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PREFACE

In current situation in Indonesia, the local roatsount to 81% of total
length of road network in Indonesia and less thaif bf them is in good
condition. There are funding problem of local roadintenance in regard to the
lack of fund and competing funding needs. Locatroeintenance in Indonesia is
financed through annual government budget, whiglermees come from various
source including vehicle ownership tax. In the l2@09, the government of
Indonesia has enacted the new regional taxes aathwne of the rules regulates
that the earmarked revenue from vehicle ownersdmpig allocated to the road
development and/or maintenance and the improveofgmiblic transport facility
and mode. Hence, based on the current situatieninttiative to implement local
road maintenance fund in Indonesia, by using edwadarevenue of vehicle
ownership taxation is interesting to be studied.

| have been working on local road agency in Ind@especifically in
Dinas Binamarga Kabupaten Cianjurexperienced myself that the allocation of
the local budget for road maintenance, especiallyjime maintenance, is always
varying from year to year and being less than otbad works. | was wondering
whether there are conditions that acknowledge theportance of road
maintenance and there is a way to specificallycali® the annual local budget to
it. Those curiosities motivate me to do this resleand the result in this research
more or less meets my expectation.

| realize that it is impossible to write this thegiithout any supports. First
of all I would like to express my biggest gratitudeAllah swt. Secondly, | would
like to express my thankfulness to my supervisbrs;ilr. Taede Tillema and Ir.
Heru Purboyo H.P., DEA., Ph.D, who always suppod motivate me to make a
good academic writing and keep my thesis on trackould also say my big
appreciation to my family in Indonesia, especiaityy mother — the greatest
person | have ever had in my life, and my dearesirivay Fatimah Ratnaningsih,
who always support me and believe that | can fitish study. Furthermore, |
would like to express my appreciationBappenasand NESO which has granted
me the scholarship and the Government of Kabup@tanjur which has granted
the permit for me to do this study. My great thamkéss also goes to my
colleagues of DD ITB-RUG’08 who always be suppatpartners and friends in
the happiness and hardship. Finally | would likexpress my appreciation, | can
not mention one by one, to all people who have supd me in this study and
writing this thesis.



Arif Kurniawan
Groningen
August 2010
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ABSTRACT

by

ARIF KURNIAWAN
ITB : 25408006
RUG : S 1941593

This research was started by indication of the fmgdoroblem of road
infrastructure in Indonesia. There was lack of fufwt local/municipal road
infrastructure development and maintenance in Iedtam Road was not
maintained properly and sufficiently. This conditied to a deterioration of road
and to the higher transportation cost. Moreovegrthwere also competing local
funding needs and tensions between sectors. Rewamaened from vehicle
ownership tax was not fully nor specifically alléed to fund road provision and
maintenance. Along with other local natural revesiudis revenue was utilized to
fund and to provide all kinds of public services.

This research was aimed to understand the vehislgecship tax practice
in Indonesia and the possibility to initiate thecdd road maintenance fund in
Indonesia by using vehicle ownership tax as revesoerce. The research
methodology which was used comprised the policyurdeat analysis and
literature review. Above all, this research has medone comprehensively,
starting from the review of the transport pricingligy, road maintenance and
road funding concepts. Within legal, organizatignfihancial and operational
arrangement; the vehicle ownership taxation anddroaanagement in Indonesia
and the international practice of road funds wetedged. Finally, based on the
lesson learned from other countries and what Indaneould learn on each
lesson, the possibility to initiate the local roadhintenance fund in Indonesia was
formulated.

Keywords: local road, road maintenance, local roaéintenance fund, vehicle
ownership taxation, Indonesia.
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CHAPTER 1
INTRODUCTION

1.1 Background

One of the regional development instruments is astfucture.
Infrastructure is needed by people to support anichprove their quality of life
and plays a role in regional economic developmEnte infrastructure provision
usually needs a large sum of funding. Since theegowent is the authority or a
side who has the funding, usually the governmemn¢sponsible to provide basic
infrastructure; such as roads, water and electricdt the first stage of
development. The government provision which leadsthe availability of
adequate infrastructure will encourage private gscto invest (LPEM, 2005).
The availability of infrastructure firstly provideloy government will attract the
new business from private sector to come.

Roads as one kind of infrastructure play major gale people’s daily
activity. It can provide the availability of the m&ment of people, goods and
services. It also provides accessibility and cwenection between areas. For
many remote and isolated areas, availability ofdoesad transport services is a
prerequisite for reducing poverty and providing esscto health and education
services, information and markets (World Bank, 2004

By understanding the importance of the role of ro#dastructure, it is
also needed to understand that the road shouldab#amed or even improved, to
keep or to increase its level of services. Forpinglic roads, the maintenance and
the improvement has become the responsibility ef government; and these



processes clearly need funds to do so. Almostaath$ of transportation cost
money (Van Wee, 1995:99).

Based on the road status of authority, public roabhdonesia is divided
into three categories, which are national roadyipmal road and local/municipal
road. The provision and the maintenance of puldadrare the responsibility of
each government level, according to the road stasjgectively. For instances, it
is the responsibility of local government to alltcdhe resources in the local
budget to deliver the provision and the maintenaridecal roads.

One of the funding sources for the road provisiod the maintenance, as
allocated in national/local government budgetisg,evenue from imposing taxes
(Musgrave, 1976). The taxes are not only colledad managed by national
government but also by local government. Throughdécentralization, the local
government has been given the authority to imposal kaxes.

Vehicle ownership tax is one type of taxes whicm@duded as local taxes
in Indonesia. This tax is imposed and based onotleership of the vehicle.
Vehicle ownership tax in Indonesia is representeaninual taxes on vehicles; and
it can be seen as fixed car tax (Van Wee, 19955 fEx is not only as revenue
source, but raising this tax can also be an ingtnirto internalize external effect
of car ownership, such as land use consumptionveswal pollution (Van Wee,
1995).

Vehicle ownership is not the only vehicle basedwdmch can be viewed
as road user charges in Indonesia. There are @brle fuel tax and vehicle
transfer fee. According to a study, vehicle owngrstax is the second big
contributor in annual revenues among other vehiideed tax (World Bank,
2004a) and promises stable revenue to the govenfoerperforming public
expenditures. It is indicated that the administratand the detection of evasion of
this tax is simple and inexpensive (Mahadi et &893). Regarding with those
characteristics of the vehicle ownership taxatiorindonesia and its relation to
the road usage, the vehicle ownership is impottiarte considered as potential
source of road work funding. Moreover, in the regioin which authorizes the

implementation of vehicle ownership tax in Indoae@ct No. 28/2009 Regional



Taxes and Charges), it is mandated that minimaB¢ Df total revenue vehicle
ownership tax is allocated for road development@neohaintenance and also for
the improvement of public transport mode and facili

In Indonesia, each local government has specifenag and one of the
function is to collect vehicle ownership tax; naynklantor SamsatThis agency
is the representation of the provincial level ageoa a local level. Having
collected the tax from the vehicle owner, the agendll transfer it to the
provincial government. The provincial governmenii wianage and return it back
to local government in certain proportion in rem@stion of tax revenue sharing.
This revenue sharing can be identified and be @slas original local revenue
(Pendapatan Asli Daerah/PADn the local budgeting.

In the local budgeting, revenue sharing from vehiolvnership taxation
can be allocated and be spent to fund the locaéldpinent which also includes
road infrastructure provision and maintenance. H@awein the middle of budget
constraint for local development, local governmaisb faces competing funding
needs (OECD, 1994). All or almost all agencies sexices have funding needs
which exceed actual resources. Frequently, fundsdaected towards the most
visible purpose, such as education or health cargr@ms. Moreover, in the same
agency there is always a large number of compétinding needs. For example,
within road agency there is competition to allodhi resource or budget whether
on road rehabilitation or maintenance programs.

As indicated by World Bank (2004a), in Indonesiaréhis a decline in
local/national budget for spending in road develeptnand maintenance.
Congestion is another problem; where from supplg,sihe expansion of capacity
iIs needed. The national and local government nadds of money to tackle the
road infrastructure problems so it can continugitee adequate services to the
public.

This research tries to identify the applicationvehicle ownership tax in
Indonesia as transport pricing policy and to seepiportunities as revenue source
for funding the development and maintenance of llgoads. Moreover, the

international practices on road maintenance fundulgbe analyzed by using



Ghana and Pakistan case. These countries are chesause they have similarity
with Indonesia as developing country and in fagragr public road condition,
they have been implementing road fund administnatto deal with road
maintenance up to now, and each country also hasugaorganizational and
financial arrangements on its road fund. Pakistgmmasents the implementation of
“first generation” road fund; meanwhile Ghana dties“second generation” road
fund administration. To be noted, first generatddmoad fund is characterized by
plain earmarking of government revenues to finanservice that is managed and
provided by government departments and allocategbréo defined priorities.
Second generation road funds are aimed to supgp®rtdammercialization of road
management, in a new arrangement and charactdrjzashew autonomous body,
managed together with road users and financedbwadiget’ by designated road
user charges based on user-pays principle (Kun@00)2 It is hoped that by
providing an international practice on each gemamawill give us the balancing
information about them, since we can study theethffit characteristics of each
generation in the international practices. Morepvitre availability of the
literatures is also taken into account in regardchmose these international
practices. The availability of literatures herelintes the literatures are presented
in English or Bahasa, accessible to retrieve amgfllgo provide the information
needed. The discussion of these international ipesctvill be elaborated in legal,
organizational, financial and operational perspesti The lesson learned about
road fund practice in general will be drawn and pared with the Indonesian

context.

1.2 Problem Statement and Research Objective

It is indicated that there is lack of fund for I&oaunicipal road
infrastructure development and maintenance in ledi@n Road is not maintained
properly and sufficiently. This condition leadsaaeterioration of road and to the
higher transportation cost. Moreover, there are etsnpeting local funding needs
and tensions between sectors. Revenue obtainedviebidle ownership tax is not

fully nor specifically allocated to fund road premn and maintenance. Along



with other local natural revenues, this revenugtilized to fund and to provide all
kinds of public services.

Considering this funding problem of road infrastwre in Indonesia, this
research tries to explore how vehicle ownershiatiar as road pricing policy is
being applied in Indonesia and how revenue shdromg vehicle taxes can be a
revenue generator for local natural revenues, twanfte the local road
development and maintenance.

This research is aimed to understand the vehicleeoship tax practice in
Indonesia and the possibility to initiate the locaad maintenance fund in
Indonesia by using vehicle ownership tax as revesouece.

Related with the problem and the objective mentioaigove, the research
questions that will be tackled are:

1. What are the objectives of transport pricing pgli@ad maintenance and
road fund based on international literatures?

This will be the basic framework of the researche Theoretical review

from international literatures related with roadhdiing and pricing policy

for the road transport will be examined.
2. How are vehicle ownership taxation and road managéreing applied
in Indonesia?

By this question, a general description about lotates, vehicle

ownership taxation, and its revenue sharing in hedaa will be elaborated

within the legal and organizational framework. Tiesearch will also
define the concept of local/municipal road managéma Indonesia
including the types and the authority level. Thil ae elaborated through
analysis of laws, regulations, and government gires.

3. What kind of international practices in road furglischemes can be
compared with the Indonesian context?

To answer this question, the international prastice road funding for

road maintenance which include Ghana and Pakists@sowill be studied

and the comparison will be made within legal, orgational and financial



perspectives. The lesson learned about road fuactipe in general will

be drawn.

4. What is the possibility to initiate the local roadaintenance fund in
Indonesia, by using revenue gained from vehicle evalmp taxation and
based on the general lessons of international fuoatipractice?

Based on the lessons which are obtained from tieeniational practices,
the possibility to initiate the local road maintana fund in Indonesia will be
examined. Moreover, the linkage between revenum fvehicle ownership tax
and road fund administration will be explored tdinke the adequacy and stability

of road maintenance funding.

1.3 Research Methodology

The method which will be applied in this researshmainly policy
document analysis and literature review. The polloguments which will be
analyzed are the Indonesian legal documents andigsylwhich describe about
local taxes including vehicle tax, local governanioeal natural revenue, and
local budgeting process, and road management. Ulljecs related literatures will
be reviewed to support this research. This reseailthalso draw a lesson in
general about road funding in general from inteoma practice, especially from

Pakistan and Ghana.

1.1.1 Research Procedures

To fulfill the research objective and to answer tbgearch questions, this
research will follow procedures as follows, i.eentification of the transport
pricing policy concepts based on international rditeres and practices, a
description of the current situation in Indonesiath respect to local taxes,
vehicle ownership taxation and road management,paomy the international
practices of road funding for road maintenance iwitkegal, organizational,
financial and operational perspectives, evaluatnegpossibility of the road fund
implementation in Indonesia based on internatia@whparisons, and drawing

conclusions and giving recommendations.



1.1.2 Method of Data Collection

This research will use secondary data which ardadola in the journals,
articles, literatures, government publications amber sources since there is
limitation to obtain primary data. Moreover, Ingsman laws and regulations
related with road management, local governance] kaxes, revenue sharing and

governmental transfer, and local budgeting proeel$e inventoried.

1.1.3 Method of Analysis Study

The analysis in this research will be defined intorative — descriptive
and evaluative — exploratory methods. By usingatese — descriptive method,
the research will try to explain the concept ofdqaicing policy on international
literatures and practices; and also the concepnddnesian local taxes, revenue
sharing and road management based on current ladvsegulations. Moreover,
the international practices in road funding fordaaaintenance which include
Ghana and Pakistan cases will also be describedoBy this, it will provide the
answer for 1, 2 and & research questions.

The answer of the those 3 research questions widrbinput to evaluate
and to explore the possibility to implement roaddwadministration in the local
budget in Indonesia by using revenue gained frohicle ownership taxation.

The result, as the answer of th& fesearch question, will provide

conclusions and recommendations of this research.

1.4 Systematical of Report

This research consists of 6 chapters, includingfirst chapter. Outline of
the other chapters is as follows:

Chapter Il.  Transport Pricing Policy as Source of Rinding in Road
Maintenance
To get an overview about their objectives, the ephof transport pricing policy

and road maintenance funding based on literatwiews will be described here.



This chapter will also include a general overviefstaxation and the impact of

road maintenance on transport cost.

Chapter Ill. Current Situation in Indonesia: Vehicle Ownership Tax and
Road Management

This chapter will give a general overview of théfetent types of local taxes in
Indonesia, with an emphasis on vehicle ownershipgand its revenue sharing..
Road management in Indonesia will also be discuss=é. It includes the
description of road classification, administerireppd level of authority. The
discussions will be based on current laws and egguis

Chapter IV. International Practices of Road Fund Administration

This chapter will give description about internatd practices of road fund

administration, by focusing on Ghana and Pakistdrese countries are chosen
because they show similarity with Indonesia as kbgmeg country and in face

poor public road condition. These countries havenbenplementing road fund

administration to deal with road maintenance forrenthan four years. Each
country also has different institution in its roathd management and various
revenue structures on its road fund. Moreover atralability of the literatures is

also taken into account in regard to choose thesanational practices. The
discussion will be addressed on legal, organizatjofinancial and operational

perspectives. The summary about road fund prastigeneral will be made and

the lesson learned will be drawn in regard withltidonesian context.

Chapter V. The Possibility of Road Fund Implementabn in the
Indonesian Context

This chapter will evaluate the implementation ohieke ownership taxation in

Indonesia and explore the possibility to use themeae gained from this tax as

road maintenance fund in the local budget. Theyamalwill be based on the

literature review from chapter 2 and lesson learasvn from chapter 4.



Chapter VI  Conclusion, Recommendation and Reflectio
This chapter will present the conclusion, recomna¢iod and reflection obtained
from the research.

The research framework can be seen on Figure lovbe

Chapter 1
Introduction

) 4 A 4 ) 4
Chapter 2 Chapter 3
Theoretical framework Current Situation in Indonesic Chapter 4 .
L. D . . <«—» International Practice —
- Transport Pricing - Vehicle ownership tax Road Func
- Road Fund - Road administering
Chapter 5
Analysis

- The possible implementation of
road fund in Indonesia

Chapter 6
Conclusion and recommendation

Figure 1.1 Research framework
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CHAPTER 2
TRANSPORT PRICING POLICY AS SOURCE OF FUNDING
IN ROAD MAINTENANCE

In this chapter, transport pricing policy in genevdl be discussed. Aside
from its objectives to internalize external costldn reduce transport demand,
transport pricing policy also has been used to geuenues and to raise funds
(Litman, 1995; Van Wee, 1996; Ubbels, 2006). Arsth sub chapter 2.1 we will
discuss about components of transport costs. Toanspsts will be categorized
into various costs. Transport pricing could be he form of vehicle taxation,
specifically as vehicle ownership taxation. Hereegeneral overview of taxation
will be discussed in sub chapter 2.2. Social wel@nd equity is important to be
discussed because taxation is related with takiogey from the public from
which the public should get compensation or beselit transport pricing policy,
one of the benefits the public might get is of dlwweintained and good roads
infrastructure. Moreover, vehicle ownership taxatmall be discussed specifically
in sub chapter 2.3. To be clearer, in sub chapten will discuss about the road
maintenance impact in vehicle operating cost. Tberlgy maintained roads will
increase vehicle operating cost. Furthermore, toaggeneral overview of road
fund, in the sub chapter 2.5 we will discuss abmad fund administration,
specifically on funding and allocation for road manance.

2.1 Components of transport costs

Almost all forms of transportation cost money aeducing this as much
as possible is an important goal, both for usetsfanpolicy makers (Van Wee,
1995). Van Wee (1995) found that there are diffecemponents included in total
cost; which are firstly the direct cost. Direct tosnsists of fixed and variable

cost. These direct costs relate to building infragtire, producing vehicles, and
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operating the system. The division of direct costates to the level of use; when
it is dependent on the level of use, it will beighte cost; and in the other words,
it will be fixed cost if it is not dependent on tlewel of use.

Secondly, according to Van Wee (1995) is the cdsichvis contained
within transport system once it operates, namehkgystem cost. This cost
includes time consumed and the risk. Reducingithsy/stem cost means that we
ought to improve safety and to reduce travel times.

Thirdly, it is cost that are outside of the trangmystem; environmental
cost. It includes cost for noise, local air poltutj acidification, and climate
change. The union between part of in-system codt ah of outside of the
transport system are called external cost or eali¢ias.

What Van Wee (1995) proposes above is supporteditoyan (1996).
However, Litman (1996) expanded them more broadty @assified them into 5
categories, which are:

a. Internal and External Costs

Costs can be decomposed into these two catega@apeEsnding on who will

bear them. It will bénternal Costf it is borne directly by the consumer of

the goods (user cost); and it will Bxternal Cosif it is borne by others

(social cost). In case of those on whom the costimposed are

compensated by users through paying tax of equivakdue, external cost

can be internalized. According to Litman (1996)teemalities should be
internalized to the individual level due to equatyd economic efficiency
concerns.

b. Variable and Fixed Costs

Similar with what Van Wee (1995) mentioned abové&mban (1996)

stated that variable and fixed costs are depenuerthe level of vehicle

use. Variable costs are proportional to vehiclewisige fixed costs do not
vary to vehicle use, no matter how far or how oftea users use their
vehicles in a year.

c. Perceived and Actual Costs
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Users sometimes perceive immediate cost (suchaaslttime, parking
fees, and fuel) as actual cost and undervalue medly paid cost (such
as insurance, registration and maintenance). Bvey ignore some costs
such as external environmental impacts.

d. Market and Non-Market Costs
These two costs relate to whether goods are rdgttaded in competitive
markets or not. To be mentioned, fuel and carsirleided in market
costs while clean air and noise are included inmanket costs.

e. Direct and Indirect Costs
Direct and indirect costs relate to the connecti@tween these costs,
transportation activity and its ultimate impact.dertain project, refers to
van Kooten (1993:86), direct cost is capital orstanction cost. To check
or to determinate whether certain activity will iogg an indirect cost in
the certain project or not even related with thgeut, a With and without
test” in the benefit — cost analysis can be performetin@n, 1996).
Furthermore, Litman (1996) summarized the defingi@nd distribution

of transportation costs in the Table 2.1 below.



Table 2.1 Transportation cost categories

13

: Market/
Cost Definition g?é?:gl Vzlr)i(:tcaille Non-
market
1. Vehicle Ownership Vehicle expenses which arepnoportional to Internal Fixed Market
the amount that the vehicle is driven.
2. Vehicle operation User expenses that are prigpaitto vehicle Internal Variable Market
use
3. Operating subsidies Vehicle expenses not paitidyser External Fixed Market
4. User travel time Time spent travelling Internagl Variable | Non-market
5. Internal accident Vehicle accident costs boyeaders Internal Variable| Non-markgt
6. External Accident Vehicle accident costs nonledny users External Variable Non-market
7. Internal Parking Parking costs borne by users termal Fixed Market
8. External Parking Parking costs not borne bysuser External Fixed Market
9. Congestion Increased delay, vehicle costs ardssan External Variable | Non-market
additional vehicle imposes on other road use
10. Road Facilities Road construction, maintenamtkoperating External Variable Market
expenses not borne by road users
11. Roadway Land Value| Opportunity cost of landdufee roads External Variable] Non-market
12. Municipal Services Public services devotedeahiele traffic External Variable Market
13. Equity & Option Reduced travel choices, especially for External Variable | Non-market
Value disadvantaged people
14. Air Pollution Costs of motor vehicle emissions External Variable | Non-market
15. Noise Costs of motor vehicle noise Externgl idzde | Non-market
16. Resource External costs resulting from the consumption External Variable | Non-market
Consumption of petroleum and other natural resources
17. Barrier Effect The disamenity motor traffic ioges on External Variable | Non-market
pedestrian and bicycle mobility. Also called
“severance”
18. Land Use Impacts Economic, environmental awihboosts External Variable | Non-market
resulting from low density, automobile oriente
land use
19. Water Pollution Water pollution and hydrologigpacts from External Variable | Non-market
motor vehicles and roads
20. Waste Disposal External costs from motor vehighste External Variable | Non-market

disposal

Source:

Litman (1996:4)
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2.2 A general overview of taxation

For performing national and regional developmend &s funding, the
government obtains revenue from domestic and forsayirces (Nurjanah, 2005),
and it may be obtained in various ways includingaten, loan and charges
(Musgrave, 1976). One domestic revenue source whbi@mportant for funding
the development is taxation (Nurjanah, 2005). Tiakataccording to Mardiasmo
(1995, as cited by Nurjanah, 2005 and Sari, 2068he payment from the people
to national treasury based on the application ofage laws to fund public
spending; and this imposition can be forcefullyfpened and without direct
compensation.

Taxation has two important functions (Nurjanah, 208ari, 2008; and
Supadmi, 2009), namely budgetary and regulatorg. @udgetary function means
that the taxation can be used as revenue sourcthdogovernment to fund its
activity. For example, tax is included as domestienue in the national budget
to fund public spending. Meanwhile, the regulatdmynction means that the
taxation is applied by the government to perforntooregulate certain policies in
the social and economic sector. For example, haghig imposed on alcohol in
order to reduce its consumption. Another exampégious tax rates on vehicle
fuel are applied to encourage people to use mardrasndly cars.

According to Musgrave (1975:211), to appraise theality of tax
structures, these following criteria should be met;

a. The distribution of the tax burden should be edqué@aEveryone should be
made to pay his “fair share”.

b. Taxes should be chosen so as to minimize intexderevith economic
decisions in otherwise efficient markets. Impositad “excess burden”
should be minimized.

c. At the same time, taxes may be used to corredidiegicies in the private
sector, provided they are suitable instrument foing so.

d. The tax structure should facilitate the use ofdigwolicy for stabilization
and growth objectives.

e. The tax system should permit efficient and nontakyi administration
and it should be understandable to the taxpayer.

f. Administration and compliance cost should be as &swnis compatible
with the other objectives.”
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Equity is an important principle related with prngiacceptability since the
payers may perceive that the pricing measure igiutd them (Ubbels, 2006) and
it is a basic criterion for tax structure designudgrave, 1976). According to
Musgrave (1976), an equitable tax system allowscth@ribution made by each
taxpayer is in line with the benefits which he iiees from public services. For
example on road pricing, Goodwin (1995) states thataverage the payers
perceive themselves to be worse off financiallytiy amount of cost they were
previously imposing. In return, the taxpayers mageet the value of better road
conditions and improving travel conditions; morads, better public transports,
indirectly reduced transportation-related taxespriowed public and social
spending for non-transport purposes (Goodwin, 18&f&{, 1996).

According to Ubbels (2006), as he found in Stighizd Driffill (2000),
there are two criteria related with the equity esswhich are horizontal equity and
vertical equity. Horizontal equity represents thiengple that people in similar
conditions would be treated as equals and shoujdhma similar amount of tax.
In the implementation of vehicle ownership for arste, this will imply that
people which have a similar type of vehicle or eegcapacity should pay the
same vehicle registration fee or vehicle ownersip

Vertical equity represents the principle that tlege will get different
treatment according to their different classesdeeand abilities (Ubbels, 2006).
The unequal taxes will be imposed among people wittequal income
(Musgrave, 1976), progressive tax rates for inganehicle ownership tax or
road pricing may be regarded as vertically inedpéta(Ubbels, 2006). For
example, the owners of the motorcycles with theestype should pay the same
amount of vehicle license fee annually and thid Wwd horizontally equitable.
However, if we take a closer look to their differéevel of income, it may be
vertically inequitable since the lower income véhiowners will spend the bigger
portion of their income to pay this tax rather thiaea higher income level.

Equity also has geographical or spatial perspectiech relates to the
various locations of the individuals to whom theatment will be addressed
(ECMT, 1998; Ubbels, 2006). From this point of viewansport pricing may be
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seen as unfair, since the transport service (lomad conditions for instance) is
different among regions. For example, between mdeeeloped and less
developed regions. In this case, it is suggestatidther policy instruments (the
allocation of revenue use for instance) should pelied which serve the
development goals or enable income transfers froatendeveloped to less
developed regions to reach distributional goalsNEC1998; Ubbels, 2006).

The authority of imposing tax can be transferrearfmational level to the
sub-national or local government (Musgrave, 197i¢d B Vaillancourt, 1998;
Bird et al, 2003). Bird & Vaillancourt (1998) suggehe following characteristics
which may be required in the ideal sub-nationaéree:

a. the tax base should be relatively immobile, towallocal authorities some
flexibility in varying rates without losing most tfieir tax base;

b. the tax yield should be adequate to meet local s\eadl sufficiently
optimistic over time, which means it should expatdleast as fast as
expenditures;

c. the tax yield should be relatively stable and pretile over time;

d. it should not be possible to export much, if anfythe tax burden to non-
residents;

e. the tax base should be visible, to ensure accoilitgab

f. the tax should be perceived to be reasonably faiaxpayers; and

g. the tax should be relatively easy to administdacieffitly and effectively.
Taxation is an important component in the locakeraes. This may also

affect the implementation of local autonomy anddlsdecentralization (Sari,
2008). Transferring responsibility for taxation gab-national government units
theoretically improves efficiency in service delyeallows better mobilization of
resources and makes governments more accountablndbresponsive to the
needs of the population (Bird et al., 2002: 367).
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2.3 Vehicle ownership taxation as transport pricing insrument

Taxation on vehicle, aside from its objectivesnteinalize external cost
and to reduce transport demand, also has beerntaug@éh revenues, to raise fund
(Litman, 1995; Van Wee, 1996; Ubbels, 2006) andéeitgure budgetary receipts
from both private and commercial road users” (OEQDO8). Vehicle taxation
can be seen as important example of the use olingstfon taxes in the whole
spectrum (OECD, 2008).

According to OECD (2008), taxes and charges onclehiinclude taxes
on sales and registration of motor vehicles (pasd once at the time of vehicle
acquisition, mostly known as Registration Tax ogiR&ation Fee); periodic taxes
which is paid in regard with the ownership or uséhe vehicle (Circulation Tax);
taxes on fuel; and any other taxes and chargeh, asiinsurance taxes and road
tolls. In this sub chapter, the discussion will §soped only on the vehicle
acquisition or registration tax and the circulatta®, because it will support the
discussion about vehicle ownership tax (annualstegfion or license fee) in
Indonesia in chapter 3 of this research.

OECD (2008) describes that vehicle taxation on itipn or registration
is usually based on different criteria or a comboraof criteria. Sometimes in
certain countries it is also based on the age efvithicle. The criteria can be
divided into four main categories as follows (OEQDQ8):

a. Criteria based on the price (luxury car for insgnar the engine power of
vehicle (cylinder capacity);

b. Criteria based on environmental or other exteriealit which can be
vehicle weight, fuel consumption, polluting emissp type of fuel,
presence of air conditioner or catalyser and piesehsafety equipment;

c. Criteria based on social considerations; which banspecific rates or
exemptions for emergency vehicles, ambulances,chelior disabled
people, and vehicle for public transport or usebllic services;

d. Specific criteria applicable to commercial vehic{dslivery vans, trucks,
vehicle designed for commercial use); which carcégo room, number

of axles, vehicle weight, and number of seats tmes.
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Furthermore, the main criteria to appraise thettamaof the ownership or use of
the vehicle (Circulation Tax) are weight, usagdisie type, type of fuel, engine
size, polluting emission and fuel efficiency (OECID08). The application of the
type of vehicle taxation in Indonesia will be dissad in chapter 3 of this
research.

There are three common ways to use the revenuestfemsport pricing
(Ubbels, 2006; ECMT, 1998); and Goodwin (1995) is &rticle proposes them
by adopting the “Rule of Three”, which includes:

a. one-third of the revenue can be used to make ingonewnts to the
effectiveness of the alternative methods of trartspo

b. one-third can be used to improve the quality ofrtreads themselves, such
as increasing capacity of the roads

c. one-third can be considered as general tax reveaitleer reducing
existing taxes, lowering other charges or increasither social spending
in accordance with priorities of each locality

It is important to know here that people need solaar information about
the problems behind the certain transport priciotut®on being applied, the
solution itself, the pricing mechanism and the adlon of the revenue gained
from vehicle taxation (Ubbels, 2006). This will @t the acceptability of pricing
and willingness to pay from the road users. Ob\iousad users will expect that

certain benefits are obtained with the money theyetspent.

2.4 Road maintenance impact of transportation cost

Depending on the traffic, new roads will deterieratowly during the first
half to two-thirds of their service life if theyeainadequately maintained (Harral
and Faiz, 1988). After this period, roads declineemrapidly and without timely
maintenance they will break apart.

The economic costs of poor road maintenance aneapity borne by road
users (Heggie and Vickers, 1998). When roads adette and become rougher,
the vehicle operating costs and also the costsangportation of goods will raise
much (Harral and Faiz, 1988). Vehicle speeds witigpessively reduce in the
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light of comfort and perceived safety, and vehisfgare-part and maintenance
costs caused by potholes damage increase (e.gr, améatear on suspension
components) (OECD, 1994; Heggie and Vickers, 1988jthermore, the vehicle

life may reduce when operating on unmaintained ma@ds. The additional costs
may be higher if the circumstances such as ext&h &ccidents, down-time for

repair, and damage to freight inside the vehioketaken into account (Heggie and
Vickers, 1998).

Reduction of vehicle speeds caused by poor magdainads may affect
the economy, in the terms of lost production. Caop agriculture products may
decay before they reach the market. Moreover, poaintained and impassable
roads may affect social life when people and comitimsnexperience difficulty or
are unable to access markets or public servicegcedly emergency health care
(Heggie and Vickers, 1998).

Once roads become in very poor condition, the nbmantenance will
be no longer sufficient or effective; and thus tho®ads are in need of
rehabilitation or reconstruction at three to fiiads the cost of timely preventive
maintenance and strengthening (Heggie and Vick&®88). The preventive
maintenance of roads can reduce the huge amoufuindé needed to perform
road reconstruction. This is shown by Harral and’541988) study, as also cited
by Heggie and Vickers (1998), that rather than dpen $40 to $45 billion
worldwide for road reconstruction, it can be turreaday by spending only $12
billion on preventive maintenance. Gwilliam (200@pncludes that on the
perspective of the economy as a whole, it is nohemically rational to defer

maintenance where even the current year costsfefrdeexceed its benefits.

2.5 Road funding administration

As discussed in the previous sub chapter the roedsi to be well
maintained.Clearly the government needs the sum of money tome public
road maintenance. One of the sources to fund pubad maintenance is road
fund allocation in the government budget. Road fisi@ holding of dedicated

revenue collected as road user charges, outsideetiiteal government’s general
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budgetary framework and may be responsible for teaance and/or capital
expenditures (OECD, 1994:124; Gwilliam, 2007:15).

Road funds have been implemented around the waslé than fifty years
with the various degree of success. In 1960’s a@d0’s period, the “first
generation” of road fund was established in manyntiees and it was intended to
address road deterioration and distinguished tilpiday earmarked taxation,
which provided the main source of revenue (WorlchiBa2004b). The first
generation of road fund is characterized by plaanmarking of government
revenues to finance a service that is managed aoddpd by government
departments and allocated to pre defined prioritieshas been in ‘second
generation’ now since it was firstly introduced ¢dee & Vickers, 1998; Kumar,
2000; Gwilliam & Kumar, 2003; Benmaamar, 2006), ethiemphasizes on the
“new policy framework which advocates establishmendedicated Road Funds
(RFs), managed by autonomous road boards as cominemtities and made up
of user representatives who both gain the ben&fi® the road facilities they
provide and bear the cost of any increase in clsandech they approve” (Kumar,
2000). Second generation road funds are aimedpposuthe commercialization
of road management, raise domestic resources maddalde to road
maintenance and increase efficiency of resourcecation and use. It is
characterized by a new autonomous body, managedhtergwith road users and
financed ‘off-budget’ by designated road user chardgased on user-pays
principle (Kumar, 2000).

Road fund issue may be controversial because oatlié seen as a form
of earmarking (Kumar, 2000). OECD (1994) statesela@e some advantages and
disadvantages of the earmarking revenues in the fok a Road Fund. The
advantages include a stable road budget and agofolatitical’ diversion of road
user charges; efficient programming and lower @mting cost promoted by
stable road budget; more acceptance on increasergcharges because road fund
can be identified and monitored; cost recovery anadity facilitation, which
means that the beneficiaries and those who paybeamatched; and more
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efficient management of funds and increasing sensecountability promoted
by easily monitored programs and a link betweemyeats and benefits.

Meanwhile, the disadvantages comprise an entadstlic terms of loss of
budgetary freedom, especially in unpredictable afisdifficulties; distortions
between different economic sectors, specificaladleg to overspending on road
sectors; and a tendency to use road fund for nawgtaation rather than for
maintenance (OECD, 1994).

The founding of a road fund may affect the econoefiiciency through
three main ways, i.e. fiscal control, managemementive and rent-seeking
behaviour (Gwilliam & Shalizi, 1999With fiscal control, resources collection
and allocation is carried out in order to maximiz#al community welfare.
Resource allocation used with management incenbiyglke agents of production
will partly determine the efficiency. Both of fidcaontrol and management
incentives can be unfavourably affected by renkisgebehaviourRent-seeking
behaviour takes place when persons or agencie® sgcure their own specific
advantage at society's cost (Teja, 1988 in Gwilli@nShalizi, 1999). The
assessment of the road fund efficacy is criticaffgcted by the importance of and
the balance among these three main ways (GwilliaBhé&lizi, 1999).

Heggie and Vickers (1998:65) propose that chargistruments should
be easily recognizable, related to road use, easgparate from indirect taxes and
other service charges or fee, simple to adminester not vulnerable to pervasive
evasion, avoidance and leakage; in order to coneatand and provide a basis
for creating linkage between revenues and expemdituHeggie and Vickers
(1998) also demonstrate the suitability of différesad-user charging instruments
for road funding in Table 2.2 below, and proposat tthe vehicle license fee,
heavy-vehicle license fee, fuel levy and internagiotransit fee are included on

the most suitable charging instrument.
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Table 2.2 Administrative characteristics of differant road-user charging instruments

Administrative characteristics
Separable . . .
_Charging Potential role REELEE 1D f?om relcz:szlr%a collection | Avoidance EaSG.Of Suitability
instrument road use | general ble cost or collecting
taxes . . by
e evasion | contract
Tolls user fee yes yes excellent 10 - 2pnoderate | simple  |moderate
Vehicle license fee| vehicle access fee no yes Good] 10-12 | high moderate|high
Heavy Vehicle
license fee vehicle access fee not diregths Good unknown(unknown | simple  |high
Fuel levy user fee partly can be Good negligibew simple high
Weight-distance fegiser fee yes yes excellent 5 |moderate | moderate{low
International
transit fee foreign user fee | should be yes Good 1@high simple  |high
Parking charges | control access partly yes Good Ser high simple  |moderate
Cordon charge congestion charge partly yes modefatel0 - 15 |unknown | simple  |moderate
Area license congestion charge partly yes moderatel0 - 15 |{unknown | simple  |moderate
Electronic user or
road pricing congestion chargan be yes Good less than|uoknown | simple  |low

Source: Heggie &Vickers (1998:6)

Based on the review of road fund practices, Hegt#99) suggests that
the key elements responsible for the success sfgb¢ond generation of road
funds should follow three broad directions, i.ee thtrategic elements, the
technical and policy elements, and the operatioglainents. The strategic
elements comprise the scope of the road fund (vendihances all of or parts of
road networks), the legal basis, the type of ogétsarrangements, how the funds
are managed (by the board or sub commission of ltbard, including the
approval of the proposed road programs and funbudsement), and which
expenditures it finances. The technical and podigments cover how funds are
divided between different road agencies, the soofecevenues, the way the road
tariff is adjusted, how non-road users are exemfsted paying the fuel levy; and
how funds are disbursed to each road agency. Fortre, the operational
elements include how day-to-day management is argdr(in terms of the staffs
of road funds collect the revenues, manage thelzasinces, establish withdrawal

procedures, supervise the use of funds, prevenuthoazed withdrawals,
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organize meetings of the board and keep properuatedo ensure that the road
fund can be audited, the sort of financial ruled eegulations that are used, and
how the road fund is audited.

Furthermore, in formulating the recommendationgstBblishing a Road
Fund, World Bank (2004b) suggests that the legajulatory, institutional and
procedural requirements should be addressed. laghlregulatory requirement
will cover reviewing existing laws and regulationdentifying constraints and
changes required and proposing the legal basikeofdrm of a potential Road
Fund, the purpose of the fund, details of expenglittategories and revenue
stream. The institutional structure requires ertsuresponsible governance,
government and community representation and adeqegulatory control. The
structure and institutional linkages, staff composi of the governing Board and
way to finance operational expenditures of the maoended entity to operate the
Road Fund should be clearly defined. The proceduralperational requirements
comprise the options for disbursing funds (directly the responsible
implementation agencies using an approval or adpseribed arrangement, or
directly to the contractor), suitable audit arrangats (by utilising an existing
organisation or by the formation of a new privatgitg), and description of the

mechanisms required of revenue and expenditure.

2.6 Concluding remarks

Almost all forms of transportation cost money areducing this as much
as possible is an important goal, both for usetsfan policy makers. Transport
costs can be categorized into various costs. Toahppicing could be in the form
of vehicle taxation, specifically as vehicle owrgpstaxation. Obviously road
users will expect that certain benefits are obthwéh the money they have spent
for vehicle taxes, and one of the benefits mayrbéhe form of good and well
maintained roads. Depending on the traffic, newdsowill deteriorate slowly
during the first half to two-thirds of their sereidife if they are inadequately
maintained. When roads deteriorate and become esudine vehicle operating

costs and also the costs of transportation of geoltisaise much. The preventive
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maintenance of roads can reduce the huge amoufuindé needed to perform
road reconstruction.

Clearly the government needs the sum of money tfoqe public road
maintenance. One of the sources to fund public madhtenance is road fund.
Road fund has been practiced in the various camall over the world. Road
fund is a holding of dedicated revenue collectedoasl user charges, outside the
central government’s general budgetary framewort @ray be responsible for
maintenance and/or capital expenditures.

In regard with the setting up or initiating roadhéupractice in certain
country, the decision to introduce a road fund ficacshould be based on a
practical and systematic appraisal. This apprailsal should consider the context
and the capacity to minimize intrinsic distortioanghe allocation of resources.

To appraise all activities describe in this reseatice framework which is
suggested by World Bank (2004b) above is adaptet raadified. This will
provide a framework which may cover not only theation and evaluation of
the vehicle ownership taxation and road manageimelmidonesia (in chapter 3),
but also the international practice of the roaddkifin chapter 4). The appraisal
may be performed within the framework of legal, argational, financial and
operational arrangement. The framework used fordgseription and evaluation

in this research can be seen in the Table 2.3 below
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Table 2.3 Framework for description and evaluation

Vehicle ownership tax Road administration Road Fund
Legal arrangement
Legal basis Legal basis Legal basis

Organizational Arrangement

Administrator / bodies in
charge

Administrator

Administrator

The responsibility of the
body

The responsibility of the
body

The responsibility of the
body

Separation financier -
provider function

Board members

composition of the board
(public-private)

Financial arrangement

Channeling the revenue

budget

Road financing in the lo¢ebource of fund

Fund disbursement

Major revenue

Channeling to road fund
account

Fund disbursement

Operational arrangement

the base for imposing
vehicle ownership tax

type of work

Type of work

type of network

Type of network

Technical and financial
audit

Technical & Financial audit

The activities consist of the vehicle ownership ateon and road

management in Indonesia and the international ipeadf the road funds. The

legal arrangement will cover the legal basis erthttegperform each activity. The

organizational arrangement will cover the body marge or the administrator of

each activities and the responsibility of each autiator. Especially for road

fund practice, this will cover the members of tlead fund board and its

composition as well. The financial arrangement waler the channelling process
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of the vehicle ownership tax revenue and the raaghting in the local budget in
Indonesia. Moreover, within this arrangement, theormation which may be
obtained from the road fund practice includes tbarce of the fund, major
revenue, and the channelling and disbursement effuhds. The operational
arrangement will cover the base for imposing vehalnership tax Indonesia. it
will also provide the information about the typewedrk which is performed by
local road agency in Indonesia, type of network alhihe local road agency
administer and the audit process in the road adin@tion in Indonesia. for the
international road fund practice, this operatiomabngement will cover the type
of work and network which the road funds finance #éme audit process in the
implementation of the road funds. Furthermore, ahelysis of the possibility to
initiate the local road maintenance fund (in cha@g will also follow the
structure of this framework. The analysis will mdé the lesson learned and what
Indonesia can learn from the international practicthe road funds, presented in

each arrangement.
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CHAPTER 3
CURRENT CONDITION IN INDONESIA: VEHICLE
OWNERSHIP TAX AND ROAD MANAGEMENT

In this chapter, we will discuss the current coinditin Indonesia regarding
the implementation of vehicle ownership tax andésenue sharing between the
provincial and local level in sub chapter 3.1, dimel road management especially
about road maintenance issue in sub chapter 3€diBoussion will be elaborated
in the legal, organizational, financial and openaaél framework.

3.1 Vehicle Ownership Taxation in Indonesia

3.1.1 Legal arrangement

In the need for the adjustment of the local autopgralicy which has
been implemented before (based on Act No. 32/200dalL Governance), the
government of the Republic of Indonesia issuesMat28/2009 Regional Taxes
and Charges. Act No. 28/2009 is not a brand new that regulates the
implementation of local taxes and retributions.sTisian improvement of Act No.
34/2000 Amendment of Act No. 18/1997 Regional Taaes Charges.

This act will be a legal basis and a guidance golage the implementation
of local tax and retribution at the provincial dodal level. The consideration of
this act issued is giving broad authority in theplementation of local
governance, along with giving rights and obligasom carrying out local
autonomy bounded in national governance system.gblrernment realizes that
to increase the services to the public and loc&reamous circumstance, it is
needed to carry out not only the extension of lge#dibution and tax base, but
also the discretion on imposing tariff. Local tandaetribution is considered to be
one of the important local revenue sources to fimedl government activities.
Moreover, according to this act of regional taxed aharges (Act No. 28/2009),
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local tax policy implementation should be baseddemocracy, distribution and

equity, public participation, and accountabilityin@iples; and also should pay

attention to local potencies. The comparison ofafonal tax types mentioned

in Act No. 28/2009 and the previous one can be seedable 3.1 as shown

below.

Table 3.1 Classification of sub-national taxes in & No. 34/2000 and Act No. 28/2009

Act Act No. 34/2000 Act No. 28/2009
1. Motorized vehicle and 1. Motorized vehicle tax
Vehicle on water tax 2. Motorized vehicle transfer
2. Motorized vehicle and fee
Vehicle on water transfer | 3. Motorized vehicle fuel tax
fee 4. Ground water tax
3. Motorized vehicle fuel tax| 5. Cigarette tax
4. Ground water and surface 6. Hotel tax
water exploitation tax 7. Restaurant tax
. Hotel tax 8. Entertainment tax
_ . Restaurant tax 9. Advertising board tax
Taxation

5
6
7. Entertainment tax
8. Advertising board tax
9. Street light tax

10. Stone quarry tax

11.Parking tax

10. Street light tax

11.Non-metal mineral and
stone quarry tax

12.Parking tax

13.Ground water tax

14. Swift bird nest tax

15.rural — urban land and
property tax

16.Land and property right
acquisition fee

Source: Act No. 34/2000 & Act No. 28/2009
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In Act No. 28/2009, there are some changes on atibfral taxes in
regard with the expansion of the base of sub-nalkitaxes. The expansion of the
sub-national tax base includes expanding the egistub-national tax base,
altering central tax into sub-national tax anddlddition of the new tax types. The
expansion of the existing sub-national tax basdudes government owned
vehicles for vehicle ownership taxation, all kirefsrent in the hotel business for
hotel tax and catering service for restaurant Tévere are 4 new additions of sub-
national tax type, which include: rural — urbandand property tax, and land and
property right acquisition fee which previously wearentral tax; swift bird nest
tax as regency/municipal tax; and cigarette taxp@vincial tax. In the other
words, this addition is not mentioned or availabléhe previous act and in future
will be managed by provincial or local government.

In the Act No. 28/2009, sub-national taxes are alegorized into two
level of authority to impose, provincial tax andcdd/municipal tax. The

classification of sub-national tax authority canseen in Table 3.2 below.
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Table 3.2 Classification of provincial and local t&es in Indonesia

Level of authority Provincial Local/Municipal

1. Motorized vehicle tax Hotel tax

2. Motorized vehicle transfer Restaurant tax
fee Entertainment tax
3. Motorized vehicle fuel tax Advertising board tax

4. Ground water tax Street light tax

S e A o

5. Cigarette tax Non-metal mineral

' and stone quarry tax
Taxation types .
7. Parking tax
8. Ground water tax
9. Swift bird nest tax
10.Rural — urban land and
property tax
11.Land and property

right acquisition fee

Source: Act No. 28/2009

Moreover, in this sub chapter, sub-national tainoionesia which will be
discussed further is vehicle ownership tax andclehransfer fee on motorized
vehicle for land transport.

By definition as mentioned in Act No. 28/2009, \&&i ownership tax
(Pajak Kendaraan Bermotor/PKBs taxation on the ownership and subjection of
motorized vehicles. It is an annual license orstgtion fee paid by the vehicle
owner (Mahadi et al, 1993). A motorized vehicleehex defined as all types of
wheeled vehicles, which are used on all types ofl leoad and operated by
technical equipment such as engine or other todl€hwfunction is to change
certain energy source become movement energy opéninent vehicle, and
motorized vehicle which is operated on water s@fdaains are exempted from

this regulation. The same goes for vehicles foionat security and defence
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purposes, vehicles owned or subjected by foreighassies, consulates and by
representative.

Vehicle transfer feeBea Balik Nama Kendaraan Bermotor/BBNKEBs
taxation to the handing over of motorized vehialeperty right; as consequence
of two-party agreement, unilateral agreement orhswoonditions caused by
transaction, exchange, grant or award, inheritamcecapital participation in
corporation (business entities). In the other wovahicle registration fee will be
imposed in the occurrence of vehicle tax subjeanges.

The revisions which relate to vehicle ownership it@Act No 28/2009,
compared to the previous act, are emphasized oal lex base expansion,
maximum tariff and earmarking issues. The tax ase@ehicle ownership tax is
expanded including vehicles owned by governmenimfrahich to increase
revenues. Maximum tariffs are increased from 5%0% of vehicle sale value to
give the local governments flexibility to reguldkeir local tax system, in order to
raise revenue and to increase service quality. Mae this maximum tariff is
defined to restrict local governments on applyinghhtariff designation which
can cause overburden to the people. To increaseateuntability of tax
collection, revenues from local taxes should becalled to fund infrastructure
developments that are closely related with thediapect. For vehicle ownership
tax, it is mandated that minimally 10% of this t@venue has to be allocated to
fund road development and maintenance and to ineprpublic transport
infrastructure.

Regulation about the criteria or the base for inmmpsehicle ownership tax
in Act No. 28/2009 will be derived and explainedtifier into a Ministry of
Internal Affairs regulationgeraturan menteri dalam negeri/permendagrinder
an agreement with the Ministry of Finance. Thisutagon also presents a table

! For author’s limitation reason, regulation of Mitmy of Internal Affairs which will be discussed
in this research is Permendagri No. 9/2007. Acpuétiis regulation is the derivation from
previous act (Act No. 34/2000). The Ministry ofémal Affairs has issued the new regulation
(Permendagri No. 29/2009), based on the new rebjiares act, but the author can not get the
copy of this regulation. The common difference lestavnew MolA regulations about vehicle
ownership tax with the previous one is usuallyatitd on the additional description of the new
vehicle types which previously has not been regdlat
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containing a vehicle type list, followed by speciftriteria on which vehicle
ownership tax is imposed. Furthermore, provincievegnment issues a certain
governor decree which regulates vehicle ownershigrt the respective province

and defines vehicle market price as a basis foicleebwnership tax calculation.

3.1.2 Organizational arrangement

The vehicle ownership tax in Indonesia is not chdrgy the national tax
office. As mandated by laws, it is the provinciavgrnment that imposes it. In
the implementation of this tax, the provincial goveent establishes an agency
on the local/municipal level as a representatiothefvehicle tax office, namely
Kantor Samsat (Sistem Administrasi Manunggal di dfaBatu Atapintegrated
administration system under the same office). Tiice actually is a container
for 3 different institutions to work together. Thastitutions comprise the
provincial local revenue agencRifias Pendapatan Daerah/Dispenda Propjnsi
the traffic unit of regional policeSatuan lalu lintas/Satlantas Poldand the
government owned insurance compaRy Asuransi Jasa Raharja (persey.o)

The main functions of each institution are as fedUntung, 2005):

a. The provincial local revenue agency, through loeed service unit
(Kantor UPPD), is responsible for the vehicle taxes which idelu
tabulating the vehicle ownership data on the respmeaegency,
defining and charging the vehicle tax.

b. The traffic unit of regional police is responsilite the identification
of vehicle ownership by issuing proof of the veaicdwnership letter
(BPKB), vehicle number letter STNK and the vehicle plate
number/license platd NKB).

c. The government owned insurance company is resgensis the

protection of the road user (vehicle owner) fromffic accidents by
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issuing obligatory insurance premiumSumbangan Wajib Dana
Kecelakaan Lalu Lintas Jalan/SWDKLLJ)

3.1.3 Operational arrangement

The base for imposing vehicle ownership taxatioa result of two main
categories which are vehicle sale valbdlgi Jual Kendaraan Bermotor/NJKB
and weighing value which relatively reflects theadg of road and/or
environmental damage caused by the usage of metbrehicles. In case of
public transport purpose, the base for imposingickelownership tax is only
60%. In other words, the government gives 40% e=bah this taxation.

Vehicle sale value is defined in accordance withdabmmon market price
of the motorized vehicle in the first week of Dedmmin the previous tax year.
This market price is the average sale value whglobtained from various
accurate sources. In the case the vehicle marla igrnot known or recognized,
the vehicle sale value is determined accordingitoesor all of following factors:

a. Price of a vehicle with the same cylinder capaariyg/or power;

b. The usage of a vehicle for private or public (torsation) purpose;

c. Price of a vehicle with the same brand;

d. Price of a vehicle with the same year of produgtion

e. Price of a vehicle with the same vehicle producer;

f. Price of a vehicle of the same type,;

g. Price of a vehicle based on documents of importiotgfication.

The weighing value which relatively reflects theade of road and/or
environmental damage caused by the usage of metbxiehicles is represented
by a certain given coefficient or multiplicationctar. Coefficient 1 is applied
when the damage is assumed to be within toleraacger This coefficient is
applied to vehicle types such as sedan, statioansgeep, station wagon minibus,
microbus, bus, motorcycle and similar types. Cogffit 1.3 is applied when the
road and/or environmental damage caused by theeusfae vehicle is assumed
to be beyond the tolerance range. This coeffiaeajpplied to vehicle types such

as heavy goods transport vehicles. The weighingeyalepresented by a given
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coefficient, is calculated by the government inaadance with the following
factors:

a. Axle pressure, differentiated by the amount of sxleheels and
weight of vehicle;

b. Vehicle fuel types, such as diesel fuel, gasolges, electricity, solar
and other vehicle fuel;

c. Vehicle type, usage, year of production, enginegasttaristic (2-stroke
or 4-stroke) and cylinder capacity.

Referred to the higher hierarchal regulation andraer to give provincial
governments more taxing power, governors can daterthe bases for vehicle
ownership taxation in respective provinces accgrdinthe following criteria:

a. For vehicle variety, the brand and type which hawebeen mentioned
in the attachment of the related Ministry of In@rAffairs regulation
and standardized by Directorate General DevelopnantLocal
Finance Administration (on behalf of Minister otémal Affairs),

1) Produced in newest year (in the same year withfter the
regulation issued), vehicle sale value is defimgd @6 under
its off-the-road prickor 21.5% under its on-the-road price
estimation.

2) Produced in previous years, the vehicle sale vislukefined
in accordance with the common market price or by
comparing the variety, brand, type, cylinder cafyaand year
of production from the same producing country.

b. For vehicle variety, brand and type which have b@aemtioned in the
attachment of the related Ministry of Internal Affaregulation

1) Produced in newest year, vehicle sale value isnddfiby

adding 5% per year from sale value in the previmss.

* Off-the-road price is the price of motorized védifrom the factory or sole agent including value
added tax

®> On-the-road price is the price of motorized vehitbm the factory or sole agent including value
added tax, vehicle registration fee and vehicle eraimip tax
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2) Produced in previous years, the vehicle sale vislukefined
in accordance with the sale value of the latestipcton year
with a 5% incremental decrease per year, and with a
maximum decrease of 5 times or adjusted to the camm

market price which is valid in the respective proa.

3.1.4 Financial arrangement

The amount of motorized vehicle in Indonesia haseiased significantly
from year to year. This can be seen from the candibhat the amount of vehicle
grew from almost 19 million units in 2000 to aroudd million in 2008, or it is
almost 2.5 fold growths in the period of 8 yearsaghic of the motorized vehicle

growth in Indonesia can be seen on Figure 1 below.
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Figure 3.1 Growth of motorized vehicle in Indonesi&2000 — 2008
Source: Statistic Indonesia, 2008

The biggest contribution to the increasing motatizehicle comes from
motorcycle. It constitutes around 13.5 million srih 2000 and around 47 million
units in 2008. However, the growth of the other onaed vehicle is relatively
similar. In average, it is about 16%, 19%, 15% aiélo per year for passenger
cars, bus, truck and motorcycle respectively. Thmving number of motorized
vehicles promises a significant contribution to tegenue growth. The revenue

may grow more rapidly than economy in general (Mialed al, 1993), since the
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number of motorized vehicle in Indonesia has grawra rate of 15% per year
which is much larger than the growth of IndonedizlDP (averagely 5.2% per
year in the period 2000 — 2008).

Having collected the vehicle ownership tax from igkEhowners on the
local level, the local tax service unKgntor UPPD in Kantor Samsawill send
the tax revenue to the local revenue agency gpribnncial level. The agency in
provincial level will manage the vehicle ownershag and redistribute it to local
government as tax revenue sharing. The proporticheovehicle ownership tax
revenue sharing is 70% for the provincial governmamd 30% for the local
government.

The vehicle tax revenue is the main tax revenuercsowf the
regency/municipal government (Sari, 2008). Alonghwather local revenues, the
vehicle tax revenue is categorized as local ownesrevenue that can be used to
finance local infrastructure provision. The finamgimechanism and scheme in
the provision of local infrastructure, including ab development and

maintenance, can be seen in Figure 3.1 below.
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Revenue sharing 1. Local taxes
National Budget from provincial 2. Local user fees
vehicle ownership 3. Profit of local
tax government owned

enterprises

4. Royalty/revenue
sharing

5. other legal
revenues

N A 4 L

Balancing fund —
General allocation

Specific allocation Original local

fund (DAK) fund (DAU) revenue (PAD)
Local Budget (APBD) -
regency/municipal
Spending Revenue
Regency/municipal
road agency
» Local infrastructure [«
|
v v
Regency/municipal
road & bridge ATz
. New road A .
Road upgrading - Road rehabilitation Road maintenance

Source: modified from Alie(2006)

Figure 3.2 Financing mechanism of local road infrasucture

Briefly, the mechanism of the local government rewe consists of
revenue sharing, original local revenue (PAD) aadti@l governmental transfer
in the form of a general allocation fund (DAU) aadspecific allocation fund
(DAK). The description of the use of specific altion funds for the local road
infrastructure will be discussed in sub chapterZahd the disbursement of funds

in the local budget for road maintenance will b&cdssed in sub chapter 3.2.3.
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3.2 Road administration in Indonesia

3.2.1 Legal arrangement

The legal basis for road administration in Indoaedsi Act No. 38/2004
Roads. The scope of this law is to regulate putdads, specific roads and toll
roads. The publishing of this law was followed ke tpublishing of lower
hierarchal regulations to give specific technicaidgnce for implementation of
the general principle stated in Act No. 38/2004 d&aln this case, the
Government Regulation No. 34/2006 is enacted toladg the administering of
public and specific roads.

In Act No. 38/2004, road administering is definesl activities which
include road regulating, supervising, developmemd anonitoring. Regulating
means activities which include the formulation darming policies, general
planning and the arrangement of road laws and aéigak. Supervision includes
activities of manual and technical standard arraregg¢, human resources
empowering, and research and development. Road lopevent covers
programming and budgeting, technical planning, tranon, and road operation
and maintenance. Monitoring includes activitieptib regulation, supervision and
development in order.

The scope of discussion in this research is limitegdublic roads. Public
road in Indonesia as stated in Act No. 38/2004 @ogernment Regulation No.
34/2006 is categorized and defined into road ndtwgstem, function, status and
class. Public road, according to its status, canchiegorized as national,

provincial, regency, municipal (urban) and rurallége) road.

3.2.2 Organizational arrangement

The authority of road administration is in the hamd the central and the
local government. The authority held by the cerg@aternment includes national
roads and road administering in general. This mé#aatshe central government is
responsible in regulating, supervising, developamgyl monitoring on a macro
scale in regard with national policy. Furthermortbe authority in road

administration on national level is delegated toistry of Public Works, which
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in the daily basis activity is performed by Direette General RoadD{tjen
Binamargg. The ministry will provide regulations, normsastiards, guidance
and manuals for road administration on each govemrevel. In regard with
road categorization, Ministry of Public Works isspensible to determine the
arterial and collector roads in the primary netwsyktem. This determination is
carried out periodically, usually in 5-years peria@tcording to the grade of
regional development achieved; and after a hegpmogess together with the
Ministry of Transport is held. The determinationtbé road status as a national
road will be carried out periodically.

Furthermore, the central government can transterelponsibility of road
administration to the provincial government. Somartp of the central
government authority in road development, whichlude technical planning,
execution, construction, and operating and maimesacan be performed by the
provincial government in accordance with de-coneginin and assistance-task
mechanism.

The administration of the provincial roads is caafrout by the governor of
the respective province. In the implementation, glogernor mandates specific
agency, namely the Provincial Road Agency, to perfthis task. With regard to
the road categorization, the governor is respoesiol determine the road
segments which are included in the secondary raadank system, the local
roads in the primary road network system and subHooad in primary road
network system. This determination is performedqgaically and is based on a
governor decree. Governor also has authority tindefoad segment which is
included as province road, taking notice to migistecree about national road
and road function consideration.

On a municipal level, rural road administrationursder the authority of
the respective head of the region (regent or mAyBs) status, regency and rural
roads are defined under regent decree; meanwhileicipal/urban roads are

defined by the mayor of the respective region. Titwad status definition is

® This is in line with what Act No. 32/2004 Local @Gonance stated that the affair of public works
sector including road provision and maintenancebzadelegated to the local government.
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performed periodically under guidance and standasised by the Ministry of
Public Works. Municipal road administrators areoalesponsible to define road
class on each regency and municipal road based penifisation of road
infrastructure provision. In daily activity of roatiministering, the regent or the
mayor is supported by a specific agency, namely Road Agency Dinas
Binamargg. Although these government bodies are not deperle each other
in day to day work, they are bounded in a coordmatunction. The planning
process of the road administration, whether onipaial or local level, must take
the national road network development plan intmaot. Moreover, the technical
planning for road development and maintenance oh gavernment level should
take notice and use the national standard or teahspecification which has been
enacted by the Ministry of Public Works. For exaeph the establishment of a
new local road, the local Road Agency should foltbe national standard of road
construction work which is adjusted with the widbh right of way (RoW),
pavement types, traffic volume and annual traffiovgh. In general, the division
of the responsibility among central, provincial dodal/municipal governments
in road administration is summarized in Appendix Moreover, the general
overview about local road maintenance performedbbgl road agencies will be

described in sub chapter 3.2.3.

3.2.3 Operational arrangement: regency/municipal road mantenance
The local road condition in Indonesia varies froegion to region.
Specifically, the regency/municipal road conditjper province in Indonesia can

be seen in Table 3.3 below.
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No Province Good Moderate Damaged Heavy damaged Total
2004 2006 2004 | 2006 | 2004 | 2006 2004 2006 2004 2006
1 2 3 4 5 6 7 8 9 10 11 12
Sumatraisland
1 |Nanggroe Aceh Darussalam 5,297 5,656| 2,955| 3,224 1,675 2,070 1,332 1,544 11,259| 12,494
2 |Sumatera Utara 6,416 9,952 5,127 6,206 6,456 7,844 5,350 5,942 23,349| 29,944
3 |Sumatera Barat 3,664 4,685 2,707 2,252| 3,288] 3,092 2,562 4,435 12,221| 14,464
4 |Riau 2,204 1,512| 2,485| 3,982| 4,203 5,422 1,765 1,276] 10,657| 12,192
5 |Kepulauan Riau 0 0 0 0 0 0 0 0 0 0
6 |Jambi 2,781 1,952| 2,384| 1,623| 2,690] 1,982 3,656 2,014 11,511 7,571
7 |Sumatera Selatan 3,686 3,329 2,828 1,615| 1,459 2,304 0 2,579 7,973 9,827
8 |Bengkulu 1,781 1,520 869 868| 1,145 772 32 669 3,827 3,829
9 |Lampung 3,008 2,979 3,152 2,977 1,701] 1,388 2,055 2,248 9,916 9,592
10 [Bangka Belitung 958 1,540 798 659 858 93 81 96 2,695 2,388
Java - Bali islands
11 |D.K.l Jakarta 5,050 4,938 39 0 0 0 0 0 5,089 4,938
12 [Jawa Barat 7,080 6,983 5,794 5,410 6,757 7,463 1,785 2,542 21,416| 22,397
13 [Jawa Tengah 9,854 11,243| 6,444] 6,999| 4,003 4,563 2,133 1,705| 22,434| 24,509
14 |DI Yogyakarta 4,303 1,469 1,231 1,621| 1,293 740 194 170 7,021 4,000
15 [Jawa Timur 12,159| 18,328 7,874| 6,957| 6,572|] 4,840 1,471 2,874 28,076 32,999
16 [Banten 1,223 740 772 1,049 372 1,254 627 241 2,994 2,284
17 |Bali 2,723 2,964 1,289 1,472 1,342 1,091 122 180 5,476 5,707
Kalimantan island
18 [Kalimantan Barat 1,937 2,086 1,884 2,182 876] 3,978 2,746 1,928 7,443 10,174
19 |[Kalimantan Tengah 1,064 1,210 957| 1,150 2,109 2,870 2,335 2,950 6,465 8,180
20 [Kalimantan Selatan 2,471 2,869 1,719 1,824 1,785] 1,506 828 882 6,803 7,081
21 |[Kalimantan Timur 1,921 1,599| 1,671| 1,200 2,683] 2,275 780 702 7,055 5,776
Sulawesi island
22 |Sulawesi Utara 1,976 1,362 844 609 988| 1,234 3,795 447 7,603 3,652
23 |Sulawesi Tengah 2,394 2,260 2,171 502| 1,313 368 89 609 5,967 3,739
24 |Sulawesi Selatan 7,225 12,214 6,670 7,861| 5,008 8,212 4,172 5,170 23,075 33,457
25 |Sulawesi Tenggara 2,013 1,480 794 1,011 644 999 1,306 414 4,757 3,904
26 |Gorontalo 863 459 169 255 237] 2,636 1,181 1,648 2,450 4,998
27 |Sulawesi Barat 0 0 0 0 0 0 0 0 0 0
Eastern region
28 |Nusa Tenggara Barat 1,256 1,112 1,177| 1,099] 1,322| 1,267 1,432 1,428 5,187 4,906
29 |Nusa Tenggara Timur 5,327 4,850 2,913| 2,653 4,867 4,434 1,930 1,761| 15,037 13,698
30 [Maluku 1,225 572 619 567 778] 1,385 1,589 1,409 4,211 3,933
31 [Maluku Utara 129 33 130 594 53] 1,571 49 772 361 2,970
32 |Papua 3,954 1,288| 11,767| 2,349 125 3,735 0 5,066 15,846 12,438
33 |lrian Jaya Barat 0 0 0 0 0 0 0 0 0 0
INDONESIA 105,942| 113,184| 80,233| 70,770| 66,602| 81,388] 45,397 53,701| 298,174| 319,043

Source: Statistik perhubungan 2004, 2006

Table 3.3 above describes about the local roaditondn each province

in Indonesia. We can see that the total lengthooéll roads has increased from

298,174 km in 2004 to 318,041 km in 2006 (abou¥®Ggfowths). It has an 81%

share in the total Indonesia road network. Ovemral2006, the condition of local




42

roads in Indonesia is: 35.6% in good condition,322.in moderate, 25.6% in
damaged and 16.6% in heavy damaged condition.

The road administrator has obligation and respdlitgilbto perform road
maintenance according to its respective authofyad maintenance includes
routine maintenance, periodical maintenance, ahdhigtation. The type of work
in regard with the road condition is shown on T&hkbelow

Table 3.4 Type of work based on road condition

Road condition Type of work
Good Routine maintenance
Moderate Periodic maintenance/Rehabilitatign
Damaged Road upgrading
Heavy damaged Reconstruction

Source: Bappeda Jabar, 2007

Routine maintenance is an activity to maintain sncepair any damage occurred
on road segment which has stable level of serviggod condition by following
certain standard. Periodical maintenance is amigcto repair any damage which
has been calculated in road design to return thd omndition back to planned
stability condition. Rehabilitation is an activitp handle any damage, which
previously is not estimated in road design, ocalime some or certain parts of the
road with light damage condition. Rehabilitatiomppexformed to bring the level of
road stability back to as planned. For roads wimadged or heavy damaged
condition, the types of work should be performe@& @oad upgrading or
reconstruction respectively.

In general, the programming, planning, executing jnoritizing of local
road segment maintenance in Indonesia is based eshnical Guidance for
KabupatenRoad Planning and Programmin§K( No. 77/KPTS/Db/19%0and
follows KabupatenRoad Management System (KRMS), issued by Diretgora
General Road, Department of Public Work& No. 77/KPTS/Db/1990rovides

the rational basis and the systematic guidancéotal road agency in composing
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the annual road planning and programming. This anoé covers the general
overview and the objectives of the road planning programming procedures,
and the information of the time and resources atioa to perform the road
programs. Moreover, the detailed procedures compfismain tasks which
include: road database reviewing and updating, esimg, analyzing, cost
estimation and preparation of annual program.

Furthermore, local road agency does not only perfosad maintenance
by itself, but also involves the private sectoris@as to engage consultants for
studies, engineering design and work supervisiord Bbcal contractors for
executing periodic maintenance through competpigeurement.

According to the Technical Guidance fidabupatenRoad Planning and
Programming $K No. 77/KPTS/Db/19%0and considering entire program
urgency and budget constraint, road managemenidsiake following priority
arrangement into account:

a. Road maintenance work is the first and prime pgorAll roads in

good and medium condition should be maintained,téreregularly
(routine) or periodically according to their damagade.

b. Road upgrading work is the second priority. Thigkus performed to
manage road segments which are in damaged or heéawaged
condition, and road segments which are not stabtapacity.

c. New road provision is the last priority.

Therefore, the priority list above will bring impétions that there will be no new
road provision as long as there is unstable rogthseat, both in its condition and
capacity; and there will be no road upgrading waakslong as there is road
segment in good to medium condition which did net groper maintenance.
These implications are relevant with what Governinizecree No. 34/2006 states
that the local government should not fund road isiow even though local
government have been able to perform well road rmaanmce and upgrading by
using minimally 20% of its local budget but the doaondition is still not
sufficient to provide minimal service standard dedl.
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3.2.4 Financial arrangement: road financing program in the local budget

According to Government Regulation 34/2006 Road tbcal road
administrator should maintain the roads which arglen its authority and
responsibility. It is indicated that in performintpis obligation, the local
government faces certain obstacles such as theéedintocal revenue sources
which affect the availability of funding in the arad local budget. This condition
signifies the limitation of funding which can bdoalated for road administration,
including for road maintenance. Therefore, the llosad agency, on behalf of the
local government, will perform a prioritization gm@m in defining the road
segment which will be maintained in regard with thailability of fund (Alie,
2006).

The prioritization of the local road administratios based on certain
research and analysis of the technical planninggrama. This prioritization
program will be arranged into a proposal which wbk discussed in the
deliberation of the local development planMusyawarah rencana
pembangunan/Musrenbang Kabupaterlong with other proposals from other
local government bodies. The deliberation procefisefer to the local strategic
plan, local general policy and budget, and workpten of the local government
body.

The result or the document of the deliberation esscwill become a
reference for the executive budget committee toudis the design of the local
budget. The executive will propose the result ef design to and discuss it with
the legislative budget committee. When the agre¢maeached, the document of
the deliberation process between these two budgemittees will be set as the
bill of the local budget. The verification requedtthe local budget bill will be
sent to the provincial government. After verificatj the local budget bill can be
defined as local budget document under local gewernt regulation issued by the
regent of the respective regency. This local gawemt regulation of the local
budget will be local policy of the regional devetognt and will guide the local
road agency (Alie, 2006). Furthermore, from thecdpsion above, it can be said

that the fund allocated for local road financingnes from consolidated fund in
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the local budget and may be vary each year depgrmufirthe availability of local
revenues and the tension with other sectors ibtiokget deliberation process.
Referring to the Regulation of Minister of Internaffairs No. 13/2004
The management of the local budget, the disburseaidand in the local budget
for road maintenance is as follows:
a. Routine maintenance (self managed by local road@ge

1) In the beginning of the year (and so forth on equhrter of the
year), local road agency submits its budget tonimeadepartment
of Local Secretariat.

2) Finance department releases funds quarterly to hreed of local
road agency which allocates the funds for the mgmayment for
routine maintenance works.

3) Local road agency submits an accountability repmithe finance
department of Local Secretariat, which gives detafl the use of
funds released to it. The statement must be regdiyahe finance
department before the next quarterly allocatioreisased.

b. Periodic maintenance (contracted to the third party

1) Monthly certificates for completed works are seot the
assigned official in local road agency which ispassible for
periodic maintenance activity for approval.

2) The assigned official submits the payment request the
contractor to the head of local road agency.

3) The head of local road agency submits the paymesntest to
the finance department of Local Secretariat in fihescribed
form & content.

4) Finance department releases funds directly toah&actor.

Particularly for the use of general and specifioction fund for local
road infrastructure in Indonesia, referring to F&y3.2 in sub chapter 3.1.2 above,
the following general requirements should be méie(R006):

a. Regency/municipal road maintenance financing macdynes from

local budget of revenue and spendiA§BD).
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b. Minimum standard of service for road infrastructig@ised to allocate
general and specific allocation fund.

c. From the allocation of general allocation fund, #aninistering which
can be performed includes road maintenance, upgyadid widening.

d. Regency/municipal government will obtain specifilb@ation if its
financial resources are not sufficient, it is urngeeeds and the length
of its regency/local road is less than the roadvadt minimum
standard of service prescribed. In the other wasgsgific allocation
fund is granted to assure the implementation o$greed minimum

standard of road network service.

3.3 Concluding remarks

Vehicle ownership tax in the form of annual vehidieense fee in
Indonesia is under the authority of provincial goweent. It is performed by
Kantor Samsatvhich is established on local level. The provingalvernment
will manage and return it back to local governmeantcertain proportion in
representation of tax revenue sharing. This revesmaging can be identified and
be counted as original local revendredapatan Asli Daerah/PADn the local
budgeting. In the local budgeting, revenue shariram vehicle ownership
taxation, along with other revenue sources, caalloeated and be spent to fund
the local development which also includes roadasthucture provision and
maintenance.

Local road administrator has obligation and resglity to perform road
maintenance according to its respective authofyad maintenance includes
routine maintenance, periodical maintenance, arthhiétation. Local road
agency does not only perform road maintenance dgff,tbut also involves the
private sector such as to engage consultants dioiiest, engineering design and
work supervision; and local contractors for exeamytiperiodic maintenance

through competitive procurement.
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In the common government budget, revenue obtairred fvehicle
ownership tax is not fully nor specifically alloedtto fund road provision and
maintenance. Along with other local natural revenuhis revenue is utilized to
fund and to provide all kinds of public services.the new act of regional taxes
and charges, the revenue of the vehicle owneraligstearmarked to be allocated
for the road development and maintenance and th@owement of public
transport mode and facility. The earmarked reveinoi® vehicle ownership tax
surely will be another way to finance road mainter@abesides through common

government budget.
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CHAPTER 4
INTERNATIONAL PRACTICES OF ROAD FUND
ADMINISTRATION

In this chapter, we will discuss about internatiopiactices of road fund
administration by using Pakistan and Ghana casés. discussion will be
elaborated within legal, organizational, financehd operational framework.
These countries are chosen because they have rdynieith Indonesia as
developing country and in facing poor public roaddition. These countries have
been implementing road fund administration to dei#th road maintenance up to
now since it was firstly established on respectiventries. Pakistan represents
the implementation of “first generation” road fundeanwhile Ghana does the
“second generation” road fund administration. Eaduntry also has various
organizational and financial arrangements on itadrdund. Moreover, the
availability of the literatures is also taken irgocount in regard to choose these
international practices. In the end of this chaptiee lesson learned about road
funding in general will be drawn and compared whtd Indonesian context.

4.1 Ghana

4.1.1 Legal and organizational arrangement

Ghana Road fund was firstly initiated in 1985 teate a secure source of
funding for road maintenance. The fund was managed part of government
revenue by Ministry of Finance until 1997. Withimg period, Ghana Road Fund
experienced difficulties arising from managementhaf road fund, such as weak
capacity, absence of user participation and lagkubtic support of user charges.

In 1997, Ghana Road Fund was restructured throbghehactment of
Road Fund Act 1997 by Parliament to provide a c&n@nsive legal framework
and to regulate the conduct of the Road Fund (RI®. primary objective of the
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fund under this law is to finance routine, periodiaintenance and rehabilitation
of public roads in the country.

This law was also a milestone of the establishméatmanagement board
for the fund, namely Road Fund Management Board;wtask is to manage and
administer the fund. The RF board has a permanénS&retariat and thirteen
board-members, set up under the law, which cons$iste members from public
sectors and eight members from private sectorswR$- firstly and effectively
operated in 1998, including funds collection andbdrsement to the 3 road
agencies (Ghana Highway Authority, Department ofedes Roads and
Department of Urban Roads) as agreed by the RFdBoar

4.1.2 Financial and operational arrangement

After the restructuring, the fund obtained its mawe from fuel levy on
petrol, kerosene and diesel; road, ferry and bridte; and vehicle inspection fee.
A vehicle registration fee was brought in with efferom September 1998 and so
was the road user fee in January 1999. The fuglitea fixed charged per liter on
petrol, kerosene, diesel and fuel oil, which is gdg by the oil distribution
companies. The government with approval from theidaent defines the rates
of fuel levy and communicates it to the oil distilon companies through
Ministry of Fuel and Power. In 2002, the GovernmeihGhana agreed to set the
fuel levy at the level of USc 9.5 per liter.

The revenues from the fuel levy compose 90% oftoked RF revenue in
both 1998 and 1999. The fuel levy is collected lgtGms, Excise and Preventive
Service and directly paid to RF bank account at Bamk of Ghana. The
withdrawal of these revenues is made monthly agdlagly by RF board. This
has helped reducing uncertainties on budgetaryegpof the road agencies,
allowing them to expedite contracting of works.

The RFs are disbursed to Ghana Highway AuthoritdAJ Department
of Feeder Roads (DFR), Department of Urban Road#R)Dand National Road
Safety Committee respectively for trunk roads, &adads, urban roads and road

safety activities. The composition of the disbureata for 1998 was 52% to
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GHA, 20% to DFR and 27% to DUR. The rest, 1% wabulised to Ministry of
Road and Transport for emergency road works andREh&ecretariat’'s operating
expenditure. The defined composition of the disbomsnt is necessary to avoid
the activity of the board disburses the fund untizdd and largely on certain road
agency and only channel the rest to the other agadcies.

The following procedure for disbursing funds waseag upon with
agencies at the beginning of the year (Kumar, 2000)

a. routine maintenance

1) Agencies submit their budgets before the beginwinthe year to
get approval by the RF Board

2) RF Board gives funds monthly to the agencies’ h&ffide, which
allocates the funds to their regional office foyment for routine
maintenance works

3) Agencies submit a Payment Report to the Secretafithe RF,
which provides details of the utilization of funddeased to them.
This report has to be received by the Secretag&tre the next
monthly allocation is released

b. periodic maintenance

1) Agencies submit their budgets before the beginointhe year to
get approval by the RF Board, which explains detaf all
periodic maintenance activity and by region.

2) Certificates of completed works are sent to theneigs for
approval by the awarding authorities — Metropolitdfunicipal
and Regional Tenders Boards.

3) Agencies submit a schedule of approved certificadegived for
payment to the Secretariat of the RF after theafrehch month in
the prescribed format and content

4) Agencies submit a Payment Report to the Secretitet payment
has been made.

In order to guarantee effectiveness of the fund,tfonitoring activity is

carried out (Kumar, 2000), which includes interrmadd external monitoring.
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Internal monitoring is performed to check the u&nod and the quality of work,
to ensure that the staffs of collecting were obgyime procedures and inspect
projects financed by the funds. External monitoroamnprise of both external
financial and technical audits on the financial aachnical performance of the
fund.

In 1998, almost 95% of the road maintenance wark&hana have been
contracted to private sector (Kumar, 2000). Theistiy and road agency engage
consultants for studies, engineering design andkwsuapervision. Local
contractors mainly execute periodic and routine ntemiance through national
competitive bidding. International competitive puoement is held for major
works.

Achievements which Ghana experienced with the emcd of Ghana
Road Fund are substantial improvement in the qualitroad network and the
performance of road contractors. In overall perfange of road agencies, 98% of
routine maintenance (19,857 km from 20,181 km ptaiirand 73% of periodic
maintenance (2,940 km from 4,020 km planned) wehéeged. Referring to road
condition survey in 1995 — 1999, the decline indr@@ndition was halted and
turned around in 1998, as the result of the regdislbursement of funds by the
RF Board to the agencies (Kumar, 2000). Moreovegularly released funds to
the road agencies enhance planning and programmatiyities; and also
performance of the contractor because of the gtegasf prompt payment after

the works completed.

4.2 Pakistan

4.2.1 Legal and organizational arrangement

The road maintenance fund in Pakistan is estaldisineler a notification,
which is the Government of Pakistan NotificationNa#tional Highway Authority
(NHA) Road Maintenance Account Rules 2003 (RMA RuB903), issued by
Ministry of Communications on behalf of the Goveemhof Pakistan. According

to RMA Rules 2003, Road Maintenance Account is mroercial non-lapsable
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account in Pakistani scheduled banks and shouldh&eatain by the National
Highway Authority. The major reason for the estsiininent is to provide an
adequate, secure and stable source of funding fantemance of national
highway network.

The road fund in Pakistan is administered by Natlidfighway Authority
(NHA) Executive Board. The executive board com@iSemembers, all of the
members come from public sector and it is chainethk Chairman of NHA. The
NHA executive board is responsible for approval RMA budget and
maintenance program. The administrative work of B¥ard is carried out by
Road Asset Management Directorate (RAMD) of NHAhdts no administrative
autonomy since RAMD is recommended by Executiver8aand approved by
Federal Government

In Pakistan’s road fund, there is no clear sepamdietween the purchaser
and provider functions. NHA is both financier andghaser of road maintenance
services, by having both responsibilities of finahcmanagement of road
maintenance resources and management of road macE programs
(Guillossou & Stankevich, 2008).

4.2.2 Financial and operational arrangement

According to NHA RMA Rules, 2003, the revenue sesrc¢or the road
maintenance account come from tolls on roads aidlgjés, road use related fines
(for instances, overloading and traffic offencedledoad charges, supplementary
heavy vehicle fee, international transit fees aodlér fees. Moreover, NHA also
should transfer periodically all revenues accunmdpto it from the following
other sources into the RMA, i.e. charges for conumémse of right of way;
profits on bank deposits and income on investmdnimoneys in the Roads
Maintenance Account, annual maintenance grant fteenFederal Government,
maintenance funds provided by international dorgenaies, loans secured to
finance any maintenance work shortfall and endowsend donations for
maintenance and road safety from any organizagpoyp or person. In fact,
based on the data from RMA Financials 2003 — 2096 ,largest contributor to
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the RMA in average is toll income which is abou#®6f RMA’s share and the
other contribution are 20% from government grafolfrom fine collection and
4% from other sources (Guillossou & Stankevich,&00

The revenue maintained in RMA has financial autoyposince it is
independent from general taxation and the finano@hagement system is based
on international standards as acknowledged in Rekifr financial reporting
(Guillossou & Stankevich, 2008). The financial mge@ent is upheld by the
Finance Wing of NHA. The financial audit of RMA jierformed by the engaged
accountants appointed as independent auditorseb¥xiecutive Board of NHA.
Moreover, the technical audit of road maintenanagkwis performed by an
independent, sound professional firm or individuiaéd by Executive Board.

Since its establishment in 2003, there has beegréfisant increase in
revenues from 2 main sources of maintenance fumdsch are tolls and
government grants. The total revenues in 2003 iR B}872 million or equal with
USD 93.4 million (2000 price — USD 1 = PKR 57.5%&)hich government grant
and toll contribute PKR 825 million and PKR 3,435llion respectively. The
trend is always raising and in 2006, the total nexeis PKR 12,486 million which
government grant contributes PKR 4,816 million doli PKR 6,295 million.
However, there is a decrease of government graB0@Y since the government
realized the increasing trend of the revenues acdldd to reduce the support and
allow RMA to count on its own revenue source.

The types of network which receive the allocatibthe funds are national
highways. The type of work which is given the figstiority in the eligible
expenditure is routine maintenance. The other ld#giexpenditures are
respectively rehabilitation, geometric improvememind highway safety
improvement, new toll plazas and weigh stationd, @rridor management.

NHA Executive Board contracts out some of the roadrks to
construction industry through competitive biddingthe procedure of

disbursement of the fund, as mentioned in NHA RMAeR 2003, is as follows:
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1. contractor submit to the Enginéeprogress report and request for
payment
2. Engineer submit the certification of about the w&rigoods and
services have been carried out and delivered aicgprtb the
specification to RAMD
3. RAMD disburse the payment to a contractor throughagled “payee
Alc only” cheque or bank transfer into bank accoohtbeneficiary
through bank
According to RMA Financials 2003 — 20078, the drslement of the
funds show an increasing trend. It increases frétR R.8 billion in 2004 to PKR
8.19 billion in 2007 or almost four folds in therpel of 4 years.

4.3 Concluding Remarks

RMA in Pakistan was established under a governmeifification and
practically it shows the signs of success. Howetres, could have a long term
risk if it is compared with Ghana Road Fund whichsvestablished under an act.
A sound legal basis, in theory, can make a road fonore sustainable if it is
founded under a Law or Act rather than throughcoiséary level of law such as
Decree or Rules and Regulations since the seconelael of law may be easily
amended or cancelled with the change of a goverhnitowever, beyond the
soundness of the legal framework, the other importhing is to appraise the
proper implementation of the respective legislatioand to develop good
governance at the country. Furthermore, both réigns in the respective
countries have specified the arrangements to bédkes for the implementation
of the road funds (see Table 4.1 below).

Both in Ghana and Pakistan, the road fund is mahbyge specific board.
The difference between these boards lays on tharaem of the purchaser and

provider functions. In Pakistan, NHA Executive Bibgnlays both roles, while in

"“Engineer” means any person employed by the Clairfar supervision and execution of a
contract between the National highway Authority ancbntractor.
8 http://www.nha.gov.pk/Downloads/RFPs.asp
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Ghana there is clear separation of the functiore Mdad fund board is to be the
financier/purchaser and the executing road agera®so be the providers. This
may be considered that the road fund board in RBakis more prone to a conflict

of interests that may abate financial disciplind aampromise efforts to control

costs and maintain quality. Therefore, Pakistan NhbEs set up a road asset
management system (RAMS) to increase transparenityeiplanning system and

conducts periodical financial audit to improve fical management.

There is a clear and specific designation of regesaurce for the road
funds in both countries, which is from road useasrges. Ghana relies heavily on
fuel levy and Pakistan on tolls and government igrAnother characteristic that
can be seen is that the revenue will be channéleigh RF accounts before
being transferred to road departments/agenciegeTibealso a clear designation
in Ghana and Pakistan road fund in regard withtype of work priority, where
the road maintenance is at the top of the pridistyamong other road works. This
will imply that there is secured allocation for doaaintenance before another
road works take place. Moreover, the type of neftwanich will receive the funds
has also been defined clearly. While Pakistan RM4ichtes the funds mainly to
maintain the national network, Ghana RF disbur$es ftnds to trunk roads,
feeder roads and urban roads.

The road maintenance work is not only performedthsy road agency
itself in both countries, but also it is contractedhe construction industry trough
competitive procurement. Ghana has also detailegrnal and external
monitoring procedures to ensure efficient use ohayp accompanied by monthly
progress reports and external financial and teahaiadits.

The characteristics and the arrangements of theemmgmntation of the road
fund in Ghana and Pakistan will be the lessonséghto evaluate the possibility
to initiate the local road maintenance fund in Inelsia, as discussed further in

next chapter.
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Table 4.1 The arrangement in Ghana and Pakistan rahfund

Arrangement Ghana Pakistan
Legal arrangement
Legal basis Act Notification

Organizational Arrangement

Administrator

Ghana Road Fund Board

National Highway Authority
(NHA) Executive Board

Separation financier - Yes No
provider function

Day-to-day management Secretariat RAMD
Board members 13 9
composition of the board 5//8 9//0

(public-private)

Financial arrangement

Source of fund

Fuel levy on petrol, kerosene

and diesel; road, ferry and
bridge tolls; and vehicle
inspection fee.

From tolls on roads and
bridges, road use related fines,
axle load charges,
supplementary heavy vehicle
fee, international transit fees
and border fees.

Major revenue

fuel levy

road tolls & government grants

Channeling to road fund
account

directly to RF account

directly to RF account

Disbursement

force account and contract
account

force account and contract
account

Operational arrangement

Type of work

maintenance; routine and
periodic

maintenance (first priority),
rehabilitation, geometric
improvement and highway
safety improvement, new toll
plazas and weigh stations, and
corridor management

Type of network

trunk roads, feeder roads,
urban roads

national roads

Technical audit

yes

yes

Financial audit

yes

yes
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CHAPTER 5
THE POSSIBILITY TO INITIATE THE LOCAL ROAD
MAINTENANCE FUND IN INDONESIA

We have discussed the current situation in Inden@siregard to the
vehicle ownership taxation and road managementhapter 3. We also have
discussed the international practice of the roami$un chapter 4. In this chapter,
we will discuss about the possibility to initiateetlocal road maintenance fund in
Indonesia based on lesson learned from other desrand what Indonesia can
learn form those lessons. The discussion will babaiated in legal,

organizational, financial and operational arrangetsie

5.1 Legal arrangement

5.1.1 Lesson from other countries

Ghana and Pakistan have established a road fuhdaveiertain legal basis,
which is an act in Ghana and a notification in B&. These legal frameworks ,
more or less, guide the objective of road fund l@istiament, the administering
board, the composition of the board, the type ofkwthe type of network which
will receive the fund, the revenue source, the ulisbment of the fund and the
audit (see Table 4.1). The important thing to cdeisbeyond the soundness of the
legal basis is the good governance which is charaed by government

effectiveness in providing public services.

5.1.2 What can Indonesia learn from the lesson of otherauntries?

The regulation which mentioned about the earmarkssgie of vehicle
ownership tax revenue is Act No. 28/2009 Regioaaks$ and charges. In that

law, it is mandated that minimally 10% of the totavenue from vehicle
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ownership tax, including the revenue sharing toltiwal/municipal government,

is allocated to road development and/or maintenaand the improvement of
public transport mode and facility. Moreover, thevgrnment of Indonesia also
has enacted the laws (along with their secondasgl leegulations) regarding the
implementation of decentralization and the balag&ietween central and regional
financial administration. One object in the decalitation process in Indonesia,
as also stated in the road law, which is importantonsider is that the central
government has transferred the authority to adn@niscal/municipal road to the

local/municipal government.

Here, we can translate and interpret that the Ilagalernments in
Indonesia have enough legal basis to initiate thplementation of local road
maintenance. The local government is the road adtrator as regulated in Act
No. 38/2004 which has the obligation to administee local roads in its
respective region. Ghana and Pakistan have estalllis road maintenance fund
with a different legal basis, an act (Ghana) anab#ification (Pakistan). Even
though some critics said that a sound legal basisntake a RF more sustainable
if it is established through a Law or Act ratheartithrough a Decree or Rules and
Regulations, (as the latter may be easily amendedrelled with the change of
a government), the important thing now is how tkisteng related regulations can
be interconnected, synchronized and implemented.

However, the term or rule about the earmarkinghef\vehicle ownership
tax revenues in regional tax law is only statedme rule, which is Rule 8 verse
(5). There are three types of program which magivecthe earmarked revenues
as stated in that rule, namely road developmenad ronaintenance and
improvement of public transport mode and facilifhe rule has not specified the
detailed information about the exact proportion tbe allocation for road
maintenance alone. Hence, this rule needs to bafiggeand clarified, perhaps
under government decree or regulations, at leaskeas as Ghana RF or Pakistan
RMA legal framework which provide the informatiohtbe objective, the agency
in charge, the type of work (e.g. aimed for roadntemance), the type network

(e.g. aimed for local roads), the disbursementhef fund and the audit. The
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specification in the proposed regulation shouldsaer protection from political
interference by establishing full or partial autoraus body, security for the fund
flows, obviously defined responsibilities and regaly rules to make sure
accountability.

Regarding with the government effectiverfesss indicator of good
governanc® at country level, Indonesia still has a lot wookdo to pursue and
ensure it. The government effectiveness can be umegswith Worldwide
Governance Indicator (WGH This indicator provides the estimation of
governance measured on a scale from approxima2ebyte +2.5. The higher
values correspond to better governance. AccordingVorldwide Governance
Indicator (WGI), in 2008 the Governance Score foidnesia is -0.29 and it is
still far behind from Ghana which score is -0.08ek& though it is not the only
parameter of government effectiveness, each gowarhlavel in Indonesia has to
show the government’'s commitment to such policreseigard with the proper

implementation of the related legal basis.

5.2 Organizational arrangement

5.2.1 Lesson from other countries

As in many other countries, funding of road maiatesre has been a major
problem in Pakistan. In order to address this gioblithe Government of Pakistan
has started an off-budget financing arrangemergsbgblishing a road fund called

° Government effectiveness measures the qualityblipservices, the quality of the civil service
and the degree of its independence from politicatgures, the quality of policy formulation and
implementation, and the credibility of the govermt'® commitment to such policies (Guillossou
& Stankevich, 2008).

19 According to World Bank, governance consists & thaditions and institutions by which
authority in a country is exercised. This includles process by which governments are selected,
monitored and replaced; the capacity of the governinio effectively formulate and implement
sound policies; and the respect of citizens andsthte for the institutions that govern economic
and social interactions among them. (http://infaldisank.org/governance/wgi/index.asp)

! The governance indicators aggregate the viewse@muality of governance provided by a large
number of enterprise, citizen and expert survegardents in industrial and developing countries.
The data are gathered from a number of surveytumss, think tanks, non-governmental
organizations, and international organizations. feother reading, see Kaufmann D., A. Kraay,
and M. Mastruzzi 2009: Governance Matters VIII: @&mance Indicators for 1996-2008
(available at http://papers.ssrn.com/sol3/papargabstract_id=1424591)
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Road Maintenance Account (RMA). The National Higgwauthority (NHA) has
introduced a fee-for-service concept on nationghWways. The road fund practice
in Pakistan may be seen as first generation road. fli is characterised by the
earmarked revenue from a certain sources to beadld specifically to the road
works. Although RMA lays the major revenue on raaells revenue, RMA also
gets receipts from all sources specifically earradrkor highway maintenance
which are channelled through the road fund.

Ghana and Pakistan has established a specific bmadminister the road
funds in the respective country. The differenceveen these boards lays on the
separation of the purchaser and provider functiom$fakistan, NHA Executive
Board plays both roles, while in Ghana there isrckeparation of the function.
The road fund board is to be the financier/purchasel the executing road
agencies are to be the providers. To be notedfinbhacier/purchaser should be
responsible for managing resources and financingter@ance program while the
provider for planning, procuring and managing raantenance works. To cover
the double-roles played by NHA Executive Board, iBtak NHA sets up a road
asset management system (RAMS) to increase trarsparn the planning
system and conducts periodical financial auditripriove financial management.

With the clear function separation and delineat@nresponsibilities,
Ghana practice may be seen better than in Pakisitage it can prevent a conflict
of interest that may decrease the financial disegphnd compromise the efforts to

control cost and maintain quality.

5.2.2 What can Indonesia learn from the lesson of otherauntries?

In the Indonesian local/municipal context, gengr#fie public revenues
will be managed and spent by the finance departofetite local secretariat. This
governmental body is also responsible for the dsdment of the funds for the
public program in each executing agencies, inclyddnas Binamarga(road
agency). When the annual road work program is agee® included in local
budget (see sub chapter 3.2)jnas Binamargawill perform competitive

procurement especially for the periodic maintenancehabilitation and
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reconstruction works. Usually the routine maintergawill be executed under the
force account, which means that the road maintenantvities are performed by
Dinas Binamarga own personnels and equipments, rather than bydsutabor
or the third party. Moreover, the provision of maks needed for this
maintenance work, such as asphalt and coarse ajgreg contracted to the
supplier through competitive bidding as well. Theogess of the fund
disbursement for the routine and periodic mainteaamore or less, is similar
with Ghana experience (see sub chapter 3.2 and 4.1)

Within this organizational arrangement, we cantbeé actually there has
been a splitting function between a financier (ficial bureau) and a provider
(local road agency) in local road maintenance idoiesia, even without
establishing a new entity such as a road fund bobkeadrning from Ghana
experience, the important thing to consider is &ding the clear roles and
responsibilities among these two entities in regaitth road maintenance fund.
There should be obvious coordination between theseentities to ensure the
management and disbursement of the resources canimpemented

appropriately.

5.3 Operational arrangement

5.3.1 Lesson from other countries

There is a clear designation of revenue sourcéh®mroad funds in both
countries, which is from road user charges. Ghatiesrheavily on fuel levy and
Pakistan on tolls and government grant. Anotheradtaristic that can be seen is
that the revenues are channelled through RF acedafiore being transferred to
road departments/agencies. There is also a clsggnddion in the Ghanaian and
Pakistani road funds in regard to the type of weriority, with the road
maintenance being at the top of the priority ligthis implies that there is a
secured allocation for road maintenance beforeh@natoad work takes place.
Moreover, the type of network which will receiveetfunds has also been clearly
defined. While Pakistan RMA dedicates the fundsniyaio the maintenance of
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the national network, Ghana RF disburses the faadsunk roads, feeder roads
and urban roads.

The road maintenance work is not only performedthsy road agency
itself in both countries, but also it is contractedconstruction industry trough
competitive procurement. Moreover, Ghana has aetaihternal and external
monitoring procedures to ensure efficient use ohayp accompanied by monthly

progress reports and external financial and teahaigdits.

5.3.2 What can Indonesia learn from the lesson of otherauntries?

The major revenue source of the road maintenamaifuPakistan comes
from road tolls. National Highway Authority (NHAphiPakistan has initiated the
implementation of the fee-for-use principle on oaéil highways and strategic
roads which is by collecting tolls from road usersalmost all major highways.
Meanwhile, in Ghana, the major revenue comes froeh levy. It is designed to
be a fixed charge on the fuel wholesale price. Bdyihe different major source
of revenue for road maintenance fund, we may seaé lbth countries have
ensured stable revenue from road related charges.

In the Indonesian context, one road related taelscle ownership tax. In
the new law of regional taxes and charges, thenteydrom this tax has been
earmarked, at least 10% of total revenue, to thed rdevelopment and/or
maintenance.

The registered number of vehicles in Indonesiagras/n significantly at
a rate which was larger than the growth of the @aP. Within the period 1998 —
2008, the registered number of vehicles has grawara 250% (or an average of
17% per year). This impressive growth contributiegmiBcantly to the revenue
growth. On average, the revenues have been grawmuwdy more rapidly than the
economy in general.

To estimate the revenues needed, the resourceaitam the local road
network should be estimated. It is not easy tcagetccurate estimation because it
needs highly detailed and localized data, suclopad segment/network’s length

and type of surface, local topographical data ahd tlimatic condition
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(precipitation rate). The recent condition of tbad network also has an effect on
the economic returns to periodic and routine maemtee. In the case of the heavy
damaged or largely deteriorated road, it is notneadcally efficient to try to
maintain it. It has to be entirely reconstructedfob® regular or normal
maintenance can be valuable. Moreover, the annuidlcost (Rp/km) of road
maintenance should be available to get an accastimate.

Especially for the local roads network, only 36% &oound 113,000 km
of length) of total local roads are in good coraditeand the rest is in moderate to
heavy damaged condition. The government throughMimstry of Finance has
published the national standard of road maintenans&®, which varies on each
province in Indonesia. It is around Rp 37 - 41 imill per km (around € 3,270 —
3,630 per k). By using the national standard price, the fumelsded to perform
routine maintenance, in order to keep the levesawice of these local roads
amount to almost Rp 4 trillion (around € 354 mitljdor the whole country. This
may be a rough and too simplified estimation. Hosveit will at least give us the
suggestive picture about the large funding needso@md maintenance. The study
from Directorate General of Road estimated that ‘khicle ownership tax
contributed Rp. 2.1 trillion (around € 186 millioper annum. In the common
local budget in Indonesia, this revenue is utilizedfinance public programs
together with other revenues. If the earmarkinguiagppn is applied, minimally
10% of this money can be allocated specificallyfitmnce not only the road
maintenance, but also the road development andintipeovement of public
transport mode and facility.

Moreover, revenues from the vehicle ownership tax allected by the
provinces and shared with their part local/municipaegard with the proportion
specified in the Act 28/2009. This tax contributes a major part of the own
source revenuedPéndapatan Asli daer@dRAD) of regional governments, even

though the proportion varies considerably from eadgo region. The proceeds are

12 Based on national price standard on FY2010 isbyedinistry of Finance (PMK
108/PMK.02/2009)

13 Based on July 2010 exchange rate — current pifieec{irrency converter is available on
http://www.xe.com/ucc/)
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earmarked with minima 10% for financing the roadgrams. Even if the
proceeds are all allocated for financing the roaihtenance, those may not meet
the funding needs. However, we may not conclude tthe revenue from road
related tax is not sufficient for road maintenafngsd because we have not taken
the revenue from fuel tax into account; which ist mo the scope of this
discussion.

The administration of the vehicle ownership taXaisly inexpensive and
simple. The vehicle owner only needs to go tokhator Samsain the respective
locality or municipality and the official on tH€antor Samsabnly needs to know
about the type, the engine capacity and the adleeofehicle. The cost for going
to the Kantor Samsat may vary among vehicle owraasprding to the distance
of the office from their residential location. Hoveg, the vehicle owners may be
not significantly burdened with this cost. It isngile to detect the evasion of the
vehicle ownership tax because the vehicle’s licgsiates display both the month
and year of expiry and they are replaced on anarmasis. Hence, the vehicle
ownership may be considered as revenue sourceot@ road maintenance
besides other road related or vehicle based taxasiuel tax and vehicle transfer
fee.

The fund flow mechanism of the public revenues axgenditures in the
local budget on the present arrangement is display&able 3.1 (see sub chapter
3.1.2). The lesson from Pakistan and Ghana expmerierplains that they place
the funds for road maintenance in the specific aotseparated from general tax
revenues. Learning from that experience, the Igogernment in Indonesia may
create specific account as long as it is accomnedday the existing regulation
about local budget management. The proposed fomdrfiechanism, specifically
for the local road maintenance, in this researdhawvn on Figure 5.1
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Better roads & Other public
lower user costs programs
A
A
Local road
agency
A Funds for road works
other than road
maintenance
Road fund
(local road Government
maintenance) budget
A J
Earmarked revenues from General tax
vehicle ownership tax revenue

Figure 5.1 Local road maintenance fund

The Pakistan Road Maintenance Account (RMA) andnahRoad Fund
(GRF) have defined clearly the type of work andvoek which their road funds
will finance. This clarity may ensure that the rdadd will not be allocated for
other purposes. As mentioned before, RMA will fil@amational highway and
mainly its maintenance. Meanwhile, GRF will finanicank, feeder and urban
roads and also mainly focus on the road maintenance

In the Indonesian context and the discussion «f thesis, the type of
work which the road fund will finance is emphasizsdroad maintenance since
this road work is a first priority before other doaorks will take place. This has
been prescribed in national policy of road workoptization andKabupaten
Road Management System (KRMS). Around 64% of tleallcoads in Indonesia
are in damaged and heavy damaged condition. Thebitgation and
reconstruction works of these roads surely neagefaamount of funding. Relying
only on the earmarked revenue for performing thessl works may not be

sufficient. Thus, the other road works such asb#it@ion and reconstruction are
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suggested to be financed through other source winigh provide larger funds
such as governmental transfer or international donbloreover, the type of
network is emphasized on local roads since the mbajof roads in Indonesia are
local roads and the most of the road users (asahile owners and taxpayers)
use these local roads in their daily activitiese Thads in good condition should
be maintained and increased. The specificatiorneftgpe of network and work

should be regulated clearly to avoid the diversibthe funds to other programs.

5.4 Concluding Remarks

The new act of the regional taxes and charges orentabout the
earmarking issue of the revenue of vehicle ownprdhk. The revenue from
vehicle ownership tax is allocated minimally 10% fine road development
and/or maintenance, and for the development of ipuibhnsport mode and
facility. The proportion from those minima for roadaintenance alone is not
specifically defined. In that statement, the typ@etworks which will receive the
funds from this tax is not described clearly aslwefplicitly, this regulation is
aimed to the provincial and local/municipal roadece the provincial and
local/municipal governments are the agents of \ehiownership tax
implementation and they enjoy the share of themegdrom it. This at least will
give an opportunity; if it can not be said as ahgalion; to the local government
as the agent and the local road administrator|/ldcade this revenue specifically
to local road maintenance. Therefore, there iptssibility to initiate a local road
maintenance fund at the local level.

The vehicle ownership taxation is acknowledgedive g big contribution
to the regional own revenue in Indonesia, in linghwthe rate of vehicle
ownership growth. The large sum of revenue fromictehownership taxation
surely will attract many vested interests to udiliz. In regard to the earmarking
regulation in regional taxes & charges law, it @péd that this regulation can
encourage the local governments to have strong ¢onemt to implement it. The
local governments should guard the minimally 10%caltion of the revenue for



67

the road expenditures, not for other public exptemes or new priorities different
from those specified in the related act/law.

Moreover, a good communication and understandingngmsectors,
political will and good governance are needed tplément the securing and
increasing process in financial allocation to thad maintenance. The importance
of road maintenance should be well communicated aridrmed to the
stakeholders of the local government. The road teaance program may be seen
as less popular than road rehabilitation or new staotion. The road
development often becomes a top priority on théipal agenda since it is a more
visible output of road works to the public eye, @hat will lead to gaining public
acknowledgement of the government performance. Mae the good
governance, which is appraised by the quality dflipwservices, the quality of the
civil service and the degree of its independenoanfipolitical pressures, the
quality of policy formulation and implementationnch the credibility of the
government's commitment to such poli¢feshould be developed to secure the
reliability of the related legal basis and its pFopnplementation.

In regard to the implementation of local road mamaince funds, the rules
which describe the detailed and specific orgarorat, financial and operational
arrangement of the funds should be enacted sooe. nBture of law or act
Indonesia is providing regulation in general. Toiiters flexibility in regard to not
easily to be amended. Therefore, the enactmerteohéw law or act should be
followed by the regulation in the secondary levehiak provides specific
technical and procedural guidance. This is impartém avoid different
interpretation and misconception of the regulatidiich may lead to the different

implementation, outside from what the law has méesala

4 Based on the Worldwide Governance Indicatorsugdsy World Bank
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CHAPTER 6
CONCLUSION, RECOMMENDATION AND REFLECTION

The description and discussion in this researchbeilsummarized in this
chapter. This chapter comprises 3 sub chapters,chwhare conclusion,
recommendation and reflection. In sub chapterwelwill know the conclusions
for all discussion in this research and also the@fiéoe the answer for all research
questions of this thesis. The answer of the rebeguestions will be the basis for
policy recommendation and presented in sub chafi2r Furthermore, the
strength and weakness of this research will beepted in sub chapter 6.3 as well

as the suggestion for further research.

6.1 Conclusion

This research was started by indication of the ifugpgroblem of road
infrastructure in Indonesia. There was lack ofdfuior local/municipal road
infrastructure development and maintenance. Theree valso competing local
funding needs and tensions between sectors. Revebizéned from vehicle
ownership tax was not fully nor specifically alloed to fund road provision and
maintenance. This revenue is utilized to fund amgrovide all kinds of public
services.

This research was aimed to understand the vehvaheiship tax practice
in Indonesia and the possibility to initiate thecdb road maintenance fund in
Indonesia by using vehicle ownership tax as revesoerce. The research
methodology which was used comprised the policyudmnt analysis and
literature review.

Related with the problem and the objective mentioaigove, the research
questions were raised and have been answered.eSkarch questions included

what are the objectives of transport pricing policgad maintenance and road
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fund based on international literaturelsow are vehicle ownership taxation and
road management being applied in Indongsihat kind of international practices
in road funding schemes can be compared with teriasian contexdndwhat is
the possibility to initiate the local road maintere fund in Indonesia, by using
revenue gained from vehicle ownership taxation laasked on the general lessons
of international road fund practice.

The objectives of transport pricing are to inteiz®lexternal cost, to
reduce transport demand, to gain revenues andsftands. The revenues gained
can be used for giving back the benefit to the roser in the form of the good
maintained roads. Roads need to be maintainedder do keep their level of
service. The good & maintained road will give thenéfit such as keeping the
user cost low. One mechanism to finance road maantse is through the
implementation of a road fund. A road fund, whicha holding of dedicated
revenues collected as road user charges, outstdeetitral government’s general
budgetary framework, may be responsible for masrer and/or capital
expenditures. The advantages of the road fund dechu stable road budget and
avoiding ‘political’ diversion of road user charge=fficient programming and
lower contracting cost promoted by stable road budgiore acceptance on
increasing user charges because road fund carehéfiegd and monitored; cost
recovery and equity facilitation, which means tiint beneficiaries and those who
pay can be matched; and more efficient managemefunds and increasing
sense of accountability promoted by easily mondopmograms and a link
between payments and benefits. Meanwhile, the wdisdadges comprise an
entailed cost in terms of loss of budgetary freedespecially in unpredictable
fiscal difficulties; distortions between differemiconomic sectors, specifically
leading to overspending on road sectors; and eeteydto use road fund for new
construction rather than for maintenance

Vehicle ownership tax in Indonesia is one of proiahtaxes, regulated in
the act of regional taxes and charges. It is infdine annual registration fee and
the calculation is based on a prescribed cap/lohivehicle sales value and a

certain coefficient which reflect environmental arehd damage. This tax has
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been acknowledged for giving large contributionthe regional revenue. The
revenue of this tax is shared among provincial landl/municipal government in
a prescribed proportion. In the new act of regidagés and charges, the revenue
of this tax is earmarked to be allocated to thel rdevelopment and maintenance
and the improvement of public transport mode amidlifia Moreover, according
to the road law and rules, public roads in Indamesie managed by each
government level according to the road status. Elelocal government, through
executing road agency, is responsible for the ramanice, rehabilitation and
construction of local roads. Around 81% of totahdonetwork in Indonesia are
local roads and only 36% of local roads are in gomadition. Local governments
certainly face the lack of funding and competinghdimg needs for road
maintenance. The earmarked revenue from vehicleemhip tax surely will be
another way to finance road maintenance besidesighr common government
budget.

The international practices which were studied his tthesis are Road
Maintenance Account (RMA) in Pakistan and GhanadReand (GRF), based on
their legal, organizational, financial and opemsibarrangement. The lessons are
drawn from this study and comprise the soundnedeg#l basis, the different
organization which manages and allocates resouttes,clarity of function
between financier and provider, and the clear desigrevenue source for the
road funds, type of network and type of work, fuaénnelling and disbursement,
and financial and technical audit.

Based on lesson learned from Pakistan and Gharerierpe with their
road fund and current regulation and situatiomuiohesia, it is possible to initiate
local road maintenance fund in Indonesia, by ussagmarked revenue from
vehicle ownership tax. However, the rules whichcdeg the detailed and specific
organizational, financial and operational arrangenoé the funds have not been
enacted yet. The enactment of the new law or agtildhbe followed by the
regulation in the secondary level which providescsic technical and procedural
guidance. This is important to avoid different mptetation and misconception of
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the regulation which may lead to the different ierpentation, outside from what
the law has mandated.

Above all, this research has been done comprerapsstarting from the
review of the transport pricing policy, road maimdace and road funding
concepts. Within legal, organizational, financiatlaoperational arrangement; the
vehicle ownership taxation and road management ridoriesia and the
international practice of road funds were studieohally, based on the lesson
learned from other countries and what Indonesiddctaarn on each lesson, the
possibility to initiate the local road maintenanéend in Indonesia was

formulated.

6.2 Recommendation

The regulation of the earmarked revenue from veloginership tax to be
allocated for road work and public transport mayseen as the effort of the
government not only to give the benefit back to tbad users in the form of
maintained road and improved public transport madd facility, but also to
secure the funds are really allocated to the reatbs. However, this regulation is
only mentioned in one article in the law of regibmaxes and charges. The
specific rules which describe the detailed arrargggnfor the implementation
have not been enacted yet. Therefore, it is recamdet that the government
should develop the specific rules which regulatehier the implementation of
road maintenance fund.

The legal strategy should be developed to provideeption of funds from
political interference, security for the revenueeam, obviously defined
responsibilities, regulatory controls to make sw@ecountability and strong
commitment to properly implement the regulation @mch government level.
Moreover, the organizational, financial and opewrsl strategy should be
developed to give assurance on the implementagopl.l These will include
decisions to establish a new organization to martagefunds or to employ
existing governmental bodies; ensuring the colggti channelling and

disbursement of the funds in a transparent anduatable process; evaluating the
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existing regulation can accommodate to open a fpeaccount of road
maintenance in the government budget or commebaak; defining type of
network which the funds will finance and ensurihgttthe financial and technical

audit process are in public domain.

6.3 Reflection

The regulation about earmarked revenues of velmaleership tax is a
new. This regulation may be seen as closely relaieskt up the road fund in
Indonesia. The regulation has not specified explithe arrangement needed to
implement it. Moreover, the growing discussion egard with road fund in
Indonesia is mostly to be directed to set up raautifat national and provincial
level. Having evaluated the current context of Imekia, especially on the existing
regulation and arrangement of the vehicle ownersdpand road management,
this thesis gives an overview about the possibildayinitiate the local road
maintenance fund in Indonesia, by using revenua frehicle ownership tax.

This thesis is still open for improvement, howevé&his thesis only
discusses about one revenue source that comesr@adnrelated/vehicle based
tax, which is vehicle ownership tax. Moreover, tteda and indication used for
calculating the estimation of road maintenance ifugppdheeds and the revenue
from vehicle ownership tax are too general. Thiessih also has not covered the
detailed organizational and operational arrangenmeribcal road maintenance
fund.

Therefore, for further researches to improve thissis the following
researches are needed; i.e. other road relatechgarevenue source for road
maintenance funding in regard to the possible reeesources from road related
tax such as fuel tax, fuel levy and vehicle trandée; the more detailed and
localized study to estimate the road maintenanodifig needs by taking notice
on each local road length, condition and type ofase, local topographical data
and the climatic condition (precipitation rate)dastudy about recommending the
detailed arrangement needed in the implementatfoloaal road maintenance

fund such standard operational procedure of thleudsement of the funds.
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Appendix 1. The division of responsibility among geernment level in road
administering in Indonesia

National

Local/

Administering Obligation ' National | Provincial o Rural Specific
No. (Activity & Dgescrip?tion) Strategic Road Road Municipal Road Toll Road goad
Road Road
1 |[Section 1.01 Development Obligation
1.1 Regulating
Formulating planning policy Central Central Provaic | Local/ Local- Central Central
Municipal | Municipal
Composing general planninigentral Central Provincial| Local/ |Local- Central Central
policy and programs Municipal | Municipal/
Rural
Composing laws and Central Central Provincial| Local/ |Local- Central Central
regulations Municipal | Municipal/
Rural
Composing guidance and |Central Central Provincial| Local/ |Local- Central Central
technical standard Municipal | Municipal/
Rural
1.2 Services
Permits Local/ Local/ Local/ Local/ Local- Central/pro| Related
Municipal |Municipal |Municipal |Municipal |Municipal |vincial/ institution
Local-
Municipal/
Corporate
Information Central Central Provincial Local/ |Local- Central/ Related
Municipal |Municipal/ | Corporate |institution
Rural
1.3 Empowering
Guidance and counseling Central Central Central/Pooal/ Local- Central Central
vincial Municipal | Municipal/
Rural
Education and training Central Central Central/|Rracal/ Local- Central Central
vincial Municipal | Municipal/
Rural
1.4 Research and development
Research Central Central Central/PiRoovincial/ | Local- Central Central/
vincial Local- Municipal/ Corporate
Municipal |Rural
Assessment Central Central Central/PFroovincial/ | Local- Central Central/
vincial Local- Municipal/ Corporate
Municipal |Rural
Investigation Central Central Central/RRrovincial/ | Local- Central Central/
vincial Local- Municipal/ Corporate
Municipal |Rural
Development Central Central Central/PRyovincial/ | Local- Central Central/
vincial Local- Municipal/ Corporate
Municipal |Rural
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Establishment

Feasibility study Central Provincial | Provincial| Local/ Local- Corporate | Corporate
Municipal | Municipal/
Rural
Continued
Technical planning Central Provincidl Provincial clad/ Local- Corporate | Corporate
Municipal | Municipal/
Rural
Construction Central Provincia] Provincial Local/ |Local- Corporate | Corporate
Municipal | Municipal/
Rural
Operating Central Provincia| Provincigl Local/ |Local- Corporate | Corporate
Municipal | Municipal/
Rural
Section 1.02 Monitoring
Development order Central Central Central Provingiabcal/ Central Central
Local- Municipal
Municipal
Establishment order Central Central Central Praalhg Local/ Central Central
Local- Municipal
Municipal
Utilization order Central Central Central Provintialocal/ Central Central
Local- Municipal
Municipal

Source: Ministry of Public Works, 2004 in Alie (3)0



