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1. BACKGROUND

1. Over the last five years, infrastructure has featured more prominently on the government’s reform agenda. A modern electricity law was adopted in 2002, implementing regulations have been prepared, electricity tariffs have been increased substantially, and contentious issues with the Independent Power Producers have been settled. A new oil and natural gas law was passed as well, introducing downstream competition and market pricing. The water sector has seen progress in implementing a debt relief program to strengthen PDAMs’ finances. A new telecommunication law adopted in 1999 has paved the way for the progressive introduction of competition in all markets, and dramatic growth in the number of mobile subscribers since 1997 has been accompanied by increased fixed line services, public payphones, teleshops, and internet shops.
2. Despite their significance, the impact of these reforms has been very limited. The main impediment is the lack of an overall strategy and predictability policies. For example, most of the laws regarding infrastructure do not have implementing regulations in place. Therefore private investors do not see these policies as credible. For strategies to be effective, it is important to reestablish credibility by promoting better public management, planning and consistent policies for infrastructure development. These reforms will take time and a substantial financing gap is likely to remain, so government spending on infrastructure will have to rise.
3. Current government spending on infrastructure has been unable to cope with the pace required to provide for a higher level-of-service for infrastructure needed to support national economic growth. The discretionary portion of the government’s budget is shrinking and there has been increased competition from other more basic needs that have to be provided by government.
4. To support economic growth projected at 6% over the next five years, it is estimated that US$ 72 billion will be needed on new infrastructure alone.
 This estimate does not include the cost of operations and maintenance on existing infrastructure assets or large-scale infrastructure development in gas and energy, sea ports, airports, and toll roads. Of the total, government resources would only be able to provide an estimated 55%. This US$ 32 billion financing gap has convinced the government to look at alternative financing. The government must seek creative solutions to mobilize funds from alternative sources to fill the gap. The best and most efficient means is working in partnership with qualified and committed private interests. 

5. The country’s commercial banks face fundamental limits in financing the infrastructure network, including exposure limits to large borrowers and, crucially, maturity constraints known as a maturity mismatch. It is difficult to find commercial banks that are capable of lending funds to infrastructure projects for more than 10 years. Institutional sources, which have long-term depositories, such as pension funds and the insurance industry, have a natural maturity match for infrastructure financing, but these industries have a history of being highly risk averse. In addition, it is important to steer clear of, as much as possible, sources of funding whose currency does not match the currency inflow, as the revenue earned for infrastructure services will likely be denominated in Rupiah. This currency mismatch should be avoided if the variance of foreign exchange rates is noticeably high. When the size of domestic private capital is deemed to be strong enough to support the financing gap, then efficient ways to tap the capital should be explored.
6. The government must now assess, to the extent possible, all domestic long-term funds to finance the development of national infrastructure networks, such as toll roads, telecommunications, gas and energy, and electricity. Financing the development of national infrastructure denominated in local currency will help to avoid exchange rate risks. Moreover, local financial institutions will have a better understanding of project economics and government policies, and equipment and material required for infrastructure projects can largely be provided locally.
2. WORKSHOPS

7. It is against the above background that a half-day workshop will be conducted in Jakarta on 22 December 2004. The theme for the workshop is “Scaling-Up Infrastructure Private Investment by a Better Framework of Risk Management and Prudent Financing.”  
8. The objectives of workshops are as follows:

a) Expose the public to the urgent needs in the future, for infrastructure development and investment in Indonesia;
b) Announce a new initiative from the government to establish an intensive and constant dialogue with the public; 
c) Announce the government’s intention to continue reforming the infrastructure sectors, in order to provide adequate services to public at large and attract private investors into these sectors as well.
d) Exchange of ideas and experience in the areas of infrastructure finance with the participants of workshop; and

e) Identify possible actions, to be taken by the government, donors, and private investors, to accelerate the development of infrastructure. 

9. Although, there will be along road before a formal scheme of infrastructure finance can be formulated and actions executed, it is expected that this workshop will be alone a significant stepping stone toward a credible infrastructure reforms and the establishment of a sustainable infrastructure fund in Indonesia in the future.

10. There will be seven topics discussed during the workshop. The first four topics focus on the demand side of infrastructure finance, while the remaining concentrate on the supply side of fund. These are the following. 
a) The Demand for Infrastructure Fund: Five Years Perspective; 

b) Road Map to Infrastructure Financing: Needs, Potential Financial & Proposed Schemes; 

c) Financing and Risk Management Frameworks in the Development of Electricity; 

d) Financing and Risk Management Frameworks in the Development of Toll-road Infrastructures; 

e) Domestic Long-term Fund: Potential Sources for Infrastructure Development; 

f) Prospective Role of Stated-owned Enterprises (SOE) in Infrastructure Development; and
g) Monetary Measures Facilitating Infrastructure Private Investment 

11. “The Demand for Infrastructure Fund: Five Years Perspective” will
a) Shows additional infrastructure investment required annually to reach a 6% p.a. medium-term economic growth target;

b) Identify that overall public spending in infrastructure has dropped by a significant percentage from pre-crisis levels;
c) Observe that private investment in infrastructure also has decreased by over a huge amount from its peak in 1996, to its low in 2000; and

d) Address the need to tap domestic sources of fund (long-term fund) that are suitable for infrastructure investment.
12. “Road Map to Infrastructure Financing: Needs, Potential Financial & Proposed Schemes” will:
a) Outline the need for infrastructure investment and possible domestic sources for infrastructure financing;

b) Discuss a number of possible schemes for financing infrastructure development and address advantages and disadvantages of each scheme; and
c) Address issues associated with a mismatch in terms of the nature of funding, i.e. loan (or debt) versus equity, a mismatch in terms of maturity of the debts, and a mismatch in terms of “risk and return” expectations of the private sector and what government can possibly offer. 
13.  “Financing and Risk Management Frameworks in the Development of Electricity” will:
a) Address a current practice of provision of government-guarantees in special cases (if any) or other financing-instruments, such as free use of land, of facilities, of incentives etc.;

b) Discuss a balance between “sale price of electricity” (tariff) and “reasonable profit” and shed light on formula to adjust automatically electricity prices and firm dates for application;
c) Outline resolving matter of cross-subsidies (from high to medium to low voltage consumers; from Java-Bali to outside of Java-Bali consumers), and settlement of the remaining IPPs;
d) Identify list of projects available for private investments, and discuss funding requirements and source of funds.
14.  “Financing and Risk Management Frameworks in the Development of Toll-road Infrastructures” will:
a) Address a current practice of provision of government-guarantees in special cases (if any) or other financing-instruments, such as free use of land, of facilities, of incentives etc.;

b) Discuss a balance between required toll fee (to be financially viable) and “reasonable profit” and shed light on formula to adjust automatically toll rates and firm dates for application;
c) Describes a sequence of toll-road development for connecting two important cities, i.e., Jakarta-Surabaya, in an effort to reduce risks associated with the traffic volume;
d) Identify list of projects available for private investments, and discuss funding requirements and source of funds

15. “Domestic Long-term Fund: Potential Sources for Infrastructure Development” will: 
a) Address the potential to mobilize domestic finance (from domestic capital markets, from “contractual-saving institutions”, from state-owned banks and private commercial banks, etc.) to support infrastructure development;

b) Identify efforts to attract international investor and lenders from international development organizations, and from private investors through the creation of Infrastructure Development Funds (if necessary), and the possible issuance of long-term bonds for the international markets;

c) Discuss the possibility of an increased government spending in the sectors of infrastructure, i.e., public finance through revenues collection, redirect funding from non-performing sectors towards infrastructure, borrowing from local and international sources, collection of dues in taxation, etc.; and

d) Address specifically the government intention (or effort) to develop a proper risk management framework to support private investments in infrastructure, avoiding blanket “comfort letter” provision.

16.  “Prospective Role of Stated-owned Enterprises (SOE) in Infrastructure Development” will:
a) Define clearly a vision that identifies the prospective role of SOEs and the role expected from the private sectors in an effort to create an healthy and effective competition in the delivery of infrastructure services;
b) Address the “blue print” of privatization (if possible) of SOEs operating in the sectors of infrastructure, in order to obtain i) more fund available to the government to reinvest in more urgent sectors of infrastructure, and ii) a healthier competition among SOEs to provide the best-service for the most reasonable costs to all the users of infrastructure services.

c) Discuss the need to endorse a capacity building program for the SOE’s Board of Commissioners and Board of Directors, as a necessary step to enhance SOE’s competitiveness in infrastructure industry.

17. “Monetary Measures Facilitating Infrastructure Private Investment” will:
a) Define clearly a vision to demonstrate a stable economic and monetary environment for investors to do business in Indonesia, i.e., low inflation and stable foreign exchange rate for the Rupiah, and low interest rate, etc.

b) Discuss trends and problems with respect to foreign direct investment to Indonesia, and the potential positive influence of infrastructure projects on investment flows.

c) Identify the potential creation of a long term debt market in Indonesia.
d) Address the readiness of domestic banking sectors for the provision of capital for financing infrastructure projects (while maintaining prudential procedures), and identify their possible structural impediments, i.e. maturity mismatch. 
3. AGENDA

08.00-
Registration/Morning Coffee

09.00-
Opening Remarks

"Scaling Up Infrastructure Private Investment by a Better Framework of Risk Management” by Secretary State Minister of National Development Planning/BAPPENAS

09.15-11.15
DEMANDS FOR INFRASTRUCTURE FUND
09.15-09.35
“The Demand for Infrastructure Fund: Five Years Perspective” by Mr. Suyono Dikun (Deputy for Infrastructure - BAPPENAS)

09.35-09.55
 “Road Map to Infrastructure Financing: Needs, Potential Financial & Proposed Schemes” by Mr. Raden Pardede (Financing for Infrastructure Development Team/TPPI)
09.55-10.15
 “Financing and Risk Management Frameworks in the Development of Electricity” by Directorate General of Electricity, Ministry of Energy & Natural Resources
10.15-10.35
“Financing and Risk Management Frameworks in the Development of Toll-road Infrastructures” by Directorate General of Regional Infrastructure, Ministry of Public Works

10.35-11:15
Discussion
11.15-13.15  
financing Infrastructure Development Using Domestic Resources 

11.15-11.35
“Domestic Long-term Fund: Potential Sources for Infrastructure Development” by Ministry of Finance
11.35-11.55
“Prospective Role of SOE in Infrastructure Development” by State Ministry of State Owned Enterprises (BUMN)

11.55-12.15
“Monetary Measures Facilitating Infrastructure Private Investment” by Bank of Indonesia

12.15-
Discussion
13.15-  
Closing by MC

13.20  
Lunch

� Roads, power generation, fixed and cellular lines, and expanded service coverage for drinking water and sanitation systems. 
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