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1. Negotiations for a proposed loan of $1405 million for the 
Five Cities Water Supply Project were held in Washington from July 15 
to 26, 1974. The following persons participated in the negotiations: 

For the Republic of Indonesia 

Mr. Rachmat Wiradisurya 

Mr. Suyoto 

Mr. Suwandi 

Mr. Hidayat 

Mr. Darmawan 

Mr. Sarga 

Mr. Paryano 

Mr. Sukandar 

For the Bank 

Mr. I. Zincir 

Mr. Asser 

Mro Darmawi 

Mr. Reekie 

Mr. Rasmusson 

Mr. Smeltzer 

(Leader) Director General, 
CIPTA KARIA, Ministry of Public 
Works and Electric Power 

Deputy Vice Chairman, BAPPENAS 

Director General of Regional 
Development, Ministry of Home Affairs 

Director of Sanitary Engineering 
(DSE), CIPTA KARIA 

Assistant to DSE Director 

Division Chief, Ministry of Finance 

Bank Indonesia (New York) 

Second Secretary, Embassy of 
Indonesia (Washington) 

Program Department, East Asia Region 

Legal Department 

Legal Department 

Project Department, EAR 

Project Department, EAR 

Project Department, EAR 
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2. In addition to the issues covered in the draft Loan and Project 
Loan Agreements and the Supplemental Letters thereto, the following 
topics were discussed and agreed upon: 

Relending Terms: 

3. Before the beginning of the negotiations we had informed the 
government of Indonesia of the possibility of an increase in the interest 
rate on Bank loans, i.e. from 7 1/4% to 8% per annum. Consequently 
pursuant to the instruction of the Management we recei'ved during the 
review of the green cover documents, we also told the Indonesian team 
at negotiations that we would propose at least an 8% interest rate 
per annum on sub-loans from the government to municipal water enterprises 
in order not to further increase the size of the subsidy involved in the 
original financial plan. The Indonesians agreed to this and proposed 
to change their rel ending terms as follows : 9% interest ( originally 
7 1/2%), repayment period of 30 years, including 6 year of grace during 
which interest would be waived. For Malang and Purwokerto debt/equity 
ratio would be 70/30; and for the rest 60/40. The original debt/equity 
ratio of 80/20 was to be changed due to increase in the interest rate 
so that the proposed water rates for 1976-81 would be maintained on 
the basis of the ability of the consumers living in these cities to 
pay higher water rates. An.y cash su:rplus during the grace period would 
be used against payment of the government equity. Water enterprises 
would be subject to taxes during this grace period --- land use to 
local governmen~ at percentages of the estimated value of land (the 
amount of this tax estimated to range from Rp75,000 to Rpl50,000 annually 
for an enterprise), a vehicle tax of negligible amount, and a corporate 
income tax to the national government at the rate of 20% of the first 
Rp.10 million and 25% of any net income over and above the first 
RplO million. We analysed the inpact of these terms on the financial 
projections. The result was satisfactory and the originally prqJosed 
annual rates of returns would be achieved with some slight adjustments 
in the proposed water rates :increases, to which the Indonesians agreed. 

Water Rates In.creases 

4. We were told that at a discussion held in Jakarta with the 
mayors of the five cities an agreement was reached to increase the water 
rates gradually beginning in fiscal year ending in 1976 as proposed in 
the green cover appraisal report to achieve modest rates of returns 
on the net assets in operation. Upon our inquiry they confirmed that 
decisions to increaae water rates have to be approved by the mayors and 
municipal councils and then signed by Governors. However, they would 
not expect any difficulty for the municipal councils to approve the 
water rate proposals of water enterprises as projected. The Ministry 
of Home Affairs would be able to exercise appropriate :influence and 
persuasion in this field. 
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Establishment of Water Enterprises 

5. The Indonesian Delegation gave us English translations of the 
charters of water enterprises in Sama.rind.a, Purwokerto and Malang 
and said that in Jambi and Banyuwangi water enterprises were not 
yet founded. Since they could sign the proposed project loan agreements 
only with water enterprises (not with municipalities as we had thought 
they could), these two enterprises should be established soon. We 
were assured by them that Jambi and Banyuwangi could have their separate 
water enterprises before the end of this year and that the project loan 
agreements with all enterprises could be signed in January/February 
1975. It was therefore agreed that each of the project loan agreements 
should be signed prior to the effectiveness of the loan agreement. 
If we had agreed to be satisfied with the signing of only one project 
loan agreement, we would be faced with co~licated disbursement problems 
because goods under the loan would be procured in bulk, which would 
make it i.n:q:>ossible to charge the account of any water enterprise that 
did not yet sign its project loan agreement. 

Disbursement against local consultants 

6. The local consultants likely to be employed for the proposed 
project belonged to co~anies. They should therefore be disbursed also 
against the fee of co~anies (overhead) not only against their salarieso 
However, no disbursement against taxes could be madeo As a result 
of this discussion, it was agreed to change the disbursement percentage 
of the loan proceeds from 100% of "salaries only" to 75% of ''local 
expenditures" which would cover salaries and overhead, excluding taxes 
if any. 

Fiscal Years of Water Enterprises 

7. The Indonesian Delegation informed us that all water enterprises 
had calender years for their fiscal year attd this was regulated by Law 
No.5 of 1972 and by the charters of the existing water enterprises. 

Legislation for W'ater Supply Service 

8. We were told about and given copies of existing Law, decrees 
and ministerial instructions and copies of charters of municipal water 
enterprises already established. The basic:,Law regulating the enter
prises was Law No.5 of 19620 However, the Indonesian authorities were 
willing to revise this law and promulgate a new ministerial decree 
(copy of the original draft was submitted to us) to take into account 
present and future requirements, particularly with regard to working 
procedures. They would be willing to consult with the Bank before 
finalizing their work in this field. As specified in a supplemental 
letter, organizational set up of DSE and municipal water enterprises 
and new working relationship between water enterprises and government 
agencies would be based substantially on the recommendations of the 
National Level studies of November 1973 and of the consultant's report 
on water enterprises financed under Credit 216-IND (Second Technical Assistance 
Credit) and any material change :from these recommendations would be carried 
out with the agreement of the Bank. 
cc: Messrs • .(i..sser, Rasmusson, Reekie, Smeltzer & Mrs. Harris 
IZ:ct 


