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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 

ASSOCIATION RE CONSTRUCT I ON AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Files DA TE: July 6, 1970 

FROM: 

SUBJECT: 

Po-Wen Huang, Jr. 

INDONESIA: Telecommunications Expansion Project 

Negotiations for a proposed Credit of $12.8 million to Indonesia 
for a telecommunications expansion project were held in Washington from 
May 6 - 19, 1970. 

Representing Indonesia were: 

Brig. General Soehardjono, Director-General of Posts and Telecom
munications, Department of Communications; Mr. Atmono SW'.'jo, Minister
Counselor, filnbassy of Indonesia; Mr. Suhono Sumobaskoro, Head, Planning 
Division, Department of Communications/National Planning Agency (BAPPENAS); 
Mr. Bahdar Djohan, Chief, Planning Division, Directorate-General of Posts 
and Telecommunications, Department of Communications; and Mr. Rasjidi, 
Director of State Investment, Department of Finance; 

Representing IDA were: 

Mr. w. Kaupisch, East Asia and Pacific Department; Mr. J. Vance 
and Mr. M. de Lima, Public Utilities Projects Department; Mr. T.M.C. Asser, 
Legal D~artment; and Mr. P.W. Huang, East Asia and Pacific Department. 

During negotiations, the following points of substance were discussed 
and agreed upon: ( 

1. 
I 

Status of the Project :Entity; Change in Name/ 

It was confirmed that the project entity is a state-owned corporation 
(perum) known as Perusahaan Um.um Telekomunikasi (PERUMTEL). 

It was further clarified that the relevant legislation establishing 
PERUMTEL 1 s predecessor, Perusahaan Negara Telekomunikasi (PNT), was Government 
Decree No. 30 of 1965, and that Decree No. SIG.29 of the Minister of Communica
tions dated April 28, 1970 had provided for the continuance of PNT in its 
present form (PERUMTEL) and for the change in name from Perusahaan Negara 
Telekomunikasi (PNT) to Perusahaan Um.um Telekomunikasi (PERUMTEL). The 
Indonesian negotiators claimed that the decrees referred to above granted PERUMTEL, 
extended authority and autononzy-, beyond the change in name. Reviewing the decrees, 
it was not entirely clear t o us that this was so; it was decided, however, that 
the management consultants to be hired for this project (see para. 3 below) 
should look into this question and make specific recommendatinns regarding 
PERUMTEL 1 s charter. 
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To this end, it was further agreed that the management consultants' 
Terms of Reference should include the provision that such recommendations be 
made. The Indonesian authorities would take appropriate action to implement 
the recommended changes. 

In our draft Appraisal Report we had specified that the change of 
the entity to a Perum should be a condition of effectiveness. As that change 
had already been effected, it was determined that this condition would no 
longer be required. 

2. Availability of Bilateral Financing and Technical Assistance 

Thtring negotiations we were told that the Australian Government had 
been requested to provide $1.2 million worth of STD switching, terminal and 
operator dialing equipment and to extend its technical assistance by three 
years. We were further told that a favorable reaction to that request was 
almost certain. 

In April 1970 the Loan Committee had agreed that the amount of the 
proposed credit could be increased to $14 million to provide for the afore
mentioned equipment if it was found that bilateral financing was not available. 
In the light of these assurances the amount of the proposed credit was kept at 
$12.8 million. However, it was also agreed that firm contractual arrangements 
to this effect would be required as a condition of effectiveness. , 

J. The Indonesian negotiators confirmed that the Government of Indonesia 
had already asked the United Kingdom Government to provide technical experts 
under Colombo Plan auspices. 

The Appraisal Report {green cover) had noted that management 
consultants would be urgently required to kelp reorganize PERUMTEL. It 

'-· was therefore agreed that firm contractual arrangements for the employment 
of management consultants should be a condition of effectiveness of the 
proposed Credit; this agreement was included in the draft Credit Agreement. 
The procedure to be adopted for engaging management consultants was also 
agreed to and incorporated in a Letter of Understanding signed by General 
Soehardjono. Before leaving Washington General Soehardjono invited proposals 
from five management consulting firms selec·ted by himo 

A Supplementary Letter setting forth the functions of management 
consultants, of individual management experts obtained under the Colombo 
Plan, and of the Australian technical mission was agreed upon. 

4. Scope of the Project 

The Appraisal Report had speci~ied that local distribution and inter
office telephone cables be installed in Djakarta and Djambi. The Indonesian 
negotiators wished Djambi to be excluded, arguing that more emphasis could 
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thereby be placed on Djakarta. After separate discussions with the representatives 
of the Public Utilities Projects Department, it was agreed to exclude Djambi 
and increase the facilities for Djakarta correspondingly. 

5. Completion of the Project 

Our Appraisal Report specified that the project should be completed \\ 
by June 1973. The Indonesian negotiating team expressed the opinion that the 
project possibly might not be completed before 1974 due o ossible disru tions 
of access roads during the rain season e c. was agreed to retain the June 

e wi e un ers anding that, should circumstances warrant, we would 
consider extending the completion date at the appropriate time. 

6. Relending of the Credit Proceeds 

After some discussion (including telephone consultations with 
Djakarta by the Indonesian negotiating team) it was agreed that the 
Government would make the entire proceeds of the proposed Credit available to 
PERUMTEL on a loan basis, at an interest rate of 12% per annum, with repayment 
over 20 years, including a 4 year grace period. This agreement was incorporated 
into the draft Subsidiary Loan Agreement between the Government and PERUMTEL. 

The Indonesian negotiators asked if the relending terms could be 
altered in the future if the management consultants to be hired for this 
project so recommended and the Government agreed. We replied that any 
recommendations of the consultants would be considered jointly by the 
Government, PERUMTEL and IDA. 

7. Maintenance of Value 

During negotiations, it was clarified (and confirmed by Mr. B. Bell) 
that it is the Government's policy to make its loans to state enterprises, 
whether long or medium term and whether derived from foreign or local funds, 
subject to maintenance of value provisions in the relevant financing agreements. 
An appropriate maintenance of value clause was accordingly included in the 
draft Subsidiary Loan Agreement. 

8. Payment of Government Accounts and Settlement of the Government's 
Outstanding Debts to PERUMTEL 

The Indonesian negotiating team told us that the Minister of Finance 
had instructed all government departments and agencies to pay their outstanding 
debts to PERUMTEL in cash not later than June 303 1970. The date was chosen 
so as to enable the debtors to spread the burden of repayment over two budget 
years. This suggestion, however, did not appear entirely realistic to us, 
specifically with regard to the various departments• and agencies' ability to 
pay debtsaccumulated over many years out of current budgets. Accordingly, 
various other alternatives were discussed. 
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It was agreed that henceforth the Government should pay its 
current accounts with PERUMTEL as follows: untill973, not later than 
90 days after the day of billing and, thereafter, not later than 60 
days after the date of billing. 

It was fUrt her agreed that arrangements satisfactory to the 
Association should be made not later than one year after the date of 
signing of the Credit Agreement for the settlement of all Government 
debts to PERUMTEL which had not been paid as of June 30., 1970. 

9. Rate Covenant 

In the absence of arry rate base prior to a valuation of 
assets and the establishment of proper accounts by the management 
consultants., it was agreed that PERUMTEL would set its rates at a 
level to provide revenues sufficient to cover all cash needs and to 
provide for a reasonable contribution to expansion. After a rate 
base was established (not later than 1972) the cash thus generated 
would also have to represent a return of at least 10% on net plant 
in service. To avoid misunderstandings, the method to be used in 
calculating the rate of return was incorporated in the Credit .Agreement 
(Schedule 4). 

10. Time Limit for Implementation of Consultants' Findings vis-a-vis 
PERUMTEL 1s tariffs and charges 

There was some discussion as to the proper time limit for 
implementing the consultants' recommendations concerning the evaluation 
of PERUMTEL's fixed assets and possible changes in the structure and 
level of PERUMTEL I s tariffs and charges. We initially prcposed that those 
recommendations be implemented within six months after they were available, . 
but not later than December 31, 1971. It was finally agrE;ed that the con-· / 
sul tants' findings should be · lemented within six months after the As- ;'-./ 
sociation1 s comments on those recommendations had een o aine ec ion 
4:US (a) J. , -

11. Incurripg of Debt by PERUMT~ 

When we presented our requirement {that PERUMTEL not incur any 
debt above a certain level in the future \(see draft Credit Agreement, 
Section 4.07) "except as the Borrower and the Association shall otherwise 
agree", the Indonesian negotiators wished to change the language in the 
draft Credit Agreement so that only "consultations 11 with the Association., 
rather than ]])A's agreement, would be required before arry incurrances of 
debt above that level. After some discussion it was agreed that ]])A I s ag
greement would be required, inasmuch as this area was of vital importance 
to the success of the project. 
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12. Audit 

It was agreed that PERUMTEL would retain independent outside 
auditors to audit its accounts, start:ing with those accounts to be 
closed December 31, 1972. 

It was further agreed that PERUMTEL's accounts for FY 1970/71 
would be audited by the financial expert to be retained under Colombo 
Plan auspices. If such e:xpert were not retained, the audit would be 
performed by the management consultants to be hired for this project. 
Our agreement on these matters was recorded in a draft Supplementary 
Letter. 

13. Presentation of Financial Statements to IDA 

When we proposed that audited financial statements be made 
available to the Association within 4 months after the end of each 
fiscal year audited, the Indonesian negotiators asked if they could 
present such statements within six months, rather than 4. After some 
discussion, it was finally agreed that statements would be required "" 
within 4 months only after 1972. Before 1972, statements should be 
presented as soon as they were available. 

14. Exemption from I:nq,ort Duties 

The Indonesian negotiators confirmed that all equipment imported 
for this project would be exempt from import duties. 'A letter recording 
this understanding, signed by the head of the Indonesian negotiating team, 
was presented to us. 

15. Domestic Installation 

The Indonesian negotiating team asked us about the possibility of 
importing various items of equipment for the project, with n1ocal assembly" 
of their COllJ>onents. On perusal of the relevant specifications, we 
discovered that the equipment to be inported was to be installed locally; 
what in fact was meant by ''local assembly" was installation. 

16. Increasing PERUMTEL's enployees 

When we proposed that the Government should cause PERUMTEL not 
to increase the total number of its ell'!)loyees until 1974 without prior 
consultation with the Association, the Indonesian negotiators expressed 
some concern that this might cause some difficulties at home, particularly 
with the Department of Labour, whose perogative it was to deal with such 
matters • .After some discussion, however, it was agreed to leave a covenant 
outlining this requirement in the draft Credit Agreement (Section 4.10 (b) ), 
with the usual provision ("except as the Borrower and the Association shall 
otherwise agree") to make it more palatable. 



- 6 -

17. External Debt Letter 

The Indonesian negotiators asked why the language in Section .5.0l 
(b) of our draft Credit Agreement differed slightly from that in similar 
covenants in the draft Credit Agreements for Indonesian projects negotiated 
several weeks earlier. It was explained that, since those earlier negotiations, 
the Legal Department had devised a new_ !:_9.rma'!; for this section. The Indonesian 
negotiators finally agreed to the new wording on the-understanding that the new 
format was now standard for all D)A credits. 

18. Five Year Telecommunications Development Program 

A draft supplementary- letter outlining PERUMTEL I s Five Year 
Development Program (1969-73) was obtained from the Indonesian negotiating 
team and found acceptable. 

19. .Allegations of Corruption in PERUMTEL 

During the course of negotiations an article in the Djakarta Times 
of April 30, 1970 reported that the Indonesian Attorney-General bad accused 
the officers of PERUMTEL, among others,. of deviating funds under develop
ment projects, and that ''PN Telekomunikasi" (sic) was presently under 
investigation for corruption. The report was also picked up by the Reuters 
News Service. 

Consequently, on May 15, we drew General Soehardjono's attention 
to these reports. In reply, he stated that: 

1) The newspaper article was generally "not true". 

2) The newspaper article had referred to deviations of Rp. 1 
billion by 11250 Project Treasurers"; PERUMl'EL, however, was 
not a party to any such deviations and had been unjustifiably 
lunped together with other organizations. PERUMTEL personnel 
were not among the "250 treasurers" being cited in the newspaper. 

3) While PERUMTEL had in fact been keeping some funds in commercial 
banks, contrary to Government regulations, and earning 1/2% interest 
on those funds, these funds were nonetheless being kept in banks 
and not being misappropriated. 

I 

4) The allegations recorded in the Djakarta Times article reflected 
a political manoeuvre on the part of certain elements in Djakarta 
in the context of the forthcoming general elections; those elements 
were trying either to oust the Minister of Communications and the 
General himself, and/or to earn themselves seats on PERUMTEL's Board 
of Directors. 

5) In view of deficiencies in the existing supply system, PERUMTEt 
was considering the creation of a private company, under the 
auspices of a foW1dation whose members would all be former PERUMTEL 
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employees, which would provide supplies of materials and 
equipment to PERUMTEL. The formation of yet another 
organization was also being considered: a joint venture 
between the Government and Swiss private interests to 
perform superintendence functions vis-a-vis all supplies 
to PERUMTEL. Beea use PERUMrEL' s existing suppliers were 
concerned over such competition, the General said, they 
had engaged in retaliatory activities. 

6) PERUMTEL' s accounts were now being audited by the Government 
Accounting Service. The fact that PERUMTEL's accounts were 
being thus audited by Govermnent representatives was yet 
another reason to remove suspicion from his organization. 

7) The Inspector General of the Department of Communications had 
already requested KOMIS I IV ( the Comm.i ttee recently appointed 
by President Suharto to investigate corruption in Indonesia) 
to check into all public allegations made thus far, and to 
declare whether PERUMTEt was in fact guilty of corruption 

PWHuang/ejg 

or not. Brig. General Soehardjono expressed confidence that 
KOMISI IV would exonerate PERUMTEL. 

Cleared with & c.c.: Messrs. deL:i.ma, Vance, Kaupisch and Asser 
c.c.: Mr. S.M. Tolbert 


