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Indonesia — Background Information

The largest archipelago state comprising 17,508 islands

* The distance from Sabang (East) to Merauke (West) is around 5,236 km.
e Same distance from London to Teheran (around 5,300 km)
e Same distance from Lisbon to Boston (around 5,128 km) across the Atlantic Ocean

Election Committee (2013)

¢ Population : 251,857,940
* 4th |largest population in the world
* More than 55% younger than 30 years old
* Population of Euro zone : 330 million
e By 2030 : 280 million
e Eligible voters : 185,827,507

Per Capita Income

*2013:USD 4,150
© 2030 : USD 18,000

Middle Class

¢ 2013 : 45 million
¢ 2030 : 135 million

Gross Domestic Product (GDP)

* 2013 : USD 0.7 Trillion; 16t largest economy
* 2030 : USD 5.1 Trillion; 5 largest economy

Social Media

¢ Facebook Nation : 4
e Twitter Republic : 5



INTERNET USERS

Outlook of Indonesia internet users... ...with mobile devices as one of the
(in million)? most used devices for internet access?
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Significant increase in projection of internet users.

Note: illustration from XL FY2013 presentation.



SUBSCRIPTIONS
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Subscriptions per population ratio: 134%

Note: illustration from TLKM FY2013 presentation and country population approximate of 242 million.



The Big Three Operators — 2013

Subscriptions : 325 million

- Telkomsel : 132 million  (40%)

- XL Axiata : 61 million (19%)

- Indosat : 60 million (18%)

253 million
e Radio Area Network (RAN)

2G 3G Total
1. Telkomsel 43,000 27,000 70,000
2. XL Axiata 30,000 15,000 45,000
3. Indosat 19,000 5,000 24,000

92,000 47,000 139,000

Capital Expenditure (Capex)

-  Telkomsel : USD 950 million
- XL Axiata : USD 918 million
- Indosat : USD 737 million

Revenue and Profit (USD Million)

Revenue Profit
- Telkomsel 4,915 1,420
- XL Axiata 1,627 85
- Indosat 1,586 228
o ARPU
- Telkomsel : USD3.0
- XL Axiata : UsSD23

- Indosat : USD 2.2



ICT Development

All the development are driven by the private sectors
RAN are concentrated mainly in the urban areas
Development of ICT is still lacking in the rural areas

Indonesia wants to achieve “World Summit on the Information Society (WSIS)” targets,
among others, to connect all villages with ICTs and establish Community Access Point

Indonesia in 2012 have :
— 33 Provinces
— 501 Regency (Kabupaten)
— 6,493 Districts (Kecamatan)
— 76,655 Villages /sub-districts (Kelurahan)
The Government have limited fund in their budget

The Government offers the private sectors to develop both the “backbone” as well as the
“Last Miles”

Due to the size and geographic condition of the country, it is difficult for the private sector
to cover the development of ICT in all areas of the country.

The Report Indonesia 2012 by Oxford Business Group :

“Getting the masses on-line might be harder in Indonesia than almost any where else in
the world, given the size of the population and the geographical obstacles presented
by its dispersion across an archipelago of 17,500 islands”.

Several ICT Index shows that Indonesia still need to intensively develop ICT infrastructure
especially in the rural area.



ICT Development in Asean
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GOVERNMENT STRATEGIC PLAN 2010 - 2014

Ministerial Degree no. 2 year 2010
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Broadband Network

National Coverage :

=Optical Transport of 75.000 Km in year 2015
to cover 90% District (Kabupaten) Capital
=Express Super Core for 2nd Gateway
Internasional 2015

=Launching of Satelit Telkom 3Sin 2016
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Milestone

: MP3EI 2025
MASTERPLAN
B oA 3 * Per capita income USD 14,250 — USD 15,500
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Set-up of “USO Fund”

In 1999, no more monopoly by PT. Telkom. Full competition in the telecommunication
industry as per Law no 36 year 1999.

Before 1999, PT. Telkom was obliged to do the Universal Service Obligation. With full
competition, the burden to finance USO becomes too heavy for the company.

In 2004, the Government issued tender for Network Operators to build public phones in
villages, using state budget. It was not sustainable as the Government have limited fund.

Government Regulation no. 28 year 2005 required all Network Operators to contribute
0.75% of their Gross Revenue for the “USO Fund”.

— The fund is collected as “Non-Tax Revenue”
— Itis part of the Government Budget
— Disbursement follow Government Regulation on projects in the public sector

This USO contribution is on top of the 1% (from Gross Revenue) for Licensing Fee paid
annually to the State Treasury.

Governement Regulation no. 7 year 2007, redefine the contribution and fee paid by the
Network Operators

Before Current
- Licensing Fee 1.00% 0.50%
- USO Contribution 0.75% 1.25%
1.75% 1.75%

To speed-up the development of ICT Facilities in the rural areas.



e To facilitate the “USO Fund” and the implementation of the projects, the Government established
a Public Service Agency (“Badan Layanan Umun / BLU) name : BTIP which later on change to
BP3TI

(“Balai Penyedia dan Pengelola Pembiayaan Telekomunikasi dan Informatika”)

—A semi-corporate Agency

—Not-for-profit orientation

—Allowed to receive fund directly to their account (do not have to put the fund in State Treasury)

—Fund is used to develop ICT facilities in areas unreachable by all telecommunication operators
due to financial feasibility

—Since the development of Fiber Optic (FO) connecting the main islands still need funding, the
Government is planning to use the USO Fund to develop part of the FO backbone.

e  “USO Fund” around IDR 2.9 Trillion (approx. USD 250 million)



INCOME AND DISBURSEMENT FROM 2007-2012

Budget Realisation EoY : 2007 s.d 2012
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Development ICT facilities using “USO Fund” - 2013

e Connected 32,208 telephone lines for villages categorized as “non-commercial”. Total
villages in this category is 72,800.

e Setup 1,857 “Mobile Pusat Layanan Internet Kecamatan (M-Plik)” or Mobile Center for
Internet Service in Districts.

e Set-up 5,956 “Pembangunan Pusat Layanan Internet Kecamatan (PLIK)” or Internet Service
Center in Districts.

e Set-up 1,222 “PLIK Sentra Produktir” or Internet Center for Small and Medium Enterprises
(SME)

e Build in 8 Provinces the “National Internet Exchange (NIX)”.
There are 33 provinces in Indonesia

e Build International Internet Exchange in 4 provinces capital
* Build 286 BTS for ICT coverage in border areas and outer islands
e Good progress, however :

— Still a lot of rural areas that are not covered by ICT

— Focus on constructing the facilities but there were no budget allocated for the
operation and maintenance. As a result, most of the facilities are now not in operation.

— Palapa Ring project that focuses on “back bone” is delayed.



Challenges in the Implementation

Operational

Bureaucracy

* Too much focus on constructing the facilities but not on the
sustainability of the facilities

* There are room to increase competency in BP3TI

e Lack of involvement of provincial, districts and sub-districts official as
¢ No budget allocated for operation and maintenance
e Lack of information
e Lack of co-ordination

e Lack of availability of power

e Limited bandwith

e Lack of competency on “Open Source”

* Technical specifications that cannot meet the fast development of ICT
technologies

¢ Incompetency of small local operators in running a small business even
after being subsidies using USO Fund

¢ Need to educate the users
e The need to empower the society

¢ The “USO Fund” is considered as a “Government Non-Tax Revenue”
and integrated into the Government Budget

e Yearly, BP3TI submit “Propose Projects” for “USO Fund”
» Approval process yearly

e Advisory Board BP3TI

e MCIT

e MOF

¢ Parliament
e “USO Fund” and project implementation audited by

e Government Internal Auditor (BPKP)

¢ Independent Public Accountant Firm

e Cumbersome tender process; must meet the Government Regulation
for tendering government projects.



Can “USO Fund” be used more effectively

The “Fund” should not be integrated in the Government Budget
The “Fund” can be administered by the Government but used directly by the operators.
The 1.25% fund can be place in an “escrow account” open jointly with Network Operators and BP3TI
whereby the release of the fund will need the approval from BP3TI, MCIT and MOF.
BP3TI role redefine :
—Set-up program priorities with two type of category :
1. Build only i.e.: ducting for Fiber Optic
2. Business Model i.e.: subsidies internet shops (“wartel”)
—Make detail project specifications :
* Technical specifications
* Training
e Operation and maintenance

—Focus on “backbone”
* For example : USO Fund to build the ducting for Fiber Optic (FO) as it involve getting land
access. The installation of FO can be done by the Network Operators as part of their Capex.
—Allocate and negotiate the projects with the Network Operators.
—Monitor the project implementation to ensure it is in accordance with project specification.

Recommend that the Network Operators work on a “Build, Operate and Transfer” (BOT) arrangement
with the Government. This is to ensure the sustainability of the ICT facilities as well as legal certainty.
The Business case must be clearly define as this is normally a financially unfeasible project, therefore

the need to use USO Fund.

Another alternative is to administered the USO Fund like the Network Operators CSR Fund

More thought will be needed to come up with a frame-work acceptable by the Government and the
Operators.






