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MEMORANDUM OF THE CHAIRMAN

To Members and Ex Officio Members of the National Fuels and Energy 
Policy Study (S. Res. 1^.5, 92d Congress'), Committee on Interior 
and Insular Affairs:

The advent of the energy crisis has brought a vastly expanded 
Federal role in energy policy. The creation of the Federal Energy 
Administration and the Energy Research and Development Adminis­
tration by the 93d Congress symbolize this fact. The close relation­
ship between energy, economic and foreign policy and the 
predominant Federal ownership of energy resources are among the 
factors which assure a greater Federal role in energy matters in the 
future.

As a new Federal role emerges it is inevitable that the traditional 
role of private industry must also change in response to new require­
ments and objectives of national energy policy. Dissatisfaction with 
the past performance of both industry and government in meeting 
national energy needs has led to a number of proposals that would 
change the relationship between public and private sectors on energy 
matters. These include Federal chartering of energy corporations 
and the creation of a Federal Oil and Gas Corporation to develop 
federally owned energy resources.

As Congress considers these and other proposals, it should be useful 
to consider the experience of other countries. With this in mind, the 
Congressional Research Service of the Library of Congress was asked 
to examine the relationships between Government and the petroleum 
industry in selected foreign countries. In each case, these studies will 
attempt to describe the extent to which Government has assumed 
traditional industry functions; the degree of regulation when such 
functions are still performed by the industry; the institutional mech­
anisms used by Government to regulate or control industry operations 
and the statutory basis for Government action.

I have directed that the seventh study in the series, dealing with 
Indonesia, be published as a committee print for the use of Senators 
participating in the National Fuels and Energy Policy Study.* The 
study was prepared by Larry A. Niksch, Analyst in Asian Affairs of 
the Congressional Research Service.

Henry M. Jackson, Chairman.
* The other reports in the series are: United Kingdom, Italy, The Netherlands, Japan, Germany, and 

France.
(Ill)





PREFACE

This study on Indonesia is the seventh in a projected series of 
country monographs intended to provide a brief narrative account of 
the relationships between Government and the petroleum industry in 
several industrialized oil consuming countries.

While there are, of course, wide variations in the practices and 
experiences of the various countries, each study will cover the following 
general topics:

Overall energy position.—As the framework for the more specific 
relationships with the petroleum industry, there is a brief summary 
of the country’s energy posture, including a description of overall 
energy policy, energy use patterns, and the degree of dependence on 
petroleum, particularly on imports.

General industry-Government relationships.—The extent to which 
the government has assumed traditional industry functions is briefly 
described, including nationalization and/or special Government­
industry relationships to the energy industries or to some of the 
energy industries.

Government relationships with the petroleum industry by sector.— 
With adjustments to allow for adaptation of each country’s individual 
patterns, the relationships are described in terms of policies and 
practices applied at each of the steps in the oil development process: 
Exploration; the production of crude oil; its transportation, both 
within country and importing arrangements; refining; marketing; and 
export-import policies.

As appropriate to each activity, the measures described may include 
regulations, tax policies, price controls, ownership or other forms of 
Government participation, and normal stockpiling practices. Where 
there are special legislative or other innovations that seem to provide 
interesting illustrative precedent for the United States, these may be 
described at somewhat greater length.

While every attempt is made to provide as up-to-date information 
as possible, the studies are not intended to cover recent developments 
in joint consumer country planning for emergency pooling of supplies, 
emergency stockpiling or financial balance of payments burden shar­
ing arrangements. The focus is intended to be on those aspects of 
foreign country experience which might prove useful in examining our 
own longer term national policies vis-a-vis domestic oil production and 
domestic petroleum needs.

Similarly, although environmental policies and practices clearly are 
affected by problems of pollution from petroleum in many forms at 
many levels of activities in the production cycle, none of the studies 
will attempt to cover this aspect of government policy in so brief a 
review.

(V)
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INDONESIA AND PETROLEUM—GOVERNMENT-INDUSTRY RELATIONS

(By Larry A. Niksch, Analyst in Asian Affairs, Congressional Research Service)

I. Economic Background

Indonesia occupies an unusual position among oil producing nations. 
Unlike smaller, less populated producing countries that have accumu­
lated huge revenue surpluses, Indonesia’s monumental economic 
problems will require extensive oil revenues for their solution, if, 
in fact, they can be solved. Indonesia is one of the poorest, most 
overpopulated nations in the world. The population is approximately 
130 million, ranking it fifth in the world. Nearly two-thirds of the 
people live on the island of Java, which constitutes less than 7 percent 
of the total land area. The population density of Java is 565 people 
per square kilometer, one of the highest in Asia and the world. More­
over, about 54 percent of the population is under the age of 20; this 
makes probable a high rate of population growth in the future. The 
present population growth rate is estimated at over 2.5 percent per 
annum, compared to 0.8 percent per annum for the United States. 
The population is expected to reach 183 million by 1985 and 260 
million by the end of the century.

Over 84 percent of the Indonesian people live in rural areas. About 
62 percent of the labor force (estimated at 40 million in 1971) is 
employed in agriculture, mainly subsistence farming. Unemployment 
and underemployment is over 30 percent. The literacy rate is about 
40 percent.

The U.S. Agency for International Development states in its fiscal 
year 1976 program submission to Congress that “health and nutrition 
conditions are primitive at best.” Infant mortality was estimated in 
1971 at 135 per 1,000 live births compared to 18.5 per 1,000 for the 
United States. Disease is widespread. Life expectancy is only 48 
years compared to 71 years for Americans.

Indonesia’s Gross National Product (GNP) was estimated at 
$11.4 billion in 1973, and per capita GNP is presently estimated at 
less than $120. This latter figure can be compared with $560 for 
Taiwan, $400 for South Korea, $474 for Malaysia, $252 for the 
Philippines, and $234 for Thailand.1

Since the collapse of the Sukarno regime in the mid-1960’s, the 
Government of Indonesia has given high priority to economic prob­
lems. The Government’s initial goals were to control inflation (where 
it achieved considerable success), sharply increase rice production 
(where it also made major gains by the 1975-76 crop), and renew 
overall economic growth. The First Five Year Plan (1969-73) empha­
sized these priorities. The Second Five Year Plan (1974-79) also sets 
these as major objectives, but it gives increased emphasis to satisfac­
tion of economic needs such as adequate food and clothing, housing 
construction, improved social welfare, employment, and education.

1 U.S. Agency for International Development. Gross National Product: Growth Rates and Trend Data 
by Region and Country. May 1, 1974 : 7. U.S. Agency for International Development. Fiscal Year 1976 
Submission to the Congress: East Asia Programs. May 1975:11.

(1)62-118—75---- 2
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II- Overall Energy Position

oU ™ J»dO“esi». is set against this economic background. 
The Government of Indonesia will rely increasingly on earnings from 
Pl n° eUIl! tO fin?nce-lts Pegrams under the Second Fivge Year 
Plan, rather than on foreign economic assistance.2 For example the 

f° H?x^hanSp earnings from oil increased from 36 
percent of the total in Indonesian fiscal year 1969-70 to 70 percent in fiscal year 1974-75. Gross foreign exchange earnings from petroleum 

t0- nnar $5 bl n°n in fiscal year 1974-75 as compared to 
$384 million in fiscal year 1969-70. For the Second Plan, oil is expected 
to provide about 70 percent of foreign exchange revenues which will 
reach an estimated level of $7.3 billion by fiscal year 1978-79 3 Indo- 
*^sia s Minister of Mines, Mohammed Sadli, summarized the’role of 
oil and other natural resources m the country’s development plans 
ti^tht HnYd ‘°ldthe Australi™ Petroleum Exploration Associa- 

r » Indonesia we are confident that our current interests and 
1 f dgenerations are best served not so much by safeguarding 

we pr?1Vldmg the co"ntry now with the Loured
"« undertake the reconstruction and development of our

- Indonesia’s known oil reserves are put at 15 billion barrels an 
increase from the 10.5 billion barrels estimated in 1974. This is 2 1 
percent of the world’s known oil reserves.5 It is likely that Indonesia’s 
known reserves will rise again in the future. Ninety percent of the 
prospective oil and gas area inside the country and offshore remain 

and SP°kesmen for Pertamina, Indonesia’s
*5° i company, have stated that foreign oil companies working 

<md sharing contracts have located about 100 structures
that V s five working areas, there are 128 known struc-

tu^j^calft^^ where the existence of oil is likely) In 
mid-1974, only 26 of these had been tested by drilling. Pertamina 
and the ?rea the Sunda shelf in the west
and the Sahul shelf in eastern Indonesia in the next 5 to 10 years 7 
i i °k^a S cT'ent outPut of crude oil is nearly 1.4 million barrels £ °r a^°^^ 2.4 percent of the world’s production. Chart I 

shows the growth in production since 1960:
Chart I

Indonesia’s Crude Oil Production, 1960-74
Year:

1960_____
1965____
1970___
1971___
1972___
1973._
1974_________ II IIYIYY

Source: International Economic Report of the President, p. 153.

Production 
(thousands of b/d) 
-------- 419 
-------- 501 
------- ---- 855 
------- ---- 904 
-------  1,056 
-------  1, 339 
-------  1,360

don™! S3 States and other Western aid
tl0’Kenn^ W Year4?76 Submission to CongreS:SK Intema‘
1975: 74. Grenwille, Stephe^lLdoS^ and Oas Journal, v. 73, March 3,

1 Uds0,lpSia.74 Focus Far Eastern Economic Revi^VS No“^ 1975: 24'
P?T^^ Government
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Pertamina forecasts an output of 3 million b/d by 1980 and 4 million 
b/d by 1984.8 Targets set under the Second Five ear Plan are not 
as ambitious. The plan calls for an annual increase in production of 
8 percent, bringing it at the end of fiscal year 1978—79 to about 2 million 
b/d, or 720 million barrels for the year.9 .

The bulk of crude oil production is exported, and this situation will 
continue throughout the Second Five Year Plan despite some increase 
in domestic refining capacity and consumption. Chart II shows the 
plan’s targets for crude oil production and exports, refining capacity, 
and domestic fuel demand:

[Millions of barrels]

CHART II.—SECOND 5-YEAR PLAN TARGETS

Fuel year
Crude 

production
Crude 
export

Crude refining 
capacity

Domestic fuel 
demand

1974 75 ......... .............. .. 529 423 118.6
125.7
162.1
174.5
185.0

69.01
78.75
89.08
99.72

113.17

1976 76 _________ 550 444
1976 77 _______ ___ 620 514
1977 78 ......... ............ .. 660 550
1978—79 _____________ 720 610

________ ■ ---------------------—

Source: Oil and Gas Journal, Mar. 3, 1975, p. 76.

Japan by far is the leading purchaser of Indonesia’s oil exports, but 
since 197(fthe United States also has become a major customer. Both 
countries find Indonesia’s oil particularly attractive because of its low 
sulfur content, which reduces the potential for air pollution. Crude 
from Indonesia’s Minas field (Sumatra), has a sulfur content of 0.1 
percent.10 Charts III and IV show the growth of oil exports to Japan 
and the United States, according to Pertamina statistics:

CHART III.—INDONESIA’S OIL EXPORTS TO JAPAN

[Thousands of barrels]

Vn,r Crude Oil Refined
Year Products

27,153
1972 " ______ __________ ______________ 207,045 40, 676
1973 ___________ ___________________-.......................  """"""" 2b4,08J 51, 582

Source: Petroleum Economist, July 1974 p. 259.

CHART IV.—INDONESIA’S OIL EXPORTS TO THE UNITED STATES

[Thousands of barrels]

Year Crude Oil
Refined 

Products

1971 ____________________ 36,653 1 N.A
1972 __________________ 49,082 * NA

67,932 1 NA

i Not available.

Source: Petroleum Economist, July 1974, p. 259.

s Interview with General Ibnu Sutowo, President-Director of Pertamina. Oil and Gas Journal, v. 73, 
March 3,1975: 73. Indonesia’s Pertamina. Petroleum Economist, v. 42, March 1975: 99.

9 Kennedy, Indonesia Plans Based on Record, Prospects, p. 74-76.
io Indonesia: Revenue this Year. Petroleum Economist, v. 41, February 1974: 68.
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......... .... ’Ad 8““

Sm?e V" !ate m960’8’ Indonesia bas been one of the most active 
an as for foreign oil companies. In 1965, only four oil firms were onerat 
mg in the country By the end of 1974, more than 45 Xplniefwere 
heFd°n™gdf^ S°me 35 comPanies, most of then?American 
S a • skanng contracts with Pertamina.12 Between 1968 
and April 1975, there were 209 oil and natural gas discoveries in 
Indonesia, scattered from Sumatra in the west to Irian Jaya (West 
Aew Guinea) in the east.13 Oil industry expenditures for exploration 
in l^and g1™?/1,0111 $400 million in 1973 to $807 million 

exPectedto reach $1,200 million in 1975.11 Chase 
* anhattan Bank has predicted tnat petroleum industry expenditures 
,n 1970 and 1985 could total $55 billion Xmwed
to $23 billion in the Middle East,15 and the companies likely will 
spend a large portion of these funds in Indonesia
• American companies account for about 80 percent of the foreign 
investment in Indonesian oil.16 P. T. Caltex Pacific Indonesia fCPB 
for^n by rpir °i!-of Califorma and Texaco, is the biggest 
w a11 °nshore and mostly on SumTa
fipldM5’T° ln I973' ^e^rly 410,000 b/d came from CPI’s Minas
field, the largest single producing he’d in the country. Other major U S 
Mav^ J7™* Oil <off eastern Borneo); Atlantic Richfield 

m q Natomas Company (Java Sea and on Java); Mobd Oil 
p thz J umatra); and P. T. Stan vac, a consortium of Mobil Oil and

In addition, numerous American 
companies operate in Indonesia. Among the more 

important independents are Carver-Dodge Oil Company Gettv Oil 
Company Genard Oil and Gas, Mapco Inc., North Central Oil 
Southern Cross Ltd and South Pacific Oil Company.17 Mapco North 

’ &?utJ1®rn Cross, and Trend Exploration (U.S.) are partners 
in dulling in Irian Jaya m a major new venture.18

III. Government Relationship With the Petroleum Industry 

a. pertamina: Indonesian national oil

is wS; ^„Te Oil ^Otiing ?nd NaturaI Gas Company,
is Indonesia s state oil company. Its origins lav in several nieces of 
oMMsXwXh^^^^ Indonesia’s first constitution
be •0^011^?^^ re“uTrces ?? i“d and in the sea “shall 
be controlled In the State. . . .” Law No. 44 of 1960 provided that 
petroleum operations were to be “exclusively carried out” by state 
ei 11 (‘rPnses, but it authorized the Minister of Mines to “appoint
IntenwS in the Indonesian Petroleum Industry. Harvard

n Jy^nntional Petroleum Encyclopedia, 1974: 90.
u H>id R°le °f 011 ln the Indonesian National Economy.
15 Ibid.

1973: 26WStCne’ Anthony> Pertamina’s Risky Strategy. Far Eastern Economic Review, v. 82, December 24, 

IS 1974, P- 90-91.March?®: It ' ^‘^nt of West Irian’s Watio Field Gets Priority. Oil and Gas Journal, v. 73, 
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parties as contractors of the State Enterprises, if required, for exe­
cution of operations.” 19

After the passage of Law No. 44, the Government set up several 
state oil companies. By 1968, these had been merged into one com­
pany, Pertamina.

Law No. 8 of September 1971 governs the operations and organiza­
tion of Pertamina and its relationship, especially financial relationship, 
with the rest of the Government. It provides for a board of commis­
sioners, composed of Cabinet ministers, to oversee Pertamina’s 
activities. The board, itself, is responsible to the President of Indo­
nesia. In reality, President Suharto has allowed Pertamina to operate 
independently, and major policy decisions are made by Lt. Gen. 
Ibnu Su to wo, the President-Director of Pertamina.

Pertamina has been described as a “state within a state,” and 
Sutowo generally is recognized as one of the two or three most powerful 
men in the country. Based on 1972 figures, Pertamina ranked 184th 
in the list of the 300 largest corporations outside the United States, 
and its current rating probably is higher.20 The organization reportedly 
has assets of over $2 billion,21 nearly 18 percent of Indonesia’s GNP. 
In 1974, the Minister of Mines disclosed that its operating budget 
was $1.9 billion, which would be about 40 percent of the entire Gov­
ernment’s budget. The number of employees are estimated at between 
36,000 and 60,000.22 As such, Pertamina dwarfs other economic 
enterprises in Indonesia.

Pertamina’s functions are in four broad areas. First and foremost, 
it negotiates production sharing contracts with the foreign oil com­
panies under which the foreign firms operate in Indonesia. Pertamina 
also administers the contracts (See section III.B. The Production 
Sharing Contract). Secondly, Pertamina sets the official selling price 
of Indonesian crude (See section III.C. Pricing Policies and Profits). 
Third, Pertamina engages in its own exploration and production of oil 
and natural gas. Fourth, it has embarked on a host of other economic 
activities, some related to oil and natural gas but others in nonrelated 
fields.

Pertamina’s own exploration and production operations have 
yielded a current production of more than 150,000 b/d of oil, still a 
small amount of the total nationwide output of nearly 1.4 million b/d. 
The Government’s view has been that Pertamina should undertake 
exploration and production where the risk is not high, leaving higher 
risk operations to the foreign companies.23 Therefore, Pertamina’s 
activities are essentially onshore in accessible places like the Jatibarang 
field on the north coast of West Java (45,000 b/d).

Under Law No. 8, the President of Indonesia shall authorize diversi­
fication of Pertamina’s activities. In practice, President Suharto has 
authorized Pertamina to engage in wide-ranging projects. Sutowo now 
describes his organization as a “national development company” that 
will help develop other forms of energy, establish other industries, and 
participate in “other community development projects.” 24

19 Fabrikant, Production Sharing Contracts in the Indonesian Petroleum Industry, p. 306, 308.
Pertamina: Roll Me Over in the Clover. Far Eastern Economic Review, v. 86, November 15, 1974:14.

21 International Petroleum Encyclopedia, 1974, p. 90.
22 Indonesia’s Pertamina, p. 101.
23 Foreign Area Studies, American University. Area Handbook for Indonesia. DA Pam 550-39. Washing­

ton, Government Printing Office (1975) p. 352-353.
24 Interview with General Ibnu Sutowo, President-Director of Pertamina, p. 73. Pertamina: Roll Me Over 

in the Clover, p. 14.



6
(137?™ 0Wn« “nd °Pc™tes all of Indonesia’s commercial re­
nenes (seven refineries with a capacity of 422,000 b/d) 25 It also tio"Sh 'i'd—c consumption o? petroleum productIn connec- 

“aint“ns a fleet of more than 200 cargo vessels fhFn „f A? h"?6!’ “7 tan^ers and has contracted for the construc- 
‘ ^.“flditioma tankers. Pertamina has established numerous fa- 
Thes? include?" M □•'T?”4 &nd oil company personnel. 
on ! ,.ucie a $6 million telex communications center in Jakarta• 
a*1 aviaUon service of over 60 helicopters and a fleet of fixed wins air-

h anetght story Oil Center Office in Jakarta- a30pb ,d ^P'ta1 i and rental housing for foreign oil personnel.2’ 
00^0 of\evaS rm?ry responsibility for the maintenance and 
£ ^.everal ports connected with the transportation of oil and 
natural gas. In addition, it has constructed several submarine nine 
exploration4 °5sh°re’ T? meet the needs o“otePoii
at?1 f ’ P.1.0^0^1011’ and transshipment, Pertamina has con- 
nrori^/ from1 and supply bases that offer services previously
?2 m es sonS S“gaPore. The largest of these is on Batam Island? 
PerSn^ rt. RSW^®’ Wher-e a JOInt venture group involving 
rertamina, the Bechtel Corporation, and Nisso Iwai of Japan is 
building an industrial estate. It will contain one or more refineries two 
plK 7 “ted industries 3 fabricaW
c^tle ranches The complex? a s?el Plate processing plant, and 
cattie ranches. 1 he Government envisages Batam as the future loris- 
tics center for Southeast Asian oil development.27

,e5tamina’s first petrochemical plant was completed in 1973 in 
South Sumatra end produces 20,000 tons of polypropylene annually 
Com’nanv°i3 S"matra; -Pertamina and Commonwealth Oil Refining 
Company have begun the construction of a large Aromatics nlant which will produce materials for synthetic fibers and pasties for use in 
domestic factories and for export. Also under construction are two 
10 Omillion^™ S“S PuntS’ Which ■wiU have the capacity to produce 
00()9 wl-X n°fns.?nnua'ly representing a Btu equivalent of about 260,- 
fertihzer pU wfcl^XS KdS

isToS °f £erUliZer aQnUaIly (Cmrent Production
Mi^t™ »fln£^ °!1 a?d natulal 8as’ Pertamina and the 
rite of thfVh d? JTed 1° develop an integrated steel mill on the 
When comnleted °7d Stee project at Citegon in West Java, 
wnen completed, it will have an output of 2 million tons of steel 
andSn^^ was also involved in a $150 million rice growing 
buHdta^FnS®™ ? S^ufru- “d it promotes tounsm by
funding motels in various parts of Indonesia.

After 1972, the demands of these many projects on Pertamina’s 
mstit,utif,nsS0RCCS ? b;TW heavi|y from overseas financial
SI 5 wS .By mid-1975, its debt was over $2 billion, including 
$1.5 billion in short term debts.29 In March 1975, Pertamina was

; N-uonai

28 Ibid.
extensio^SUgh^slL^mo^Wal^Stree^Journal’ F?naacial Problems Due to Over­
August 1975:309. p lreer Journal> March 26,1975. Indonesia. Petroleum Economist, v. 42 
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unable to pay some short term obligations on time. The Government 
directed the Bank of Indonesia to guarantee repayment of short term 
debts. This has led the Government to tighten the formerly loose 
controls on the organization. The Finance Ministry and the Bank of 
Indonesia will handle all future borrowing for Pertamma. Senior 
officials of the Ministry of Mining and the Ministry of Finance have 
assumed high positions in Pertamina dealing with budget and fi­
nances.30 The Government also has placed certain Pertamma projects 
under the authority of other agencies, including the Jaya steel com­
plex and two fertilizer plants in Java. The Batam Island refinery has 
been postponed, and Pertamina’s planned rice estate m South Sumatra 
has been reduced in scale.31 In short, it appears that the Government 
will scrutinize more closely Pertamina’s activities, especially those not 
directlv related to oil and natural gas development. Pertamina s 
expansion into such endeavors may slow or cease. However, its com­
manding position in energy development seems secure.

B. THE PRODUCTION SHARING CONTRACT

The production sharing contract is the basic contractual instrument 
of Government-oil industry relations. It is a unique innovation of the 
Government of Indonesia. The first production sharing contract was 
signed in 1966. At present about 45 foreign oil or oil related companies 
operate in Indonesia under production sharing contracts. Many other 
energy producing countries or potential energy producers either have 
adopted the production sharing contract or have shown interest m it.

The production sharing contract has replaced the older contract 
of work,” of the early 1960’s. The contract of work provided the 
company with terms no less favorable than were then available m the 
Middle East in terms of control over management and operations.

The production sharing contract is signed by Pertamma as the 
representative of the Government. The standard contract has a dura­
tion of 30 years. The company, or contractor, is obligated to bear all 
expenses and financial risks of the operation. It is responsible for 
furnishing all foreign exchange, materials, equipment, supplies, and 
foreign personnel necessary for the operation. The contractor receives 
unrestricted access rights to and from the contract area and facilities.

The contractor is allowed to recover as operating expenses up to 40 
percent of the gross income from each barrel of crude oil. the 
remaining 60 percent of gross income is divided between Pertamina and 
the company. Until 1973, the standard division was 65 percent to 
Pertamina and 35 percent to the contractor. With the increase in 
world oil prices, Pertamina has renegotiated old production sharing 
contracts and has written into new ones a greater percentage share to it. 
Under the new or renegotiated contracts, the 65y-35 split now applies 
only to the first $5 of gross income per barrel of oil. From gross income 
above $5 per barrel, the division is 85-15 percent in Pertamma s 

M Indonesia: Pertamina Debts Guaranteed. Petroleum Economist, y. 42, April 1975. 138. Coggin, Dan. 
Oil Empire: Tethering the Corporate Tiger. Far Eastern Economic Review, v. 90, November 7, 1975.9 11.

3i Coggin, Oil Empire: Tethering the Corporate Tiger, pp. 10-11.
33 Fabrikant8 Production Sharing Contracts in the Indonesian Petroleum Industry, P-310.
m Operating’costs include rental payments to Pertamina for equipment, depreciation of such equipment, 

personnel expenses, administrative expenses, buildings, rental of equipment from third parties, transporta­
tion contract services, insurance claims, technical services, and other expenditures incurred to fulfill the 
contractor’s obligations. Interest on money borrowed is not included in operating costs.
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favor. Thus, under Indonesia’s current selling price of $12.80 per 
barrel, the contractor would retain up to $5.12 as operating expenses. 
Since this is already above the $5 limit, the remaining $7.68 would be 
split on the 85-15 percentage basis.

In at least one or two cases, the standard contract has been modified 
to increase Pertamina’s share of the gross income per barrel as pro­
duction rises. Caltex and Pertamina settled on contract terms at the 
beginning of 1975 which set a base of $5.83 and a 60-40 split in 
Pertamina’s favor up to the base, minus the 40 percent in operating 
costs to the company. For the remainder of gross income per barrel 
above $5.83, the 85-15 division applies to the first 150,000 b/d. The 
split is 90-10 on the next 100,000 b/d and 95-5 for the remainder 
Caltex’s present production is about 850,000 b/d.35 In July 1975, 
Pertamina signed a production sharing contract with a British West 
Indies private corporation with significant U.S. investment participa­
tion; the contract also reportedly contained a sliding scale for the 
division of gross income per barrel at various levels of production.36

Besides the income sharing provisions, the production sharing 
contract contains other unique features:

(I) The Management and Submission of Information Clauses.—All 
contracts provide that “Pertamina shall have and be responsible for 
the management of the operations contemplated.” The contractor “is 
responsible to Pertamina for the execution of such operations,” and 
Pertamina is obligated to assist the company. The contractor is re­
quired to submit annually to Pertamina a budget and program of 
operations for the contract year, and Pertamina may propose revisions 
to the budget and program of operations. The parties are “to agree 
on the revisions proposed by Pertamina.”  Moreover, Pertamina has 
title to “all original data” resulting from the operation; the con­
tractor is obliged to submit to Pertamina all original data and reports 
compiled during the term of the contract.

37

38
The management clause represented a major change from the older 

concession arrangements under which the companies retained full 
managerial control. To date, Pertamina generally has not interjected 
itself into the day to day affairs of company management and opera­
tions, even though the companies are required to consult with and 
submit various reports to Pertamina.39 For now, Pertamina lacks the 
technical and managerial skills for this type of supervision, and it 
also does not wish to discourage future investment by the oil com­
panies. On at least one occasion, however, Pertamina has required 
the contractor to revise its program of operation and begin production 
despite the contractor’s view that the discovery was not significant 
enough for commercial production.40

The Management Clause has served company interests in that 
Pertamina has acted as a liaison between the companies and other 
government agencies to expedite petroleum operations by keeping the 
companies from becoming entangled in the Indonesian bureaucracy.

« Indonesia. Petroleum Economist, v. 42, March 1975:114-115. U.S. Federal Energy Administration. The 
Relationship of Oil Companies and Foreign Governments. Washington, June 1975: 68.

“ Indonesia Gives INCA Rights in 2 Oil Tracts in South China Sea. Wall Street Journal, July 15, 1975.
M | hnkant, Production Sharing Contracts in the Indonesian Petroleum Industry, p. 312-313.
,39 The contracts state that information submitted to Pertamina shall not be disclosed to a third party
in W™"* the contractor and giving the contractor “the opportunity to discuss” the disclosure.

Fabnkant, Production Sharing Contracts in the Indonesian Petroleum Industry, p 316
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Pertamina has enhanced its generally good working relations with 
the companies by acting as a buffer between them and the rest of the 
Indonesian Government, especially in the areas of permits and 
taxation.

(2) The Marketing Clauses.—Most production sharing contracts 
require the contractor to bear marketing responsibility for all crude 
oil produced in the contract area. The standard contract also requires 
the contractor to supply a portion of its commercial production to 
Indonesia’s domestic market. Indonesia pays the contractor 20 cents 
per barrel of oil received under the domestic supply requirement.

The contracts also specify that if Pertamina can obtain a higher 
price for “cost” oil (oil sold to meet the company’s operating costs), 
the contractor must match Pertamina’s price or permit Pertamina to 
market the oil. If Pertamina markets the oil, it must reimburse the 
contractor, and the entire amount is applied to the contractor’s 
operating costs account. Pertamina’s right to sell “cost” oil at a 
higher price accelerates the reimbursement to the companies for 
operating costs and increases Pertamina’s percentage of total sales 
revenue. Most contracts also specify that the contractor must refine 
in Indonesia a stipulated percentage of crude oil when production 
reaches a certain level. If no refining facility is available, the con­
tractor must build one, providing the parties consider it economical. 
As an alternative, the contractor may make an equivalent investment 
in another project related to petroleum or petrochemical industries.

(3) Financial Clauses.—All production sharing contracts specify 
annual minimum financial expenditures to be made by the contractor 
during the initial years of the contract. They also require the contractor 
to make a cash payment (production bonus) to Pertamina after crude 
oil production reaches a stipulated level. Contracts also require the 
contractor to pay Pertamina a stipulated sum (compensation bonus) 
for information regarding the contract area. Reportedly, the com­
pensation bonus is a bidding device, with the company offering the 
highest compensation bonus usually receiving the contract.41

(4) Tax Clauses.—Most production sharing contracts provide that 
Pertamina will pay the contractor’s Indonesian income tax out of 
Pertamina’s share of oil sales revenue (“profit” oil). By tying the con­
tractor’s tax obligations to the value of Pertamina’s “profit” oil, the 
contractor theoretically could be liable for payment of a portion of 
its Indonesian income tax if the tax exceeds the value of Pertamina’s 
“profit” oil. In actual practice, however, the large revenues from 
“profit” oil held by Pertamina have given it ample funds to pay the 
contractor’s tax.

(5) Participation Clauses.—.A minority of production sharing con­
tracts require the contractor to offer a stipulated percentage (usually 
5 or 10 percent) of its contractual rights and obligations to an “In­
donesian participant” either upon the discovery of commercial pe­
troleum or the commencement of commercial sales.

(3) Ownership of Equipment .—A unique feature of production sharing 
contracts states that all equipment purchased by the contractor pur­
suant to its operations becomes the property of Pertamina when landed 
at an Indonesian port. When commercial production begins, the con­
«Ibid., p. 323.
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tractor must make rental payments to Pertamina for use of the equip­
ment not to exceed annually ten percent of the value of the equipment. 
The contractor may include rental payments as part of its operating 
costs. The contractor does not have to pay rent for leased equipment 
belonging to subcontractors, and many companies reportedly have 
leased equipment in order to avoid transferring ownership to 
Pertamina.42

(7) “Indonesianization” Clause.—Production sharing contracts 
generally require the contractor to train and educate Indonesian na­
tionals for all job classifications involved in the operation. When 
commercial production begins, the contractor is obligated to train 
and employ Indonesian personnel for all positions including adminis­
trative and executive management positions. Most contracts also 
state that the contractor “shall also consider” a program of assistance 
for training Pertamina personnel.

C. PRICING POLICIES AND PROFITS

Indonesia has been a member of the Organization of Petroleum 
Exporting Countries (OPEC) since 1962; and like other OPEC 
countries, it has in the last five years assumed control of oil pricing 
decisions from the oil companies. Indonesia has not been a driving 
force (in public at least) in OPEC decisions in the 1970’s to raise the 
price of export oil; Iran and Venezuela have taken the lead in this 
respect. However, Indonesia has supported higher prices.43 Indonesia 
took a strong stand against either price cuts or production cutbacks 
during the September 1974 meeting of the OPEC Planning Commis­
sion, when these measures were discussed. However, one obstacle to 
increased prices is the competition for the Japanese market Indonesia 
will likely have in the future with China, which is now emerging as a 
major oil producing country. Before October 1, 1975, Chinese crude 
was priced 37 cents per barrel less (c.i.f.) than comparable Indonesian 
Minas crude.44 As a result of Chinese competition, Indonesia increased 
the price of Minas crude effective October 1, 1975, from $12.60 (f.o.b.) 
to $12.80 per barrel—far less than the 10 percent increase decided 
upon by OPEC at its September 1975 meeting.45

Indonesia bases its policy of maximizing production and earnings on 
its need for substantial foreign exchange funds to finance its develop­
ment programs and import foods, fertilizer and other essential items. 
Indonesia undoubtedly can absorb into its economy all of the oil 
revenues it obtains.46 It is unlikely to accumulate major surpluses of 
oil revenues as some of the other OPEC countries have done.

Indonesia’s policy also makes it unlikely that it could support an 
Arab oil embargo against the United States, Japan and Western 
Europe in the event of another Arab-Israeli war, even though the 
Suharto Government strongly supports the Arab cause. During the 
first embargo in late 1973, Indonesia allowed exports to the United 
States to increase, and General Suto wo stated in New York City that

« Ibid., p. 332.
“ Embassy of Indonesia (Washington). Indonesia News and Views. July/August/September 1974.
** 1 bid.
« Indonesia Raises Oil Far Less than 10 Pct. Washington Star, October 12,1975.

p gg ' Federal Energy Administration. The Relationship of Oil Companies and Foreign Governments, 
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Indonesia was willing to increase petroleum production and exports 
to the United States.47

Pertamina is responsible for setting the price of Indonesian oil, 
including exports, although President Suharto and other high govern­
ment officials undoubtedly exercise authority here to. Chart V shows 
the dramatic rise in Indonesian oil prices since 1970:

Chart V
F.O.B. price of Minas crude oil, 1970-75

Date 
1970:

January 31 _ 
1971:

April 1____
October 1__. 

1972:
April 1_ 

1973:
April 1____
October 1__.
November 1 

1974:
January 1__
April 1____
July 1_  

1975:
October 1__.

Price 
per 

barrel 
$1. 70

2. 21 
2. 60

2. 96

3. 73 
4. 75
6. 00

10. 80
11. 70 
12. 60

12. 80
Source: Petroleum Economist (formerly Petroleum Press Service), 1970-1975. 

The F.O.B. (freight on Board) price is the price at the Indonesian point of depar­
ture for oil and does not include overseas transportation costs.

The sharp rise in oil prices has resulted in increased oil revenues for 
the Government of Indonesia and apparently higher profits for the 
foreign oil companies operating in Indonesia. Chart VI shows the rise 
in the Indonesian Government’s oil revenues since 1970:

Chart VI
Estimated oil revenues of the Government of Indonesia, 1970-1974.

Year:
1970.
1971
1972
1973
1974

Amount (millions of 
U.S. dollars)

_______ $185
_______ 284
_______ 429
_______ 900
_______3,000

Source: Petroleum Economist, March 1975.
Observers of the oil industry in Indonesia generally believe that the 

price increases decreed by Pertamina since 1970 have allowed the 
foreign oil companies to realize a substantially higher profit per barrel 
than in previous years. The decision of the Indonesian Government 
to increase its share of the gross income above $5 per barrel was de­
signed partly to limit these escalating profits. The cost of bringing 
oil out of the ground in Indonesia is much higher than in the Middle

®ene- Potential to Double Oil Output Seen by Indonesians. New York Times, November 7 
1973. The Indonesians are set for a Killing. Far Eastern Economic Review, v. 82, November 12, 1973; 3s’
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East: an average cost of 60 cents per barrel onshore and $1.75 offshore 
in Indonesia against approximately 12 cents for the Persian Gulf.48 
Nevertheless, it has been reported that the company profit on the total 
price of $12.60 per barrel was over $2.50—one source has put it at 
$2.73 per barrel as compared to $1.05 per barrel in profit when the 
total price was $5.49 Reportedly, the new limitations on the companys’ 
share of the gross income over $5 per barrel will reduce the company’s 
profit by 35-60 cents from the level of $2.50-$2.75.5°

IV. Future Policy

Barring a radical change in the international energy situation, 
especially in the supply/demand relationship. Indonesia can be 
expected to continue its policy of maximizing oil production for some 
years to come. It is also likely that Indonesia will raise the price of its 
oil whenever possible and will argue for higher prices in OPEC. One 
factor that might cause Indonesia to act more cautiously on price is the 
emergence of China as a major petroleum producer and exporter. 
China and Indonesia already are beginning to compete for the lucrative 
Japanese market, and China’s future relationship with OPEC is 
uncertain at this point.

Indonesia’s formidible economic needs will require a policy of maxi­
mizing production and profits. Moreover, the prospect of heightened 
Communist insurgencies in Thailand and Malaysia in the late 1970’s 
probably will induce Indonesia to modernize its armed forces.51 The 
armed forces (currently 270,000) now possess mainly old Soviet 
weapons and equipment supplied in the late 1950’s and early 1960’s. 
Modernization will necessitate substantial purchases of weapons and 
equipment from abroad. In short, economic objectives and the 
growing Communist threat in Southeast Asia will levy heavy financial 
burdens on the Government of Indonesia over the next decade and 
perhaps longer. The Government undoubtedly will look to oil to 
finance both economic development and military modernization.

In accordance with this situation, the Government likely will favor 
more investment by the foreign oil companies in exploration and 
extraction, particularly offshore. Pertamina’s role will increase but 
only gradually. It will continue to acquire technological and managerial 
skills through constant exposure to the operations of the foreign 
companies; but this is a long educational process. While Pertamina 
may increasingly interject itself in the foreign companies’ operations, 
the basic position of the companies appears secure at least for the next 
decade, barring an unforseen political upheaval. The companies 
apparently have accepted the production sharing contract as a 
suitable instrument of Government-industry relations, and the 
production sharing contract satisfies Indonesia’s national aspiration 
for control of its natural resources.

« International Economic Report of the President, p. 158. Federal Energy Administration, The Rela­
tionship of Oil Companies and Foreign Governments, p. 67.

« Fabrikant, Production Sharing Contracts in the Indonesian Petroleum Industry, p. 346 Indonesia: 
Some Price Cuts. Petroleum Economist, February 1975: 58.

so Indonesia: Some Price Cuts, p. 58.
si The Government reportedly has begun to consider military modernization as a result of the Communist 

victories in Indochina. President Suharto reportedly discussed this with President Ford when the two 
leaders met in Washington, in July 1975.
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