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ON/OFF COAL EXPORT BANS – NOT SOLVING THE PROBLEM 12345 
 

 

INTRODUCTION 

 

On the last day of 2021, the Government announced the imposition of a one month ban on all 

coal exports from Indonesia in an endeavour to overcome the serious rundown of coal 

stockpiles at power plants owned or operated by the State Electricity Company and other 

parties. 

 

The Government warned that widespread electricity generation and supply disruptions, with 

consequent serious ramifications for the Indonesian economy, were inevitable unless the 

State Electricity Company and other operators could quickly replenish their coal stockpiles.  

 

Responsibility for the rundown of power plant coal stockpiles was attributed by the 

Government to the failure of domestic coal producers to fulfill their so-called “domestic 

market obligation” which requires them to prioritize the satisfaction of domestic coal 

demand.  

 

The coal export ban subsequently began to be gradually lifted by the middle of January as 

power plant coal stockpiles were replenished. 

 

While the Government’s concern about the rundown of coal stockpiles at power plants is 

entirely understandable, recurring “on/off” coal export bans are definitely not a viable 

solution to the problem of how to ensure that the State Electricity Company, in particular, 

obtains adequate coal supplies on a long-term basis. This is because “on/off” coal export bans 

do not even begin to address the real cause of the domestic coal supply problem. 

 

In this article, the writer will review the recent export ban, its origins and why “on/off” coal 

export bans are not likely to be effective, in the long run, in addressing the real cause of the 

domestic coal supply problem. 

 

 

BACKGROUND 

 

Like many other countries, particularly in the developing and newly developed/industrialized 

world, Indonesia has long provided extensive subsidies to Indonesian households and 

businesses in pursuit or a range of economic, social and political objectives including, most 

importantly, encouraging economic development, poverty relief and promoting electoral 

support for the ruling Government party or coalition. Indonesia’s energy subsidies are 
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particularly extensive and have resulted in the country having relatively low electricity prices 

compared to many other countries in South East Asia and elsewhere. In June 2021, 

Indonesian electricity prices were (i) Rp1,444.70 (US$0.101) per kWh for households and (ii) 

Rp1,114.74 (US$0.078) per kWh for businesses. This is to be compared with household 

electricity prices in (i) Singapore of US$0.178 per kWh, (ii) the Philippines of US$0.165 per 

kWh and (iii) Thailand of US$0.114 per kWh. 

 

In furtherance of the Government’s policy of heavily subsidizing energy prices, the State 

Electricity Company (“PLN”) is obliged to supply electricity to many Indonesian households 

and businesses at far less than the cost to PLN of acquiring or producing that electricity. This 

has resulted in PLN long having a very weak financial position which the Government has 

been unable or unwilling to make good through adequate compensating payments to PLN. 

PLN’s weak financial position has also made it increasingly difficult for PLN to secure and 

pay for the coal it needs to generate electricity from the many coal-fired power plants it owns 

and operates. Growing concerns about PLN’s financial position and its ability to secure/pay 

for coal supplies have encouraged the Government to look for “creative” solutions to these 

problems, which solutions do not result in any increased burden on the state budget.  

 

One of the Government’s “creative” solutions to the financial and coal supply problems of 

PLN has been to require coal producers to prioritize the supply of coal to the domestic market 

(“DM Obligation”) by imposing (i) annual DM Obligation quotas on certain coal producers 

(“DMO Quotas”) and (ii) a ceiling price on the sale of coal to PLN. The DMO Quota for 

2021 was 25% while the ceiling price for coal, with certain specifications, sold to PLN is 

currently US$70 per tonne (“PLN Concessional Coal Price”).  

 

Throughout 2020 and 2021, the Government struggled to balance two ultimately inconsistent 

objectives. First, the Government sought to mitigate the domestic economic downturn caused 

by the Covid-19 pandemic and the consequent negative impact on Government revenue by 

encouraging more exports including of coal. Second, the Government was determined to 

continue “shoring-up” the financial and supply position of PLN, without any additional 

burden for the state budget, by maintaining the DM Obligation and the PLN Concessional 

Coal Price. As a consequence, 2020 – 2021 saw the issuance of various regulations and 

decrees which initially relaxed the export requirements for coal and seemed to allow coal 

producers the option of exporting additional coal quantities even though they had not 

satisfied their DM Obligations and so long as they were prepared to pay a financial penalty 

for doing so (“Relaxation of Coal Export Restrictions Period”). Subsequently, these new 

regulations and decrees tightened the requirements of the DM Obligation and foreshadowed 

additional restrictions on the export of coal in the event of failure to fulfil the DM Obligation 

(“Tightening of Coal Export Restrictions Period”). The Relaxation of Coal Export 

Restrictions Period ran from late 2020 to mid-2021 while the Tightening of Coal Export 

Restrictions Period commenced in mid-2021 and continues to this day. 

 

During the Relaxation of Coal Export Restrictions Period, overcoming the economic 

consequences of the Covid-19 pandemic was clearly seen by the Government to be the more 

important objective. Over time, however, “shoring up” the financial and supply position of 

PLN increasingly became the Government’s dominant objective as evidenced by the 

transition to the Tightening of Coal Export Restrictions Period. The “high water mark” of the 

Tightening of Coal Export Restrictions Period appeared to have been reached in August 2021 

when the Government briefly banned 34 coal producers from exporting coal until such time 

as they fulfilled their DM Obligations (“August 2021 Limited Coal Export Ban”). Readers 
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interested in knowing more about the various regulatory developments during the Relaxation 

of Coal Export Restrictions Period and the Tightening of Coal Export Restrictions Period are 

referred to the writer’s earlier articles on this topic being (i) “Relaxation of Mineral Export 

Requirements – Pragmatic Response to Economic Crisis”, Coal Asia Magazine, June – July 

2021, Petromindo and (ii) “Coal Exports and DMO Non-Compliance – New Rules and 

Future Problems”, Coal Asia Magazine, August – September 2021, Petromindo. 

 

The Government obviously hoped that the August 2021 Limited Coal Export Ban would be 

sufficient to (i) cause coal producers to “fall into line” and start taking more seriously their 

DM Obligations and (ii) at least start reversing PLN’s coal supply problem if not its financial 

problem. The Government’s hopes in this regard were, however, to prove to be seriously 

misplaced. This is despite the fact that a number of the 34 coal producers, which were 

affected by the August 2021 Limited Coal Export Ban, quickly published statements 

committing themselves to fulfilling their DM Obligations immediately and the August 2021 

Limited Coal Export Ban was almost immediately lifted.  

 

According to the Director General of Minerals & Coal, the domestic coal supply situation of 

PLN and certain so-called “independent power producers” (“IPPs”) continued to deteriorate 

in the remaining months of 2021 with the result that, by December 2021, widespread 

blackouts had become a real and imminent concern with almost 20 coal-fired power plants, 

generating some 10,850 megawatts of electricity, at risk of having to shut down due to their 

coal stockpiles having reached a dangerously low level. It has also been reported that, in late 

December 2021, only some 35,000 tons of coal had been supplied domestically, since the 

start of the month, being less than 1% of the 5 million tons that were meant to have been 

supplied domestically for December 2021 as part of the DM Obligation. 

 

On 31 December 2021, the Ministry of Energy & Mineral Resources (“ESDM”) sent a letter 

to all coal producers (i.e., holders of Coal Contracts of Work (“CCoWs”), coal production 

operation mining business licenses (“Coal POIUPs”) and coal production operation special 

mining business licenses being continuations of former CCoWs (“Coal Continuation 

POIUPKs”) (together, “Relevant Coal Producers”), as well as to holders of coal 

transportation and sales permits (“Coal T&S Permits”), entitled “Fulfilment of Coal Needs 

for General Electricity” (“31 December ESDM Letter”). 

 

The 31 December ESDM Letter announced an immediate 30 day ban on all coal exports from 

Indonesia (“January 2022 Temporary Export Ban”). 

 

By mid-January 2022, however, limited coal exports resumed once again as PLN managed to 

secure 20 days of coal supply. 

 

 

ANALYSIS AND DISCUSSION  

 

1. What the 31 December ESDM Letter Says in Detail 

 

The 31 December ESDM Letter: 

 

(a) records that the coal stockpiles of both PLN and IPPs (i) are critically low and (ii) 

unless reversed, will disrupt the operations of both PLN and IPPs as well as the 

national electricity system; 
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(b) announces a ban on coal exports from 1 to 31 January 2022 by all Relevant Coal 

Producers and holders of Coal T&S Permits; 

 

(c) orders Relevant Coal Producers and holders of Coal T&S Permits to (i) supply all 

their “coal production” (including, presumably, coal production bought by or being 

transported by holders of Coal T&S Permits from or on behalf of Relevant Coal 

Producers) to PLN and IPPs and (ii) deliver coal, already at a port awaiting loading or 

already loaded on to ships to PLN and IPPs; and  

 

(d) states that the prohibition on coal exports will evaluated and reviewed based on the 

realization of coal supply for PLN and IPPs. 

 

There are various aspects of the 31 December ESDM Letter and the January 2022 Temporary 

Export Ban that are worthy of more detailed consideration. 

 

First, the 31 December ESDM Letter unequivocally says that the January 2022 Temporary 

Export Ban applies to all coal production and not just to (i) the coal production of those 

Relevant Coal Producers which have not complied with their DM Obligations or (ii) that 

amount of coal production required to make good DM Obligation compliance for 2021. In 

this regard, the January 2022 Temporary Export Ban covers both producers of coal as well as 

non-producers of coal, being holders of Coal T&S Permits. These non-producers of coal are 

parties providing coal transportation and marketing/sales services in respect of coal 

production.  

 

Second, the 31 December ESDM Letter purports to require coal production already loaded 

on to ships to be immediately delivered to PLN and IPPs. This is particularly interesting 

because, in the case of coal sold on an FOB basis, ownership of the coal production will have 

already passed from the coal producer to the buyer once it has been loaded. In other words, at 

least some of the parties to whom the 31 December ESDM Letter was issued were, at the 

time they received the 31 December ESDM Letter, no longer in a position to do anything 

about the already loaded coal as they were no longer the owners of that coal. The 31 

December ESDM Letter is, however, not addressed to buyers of coal already loaded on to 

vessels or to the owners and/or charterers of those vessels. 

 

Third, the 31 December ESDM Letter indicates that the January 2022 Temporary Export Ban 

will be evaluated and reviewed based on the realization of coal supply for PLN and 

IPPs. This may indicate that, if the coal stockpiles of PLN and IPPs are not restored to more 

normal levels by the end of January 2022, the January 2022 Temporary Export Ban could be 

continued thereafter and until such time as coal stockpiles are, in fact, restored to more 

normal levels.  

 

 

2. Reaction to January 2022 Temporary Export Ban 

 

The reaction to the January 2022 Temporary Export Ban was largely predictable.  

 

As reported by on-line news portal Bisnis.com on 3 January 2022, the Indonesian Coal 

Mining Association (“ICMA”) immediately requested the Government to cancel the January 
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2022 Temporary Export Ban saying that the January 2022 Temporary Export Ban was a 

decision that was: 

 

“taken hastily without being discussed with business players” 

 

Falling into line behind ICMA, the Indonesian Chamber of Commerce & Industry (“Kadin”) 

released a statement, also reported by Bisnis.com on 3 January 2022, to the effect that Kadin: 

 

“regretted the Government’s unilateral and hasty policy regarding the ban on coal 

exports amid efforts to recover the national economy.” 

 

Meanwhile, the Japanese Embassy in Jakarta sent a letter to the Government requesting that, 

at least, exports of high calorie coal (which is not widely used in Indonesia) be allowed to 

resume immediately. As reported by CNBC on 5 January 2021, the Japanese Embassy’s letter 

said, in part, that: 

 

“The sudden export ban has had a serious impact on economic activity in Japan and 

on people’s lives.” 

 

Resource nationalists in the Indonesian parliament, however, unsurprisingly supported the 

January 2022 Temporary Export Ban, with the Gerindra Party faction speaker and legislator, 

Ahmad Muzani, being quoted by on-line news portal Tempo.Co as having said: 

 

“The coal export ban the government has enacted is a correct decision to take 

because coal prices are on the high and can disrupt PLN’s energy supply and how 

national electricity is fulfilled. We support the policy as it is for the sake of national 

interest.” 

 

President Joko Widodo then proceeded to “double down” on the January 2022 Temporary 

Export Ban by threatening, during a virtual press conference on 3 January 2022, to revoke the 

mining business licenses of parties that did not comply with the January 2022 Temporary 

Export Ban or continued to violate their DM Obligations. As reported by on-line news portal 

Duia Energi, the President said, among other things, that: 

 

“There is already a DMO mechanism that requires mining companies to meet the 

needs of PLN’s generators. This absolutely must not be violated for any reason….. 

The priority is to fulfil domestic needs for PLN and domestic industries.” 

 

The Government would also probably dispute the assertions of ICMA and Kadin that the 

January 2022 Temporary Export Ban was imposed hastily and without being discussed with 

industry. In this regard, the Government might well take the position that the August 2021 

Limited Coal Export Ban actually made very clear (i) the Government’s intention to insist 

upon strict compliance with the DM Obligation and (ii) that the Government was willing to 

resort to export bans in order to ensure compliance with the DM Obligation. 

 

As everyone should have understood was always going to be the case, world coal prices 

promptly “spiked” in reaction to the announcement of the January 2022 Temporary Export 

Ban, with the price of Newcastle coal rising from US$158 per ton to US203 per ton within 10 

days of the January 2022 Temporary Export Ban being announced. 
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3. Legal Basis for January 2022 Temporary Export Ban 

 

3.1 Overview: Even if one sees the January 2022 Temporary Export Ban as not providing 

any real solution to PLN’s coal supply problem (an issue that is discussed, in detail, in 

Parts 4, 5 and 6 below), there can be little doubt that ESDM had the authority, at least 

in part, to issue the 31 December ESDM Letter and otherwise impose, at least in 

part, the January 2022 Temporary Export Ban. 

 

3.2 GR 96/2021: For the purpose of understanding the legal basis for the January 

2022Temporary Export Ban, Government Regulation 96 of 2021 re Implementation 

of Mineral & Coal Mining Business Activities (“GR 96/2021”) is of key importance. 

GR 96/2021 is one of the implementing regulations for those provisions of Law No. 

11 of 2020 re Job Creation (“Job Creation Law”) that amended various articles of 

the 2009 Minerals and Coal Mining Law. The attention of readers is drawn, in 

particular, to: 

 

(a) Article 157(1) and (2) of GR 962021 which provide that holders of Production 

Operation IUPs/IUPKs must prioritize domestic needs for coal (and other 

minerals), which domestic needs are to be determined by the Minster of 

Energy & Mineral Resources (“MoEMR”); and 

 

(b) Article 158(3) of GR 96/2021 which provides that holders of Production 

Operation IUPs/IUPKs may only export coal once domestic coal needs have 

been satisfied. 

 

3.3 MoEMR Regulation 7/2020 and MoEMR Regulation 16/202: Article 62(1)g of 

MoEMR Regulation No. 7 of 2020 re Procedures for Licensing & Reporting of Coal 

& Mining Business Activities (“MoEMR Regulation 7/2020”) as amended by 

MoEMR Regulation No. 16 of 2021 re Amendment of MoEMR Regulation 7/2020 

(“MoEMR Regulation 16/2021”) provides that holders of Production Operation 

IUPs/IUPKs must prioritize domestic needs for coal (and other minerals). 

 

3.4 MoEMR Decree 139/2021: MoEMR Decree No. 139 of 2021 re Fulfilment of 

Domestic Coal Needs is particularly relevant because of the detail it provides with 

respect to how ESDM intends to ensure fulfilment of domestic coal needs. Among 

other things, MoEMR Decree 139/2021 provides that: 

 

(a) First Stipulation - DMO Quotas apply to Relevant Coal Producers; 

 

(b) Second Stipulation - Making coal available in accordance with the DMO 

Quota is an unconditional obligation of each Relevant Coal Producer; and  

 

(c) Third Stipulation - In the event that domestic coal needs are not satisfied for 

whatever reason, DGoMC may appoint/require one or more Relevant Coal 

Producers, as well as any holder of a Coal S&T Permit, to meet/fulfil the 

unsatisfied domestic coal needs. 

 

The Third Stipulation of MoEMR Decree 139/2021 is relevant, in the context of the 

January 2022 Temporary Export Ban, as it explains how ESDM might seek to justify 
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extending the January 2022 Temporary Export Ban to (i) Relevant Coal Producers 

which have fulfilled their DMO Quotas/DM Obligations and (ii) to holders of Coal 

S&T Permits which are not subject to any DMO Quota/DM Obligation at all.  

 

It should be pointed out, however, that the Third Stipulation of MoEMR Decree 

139/2021 goes far beyond what is specifically provided for in GR 96/2021 and 

MoEMR Regulation 7/2020 as amended by MoEMR Regulation 16/2021 which only 

refer to holders of Coal POIUPs and Coal POIUPKs being subject to the DM 

Quota/DM Obligation. Neither GR 96/2021 nor MoEMR Regulation 7/2020 as 

amended by MoEMR Regulation 16/2021 say anything specific about (i) those 

Relevant Coal Producers, which have fulfilled their DMO Quotas/DM Obligations, or 

holders of Coal S&T Permits, which are not subject to DMO Quotas/DM Obligations 

at all, being potentially obliged to assume responsibility for the failure of other 

Relevant Coal Producers in fulfilling their DMO Quotas/DM Obligations. Likewise, 

there is nothing in any of GR 96/2021, MoEMR Regulation 7/2020 as amended by 

MoEMR Regulation 16/2021 or MoEMR Decree 139/2021 to support the notion that 

ESDM has the authority to compel (i) buyers (which are neither Relevant Coal 

Producer nor holders of Coal S&P Permits) of coal, already loaded on to ships that 

are still in port, or (ii) the owners/charterers of those ships to deliver the already 

loaded coal to PLN and IPPs as provided for in the 31 December ESDM Letter. 

 

Given the above and in the event that the January 2022 Temporary Export Ban had 

gone on much longer, there might well have been legal challenges to both the 31 

December ESDM Letter and to MoEMR Decree 139/2021. Even if successful, 

however, any such legal challenges would have only been likely to affect the more 

peripheral aspects of the January 2022 Temporary Export Ban. 

 

Needless to say, however, if the President had made good on his threats to terminate 

the mining business licenses of any Relevant Coal Producers, which did not start 

immediately complying with their DM Quotas/DM Obligations, legal challenges 

would have been inevitable. More particularly, it is doubtful whether or not the 

Government has the authority to terminate the mining business licenses of Relevant 

Coal Producers which, having already fulfilled their own DM Quotas/DM 

Obligations, refused to comply with the 31 December ESDM Letter and apply all 

their coal production to satisfying still unfilled domestic coal needs. This is because 

MoEMR Decree 139/2021 merely provides for penalties, in the form of export 

prohibitions and fines (but not cancellation of mining business licenses), in the case 

of Relevant Coal Producers which do not fulfil domestic coal needs (Fifth Stipulation 

of MoEMR Decree 139/2021). It is true that MoEMR has just issued a new decree, 

being MoEMR Decree No. 13 of 2022 re Prohibition of Sales to Overseas & 

Guidelines for the Imposition of Penalties in respect of Non-Compliance with the DM 

Obligation (“MoEMR Decree 13/2022”), that does increase the applicable penalties 

to include possible cancellation of the mining business licenses of non-compliant 

Relevant Coal Producers and holders of Coal S&T Permits. However, the 

constitutionality of MoEMR Decree 13/2022 is highly questionable. MoEMR Decree 

13/2022 purports to implement provisions of the Job Creation Law, something that 

was expressly prohibited by the Constitutional Court as part of it’s 2021 decision 

declaring the Job Creation Law to be “conditionally unconstitutional”. Further, as 

explained above, a clear legal basis is seemingly lacking for MoEMR Decree 

139/2021 to authorize MoEMR to require those Relevant Coal Producers which have 
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fulfilled their DMO Quotas/DM Obligations or holders of Coal S&T Permits which 

are not subject to DMO Quotas/DM Obligations at all to assume responsibility for the 

failure of other Relevant Coal Producers to fulfil their DMO Quotas/DM Obligations. 

 

 

4. Underlying Issue of PLN Concessional Coal Price 

 

It is somewhat disingenuous and unfair for the Government to say, as it has done repeatedly, 

that the cause of PLN’s coal supply problem is the failure of Relevant Coal Producers to 

fulfill their DM Obligations and supply 25% of their coal production to the domestic market 

including, most importantly, to PLN. Relevant Coal Producers would, in fact, probably have 

little objection to their DM Obligations if only they were assured of receiving something even 

remotely equivalent to the market price for the coal they supply to PLN.  

 

The real cause of PLN’s coal supply problem is and always has been, in fact, the PLN 

Concessional Coal Price, not the DM Obligation per se. Requiring Relevant Coal Producers 

to supply coal to PLN at US$70 per ton, when the international market price for coal was 

already well in excess of US$150 per ton even before the announcement of the January 2022 

Temporary Export Ban, is simply not sustainable. The Government is, in truth, forcing 

private sector, “for profit” Relevant Coal Producers to subsidize the loss-making operations 

of PLN by supplying coal to PLN at a gross undervalue. This is definitely not the proper role 

of private sector, “for profit” Relevant Coal Producers. This is actually the role of the 

Government if it thinks it genuinely makes sense for PLN to keep supplying electricity to 

large numbers of Indonesians at far less than the cost of generating that electricity. The 

Government has effectively been “outsourcing”, on a wholly non-voluntary basis, to the 

private sector part of the Government’s own responsibilities.  

 

The entirely understandable reluctance of private sector, “for profit” Relevant Coal Producers 

to heavily subsidize PLN is also not a new issue or an issue that the Government should not 

have readily foreseen when the PLN Concessional Coal Price was first introduced some years 

ago now. This issue was always going to arise if and when the market price of coal moved 

above US$70 per ton for an extended period. The 86% rise in international coal prices during 

2021 has merely exacerbated the underlying issue of the PLN Concessional Coal Price and 

brought it to a head. It is hard to believe that the Government’s economic advisers and the 

Ministry of Finance in particular would not have explained the realities of supply and demand 

to the Government or otherwise fully anticipated the December 2021 PLN coal supply crisis. 

As such, it clearly shows inadequate planning, not to mention a lack of understanding of 

market dynamics, for the Government to have allowed the December 2021 crisis to 

eventuate. 

 

 

5. January 2022 Temporary Export Ban Not a Success  

 

5.1 Preliminary Remarks: As of mid-January 2022, PLN and IPPs were, apparently, 

close to securing the 16 million tons of coal needed to ensure adequate coal stockpiles 

for 20 days of operation. The Government has also announced that coal exports will 

now gradually resume, albeit subject to various conditions. Given these 

developments, it might be thought that the January 2022 Temporary Export Ban has 

been a big success. Nothing, however, could actually be further from the truth in 

terms of finding a viable long-term solution to the coal supply needs of PLN in 
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particular. At the same time, the January 2022 Temporary Export Ban has created, or 

at least seriously exacerbated, other actual and potential problems for Indonesia that 

are, arguably, of greater longer term importance than PLN’s coal supply problem. 

 

5.2 No Long-Term Solution to PLN’s Coal Supply Problem: Like the August 2021 

Limited Coal Export Ban before it, the January 2022 Temporary Export Ban has 

merely achieved a temporary solution to PLN’s immediate coal supply needs while 

doing nothing to address PLN’s continuing and longer term coal supply needs. The 

underlying issue of the PLN Concessional Coal Price has not gone away. It is 

inevitable that PLN will continue to experience coal supply difficulties while so long 

as international coal prices remain high. Every material increase in the international 

coal price only makes the PLN Concessional Coal Price more intolerable for Relevant 

Coal Producers. 

 

5.3 Serious Damage to Indonesia’s International Reputation: The January 2022 

Temporary Export Ban has done untold damage to the international reputations of 

Indonesian coal producers and of Indonesia itself as reliable suppliers to the 

international market. It is simply inappropriate to prevent good faith international 

buyers of Indonesian coal from being able to take delivery of the coal they have 

contracted for and, in many cases, already paid for. 

 

Many Indian business groups have invested in and developed coal projects in 

Indonesia for the express and, indeed, the sole purpose of providing the coal needed to 

run their power plants at home. Not allowing the export of coal completely 

undermines the commercial rationale of these coal project investments that were made 

in good faith and at a time when there was no coal export ban. 

 

The late 2021 decision of the Constitutional Court has already cast doubt on the future 

of the Government’s “signature” economic reforms by finding the Job Creation Law 

to be “conditionally unconstitutional”. Accordingly, it is definitely not a good idea for 

the Government to be proactively creating further reasons for the international 

business community to doubt whether or not Indonesia is a reliable trade partner and 

an attractive foreign investment destination by resorting to “on/off” coal export bans 

in order to try to enforce compliance with the PLN Concessional Coal Price. While 

the Government should, of course, always be looking to put the interests of Indonesia 

and Indonesians first, the Government needs to think more carefully about what those 

interests actually are and how they are best promoted.  

 

5.4 Increased Risk of Illegal Coal Exports: While so long as the PLN Concessional 

Coal Price remains in place, the Government is also creating an, arguably, even more 

serious potential problem for Indonesia; namely, the risk of encouraging widespread 

illegal coal exports and outright coal smuggling, with the attendant loss of substantial 

Government revenue. Although the more law abiding, civic-minded and public-

spirited Relevant Coal Producers may be willing to, albeit reluctantly, continue to 

subsidize PLN for a time, it must be expected that other Relevant Coal Producers will 

increasingly seek to circumvent altogether the PLN Concessional Coal Price. The 

existing US$100+++ differential between the PLN Concessional Coal and the current 

international market price of coal self-evidently provides a big incentive for at least 

some Relevant Coal Producers to look for ways to exploit the well understood 

deficiencies and weaknesses in the Government’s practical ability to stop coal 
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exports. Rampant illegal coal exports have been a major problem in the past for 

Indonesia and could easily become so again.  
 

 

6. Is a Possible Credible Solution Now in Sight? 
 

The Government has announced some measures that will, hopefully, help improve PLN’s 

coal supply situation going forward. These measures include (i) finalizing long term supply 

contracts between PLN and Relevant Coal Producers, (ii) requiring PLN to only source coal 

from Relevant Coal Producers rather than from coal traders as it has often done in the past, 

(iii) instructing PLN to only purchase coal on a CIF, as opposed to a FOB, basis, thereby 

relieving PLN of responsibility for arranging shipment of its coal supplies and (iv) the 

proposed establishment of a “public service agency” (“BLU”) which would subsidize PLN’s 

coal purchases and enable PLN to pay market price for its coal supplies (“BLU Proposal”) 

(together, “PLN Coal Supply Reform Measures”). 
 

With the possible exception of the BLU Proposal, though, the PLN Coal Supply Reform 

Measures are only likely to result in incremental improvement in PLN’s coal supply position 

as they are directed at improving the efficiency of the process by which PLN obtains its coal 

supply. These other PLN Coal Supply Reform Measures in no way address the underlying 

issue of the PLN Concessional Coal Price which is the real cause of PLN’s coal supply 

problems. 
 

Superficially, the BLU Proposal does appear to address the underlying issue of the PLN 

Concessional Coal Price. This is because it is being reported in the media that, under the BLU 

Proposal, PLN will henceforth pay market price for the coal delivered to it by Relevant Coal 

Producers in fulfilment of their DM Obligations.  
 

It was, however, reported in the 12 January edition of The Jakarta Post that the Co-ordinating 

Minister for Maritime Affairs & Investment said that BLU will: 
 

“collect coal levies which will then be used to subsidize PLN’s coal purchases” 
 

The Co-ordinating Minister’s statement does not make clear (i) from whom BLU will collect 

“coal levies” or (ii) if the “coal levies” are something different from and in addition to coal 

production royalties. If, though, “coal levies” are to be collected from Relevant Coal 

Producers and they are in addition to the coal production royalties already paid by Relevant 

Coal Producers, this means that it is actually Relevant Coal Producers which will be 

indirectly subsidizing PLN’s payment of market price for the coal delivered to it by Relevant 

Coal Producers in fulfilment of their DM Obligations. This does not seem to be much 

different, in terms of net revenue foregone by Relevant Coal Producers, from the existing and 

wholly untenable position whereby Relevant Coal Producers have to accept the PLN 

Concessional Coal Price. Indeed, it may even be worse from a cash flow perspective if, as 

seems likely, the intention is that the coal levies will be collected by BLU in advance from 

Relevant Coal Producers.  
 

Even if the BLU Proposal is the “real deal”, in terms of wanting to end the PLN Concessional 

Coal Price, it apparently does not have any support, at least for the time being, from all-

important Commission VII of the Indonesian parliament which was reported by CNBC on 13 

January 2022 as having rejected the idea of funding BLU through the use of a coal export 

levy. Given these various uncertainties about how the BLU Proposal will work in practice 
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and whether or not it has the necessary political support, it is simply too early to put a lot of 

hope in the BLU Proposal. 
 

 

SUMMARY & CONCLUSIONS 
 

The PLN coal supply problem is very much of the Government’s own making and was 

entirely predictable.  
 

“On/off” coal export bans do not provide any sort of long-term solution to PLN’s coal supply 

problem.  
 

While the Government has recently announced various initiatives intended to improve coal 

supply for PLN, it is only by doing away with the PLN Concessional Coal Price altogether 

and without Relevant Coal Producers having to indirectly fund any scheme replacing the 

PLN Concessional Coal Price that PLN is ever likely to be assured of reliable long-term coal 

supply.  
 

Hopefully, the BLU Proposal is not just another “smoke and mirrors” initiative of the 

Government that, when implemented, will still leave Relevant Coal Producers effectively 

subsidizing PLN’s loss-making operations. We need, however, to see all the details first 

before expressing much confidence in the BLU Proposal. 
 

Of course, even if a credible, long term solution to PLN’s coal supply problem can be found, 

this still leaves the even bigger problem of PLN’s woeful financial position which, in order to 

solve, requires a major rethink of Indonesia’s electricity subsidies. In the run-up to the 2024 

Presidential election, however, electricity subsidies are almost certainly a “sacred cow” that 

cannot be interfered with. 
 

 

***************************** 
 

 

This article was written by Bill Sullivan, Senior Foreign Counsel with Christian Teo & 

Partners and Senior Adviser to Stephenson Harwood. Christian Teo & Partners is a Jakarta 

based, Indonesian law firm and a leader in Indonesian energy, infrastructure and mining law 

and regulatory practice. Christian Teo & Partners operates in close association with 

international law firm Stephenson Harwood which has eight offices across Asia, Europe and 

the Middle East: Dubai, Hong Kong, London, Paris, Piraeus, Seoul, Shanghai and Singapore.  
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