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SAGE FROM THE PRESIDENT OF
"HE REPUBLIC OF INDONESIA

anada and Indonesia have always cooperated closely since the

initiation of relations in 1953. Although there have been times when
the two countries were not in full agreement on certain issues and on the basis
of mutual respect and benefit, their relations have remained strong.

Today Indonesia is striving to become a society based on democratic
principles and the rule of law. It is also exerting its utmost to achieve economic
recovery. In these endeavors, the support of long-time friends such as Canada
is very important. An increase in trade between Indonesia and Canada and

R a substantial increase of Canadian investment in Indonesia would be of great

Abdurrahman Wahid °
help in restoring the vigor of the Indonesian economy and help bring about
social and political stability.

It is therefore our hope that the publication of “Indonesia - Canada
Into the New Millennium” by the Indonesia Canada Chamber of Commerce
(ICCC) will achieve its objective to further awareness of Indonesia’s potential
as an economic partner to Canada.

I commend the Indonesia Canada Chamber of Commerce for launching
this publication and wish it much success in its endeavors to promote the

economic partnership between our two countries. m

™

)

Abdurrahman Wahid
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MESSAGE FROM
THE PRIME MINISTER OF CANADA

t 1s with great pleasure that I congratulate the Indonesia-Canada

Chamber of Commerce (ICCC) on its publication, “Indonesia-
Canada, Into the New Millennium.” I was pleased that the ICCC was launched
during the 1996 Team Canada Trade Mission to Indonesia. It has grown into
an effective forum for sharing ideas, making contacts, and strengthening trade
and investment ties.

Canada and Indonesia share common concerns. We both face the
challenges of developing infrastructure over large geographic expanses and
across several time zones. And while our countries are rich in natural resources,
we both face the challenge of developing them in a sustainable manner, for

] ean Chrétien all of our citizens. | am sure you will find that Canadian expertise is well suited
to Indonesian requirements in energy and resource development, infrastructure,
transportation, communications, financial services and agri-food products.

Since the 1950s, Canadian companies have been active in Indonesia.
Today, it is Canada’s largest export market in Southeast Asia. Combined two-
way trade between us stood at $1.4 billion in 1998, and Canadian investment
in Indonesia has grown to almost $8 billion. I am confident that, with strong
ties between Canada and Indonesia, and a return to political stability, we will
see a strengthening of our economic ties in this important market.

Our partnership also extends to development and bilateral political

ties. Canadian projects in human rights, governance and election assistance

are contributing to Indonesian objectives and democratization. Our people to
people ties have been enhanced through education exchanges, tourism and
trade.

Our mutual commitment to free and open economies in APEC and the
World Trade Organization are important to business in the new millennium.
We want even more trade, investment and technical co-operation that will
translate into jobs and prosperity for the people of both countries.

I u[l[)lmul your vision to n‘,\]ullltl trading ]m“ilii]ilic'\ nto and lu'}MltI

the year 2000. =

Jean Chrétien
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MESSAGE
I NDONESTIA

M. Sutars

FROM THE PRESIDENT OF THE

C

ANADA CHAMBER OF COMMERCE

e are entering the year 2000 with optimism. Indonesia is
experiencing the most difficult time in our Republic’s history,
but we are struggling to pass through it and we will march into the third

Millennium with confidence.

Indonesia’s bilateral relations with Canada have had ups and downs
through the years, but we move forward positively. There is no better time to
review our nearly 50 year relationship than at the end of this decade.

The Indonesia Canada Chamber of Commerce (ICCC) was established
to provide the means to enhance our bilateral economic and trade relations.
Our programs cover promotion and encouragement of investment, trade and
other economic activities.

In this commemorative book we highlight our bilateral achievements
and plans for future endeavors. Most contributors to this book have some
personal or professional commitment to the Canada-Indonesia relationship.
For other articles, we have asked some noted Indonesian business leaders to
share their experience as to how they met the severe business crisis and
successfully worked through it. The lessons they have learned are important
to record for future, but hopefully, lesser crises.

Canada and Indonesia are two great countries with excellent prospect
for even greater economic relationship. We have to make efforts to double our
present volume of trade within the next five years. We will boost our campaign
to attract investment from Canada.

We treasure the excellent relationship with the Canadian Government
and the Indonesian Government. This relationship is the foundation on which
we will face the challenges and capture the opportunities of a new century -

of a new millennium. m

/ftm_'__.

M. Sutara
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ESSAGE FROM
3ASSADOR OF CANADA

t 1s my pleasure to welcome the publication of “Indonesia -

Canada, Into the New Millenmium”. Together with the Indonesia
Canada Chamber of Commerce, the Embassy takes great pride in releasing
this book n order to highlight the range and complexity of Indonesia and
Canada’s relationship.

As you read through this book, you will see not only the deep and long-
standing investment and trade links between Indonesia and Canada but will
also find many other aspects of our relationship that may surprise you. For
example, despite the long distance between our two nations, countless
Indonesians have studied in Canada and Canadians in Indonesia. Minister
Ariwibowo provides a first hand description of what it was like for a young
Indonesian arriving in Canada for studies.

While many readers may know about the programs of the Canadian
International Development Agency (CIDA), for others the range of programs
may be new. For readers not aware of the cooperation n the field of fashion,
I recommend that you read the cultural section. While everyone knows
Indonesia has an almost immeasurable coastline, how many are aware that
Canada is bordered on three sides by oceans? Ambassador Djalal’s article on
the law of the sea provides an excellent summary of how Indonesia and Canada
cooperated on this important international agreement. Numerous other articles
highlight other aspects of our complex bilateral relations which have also been
enhanced in multilateral fora such as the United Nations, APEC. the WT'O
and the ASEAN Regional Forum.

\s we move mnto a new century, | am confident that the opportunities
for the citizens of our two nations to cooperate are expanding. Our current
and future business relations remain in the hands of the companies and people
dedicated to building the business linkages. As my Prime Minister has said,
Canada stands ready to build on our existing relations in order to work for

"...'ll'q)~|)t'l'il} for the }u'nl)h' of both countries.” m

AW

Kenneth Sunquist
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Bigger Business
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By: Budiman Darmosutanto )

e

benefil, genuine inlerdependenc

s Indonesia-Canada relations near

their fiftieth anmiversary n the

year 2002, the initiative
undertaken by the Indonesia-Canada
Chamber of Commerce to launch a book
entitled “Indonesia-Canada Relations, Into
The New Millennium” is indeed a
commendable effort. This initiative 1s also
timely as we now approach the new millennium offering
challenges as well as opportunities for relations between
Indonesia and Canada to expand. In retrospect, Indonesia-
Canada relations have been generally positive. Nevertheless,
its cooperation as a whole is not as tremendous as it deserves
to be and thus needs to be further enhanced. It is therefore
timely for both Indonesia and Canada to look into the
opportunities offered to further develop this relationship
especially for the welfare of its peoples.

[Looking at Indonesia, it has a very old cultural heritage

and tradition, but it is still a relatively young nation. Indonesia

became independent after a long struggle against its colonizer,

Shdonesia and Ganada have always tried lo enhance their bilateral relations and cogperation on the basis of mutual

¢, shared responsibility and partnership,

and proclaimed independence on the 17th of
August 1945. This year, Indonesia celebrated
its 54th year of independence. On the other
hand, Canada has had a longer independence
and it has just celebrated its 132 years. Since
the establishment of diplomatic relations in
1952, Indonesia and Canada have always
tried to enhance their bilateral relations and
cooperation on the basis of mutual benefit, genuine
interdependence, shared responsibility and partnership.
Canada 1s one of the countries that gave its immediate
mternational “de jure” recognition of Indonesia’s independence
in 1950 at the United Nations Security Council.

The Indonesian economy had three decades of
continuous steady growth fostered by political, social and
macro-economic stability which suddenly fell, triggered by
the Asian economic crisis of 1997. The crisis has sown the
seeds of a major change in Indonesia’s economy and political
field. Subsequently, its GDP dropped and revealed underlying

weaknesses in Indonesia’s economic and financial structure,
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which prompted actions for unprecedented wide ranging
fundamental reforms in all fields to strengthen its economic
as well as its political and legal system and to correct its past
mistakes. With a growing 35 million member muddle class,
Indonesia has taken measures aimed at stabilizing its economy,
restructuring its ailing banking system, and creating the
conditions conducive for a more efficient, transparent and
rule-based. market-based allocation of resources in several
key sectors. These reforms mvolve, nter alia, a major review
of anti-competitive practices, including monopolies, oligopolies
and all other restrictive marketing arrangements that have
survived Indonesia’s trade and mvestment liberalization in
the last decade. This will certainly contribute to creating a
more open, competitive marketplace, where few firms will
remain protected. Moreover, Indonesia 1s becoming a large
emerging market. In particular, after the full implementation
of AFTA in the year 2002, the ASEAN region including
Indonesia will have a population of over five hundred million
l)('()l)l('.

Canada on the other hand, has made efforts to expand
trade and promote new investment supported by a strong
domestic economy. Its gross domestic product grew 3.1%
in 1998, with a population of over 30 million and with an

income per capita of approximately C$ 29,000 fuelled by

strong domestic demand and steady trade performance. For

the first ime in three decades, Canada has achieved a budget

surplus at the federal level. Low inflation, low interest rates,
and rising employment levels have put Canada in a good
position to weather the current turbulence in world financial
markets and to continue to be an active participant in world
trade and investment. This conducive situation would provide
Canada the opportunity to do business with Indonesia by
exploring new possible areas of potential.

In response to the increasing economic interdependence
in the global market, cooperation by both countries needs
to be further strengthened. No country in the world 1s
immune to a crisis. In fact, Canada has also been to some
extent affected by the Asian crisis. Therefore, closer
cooperation in maintaining the global economy and finance
with a view to mimimizing the impact of the crisis should be
further promoted.

Thus, while entering the millennium and in welcoming
the golden anmiversary of the bilateral relationship. we should
enhance our endeavors to meet those challenges by putting
forth the overall interest and welfare of the people of both
countries in its broadest perspective. At the same time we
should also seek out opportunities offered by this situation
through pro active and continued contacts and approaches
at the government and business levels to benefit from the

economic potentials in both countries. m

*) Mr. Budiman Darmosutanto is Indonesian Ambassador to Canada
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Fifty Years

of Co-operation

ooy 4

& 15 through this comprehensive and multidimensiondal relationship that we can best expand

our knowledge of and dealings with éach other.

ndonesia and Canada have a long-standing

and productive bilateral relationship - it has

been 50 years since Canada recognized
Indonesian independence in 1949 and 46 years since we
exchanged resident Ambassadors. Although many Indonesians
may perceive that Canada is far away we are, in fact, united
by the Pacific Ocean rather than separated by it. Canada's
political history, cultural diversity, economic strengths and
approach to international affairs reflects a myriad of points
of commonality with Indonesia which have been reflected
throughout the past 50 years in many areas of cooperation
and partnership.

We are both influential middle powers in world affairs.

We share a commitment to multilateralism and have worked
together in the ASEAN Post Ministerial Conference and Asean
Regional Forum, APEC, South China Seas Workshops, Cairns
Group, UN Peacekeeping missions and have taken similar
stands with respect to the Law of the Sea and the Executive
F.conomic Zone and straddling stocks. In the North/South
context we are both considered proponents of compromise
and dialogue within our respective groups. We have sought
to assist Indonesia in projecting itself as a responsible and
constructive global citizen, including its moderating role in

the Islamic world.

While neither country has been a colomal power, we
have both been colonies. Today we are Pacific giants, in both
senses of that word - viewing our interests as being tied to the
Asia Pacific region and to the continued need for peace and
security in that region.  And it 1s through this comprehen-
stve and multidimensional relationship that we can best expand
our knowledge of and dealings with each other. Clearly, there
will always be differences between us, as there are between
the closest of neighbours. Addressing controversial or sensitive
issues requires sensitive and careful management, taking into
account Canadian and Indonesian values, concerns and
international obligations and norms. They are best dealt with
through constructive dialogue as part of the totality of our
relationship and interests, and not as single, predominant
issues to the exclusion of everything else.

As we approach the next millennium Indonesia and
(Canada can justifiably be proud of their respective development
legacies, even taking into consideration the current challenges
facing Indonesia. Canada has always been ready to assist
Indonesia in meeting its challenges, whether in good times or
bad. Canada remains prepared to assist and work with
Indonesia to our mutual benefit, confident of the ability and
determination of the Indonesian people to follow the path of

reform to build a more just and prosperous society. m
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Prime Minister Pierre Trudeau walking with President Suharto.

Jakarta, Indonesia, 1983.
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Prime Minister Jean Chrétien shares a word with Mr. B.J. Habibie
who was then Minister of Research and Technology during the Team Canada
Trade Mission to Jakarta in 1996. Two years later Mr. B.J. Habibie became

the 3" President of the Republic of Indonesia
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Indonesia - Canada Relations

On The L aw
of The

By: Prof. Dr. Hasjim Djalal *)

uring the Third United

Nations Conference on the
Law of the Sea (1973-1982). Indonesia
and Canada cooperated very closely in
various fields of the Law of Sea issues,
particularly because the two countries
were coastal states. Indonesia was the
largest archipelagic state in the world,

of

which sought international recognition

its national and territorial unity. At the
same time, Canada was a large continental country having
a large group of islands or coastal archipelago north of its
continental land mass (the Arctic Archipelago).

Although legally there were differences between the
two archipelagoes, basically the two countries had the same
interests in promoting their national and territorial unity.
For this reason, the two countries had been able to cooperate
fruitfully during the Conference, resulting in the international
recognition of the Indonesian archipelagic state concept,
having “archipelagic waters”, and Canada retaining the
status of its northern archipelago as a “fringe of islands”
along the coast, having the status of “internal waters”.

In addition, the two countries were also known to

have large continental shelves. Canada was a main proponent

16

of the concept of “natural prolongation”
which argued that the continental shelf
of a coastal state should extend up to the
outer edge of the continental margin which
formed part of the prolongation of the land
territory of the coastal state. Indonesia
was also a country having a very large
continental shelf, particularly in the South
China Sea and in the Arafura Sea.
Although practically all the continental
shelf of Indonesia would be covered by the concept of a
200 mile EEZ, Indonesia saw no difficulty in supporting
both the concept of a continental shelf up to the outer edge
of the continental margin (for seabed area) and the concept
of a 200 mile EEZ mainly for the water column area
(fisheries, environment, and marine scientific research).
In those early years, Canada was already paying
significant attention to the protection of marine environment,
either due to the sensitivities of its Arctic waters or because
of its awareness that the protection of the marine environment
was essential for the protection of the marine resources as
well as for the global environment. Indonesia at the time
was just beginning to be aware of the problems. During this

period, Indonesia looked to Canadian experiences as a model

N
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for efforts to promote marine environmental protection.
Indonesia at this period sent a number of people to Canada
to study Canadian environmental policies and legislation
with a view to its possible emulation in Indonesia.

With regard to the seabed resources beyond the
continental margin, Indonesia was also cooperating very
closely with Canada in the effort to ensure that the production
of mineral resources from the international seabed would
not pose unjustifiable threat to the production of the same
minerals from land-based sources. The seabed mineral in
question was primarily the manganese nodules which are
scattered over large parts of seabed surfaces in some parts
of the oceans, particularly in the central Pacific and central
Indian Oceans. The manganese nodules primarily contain
significant components of nickel, copper, cobalt and
manganese. Canada and Indonesia were important producers
of nickel and copper.

After the Law of the Sea Convention was adopted in
December 1982 in Jamaica. the Conference established a
preparatory Commussion for the establishment of an
International Seabed Authority (ISBA) in Jamaica and the
International Tribunal for the Law of the Sea (ITLOS) in
Hamburg. The Preparatory Commussion established four
Special Commussions, one of them dealing with the protection
of the land-based producers of the minerals that would also
be pre duced from the international seabed area. The
Preparatory Commussion lasted for ten years, namely from
1984 (1983 was used for organmizational matters) until 16
November 1994, namely when the Convention on the Law
of the Sea entered mnto force. I)urlnz this lwriml. | was
Chairman of the Special Commussion and during this period
I enjoyed the fruitful cooperation and support from the
Canada delegation

Indonesia ratified the LOS Convention by Law

No.17/1985 on 31 December 1985. Unfortunately. Canada

was not able to ratify the Convention, primarily because of
its dispute on fisheries with other countries, including the
United States and the European Community, particularly
Spain. At the same time the US was also unable to ratify
the UNCLOS 1982, primarily because of its dishke of the
provisions on the exploitation of the seabed mineral resources
beyond the continental margin, which in its views were not
conducive to the freedom of the sea and the market economy,
primarily because it presumed too much protection of the
land-based producers.

By early 1990, it became evident that out of 60
ratifications that were required to bring the Convention into
force, practically all of them would be developing countries.
It was therefore increasingly felt that some effort should be
made to bring in the industrialized countries, such as the US
and Canada, so that the ISBA, when established, would be
an effective one. Therefore, under the auspices of the UN
Secretary General, consultations among various groups took
place beginning in 1990 to find some ways to deal with the
matter. The consultations lasted for more than four years,
mostly in the UN Headquarters in New York, resulting in
the conclusion of an Implementing Agreement on the Seabed
Mining Part of the Convention. The Agreement was adopted
by the General Assembly of the UN in July 1994. I was one
of those playing an active role in the consultations, representing
the developing countries, while Canada was one of those
playing the role representing industrialized as well as land-
based [)I'l)(lll('l‘l' countries.

One of the provisions of the Implementing Agreement
was giving an opportunity to industrialized countries to
become “provisional members™ of the ISBA for a maximum
of four years so that within that period they would be able
to complete their constitutional requirements to accede to
the UNCLOS after its entry into force, upon which the ISBA

would be established. Indonesia signed this Agreement n
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1994 and is now still in the process of its ratification.

Thus, immediately after the ISBA was established,
many developed countries later acceded to the agreement
and therefore became full members of the ISBA, such as
Japan, Germany, France, Italy, Russia, Australia, China,
India, and many others. During this period, I was twice
elected as President of ISBA, namely as First President in
1995 and later in 1996. Indonesia, being a party to the
UNCLOS 1982 1s ipso facto a member of ISBA.

During the four years of Provisional Membership of
some industrialized countries in ISBA, particularly the US

and Canada, again Indonesia and Canada cooperated very

closely in the Council of the ISBA representing the Group of

LLand-based Producer Countries. Indonesia was a member
of the Council from its inception in 1996. Canada was
supposed to have been elected as a member of the Council
representing the land-based producers for four years as from
1999.

Unfortunately, when the four years of provisional
membership in ISBA terminated on 16 November 1998, both
the US and Canada still had not acceded to the UNCLOS
1982, since they had not ratified the Implementing Agreement.
I regret now to see that Canada is no longer a member of
ISBA, although it continues to be an observer. [ still hope
that one day Canada (and the United States) will be able to
become a member of the ISBA by ratifying the Implementing
Agreement and the UNCLOS 1982.

As I have indicated above, one of difficulties for Canada
to ratify the UNCLOS 1982 was the issue of fisheries,
particularly the relationship between the control of fisheries
in the EEZ by coastal states and the freedom of fishing on
the high seas beyond and immediately adjacent to the EEZ.
It was understood that there was a clear relationship between
the management of the two fisheries but there had been

some different interpretations as to its application.

Consequently, Canada was mvolved in a hot dispute with
the European Community on fishing activities in the
Northwest Atlantic.

Again, in view of these difficulties, and under the
auspices of the UN Secretary General, an intensive consultation
was undertaken during the early 1990s, resulting in the
conclusion of an Implementing Agreement on High Sea
Fisheries which was adopted by the UN General Assembly
in 1995. T also played an active role in negotiating the
Implementing Agreement representing the developing
countries and the mterests of coastal countries. In this role
I also cooperated closely with Canada and the United States.
Indonesia has signed the Agreement and the process of
ratification 1s underway. The US has already ratified the
Agreement while Canada 1s still considering it in view of its
pending issues with the European Community and its fisheries
case before the International Court of Justice.

When I was Indonesian Ambassador to Canada (1983-
1985), I was able to visit all Canadian provinces and territories,
including all maritime provinces and the Arctic archipelago.
[ was therefore able to appreciate the dimension of the
Canadian interests in law of the sea and maritime affairs.
During this period, I was made aware of numerous Canadian
activities and mitiatives in global and regional efforts to
promote cooperation, particularly in the Pacific and in other
parts of the world’s oceans. I was able to take active interest
and participation in the Canadian effort to promote fisheries
cooperation between Southeast Asia, South Pacific and East
Pacific through the establishment of West Pacific Fisheries
Consultative Committee (WPFCC) headquartered in Manila
and the Trans-Pacific Fisheries Consultative Committee
(TPFCC), headquartered in Lima, Peru. During this period,
[ participated actively in their activities in Southeast Asia,
South Pacific and the Pacific Latin American countries, within

the context of the PECC Fisheries Task Force activities. |




recret that these activities are now terminated due to lack

of funding.

In the late 1980s, when I was Head (Director General)
of the Research and Development Agency of the Department
of Foreign Affairs, | realized that the South China Sea conflicts
might become a major concern for the future and therefore
| realized that there was need to do something to try to
manage the potential conflicts and to convert them as much
as pe sssible to actual cox v}n‘l‘zllinll. In this context I looked to
Canadian possibilities to support the program and the
activities. With the blessing of the Indonesian Foreign Minister
and with Canadian support for the program through the
University of British Columbia in Vancouver. the program
was initiated for five years in 1990, then extended for another
five years in 1995. | chose Canada to be the supporter of
the program, primarily because | had personal experiences
and fruitful contact with Canadian thinking and interests in
ocean affairs and cooperation, and because Canada was one

of the few developed countries having no negative historical

and pohtical backgrounds in the region of the South ChinaSea.
Its acceptability in the region was therefore very high.
Now, after almost ten years of trying to manage the
potential conflicts in the South China Sea and to convert
them to cooperation, a lot of progress has been achieved and
enormous understanding and a sense of togetherness have
developed among the various parties. Certainly there are
many problems remaining and some of them remain very
difficult. But the most important thing is that the efforts
are continuing and that the efforts have been praised world-
wide as a positive contribution toward peace, stability and
cooperation in the South China Sea. In this context, Canada
has been able to play a positive role which has always been
highly appreciated in the region. I hope that Canada will

continue to support this program beyond the year 2000,

just as it supports other cooperative efforts in Southeast Asia

and the South China Sea in all other fields of activities. m

*) Prof. Dr. Hasjim Djalal was Former Indonesian Ambassador to Canada
(1983 - 1985), Now Indonesian Ambassador-at-Large for the Law of the
Sea and Maritime Affairs
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e Role of Mining and |
.nergy Sectors for Indonesian

I.conomic Recovery

F.conomic 1ssues facing the New Government

By: Prof. Dr. Subroto IE.

NTRODUCTION

The main issue concerning the
mining and energy sectors attracting the
attention of the Indonesian public recently
i1s parhlamentary debate on the introduction
of the draft bill on Oil and Gas, which is
intended to replace the existing laws on
the mining of o1l and gas and on the State
O1l Company Pertamina. The Government
presented the draft bill on Oil and Gas to
the parliament in late 1998, and the discussions with the
House commenced in early 1999. Up to this point there is
still no agreement or consensus. | will try to explain the main
points of difference between the Government and the House,
and the underlying ideas of the Government’s position. But
before elaborating these points, it is useful to understand the

state of the oil industry first.

THE STATE OF THE O1L. INDUSTRY

I'he oil industry has recently been through one its

worst periods ever. The price of crude ol
which had stabilized in a range widely seen
as healthy and beneficial to both producers
and consumers, between $15 and $18 per
barrel, suddenly dropped on a seemingly
unending slippery slope that culminated
in the lowest crude oil prices, below $10
a barrel, in the past 13 years. The crash
spelled imminent danger to all associated
with the o1l industry. For producers,
especially OPEC member countries, who rely heavily on oil
revenues for their prosperity and future development, the
repercussions have been staggering. We might remember the
economic misery that Indonesia had to go through n 1978,
when the monetary crisis coincided and was reinforced by
a fall in the price of Minas oil to $9 per barrel.

Numerous elements combined to send the oil sector
spiralling into a period of immense uncertainty and economic
turbulence. Chief among culprits responsible for the downturn

was a reduction in oil demand in the consuming countries




of East and South East Asia. as a result of the economic

recession that was felt throughout the region. That. together
with higher than normal o1l stocks in the consumer markets
and a warmer winter in the northern hemsphere, sent the
price of oil nto a tailspin that has since reverberated through
the whole industry. Outside the OPEC organization, oil
companies had to retrench as they saw their profits fall along
with the price of crude. Some, like Exxon and Mobil British
Pc'll‘nh‘lllll. \moco ;m«i \rco. Tn[ill illl(l Pt‘ll‘nﬁllil. hil\(‘ even
resorted to what are being termed mega mergers™. in a bid
to combine assets and cut costs to help weather the storm.

Following the decision of OPEC and several producers
outside the organization, like Mexico, Oman and Norway,
Lo cut pre Nlll('linll ll_\' 2.1 Illi“inll [l;ll'l'c'|~ per 1|u} \lill‘lill}I
April 1. 1999, the price fall was halted and prices were
[thlwl llill'l\ up 1O reasc »llill)l(‘ lv\c'l>_ On \llf_{lhl 12, 1999,
the OPEC reference basket reached $19.56, up from $12.75
a year earlier and Minas, the Indonesian marker crude was
$19.26. rnm[mrml to $12.90 in 1998.

Hn\\ do we Iwrrl‘i\t' lllt‘ ui| nlall'kt'l ln'}ul]il lllt‘ year
20007 1 firmly beheve that the future belongs to the OPEC
member countries, mcluding Indonesia as the only Asian oil
producing country belonging to the OPEC orgamization.
()|)|‘,( : |I| n|4[~ INIIII 77% of 2|< ol lul proven reserves .'llul [)l'mlllnx
more than 40% of the world’s output of oil. The organization
actually supplies 60% of the internationally traded crude
oil. At the current rate of depletion, OPEC’s crude oil reserves,
currently at around 800 billion barrels out of a global total
of 1.03 tnllion barrels. are expected to last for about 80
years. Compare that with non OPEC production which has
reserves that will be 4lt'|i|t'l-'t| in less l||;|l| 15 years \Inl't‘n\t'l'.
non OPEC oil producers are currently operating at full
capacity producing 60% of global output from 23% of the

Wi bl'll l.~ 'I['l WWEnN reserves

,\t'(‘nl‘(lill;_f to OWEM (()Pl‘;( : World l‘:nt‘l‘;‘:_\ \In(]t'l).
world demand for o1l will rise to 76 mullion barrels per day
in the year 2000. Over the following decade the world’s thirst
for o1l should nse further to 88 million and will reached an
estimated 99 million barrels per day in 2020. These projections
are in tandem with a global economy that 1s slated to see
expansion of 2.6% annually in 1997-2000, 3.4% n 2000-
2010 and 3.1% in 2010 - 2020. With non OPEC production
in the first two decades of the 21st century forecast to remain
relatively stable at 44-48 million barrels per day, OPEC wall
take the major share of incremental demand, as nations
around the world expand and the need for oil to fuel their
economies rises. Depending on the price of o1l and current
global projections. OPEC could be producing well over 51
million barrels per day of the world’s o1l in 2020.

Non OPEC production, of course, may continue
expanding, especially in the short and medium term. For
example, Britan and Norway have both introduced legislation
to encourage vestment in the North Sea, where advances
have been made in technology and methods that enable
profitable development of fields previously considered difficult
to explore, as well as encouraging the extension of lives of
fields nearing depletion. In addition, we are seeing the
t',\l)lllilillinll of reserves in new non OPEC (In'\n'lu]iill‘_‘
countries. However, despite a rather bullish picture for non
OPEC oil. it 1s doubtful that these producers will be able to
sustain such high output levels over the long term.

What about the price of 0il? Again using OWEM as
d r'“’"l'('”l'('. [ll(' ()I)I( Ht".!‘l'l'llt't‘ I;il‘L(" ”" “'l"llli'il "('|||l"‘.
which fell to $12.30 in 1998, is expected to mamntain its
recovery. Annual growth is projected at 1.5% in the medium
to long term out to 2010. While OPEC sull deems a price of
$20-$21 per barrel as its target range in the long run a price

rw_"amlml workable l)_\ the |ll‘<n||lq':‘l'- and :n'm‘[»l;llvh' ln} the




consumers at the present time a stable price somewhere
between $15 and $20 per barrel would be greeted with
favour by the majority.

Following are some vital statistics on the role of oil
and gas in the Indonesian economy. Thirty percent of
Government revenue is derived from oil and gas and not less
than 22% of total exports come from oil and gas export.
Eighty six percent of Indonesia’s primary energy supply also
comes from oil and gas. Indonesia has 9.7 billion barrels of
proven oll reserves and 136.4 trillion cubic feet of proven gas
reserves. With a daily oil production of 1.4 million barrels
per day, our oil reserves will be depleted in about 19 years.
On the other hand, our national demand for energy will
increase almost 5 times between now and 2020, namely

from 450 million to 2.4 billion barrels of o1l equivalent.

THE PROPOSED NEW O1L AND GAS BILL

In introducing the new Oil and Gas Law, the Mines
and Energy Minister Kuntoro stated that the new law is about
the o1l and gas industry and not aimed at Pertamina, the
state o1l and gas company. The Government wants to
modernize the ol sector, so that it becomes an effective and
vibrant sector of the Indonesian economy and attractive for
foreign investors. It aims at getting rid of the monopolistic
practices, and creating a level playing field for national as
well as foreign oil companies. It also intends to clearly delineate
government function from business operation. It prepares

the industry for the 21st century characterized by intense

global competition. The word globalization, invented not
much more than a decade ago has become the familiar
description for the process of integration and internalization
of economic activities and strategies. National firms are
turning themselves mto mternational operators. National
companies are hastening to generate global strategies.

The new law proposes that the mining right, that 1s
the right to allocate areas for exploration and exploitation
remains in the hands of the government, while the economic
right - drilling, well development, refining, transporting and
selling o1l and oil products should be granted to national as
well as foreign oil companies under a contractual arrangement.
In the new law there 1s no mentioning of oil subsidy, simply
because subsidy is a political decision and should therefore
not be included in the law. A new feature in the o1l and gas
law 1s the relation with the provineial government regarding
wide ranging provincial autonomy and more balanced
financial allocation between the central and provincial
government. Many of these topics were not dealt with by the
existing laws and therefore the government proposed to
replace them with a new Law on Oil and Gas. The House
debated this draft bill intensively and hotly with the
Government, but has as yet not achieved consensus or

agreement until today. m

*)  Prof. Dr. Subroto is Graduate of McGill University, Canada. Former Secretary
General of OPEC (1988-94). Several times member of Indonesian Cabinet:
Minister of Resettlement and Co-operatives (1971-1973) Minister of Manpower,
Resettlement and Co-operatives (1973-1978), Minister of Mines and Energy
(1978-1988). Now is Chairman of Indonesian Institute for Energy Economics
(IIEE) and also Rector of Pancasila University, Jakarta, Indonesia.
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Canachan Investment
in Indonesia

Coday some 100 Ganadian companics, avross a broad range of the natural resources,

industrial and services sectors, have an active presence in Sndonesia
/

anadian firms have been active mvestors in

Indonesia for over three decades. Cumulative
Canadian direct investment in Indonesia is estimated at $8
billion—Canada’s largest investment destination in South East
Asia. Today some 100 Canadian companies, across a broad
range of the natural resources, industrial and services sectors,
have an active presence in Indonesia. Canada’s largest single
direct nvestor is in the mining sector: PT Inco’s mining
complex in Sulawesi has invested over $2.3 billion to date.
In 1999 PT Inco completed a $600 million expansion to its
nickel mine in Sulawesi. This huge investment will boost PT
Inco’s capacity to 68.000 tonnes of nickel in matte per year
and 1s an important contributor to Sulawesi’s and Indonesia’s
economy.

In addition to mining, Canada has had decades of

significant involvement in Indonesia’s oil and gas industry.

Gulf Indonesia Resources Limited. a 72% subsidiary of Gulf

Canada Resources, and Talisman Energy are important
players in Indonesia’s energy industry. Gulf Canada, through

its ownership in Gulf Indonesia Resources Limited, has

invested over $750 million of capital and exploration
expenditures in the period 1996-1998 alone. Much of this
expenditure was used to complete the Corridor Gas Plant in
South Sumatra. In the new century, Gulf will be shipping
gas to Singzlpm‘v under two separate gas sales arrangements.
These arrangements will ensure a steady, reliable source of
export earnings for Indonesia for the next 20 years.

Talisman Energy 1s also very active in Indonesia. By
the end of 1999, Talisman expects to be producing 50,000
barrels of o1l equivalent per day. In the three years 1996-
98, Talisman invested over $700 million in exploration and
development capital in Indonesia, with a big part of that
going to Talisman’s portion of the Corridor Gas Plant. In
addition to its gas interests in South Sumatra, Talisman
produces significant amounts of oil in Sumatra, Kalimantan
and is exploring for oil in Madura.

Canadian investments are not restricted to the natural
resources sectors. In fact, Canadian companies are found
across the full range of goods and services. Bata Shoes

Industries has been present in the market since the 1930's.
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Gulf's Grissik Gas Plant, South Sumatra.

Canadian msurance companies have been trailblazers
in the development of Indonesia’s financial services industry:
Manulife through Pt. Asuransi Jiwa Manulife Indonesia
(established in 1984) and Sun Life (1992) through Pt Sun

Life Indonesia together employ thousands of staff and agents

S10)

across Indonesia through their respective branch networks.
The full range of Canadian engineering and consulting

firms are established in Indonesia as are environmental

consulting firms like Canora (Asia). These firms provide

many high paying jobs to Indonesian professionals. m
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Indonesia-Canada

Trade
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Cunada and Shdonesia are working logether to build solid regional and global institutions

that provide a founddtion for our commercial relations

anada and Indonesia have enjoyed good bilateral

trade relations for almost 50 years. At the eve
of the new millennium, it is appropriate to reflect on the
trade ties between our two countries and look ahead to the
future.

For Canada, trade 1s absolutely vital. Canada 1s one
of the most trade-oriented nations in the world as international
trade now accounts for over 40 % of our gross domestic
product. One in three jobs in Canada 1s dependent on trade
and every billion dollars of exports sustams 11 000 jobs for
Canadians. An important issue for Canada’s national trade
policy is to diversify our markets beyond the United States
which now accounts for over 80% of our trade.

Since the relationship was officially recognized by the
exchanging of Ambassadors in 1953, trade between our two
countries has grown from just a handful of goods traded by
a few people, to hundreds of companies across a spectrum
of ndustries. Indonesia has been one of Canada’s fastest

growing trading partners, not only in the ASEAN region, but

also globally. Two way trade reached $1.5 billion in 1998.

As one of the region’s most populous countries, Indonesia 1s

an important partner for Canada in Asia. In fact, Indonesia
has become Canada’s largest trading partner in South
East Asia.

Canada and Indonesia are working together to build
solid regional and global institutions that provide a foundation
for our commercial relations. These include well known
mstitutions like the World Trade Organization and APEC but
also a host of less well-known institutions such as the World
Customs Organization and various standards associations.
These institutions have been the building blocks of the
expansion in global trade. Indonesia benefits from its
mvolvement in the global trading system. Since the economic
crisis of 1997, Canada’s large trade surplus to Indonesia
plummeted and the trade balance made a drastic swing in
Indonesia’s favour. In 1998. Canada sold $512 mullion of
exports to Indonesia, while Canadians bought some $921

million of imports from Indonesia.
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GROWTH IN EXPORTS (C$ MILLION)
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CANADIAN EXPORTS

During the Team Canada visit to Jakarta in 1996,
Prime Minister Jean Chrétien, six provincial premiers, and
three hundred business representatives witnessed the signing
of various agreements worth over $2.7 billion.

Canada had seen growth in the sale of high, value-
added products such as electrical power, environmental,
telecommunications, electronic and information technology
equipment, transportation as well as our traditional
commodities. Top Canadian exports to Indonesia are
commodities and resource-based products, such as plastics,
cereals, fertilizers, pulp and sulfur. Exports of manufactured
products still include power plant boilers, locomotives, and
communications equipment. Canadian sales of services,
particularly engineermg services, comprise a further sizable

component of our trade.

CANADIAN EXPORTS TO INDONESIA BY SECTOR (1998)

E——— Wood, Wood Pulp

— —— ——— Organic Chemicals

Salt, Sulphur

Electrical and Mechanical Machinery
Zinc

Other

- - Cereals

Indonesia has grown to be Canadian Wheat Board’s
(CWB) fourth largest wheat market with sales peaking at
$337 million in 1997. Though the market has shrunk.
Canada has maintained one third of the market share.
meeting tough competition from Australia and the USA.

Canadian service exports, from companies such as
Agra Monenco/Agra Simons, Ernst & Young, and Klockner
Stadler Hurter are active in the market, with sales in the

past having reached an estimated $200 million per year.

INDONESIAN EXPORTS

‘Irade relations have benefitted from Indonesia’s export
diversification policy that was adopted in the mid-eighties.
Indonesia’s exports have shifted from agricultural products
and raw materials towards durable consumer goods such as

textiles, furniture, and electronics. m

INDONESIAN EXPORTS TO CANADA BY SECTOR (1998)
Apparel and Footwear

Electrical and Mechanincal Machinery

Iron and Steel
Other

Rubber

Man Made Filaments

Wood
Cocoa, Coffee and Tea

Ores, Slag and Ash




Indonesia Canada

Chamber of Commerce

at Your Service
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L \\Y c are a ]////A/M organiaatlon wWith a commion Vvision
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to be strong and successful in business logether

HAT IS THE ICCC? Wuar ARE Toe OBJECTIVES OF THE ICCC?
The Indonesia Canada Chamber of @ To promote and encourage trade, investment and other
Commerce Vision Statement : economic relations between Indonesia and Canada.
Our role is to provide a forum for Indonesians and particularly in the private sector;
Canadians to discuss business issues concerning our two ® To respresent in an objective manner, the views, interests
countries; to share business information, to provide contacts and concerns of the members of the Chamber:
and assistance to one another; and to socialize together. ® To assist in the promotion of inter-cultural relations
We are available and visible to the Canadian and between the people of Indonesia and Canada;
Indonesian business communities. We provide a voice to the  ® lo provide practical assistance and information m supporf
Indonesian and Canadian governments policies. As a bilateral of new and existing business opportunities
organization, our members grow and learn together about ® o provide value-added services to the membership u
our respective business norms and values. the form of publications, business meetings and
Our membership aims to be respectful of one another, trade/investment missions;
trust one another and be able to count on one another. We ® |u|n'u\i<|1';|\;u'ivl} of events for members to meet and
are a unique organization with a common vision: to be strong socialize: and
and successful in business together. e 1o »11|i||||nn~|} improve and extend the services provided

to our members




Whar Dogs T ICCC Do? ® (Co-organize the Maple Leaf Ball and assistance with the
The ICCC provides many forums for networking and Terry Fox Run.

undertakes activities such as: ® Provides special services to Corporate Members.

® Monthly breakfast and luncheon meetings. ® Maintains a Web Site.

® Produces a monthly Newsletter and a Quarterly Bulletin. @  Assists with incoming and outgoing missions.

® Provides instant information through ICCC News Flash @ Actively promotes the interests of members to appropriate

® Organizes the Business Excellence Awards. organizations and governments.
® Pub-nights and cocktail events. ® Organizes seminars and workshops

Holds sport tournament for members

The Board of ICCC

From left to right: Ken Lewis, Kent C. Wiley, Victor Lam, Je Moedaljadi (Secretary General), Janel Young, Jessie Inman (Vice President), M. Sutara (President),
Elly Rasdiani S., Pangestu Sugondo, Nanang Sutadji, Agni Wardoyo, Bhakti S. Luddin and Richard D. Emmerson.

Not seen in the photo: Phil Williams, Jan S. Seneshen, Philip Hampden - Smith.
Ken Lewis and Janel Young are Ex Officio Directors representing Embassy of Canada and Canadian Woman Association.

ICCC Secretariat
(/o Toronto Dominion Bank, Plaza Mashill, 9th Floor
JI. Jendral Sudirman Kav. 25 Jakarta 12920, Indonesia
Phone: (62-21) 527-6784, Fax: (62-21) 526-7747
E-mail;: ICCC@chn.net.1d
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Atomic Energy
of Canada L.imted

Atomic Energy of Canada Limited (AECL), a Crown
corporation owned by the Government of Canada,
was established in 1952 to develop the peaceful
uses of nuclear energy.

From that mandate, AECL has developed
the highly successful CANDU ® nuclear power
reactor and the MAPLE research reactor. In

addition, AECL has developed MACSTOR above-
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ground used fuel storage facilities, as well as
comprehensive engineering and consulting services
to help electrical utilities mamtain their plants at
high levels of efficiency and safety.

AECL has managed nuclear projects on
four continents, the latest success being the
completion n 1999 of the four-unit Wolsong

Nuclear Power Station in Korea.
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AECL is currently managing the Qinshan Phase Il Project, where two CANDU reactors will help provide
environmentally-clean, reliable, and economical electricity to China beginning in 2003.
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A better choice for a better future

Nuclear 1s a clean energy.

[t does not emit gases which contribute to global warming.

Nuclear 1s a sustainable energy choice.

The world has an abundant source of uranium fuel.

Nuclear 1s reliable energy choice.

[t has provided economical elect ricity for almost half a century.

CANDU® nuclear power reactors- |

for clean, sustainable, rehable electricity.

e AECL
Graha Aktiva, Suite 401, JI. H.R. Rasuna Said Blok X-1, Kav. 03 ‘.

Jakarta Selatan 12950, Indonesia F Atomic Energy
Tel: (62-21) 520-3531 Fax: (62-21) 522-0967 of Canada Limited

Ankara Bangkok Beijing Buenos Aires Bucharest Jakarta Seoul Shanghai
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PROJECT DEVELOPMENT

FEASIBILITY STUDIES

CONCEPTUAL & DETAILED ENGINEERING
TURNKEY PLANTS

WO0O0D HANDLING
PULPING / BLEACHING

CHEMICAL RECOVERY

PAPER MACHINES / FINISHING

New Greenfield ENVIRONMENT

Market Pulp Mill,
Indonesia

KSH * KLOCKNER STADLER HURTER LTD.

HEAD OFFICE

International

= 1400 FORT STREET - SUITE 900
En ’neers & contractars MONTREAL, QUEBEC, CANADA H3H 2T1
TEL: (+1) 514.932.4611
FAX: (+1) 514.932.9700

Full Service, Certified Quality and Global Strength INTERNET: PROMOBKSH.CA

IS0 3001

In today’s industrial landscape, where technology, quality, cost efficiencies, e —
process flexibility and the environment are key operational concerns, KSH

stands out as a leader providing a full range of quality engineering and

contracting services and solutions for the pulp & paper industry worldwide.

Head Office : JI. Mayor Zen, Palembang 30118 Indonesia Phone : (0711) 712111, 7122
Jakarta Representative Office : JI. Taman Anggrek Kemanggisan Jaya, Jakarta 1148( C
- TS —




TALIS MAN
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TALISMAN (ASIA) LTD.

Talisman Energy Inc. is the largest independent, Canadian-based, international
upstream oil and gas company whose main business activities include exploration,
development, production and marketing of crude @il natural gas and natural gas
liquids. ‘The Company’s production comes from: Canada, the North Sea and
Indpnesia. Talisman is. -active in a number. of hlgh-potemlal mtematlonal exploration
areas, mcludmg Algeria, Trinidad and Peru. , . ‘-

Talisman'’s extraordmary results stem from successful explorahon« and development
programs in and around the Company’s core areas supported by strategic
acquisitions. The Company has consistently replaced in its production through the
drill bit; while achieving competitive finding, development and operating costs.

Talisman (TLM) is a widely held company listed on the Toronto and Montreal stock‘
exchanges in-Canada and New York stock exchange in the United States with 138
million shares outstandmg

Indonesia has a well-establishe‘d -oil-industry and a }dyna}nic, growing natural gas
sector. Talisman’s existing assets provide thebasis for strong growth, and the
Company continues to pursue new opportunities. Significant results includes:

e Current oil production of 29,747 bbls/d from major properties at Ogan Komering
and Tanjung Raya.

e Total exploration and development spending of $65 million.

e Proved reserves of 40 mmbbls of oil and 615 bcf of natural gas.

. o Natural gas production of 104 mmcf/d from the Corridor Block.

In 1999, the company has participated in several major gas discoveries in the Corridor
Block. Plans to expand gas production from Corridor are underway with the
announcement of the signing of a letter agreement for incremental sales to Singapore.

Setiabudi Atrium Suite 410, 4™ Floor
JI. H.R. Rasuna Said Kav. 62
Jakarta 12920 - Indonesia
Tel: 62 21 521-0650 - Fax: 62 21 521-0660
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TrentonWorks --
supporting Indonesian
Railways for 17 years.

* Wagons of all types, including covered wagons and coal wagons

* Fully assembled or in kit form
TrentonWorks is proud to have served Indonesian State Railways and Indonesian corporations with
freight wagons, heavy haul technology, training in inspection, maintenance and repair procedures.

Always superior Quality and timely delivery.

TRENTONWORKS

A G REENUBRI ER COMPANY

For information call or write:
TrentonWorks, Ltd. / 34 Power Plant Road / PO Box 130 / Trenton, Nova Scotia / BOK 1X0 Canada
Telepbone 902-752-1541 / FAX 902-752-72060




NOVA Gas International Ltd. — a TransCanada subsidiary

Canadian Expertise
Around The Globe

It's no secret that Canadians take great pride in delivering deliver. Our expertise covers the entire energy spectrum — from
reliable sources of affordable energy. That's especially true at construction and operation of natural gas pipelines, to power
TransCanada. We use our expertise to provide high value-added generation, processing and energysmarketing. And with assets
energy solutions around the globe. of US$17 billion, TransCanada offers the financial diversity,

o ng-term growth and
TransCanada understands your company's need for
customized energy solutions. We also understa \
a strategic partner.

We know successful solutions
relationships with the knowle

nternational

2190 « Indonesia *

3-6515 ® Fax: 65-333-6505

1-5th' Avenue SAW. * Calgary  Alberta s Canada =12 869 » Fax: 1-403-261-3988
S Web Site: http:/www.tra . d the world.




Move fast enough and it's nectar

nectar

nectar

These days, it's not

only what you know-it's how fast
you know it, and how fast you can get it into
the right hands. Our experts in more than 130
countries have the knowledge to help you get
results. Together, we can move forward
faster faster faster. Start humming.

www.eycan.com

Ernst & Young (Canada) Actuaries and Consultants Inc.
Tel: +62 (21) 344-0522 (Indonesia), +1 (416) 943-2035 (Canada) david.j.congram@ca.eyi.com

CONSULTING * TAX * ASSURANCE |

FROM THOUGHT TO FINISH.™




Indonesia

~ _entering the third millennium

PT International Nickel Indonesia Thk (PT Inco) is one of the world’s premier producers of nickel, a versatile metal that is a key ingredient in
stainless steel, electric-car batteries and other consumer and industrial products.

Since signing its Contract of Work with the Indonesian Government in 1968, the Company has
developed and expanded modern mine and mill facilities near Soroako on the Island of Sulawesi,
\ providing thousands of skilled jobs and developing a vast community infrastructure of schools,
‘ roads, water and services throughout the region.

§ The Company is owned 58.7 per cent by Inco Limited of Canada, one of the world’s leading
& nickel producers, and 20.1 per cent by Sumitomo Metal Mining Co. Ltd. of Japan, a premier

mining and smelting company. In addition, 20 per cent of PT Inco shares are owned by public
shareholders and the balance by four other Japanese companies. In 1998, pursuant to recent \
Indonesian legislation, the Company changed its name to PT International Nickel Indonesia ‘
Tbk-“Tbk” denoting its status as a publicly traded company in Indonesia.

Mine Planning

Mining the Nickel Ore View of the Nickel Smelter

PT Inco produces nickel in matte, an intermediate product, from lateritic ores. Its entire production
is sold in U.S. dollars under long-term contracts for refining in Japan. PT Inco’s competitive
strengths include abundant ore reserves, a skilled, well-trained workforce, low cost hydroelectric
power, modern facilities and an assured market for its product.

With the objective of matching our ore bodies within the remaining contract area to anticipated
world nickel demand, the Company recently invested US$ 638 million to increase its annual
production capacity from 100 million pounds of nickel in matte to 150 million pounds of nickel
in matte. The contract of work covers an area of 218,000 hectares and was extended in 1995
until 2025. Total investment has reached in excess of US$ 2 billion. ‘

Over the past 25 years, the Company management profile has changed significantly. One
of PT Inco’s greatest achievements is its success in attracting, training and retaining Indonesians
through the highest levels of management. Today only about one per cent of the Company’s
2,200 permanent work force are expatriates. Indonesians in senior management include the
President Director, three Vice-Presidents and most of its Senior Managers.

Plant Expansion




standards and economic growth

The Company has a long history of working closely with the local government and the
communities in Soroako project areas and of contributing to the local standard of living.
Community development can be traced all the way back to the days when PT Inco became
heavily involved in exploration. Starting from scratch, the Company took the initiative to
build village roads, bridges, introduce electricity, fresh water systems, public schools, and
hospitals and assign medical teams. More recently the Company initiated an agriculture
enhancement program, helping to increase crop yields for local growers. PT Inco’s position in
maintaining community development leans more toward a facilitator role encouraging the
community and government to share ideas, plan and execute them. The program covers health,
education, agriculture, and community facilities.

Revegetated Mining Area New Hydroelectric Generating Facilities at Balambano

PT Inco is also committed to the concept of sustainable development, which requires balancing
the need for economic growth with good stewardship in the protection of human health and the
natural environment. We continue with ongoing programs of revegetation by planting indigenous
tree species on land where mining is completed, so that the land is returned to its natural state
as rapidly as possible.

After losing money in the early development of the operation, PT Inco has consistently been
profitable since 1987 and intends to remain a low-cost and profitable producer that generates
positive returns for our shareholders. A key to our success is to remain a reliable supplier,
meeting the growing nickel needs of our customers, while continuing to fulfil our commitment
as a responsible corporate citizen contributing to the economy of Indonesia.

With its extensive experience, skilled workforce, modern facilities and the potential for growth
in new ore bodies at our holdings in the coastal area, PT Inco is well positioned to move forward
aggressively and competitively into the next millennium.

PT International Nickel Indonesia Tbk (PT Inco) is one of the world lowest - cost
producers of nickel, a versatile metal which is important to improved living

Community Development
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PT International Nickel Indonesia Tbk
Plaza Bapindo II, 22nd Fl.

JI. Jend Sudirman Kav. 54-55

P.0. Box 2799, Jakarta, Indonesia

Tel. (6221) 524 9000 Fax. (6221) 524 9020



Marie Claire available in our selected Bata Stores.

The publication of this book was made possible by the endless efforts
and hard work of the team below.

Kenneth Sunquist < M. Sutara < Toni Sri Agustono
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A'lotal Restructuring of The Bakrie Group

by: Aburizal Bakrie

*)

Slernal consolidation and intraspection, evaluating the strategic vision of the company

and ogpen-mindedly reposttioning the business focus

n mid 1997, Southeast Asia, a

part of the larger Asian continent,

a region which in the previous
years had been posed to become the emerging
global economic power by the turn of the
century, was hit by an unprecedented, severe
economic crisis. This was worsened in some
of the countries by social and political
problems. Among the worst hit was Indonesia, which had
been one of the players with the most economic potential in
the region considering its richness in natural resources and
its population of 200 million people.

The economic crisis in Indonesia was a product of
snowballing political tension and unrest which culminated
in the fall of 32 years of a powerful regime under Soeharto
and the bursting of the economic foundation due to a massive
Rupiah depreciation. Starting from a pre-crisis exchange
rate of US$/Rp 2.500 in mid 1997 through a period of heavy
swings peaking at an exchange rate of US$/Rp 17,000, the
result was a total economic downturn in most segments of

lh('m'nllnlll\.

Furthermore, Indonesia’s capital market
was severely affected. Within 15 months, the
market capitalization of the Jakarta Stock
Exchange shrank from over US$ 105 billion
to roughly USS$ 17 billion. The plunge of the
Composite Index indicated that foreign
investors were pulling away from Indonesia
due to their lack of confidence in the Indonesian
economy and political situation. During the crisis period,
banking systems worked with a negative spread, with a
difference between the time deposit interest rate and the
lending rate at a 15% to 20% level, which made most of the
banks in the country mnsolvent.

For the first time in many years, Indonesia’s current
account produced a surplus. But this was not a healthy sign,
as the entire reason for the surplus was the lack of ability to
import goods. This definitely reflected one of so many
dimensions of the nation’s contraction which was ranging
between 13% and 15% (negative growth) for 1998. Open
unemployment increased threefold and the capacity to

produce within the sea of people who were underemployed



broke all records in Indonesia’s history as well as any other

country’s in the world.

The private sector, which is the engine of the Indonesian
economy, has been perishing due to high interest rates and
massive Rupiah depreciation. Due to a drop in domestic
demand, there was a drying up of financing sources and
anomaly interest rates. Most companies were not able to
service their debt to the banks causing an inactive and
depressed market. Existing businesses had become not viable
and there were many incomplete projects or immaturely
completed projects that caused a long chain of unsalable
impacts. Financial institutions, suppliers, contractors,
manufacturers, distributors, etc. were hurt. Many large
companies could not sustain the level of debt because suddenly
the amount of their US$ debts were quadrupled in Rupiah
terms whilst the reduced revenue they were expecting were
still Rupiah. Nevertheless. it does not mean that we cannot

do anything to survive and to recover from such a vast crisis.

ToTAL RESTRUCTURING

The big question now is how can the private sector
survive, and if possible, recover from the worsening economic
condition that Indonesia is currently facing? How to re-
attract foreign mvestors to mvest in Indonesian companies?
Of course these are never easy questions to answer.

Although the absolute recovery of the macro economy
would necessitate the efforts from all sides, including the
government of Indonesia, there are steps and actions, both
gradually and drastically, that have to be taken by the
corporate community. | am of the opinion that it would
require confidence, optimism, as well as positive thinking
from the Indonesian private sector to work towards the
recovery. The poimnts of behavior which I think are the
necessary requirements for survival and recovery are the

fn”u\\ill;:l

e Raise awareness of the crisis and propagate the sense of
crisis in all aspects and activities in the company. This
means, first, we should gear corporate policy towards
efficiency and cost consciousness;

® Internal consolidation and introspection, by evaluating
the strategic vision of the company and open-mindedly
repositioning the business focus;

® [nitiate a total across-the-board restructuring which covers
all aspects: operations, financial, organization, systems
& procedures, and human resources;

e [Establish a transparent reputation and maintain
credibility;

® Strong commitment, hard work, maintaining goodwill

and strong beliefs, as well as conducting effective action.

STRATEGY OF BAKRIE GROUP DEBT RESTRUCTURING

The main problem of debt restructuring everywhere
in the region, as far as | know, is the unpreparedness of both
sides, the debtors and the creditors, for the magnitude of
problem loans occurring at the relatively same time. Lines
of communication were rarely maintained by the companies.
Coupled with their reluctance to negotiate in an open and
transparent manner, this creates more problems.

The debt restructuring process of Bakrie Group started
in early 1998, when outstanding debits started to default. A
large group which ranked 14th in revenue terms among
Indonesian corporations and in relative terms a contributor
of 0.85% to Indonesian Gross Domestic Product has to adapt
itself to the challenge of the crisis. Because of our acute
awareness of what was going on in the domestic and global
economy and our anticipation in the short term development,
Bakrie Group has been able to respond timely and effectively
to ensure survival during this tumultuous period. Accordingly.
Bakrie started the internal consolidation and formed off-

structure debt restructuring teams in various company levels




wherever it was needed to work closely with the creditors in
order to resolve their debt problems and work toward finding
a solution which would be amicable to both parties.

Bakrie’s debt restructuring has a high level of
complexity, comprising billions of US$, three major holding
companies with about one hundred subsidiaries in various
industries ranging from telecommunications, agribusiness,
pipes manufacturers, financial institutions, and properties
to mining. The negotiations involve hundreds of creditors
from more than ten countries and periodical discussion
meetings.

Right from the start, Bakrie has made a serious
commitment to work along with the creditors in narrowing
the differences in the perception in resolving the debt problems.
It takes a transparent approach, constant communication
and willingness from the principal shareholders to sacrifice
present stake for future value of credibility.

Creative structure has been developed in each of the
debt restructuring cases with a performance incentive
attached. In this way, the solution would provide two
apparent features for the stakeholders. It shows the confidence
level of existing shareholders and management in bringing
back business to the company. It certainly adds credibility
to the restructuring proposal given to the creditors. Secondly,
it assures all parties that the value of the company will be
built back. By rewarding the existing shareholders and
management if certain value milestones are achieved in the
future, or punishing them for failure in performance by
letting other parties run the company ensures that reforms
are taken seriously.

Bakrie has also been ensuring that standard
international banking practices are adhered to in all debt
restructuring negotiations. Creditors are treated equitably
in the same seniority ranks. Preferential treatment is
completely avoided even for domestic banks. Independent
financial advisors are engaged to verify business plans and

continuous liaisons with various government agencies and

50

regulatory bodies like Jakarta Initiative, Bapepam and Stock
Exchanges are maintained.

The rightsizing program in the Group has been
exercised. Bakrie & Brothers, the flagship holding company
of the Group has redesigned its organizational structure in
its headquarters such that 26 staff are now able to perform
the tasks which previously needed 300 people. Members of
the Board of Directors were reduced from 8 to 3. The overall
cost effectiveness program which cut the headquarters’ costs
by 80% annually has been propagating with increasing speed
to its business units at all levels.

Nevertheless, you need two hands to clap. The Group
has also been experiencing some difficulties posed by the
creditors’ side in completing some of its cases. Unrealistic
debt restructuring counter proposals have been put forward
by smaller banks which have a lack of experience or resources
in dealing with complex problem loans. The fact that some
countries still have some restrictions for their financial
institutions to hold offshore equity investments has made
some offshore banks effectively impossible to accept
restructuring proposals based on debt to equity swap. There
are also some cases whereby differences among the creditors
themselves have been delaying the restructuring process at
the expense of the company.

As a conclusion, | would like to put forward that the
recovery of the economic sectors in the region would very
much depend upon the willingness of various parties to deeply
understand the whole situation and to move forward open-
mindedly in dismantling the current problems. To survive
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