said: 
“There are emergency situations where 
Pt. ALTRAK 1978 simply cannot reach  
a remote mine site in time. It can some-
times take our technicians eight hours 
to reach a site or even two days if there 
is flooding. If a piece of equipment 
fails, the contractor will not allow work  
to be put on hold for four hours. To prevent 
these kinds of situations from occurring, 
Pt. ALTRAK 1978 trains the mechanics on 
site to complete easy maintenance, peri-
odic maintenance and trouble shooting.”
As the mining sector in Indonesia con-
tinues to stagnate and purchases for 
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big-ticket pieces are suspended, equip-
ment distributors can only be successful 
by approaching the industry with a ser-
vice-focused strategy. Halim continued:  
“Pt. ALTRAK 1978 provides heavy equip-
ment, but more importantly Pt. ALTRAK 
1978 is a service based marketing  
company. In Indonesia, if the staff is 
trained well, the task will be completed 
properly. However, the differentiating 
factor is the way in which the service  
is provided.”

Mineral Processing: Balancing Local 
and Foreign Providers

Although mineral processing services 
have been available in Indonesia for  
decades from the likes of the local 
heavyweight Sucofindo or internationally  
recognized Bureau Veritas through its lo-
cal partner Inspectorate, the sheer vol-
ume of production has enticed new en-
trants, domestic and international alike.
One such company is the global firm 
SGS. While SGS has had a presence 
in Indonesia since 1985, it was only in 
2009 that the company began to turn its 
attention to developing its trade inspec-

tions for coal, minerals and exploration 
geochemistry services which it offers 
to companies active around the world. 
Partnering with local providers, such  
as Pt. Surveyor Indonesia, SGS has 
come to learn that international play-
ers are at a slight disadvantage to es-
tablished local companies. Business  
manager at Pt. SGS Indonesia N. Vive-
kanand remarked: “These local com-
panies have been operating in Indone-
sia for a number of years and have had  
the privilege of setting up onsite laborato-
ries for mining companies. These mining 
companies are dependent on these local 
service providers to validate the produc-
tion quality that will be shipped. The min-
ing companies then have an incentive to 
continue to use these same local service 
providers to certify that the quality pro-
duced aligns with what was ultimately 
delivered to the shipping vessel.”
While this may prove a disincentive to 
newcomers looking to break into the In-
donesian market, N. Vivekanand points 
out: “Although local companies might be 
preferred by local mines, the trading of 
mining and mineral products is a global 
business and many foreign traders, buy-

If a piece of equipment fails, the 
contractor will not allow work to be put 
on hold for four hours. To prevent these 

kinds of situations from occurring, PT. 
ALTRAK 1978 trains the mechanics on 

site to complete easy maintenance, 
periodic maintenance and trouble 

shooting.
 

- Hairuddin Halim,  
Chief Operating Office,  

Pt. Altrak 1978

ers and joint venture partners require 
globally recognized services, names and 
brands, such as SGS. Certificates issued 
by a company that carries the reputation 
of SGS are preferred in global or regional 
markets.”
Although a miner might be torn in choos-
ing between a local versus international 
firm, it still remains that greater compe-
tition in the market can only stand to in-
crease the quality of mineral processing 
services in Indonesia. •
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Can you provide us with a brief 
introduction to Pt. ALTRAK 1978 and 
its product offering and operations in 
Indonesia?
Pt. ALTRAK 1978 is a Sole Agent and Dis-
tributor of Heavy Equipment in Indone-
sia. Operating under the umbrella of the 
Central Cipta Murdaya (CCM) group, Pt. 
ALTRAK 1978 represents Cummins Die-
sel and Gas Engines and Power Genera-
tion, Case New Holland Agriculture Trac-
tors, JCB Equipment, Kawasaki Wheel 
Loader and Grove Cranes in  Indonesia.
Pt. ALTRAK 1978 does not supply  
products for the production line in 
the Mining Industry, but mostly for  
supporting equipment that is used in 
the Workshop or stock piling areas such  
as generating sets, cranes, tele han-
dlers, wheel loaders, pump drive engine  
and lighting towers. In addition, Pt.  
ALTRAK 1978 also provides techni-
cal support and services for clients us-
ing various heavy equipment products  
that use Cummins Engines in their 
equipment. 
The services that Pt. ALTRAK 1978 offers 
contribute 40% of the company’s reve-
nue. To support the volume of work, Pt. 
ALTRAK 1978 has 11 branches dedicated 

hairuddin halim

Chief Operating Officer
pt. altRak 1978

to mining operations, with over 1,000 
technicians available at any given time.

Pt. ALTRAK 1978 distributes 
equipment and provides services 
to a number of industries. What are 
some of the unique characteristics 
of providing technical services to the 
mining industry?
The mining industry is very demanding, 
as it works 24 hours per day, 365 days 
per year and normally in very tough and 
harsh conditions. Miners therefore need 
reliable, first class quality products. 
They are also very strict in health, safety 
and environment (HSE) and do not al-
low long unit breakdowns. If there is a  
failure, they need a quick resolution to fix  
the problem.
Pt. ALTRAK 1978 can assist the min-
ing industry in its second requirement, 
which is fast service. The mining industry 
demands that the task to be done once 
and correctly. Pt. ALTRAK 1978 has cre-
ated an extensive network of technicians 
close to its client sites. The mechanics 
work 24-hour days, on two shifts. When 
an issue arises, Pt. ALTRAK 1978 is  
on standby. 

In which circumstances would 
the mine site need to use its own 
technicians as opposed to Pt. ALTRAK 
1978’s available trained technicians?
There are emergency situations where 
Pt. ALTRAK 1978 simply cannot reach a 
remote mine site in time. It can some-
times take our technicians eight hours to 
reach a site or even two days if there is 
flooding. If a piece of equipment fails, the 
contractor will not allow work to be put 
on hold for four hours. To prevent these 
kinds of situations, Pt. ALTRAK 1978 
trains the mechanics on site to complete 
easy maintenance, periodic maintenance 
and troubleshooting. 
Pt. ALTRAK 1978, as an authorized 
representative and distributor of Cum-
mins products for 30 years, has a certi-
fied training school in Jakarta and an-
other one in Balikpapan. Pt. ALTRAK 
1978’s technicians have been trained 
by Cummins locally in Indonesia, in the 
United States or even in other parts 
of the world. Pt. ALTRAK 1978 uses 
these facilities to train mechanics on 
the mine sites and even receives stu-
dents from the broader Asia Pacific 

region, such as Vietnam and Thailand.  

How does Pt. ALTRAK 1978 
implement its “Your Total Partner” 
philosophy to differentiate itself from 
its competitors?
One of Pt. ALTRAK 1978’s principles is 
that “Every employee is a customer ser-
vice officer.” Pt. ALTRAK 1978 provides 
heavy equipment, but more importantly 
Pt. ALTRAK 1978 is a service-based mar-
keting company. In Indonesia, if the staff 
is trained well, the task will be complet-
ed properly. However, the differentiating 
factor is how the service is provided. Pt. 
ALTRAK 1978 places great emphasis on 
how the service is performed, how the 
issues are communicated, and ultimately 
how the problem is solved. As a result, 
Pt. ALTRAK 1978 builds strong relation-
ships with its clients.
If a client calls with an issue that needs to 
be solved immediately, Pt. ALTRAK 1978 
will not delay providing service because 
of an administrative holdup. If we know 
the customer and have an established re-
lationship, Pt. ALTRAK 1978 will first do 
the job and then handle the administra-
tive component later. Pt. ALTRAK 1978 
therefore guarantees that it provides its 
clients with a superior level of service. 

When GBR returns in two to three 
years, where will we find Pt. ALTRAK 
1978?
Pt. ALTRAK 1978 will continue to main-
tain its position as one of the top five dis-
tributors in the market. In three years, Pt. 
ALTRAK 1978 will have a branch in every 
island in Indonesia where there are mining 
operations. As Pt. ALTRAK 1978 sees the 
older generation of management naturally 
cycle out of the company, we will recruit 
younger employees, particularly those 
who have been educated overseas. Pt. 
ALTRAK 1978 is committed to providing 
an international class of products and ser-
vices and will maintain this standard by 
employing new staff that fits this mold. Pt. 
ALTRAK 1978 is a local company but the 
quality of service provided is comparable 
to what you would find from a distribu-
tor from very developed markets, such 
as the United States. Clients in Indonesia 
will be using world-class equipment and  
Pt. ALTRAK 1978 gives them confidence 
in the quality of service that comes with  
that equipment. •
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Can you provide us with a brief 
introduction to AEL Mining Services 
international and in Indonesia?
AEL Mining Services has had a long 
and rich history since it was first estab-
lished in South Africa in 1896. For the 
first 70 years, the company focused on 
the South African market and then later 
expanded in Africa. The company only 
moved further abroad in the last seven 
years, carefully selecting the countries 
that it enters. AEL is not yet global, but 
has an international presence in South 
America, certain parts of Europe and also 
in Asia Pacific, beginning with Indonesia. 
Pt. AEL Indonesia was established in 
2007 to develop business domestically 
and now serves as the hub for expansion 
into Asian Pacific countries.
On an annual basis, AEL delivers approxi-
mately 20% of the Indonesian bulk ex-
plosives market requirements. AEL oper-
ates via its license explosives partner, Pt. 
Tridaya Esta (TDE), and provides blasting 
services to the industry, namely prime, 
load, tie and shoot (PLTS) or down the 
hole (DTH), as a mining services com-
pany. For Indonesia, up until now, AEL 
has been importing products for initiat-
ing systems from the company’s central 

sean rodger

Country Manager
ael Mining seRVices

manufacturing hub in South Africa. Going 
forward, the strategy is to decentralize 
and assemble our detonators in Indone-
sia for the Asia Pacific region. 
When AEL and TDE have completed the 
construction of TDE’s detonator assem-
bly plant in Indonesia, which is sched-
uled to be operational by early 2015, 
imported components will be assembled 
locally, which will allow for greater fo-
cus on quality control and assurance.  
Our customers will also benefit from 
significantly reduced lead times and  
increased flexibility of detonator tim-
ing delays and lengths along with many  
other advantages.

AEL prides itself on applying the 
latest generation products and 
service offerings for blasting 
operations. What innovations has AEL 
introduced to the mining industry in 
Indonesia?
In March 2014, AEL began sourcing Am-
monium Nitrate Solution (ANSOL) from 
the Pt. Black Bear Resources Indonesia 
(BBRI) ANSOL plant in Bontang to one 
of our customers, Pt. Kaltim Prima Coal 
(KPC). This was the commencement of 
the first successful and ongoing supply 
of ANSOL in Indonesia. AEL has a joint 
venture with BBRI for the production of 
ANSOL. ANSOL is a concentrated aque-
ous solution of ammonium nitrate (AN) 
used in the manufacture of emulsion 
matrix. Although ANSOL is not a new 
innovation per se, AEL is the first to  
introduce it into emulsion manufacture  
in Indonesia.
AEL has improved the process of manu-
facturing of explosive emulsion by using 
ANSOL, making it more cost and time ef-
ficient, as the previous melting process 
of AN prill is not required, thus reducing 
AEL’s customers energy costs and in 
adding significant environmental ben-
efits, such as carbon footprint reduction.
Previously, AEL had been sourcing AN 
prill from qualified sources from across 
the world to manufacture emulsion, but 
as with the detonator assembly plant, 
AEL is moving towards the supply of lo-
cally produced product. The output from 
this ANSOL plant will initially service two 
of AEL’s projects, Pt. KPC and Pt. Leigh-
ton Contractors Indonesia (LCI) at MSJ 
Coal Mine, and will later expand into 
other projects. 

AEL have also recently reached the 
milestone of achieving 80% diesel re-
placement with used oil in our emulsion 
products. This is a first in the mining 
industry and delivers a reduction in die-
sel consumption of 200,000 to 250,000 
liters per month for KPC, AEL’s largest 
customer in Indonesia.

AEL Mining Services works largely 
with coal mining operations in 
Indonesia. Given the low prices for 
coal, will AEL adjust its strategy?
Beginning in 2013 and moving into 2014, 
AEL shifted its focus to collaborating 
further with customers to look for effi-
ciencies and drive cost reductions. AEL 
examines not only the explosives per se, 
but also how they affect the whole min-
ing process, upstream and downstream. 
AEL’s innovative proposals have helped 
customers to identify how explosives in-
fluence other elements, such as loading 
and hauling. AEL was recently awarded 
the blasting services for the Tembang sil-
ver and gold project with Sumatra Cop-
per and Gold. This project, which is partly 
underground and partly surface mining, 
is AEL’s first outside of coal in Indonesia, 
which is in alignment with our strategy 
to diversify into alternative commodities. 

When GBR returns in two to three 
years, where will we find AEL Mining 
Services?
AEL has been preparing to expand once 
the market improves but expects that 
growth will be tempered by the fact that 
the market is now much more competi-
tive than when the company first entered 
the country. AEL’s strategy is to expand 
sustainably and it will be selective taking 
on projects.
AEL has illustrated through its innovative 
and cutting edge technology, working in 
collaboration with our partners, our inter-
nal training and development programs, 
and further regional investments, such 
as the upcoming detonator assembly 
plant, operated by our partner, TDE, that 
it is committed to fulfill the evolving im-
mediate and long-term requirements of 
the market. AEL will continue to operate 
in the country in this fashion, cementing 
itself for future growth and opportunity. • 
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Can you provide us with a brief 
history and introduction to SGS’s 
operations here in Indonesia and its 
work in the mining sector?
SGS Indonesia first started its opera-
tions in 1985 through its Government 
and Institutional Services business 
line. The work that SGS Indonesia was 
focused on at the time related to cus-
toms inspections. Over the years,  
SGS Indonesia grew and started to  
build up different business lines with 
testing and certification servicerepre-
senting the company’s main area of 
growth. Offering trade inspections for 
coal, minerals and exploration geo-
chemistry services to companies ac-
tive around the world, SGS Indonesia 
began to focus on developing these  
business lines in Indonesia in 2009. 
However, as the Negative List stipulates 
that no foreign multinational can per-
form surveying services on the import or  
export of cargo in the country, SGS  
Indonesia Minerals has developed rela-
tionships with local providers, such as 
Pt. Surveyor Indonesia.

What is the process by which SGS 
Indonesia works with Surveyor 

n. vivekanand

Business Manager
pt. sgs indonesia

Indonesia to deliver surveying 
services?
SGS Indonesia receives the order from a 
buyer, be it local, regional or internation-
al, and takes full responsibility for making 
sure that the order is completed to the 
company’s global standards. To do this, 
SGS prepares the work instructions and 
sends them to the site where the Sur-
veyor Indonesia team is waiting to ex-
ecute the job. SGS Indonesia also nomi-
nates one of its field auditors to go to the 
site to ensure that the sampling plan is 
executed according to the job-specific 
instructions. SGS Indonesia works very 
closely with Surveyor Indonesia to train 
its employees and build and maintain ca-
pacity.
Once the inspection team has complet-
ed its work on the site, the samples are 
transported back to the sampling facili-
ties, where they are prepared. SGS Indo-
nesia owns and operates sites in East 
Kalimantan, South Kalimantan and Su-
matra. In July 2014, the company opened 
a new laboratory in South Kalimantan at 
Banjarmasin.

As a new entrant to the Indonesian 
market for mineral and coal 
surveying, how does SGS Indonesia 
compete against both local and 
international players?
SGS is recognized globally for providing 
high quality inspection and testing ser-
vices. If a longstanding client of SGS is 
entering the Indonesian market, they will 
generally prefer to work with SGS Indo-
nesia because they have confidence in 
the service they will receive and SGS’ 
reputation, ethics and corporate net-
work.
However, within the Indonesian market, 
international players are at a slight disad-
vantage to local players. These local com-
panies have been operating in Indonesia 
for a number of years and have had the 
privilege of setting up onsite laborato-
ries for mining companies. These mining 
companies are dependent on these local 
service providers to validate the produc-
tion quality that will be shipped. The min-
ing companies then have an incentive to 
continue to use these same local service 
providers to certify that the quality pro-
duced aligns with what was ultimately 
delivered to the shipping vessel.
Although local companies might be 

preferred by local mines, the trading of 
mining and mineral products is a global 
business and many foreign traders, buy-
ers and joint venture partners require 
globally recognized services, names and 
brands, such as SGS. Certificates issued 
by a company that carries the reputation 
of SGS are preferred in global or regional 
markets.

Given the lower commodity prices 
that we are seeing in the market 
today, how has SGS Indonesia seen 
demands for its services from the 
mining industry change?
The lowering of commodity prices has 
created an incentive to evaluate quality 
right through the supply chain, from min-
ing all the way to consumption. Every 
stakeholder of that cargo at any given 
point in time wants to ensure that they 
can trust in the quality and quantity of 
the specifications they have received for 
this parcel so that they can confidently 
minimize their financial risk and trade 
fairly. Thus, for SGS, lower commodity 
prices have a dual effect. While they in-
crease the need for a trusted inspection 
company, generating more work, they 
also create lower trade volumes, which 
then translates into higher competition. 
In response, SGS relentlessly delivers 
top quality service and earn this volume 
of work.

When Global Business Reports 
returns in two to three years, where 
will we find SGS Indonesia?
At present, SGS Indonesia has four major 
business lines established in the country 
and it expects that in a few years, the 
company will be delivering another six. In 
terms of our mining operations, this busi-
ness will only continue to grow. The min-
ing aspect of SGS Indonesia’s portfolio is 
important both in the region and within a 
global context. SGS’s global strategy will 
include an increased focus on Indonesia 
because we realize that this emerging 
market will be a growth engine in the 
region and thus a significant source of 
future development. •
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“China continues to invest heavily into 
the Indonesian mining industry and will 
likely remain a strong player in the local 
mining industry’s development moving 
forward. India also requires Indonesia’s 

resources, but does not yet have the 
capacity required to invest heavily 

into the domestic market. Singapore 
could emerge as new capital market. 

Indonesia cannot adequately fund itself 
internally; investment funds will have to 

come from elsewhere.”    

John Bishop, President Director, Pt. CSA 
Global Indonesia

Into the Future: 
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Company 
Guide, and 
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“There are two forthcoming government regulations that will significantly alter the surveying 
market. The first, issued by the Ministry of Trade, is to come into effect in September 2014. 
It will require coal companies to acquire registered exporter (ET) license to be able to get 

export verification (LS certificate). It will now be compulsory for mining companies to contract 
a surveyor, which must be registered through the Ministry, to verify coal sources, meaning 

the physical location of the coal and which company produced it, so that the government will 
be able to extract a royalty from the mining company. The second regulation, issue by the 

Ministry of Energy and Mines, is that foreign companies cannot act as the main surveyor, but 
can only act as a subcontractor.”

- Ganjar Gautama, President Director & CEO,  
Anindya

“Land acquisition in Indonesia is a real issue and must be addressed before any form of 
development is to proceed. The first step is to get clarity on the acquisition of land either 

by the company investing upfront, purchasing all of the land before doing any kind of study, 
or by working with the local authorities during the acquisition process. If Sewatama does 
not have clarity in this regard, the company will not go forward. This is especially true in 

the development of hydropower plants in which case Sewatama has already agreed upon a 
certain level of environmental and social assessment by IFC’s standards.”

- Hasto Kristiyono, President Director & CEO,  
Pt. Sumberdaya Sewatama

“Before the Asian Financial Crisis, the PLN was focused on cheaper power plants, particularly 
coal-fired, but most of the large projects were abandoned. Diesel appeared to be an easy, 
fast and relatively cheap solution. However, the country made the wrong bet as the price 
of diesel has gone up significantly in the last decade. There has always been an enormous 

opportunity for gas, but it simply was not discovered. Today, gas infrastructure itself is limited 
and investments are concentrated in the upstream oil and gas business as the country shifts 

from oil to gas.”

- Arno Hendriks, CEO,  
MAXPower Group

“After the Asian Financial Crisis, commodity prices boomed and foreign mining entities in 
Indonesia were seen to be reaping large profits. In the coal space, local investors stepped in 
and the largest coal players became Indonesian-controlled. Thus, there is a view that this can 
be replicated in the metals sector. Indonesia sees no need to hurry in extracting minerals for 

what are perceived to be low royalties - the end goal will be to create a stable mining industry 
that will contribute to the greater development of Indonesia in a holistic sense. The broader 

aim is for Indonesia to escape the “middle income trap”. If there is to be an amendment 
to 27/2013, it will occur in the context of a trade-off in which the foreign mining industry 

implicitly accepts some of Indonesia’s demands for greater local control and value added in 
the domestic mining industry.”

- Michael S. Carl,  
Senior Foreign Advisor
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“What will happen with regulation is unclear. For instance, mining companies are obliged to give 
the Indonesian government and regional government a certain percentage of shares, but there 
are thousands of mining companies, and the government has no intention to acquire them all, 
as it does not have the money or the institutions to take care of this many investments. The 

government does, however, want to have a percentage in the most strategic mining companies, 
those with the largest reserves or mineral concentration. It will be interesting to see how the 

government manages this process and how the process will evolve.”

- Arifdea Saraswati, Partner, 
Akset Natural Resources

“The rapid decentralization of authority, in particular governing permitting, has greatly 
complicated mining within Indonesia. The main difficulty that the industry faces is that there 
is no solid, clear regulatory framework for the industry: decrees are issued every week and 

reinterpreted constantly. The environment is perpetually shifting.”

- Malcolm Baillie,  
Indonesian Forum for Mineral Exploration and Development

“Prior to 2012, Expatriates comprised 30% of the workforce while Nationals made up only 
70%. Today we see that Expatriates comprise only a fraction, just 10%. There are several 

factors that have contributed to this shift. While the expense cutting measures is the most 
obvious reason, as Expatriates are more costly given the packages that they require, of 

more significance has been a change in the law. UU No.3/1958 about Expatriates working 
in Indonesia should guarantee working opportunity for National or Indonesian citizen and 
supported by Peraturan Menteri Tenaga Kerja dan Transmigrasi no. Per.02/Men/III/2008 

stipulated that for every Expatriate, a company needed to hire three Nationals. The purpose 
of this was to encourage a knowledge transfer from these Expatriates to the Indonesians so 
that over time, the local talent would learn to be more productive and possess the necessary 

skillsets. For certain positions, particularly managerial ones, companies continue to hire 
Expatriates because the local market is still not able fill this need.  For example, one of the 

most difficult positions to fill is Geotechnical Specialists.”

- Aphrodite Amandita, Country Manager,  
Verity HR

“Given the level of Indonesia’s agricultural output, agro waste, which can be used through 
a gasification combustion system to produce electricity, is a natural choice for renewable 
energy generation in the country. Electricity through agro waste has the potential to work 
anywhere in Indonesia as long as the logistics, amongst others, the feedstock is secured. 
In 2011, I approached the Bureau of Logistics (BULOG), the largest government institution 
for the distribution of food, such as rice, sugar and flour, to acquire the rice husk that is a 
byproduct of the rice milling process. Within just two weeks, SyRes Indonesia signed the 

contract with BULOG and later secured a grant through the Dutch government to build two 
rice husk power plants, one in Sulawesi and another in Java. By using rice husk as feedstock 

for the gasification, BULOG is able to reduce its operational cost by 70%.”

- Hoedani Hadijono, President Director,  
Pt. SyRes Indonesia
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Indonesian Investment Coordinating Board (Bkpm)
Indonesia Coal Mining Association
Indonesia Mining Association
Indonesian Forum For Mineral Exploration And Development (Emd)
Ministry Of Finance
Ministry Of Mines And Energy
National Development Planning Agency (BAPPENAS)
Perusahaan Listrik Negara (PLN)

Max Power Group
OTP Geothermal
Pt. Andritz Hydro 
Pt. Medco Power Indonesia
Pt. Syres Indonesia
Pt. UPC Renewables Indonesia
SEWATAMA

Asia Minerals Corporation
Berau Coal
Cokal
G-Resources
Medco Energi Mining Internasional
Pt. Adani Global
Pt. Kaltim Prima Coal
Pt. Smelting
Putri Ahdadia Coal
Vale
Sumitomo
Toba Bara Group

Mcconnell Dowell
Pt. Altrak 1978
Pt. Probesco Disatama

Anindya
Aurecon
Ausenco
Castlerock Consulting
Como Engineers
Environmental Resources Management (ERM)
Greencap Ltd.
Ground Risk Management
Indomining
Karvak Nusa Geomatika (MPX Geophysics)
Mcelhanney
NRM
Pt. Aecom Indonesia
Pt. Britmindo
Pt. CSA Global Indonesia
Pt. ENV Indonesia
Pt. Ernst & Young Indonesia
Pt. Pöyry indonesia
PwC
Resindo Resources Indonesia
SMEC
SRK Consulting
Sumitomo Corp.
Witteveen+Bos

AEL Mining Services
Akset Natural Resources
Anugrah Lautan Luas
Bertling
Christian Teo Purwono & Partners
Pt. Coeclerici Indonesia
Deloitte Tax Solutions
Indonesia Commodity And Derivatives Exchange (ICDX)
Indonesian Stock Exchange
ISS-Marindo
Jakarta Futures Exchange
Makarim &Taira S.
Mbss
Mining Alliance
Multi Nitrotama Kimia (MNK)
O'melveny & Myers
Orica Mining
Pt. Lintas Wahana Indonesia (CSL Group)
Pt. SGS Indonesia
Singapore Exchange (SGX)
Soemadipradja & Taher Advocates
SSEK
Verity HR

GOVERNMENT, ASSOCIATIONS AND ORGANISATIONS 

POWER GENERATION

ENGINEERING AND CONSULTING

LEGAL, LOGISTICAL, FINANCIAL, AND OTHER SERVICES

7, 41, 86
66, 70, 72

11
39, 111

10
45, 110

110
10, 22

110
35

29-31
13, 32-33

37, 111
36
21

86
77, 99

48, 66-69, 79
2, 51, 85, 87

77, 79, 80
66, 74

77, 99-100, 104
53

66, 72
57, 60

57
77, 79, 84

51
102-105

102

110
42-43

114
23, 29, 34

61, 85
62
57
78

78, 84
97
63

28, 76, 78, 81
71

77, 82
109

28, 54, 57
22, 25

23, 24, 28
14-16

53-54, 56, 86
26, 42, 48-49

58
27
85

 100-101, 106
110

90-91
55, 90, 94

40, 42, 52, 60
99
45
17

16, 18, 58
90, 95

17
22, 40-41, 44
66, 76, 92-93

42, 50
76, 100

55
100

90, 96
103, 107

19
41, 46-47, 53, 55

55, 59
111

this list represents a selection of the companies operating in the indonesian power and mining industries and should not be considered a comprehensive guide. gbR holds an exclusive and extensive 
power and mining company database for indonesia and the wider region. for further information on database access packages, please contact info@gbreports.com or call +44 20 7612 4511.

MINERAL EXPLORERS AND PRODUCERS 

DRILLING, EQUIPMENT, AND TECHNOLOGY
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Power and Mining research conducted by:
Senior Project Director: Vanessa Acuna Chapela (vanessa@gbreports.com) 
Journalists: JP Stevenson (jpstevenson@gbreports.com) and Josie Perez  

(jperez@gbreports.com) 
 

Managing Editor: Mungo Smith (mungo@gbreports.com) 
Executive Editor: John V. Bowlus (jbowlus@gbreports.com)
Graphic Designers: Leigh Johnson (leigh@gbreports.com) 

and Gonzalo Da Cunha (gonidc@gmail.com)
Regional Director, EMEA: Sharon Saylor (ssaylor@gbreports.com)
General Manager: Agostina Da Cunha (agostina@gbreports.com)

For updated industry news from our on-the-ground teams around the world, please visit our website at 
gbreports.com, subscribe to our newsletter by signing up to our VIP list through our website,  

or follow us on Twitter: @GBReports.

Additional copies of this book can be ordered through Elif Ozturk (elif@gbreports.com)

thank yOu

GBR would like to extend our thanks to the following organisations for the assistance provided during the 
research of this publication:

INDONESIAN MINING ASSOCIATION
http://www.ima-api.com/

INDONESIAN FORUM FOR MINERAL EXPLORATION AND DEVELOPMENT (EMD)
http://emdindonesia.com/

INDONESIAN COAL MINING ASSOCIATION
http://apbi-icma.org/

CHRISTIAN TEO PURWONO & PARTNERS (IN ASSOCIATION WITH STEPHENSON HARWOOD LLP)
http://www.cteolaw.com/ 

MINISTRY OF FINANCE REPUBLIC OF INDONESIA
http://www.kemenkeu.go.id/en

INVESTMENT COORDINATING BOARD BKPM
http://www.bkpm.go.id/

 
We would also like to sincerely thank all the companies that took the time to give their insights on the market 

and share their experience and knowledge.

Industry Explorations

Global Business ReportsCREDITS

- 114 -INDONESIA POWER & MINING 2014






