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Offering Circular dated December 5, 2003

Gas Negara

PT Perusahaan Gas Negara (Persero) Thk

(incorporated in the Republic of Indonesia with limited liability)

1,296,296,000 shares

This Offering Circular (“Offering Circular) has been prepared by us and by the Government of the Republic of
Indonesia (the “Selling Shareholder™), acting through the Ministry of State-Owned Enterprises, in connection with the
global offering of 820,987,000 newly-issued shares by us and 475,309,000 of our outstanding shares by the Selling
Shareholder. The shares, including any shares offered through the exercise of the Over-subscription Option and the Over-
allotment Option (each as defined below), are being offered by us and the Selling Shareholder (i) to eligible investors
resident outside of the Republic of Indonesia (the “International Offering™} as described in this Offering Circular and (i)
in connection with a public offer of shares in the Republic of Indonesia (the “Indonesian Offering”). The International
Offering and the Indonesian Offering are collectively referred to as the “Global Offering”.

This Offering Circular is being made available with respect to the International Offering only. In connection with the
Internationat Offering, ABN AMRO Rothschild (“AAR”} and Credit Suisse First Boston {Europe) Limited (“CSFB” and
together with AAR, the “Joint Lead International Selling Agents”) and the other international selling agents (together with
the Joint Lead International Selling Agents, the “International Selling Agents™) are soliciting applications from eligible
investors resident outside Indonesia on behalf of PT ABN AMRO Asia Securities Indonesia and PT Danareksa Sekuritas
(the “Joint Lead Managing Underwriters”). The Indonesian Offering will be conducted by a group of underwriters (the
“Underwriters”) in Indonesia represented by and including the Joint Lead Managing Underwriters. We have applied to
have our shares listed on the Jakarta Stock Exchange (“JSX™) and the Surabaya Stock Exchange (“SSX”) on completion
of the Indonesian Offering. The Global Offering is our initial public offering, and no public market currently exists for our
shares. The offering price may not reflect the market price of our shares after the closing of the Global Offering.

The Selling Shareholder has granted to PT ABN AMRO Asia Securities Indonesia, as agent for and on behalf of the
International Selling Agents and the Underwriters, an option (the “Over-subscription Option™), exercisable in whole or in
part, at any time and from time to time until the final allotment of the Global Offering, to acquire up to an additional
194 444 500 shares at the offering price, less applicable underwriting fees and commissions. In addition, the Selling
Shareholder has granted to PT ABN AMRO Asia Securities Indonesia, as agent for and on behalf of the International
Selling Agents and the Underwriters, an option (the “Over-allotment Option™), exercisable in whole or in part, at any time
and from time to time, until 30 days after our shares commence trading on the JSX, to acquire up to an additional
194,444,500 shares at the offering price, less applicable underwriting fees and commissions.

Investing in our shares involves risks. See “Risk Factors” beginning on page 11 to read about factors you
should consider before buying our shares. .

Offering Price: Rp.1,500 per share

The International Selling Agents expect to deliver the shares to purchasers on or about December 15, 2003.
The shares will begin trading on the JSX and the $SX on the listing date, which is expected to be December 15,
2003. .

OUR SHARES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE UNITED STATES
SECURITIES ACT OF 1933, AS AMENDED (THE “U.S. SECURITIES ACT ”). OUR SHARES MAY NOT BE
OFFERED OR SOLD WITHIN THE UNITED STATES OR TO U.S. PERSONS (AS DEFINED IN REGULATION S
UNDER THE U.S. SECURITIES ACT (“REGULATION §™)), EXCEPT TO QUALIFIED INSTITUTIONAL BUYERS
(AS DEFINED IN RULE 144A UNDER THE U.S. SECURITIES ACT (“RULE 144A")) IN RELIANCE ON THE
EXEMPTION FROM REGISTRATION PROVIDED BY RULE 144A AND MAY NOT BE OFFERED OUTSIDE THE
UNITED STATES, EXCEPT TO NON-U.S. PERSONS IN OFFSHORE TRANSACTIONS IN RELIANCE ON
REGULATION S. YOU ARE HEREBY NOTIFIED THAT SELLERS OF OUR SHARES MAY BE RELYING ON THE
EXEMPTION FROM THE PROVISIONS OF SECTION 5 OF THE U.S. SECURITIES ACT PROVIDED BY RULE
[44A. FOR A DESCRIPTION OF CERTAIN RESTRICTIONS ON TRANSFER OF OUR SHARES, SEE “TRANSFER
RESTRICTIONS™,

Joint Global Coordinators and Joint Bookrunners (in alphabetical order)

ABN AMRO Rothschild Credit Suisse First Boston PT Danareksa Sekuritas

Joint Lead International Selling Agents (in atphabetical order)

ABN AMRO Rothschild Credit Suisse First Boston

Privatization Process Coordinator
PT Danareksa Sekuritas






Operating data:
Distribution business:(")
Network length (km) ... ......... PRI S .

Capacity (mmscfd) . ... D -

“Averigé daily volume sold (mmsefd) ... oo ol
Capacity utilization (%) ............ e e

Realized average sales price™ (USS$ per msef)¥ ...........
Realized average cost of gas (USS per msef)™ ...........
Realized average transportation tariff® (US$ per mscH) ...

Transmission business:(®

Network length ¢km) . ... ...t PO
Capacity (mmscfd) ..........oooovenn. e
Volume transported (mmscfd} ............ .ol
Capacity wilization (%) ....ocvoeiiin i

Realized average tariff? (USS per mscf)® ... . ... ..
Rupiah to U.S. dollar exchange rate (Rp.)® ..............
Notes:

(1) Excludes LPG.
(2) Distribution revenue divided by velume sold.

(3) Translated at a month-end average Rupiah to U.S. dollar exchange rate over the period.

(4) Distribution cost of revenue divided by volume sold.
(5) Distribution revenue less cost of revenue divided by volume sold.

As of and for the year ended

As of and [or the
six months ended

(6} Excludes Jakarta transmission business, with the exception of throughput volumes.

(7} Transmission revenue divided by volume transported.
(8) Month-end average over the period.
(9) Estimate only, based on one half of the increase in the network for 2002,

(10) Estimate only, based on one half of the budaeted increase in the network for 2003,

December 3, June 30,
2000 2001 2002 2002 2003
2,419 2,506 - 2,547 —.-?.,527“9’-— -2,56;2(””
831.3 83138313 8313 8313
- 187.5 - 2082 - 2386 2354 . 2622
22.6 25.0- - 28.7 283 ---~31.5
270 272 321 2.98 3.57
1.89 2.04 2.16 2.04 2.31
0.80 0.67 1.04 0.93 1.25
603 603 603 603 603
410.0 410.0 410.0 410.0 515.0
369.8 354.4 3214 3404 315.9
90.2 86.4 78.4 83.0 61.3
0.52 0.49 0.52 0.49 0.53
8,534 10,266 9,261 9,499 8,655
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As of December 31, As of June 30,

20010 2001 2002
As Restated  As Restated  As Restaled 2002 2092 2003 2003
(Audited) (Unandited) (Audited)
(Rp. biliion) (USS$ million) (Rp. billion}) {USS million)
Consolidated balance sheet
data:

Assels: .

Current assets ... avn [,193.6  1.576.2 1,807.8 218.2 15587  1.4564 175.8

Non-current assets ........ 2.140.7 27379 39623 478.2 2.896.6  4,668.0 563.4

Total assets .. .oovvev 3.334.3 4,314.2 5,770.1 696.5 44483 0.1244 739.2

Liabilitics:

Current labilities ......... 499.2 632.5 1,200.3 1449 10663 1,408.1 170.0

Long-termdebt .......... 2,234.7 2,221.0 1,772.6 214.0 17847 2,189.4 264.3

Due 1o stockholder of the ‘

subsidiary .. ... ..o — — 177.4 214 — 220.8 26.6

Other non-current

labilities ............. 50.7 — 8.5 1.0 8.4 83 1.0
Minority interest ......... — — 3345 404 0.5 213.2 257
Government project
funds ...... ...l 79.4 46.1 28.5 34 285 36.9 4.5
Equity ......... ... 470.3 1,414.5 2,248.3 2714 1,560.0 2,047.7 2472
Total liabilities and .
equity ... i 3,334.3 4,314.2 5,770.1 696.5 44483  6,1244 @
Year ended December 31, Six months ended June 30,
2000 2001 2002 2002 2002 2003 2003
(Audited) {Unaudited) (Andited)
{Rp. billion unless (Uss {Rp. billion unless (US$
otherwise indicated) million otherwise indicated) million
unless unless
otherwise otherwise
indicated) indicated)

Other financial data: ’

EBITDAY 8645 971.9 1,120.7 135.3 396.0 631.7 76.2

EBITDA/Revenue (%) ... oovvviiannn, 39.6  35.0 35.6 35.6 379 36.5 36.5

EBITDA/Gross profit (%) . .............. 80.7 824 79.8 79.8 85.0 814 8l1.4

EBITDA/Interest™> ... oo nns 5.4x 44x 9.5x 9.5x 10.2x 8.7x 8.7x

Depreciation and amortization™® ... .. ... .. 267.1 2472 3068 - 370 147.3 1316 159

EBITH: 5074 7248 8130 08.2 148.6 500.1 60.4

" EBIT/Revenue (%) . ovvevrinnnenn. .. 274 26.1 258 25.8 285 289 28.9

EBIT/Gross profit (%) ................. 55.8 615 58.0 58.0 64.0 644 64.4

Notes:

(1) EBITDA means earnings before interest, taxes, depreciation, amortization, provision for doubtful accounts. gain or loss on foreign
exchange and net miscellaneous income as calculated under Indonesian GAAP. EBITDA is not a standard measure under Indonesian
GAAP. EBITDA is an indicator of a company’s ability to service and incur debt. EBITDA should not be considered in isolation or
construed as an allemnative 1o cashflows, earnings or any other measure of performance or as an indicator of our operating performance,
liquidity. profitability or cashfiows generated by operating, investing or financing activities. EBITDA faiis to’account for taxes, interest
expense and other non-operating cash expenses. In evaluating EBITDA, we believe that investors should consider, among other things,
the components of EBITDA such as revenues and operating expenses and the amount by which EBITDA exceeds capital expenditures
and other charges. We have included EBITDA because management believes it is a useful supplement 10 cashflow data as a measure of
our performance and our ability to penerate cash from operations to cover debt service and laxes. EBITDA presented herein may not bt
comparable to similarly-titled measures presented by other companies. For a reconciliation of EBITDA as used in this Offering Circular
1o our net income catewlated under Indonesizn GAAP, see “Management’s Discussion and Analysis of Financial Condition and Resuits
of Operations — Non-GAAP Financial Measures™.

(2} EBITDA divided by gross interest expense, including capitalized interest, expressed as a ratio.

(3) Includes provision for doubtful accounts.

(4) EBIT is income from operations.




SUMMARY SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA

The following tables set forth certain summary financial and operating data for us as of the dates and for
each of the periods indicated. The summary financial data as of and for the years ended December 31, 2000,
2001 and 2002 and as of and for the six months ended June 30, 2003 has been derived from our financial
statements prepared in accordance with indonesian GAAP for the three years ended December 31, 2000, 2001
and 2002 and the six months ended June 30, 2003 which are included elsewhere in this Offering Circular. Qur
[financial statements for the years ended December 31, 2000, 2001 and 2002 and the six months ended June 30,
2003 have been audited by Prasetio, Surwoko & Sandjaja, @ member firm of Ernst & Young, independent public
accountants. The financial statements of Transgasindo, the subsidiary, for the six months ended June 30,"2003
were audited by Drs. Hadi Sutanto & Rekan, PricewaterhouseCoopers. The summary financial data as of and for
the six months ended June 30, 2002 has been derived from our unaudited financial siatemenis which are included
elsewhere in this Offering Circular. Such unaudited financial statements have been reviewed by Prasetio,.
Sarwoko & Sandfaja, a member firnt of Ernst & Young and, in our opinion, have been prepared on the same-
basis as the audited consolidated financial statements and reflect all adjustments necessary for such financial
information to be presented on a basis consistent with the financial statements for the six months ended fune 30,
2003. For the year ended December 31, 2002 and the six months ended June 30, 2002 and 2003 our financial
staterments are presenied on a consolidated basis. For the years ended December 31, 2000 and 2001 our
Jinancial statements are presented on a company only basis as our subisidiary, Transgasinde, was only
established on February 1, 2002. Financial data for 2002 and the six months ended June 30, 2003 has been
translated into U.S. dollars for convenience only based on the prevailing exchange rate on June 30, 2003 of
Rp.8,285 = US$1.00. See “Conventions Which Apply To This Offering Circular”.

We have presented our financiel statements included in this Offering Circular for December 31, 2000, 2001
and 2002 and the six months ended June 30, 2002 and 2003 using consistent accounting policies and principles.
All financial information relating 1o us is stated in accordance with Indonesian GAAP. Indonesian GAAP differs
in certain significant respects from U.S. GAAP. See "Principal Differences Between Indonesian GAAP and U.S.
GAAP 7. We have not quantified or identified the impact of the differences between Indonesian GAAP and U.S.
GAAP as they relate to our financial statements. The following information should be read in confunction with,
and is qualified in its entirety by reference to, our financial starements and the notes thereto included e[.seu here
in this Qffering Circular.

Year ended December 31, Six months ended June 30,
2000 2001 2002 ‘
As Restated  As Restated As Restated 2002 2002 2003 2003
(Audited) {(Unaudited) (Audited)
{Rp. billion) (US$ million) (Rp. billion) (US$ million)

Consolidated income

statement data:
Revenues:
Distribution ............. 1.574.3 2,1224 2,585.3 312.0 1,268.7 14649 176.8
Transmission ............ 601.0 650.6 561.6 67.8 303.2 261.5 31.6
Sale of LPG ............. 6.5 7.2 4.9 0.6 2.6 2.3 - 0.3
Total revenues ..........- 2.i81.8 2,780.3 3,151.8 3804 1,5744 1,728.8 208.7
Costof revenues ......... (1,110.7y (1,601.4) (1,747.4) (210.9 (873.1) (9524) (114.9)
Grossprofit ............. 1,071.1 1,178.9 1,404 4 1695 7013 776.4 93.7
Operating expenses™ <...... (473.8) (454.1) (590.4) (71.3) (252.7) (276.3) (33.3)

~ Income from operations . . . . 597.4 7248 813.9 98.2 4486  500.1 60.4

Other charges (income) — .

17 S 568.9 291.1 (876.4) (105.8) (162.8) (81.2) (9.8)
Income before tax

EXPENSE . \vvuennnrnnn- 285 433.7 1,690.3 204.0 611.4 5814 70.2
Tax expense —net ....... 219 121.1 564.9 68.2 182.5 152.9 18.5
Income before minority

interest ........... e 6.6 312.6 1,125.4 135.8 428.9 428.5 51.7
Minority interest ......... — — . 9D (1.2) {0.5) (6.3) (0.8)

Netincome ...... e 66 3126 11157 1347 4284 4222 510




Delivery ... ..o i

Transfer Restrictions . ...............

Timetable . .. ... ... . i

RiskFactors . ..., ..ot

Delivery of the shares to successful applicants will be made against
payment therefor through the depository facilities of the indonesian
Sccurities Depository Company, PT Kustodian Sentral Efek Indonesia
(“KSEI"). See “Indonesian Capital Markets” and “Plan of
Distribution — Registration of the Shares in KSEI”. It is expected

that the shares will be delivered on or about December 15, 2003.

The shares sold in the Global Offering will be subject to certain
transfer restrictions as described in “Transfer Restrictions”.

An indicative timetable in respect of the International Offering and
the Indonesian Offering is set forth under “Plan of Distribution™.

Investment in our shares involves risks which are described under
“Risk Factors”.

See “Description of Our Shares” for more detailed information concerning the terms of our shares.




Listing of our Shares ................

Prior to the Global Offering, there has been no public market for our
shares, Application has been made for the listing and quotation of our
shares on each of the JSX and the SSX. If the relevant listing
approval is granted, trading in our shares on the JSX and the §8X,
respectively, is expected to commence on or about December 15, |

2003 under the symbol PGAS.

_ We have z'l-greed that, for a period of six months following the
‘effective date of the registration statement with BAPEPAM, except

- for the issuance of shares to the Government upon the conversion to

Useof Proceeds .. ..................

Special Share ........... ... ...,

Voting Rights ........ .. ... ... ...

Dividends ............coviviin...

Payment

capital of up to Rp.164.7 billion (US$19.9 million) of Government
project funds in exchange for 329.3 million new shares to be issued to
the Government as described in “Capitalization”, we will not offer,
sell, contract to sell, pledge or otherwise dispose of, directly or
indirectly, any of our shares or any securities convertible into an,
exchangeable or exercisable for (including swap transacticns) or
warrants or other rights to purchase our shares, or publicly disclose
the intention to effect any such transaction, without the prior written
consent of the Joint Lead Managing Underwriters and the Joint Lead
International Selling Agents. The Selling Shareholder has agreed to a
similar restriction for a period of six months following the effective
date of the registration statement with BAPEPAM. In addition to the
consent of the Joint Lead Managing Underwriters and the Joint Lead
International Selling Agents, each of us and the Selling Shareholder
may require the consent of BAPEPAM before the applicable lock-up
can be waived.

We will use the net proceeds of Rp.1,194.5 billion (US$144.2
million) we receive from the offering of new shares by us primarily to
finance a portion of the cost of the development of our gas
transmission projects. We will not receive any part of the proceeds
from the Government’s sale of outstanding shares it owns, :

The Special Share gives the Republic of Indenesia, represented by the
Ministry of State-Owned Enterprises, rights such that its approval is
required in respect of certain decisions including with respect to the
election and removal of Commissioners and Directers and for
amendments to our Articles of Association. Pursuant to our Articles
of Association, the Republic of Indonesia cannot transfer the Special
Share. The Republic of Indonesia’s rights with respect to the Special
Share will not terminate unless our Articles of Association are
amended, which would require the approval of the Republic of
Indonesia as holder of the Special Share.

Owners of the shares offered in this Global Offering will be entitled
to the same voting rights as other holders of cur shares other than the
Special Share.

The declaration, amount and payment of future dividends on our
shares, if any, is discretionary and will be subject to the
recommendation of our Board of Directors and approval of our
shareholders. See “Dividend Policy” and “Description of our Shares
— Dividends”. o

Payment to us and the Selling Shareholder for the shares sold in the
Global Offering is expected to be made on or about December 15,
2003 in immediately available funds.




—

Selling Sharcholder .................

The Global Offering ................

The International Offering ...... S

The Indonesian Offering .............

Over-subscription Option ............

Over-allotment Option ..............

Offering Price .....................

Shares OQutstanding . ................

THE OFFERING

The Government of Indonesia, through the Ministry of Stute-Owned
Enterprises.

The offering of 1,296,296,000 shares of PT Perusahaan Gas Negara
{Persero} Tk (the “Underwritten Shares™) together with any Over-
subscription Option Shares and uny Over-allotment Option Shares (in
each case as defined below). We are offering 820,987,000 newly-
issued shares and the Seiling Sharcholder is offering 475.309.000
currently outstanding shares. The Global Offering consists of the
concurrent International Offering and Indonesian OfTering.

The Underwritten Shares together with any Over-subscription Option
Shares and any Over-allotment Option Shares are being offered by us
and the Selling Shareholder through the Underwriters” arrungements
with the International Selling Agents 10 (i) qualified institutional
buyers in the United States in reliance on Rule 144A under the U.S.
Securities Act, and (ii} certain non-U.S. persons outside Indonesia
and the United States in offshore transactions in reliance on
Regulation S under the U.S. Securities Act.

The Underwritten Shares, together with any Over-subscription Option
Shares and any Over-allotment Option Shares, are being offered in
Indonesia through the Underwriters by way of a public offering in
Indonesia.

The Selling Shareholder has granted to PT ABN AMRO Asia
Securities Indonesia, as agent for and on behalf of the Underwriters
and the International Selling Agents. the Over-subscription Option.
exercisable in whole or in part, at any time and from time to time.
until the final allotment of the Global Offering, expected to be on
Becember 12, 2003, (o acquire up to an additional 194.444.500 shares
(the “Over-subscription Option Shares™) at the offering price. less
applicable underwriting fees and commissions.

The Selling Shareholder has granted 1o PT ABN AMRO Asia
Securities Indonesia, as agent for and on behalf of the Underwriters
and the International Selling Agents. the Over-allotment Option,
exercisable in whole or in part, at any time and from time to time.
until the date 30 days after our shares commence trading on the JSX.
to acquire up to an additional 194,444,500 shares (the “Over-
allotment Option Shares™) at the offering price, less applicuble
underwriting fees and commissions.

Rp.1,500 per share.

As of the daté of this Offering Circular, our authorized share capital is
Rp.7,000.0 billion (USS844.9 million) divided into 14.0 billion
shares, including one share with special rights (the ~Special Share™),
each with a par value of Rp.500. Our issued and paid-up share capital
is Rp.1,750.0 billion (US$211.2 million) consisting of 3.5 billion
fully paid shares including the Special Share. Upon completion of the
Global Offering, our issued and paid-up share capital will be
Rp.2,160.5 billion (US$260.8 million), consisting of 4.3 billion fully
paid shares including the Special Share. Upon the conversion to
capital of Rp.164.7 billion (US$19.9 million) of Government project
funds, as described in “Capitalization”, our issued and paid-up share
capital will be Rp.2,325.1 billion (US$280.6 million).




= Expanding into new distribution markets

We intend to take advantage of the expected growth in the Indonesian gas distribution market by

expanding our distribution network in additional urban/industrial centers. In particular, we planto
expand our distribution business in the next four years to include new markets «;tratenlcally located in
close proximity to our planned new transm:ssnon pchcls & :

S

Share Ownership . ...

. Immediately prior to the Global Offering, 100.0% of our outstanding shares were owned by the Seliing
Shareholder. Immediately following the Global Offering; the Selling Shareholder will own approximately 70.0%
of our outstanding shares (61.0% if both of the Over-subscription Option and Over-allotment Option are
exercised in full and 63.8% if, in addition to the exercise of such options, the conversion of Rp.164.7 billion
(US$19.9 million) of Government project funds to 329.3 million shares, as described in “Capitalization”, is made
in full). The Selling Shareholder will also own a non-transferable Special Share (as defined below) which will
give it approval rights with respect to certain key shareholder decisions. See “RIS]\ Factors — Risks Relating to
our Business — We are subject (o the control of the Government”.




transmission development projects will enable us to establish an integrated transmission network for
Sumatra, which, in addition to providing significant volumes of natural gas from Sumatra to Singapore.
will provide Sumatra natural gas to North Sumatra and West Java. We have begun the development of
Phase [ of the South Sumatra-to-West Java transimission pipeline project, and have licenses for all of our
planned distribution network projects. We have also received approval for Phase 11 of the South
Sumatra-to-West Java transmission pipeline project and a transmission pipeline from Duri 1o Medan and
have applied for approvals to develop a number of other natural gas pipeline projects.

Stable EBITDA under a utility-like structure

Qur revenues and operating expenses from our distribution and transmission businesses benefit from
utility-like commercial structures and are relatively stable, as demonstrated by our EBITDA. In
particular, our gas distribution sales aliow us to “pass through” natural gas purchase prices to end users
in U.S, dollars as our distribution rates include a U.S. dollar component lirked to the gas price. In
addition, we purchase the natural gas we distribute under long-term supply coniracts. with scheduled
off-take volumes and stable gas pricing levels. These volumes are predominantly on-sold to industrial
customers, which accounted for 98.5% of our sales volumes for the six months ended June 30, 2003,
Our transmission revenues are derived from long-term ship-or-pay transportation agreements {rom

which we receive U.S. dollar based transportation fees for contracted capacity volumes.

Experienced inanagement team

Most members of our senior management have over 20 years' experience in the oil and gas industry.
and most members of our Board of Directors have over 10 years’ experience developing and operating
our core gas distribution business. Our management team has successfully developed our existing
distribution business and market base. Despite the Asian econoniic crisis that began in 1997 and
continuing Government fuel oil subsidies, our management has established consistent year-on-year
distribution sales volume growth, from an average sales volume of 153.0 mmscfd for the year ended
December 31, 1998 to 262.2 mmscfd for the six months ended June 30, 2003.

‘Strategy

We intend 1o leverage our compeltitive strengths to achieve our objective of maintaining our position as the
teading provider of natural gas in Indonesia. We aim to achieve our strategic objective by:

Securing adequate natural gas supplies

To increase the utilization of our existing distribution networks and meet increased demand from
existing and new customers (either in new markets or as a result of conversions from other energy
sources in our existing service areas), we intend to secure substantially greater supplies of natural gas,
particularly from strategically located fields in Indonesia. Increased supply procurement should aliow
for increasing gas distribution volames in the future. Additional gas supply procurement will also help
position us against potential competitors in our distribution business, who will have open access righis
to the excess capacity in our distribution system,

Participating in the expansion of Indonesia’s natural gas transmission system

By participating in the development of the planned integrated gas transmission system linking
Indonesia’s major urban centers to new supplies of natural gas, we expect to maintain our position as the
principal provider of natural gas in Indonesia. Our transmission development will involve extending our
transmission pipelines to create a transmission network across Sumatra, linking the island’s natural gas
reserves to'growing markets in Singapore, West Java and North Sumatra. This should provide
significant new supply for our distribution business, especially in West Java and North Sumatra, as wetl
as increased revenues for our transmission business. Longer-term development plans include
transmission networks linking East Kalimantan to Java, and East Java to West Java.

Expanding operations in existing distribution markets

We plan to continue our efforts to grow our customer base in areas where we have existing distribution
networks. In addition, we intend to expand our existing networks in response to the conversion of more
commercial and industrial customers to natural gas, which we expect to contribute substantially to the
demand for natural gas in the future,




June 30, 2003, our transmission business accounted for Rp.261.5 billion (US$31.6 million), or 15.1%, of our
revenues and Rp.261.5 billion (USS31.6 million), or 33.7%, of our gross profit.

- Indonesia’s Law No. 22 of 2001 regarding oil and gas (the “New Qil and Gas Law") came into force in
November 2001. The New Oil and Gas Law creates an over-arching statutory framework setting forth general
principles that are expected to be further developed in a series of Government regulations, presidential decrees
and ministerial decrees, few of which have been"promulgated. The provisions of the New Qil and Gas Law are
broad, and few sources of interpretive guidance are available. Implementing regulations are expected to be issued. --
td e]aboralc the regulatory rulcs En re‘:pccl of (amono other mdtters) upslrcam and downslredm industries
prices for Small customers and the rules govcrnmg the opening up to third pames of our natural gas transmission
and distribution systems. Accordingly, the impact of the New Oil and Gas Law on our existing distribution and
transmission networks, business activities, business opportunities and approvals, along with other key regulatory
issues affecting.us, are not known. The uncertainty surrounding the New Oil and Gas Law has increased the
risks, and may increase the costs, of conducting oil and gas businessps’ in Indonesia.

Competitive Strengths

We believe that our strong competitive position derives from a number of factors, including our dominant
position in a growing natural gas market, an established distribution network with significant capacity for growth
with limited additional investment. a portfolio of development projects providing a foundation for significant
growth, stable EBITDA under a utility-like structure and an experienced management team.

»  Dominant position in a growing natural gas distribution market

We are the dominant provider of gas distribution services in Indonesia’s growing natural gas market. As
a natural monopoly, we estimate that our distribution business had a market share of over 90.0% by
volume of Indonesia’s gas distribution business for the six months ended June 30, 2003. This dominance
means that potential competitors face the following barriers to entry:

»  ourexisting distribution infrastructure, covering major urban centers;

= our existing reiationships with our customers;

« our sales and marketing capability, including knowledge of current and future demand; and
«  our bargaining power and ability to secure favorable terms from suppliers.

Given these barriers to entry, we believe that our dominant position in the Indonesian gas distribution
industry can be sustained notwithstanding the opening of the natural gas market to increased
competition. In addition, we believe that the natural gas market itself is well-placed to grow, taking
advantage of increasingly attractive pricing compared to that of fuel oil as a result of the Government s
progressive reduction of fuel oil subsidies.

»  Established distribution network with significant capacity for growth with limited additional
investment

QOur existing distribution networks have been established in six key urban markets, including the Jakarta
area, with snzeable available system capacuy for sales growth. For the six months ended June 30, 2003,
our distribution nctwarks averaged a capacity utilization of only 31.5%, primarily as a result of
constraints on the available natural gas supply in each local market. As our contracted gas supply
volumes are expanded and additional transmission lines are developed, we believe we will be well
positioned to increase gas distribution sales in key market areas with limited further capital expenditure
and distribution network development.

= Portfolio of development projects, providing a foundation for significant growth

We propose to develop the next generation of key transmission and distribution projects in Indonesia as
part of the Government’s planned integrated transmission and distribution network for natural gas.
These include distribution network projects for six new markets as well as the strategic expansion of our
existing distribution networks, particularly in the Jakarta and Surabaya markets. In addition, our
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SUMMARY

This summary highliglts information contained elsewhere in this Offering Circular. This swir onary is
guealified by, and must be read in conjunction with, the more detailed information and financial s& “ements
appearing elsewhere in this Offering Circular. We wrge you to read this entire Offering Circudar « arefully,
including our consolidated financial statements and related notes and “Risk Faciors™,

Overview

We are Indonesia’s leading natural gas utility, dominating the gas distribution market while . Jso serving as
the leading provider of gas transmission services.

We have distribution networks in Jakarta, Surabaya, Medan, Bogor, Cirebon and Palemban:  *ha
combined 2,547 km of pipelines and a capacity of 831.3 mmscfd as of December 31, 2002. OQur ¢ .hution
business in these six urban markets in the six months ended June 30, 2003 distributed an average © 1622
mmscfd of natural gas, principally 1o industrial customers. Demand for patural gas in Indonesia h.i: cen
increasing, in part as a result of the progressive reduction of fuel oil subsidies which began in 20437 J which
has made natural gas an attractive alternative fuel. In order to meet this demand, we have plans to = sand our
distribution business to include networks in six new markets strategically located in close proxinyii: o, and as
part of the development of, proposed new transmission pipelines, as well as to expand our other exising
networks, particularly Jakarta and Surabaya.

Most of our distribution networks have operated below full capacity in recen: vears due to supply
constraints. Demand generally has exceeded the volume of natural gas which could be transported: 10 our
distribution networks due to the limitations of the existing gas transmission infrastructure in Fndoosia. We
expect that construction of planned new transmission pipelines will assist in reducing existing gas supply
constraints and allow us to increase utilization of our distribution networks, as well as constraining upward
pressure on gas supply prices. See “Business —- Gas Transmission Business — Transmissiom Busiriess
Expansion™.

Qur transmission business has until recently been based on our Grissik-to-Duri transmission gripeline in
Sumatra, operated through PGN's 59.75%-0wned subsidiary Transgasindo, as well as small transmaission
operations in Medan and in Jakarta. Our transmission network transported an average of 315.% mwseld of natural
gas in the six months ended June 30, 2003. On September 0, 2003 we commenced initial commer:cial operations
of a transmission pipeline extending from Grissik in South Sumatra to Singapore. Volume threughjut for this
pipeline is being ramped up in accordance with the relevant gas transportation agreement with an:-2f. Jiate of
ConocoPhillips Inc. (together with its affiliates, “ConocoPhillips™) and an affiliate of PetroChima €% pany
Limited (together with its affiliates, “PetroChina”). We intend to transfer the Grissik-to-Singapeses iasmission
assets to Transgasindo by the end of 2003. The Grissik-to-Duri, Grissik-to-Singapore and Medtza#ransnission
systems consist of 1,079 km of pipelines with a current capacity of 865.0 mmscfd while the Jakm#a trmsmission
system utilizes the existing distribution pipelines.

In addition to our existing transmission network, we have b'eg'un the development of Phasrgs | of the South
Sumatra-to-West Java transmission pipeline and have received approval for Phase 11 of the Sy Sematra-to-
West Java transmission pipeline project and a transmission pipeliné trom Duri to Medan. We ¥ pave slso applied
for approvals to develop other gas transmission pipeline projects which the Indonesian regulakiory authority,
Badan Pengatur Hilir Minyak dan Gas Bumi (“BPHM igas”), may grant to us under special rigths or put out to
public tender as part of the Government’s plan to develop Indonesia’s integrated gas transmissiion and
distribution network. '

For the six months ended June 30, 2003, we had revenues of Rp.1,728.8 billion (US$208; 7 million), gross
profit of Rp.776.4 billion (US$93.7 million) and EBITDA of Rp.631.7 billion (U$576.2 milltyy). For the year
ended December 31, 2002, we had revenues of Rp.3,151.8 billion (US$380.4 million), gross pyofit of Rp.1,404.4
billion (USS$169.5 million) and EBITDA of Rp.1,120.7 billion (US$135.3 million). For the sizx';- moaths ended
June 30, 2003, our distribution business accounted for Rp.1,464.9 billion (US$176.8 million), or 84.7%, of our

revenues and Rp.514.6 billion (US$62.1 million), or 66.3%,of our gross profit. For the six mgnths ended
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Rule 144A and designated by the holder or beneficial owner, upon the request of such holder, beneficial owner or
prospective purchaser, the information required to be provided by Rule 144A(d)(4) under the U.S. Securities Act.
We will furnish annual and interim reports in English and Indonesian to our sharcholders, the JSX and the SSX.
These reports will include a review of our business and operations and in our annual reports, audited financial
statements which will be prepared in accordance with indonesian GAAP. We will also furnish to the JSX all -
notices of shareholders’ meetings in English and Indonesian that we make available 1o our shareholders.

ENE‘ORCEABIL{TY,_OF_CIVIL LIABILITIES

We are a limited liability company incorporated under the laws of Indonesia. All of our Commissioners,
Directors and executive officers reside cutside the United States. All or a substantial portion of our assets and the
assets of such persons are located outside the United States. As a result, it may not be possible for investors to
effect service of process within the United States upon us or such persons or to enforce against us or any of them
in U.S. courts judgments obtained in U.S. courts, including judgments based upon the civil liability provisions of
the securities laws of the United States or any stafe or territory within the United States.

We have been advised by our Indonesian legal counsel, Lubis Ganie Surowidjojo, that judgments of U.S.
courts based upon the civil liability provisions of the federal securities laws of the United States are not
enforceable in Indonesian courts, although such a judgment could be admissible as evidence in a proceeding on
the underlying claim in an Indonesian court. Theére is doubt as to whether Indonesian courts will enter judgments
on original actions brought in Indonesian courts based solely upon the civil liability provisions of the federal
securities laws of the United States. '
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to the votume ol natural gas consumption for which they are billed in a particular period. These changes may be
made if the customer disagrees with the metered volume of gas or with the calorific value used to convert the
volume in cubic meters 1o mimbtu for U.S. dollar billing purposcs.

Sce “Glossary of Terms™ for other defined terms used in this Offering Circutar.

FORWARD-LOOKING STATEMENTS

Certain statements in this Offering Cireular constitute “Torward-looking statements™, including statemenis
regarding our expectations and projections for future operating performance and business prospects. The words
“believe™, “expect”, “anticipate™, “estimate™, “project”, “will”, “aim”, “will likely result”, “will continue”,
“intend”, “plan”, “contemplate”, “seck to”, “future”, “objective™, *goal”, “should”. “will pursue” and similar
expressions or variations of these expressions identify forward-looking statements. In addition, all statements
other than statements of historical facts included in this Offering Circular, including, without limitation, those
regarding our financial position und results, business sirategy, plans and objectives of management for future
operations (including development plans and objectives relating to our services). are forward-looking statements.
Such forward-looking statements-involve known and unknown risks, uncertainties and other factors which may
cause our actual resulis, performance or achievements to be materially different from any future results,
performance or achicvements expressed or implied by forward-looking statements. Such forward-looking
statements are based on numerous assumptions regarding our present and future business strategies and the
environment in which we will operate in the future; Among the important factors that could cause some or all of
those assumplions not to occur or cause our ctual results, perfornunce or achievements to differ materially from

those in the forward-looking statements are:
+ our ability 10 implement our strategy successfully;
*  the condition of and changes in the local, Indonesian, Asian or glabal economies; .
»  future levels of our growth and expansion, including whether we succeed in our business strategy;
+ changes in the value of the Rupiah against the U.S. dollar and other currencies;
= changes in government regulation and licensing oi'our businesses in Indonesia and competition in the
oil and gas industry in Indonesia;
+ our relationship with the Government and our key customers and suppliers:
*  the demand for, prices of and availability of natural gas in ITndonesia:
= cnvironmental regulations;
+ our ability to fund our future capital expenditure needs;
« the performance of third parties under material agreements; and

* ourability to secure sufficient supplies ol natural gas to support expansion of our distribution business.

Additional factors that could cause our actual results, performance or achievements to differ materially
include, but are not limited to, those discussed under “Risk Factors”. These forward-looking statements speak
only as of the date of this Offering Circular. We, the Selling Sharcholder, the International Selling Agents and
the Underwriters each expressly disclaim any obligation or undertaking to release, publicly or otherwise, any
updates or revisions to any forward-looking statement contained herein 1o reflect any change in our expectations
with regard thereto or any change in events, conditions, assumptions or circumstances on which any such
statement is based. ‘

AVAILABLE INFORMATION

For so long as any of our outstanding shares are “restricted securities” within the meaning of Rule 144(a)(3)
under the U.S. Securities Act , we will. during any period in which we are neither subject to Section 13 or 15(d)
of the U.S. Securities Exchange Act of 1934, as amended (the “U.S. Exchange Act™), nor exempt from reporting
pursuant to Rule 12g3-2(b) thereunder, provide to any holder or beneficial owner of such restricted securities or
to any prospective purchaser of restricted securities who is a “qualified institutional buyer” within the meaning of
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CONVENTIONS WHICH APPLY TO THIS OFFERING CIRCULAR

Market data and certain industry forecasts used throughout this Offering Circular have been obtained from
market research, publicly available information and industry publications. Industry publications generally state
that the information that they contain has been obtained from sources believed to be reliable but that the accuracy
and completeness of that information is not guaranteed. Similarly, industry forecasts and market rescarch, while
believed to be reliable, have not been independently verified, and neither we, the Selling Shareholder, the
" International Selling Agents nor the Underwriters make any fépresentation as (o the accuracy of that information. <~

In this Offering Circular, unless otherwise specified or the context otherwise requires, all references 1o
“Indonesia” are references 10 the Republic of Indonésia.” All references to hié “Government” herein“are ™
references 1o the Government of Indonesia. All references to “United States” or “U.S.” herein are to the United
States of America. All references to “United Kingdom™ herein are to the United Kingdom of Great Britain and
Northern Ireland. All references to “Rupiah” and “Rp.” herein are to the lawful currency of Indonesia and all
references to “U.S. dollars™ or “USS” herein are to the lawful currency of the United States.

For convenience, certain Rupialt amounts have been translated into U.S. dollar amounts. Unless otherwise
indicated, translations have been made based on the exchange rate on June 30, 2003 of Rp.8,285 = USS1.00,
being the middle exchange rate announced by Bank Indonesia on that date. Rupiah amounts relating to realized
average prices, costs and tariffs for our distribution and transmission businesses have been translated into U.S.
dollar amounts based on the average month-end exchange rates for the periods concerned, which are the
exchange rates used for the purposes of our financial statements. Such translations should not be consirued as
representations that the Indonesian Rupiah or U.S. dollar amounts referred to could have been, or could be,
converted into Rupiah or U.S. dollars, as the case may be, at that or any other rate or at all. Sce “Exchange Rate
Information™ for further information regarding rates of exchange between Rupiah and U.S. dollars.

In this Offering Circular, unless the context otherwise requires, “we”, “us” and “our” refer to PT Perusahaan
Gas Negara (Persero) Tbk and its subsidiaries taken as a whole. Further, unless we specify otherwise or the
context otherwise requires, all references to our “common shares™ or our “shares” refer 1o common shares of par
value Rp.500 each in the capital of PT Perusahaan Gas Negara (Persero) Tbk. “PGN™ refers to PT Perusahaan
Gas Negara (Persero) Tbk alone.

In this Offering Circular, references to “2000”, “20017 and “2002" refer to our fiscal years ended
December 31, 2000, December 31, 2001 and December 31, 2002, respectively. Prasetio, Sarwoko & Sandjaja, a
member firm of Ernst & Young, have audited and rendered an unqualified audit report with explanatory
paragraphs on the restatements of the previously issued 2002, 2001 and 2000 financial statemnents and the effects
of economic conditions, on our consolidated financial statements for the years ended December 31, 2000, 2001
and 2002 and the six months ended June 30, 2003. '

Unless otherwise stated, all our financial information is stated in accordance with Indonesian GAAP. For
2002 and the six months ended June 30, 2002 and 2003 our financial statements are presented on a consolidated
basis. For 2000 and 2001 our financial statements are presented on a company only basis as our subsidiary, PT
Transportasi Gas Indonesia (“Transgasindo™), was only established on February 1, 2002. Any discrepancies in
the tables included in this Offering Circular between the listed amounts and their totals are due to rounding. In
addition, unless we indicate otherwise, all percentage figures included in this Offering Circular are rounded.

Certain daily average volume figures for our gas distribution and transmission businesses used in this
Offering Circular are given in million standard cubic feet per day (mmscfd). Standard cubic feet is a standardized
" measurement of gas volume adjusted to a defined temperature and pressure to provide a standardized
measurement. For distribution customers, gas used is measured in cubic meters using a gas meter at the customer
receiving point. In order to convert a cubic meter measurement into a standard cubic feet measurement, the
conversion factor must take into account the calorific value of the gas involved, which varies. In this Offering
Circular, the calorific values used for conversion purposes are the annual averages for each distribution network
which are used for billing purposes. The amount of standard cubic feet per day for any period is calculated by
taking the aggregate amount of standard cubic feet for the period and dividing by the actual number of days in
the period. : )

Unless otherwise stated, distribution revenues given throughout this Offering Circular are expressed net of
sales adjustments. Sales adjustments are changes which we agree with customers, after they have been invoiced,

iv



Qur shares have not been and will not be registered under the U.S. Securities Act or any U.S. state securitiss
laws and, unless so registered, may not be offered, sold or delivered within the United States or to. or for the
account or benefit of, U.S. Persons (as defined under Regulation S) except pursuant to an exemption from, or in a
trunsaction not subject to, the registration requirements of the U.S. Securities Act and applicable U.S. state
securities laws. The International Offering is being made in the United States in reliance on an exemption from
registration under the U.S. Securities Act and outside the United States under Regulation S under the U.S.
Securities Act . Each purchaser of the shares hereby in making its purchase will be required to make or will b2
deemed to huve made certain acknowledgements, representations and agreements. For a description of these and
certain further restrictions on offers, sales and transfers of the shares. see “Transfer Restrictions™,

Each purchaser of our shares must comply with all applicable laws and regulations in force in each
jurisdiction in which it purchases, offers or sells such shares or possesses or distributes this Offering Circular and
must obtain any consent, approval or permission required by it for the purchase, offer or sale by it of such shares
under the Jaws and regulations in force in any jurisdictions to which it is subject or in which it makes such
purchases, offers or sales and none of us, the Selling Shareholder, any of the International Selling Agents nor the

Underwriters shall have any responsibility therefor.

In connection with the Global Offering, to the extent permitted by, and in accordance with. applicable laws
and regulations, PT Danareksa Sekuritas, one of the Joint Lead Managing Underwriters, may for a period of 3¢
days following the commencement of trading of our shares on the 1SX and the SSX effect ransactions which
may stabilize or maintain the market price of our shares at levels which might not otherwise prevail in the open
market. These transactions, if commenced, may be discontinued at any time and shall not be effected atter the
date falling 30 days following the commencenent of trading of our shares on the JSX and the SSX.

NOTICE TO NEW HAMPSHIRE RESIDENTS

Neither the fact that a registration statement or an application for a license has been
filed under Chapter 421-B of the New Hampshire Revised Statutes Annotated (“RSA
421-B”) with the State of New Hampshire nor the fact that a security is effectively
registered or a person is licensed in the State of New Hampshire constitutes a finding by
the Secretary of State of New Hampshire that any document filed under RSA 421-B is
true, complete and not misleading. Neither any such fact nor the fact that an exempftion
or exception is available for a security or a transaction means that the Secretary of State
has passed in any way upon the merits or qualifications of, or recommended or given
approval to, any person, security or transaction. It is unlawful to make, or cause to be
made, to any prospective purchaser, customer or client any representation inconsistent
with the provisions of this paragraph.

NOTICE TO CANADIAN RESIDENTS

The distribution of the shares in Canada is being made only on a private placement basis exempt from the
requirement that we and the Selling Shareholder prepare and file a prospectus with the securities authorities in
each province where trades of our shares are made. Any resale of the shares in Canada must be made under
applicable securities laws which will vary depending on the relevant jurisdiction, and which may require resales
to be made under available statutory exemptions or under a discretionary exemption granted by the applicable
Canadian securities regulatory authority. Purchasers are advised to seek legal advice prior to any resale of the
shares.
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The U.S. Securities and Exchange Commission and state securities regulitors have not approved of.
disapproved of or recommended these shares, nor have any of the foregoing authorities passed upon or endorscd
the merits of the offering of our shares or the accuracy or adequacy of this Offering Circular. Any represeniation
to the contrary is a criminal offense in the United States and may be a criminal offence in other jurisdictions. In
addition, the Indonesian Capital Markets Supervisory Agency (Badan Pengawas Pasar Modal or “BAPEPAM™)
does not declare its approval or disapproval of these securities, nor does it declare the accuracy or adequacy of
this Offering Circular. Any statement to the contrary is a violation of Indonesian law. For the purposes of the
Indonesian Offering, the formal offering document is the Indonesian prospectus.

This Offering Circular is strictly confidential and has been prepared by us solely for use in conneclion with
the proposed International Offering. This Offering Circular is personal to each offeree and does not constitute an
offer to any person or to the public generally to purchase, or otherwise acquire, the shares. Distribution of this
Offering Circular to any person other than the offeree and those persons, if any, retained to advise such offeree
with respect thereto is unauthorized and any disciosure of any of its contents, without our prior writlen consent, is
prohibited, Each prospective purchaser, by accepting delivery of this Offering Circular, agrees 10 the foregoing
and to make no photocopies of this Offering Circular and, if the offerce does not purchase shares or the
International Offering is terminated, to return this Offering Circular to one of the International Selling Agents.

In making an investment decision, you must rely on your own examination of us and the terms of the
International Offering, including the merits and risks involved. By receiving this Offering Circular, you
acknowledge that (i) you have been afforded an opportunity to request from us and to review, and have received,
all information that you consider necessary to verify the accuracy of, or to supplement, the information contained
in this Offering Circular, (ii) you have not relied on any of the Underwriters or any of the International Selling
Agents or any person affiliated with any of the Underwriters or any of the Imternational Selling Agents in
connection with your investigation of the accuracy of any information in this Offering Circular or your investiment
decision and (iii) no person has been authorized to give any information or to make any representation concerning
us, the Selling Shareholder or our shares other than as contained in this Offering Circular and, if given or made,
any such other information or representation may not be relied upon as having been authorized by us, the Selling
Shareholder, any of the Underwriters or any of the International Selling Agents.

No representation or warranty, express or implied, is made by any of the International Selling Agents or the
Underwriters as to the accuracy or completeness of the information contained in this Offering Circular. Neither
the delivery of this Offering Circular nor the offer of our shares shall, under any circumstances, constitute a
representation or create any implication that there has been no change in our affairs since the date of this
Offering Circular or that any information contained herein is correct as of any date subsequent to the date hereof.

Neitherwe, the Selling Shareholder, the International Selling Agents, the Underwriters nor any affiliate or
representative of us nor any of them is making any representation Lo any purchaser of shares regarding the
legality of aninvestment by such purchaser under applicable laws. In addition, you should not construe the
contents of itis Offering Circular as legal, business or tax advice. You should be aware that you may be required
to bear the firncial risks of an investment in our shares for an indefinite period of time. You should consult with
your own adsisors as to the legal, tax, business, financial and related aspects of a purchase of shares.

By recefving this Offering Circular, you acknowledge that the financial statements it includes have been
prepared inaxordance with Indonesian generally accepted accounting principles (“Indonesian GAAP™), which
differ in certsm significant respects from United States generally accepted acecounting principles (“U.S. GAAP™),
are subject to fndonesian generally accepted auditing standards, and are not comparable to the financial
statements ofa U.S. company prepared under U.S. GAAP in accordance with U.S. generally accepted auditing
standards. See “Principal Differences Between Indonesian GAAP and U.S. GAAP.

This Offering Circular does not constitute an offer to sell, or an invitation by or on behalf of us, the
International Selling Agents or the Underwriters or any affiliate or representative of any of us or them 1o
purchase any of the shares, and may not be used for the purpose of an offer to, or a solicitation by, anyone, in
each case, inany jurisdiction or in any circumstances in which such offer or solicitation is not authorized or 1s
unlawful. There are restrictions on the distribution of this Offering Circular and the making of solicitations
pursuant thérsto in certain jurisdictions, including, among others, the United States, the United Kingdom, Hong
Kong, Singapore, Japan, Indonesia, Germany, [taly, Australia, France and The Netherlands, further details of
which are setout under “Distribution and Solicitation Restrictions” and “Transfer Restrictions”. Recipients of
this OfferingCircular are required to inform themselves about and observe any applicable restrictions,
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RISK FACTORS

An investment in our shares involves a munber of risks. You shonld carefully consider all the information
contained in this Offering Circular including the risks described below before making an investment decision,
Our business, financial condition and resulis of operations cowld be mareriafly adversely affected by any of these
risks. The market price of our shares could decline due 1o any one of these risks and you may lose all or part of
Nour mveshnent.

Risks Relating to our Business
We are subject to the control of the Governmnent

The Government currently owns all of our issued share capital and, notwithstanding its intention o privatize
us, in part through the sale of a portion of its shares in the Global Offering. it is likely to continue to retain
controd over us. We have historically operated as a Government service provider and. accordingly. the
Government has historically inlluenced, and is fikely to continue to influence, our strategy and operations. The
Government also has the ability to inlluence and control other Government-related entities we deal with, .
including PT Perusahaan Pertambangan Minyak Dan Gas Bumi Negara (Persero) ("Pertamina”), the Indonesian
state oil and gas company, which is both our principal natural gas supplicr and a potential competitor (o us.

In addition, in conumon with its ownership of other privatized companies in Indonesia, the Government is
likely to retain control of us through majority ownership and a Special Share, which gives the Government
approval power with respect Lo mauers such as the election and removal of Commissioners and Directors.
amendments to our Articles of Association, changes in our capital structure and mergers, acquisitions,
consolidation or liquidation. Currently, only one of our five Commissioners is independent. as defined by the

rules of the JSX.

There can be no assurance that the Government will exercise its control and influence to our benefit or the
benefit of our other shareholders. Furthermore, there can be no certainty that the Government will cease (o be one
of our sharcholders or. even if we do cease 1o be Government-owned, that we will be able 1o exercise our
independence effectively in making decisions concerning our business and prospects. If we are required to act in
the Government's interests and those interests differ from our interests, or if the Government favors the interests
of other Government-related entities such as Pertamina over ours, we could suffer a material adverse cffect on
our financial condition. liquidity and results of operations.

We may not be able to secure additional supplies of natural gas to meet expected demand

Our distribution business is dependent on our natural gas suppliers. We have experienced difficulty in our
Jakarta, Medan and Surabaya distribution businesses in obtaining adequate supplies of natural gas 1o meet
demand due 1o lack of availability and/or the volume delivered from our suppliers being less than contracted
volumes. In addition, we understand from our suppliers that a number of the gas fields from which we currently
receive supplies are becoming depleted. In the six months ended June 30, 2003, our distribution network had an
average utilization rate of 31.5% (28.7% for the year ended December 31, 2002). Although we are negotiating
with additional supplicrs and are expanding our transmission network to increase access to new gas fields, there
can be no assurance thai we will be able to put in place the necessary infrastructure and supply contracts to
secure sufficient additional supplies of natural gas to service our existing distribution customers or implement

our growth strategy.

The expansion of our gas transmission and distribution networks will require substantial capital for which
we may be unable to obtain sufficient financing

We have made. and plan to make, substantial capital expenditures for the construction of further
transmission pipelines and new and expanded distribution networks. There can be no assurance that debt or
equity financing or cash generated by operations will be available or sufficient to meet our requirements or, if
debt or equity financing is available, that it will be on terms acceptable to us. As a Government-owned entity, we
have been able in the past to obtain long-term borrowings either from the Government itself or through the
Government and sourced from foreign quasi-governmental institutions (such as the Asian Development Bank
(“ADB™), the Japan Bank for International Cooperation (“*JBIC”) or the European Investment Bank {“EIB™}) on
more favorable terms than would otherwise be available commercially. There can be no assurance that following
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the Global Oftering we will be able to source turther funding from either the Government or such foreign quasi-
governmental institutions on similar terms or at all. If adequate long-term funding is not available on satisfactory
terms or at all, we may have to delay or abandon future capital-intensive projects, a number of which are
fundamental to the future prospects and development of our transmission and distribution businesses. Moreover,
fulure activities and expansion may require us to alter our capital structure. If we are unable o access sufficient
capital for our operations, this could have a material adverse effect on our prospects and growth strategy.

" Future f' nancing may plnce resmctmns on our operanaus

The additional funding we will need to raise in order to make our planned capital cxpend:lunm If mcl by
way of additional debt financing, may place restrictions on us which may. among other things:” =~

+ increase our vulnerability to general adverse economic and industry conditions;
»  limit our ability to pursue our growth plans;

*  require us to dedicate a substantial portion of our cash flow from operations to payments on our debt,
thereby reducing the availability of our cash flow to fund capital expenditure, working capital
requirements and other general corporate purposes; and/or

» limit our flexibility in planning for, or reacting to, changes in our business and our industry, either .
through the imposition of restrictive financial or operational covenants or otherwise.

Our transmission business is dependent on two signiffcant customers

Hisltorically, our most significant customer for transmission services has been ConocoPhillips, a significant
shareholder of Transgasindo. ConocoPhillips uses our Grissik-to-Duri pipeline to wransport its gas to its
" downstream customer, PT Caltex Pacific Indonesia (“Caltex™). For the six months ended June 30, 2003,
ConocoPhillips represented 14.8% of our total revenue (97.9% of our transmission business revenues) and 33.0%
of our gross profit. For 2002, ConocoPhillips represented 17.4% of our otal revenue (97.5% of our transmission
business revenues) and 39.0% of our gross profit. The volume of natural gas we transport for ConocoPhillips is
significantly impacted by the off-take volume demand from its downstream customer, Caltex. The off-take
average daily volume from Caltex has been declining, leading to a decline in utilization of the Grissik-to-Duri
pipeline. The volume transmitted through the Grissik-to-Duri pipeline in 2000, 2001, 2002 and the six months
ended June 30, 2003 was 286.1 mmscfd, 284.0 mmscfd, 259.6 mmscfd and 268.4 mmscfd, respectively. This
represents a utilization of the pipeline’s capacity in the relevant years of 88.0%, 87.4%. 79.9% (based on 2
capacity of 325.0 mmscfd) and 62.4% (based on a capacity of 430.0 mmscfd, following the installation of the
compressor stations), respectively.

Our Grissik-to-Singapore pipeline commenced initial commercial operations on September 10, 2003, We
have a long-term gas transportation agreement relating to the Grissik-to-Singapore pipeline with ConocoPhillips
and PetroChina. Accordingly, we expect that our transmission business will also depend upon revenues received
from ConocoPhillips and PetroChina under the gas transportation agreement relating to the Grissik-to-Singapore
pipeline,

To the extent that volumes transported through either the Grissik-to-Duri or Grissik-to-Singapore pipelines
are above ship-or-pay levels, any decline in that volume may lead to a decline in revenues in respect of our
transmission business. Further, our gas transportation agreements with ConocoPhillips and PetroChina contain
provisions allowing for termination in the event of our default or of a force majeure event. If any of our gas
transportation agreements are terminated ot if either ConocoPhillips or PetroChina defaults under or refuses or is
unable to perform its obligations under one of the gas transportation agreements, our revenues and results of
operations could be materially adversely affected.

We conduct a major part of our current transmission business through a subsidiary, over which we do not
have abselute control

We currently conduct a major part of our transmission business (our Grissik-to-Duri pipeline) through a
59.75%-owned subsidiary of PGN, Transgasindo. In addition, we intend to transfer our Grissik-to-Singapore
transmission assets to Transgasindo by the end of 2003. Although we have control over the management of
Transgasindo through the Strategic Partnership Agreement (“SPA™) we entered into with Transgasindo’s other
major shareholder, Transasia Pipeline Company Pvt. Ltd. (“Transasia™), on November 12, 2002, certain
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imporlani corporale actjons require supermajorily or unanimous hoard er sharcholder approval. Such corporate
actions include amending the articles of association of Transgasindo, undertaking any activities other than thase
related to the Grissik-to-Duri and Grissik-to-Singapore pipelines. winding up the company. merging, increasing
the registered share capital. transferring equity interests and pledging of assets, There is no assurance that we will
not wish for Transgasindo 10 engage in certain of these corporte actions in the future or that, i we do, we will be
able to obtuin the cansent of the other sharcholders to such actions. In addition, there is a possibility that some or
all of the other sharcholders may have cconomic or business interests or goals which are inconsistent with ours,
he unable or unwilling 1o fulfill their obligations under the SPA or other agreements relating lo Transgasindo. or
have financial diffienlties which impact the management or eperations of Transgasindo. Any such events may
have an adverse effect on our business. Tinuncial conditions or results ol operations.

We may face competition from other gas distributors

We currently {ace linle cmuiuciilion from other gas distributors in Indonesia, although Pertamina has
operations in the arcas of transmisston and the sale of natural gas to large customers. Despite requirements 1o
obtain Heenses from refevant anthoritics. barriers to entry in the gas distribution business may be lowered if we
are required under the New O3l and Gas Law o allow third parties to use excess capacity in our network and new
potential competitors (particutarly those with their own sources of natural gas supply) could emerge in the future.
Competition for customers who uare situated close to a transmission line or a gas field is likely to be more intense.
since less infrastruciure is needed to connedt these customers o a supply. There is no assurance that future
competitors will not have a competitive advantage over us as a result of better supplies or services or more
compelilive pricing.

Our distribution network has operated at low levels of utilization

Utilization levels in our distribution network are low. In 2000, 2001 and 2002 and the six months ended
June 30, 2003, wilization of the network was 22.6%. 25.0%, 28.7% and 31.5%, respactively. In addition, we are
adding extra capacity to the network through our distribution network expansion program. which means we will
need to increase throughput just to maintain current utilization levels. If we are unable to source supply for our
new and existing networks or increase throughput 1o existing customers, utilization levels may remain low or
decline further. If we are ynable (o increase our utilization levels, we will be unable to implement our growth
strategy effectively.

Depreciation costs will rise as a result of our network expansion, and if this is not matched by increased
utilization and o Increased revenues, our resulls of operations would be materially adversely affected. In
addition. under the New Oil and Gas Law third party access rights are available only in relation to unutilized
capacity. The lower our utilization the more capacity would potentially be available for competitors to access.

We do not lrave direct contracts with some of our natural gas suppliers

Before the New Oil and Gas Law was enacted. we were unable to contract directly with any upstream
suppliers other than Pertamina. Consequently, alt but one of our gas purchase agreements are with Pertamina.
even though some of them relate to supplies developed by third party PSC contractors. PSC contractors were
formerly required to sell all gas production to Pertamina, who would resell it to us. In Surabaya, the volume of
natural gas supplied by Pertamina has declined because the supply from a gas field operated by an affiliate of BP
p.le. (“BP™) under a PSC has declined. Although BP is contracted to supply natural gas under its contract with
{’érlamina, we are unable 1o enforce this contract directly or require Pertamina to enforce it.

In the future, we may not be able to secure sufficient customers for our natural gas

In recent years the demand for ouf natural gas has been driven to a large degree by the rise in the price of
fuel oil. Fuel oil is our main competitor fuel and its price has historically been set and heavily subsidized by the
Government. Beginning in 2001, the Government began progressively reducing the subsidies for, and
consequently increasing the price of, fuel oil. This has made natural gas more attractively priced by comparison.
However, we have no control over the price of alternative fuel sources and the Government may not continue
with the removal of fuel oil price controls because of public opposition or otherwise. In the absence of a
significant price differential between natural gas and existing fuel sources, new major industrial customers may
be reluctant to incur the capital expenditure required to convert to natural gas. Accordingly. there can be no
assurance that we will be able to secure additional customers to implement our growth strategy.
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[n addition, although our gas purchase agreements generally have a maximum term of between 10 and 25
years, our gas sale agreements with our industrial customers typically have a duration of only two to three vears.
This may make it easier for gas distribution competiiors to conclude contracts with our customers, which could
have a material adverse effect on our business,

v

0ur prowsmn for doub!ful accounts is subject :‘0 eslmmrmns aud asst.rmptmns "

‘We provrde for doubtful accounts based ona penod:c review of the estimated col]ecnbllny of the mdwndual
receivable accounts. A full allowance (100.0% of the outstanding balance) is provided for customer receivables
when the customer’s gas meter is completely removed and a partial allowance (50.0% of the outstanding
balance} is provided for customer receivables when supply to the customer is suspended. As of June 30, 2003, the
total provision for doubtful accounts was Rp.9.0 billion (US$1.1 million) while the amount of receivables that
had been outstanding for more than one year was Rp.9.9 billion (US$1.2 million). Our provision for doubtful
accounts requires management to make estimates and assumptions that affect the amounts reporied in the
financial statements. Actual resulis could differ from those estimates. If our provision for doubtful accounts is
insuffi cient to cover amounts that are not recovered in future, this may adversely affect our financial condition

+and results of operations.

‘Indonesian corporate and other disclosure and accounting standards differ from those in the United States,
countries in the European Union and other jurisdictions

“There may be less publiclv-available information about Indonesian public companies, including us, than is
regularly disclosed by public companies in countries with more mature securities markets. Qur consolidated
financial statements are prepared in accordance with Indonesian GAAP, which differs in significant respects
from U.S. GAAP. As a result. our consolidated financial statements and reported earnings could be significantly
different from those which would be reported under U.S. GAAP. This Offering Circular does not contain a
reconciliation of our consolidated financial statements to U.S. GAAP, and (here is no assurance that such a
reconciliation would not reveal material differences.

We deal with highly flaimmable materials

The natural gas we distribute is highly flammable and explosive. There is a significant risk of either
accidents or leakage causing damage and/or injury. There can be no assurances that accidents will not occur and
any accidents which are significant and for which we are ai fault could have a material adverse effect on us.

We are subject to financial covenants under some of our loans

We are subject to financial covenants in respect of certain of our loans from the Government which were
sourced from ADB and EIB which limit our ability to borrow additional funds and require us to maintain certain
debt service coverage ratios. There can be no assurance that such restrictions will not materially and adversely
affect our ability to finance our future operations or capital needs or successfully operate our business.

Expiry of rights to use land for our transmission pipelines could prevent us from operating the pipelines

Our use of certain land owned by the Government on which the Grissik-to-Duri transmission pipeline is
built is permitted by two Forest Land Borrow and Use Agreements whereby the Government allows us to use its
land without charge: One of these agreements expired on January 17, 2002 and we submitted our request for an
extension to the Department of Forestry, Riau region on June 21, 2002, stating that our continuing use of the land

" is required to allow us to continue to operate the Grissik-to-Duri transmission pipeline. The Department of
Forestry has stated in a letter duted September 27, 2002 that it has no objection to the extension subject to the
Minister of Forestry’s approval. However, there can be no assurance that either of the Forest Land Borrow and
Use Agreements will be renewed either on terms that are favorable to us or at all. Our long-term land certificates
relating to the land on the routes of our transmission pipelines expire after 30 years but may be renewed. To the
extent that a valid arrangement is not in place allowing us the use of any part of the land under any of our
transmission pipelines, the owner of such land would have the ability to prevent us from operating the pipeline.
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Risks Relating to the Indonesian Gas Industry

The interpretation and application of the New Oil and Gas Law is uncertain and may adversely affect our
business

The New Qil and Gas Law came into force in November 2001, See “Regulation of the Indonesian Oil and
Gas Industry — New Oil and Gas Law”™. The New Qil and Gas Law creates an over-arching statutory framework
selting forth general principles that are expected to be further developed in a series ol Government regulations.
presidential decrees and ministerial decrees, few of which have been promulgated. The provisions of the New Oil
and Gas Law are broad, and few sources of interpretive guidance are available. Implementing regulations are
expected to be issued to elaborate the regulatory rules in respect of (among other maiters), upstream and
downstream industries (including matters concerning business licensing), tariff controls on natural gas
transportation and end user sales prices for small customers and the rules governing the apening up to third
parties of our natural gas transmission and distribution systems. Accordingly, the impact of the New Oil and Gas
Law on our existing distribution and transmission networks, business aclivities, business opportunities and
approvals, along with other key regulatory issues affecting us, are not known. The uncertainty surrounding the
New Qil and Gas Law has increased the risks, and may increase the costs, of conducting oil and gas businesses in

Indonesia.

We may not be granted approvals for certain of our planned transmission projects

Under Article 27 of the New Oil and Gas Law, the Ministry of Energy and Mineral Resources is to prepare a
natural gas master plan for development of a national transmissicen and distribution network in Indonesia (the
“Master Plan™). The Master Plan is to focus on the tendering, development and construction of new projects to
build out the national gas transportation network. Once this plan is finalized and approved, tenders will be invited
for the construction of new transmission projects. The Master Plan has not yet been finalized by the Ministry of
Energy and Mineral Resources, nor has a draft been released.

Our planned Kalimantan-to-East Java and East Java-to-West Java transmission projects have not yet
received approval from the Government. The Kalimantan-to-East Java and East Java-to-West Java projecis are
currently undergoing feasibility studies, which include evaluating them against alternatives such as LNG
facilities. If we do not receive approvals for these projects they may be put out to tender under the Master Plan. It
the projects are put out to tender and we do not win any of the tenders, our growth strategy for our transmission
business could be materially and adversely affected.

Tariff regulation may adversely affect our distribution revenues

The New Oil and Gas Law requires the regulation of gas sales prices and distribution transportation tariffs
for household and small-scale commercial customers whose natural gas utilization rate does not deviate
significantly from that of household customers. Although we believe that these customers represented less than
1.5% by volume of the natural gas we distributed in the six months ended June 30, 2003, the exact categorization
of customers by BPHMigas has not yet been settled. There can be no assurance that the definition of small
customers to whom gas price regulation applies will not be wider than we currently envisage, or that it will not
be widened in the future. If more customers are categorized as small customers, and if the regulated price we are
required to charge such custorners is lower than the prices currently charged or is reduced in the future, our
distribution revenues could be materially and adversely affected.

The New Oil and Gas Law also requires the regulation of distribution transportation tariffs for natural gas
supplied to our industrial customers and other customers not classificd as small-scale customers, who, according
to our current understanding of the New Oil and Gas Law’s classification of these customers, accounted for at
least 98.5% of our natural gas supplied by volume for the six months ended June 30. 2003. Although the New Oil
and Gas Law does not allow for regulation of the price of natural gas sold to these customers, the total sales price
currently charged to these customers comprises a component relating to transportation costs which will be
regulated and a component relating to the natural gas purchase price which will not be regulated. If the
transportation component is reduced by BPHMigas, our customers may not agree to a corresponding increase in
the gas price component to maintain the total amount charged, in which case our distribution revenues would be

adversely affected.

Neither the details of the reguiated tariff levels nor the mechanism by which they will be assessed have yet
been set by BPHMigas. ¢
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Tariff regulation may adversely affect our transmission revenues or the rate of return on investinenl in new
transnuission infrastructure

The New OQil and Gas Law requires the regulation of transmission tariffs for all customers. Although the
tariffs charged to existing customers under our existing gas transportation agreements will not be aftected, taritf
'rcgulation will apply 10 all “othiér tranismission pipelinés once built and to the Grissik-to-Duri and Grissik-to-
Singapore pipelines once our existing agreemems expire and in relation to any third party access. In relation to

_our existing plpelmcs if tanff levels are set below those cum:mly prevm]:no our lmnsmm:on revenucs would be
adversely 'lffccled B :

~The transmission tariffs for new projects subject to tender under the Master Plan are likely 1o be set as part
of the bidding process. We may be unsuccessful in our bids for certain pl‘OJCCIS if rival bidders subnm proposals
with a-lower rate of return on investment than is acceptable to us.

Open access rights under the New Oil and Gas Law for both transmission and distribution may be

detrimental to iis

The New Oil-and Gas Law imposes an obligation on gas pipeline companies in Indonesia to open eXCess
capacity on their transmission and distribution networks to third party suppliers against payment of tariffs. We do
not yet have details of what is intended by way of tariffs, or the mechanism by which they will be assessed. There
can be no assurance that BPHMigas or other regulatory or Government bodies will not seek (o open our pipelines
to third parties in such a manner and/or against payment of such tariffs as would be to our detriment.

To the extent that third parties aceess our distribution networks, this will result in competitive pressure on
gas prices, which could reduce the price we are able to charge for our natural gas, adversely affecting our
distribution revenues.

Open access to our transmission business may adversely affect our ability to grow our distribution business

Once tariff levels have been set and open access is effective in our transmission business, pursuant to the
New Oil and Gas Law, we will be required to allow competitors to utilize the spare capacity in our transmission
pipelines. Although we would earn transmission revenues from such access, it may limit our ability to increase
the amount of natural gas supplied to our distribution networks in the event that demand in those networks
increases. This could materially adversely affect our growth strategy in our distribution business.

Our failure to comply with the new regulatory regime would adversely affect us

Under the New Oil and Gas Law, BPHMigas is to'regulate Indonesia’s downstream gas transportation and
trading regime. Any failure on our part to comply with the terms of our transmission and distribution licenses or
approvals could result, under certain circumstances, in the revocation of such licenses or approvals which would
have a material adverse effect on us. Qur business and results of operations will continue to be materially
affected by BPHMigas' regulation of us.

We may not be successful in tendering for new projects

Under the New Oil and Gas Law all new distribution or transmission projects in Indonesia will be subject to
a broader Government approval process and will require the approval of BPHMigas following an open tender
process. There can be no assurance that we will be able to tender for new transmission or distribution projects on
terms comparable to existing arrangements; which are acceptable to us or which result in an adequate rate of
return on investment. '

Pertamina has competitive advantages

While Pertamina is expected to compete on an equal basis with other oil and gas companies under the New
Oil and Gas Law, Pertamina’s size, access to natural gas supply, wide-ranging experience in upstream activities
and close relationship with the Government may provide it with competitive advantages over other oil and gas '
companies operating in Indonesia, including us. Pertamina’s role under the New Oil and Gas Law is not clear,
and there can be no assurance that its role will be consistent with its obligations to us under existing gas purchase
contracts,
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BPHMigas may favor new entrants to the industry over us in new distribution areas in order to promaolte
competition

Given our dominant position in the Indonesian downstream natural gas industry as a result of our past status
as a monopoly provider, there can be no assurance that BPHMigas or other regulatory authorities wili not seek 1o
favor new entrants and penalize us in order to promote competition in the industry. This could adversely affect
our financial condition and results of operations.

Our business operations may be adversely affected by present or future environmental regulations

Our busincess is subject to certain Indonesian laws and regulations relating to the transportation of natural
gas and construction of transmission and distribution pipelines, as well as environmental and safety matters.
Construction of pipelines may be delayed or made more costly by environmental regulations. No assurance can
be given that Indonesian environmental Faws will not result in a curtailment of transmission, distribution or
construction activities or a material increase in the costs of transmission or distribution activities, or otherwise
materially and adversely affect us. In addition, the amendment of existing laws and regulations may impose
additional or more stringent requirements and may materially and adversely affect us. See “Business — Safety
and Environment”.

The volatility in the prices of compeling energy sources and the changing nature of new gas supply market
dynamics could affect demand for natural gas as a fuel source

We currently sell most of cur nateral gas under fixed price contracts and so, in the short-term, revenue from
gas sales is not subject to price volatility. However, the expected iricrease in demand for our natural gas, and
hence the revenues expected 1o be generated by our future operations, will be dependent upon the relative prices
of natural gas and those of competing alternative energy sources. To the extent that the market price of
alternative fuel sources drops to and is sustained at a low level, or the well head price of gas supplies procured
under future contracts materially increases, leading to an increase in our gas sales price, there may be less
demand for our natural gas, which could adversely affect our revenues and cash flows.

Risks Relating to Indonesia

All of our assets and operations are located in Indonesia. We-may be adversely affected by changes in
Government policies, social instability or other political, economic, legal, regulatory or international
developments in or affecting Indonesia which are not within our control, including those set forth below.

Changes in Government policies mmay adversely affect us

We have benefited from policies implemented by the Government 10 encourage fuel-oil substitution, private
enterprise and economic development in Indonesia. We may. be adversely affected by changes in Government
policies including. among other things, changes in commitments to remove fuel oil price controls, tariff control
policies for our natural gas distribution and transmission businesses, foreign exchange restrictions, currency
controls and taxation policy. The planned removal of fuel price subsidies has in the past been delayed due to
political controversy, and the removal of fuel oil price controls may not proceed as quickly as planned in the
future. The impending national elections in 2004 may lead to a delay in the implementation of policies and a
change in government could lead to a change in policies, either of which could materially adversely affect us. See
“— Risks Relating to the Indonesian Gas Industry”. : '

The inability or failure of the Government to implement reforms necessary to receive financial assistance
Jrom the IMF or the World Bank or debt rescheduling from such groups as the Paris Club could cause the
economy and our business to be adversely affected

The Asian economic crisis which began in 1997 had a significant adverse impact on Indonesia, causing,
among other adverse changes, a significant depreciation in the value of the Rupiah and depletion of the country’s
foreign currency reserves. The crisis caused the Government to turn to the International Monetary Fund (the
“IMI™) for financial assistance and in October 1997, the IMF agreed Lo provide relief contingent upon the
implementation of economic reforms, such as the Government undertaking asset sales and abolishing subsidies
for commodities and other consumer products. In addition to the IMF, the World Bank has been an important
source of funding for the Government. Indonesia has received assistance from both the IMF and the World Bank
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since late 1997. However, disbursements from both of these agencies have been delayed or reduced at various
times over the last six years, in Jarge part due to the Government having not complied with the terms upon which
the disbursements of the assistance were predicated. The Government has announced that it will not renew its
program with the IMF when it expires at the end of 2003. Total external indebtedness of the Government as well
as private sector companies in Indonesia amounted fo US$128.8 billion as of December 31, 2002, which was
approximately 74.5% of Indonesia’s gross domestic product (“GDP”) for that year. If the Government is not able
to generate a fiscal budget surplus or secure alternative funding, it may default on its debts, which in tumn is likely
to have a material adverse impact on our business. ' '

The members of the Paris Club and the Consultative Group on Indonesia (“CGI™) are all imporiant sources
of funding for the Government. The Paris Club is an informal voluntary group of 19 creditor countries that seeks
to coordinate solutions for payment difficulties experienced by debtor nations. CGI is a group of 19 donor
countries and 13 international organizations that meet annually to coordinate donor assistance to Indonesia.
Lending from the Paris Club members to the Government accounts for approximately one-third of the
Government’s total debt. Together, CGI members were owed approximately US$45.8 billion by the Government
as of December 31, 2002. In April 2002, the Paris Club decided to reschedule the Government’s approximately
US$5.4 billion of principal and interest that is due to certain creditors between April 2002 and December 2003 by
extending the Government’s payment period..In determining whether to reschedule the debt, the Paris Club took
into consideration the economic reform program carried out by the Government with support from the IMF. The
Government has several times successfully rescheduled its foreign debt. However, the Paris Club publicly stated
that from 2004 it will no longer reschedule debt owed to its members or to other creditors by the Government, as
a result of the Government’s decision to end the IMF program. CGI may also elect not to extend further aid
should the Government depart from the precepts of the IMF.program.

Given the impact of the Asian economic crisis which began in 1997, the inability or failure of the

- Govermnment to implement reforms necessary to receive additional funding or creditor support for debt
rescheduling could cause the Government, among other things, to default on its debts, The Government might
also be unable to fund subsidies for staples such as food which, in turn, could have serious social, economic and
political consequences. In the absence of funding from the IMF or the World Bank or similar agencies or creditor
support for debt rescheduling, the Government may not be able to secure alternative funding and may default on
its debts, resulting in an economic crisis which is likely to in turn have a material adverse impact on our business.
The Government may, in connection with future agreements with the IMF or the World Bank or other lenders,
undertake additional economic or structural initiaiives the effects of which are presently unknown.

Social instability may adversely affect us

We may be adversely affected by social instability or other political or economic developments in or
affecting Indonesia which are not within our control. Indonesia has from time to time experienced incidents of
labor, political and ethnic disturbances as welj as terrorist acts. A number of political and ethnic disturbances
have occurred during recent years in both large urban areas as well as more remote areas demanding regional
autonomy.

Separatist movements and clashes between religious and ethnic groups have also resulted in social and civil
unrest in parts of Indonesia. In the provinces of Aceh and Papua (formerly Irian Jaya), there have been numerous
clashes between supporters of separatist movements and the Indonesian military. In the province of Maluku
(formerly known as the Spice Islands), clashes between religious groups have resulted in thousands of casualties
and displaced persons over the past three years. The Government has attempted to resolve problems in these
troubled regions with limited success. In May 2003, peace talks between Government officials and supporters of
the separatist movement in Aceh collapsed. On May 18, 2003, the Government imposed martial law in Aceh,
since which time clashes and significant military actions by the Government in the region have significantly
intensified.

Social and civii conditions have and could continue to materially adversely affect business investment and
confidence in the Indonesian economy. We cannot be certain that social and civil disturbances will not occur in
the future. If these were to occur, such disturbances could lead to further political and economic instability as
well as loss of confidence in Indonesian investment and so materially and adversely affect our business.
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Political and economic instabifity, including that caused by social and civil unrest, could have adverse
effects on the economy which in turn would affect our business

Indonesia in recent years has experienced political instabilily. As economic conditions in Indonesia
worsened in 1998, many cities, including Jakarta, experienced rioting, unrest and destruction of property. This
instability led to the resignation of President Suharto in May 1998. Promptly thereafter, Vice President
Baharuddin Jusuf Habibie was sworn in as President and called for reforms and parliamentary elections 1o be
held in October 1999. Following the elections, the People’s Consultative Assembly, Majelis Permusyawaratan
Rukyat. or MPR, etected Abdurrahman Wahid as President and Megawati Sukarnoputri as Vice President. In
February 2001, a committee of the Indonesian parliament, the People’s Representative Council, Dewan
Perwakilan Rakyat, or DPR, alleged that President Wahid was involved in instances of corruption. In July 2001,
the MPR voted 1o impeach President Wahid and elecl Megawalti Sukarnoputri in his place. Since taking office in
July 2001, Prestdent Megawati has appointed a new cabinet, announced plans to improve economic conditions
and has generally received positive support both domestically and internationally. However, political instability
in the past has caused confidence in the Indonesian economy to remain low. Any uncertainty or political
instability associated with the upcoming elections in 2004 may impact Indonesia’s economy and our business.
Should there be a resurgence of political instability, there are likely to be adverse effects on the Indonesian
cconomy and our business.

Further, Indonesia has experienced frequent social and civil unrest arising from economic issues which has.
on occasion, escalated into riots and violence. In June 2001, demonstrations and strikes affected at least 19 cilies
after the Government mandated a 30.0% increase in fuel prices. Similar demonstrations occurred in January
2003, when the Government tried to increase fuel prices, as well as electricity and telephone charges. In both
instances, the Government was forced to drop or substantially reduce such proposed increases.

Terrorist activities in Indonesia could destabilize Indonesia, which could adversely affect our business

A massive bombing campaign struck religious buildings throughout Indonesia in 2000 and bombings have
also occurred in the last three years at government buildings, foreign diplomatic facilities, shopping malls and
business and financial centers, including the Jakarta Stock Exchange building and the Police Headquarters in
Jakariz and Jakarta’s Sockarno-Hatta International Airport. '

On October 12, 2002, over 200 people were killed in a bombing at a tourist area in Bali, a region of
Indonesia previously considered safe from the unrest affecting other parts of the country. Indonesian and U.S.
government officials have indicated that this bombing may be linked to the international terrorist organization,
al-Qaeda. On August 5, 2003, a bombing also occurred in the Marriott Hotel in Jakarta. killing at least 2 people
and injuring up to 150 people. Indonesian and U.S. government officials have indicated that these bombings may
be linked 1o the international terrorist organization, al-Qacda.

There can be no assurance that further terrorist acts will not oceur in the future. Such terrorist acts may, for
example, be directed at foreigners in Indonesia or in relation to national elections scheduled for 2004. Following
the commencement of hostilitics in Iraq, a number of governments have issued warnings to their citizens in
relation to a perceived increase in the possibility of terrorist activities in Indonesia, targeting foreign, particularly
U.S., interests. Such.terrorist acts could destabilize Indonesia and increase internal divisions within the
Government as it considers responses to such instability and unrest. Violent acts, arising from and leading to
insmbility and unrest have in the past had, and could continue to have, a material adverse effect on investment
and confidence in, and the performance of, the Indonesian economy, and in turn our business. In addition,
although such acts have not in the past targeted our assets or those of our suppliers, there can be no assurance that
they will not do so in the future. Any terrorist attack including damage to our infrastructure or that of our
suppliers would cause interruption to our business and materially and adversely effect our financial condition and
results of operations. We may not be covered under our current insurance policies for terrorist attacks. |

Labor activism and unrest could affect our customers, and Indonesian companies in general, which in turn
could adversely affect our business -

Laws permitting the formation of labor unions, combined with weak economic cenditions, have resulted,
and may continue to result, in labor unrest and activism in Indonesia. In 2000, the Government enacted new labor
regulations on the termination of employees. The new regulations increased the amount of severance, service and
compensation payments payable to terminated employees. , s
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On February 25, 2003 the Parliament of the Republic of Indonesia passed a new labor law (the “Labor
Law™). The Labor Law took effect on March 25, 2003 and requires further implementing regulations which may
substantively affect fabor relations in Indonesia. The Labor Law requires bipartite forums with participation from
employers and employees and the participation of more than 50.0% of the employees of a company in order fora
collective bargaining agreement to be negotiated and creates procedures more permissive to the staﬂing of strikes.

Thcse labor laws may make u more dxfﬁcult for busmesses mcludmo us to downsme or have ﬂexxb]c labor )
pohcles e ) :

Our busmess cou!d be adversely a_[fec{ed by a slowdowu in ecanomw growtk, or negarzve growth, in
Indonesia

Our performance and the successful fulfillment of our strategy are necessarily dependent on the health of the
overall Indonesian economy and its impact on the demand for energy generally and, in particular, for natural gas.
The Asian economic crisis which began in 1997 resulted in real GDP declining in 1998 by 13.8% with 0.2%,
4.8%, 3.3% and 3.7% growth in 1999, 2000, 2001 and 2002, resp'ectively. The Government estimates that the
GDP growth for the first six months of 2003 was at an annual rate of 3.6%. Indonesia’s economy remains
significantly affected by the Asian economic crisis and substantially reliant on the support of the IMF, the World
Bank and other international agencies to prevent sovereign debt defaults.

‘The economic difficulties faced by Indonesia during the Asian economic crisis resulted in, among other
things, significant volatility in interest rates and the value of the Rupiah. See “— Future changes in the value of
the Rupiah against the U.S. doliar or other currencies could adversely affect our business”. The volatility had a
material adverse impact on the ability of many Indonesian companies to meet their debt servicing obligations. In
particular, depreciation of the Rupiah made it difficuit for many Indonesian companies with Rupiah revenue
- streams and significant U.S. dollar or other foreign currency-denominated loans or costs to meet their
obligations. High interest rates since 1997 have made it difficult for Indonesian companies to raise needed
funding and to maintain payments on debt. The interest rate on one month Bank Indonesia Certificates (SBI)
ranged from 10.5% in June 1997 to a peak of 70.8% in July 1998. The one month SBI interest rate was 12.9% on
December 30, 2002 and 8.3% on December 3, 2003.

Indonesia continues to have a significant budget deficit, limited foreign currency reserves, a volatile Rupiah
and a weak banking sector. High inflation continues to hinder economic recovery. During 2002, the inflation rate
was 10.0%. Any continuation or worsening of economic conditions, including significant depreciation of the
Rupiah or increase in interest rates. could materially and adversely affect our financial condition and results of
operations, including our ability to grow and our ability to implement our business strategy and service our U.S.
dollar debt. '

Future changes in the value of the Rupiah against the U.S. dollar or other currencies could adversely affect
our business

The Government’s exchange rate policies and any future changes in the value of the Rupiah against the U.S.
dollar and other currencies could adversely affect the financial condition of certain of our major customers, and
hence our financial condition. Since July 1997, the Rupiah has been subject to significant depreciation and
volatility against the U.S. dollar and other currencies. The value of the Rupiah relative to the U.S. dollar declined
from a high of Rp.2,360 = US$1.00 as of January 2, 1997 to a low of Rp.16,950 = US$1.00 as of June 17, 1998.
As of December 4, 2003, the exchange rate was Rp.8,488 = US$1.00. Thege can be no assurance that the Rupiah
will not be subject to depreciation and continued volatility, that the current exchange rate policy will remain the
same, or that the Government will, or will be able to, act when necessary to stabilize, maintain or increase the
value of the Rupiah, and will not act to devalue the Rupiah, or that any such action, if taken, will be successful.

We are exposed to the following exchange rate risks, among others:

+  Qur long-term debt, including US$150.0 million of guaranteed notes issued on September 10, 2003 and
most of the currently outstanding loans from the Government sourced from foreign quasi-government
institetions, is denominated in U.S. dollars. The cash generated from distribution operations from which
these loans mainly will be serviced are denominated partly in Rupiah.

« Qur capitai expenditure has historically been, and is expected to continue to be, denominated primarily
in U.S. dollars. Although future capital expenditure is expected to be primarily financed by U.S. dollar
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long-term debt, we also expect to fund capital expenditure partly from cash generated {rom operations
and from the net proceeds we receive from the Global Offering. Cash generated from operations is
partly denominated in Rupialt, and the net proceeds of the Global Offering will be wholly denominated
in Rupiah.

»  Our loan from JBIC of Yen 49.1 billion, which has been provided to assist in the development of the
South Sumatra-to-West Java gas transmission pipeline, has yet to be drawn down, but will expose us to
additional foreign exchange risk once we have drawn upon it.

We do not hedge our exchange rate risks. Accordingly, changes in the current exchange rate and Indonestan
exchange rate policies may adversely affect our revenues and may further result in significantly higher domestic
interest rates, liquidity shortages, capital or exchange controls and the withholding of additional financial
assistance by multilateral institutions. This could result in a reduction of economic activity and economic
recession. The foregoing consequences, if they occur, would have a material adverse effect on our financial
condition and resulis of operations. In addition, continued volatility or significant depreciation of the Rupiah
against the U.S. dollar or other currencies could cause investors (o lose confidence in us.

We may be affecied by uncertainty in the balance of power between local governments and the central
governpment in Indonesia

Indonesian Law No. 25 of 1999 on fiscal decentralization and Law No. 22 of 1999 on regional autonomy
were passed by the Indonesian parfiament in 1999 and further implemented by Government Regulation No. 25 of
2000. Currently, there is uncertainty in respect of the balance between the local and the central governments and
the procedures for obtaining land use rights, renewing licenses and approvals and monitoring compliance with
environmental regulations and, in addition, some local authorities have sought to levy additional taxes or obtain
other contributions. Our planned distribution operations in Jambi will be conducted through a joint venture in
which the local government will own a share and in the future other local governments may require similar
arrangements to be put in place. There can be no assurance that a balance between local governments and the
central government will be effectively established or that our financial position or operations will not be
adversely affected by dual compliance obligations and further uncertainty as to legal authority to levy taxes or
promulgate other regulations affecting our business.

Downgrades of credit ratings of the Government and Indonesian companies could adversely affect our
business

Beginning in 1997, certain international credit rating agencies, including Moody's Investors Service, Inc.
(“Moody’s”}, Standard & Poor’s (“S&P") and Filch Ratings (“Fitch™), downgraded Indonesia’s sovereign rating
and the credit ratings of various credit instruments of the Government and a large number of Indonesian banks
and other companies. Currently, Indonesia’s sovereign foreign currency long-term debt is rated “"B2” by
Moody’s, “B” by S&P and “B" by Fitch, and its foreign currency short-term debt was rated “NP” by Moody’s.
“B” by S&P and “B” by Fitch. These ratings reflect an assessment of the Government’s overall financial capacity
to pay its obligations, and its ability or willingness to meet its financial commitments as they become due. No -
assurance can be given that Moody's, S&P, Fitch or any other international credit rating agency will not further
downgrade the credit ratings of Indonesia or Indonesian companies, including us. Any such downgrade could
have an adverse impact on liquidity in the Indonesian financial markets, the ability of the Government and
Indonesian companies, including us, to raise additional financing and the interest rates and other commercial
terms at which such additional firancing is available. Interest rates on floating rate Rupiah-denominated debt-
would also likely increase.

Risks Relating to Ownership of Our Shares

We have recently issued shares to the Government at a price below the offering price per share in the
Global Offering and will issue additional shares to the Government on the same basis.after the Global
Offering. As a result, you may suffer dilution in your shareholding

The Government has in the past funded certain of our expansion projects for our distribution networks, in
particular for the purpose of connecting household customers. We have from time to time converted these
Government funds to shareholder capital and issued additional shares to the Government in exchange. *
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At an extraordinary shareholder meeting on November 3, 2003 (the “EGM™), our shareholder authorized the
issuance of an additional 3.1 billion of our shares to the Government at the rate of Rp.500 per share to reflect the
conversion to subscribed and fully paid capital of (a) Rp.57.5 billion (US$6.9 million) of Government funds
provided in connection with distribution network expansion from other paid-in capital, (b) Rp.235.8 billion
(US$113.0 million) of retained eamings and (¢} Rp.556.7 billion (US$67.2 million) arising from the revaluation
of property, plant and equipment. The rate of Rp.500 per share used to convert these amounts to capital is

signifi camiy less than the offering price of Rp 1 500 per share in the Global Offenng ’

In addition; the EGM authorized the future issuance of an additional 329.3 million of our shares to the -
Govemment at the same rate of Rp.500 per share to reflect the conversion to capital of an additional Rp.164.7
billion (US$19.9 million) of Government funds | prov:ded in connection with distribution network expansion. These
funds will be converted and the shares will be issued following the Global Offering upon receipt of required
Government approvals. If the additional shares to be isstied upon this future conversion were to be issued
immediately following the Global Offering, there would be an-immediate dilution of the shareholdings of our public
shareholders of 7.1%. See “Capitalization”. )

Conditions in the Indonesian securities market may affect the price or liguidity of our shares; the absence
of a prior market in our shares may contribute to a lack of liquidity

We have nmde application to list our shares on the JSX and the SSX. There is currently no market for our
shares. There can be no assurance that a market will develop for our shares. The Indonesian capital markets are
less liquid and more volatile, and have different reporting standards, than markets in the United States and many
other countries.

The ability to sell shares and settle trades on the JSX and the SSX may be subject to delays. In light of the
* foregoing, there can be no assurance that a holder of our shares will be able to dispose of its shares at prices, in
amounts or at times at which such holder would be able to do so in more liquid markets or at all.

Even if our listing applications are approved, our shares will not be listed on the JSX and the SSX for
approximately three days after the end of the allocation period for the Global Offering. During such period,
investors will be exposed to movements in the price of our shares without the ability to dispose of the purchased
shares through the JSX or the SSX. See “Indonesian Capital Markets — Developments — Scripless Trading™ and
“Description of our Shares”.

The price of our shares may fluctuate widely

The price of our shares after the Global Offering may fluctuate widely, depending on many factors,
including:

« differences between our actual financial and operating results and those expected by investors and
analysts including the forecast contained herein;

« changes in analysts’ recommendations or perceptions of us or Indonesia;
= changes in general economic or market conditions in Indonesia;

= changes in prices of equity securities of foreign (particularly Asian) and emerging markets companies;
and -

*  broad stock market price fluctuations.

The price of our shares is denominated in Rupiah. Fluctuations in the exchange rate between the Rupiah and
other foreign currencies will affect the amounts of any dividends, and the value of an investment in our shares,
for investors who purchase or record investments in our shares in currencies other than the Rupiah, as well as the
book value of foreign currency assets and liabilities, and income and expenses and cashflows in our financial
statements.
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The application of BAPEPAM conflict of interest rules may cause us to forego transactions that are in our
hest interests

In order to protect the rights of minority shareholders, the ruies of BAPEPAM afford independent
shareholders of Indonesian public companies the opportunity to vote (o approve or disapprove any transactions,
whether or not material, which entail a “conflict of interest” under the BAPEPAM rules unless the conflict
existed before a company became listed on the JSX or the SSX and was fully disclosed in the relevant Indonesian
share offering documents. Transactions between us and other Government-owned or controlled enterprises could
constitute conflict of interest transactions under the BAPEPAM rule. As a result, the approval of holders of a
majority-of shares not owned directly or indirectly by the Government (“disinterested shareholders™) would have
to be obtained if a conflict of interest were to exist, BAPEPAM has the power to enforce this rule and our
sharcholders may also be entitled to seek enforcement or bring enforcement action based on this BAPEPAM rule.

Given that our main supplier of natural gas and many of our customers are Government-related entities, the
requirement to obtain independent shareholder approval could be burdensome 1o us in terms of time and expense
and could cause us to forego entering into certain transactions which we might otherwise consider to be in our
best interests. Moreover, there can be no assurance that approval of disinterested shareholders would be obtained

if sought.

Future sales of our shares could adversely affect the market price of our shares

Sales in the future of substantial amounts of our shares in the public market, or the perception that such sales
may occur, could adversely affect the prevailing market price of our shares or our ability to raise capital through
a public offering of additional equity or equity-linked securities. Immediately following the Global Offering,
70.0% of our outstanding shares (61.0% if the Over-subscription Option and Over-allotment Option are exercised
in full and 63.8% if, in addition to the exercise of such options, the conversion to capital of Rp.164.7 billion
(USS$19.9 million) of Government project funds in exchange for 329.3 million new shares issued to the
Government, as described in “Capitalization™, is made in full) are expected to be held directly by the
Government. through the Ministry of State-Owned Enterprises. The Government has announced generally that it
intends to privatize stale-owned enterprises which may lead to the Government selling more of our shares in the
future as part of its privatization plans. We and the Government have each agreed to certain restrictions on our
respective abilities to transfer or otherwise dispose of our shares for limited perieds following closing of the
Global Offering. Nevertheless, future sales of large blocks of shares, or the perception that such sales could
occur. could cause the price of our shares to decrease and make it more difficult for us to raise capital. See “Plan

of Distribution™.

Your right to participate in our rights offerings could be limited, which would cause dilution to your
holdings

To the extent that we offer our shareholders rights to purchase or subscribe for shares or otherwise distribute
shares 10 our shareholders, U.S. holders may be unable to exercise such rights for our shares unless a registration
statement under the U.S. Securities Act is effective with respect to the new shares or an exemption from
registration under the U.S. Securities Act is available.

Whenever we make a rights or similar offering of our shares, we will evaluate the costs and potential
liabilities associated with, and our ability to comply with U.S. regulations, for any such registration statement and
any other factors we consider appropriate. However, we may choose not to file any such registration statement, If
we do not file a registration statement and no exemption from registration under the U.S. Securities Act is
available, then U.S. holders of our shares would be unable to participate in rights or similar offerings and would
suffer dilution of their shareholdings. Also, there may be similar restrictions in other jurisdictions that affect our
" ability to offer rights and make other share offerings in these jurisdictions. Consequently, we cannot assure you

that you will be able to maintain your proportional equity interests in us. Because rights issues in Indonesia
- generally enable participants to purchase shares at a significant discount to the recent trading price, your inability
1o participate could cause you matedal economic harm.

You may not be able to enforce a judgment of a foreign court against us

We are a limited Hability company incorporated under the laws of Indonesia. All of our Commissioners,
Directors and executive officers reside in Indonesia. A substantial portion of our assets and the assets of such
persons are located in Indonesia. As a result, it may not be possible for investors to effect service of process
within the United States upon us or such persons or to enforce against us or such persons in the United States
judgments obtained in U.S. courts, including judgments predicated upon the civil liability provisions of the
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securities laws of the United States or any state or territory within the United States. Judgments of U.S. courts,
including judgments predicated upen the civil liability provisions of the federal securities laws of the United
States, are not enforceable in Indonesian courts, and there is doubt as to whether Indonesian courts will enter
judgments in original actions brought in Indonesian courts predicated solely upon the civil lability provision‘; of
the federal securities laws of the United States. As a result, holders of our shares may be requ:red Lo pursue *
claims against us in Indonesia under Indenesian law.

The ¢laims and remedies avatlable under Indonesian law may not be as extensive as those available in other
jurisdictions. No assurance can be given that the Indonesian courts will protect the interests of investors in the
same manner or to the same extent’as would U.S. courts. - - -~ :

Indonesia’s legal system is a civil law system based on written statutes, and decided legal cases do not
constitute binding precedent. The administration of laws and regulations by courts and Government agencies may
be subject to considerable discretion. In addition, because relatively few disputes relating to commercial matters
and modern financial transactions and instruments are brought before Indonesia’s courts, such courts do not
necessarily have the experience of courts in other countries. There is no certainty as to how long it willl'{ake for
preceedings in Indonesian courts to be concluded, and the outcome of proceedings in Indonesian courts may be
more uncertain than that of similar proceedings in other jurisdictions. Accordingly, it may not be po<;51ble for
investors to obtain swift and equitable enforcement of their legal rights. .

In addition, purchasers of our shares may have more difficulty in protecting their interests auamst actions by
our Commissioners, Directors or principal shareholders than they might have as investors in shares in a
corporation established under the laws of other jurisdictions.

You may be subject to limitations on minority shareholders rights

The obligations under Indonesian law of majority shareholders, Commissioners and Directors with respect
to minority shareholders may be more limited than those in certain other countries such as the United States or
the United Kingdom. Consequently, minority shareholders may not be able to protect their interests under current
Indonesian law to the same extent as in certain other countries. Your rights as a shareholder may also be
adversely affected by the Government’s ownership of the Special Share. See “— Risks Relating to our Business
— We are subject to the control of the Government”. Principles of corporate law relating to such matters as the
validity of corporate procedures, the fiduciary duties of our management, Directors, Commissioners and -
controlling shareholders, and the rights of our minority shareholders are governed by Indonesian law and our
Articles of Association. Such principles of law differ from those that would apply if we were incorporated in a
jurisdiction in the United States or in other jurisdictions. In particular, concepts relating to the fiduciary duties of
management are undested in Indonesian courts. Derivative actions have almost never been brought on behaif of
companies or been tested in Indonesian courts, and minority shareholders’ rights have only been defined since
1995 and are unproven in practice. Accordingly, there can be no assurance that legal rights or remedies of
minority shareholders will be the same, or as extensive, as those available in other jurisdictions or sufficient to
protect the interests of minority shareholders.
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DIVIDEND POLICY

Under Indonesian law the payment of dividends is required t6 be approved by the shareholders at the
Annual General Meeting of Shareholders upon the recommendation of the Board of Directors. Our Articles 6f
Association provide that if we make a net profit in any financial year, we may distribute dividends to our
shareholders, based on a recommendation from our Board of Directors, upon obtaining the necessary approval
from our shareholders. The decision to pay dividends is otherwise subject to our earnings, financial and liquidity
condition, compliance with prevailing laws and regulations and any other factors considered relevant by our
Board of Directors. To the extent a decision is made to pay dividends, dividends will be paid in Rupiah. Holders
of shares on the applicabie record dates will be entitled to the full amount of dividends approved, subject to any
Indonesian withholding tax imposed, if any. The Board of Directors may change its dividend policy at any time,
subject to approval of such change by a General Meeting of Shareholders. See “Description of Our Shares —
Dividends”.

Since 1999, we have made four cash dividend payments to our shareholder. These consisted of the
following:

*  We made paymenis of an aggregate amount of Rp.200.1 billion on July 5, 2000 and September 5, 2000
based on our profits in 1999,

= We made payments of an aggregate amount of Rp.97.4 biltion on July 27, 2001 and December 13, 2001
based on our 2000 profits.

*  We made a payment of Rp.158.6 billion (US$19.1 million) on November 22, 2002, based on our 2001
profits.

*  For 2002, we declared a dividend of Rp.414.6 billion (U$$50.0 million) on June 20, 2003: This dividend
was paid in monthly installments from September 2003 to November 2003.

We intend to pay a final dividend in 2004 with respect to the year ending December 31, 2003. Holders of
the shares on the record date, including shares issued in the Global Offering, will not be subject to any
adjustments based on the amount of time shares are held by such holders.

1t is the current intention of the management, subject to our financial performance and financial position, to
pay dividends equal to a maximum of 50.0% of net income for each year, There can be no assurance our results
of operations, financial condition or other factors affecting us will permit us to pay dividends at this rate or at all.

In accordance with Government policies for state-owned companies, we contribute 3.0% of our net income
each year to fund the development of small business enterprises and cooperatives selected by us or determined by
the Government. We have appropriated Rp.11.1 billion (US$1.3 million) in 2003 from 2002 net income before
restatement, Rp.4.8 billion in 2002 from 2001 net income before restatement, Rp.1.5 billion in 2001 from 2000
net income before restatement and Rp.12.0 billion in 2000 from 1999 net income for this purpose. The payments
are treated as dividends paid to the Government, as our shareholder.

Dividends received by a Non-Indonesian Holder of shares will be subject to Indonesian withholding tax. For
the definition of Non-Indonesian Holder and further information relating to Indonesian taxation, see
“Taxation - Indonesian Taxation”.
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USE OF PROCEEDS

The net proceeds from the Global Offering are expected to amount to approximately Rp.1,886.1 billion
(US$227.7 million) after deduction of fees and commissions but prior to deduction of other expenses incurred in
connection with the Global Offering. Net proceeds from the offering of outstanding shares owned by the .. ..
Government, amounting to Rp.691.6 billion (US$83.5 million) prior to the exercise of the Over-subscription
Option and the Over-allotment Option {Rp.1,257.4 billion (US$151.8 million) if the Over-subscription Option -
and Over-allotment Option are exercised in full), will accrue to the Government.: We will receive the balance of
the net proceeds of Rp.1,194.5 billion (US$144.2 million) from the offering of new shares by us, which we
intend to use primarily to finance 2 portion of the cost ¢f the development of our gas transmission projects,
including Phase II of the South Sumatra-to-West Java gas transmission project; =~ - -
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EXCHANGE RATE INFORMATION

Prior to August 14, 1997, Bank Indonesia maintained the value of the Rupiah based on a basket of
currencies of Indonesia’s main trading partners. In July 1997 the exchange rate band was widened, and on
August 14, 1997, Bank Indonesia announced it would no longer intervene to maintain the exchange rate at any
pre-determined level.

The following table shows the exchange rate of Rupiah for U.S. dollars based on the middle exchange rates
at the end of each month for the periods indicated. The Rupiah middle exchange rate is catculated based on Bank
Indonesia buying and selling rates. No representation is made that the Rupiah or U.S. dollar amounts referred to
herein could have been or could be converted into U.S. dollars or Rupiah, as the case may be, at any particular
rate or at all.

Atpericdend  Average™  High  Low®
(Rp. per US$1.00)

Year
8L T 4,650 2,952 4,650 2,396
1008 . e e 8,025 9875 14,900 7,300
2 1 O T 7,100 7,809 8,950 6,726
210103 A U PO 9,595 8,534 9,595 7,425
200 et e 10,400 10,266 11,675 8,865
2002 e a e 8,940 9,261 10,320 8,730
FIrSt QUATTEE . . Lot vttt v vi e e r e e aae e 9,655 10,055 10,320 9,655
Second quarter ................ e e 8,730 8944 9316 8,730
Third QUArTET ... v .ot e 9,015 8,997 9,108 8,867
FOUrth QUATIET .+ ot vee e vvane e manieane et cnn s 8,940 6,050 9,233 8,940
2003
JANUATY o 8,876 8,897 8968 8,836
FebIUARY ..ottt e 8,905 8,895 8,970 8,863
MAFCH Lt e e 8,908 8,930 9,120 8,863
April ... e 8,675 8,811 8,906 8,665
May o e e 8,279 8,434 8,675 8,165
June ... e et 8,285 8,229 8,337 8,170
JUIY e 8,505 8,336 8665 8,166
AUGUSE . ..ttt e 8,335 8,503 8,618 8,380
SEPIEMIDEL « o v\ttt i 8.389 8462 8,503 8,389
L0 e ¢ = AU UG P 8,495 8,441 8,583 8,365
November .........ovovenaan., e 8,537 8,496 8,537 8474
December ™ L e 8,488 8,494 8,509 8,488
Notes: .

{1} The average of the middle exchange rate announced by Bank Indonesia en the last day of each month during the period indicated.

{2) The high and low amounts are determined based upon the month-end middle exchange rate announced by Bank Indonesia during the
period indicated. The figures for January — October 2003 are determined based on the daily middle exchange rate.

(3} Up 1o December 4, 2003, based on the daily middle exchange rate.

Source: Statistik Ekonomi dan Keuangan Indonesia (Indonesian Financial Statistics) published monthly by Bank
Indonesia and available on the website of Bank Indonesia (www.bi.go.id).
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CAPITALIZATION

The table below sets forth our capitalization and indebtedness as of June 30, 2003 and (i) as adjusted to
reflect (a) the issuance of US$150 million of our guaranteed notes on September 10, 2003 (as described in

footnote (1} to the table below) and (b) the issuance of 3.1 billion additional shares to the Government which was .

approved at the EGM (as described in footnote (1) to the table below) and (ii) as further adjusted to reflect the
issuc of new shares in connection with the Global Offering. This tablé has been extracted from, and should be_ -

- read in conjunction with, the financial statements and related notes appearing elsewhere in this Offering Circular,
There has been no material change to our total capitalization since June.30,-2003 other than as set forth below.

As of June 30, 2003 B

Actual As adjuosted® As further adjusted'®

- (Rp. billion) (US$ million) (Rp. billion)  (US$ million) (Rp. billion)  (USS$ million)
Short-term debt:

Current maturities of long-term
foans ...........llll. 2299 - 217 229.9 27.7 2299 27.7

Total shori-termdebt .......... 229.9 277 220.9 277 229.9 27.7

Long-term debt:
Long-term loans — net of current

maturities .. .. ..., .. ...... 2,189.4 264.3 2,189.4 264.3 2,189.4 264.3
Guaranteednotes ............, — — 1,242.8 150.0 1,242.8 150.0
Due to stockholder of the

subsidiary ................ 220.8 26.6 220.8 26.6 220.8 26.6
Total long-term debt®¥% || . 2,410.2 290.9 3,652.9 440.9 3,652.9 440.9
Government project funds® . 36.9 4.5 36.9 4.5 36.9 4.5
Equity:

Subscribed and fully paid

capital ................... 200.0 241 1,750.0 211.2 2,160.5 260.8

Other paid-in capital® . . ., ... .. 57.5 6.9 — — 784.0 94.6

Unrealized gain from increased
market value of securities held

available forsale ........... 24 0.3 24 0.3 2.4 0.3
Revaluation increment of

property, plant and

equipment ................ 556.7 67.2 —_ — — —
Difference in foreign currency

translation ................ (113.1) (13.6) (113.1) {13.6) (113.1) (13.6)
Difference in equity changes in a

subsidiary ................ (76.4) 9.2) (76.4) (9.2) (76.4) {9.2)
Retained earnings ............ 1,420.7 171.5 4849 58.5 484.9 58.5
Totalequity ................. 2,047.7 247.2 2,047.7 2472 3,242.2 391.3
Total capitalization ........... 4,724.7 570.3 5,967.5 720.3 7,162.0 864.4
Notes:

(1) Adjusted for the following events:

*  Theissuance, on Seplember 10, 2003, throvgh our wholly-owned subsidiary, PGN Euro Finance 2003 Limited, in;:i:rpora!ed in
Mauritius, of US$150.0 million 7.5% guaranteed notes due 2013 (converted to Rupiah at the rate of Rp.8,285 = US$1.00). The
notes issued were listed on the Singapore Exchange Securities Trading Limited.

*  The following adjustments 10 our share capital which were approved at the EGM:
*+  The par value of our shares was decreased to Rp.500 per share from Rp. 1.0 million per share,
*  Our authorized share capital was increased to Rp.7,000.0 billion (US$844.9 million) from Rp.800.0 billion (US$96.6 milions.

*  Our subscribed and fully paid capital was increased to Rp.1,750.0 billion (US$211.2 million) from Rp.200 billion (UiS324.]
million), through the issuance to our shareholder of 3.1 billion shares at a nominal amount of Rp.500 per share. Such shares
were issued in exchange for (1) the conversion to subscribed and fully paid capital of Rp.57.5 billion (US$6.9 million) of
Government project funds provided in connection with distribution network expansion, previously recorded as other paid-in
capital, {2} the capitalization of Rp.556.7 biltion {US$67.2 million) arising from the revaluation of property, plant and
equipment and (3) the capitalization of retained earnings of Rp.935.8 billion (US$113.0 million).
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(23 Adjusted for the issue of 820,987,000 new shares of pur value Rp.500 per share in connection with the Global Offering.

(3) A loan sourced from JBIC of Yen 49.1 biltion, which has been provided to assist in the developmeni of the South Sumatrz-i0-West Java
gas transmission pipeline, has yet 1o be drawn down. Similarly, the loan sourced from ElB and part of the loan sousced from ADB. each
in connection with the development of the Grissik-to-Singapore gas transmission pipeline, have yet to be fully drawn down.

(4} As of September 30, 2003, we had drawn down further on loans [rom ADB and EIB, and Government project funds had increased 1o

Rp.120.3 billion (US$14.5 million).
(3) Reflects net proceeds of Rp.1,194.5 biltion of the Globul Offering in excess of par vitlue of Rp.500 per share.

In addition to the issuance of 3.1 billion shares to the Government which was approved at the EGM and is
reflected in the “as adjusted” column of the capitalization table above, the EGM also authorized the fuwre
conversion to capital of a further Rp.164.7 billion (US$19.9 million) of Government project funds provided in
connection with distribution network expansion and the issuance to the Government of an additional 329.3
million shares in exchange at the rate of Rp.500 per share. These funds will be converted, and the additional
shares will be issued, following the Global Offering upon receipt of required Government approvals. We have
obtained in principle approvals as-well as independent audits for the first tranche amounting to Rp.28.5 billion
(1S$3.4 million), which represents funds received in 1999, 2000 and 2001. The conversion, however. will not
take place until we receive the government regulation, which needs to be signed by the President afier
consultation with the Parliament. For the second tranche of Rp.136.2 billion (US$16.4 million). no approvals
have been obtained. If the entire Rp.164.7 billion (US$19.9 miliion) of Government funds were to be converted
to shareholder capital immediately following the Global Offering, there would be an immediate dilution of 7.1%
to the shareholdings of our public shareholders as a result of the issuance of these additional shares to the

Government.
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING DATA

The following tables set forth certain selected financial and operating data for PGN as of the dates and for
each of the periods indicated. The selected financial data as of and for the years ended December 31, 2000, 200!
and 2002 and as of and for.the six months ended June 30, 2003 has been derived from our financial statements,
prepared in accordance with Indonesian GAAP for the three years ended December 31, 2000,- 2001 and 2002
and the six months ended June 30, 2003 which are included elsewhere in this Offering Circular. Our financial

statements for the years ended December 31, 2000,-200] and 2002 and the six months ended June 30, 2003 have.. ... -

been audited by Prasetio, Sarwoko & Sandjaju, a member firm of Ernst & Young, independent publtc ,
accountants. The fi nancial statements of Transgasindo, the subsidiary, far the six months ended June 30, 2003 ..
were audited by Drs. Hadi Sutanto & Rekan, PricewaterhouseCoopers. The financial data as of and for the six -
months ended June 30, 2002 has been derived from our unaudited financial statements which are included
elsewhere in this Offering Circular. Such unaudited financial statements have been reviewed by Prasetio,
Sarwoko & Sandjaja, a member firm of Ernst & Young and, in our opinion, have been prepared on the same
basis as the audited consolidated financial statements and reflect all adjustments necessary for such financial
information to be presented on a basis consistent with the financial statements for the six months ended June 30,
2003. For the year ended December 31, 2002 and the six months ended June 30, 2002 and 2003 our financial
statements are presented on a consolidated basis. For the years ended December 31, 2000 and 2001 our
financial statements are presented on a company only basis as our subsidiary, Transgasindo, was only .
established on February 1, 2002, Financial data for 2002 and the six months ended June 30, 2003 has been )
translated into U.S. dollars for convenience only based on the prevailing exchange rate on June 30, 2003 of
Rp.8,285 = US§1.00. See “Conventions Which Apply To This Qffering Circular”.

We have presented our financial statements included in this Offering Circular for December 31, 2000, 2001
and 2002 and the six months ended June 30, 2002 and 2003 using consistent accounting policies and principles.
. All financial information relating to us is stated in accordance with Indonesian GAAP. Indonesian GAAP differs
in certain significant respects from U.S. GAAP. See “Principal Differences Between Indonesian GAAP and U.S.
GAAP . We have not quantified or identified the impact of the differences between Indonesian GAAP and U.S.
GAAP as they relate to our financial statements. The following information should be read in conjunction with,
and is qualified in its entirety by reference 1o, our financial statements and the notes thereio included elsewhere
in this Offering Circular,

Year ended December 31, Six months ended June 30,
2000 2001 2002
As Restated  As Restated As Restated 2002 2002 2003 2003
{Audited) (Unaudited) (Audited)
(Rp. billion) (US$ million) (Rp-. billien) {US% million)

Consolidated income

statement data:
Revenues:
Distribution ............. 1,574.3 2,122.4 2,585.3 3120 1,268.7 14649 176.8
Transmission ............ 601.0 650.6 561.6 67.8 303.2 261.5 316
Saleof LPG ............. 6.5 7.2 4.9 0.6 2.6 2.3 0.3
Total revenues ........... 2,181.8 2,7803 3,151.8 380.4 1,5744 1.728.8 208.7
Cost of revenues ......... (1,110.7y (1,6014) (1,747.4) (210.9) (873.1) (952.4) (114.9)
Gross profit ............. 1,071.1 1,178.9 1,404.4 169.5 701.3 776.4 93.7
Operating expenses ....... (473.8)  (454.1) (590.4) (71.3) (252.7) (276.3) (33.3)
Income from operations .... 5974 7248 813.9 98.2 4486  500.1 60.4
Other charges {(income) -—

net ....iiiiiieieans 568.9 291.1 (876.4) (105.8) (162.8) (81.2) (9.8)
Income before tax expense

..................... 28.5 433.7 1,690.3 204.0 611.4 3814 70.2

Tax expense —net ....... 21.9 121.1 564.9 68.2 182.5 152.9 18.5
Income before minority : '

interest ............... 6.6 3126 1,1254 135.8 428.9 428.5 51.7
Minority interest ..... L — — (9.7 (1.2) (0.5) 63) (0.8)

Netincome .............. 6.6 312.6 1,115.7 1347 4284 4222 51.0
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As ol December 31, Ans ool June su,

2000 20801 2002
As Restated  As Restated  As Restated 2002 2002 2003 2003
{Audited) ] (Unaudited) (Andited)
{Rp. billien) (USS million) (Rp. billion} (US$ million)

Consolidated balance

sheet data:
Assets:
Current assets .......... 1,193.6 -1,576.2 1,807.8 218.2 1,551.7 14564 175.8
Non-current asseis ,...... 2,140.7 2,737.9 3,962.3 478.2 2.896.6 4.668.0 5634
Totaiassels ............ 3,3343 4,314.2 57701 696.5 44483 6,1244 739.2
Liabilities:
Current liabilitics ....... 499.2 632.5 1,200.3 144.9 1,066.3  1,408.1 170.0
Long-termdebt ......... 2,234.7 2,221.0 1,772.6 214.0 1,784.7 2,1894 264.3
Due to stockholder of the

subsidiary ........... — — 177.4 21.4 — 220.8 26.6
Other non-current

liabilities ...... e 50.7 — 8.5 1.0 8.4 83 1.0
Minority interest ........ — — 334.5 40.4 0.5 213.2 <257
Governinent project

funds ...l 79.4 46.1 28.5 34 28.5 36.9 4.5
Equity ................ 470.3 1,414.5 2,248.3 2714 1,560.0  2,047.7 247.2
Total liabilities and

EqQUILY v v vt 3,334.3 43142 5,770.1 096.5 44483  6,124.4- 739.2

Year ended December 31, Six months cm[r.;d June 34,
2000 2001 2002 2002 2002 2003 2003
(Audited) (Unaudited) (Audited)
{Rp. billion urntless (US$ million {Rp. billion unless (USS million
otherwise indicated) uniess otherwise indicated) unless
otherwise atherwise
indicated) indicudted)

Other financial data:
EBITDAM e 864.5 9719 1,120.7 135.3 596.0 631.7 76.2
EBITDA/Revenue (%) ... cvoevvenn.. 39.6 350 35.6 35.6 37.9 36.5 36.5
EBITDA/Gross profit (%) ........... 80.7 824 79.8 79.8 85.0 81.4 814
EBITDA/Interest!® . ... uen.. 54x  4.4x 9.5x 9.5x 10.2x 8.7x 8.7x
Depreciation and amortizationt® . ..... 267.1 2472 3068 37.0 147.3 131.6 15.9
EBITO e 5074 7248 8139 98.2 448.6 500.1 60.4
EBIT/Revenue (%) .. oovvveenooanns 27.4 26.1 25.8 258 - 28.5 28.9 28.9
EBIT/Gross profit (%) .............. 55.8 61.5 58.0 58.0 64.0 64.4 641.4

Notes:

(1) EBITDA means earnings before interesi, laxes, depreciation, amortization, provision for doubtful accounts. gain or loss’on foreign
exchange and net miscellaneous income as calculated under Indonesian GAAP. EBITDA is not a standard measure under Indonestan
GAAP. EBITDA is an indicator of 2 company’s ability to service and incur debt. EBITDA should not be considered in isolation or
construed as an alternative to cashflows, earnings or any other measure of performance or as an indicator of our operating performance,
liquidity. profitability or cashflows generated by operating. investing or financing activities. EBITDA fails to account for taxes, interest
expense and other nen-operating cash expenses. In evaluating EBITDA, we belicve that investors should consider, amonig other things,
the companents of EBITDA such as revenues and operating expenses and the amount by which EBITDA exceeds capital expendiwres
and other charges. We have included EBITDA because management believes it is a useful supplement to cashflow data as a measure of
our performance and our ability lo generate cash from operations to cover debt service and taxes. EBITDA presented herein may not be
comparable to similarly-titled measures presented by other companies. For a reconciliation of EBITDA as used in this Offering Circular
to our net income calculated under Indonesian GAAP, sce “Management's Discussion and Analysis of Financial Condition and Resulis
of Operations — Non-GAAP Financial Measures™.

(2) EBITDA divided by gross interest expense, including capitalized interest, expressed as a ratio,

(3) Includes provision for doubtful accounts.

(4) EBIT is income from operations.
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As of and for the

As of and for the year ended six months ended
December 31, June 30,

2000 2001 2002 2002 2003
Operating data: o o
Distribution business:(" ‘

. Network length ¢(km) ......... e et eee e 2,419 . 2,506 2,547 2,527 256200

Capacity (mmscfd) ... ... L o U T 8313 8313 - 831.3 8313~ 8313
Average daily volume sold (mmscfd) ..... S 187.5 208.2--- 238.6 2354 2@2.2
Capacity utilization (%) ... .oovven e 22.6 250 ° 287 28.3 3L5
Realized average sales price® (US$ per mscf)® ... e 2.70 2.72 3.21 298 357
Realized average cost of gas) (US$ permscf)® . ... ... .. 1.89 2.04 2.16 2.04 2.31
Realized average transportation tariffl) (US$ per mseff® . .. 0.80 0.67 1.04 0.93 1.25
‘Transmission business:©® .

. Network length(km) ........ ... it 603 603 603 603 603
Capacity (mmscfd) . ...... ... 410.0 410.0 4100 4100 5150
Volume transported (munscfd} ....... ... ... il 365.8 3544 3214 3404 3159
Capacity utilization (%) .......ciiiiiiiiiii i 80.2 864 78.4 83.0 613

- Realized average tariff® (USS permsef)® ... ... ... ... 0.52 0.49 0.52 0.49 0.53

. Rupiah to U.S. doilar exchange rate (Rp.J® .............. 8,534 10,266 9,261 9,499 8,655

Notes:
(1Y Excludes LPG.
(2) Distribution revenue divided by volume sold.
(3) Translated at a month-end average Rupiah to U.S. dollar exchange rate over the period.
(4) Distribution cost of revenue divided by volume sold.
(5) Distribution revenue less cost of revenue divided by volume sold.
(6) Excludes Jakarta transmission business, with the exception of throughput volumes.
(7) Transmission revenue divided by volume transported.
. (8) Month-end average over the period.
(9} Estimate only, based on one half of the increase in the network for 2002.
(10) Estimate only, based on one half of the budgeted increase in the network for 2003,

1
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

You should read the following discussion and analysis of our financial condition and results of operations
together with our financial starements, inchiding the notes thereto, included elsewhere in this Offering Circular.
We have prepared this discussion using our financial statements prepared in accordance with Indonesian GAAP
Jor the three years ended December 31, 2000, 2001 and 2002 and the six months ended June 30, 2003. Our
Sinancial statemenis for the years ended December 31, 2000, 2001 and 2002 and the six months ended June 30,
2003 have been audited by Prasetio, Sarwoko & Sandjaja, a member firm of Ernst & Young, independent public
accountants. The financial statements of Transgasindo, the subsidiary, for the six months ended June 30, 2003
were audited by Drs. Hadi Sutanto & Rekan, PricewaterfouseCoopers. The financial data as of and for the six
months ended June 30, 2002 has been derived from our unaudited financial statements which are included
elsewhere in this Offering Circular. Such unaudited financial statements have been reviewed by Prasetio,
Sarwokae & Sandjaja, « member firm of Ernst & Young and, in our opinion, have been prepared on the same
basis as the audited consolidated financial statements and reflect all adjustmenis necessary for such financial
information to be presented on a basis consistent with the financial statements for the six months ended June 30,
2003. For the vear ended December 31, 2002 and the six months ended June 30, 2002 and 2003 our financial
statements are presented on a consolidated basis, For the years ended December 31, 2000 and 2001 our
Sinancial statements are preseuted on a company only basis as our subsidiary, Transgasindo, was only
established on February 1, 2002. Financial data for 2002 and the six months ended June 30, 2003 has been
translated into U.S. dollurs for convenience only based on the prevailing exchange rate on June 30, 2003 of
Rp.8,285 = US$1.00. See “Conventions Which Apply To This Offering Circular”.

We have presemed our financial statements included in this Offering Circular for December 31, 2000, 2001
and 2002 and the six months ended June 30, 2002 and 2003 using consistent accounting policies and principles.
All financial information relating to us is stated in accordance with Indonesian GAAP. Indonesian GAAP differs
in certain significant respects from U.S. GAAP. See " Principal Differences Behween Indonesian GAAP and U, S,
GAAP". We have not guantified or identified the inpact of the differences between Indonesian GAAP and U.S.
GAAP as they relate to our financial statements.

Introduction
Overview

We are Indonesia’s leading natural gas utility, dominating the gas distribution market while also serving as
the leading provider of gas wransmission services. Our distribution business covers six urban markets and supplies
natural gas principally to industrial customers. For the six months ended June 30, 2003 we distributed an average
of 262.2 mmsefd of natural gas (238.6 mmscfd for the year ended December 31, 2002). Our transmission
business transported an average of 315.9 mmscfd of natural gas for the six months ended June 30, 2003 (321.4
munscfd for the year ended December 31, 2002). '

We derive substantially all of our revenue from the distribution and transmission of natural gas. For the six
months ended June 30. 2003, we had revenue of Rp.1,728.8 billion (US$208.7 million}, gross profit of Rp.776.4
billion (US$93.7 million) and ERITDA of Rp.631.7 billion (US$76.2 million). For the year ended December 31,
2002, we had revenue of Rp.3,151.8 billion (US$380.4 million), gross profit of Rp.1,404.4 billion (US$169.5
million) and EBITDA of Rp.1,120.7 billion (US$135.3 million).

In the period from January 1, 2000 to June 30, 2003, the contribution of cur distribution business to our
revenue and gross profit has increased substantially, from 72.2% of revenue and 43.8% of gross profit in 2000 to
84.7% of revenue and 66.3% of gross profit in the six months ended June 30, 2003 (76.3% and 44.7% in 2001
and 82.0% and 60.0% in 2002, respectively). This principally reflects the growth of our distribution business
during this period and to 2 lesser extent reduced volumes of natural gas being transported in our transmission
business. Demand for natural gas has been increasing in Indonesia, in part as a result of the progressive reduction
of fuel oil subsidies which began in 2001 and which caused fuel oil prices to increase. Although our transmission
revenue witl be boosted in 2004 due to the commencement of operation of the Grissik-to-Singapore transmission
pipeline, over time we expect new transmission pipelines we construct to feed the further growth of our
distribution business. As such, we anticipate that as we further develop our transmission network, which will
increase the amount of natural gas available to our distribution business, the percentage of our revenue and gross



profit accounted for by our distribution business will continue to increase. See “— Capital Expendiwre” and
“Business — Gas Transmission Business — Transmission Business Expansion™.

Historicaily, our results of operations have been driven by a number of factors. In the case of our distribution
- business, our results are mainly determined by the volume of natural gas we distribute and the margin between the
price we pay for the natural gas we distribute and the pnce at which we sell that nawral gas. The primary drivers of
our transmission busmcss are the volume of natural gas we transport and the transportauon tariff we are able to
= charge for that service. The ship-or-pay provisions in our gas transportation agreernems havc also been a factor in
___ our transmission results in recent years. See “— Disiribution” and *— Transmission™.. . .. ..
= Inaddition, our results of operations are affected by fluctuations in the exchange rate between the Rupiah
_and the U.S. dollar. Since the Asian economic crisis which began in 1997, the value of the Rupiah has fluctuated
significantly against other currencies, particularly the U.S. dollar, hitting a low of Rp.16,950 per U.S. dollar on
June 17, 1998. The Rupiah to U.S. dollar exchange rate was Rp.8,285 per U.S. dollar on June 30, 2003. A
significant portion of our revenue from our distribution and transmission businesses and most of our natural gas
purchases are denominated in U.S. dollars, whereas our financial statements, including our statements of income,
are expressed in Rupiah. In addition, the majority of our long-term borrowings are denominated in U.S. dollars.
Qur subsidiary, Transgasindo, has adopted the U.S. dollar as its reporting currency as from January 1, 2003. As
Transgasindo, currently holds a major portion of our consolidated assets, through its ownership of the Grissik-to-
Duri transmission assets, and will, once the transfer of the Grissik-to-Singapore transmission assets has been
completed, hold the majority of our consolidated assets, we believe the change of functional currency will
increase the impact on our results of operations of fluctuations in the Rupiah to U.S. dollar exchange rate. See

“— Exchange Rates™.

Operating expenses also have significantly affected our results of operations. with depreciation expense on
our distribution and transmission networks being the most significant of these expenses. We account for
depreciation expense using the double-declining method of depreciation on all property, plant and equipment
(including pipelines) other than buildings and improvements for which straight line depreciation is used. This has
the effect of expensing a significant amount of depreciation in the initial years of a particular asset’s life. In
preparation for the transfer of our Grissik-to-Duri transmission assets to Transgasindo, we revalued these assets
in September 2001 to Rp.2,029.4 billion from Rp.1,912.9 billion. This resulted in an increase in the book value of
the assets to the new historical cost of Rp.2,029.4 billion from the previous depreciated book value of Rp.1,297.9
billion, causing a significant increase both in our total assets and the related depreciation expense in the
following year. We expect to continue to develop our distribution and transmission networks in the coming years
and, accordingly, we anticipate that depreciation expense will continue to have a significant impact on our results
of operations.

In February 2002, we established Transgasindo as a 99.75%-owned subsidiary. The subsequent transfer to
Transgasindo of our Grissik-to-Duri transmission assets, combined with our sale of a 40.0% interest in
Transgasindo to Transasia, a consertium of international oil and gas companies. also significantly impacted our
results of operations in 2002 and the six months ended June 30, 2003. See “— Transmission” and
“Transgasindo™.

Finally, as part of the Government’s policy to encourage the use of natural gas and reduce reliance on oil,
the regulatory environment governing our gas distribution and transmission businesses is undergoing significant
changes intended to open this sector to competition and to establish a national integrated transmission and
distribution network for piped natural gas. Much of the New Oil and Gas Law, introduced in November 2001,
remains to be implemented and we expect that its implementation will have a significant impact on our business
in the future. See “— Regulatory Environment” and “Risk Factors — Risks Relating to the Indonesian Gas

Industry™.

Distribution

Our distribution business involves purchasing natural gas from upstream gas suppliers and reselling it to
industrial, commercial and household customers through our distribution infrastructure. We have distribution
networks in Jakarta, Surabaya, Medan, Bogor, Cirebon and Palembang with a combined 2,547 km of pipelines
and a capacity of 831.3 mmscfd as of December 31, 2002. Most of our distribution networks have operated
below full capacity in recent years due to supply constraints. Demand generally has exceeded the volume of
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natural gas which could be transported to our distribution networks due to the limitations of the existing gas
transmission infrastructure in Indonesia.

A majority of Indonesia’s natural gas is currently exported in the form of LNG and a large part of the
remainder is supplied directly to large consumers by upstream suppliers through transmission pipelines.

We expect that construction of our planned new transmission pipelines will assist in reducing existing gas
supply constraints and allow us to increase utilization of our distribution network, as well as constraining upward
pressure on gas supply prices. See “Business ~— Gas Transmission Business — Transmission Business
Expansion” and “— Capital Expenditure™. Demand for natural gas in Indonesia has been increasing, in part as a
result of the progressive reduction of fuel oil subsidies which began in 2001 and which has made natural gas an
attractive alternative fuel. In order to meet this demand, we have plans to expand our distribution business to
include networks in six new markets strategically located in close proximity to the new transmission pipelines, as
well as to expand our other existirig networks, including Jakarta and Surabaya.

For the six months ended June 30, 2003, our distribution business accounted for Rp.1,464.9 billion
(US3176.8 million), or 84.7%, of our revenue and Rp.514.6 billion (US$62.1 million), or 66.3%, of our gross
profit. Our distribution business accounted for Rp.2,585.3 billion (US$312.0 million), or 82.0%, of our revenue
for the year ended December 31, 2002 and Rp.842.2 billion (US$101.7 million), or 60.0%, of our gross profit.

* Unless otherwise stated, distribution revenues given throughout this Offering Circular are expressed net of
sales adjustments. Sales adjustments are changes which we agree with customers, after they have been invoiced,
to the volume of natural gas consumption for which they are billed in a particular period. These changes may be
made if the customer disagrees with the metered volume of gas or with the calorific value used to convert the
volume in cubic meters to mmbiu for U.S. dollar billing purposes.

Distribution revenue. Our distribution revenue reflects the Rupiah equivalent of the amount we are paid by
our customers for the natural gas we deliver to them. While we bill our industrial customers both a U.S. dollar
component and a Rupiah component for natural gas, for the purposes of maintaining our financial statements, all
U.S. doliar revenue is converted into Rupiah using the prevailing Rupiah to U.S. dollar exchange rate. These
revenues are highly dependant on our natural gas sales prices and volumes. For the period from January 1, 2000
to June 30, 2003 the realized average sales price of our natural gas in Rupiah terms per mscf has increased from
Rp.23,003 in 2000 to Rp.30,871 (US$3.57 per mscf) in the six months ended June 30, 2003 (Rp.27,923 in 2001
and Rp.29,689 (US$3.21 per mscf) in 2002). For each of 2000, 2001 and 2002, the daily average volume of
natural gas we have sold has increased. from 187.5 mmscfd in 2000 to 262.2 mmscfd in the six months ended
June 30, 2003 (208.2 mmscfd in 2001 and 238.6 mmscfd in 2002). We also sell LPG. which only accounted for
0.19 of our revenue for the six months ended June 30, 2003 (0.2% for the year ended December 31, 2002).

We classify our customers into three main categories, industrial, commercial and household. The industrial
category comprises establishments such as factories and power stations. Commercial cusiomers include
enterprises such as restaurants, hotels, hospitais and shopping malls and retail outlets. The categorization as
between industrial and commercial customers varies slightly among our different networks. The final category is
household, which comprises residential premises.

‘We generally sign sale contracts with our industrial customers with a duration of approximately two to three
years. The sales price for the natural gas supplied is fixed for the duration of the gas sales agreement and a
minimum and maximum sales velume is specified. The customer must pay for the minimum specified volume
even if the natural gas is not taken, and higher sales prices apply if the customer takes more than the contracted
maximum volume. The take-or-pay provisions are not subject to make-up rights, meaning that if our customers
are required to pay for, but are unable to take delivery of, any contracted quantities, we are not required to deliver
natural gas without payment in respect of such shortfall in subsequent periods. Rates for the natural gas supplied
include a U.S. dollar component and a Rupiah component. The U.S. dollar component is intended to “pass
through” to our customers the purchase price we pay (also in U.S. dollars) to the upstream supplier and
associated costs and, subject to timing differences between settlement of supply and distribution contracts, we
believe this provides a partial currency hedge for us. The Rupiak component is intended to recover our operating
and capital costs (notwithstanding that some of these costs may have a U.S. dollar component) and incorporates a
profit margin. A portion of the sales price charged to the customer corresponding to the cost of transporting
natural gas will be regulated by BFHMigas once the New Oil and Gas Law is fully implemented. This
transportation cost must also be paid to us by any third party using our network under the open access provisions
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of the New Oil and Gas Law. BPHMigas has yet to publish tariffs or to indicate the methodology it will use to set
them.

Household and commercial customers are not on fixed-term contracts. These customers pay an initial
deposit and subsequently are billed monthly in‘Rupiah at spot prices for the natural gas consumed based on . .
monthly meter readings. Commercial customers sign a one-time contract requiring a fixed minimum daily
average consumption volume. The New Oil and Gas Law requires the regulation of gas pnces and dlsmbunon
" transportation tariffs for household customers and certain other categories of small customers. No specific -
regulations have yet been issued, although we believe that regulated tariffs are hkely to be at or below current

lcvels -

As of June 30, 2003, we had over 650 industrial éustomers, accounting for 98.5% of natural gas supplied by

volume and 97.7% of distribution revenue for the six months ended June 30, 2003 and over 1,300 commercial
and approximately 53,000 household customers, together accouating for 1.5% of natural gas supplied by volume
and 2.3% of distribution revenue for the six months ended June 30, 2003. For the six months ended June 30,
2003, we estimate that the largest five customers of our distribution business represented approximately 18.0% of
our total volume. For 2002, we-estimate that our largest five customers represented approximately 21.0% of our
total volume. We make little or no profit on sales to household customers, and revenues from these customers
may fall even further once sales prices for these customers are regulated by BPHMigas under the New Oil and
Gas Law. Accordingly, we do not expect this customer segment to grow as a proportion of our total customers.
We expect that industrial customers will continue to contribute the vast majority of our distribution business
revenue.

Distribution cost of revenue. Our distribution cost of revenue reflects the Rupiah equivalent of the amount
we pay for natural gas purchased from Pertamina and other upstream gas suppliers. This cost is substantially
influenced both by the Rupiah to U.S. dollar exchange rate, since the purchase price is fixed in U.S. dollars, and
by the volume of natural gas we purchase. For the period from January 1, 2000 to June 30, 2003 the realized
average cost of gas per mscf purchased increased from Rp.16,144 in 2000 to Rp.20,027 (US$2.31 per mscf) in
the six months ended June 30, 2003 (Rp.20,983 in 2001 and Rp.20,017 (US$2.16 per mscf} in 2002). For each of
2000, 2001, 2002 and 2003, the daily average volume of natural gas purchased has increased from 178.4 mmscfd
in 2000 to 255.2 mmscfd in the six months ended June 30, 2003 (208.6 mmscfd in 2001 and 229.7 mmscfd in
2002).

Prior to the enactment of the New Oil and Gas Law, we were unable to contract directly with any upstream
suppliers other than Pertamina. Consequently, all but one of our current gas purchase agreements are with
Pertamina, even though some of them relate to supplies developed by third party PSC contractors. On July 19,
2003 we signed a short-term preliminary contract with Lapindo Brantas, Inc., an upstream supplier operating the
Wunut gas field, although gas purchases from Lapindo Brantas, Inc. had begun in 2002, This short-term
preliminary contract was replaced by the final agreement on December 2, 2003. This was our first direct contract
with a PSC contractor. Under the old system, PSC contractors were required to sell all gas produced to
Pertamina, who would resell it to us or directly to customers. Pursuant to the New Oil and Gas Law, Badan
Pelaksana Minyak dan Gas Bumi (“BPMigas™) will appoint authorized sellers for gas supplies (which will
include Pertamina and PSC contractors) and we will contract directly with such authorized sellers. Our existing
contracts with Pertamina will rernain in force for their remaining terms.

Our gas purchase agreements generally have a maximum duration of between 10 and 25 years. The volume
of natural gas supplied under each of our gas purchase agreements is fixed, while the purchase price (in U.S.
dollars or Rupiah) is either (i) fixed for the term, (ii) set for the early years of the agreement with prices in later
years to be determined by subsequent agreement between the parties or (iii) set in the initial year and subject to
indexing in later years. Factors taken into account when negotiating purchase prices include contracted volumes,
take-or-pay clauses and market pricing estimates, including consideration of competitive natural gas substitutes
such as fuel-oil. The take-or-pay provisions in our gas purchase agreements are typically subject to make-up
rights, allowing us to require our suppliers to deliver without additional charge natural gas we paid for in
previous years but did not take, once the minimum volume for the relevant period has been reached and subject
to certain limits. If the amount of natural gas delivered falls below the take-or-pay level under any gas purchase
agreement, we record the difference on our balance sheet as an asset under “advances”, reflecting the value of
our make-up rights. The advances are reduced by any make-up gas delivered. This means that, in any year, we
may record on our balance sheet as an.asset the cost of natural gas not then received or conversely we may
receive natural gas for which we have already paid in previous years. In most of our networks, our demand for
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natural gas under our gas purchase agreements has generally exceeded the take-or-pay clauses, with the
exception of a period of approximately one year during the Asian economic crisis that began in 1997. We have
been required Lo provide security to Pertamina in the form of standby letters of credit for certain of our gas
purchase agreements. Qur gas purchase agreements also include reserve clauses, which guarantee dedicated
reserve volumes which the supplier must set aside to be sold to us. In each of our distribution networks, our
aggregate take-or-pay obligations to suppliers under our gas purchase agreements are exceeded by the aggregate
take-or-pay obligations of our customers under our gas sales agreenients.

For the years ended December 31, 2000, 2001, 2002 and the six months ended June 30, 2003, gross advance
payments for natural gas ampunted to US$2.4 million, zero, US$2.7 million and zero, respectively. As of June
30, 2003, the cumulative gas volume we had paid in advance amounted to 3,539,780 mmbtu (approximately
3,539 mimscf). This situation arose as demand in Surabaya and East Java was lower than initially anticipated
when we entered into the gas supply agreements for these areas. We are unable to reduce this amount through the
usual make-up gas arrangements since supply under the relevant gas purchase agreement remains below the take-
or-pay level due to depletion of the field. We are currently discussing with Pertamina the timing for reducing
these advances. ‘

Transmission

Qur transmission business currently involves transporting natural gas which is owned by third parties
through our high pressure transmission pipelines from upstream suppliers for delivery directly to industrial
customers of the upstream suppliers. Our transmission business has until recently been based on our Grissik-to-
Duri transmission pipeline in Sumatra as well as small transmission operations in Medan and in Jakarta. A
pipeline from Grissik to Singapore commenced initial commercial operations on September 10, 2003. The
Grissik-to-Duri, Grissik-to-Singapore and Medan transmission systems consist of 1,079 km of pipelines, while
the Jakarta transmission system utilizes our existing distribution pipelines.

We do not generally use our transmission network to supply our distribution business, as supply is sourced
from gas fields local to each network. In the future, however, we intend to source natural gas from other gas
fields which we will transport through our own transmission network and deliver to our distribution networks.
For example, the Grissik-to-Singapore pipeline would supply our planned network in Batam, the South Sumatra-
to-West Java pipeline would supply our networks in West Java, including the plannad Banten network, the
planned network in Jambi would source natural gas through the Grissik-to-Duri pipeline and the proposed Duri-
to-Medan pipeline would supply our network in Medan. To the extent that the transmission business of
Transgasindo supplies our distribution network, PGN will pay Transgasindo for the transportation of natural gas.
Where a transmission pipeline owned by PGN is involved, such as the planned South Sumatra-to-West Java
pipeline, our distribution business will pay a transportation fee to our transmissior business.

We established Transgasindo on February 1, 2002 as a 99.75%-owned subsidiary to take over our Grissik-
10-Duri and Grissik-to-Singapore transmission assets. On March 9, 2002, PGN transterred the Grissik-to-Duri
gas transmission pipeline in central Sumatra to Transgasindo for US$227.2 million. This consideration refiected
a revaluation of the underlying transmission assets in September 2001 (as depreciated for the period from
September 2001 to March 2002) to Rp.2,029.4 billion from Rp.1,912.9 billion. This resulted in an increase in the
book value of the assets to the new historical cost of Rp.2,029.4 billion from the previous depreciated book value
of Rp.1,297.9 billion. The transfer of assels also incurred value added tax of Rp.216.2 billion (US$26.1 million),
which PGN advanced to Transgasindo on November 13, 2002 in exchange for promissory notes for the same
amount issued by Transgasindo. Rp.187.4 billion (US$22.6 million) of this amount was subsequently recovered

.from the Indonesian taxation office in September 2003, with the difference of Rp.28.8 billion (US$3.5 million)
being set-off with VAT liability on sales during 2002. The transfer of assets further incurred transfer tax of
Rp.94.1 billion (US$11.4 million), which was not recoverable.

On November 12, 2002, we sold 40.0% of the issued share capital of Transgasindo to Transasia for
US$130.0 million (or equivalent to Rp.1.2 billion, of which Rp.825.9 billion, net of consultants’ fees of Rp.35.9
billion, represented a gain on the sale of such shares). Transasia has also agreed to commit up to a further
US$57.6 million and we have agreed to commit up to a further US$86.4 million (each based on the estimated
construction cost} by way of shareholder loans or equity for completion of construction of the Grissik-to-
Singapore transmission pipeline, to be paid in installments as construction milestones were achieved. In addition,
we and Transasia have each committed to contribute by way of shareholder loans pro rata to our respective
shareholdings in Transgasindo in an amount of up to US$15.0 million to cover funding shortfalls.
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Pursuant to an Asset Transfer Agreement dated November 12, 2002, between PGN, Transgasindo and
Transasia (the “Grissik-to-Singapore Asset Transfer Agreement”), it has been agreed that PGN will transfer to
Transgasindo the Grissik-to-Singapore natural gas transmission assets. See “Transgasindo — Grissik-to-
Singapore Transfer”. We intend to transfer the Grissik-to-Singapore transmission assets and the Grissik-to-Duri

. compressor facilities to Transgasindo for US$470.0 million, which figure includes US$55.0 mll]lon for the two.
compressor stations installed on the Gnssak—to—Dun p]pe]me by the end of 2003, Payment some of whlch has
already been made, consists of the issuance and assumpuon of promlssory notes, the contribution ‘of shareholder

-loans and eqmty and the payment of cash. The promissory notes will be structured to effectively transfer the

. obligations_in respect of our long-term Ioans from foreign quasi-governmental institutions relating to the Grissik-

to-Singapore transmission pipeline to Transgasindo. The transfer of assets will incur value added tax of 10.0% of
the value of the assets transferred to be paid by Transgasindo, as assessed by the Indonesian tax off ce,as well as
transfer tax of 5.0%, paid by each of PGN and Transgasindo. The funding of the value added tax and transfer tax
is being discussed by PGN, Transasia and Transoasmdo We expect to recover the majority of the value added
tax paid from the Indonesia taxation office, although the transfer tax will not be recoverable, Following the
transfer of the Grissik-to-Singapore transmission assets and the Grissik-to-Duri compressor facilities, we do not
currently intend to transfer further transmission assets to Transgasindo. In conjunction with the transfer of the

Grissik-to-Singapore pipeline to Transgasindo, the gas transportation agreement between PGN, ConocoPhillips

~ and PetroChina relating to the Grissik-to-Singapore pipeline will be transferred to Transgasindo from PGN.

In addition to our existing transmission network. we have also begun the development of Phase I of the
South Sumatra-to-West Java pipeline and have received approval for Phase [I of the South Sumatra-to-West Java
pipeline and a transmission pipeline from Duri to Medarn. We have also applied for approvals to construct a
number of other natural gas pipeline projects, including the East Kalimantan-to-West Java and East Java-to-West
Java pipelines. We also plan te seck approvals for other proposed natural gas pipeline projects provided that we
believe they will be economically viable. New approvals will be issued for these projects by BPHMigas under
special rights or after public tender as part of the Government’s plan to develop Indonesia's integrated gas
transmission and distribution network. See “Business — Gas Transmission Business — Transmission Business
Expansion” and “— Capital Expenditure”,

For the six months ended June 30, 2003, our transmission business accounted for Rp.261.5 billion (USS31.6
million), or 15.1%, of our revenue and Rp.261.5 billion (US$31.6 million), or 33.7%, of our gross profit. Qur
transmission business accounted for Rp.561.6 billion (US$67.8 million), or 17.8%, of our revenue for the year
ended December 31, 2002 and Rp.561.6 billion (US$67.8 million), or 40.0%, of our gross profit. Transmission
revenue represents a higher contribution to gross profit than to gross revenues or income from operations
because, unlike our distribution business, it has no associated expenses recorded under the cost of revenue line
item. The costs associated with the transmission business largely comprise depreciation and maintenance costs
related to the pipelines, each of which are components of operating expenses.

While we are able to allocate the operating expenses which relate directly to each of our businesses, we are
not able to ailocate the operating expenses which relate 1o the operations of our head office. These head office
operating expenses remain as a separate unallocated line item in the segmental discussion below. However,
otherwise we believe that this allocation does provide a measure of the contribution of each of our businesses 1o
our income from operations. See “— Segment Information™.

Transmission revenue. Qur transmission revenue is primarily dependent on the volume of natural gas we
transport and the tariff we charge for this service. Our most significant customer for transmission services is -
ConocoPhillips, a shareholder of Transgasindo. ConocoPhillips is currently the sole user of the Grissik-to-Duri
pipeline, which transports natural gas to its,downstream customer, Caltex. Natural gas, mainly from the Corridor
Block PSC area, is transported through the Grissik-to-Duri pipeline on behalf of ConocoPhillips pursuant to two
main gas transportation agreements between us, ConocoPhillips and Pertamina. Thése two gas transportation
agreements were executed in 1997 and 2000. The 1997 agreement covers the operating period 1998 t0 2018 and
has been transferred from PGN to Transgasindo. The minimum ship-or-pay volumes for which ConocoPhillips i<
tequired to pay us are equivalent to Caltex’s take-or-pay volumes under its gas sale agreement with
ConocoPhillips and Pertamina. The tariff is set in U.S. dollars per mscf and is fixed for the term of the contract.
The 2000 agrecment covers the operating period 2001 to 2021 and has not yet been transferred from PGN to
Transgasindo. Minimum ship-or-pay volumes are approximately 70.0% of scheduled transportation volumes
under the gas sales agreement. There are two tiers of agreed tariffs, both based in U.S. dollars per mscf, which
are charged depending on the volume of gas transported and which are fixed for the duration of the agreement.
There is also a third gas transportation agreement between Transgasindo, ConocoPhillips and Pertamina, which
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provides for the transmission of only approximately 1.3 mmscfd over a four-year term. For the six months ended
June 30, 2003, ConocoPhillips accounted for 14.8% of our total revenue (97.9% of our transmission business
revenue) and 33.0% of our gross profit. For 2002, ConocoPhillips accounted for 17.4% of our total revenue
(97.5% of our transmission business revenue} and 39.0% of our gross profit. The volume of natural gas we
transport for ConocoPhillips is significantly impacted by the off-take volume demand from its downstream
customer, Caltex, although there are take-or-pay requirements. The natural gas is primarily used by Caltex as part
ol its enhanced oil recovery process in its Duri fields. We expect the natural gas transported in the future through
the Grissik-to-Duri pipeline under the contracts with ConocoPhillips to remain near current levels. We are
exploring other options for utilizing the capacity of the Grissik-to-Duri pipeline, including linking it to the
proposed Duri-to-Medan pipeline. See “Risk Factors —— Risks relating to our Business — Qur transmission
business is dependent on two significant custonters”.

For each of 2000, 2001 and 2002, the velume of natural gas we transported decreased, from an average of
369.8 mmscfd in 2000 to 321.4 mmscfd in 2002 (354.4 mmscfd in 2001). For the six months ended June 30,
2003 we transmitted an average of 315.9 mmscfd. The decline in transmission volume was due largely to a
decline in oft-take volumes by Caltex from ConocoPhillips. For the period from January 1, 2000 to June 30, 2003
the realized average tariff in Rupiah terms for the transportation of natural gas per msef increased marginally
{rom Rp.4,453 in 2000 to Rp.4,574 million (US$0.53 per mscf) in the six months ended June 30, 2003 (Rp.5,030
in 2001 and Rp.4,788 (US$0.52 per msct) in 2002).

Transmission services are contracted under long-term gas transportation agreements between us and
Pertamina, ConocoPhillips and other upstream gas suppliers. Each of the two major gas transportation agreements
relating to the Grissik-to-Duri pipeline and the gas transportation agreement relating to the Grissik-to-Singapore
pipeline provide for a 20-year operating term and contract for pipeline capacity access rights as well as minimum
ship-or-pay gas volumes, whereby our customers are required to pay for the transportation of a minimum specified
volume of natural gas even if it is not actually transported. The ship-or-pay provisions are subject to make-up
rights, allowing our customers to require us to transport without charge natural gas they paid for in previous years
but which was not transported, once the minimum volume for the relevant period has been reached and subject to
certain limits. Fees received under ship-or-pay provisions are recorded as current liabilities on our balance sheet
under “other payables”, representing the value of the make-up rights owed to the customer. These liabilities are
reduced when make-up gas is delivered. This means that, in any year, we may record a liability for natural gas not
transported until future years or conversely we may transport natural gas for which a liability may have already
been booked in previous years. For the years ended December 31, 2000, 2001, 2002 and the six months ended
June 30, 2003, the transportation fees received in advance of gas delivered amounted to zero, US$2.3 million,
US$2.7 million and US$4.8 million, respectively, As of June 30, 2003, the cumulative gas volume paid for in
advance by ConocoPhillips was US$4.8 million (equivalent to 7,720,451 mmscf).

Transmission tariffs are currently negotiated and set to allow us to achieve an acceptable rate of return on
our investment in the transmission infrastructure, and therefore depend on a number of variables including cost
of construction, cost of finance, operating cost and depreciation charges. Our required rate of return varies on a
project-by-project basis, Tariffs are typically U.S. dollar denominated and are fixed for the life of the agreement.
Transmission tariffs may vary between sections of the transmission network, depending on a number of factors
including the gas transportation distance on the network.

Under the New Oil and Gas Law, existing gas transportation agreements remain valid and terms will be
recognized by BPHMigas. Consequently, the transmission tariffs set under existing agreements relating to the
Grissik-to-Duri and Grissik-to-Singapore pipelines will not be affected. However, transmission tariffs under new
gas transportation agreements we sign as well as open access tariffs for our pipelines, including the Grissik-to-
Duri and Grissik-to-Singapore pipelines, will be regulated by BPHMigas, although to date BPHMigas has not
published tariffs or indicated the methodology it will use to set them.

Exchange Rates N
Since the Asian economic crisis which began in 1997, the value of the Rupiah has fluctuated significantly
against other currencies, partticularly the U.S. dollar, hitting a low of Rp.16,950 per U.S. dollar on June 17, 1998.
In recent months the Rupiah has strengthened against the U.S. dollar. The exchange rate was Rp.8,285 per U.S.
dollar on June 30, 2003. See “Risk Factors — Risks Relating to Indonesia — Future changes in the value of the
Rupiah against the U.S. dollar or other currencies could adversely affect our business” and “Exchange Rate

Information™.
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Substantially ail of our revenue and most of our costs are denominated in U.S. dotlars, afthough for the
purposes of our financial statements we express these amounts in Rupiah. In addition, the majority of our long-
term borrowings are denominated in U.S. dollars and our subsidiary, Transgasindo, has adopted the U.S. dollar as
its functional currency, both of which increase the impact on our results of operations of fluctuations in the
Rupiah to U.S. dollar exchange rate. Depreciation in the value of the Rupiah tends to h'dv'e a beneficial effect on
our revenue and a detrimental effect on our costs (parl:culdrly the purchase price of natural gas) in Ruplah terms.
Conversely, appreciation in the value of the Rupmh tends to have a detr 1mema1 effect on our revenuc anda
beneficial effect on our costs (in particular the purchase price of natural gas in Rupiah terms) Movemcms in the
Rupiah to U.S. dollar exchange rate can have a significant influence on a number of line :tems in our financial
statements including revenue, cost of revenue, trade payables and receivables, long-term loans and cash flows
from operations. In particular. we record our rade payables and receivables in Rupiah and adjust the amounts
due and owing on a monthly basis in the case of PGN and on a quarterly basis in the case of our consolidaled
financial statements. depending on the prevailing exchange rate. Upon the actual payment of these accounts
either in U.S. dollars or in Rupiah (at the then prevailing exchange rate), there may be discrepancies between the
amounts shown in our accounts and the actual casl flows, which will be recorded as a foreign exchange gain or
loss as part of other charges (income) in our financial statements. For the years ended December 31, 2000, 2001
and 2002 and the six months ended June 30, 2003, our net foreign exchange loss (gain) was Rp.475.7 billion,
Rp.132.8 billion, Rp.(159.5 billion) (US$(19.2 million)) and Rp.(118.1 billion) (US$(14.3 million)), respectively.

Adverse economic conditions in Indonesia linked to or incidental to the depreciation of the value of the
Rupiah could increase natural gas prices for our customiers in Rupiah terms, reduce overall demand for natural
gas and reduce our customers’ ability to pay for gas purchases. In addition, as'of June 30, 2003, we had long-
term U.S. dollar debt (net of current maturities) of US$258.2 million, which represented 97.7% of our total
outstanding long-lerm debt (net of current maturities), and which was incurred as part of our capital expenditure
program. It is expected that a substantial portion of our capital expenditure for future expansion programs may be
_ financed in foreign currencies, mainly U.S. dollars but also including Yen. Any depreciation of the Rupiah
against the U.S. dollar or other foreign currencies used 1o finance our capital expenditures would increase our
financing costs in Rupialt terms.

Regulatory Environment

Pursuant to the New Oil and Gas Law, transmission tariffs for existing long-term contracts will remain in
effect for the life of the respective conlracts. Transmission tariffs for third party access and new projects will be
subject to regulation, which is still to be determined. Distribution transportation tariffs will also be subject to
regulation. For industrial and other customers not classified as small-scale customers (who, for the six months
ended June 30, 2003, represented at least 98.5% of our sales volumes), while the transportation component of the
amount charged to customers will be regulated, the component relating to the cost of natural gas will not.
Accordingly, the total price charged to industrial and other customers not classified as small-scale customers of
our distribution business will not be fixed by regulation, but will be commercially negotiated. Distribution gas
prices and transportation rates for household and other small-scale customers will both be regulated, but sales to
these customers accounted for less than 1.5% of our sales volume for the six months ended June 30. 2003.

The New Qil and Gas Law requires pipeline companies in Indonesia, such as PGN and Transgasindo, to
open their transmission and distribution networks to third party access for any unutilized capacity. The tariffs for
this open access use will be determined by BPHMigas and paid to the pipeline owner by the relevant third party.
We do not yet have details of what is intended by way of charges for use of our transmission network nor the
means by which they will be calculated. In relation to our distribution business, the absence of any wholesale gas
pooling arrangements means that we expect that the opening up of our distribution network to third party trading
is unlikely to occur in the foreseeable future, although we may face competition from affiliates of upstream

" suppliers, including Pertamina. See “Risk Factors — Risks relating to our Business — We may face competition
from other gas distributors”™.

To promote the use of natural gas, the Government has indicated its plans to establish a national integrated
transmission and distribution network for piped natural gas. This integrated transmission and distribution
network is expected to consist of pipelines that will'connect gas fields and customers from North Sumatra
through Java to East Kalimantan. In order to plan for and develop this network, the Government is proposing a
natural gas Master Plan, which will include the development of new transmission and distribution projects. All
new projects under the Master Plan will be subject to an open tender process, but this process will not impact
projects for which approvals have been obtained before the issue of the Master Plan. We intend to compete for
the rights to develop, own and operate selected new projects under the Master Plan. Notwithstanding the Master
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Plan, we have already received licences for all our currently planned new distribution projects, and have begun
development of Phase I of the South Sumatra-to-West Java transmission project. We have also received approval
for Phase I of the South Sumatra-to-West Java transmission pipeline project and a transmission pipeline from
Duri to Medan. We have also applied for approvals to construct other natural gas pipeline projects, including the
East Kalimantan-to-West Java and East Java-to-West Java pipelines, which, if such approvals were granted,
would then be excluded from the Master Plan and would not be subject to an open tender process. See
“Regulation of the Indenesian Oil and Gas Industry™.

Results of Operations

The following table sets out certain income and expense items from our financial statements for the periods
indicated:

Year ended December 31, Six months ended June 30,
2000 2001 2002 2002 2002 2003 2003
(Audited) (Unaudited) (Audited)
(Rp. billion) (US$ mitlion} (Rp. billion) - (US$ million)
Revenue: : '
Gas distribution .............. 15743 2,1224 2,5853 312.0 1,268.7 1,464.9 176.8
Gas ransmission .. ..ovevernn . 601.0 650.6 561.6 67.8 303.2 261.5 316
Salcofl LPG ... ..c.oiiiu.-. 6.5 7.2 4.9 0.6 2.6 2.3 0.3
Total revenue ................ 2,181.8 2,780.3 3,I51.8 3804 1,574.4 1,728.8 208.7
Costofrevenue ............... (1,I10.7) (1,601.4) (1,747.4) (210.9) (873.1) (952.4) (114.9)
Grossprofit .................. 1.071.1° 11,1789 14044 169.5 701.3 776.4 93.7
Operating expenses ............ (473.8) (454.1) (5904) (71.3) - (252.7) (276.3) (33.3)
Income from operations ... .. LS. 597.4 0 7248 813.9 982 4486 500.1 60.4
Other charges (income} — net ... 568.9 2911  (876.4) (105.8) (162.8). (81.2) (9.8)
" Income before tax expense ...... 28.5 4337 1,690.3 204.0 6114 581.4 70.2
Tax expense —net ............ 219 121.1 564.9 68.2 182.5 152.9 18.5
Income before minority interest .. 6.6 3126 1,i254 ' 135.8 4289 428.5 51.7
Minority interest .. ............ - — 0.7 1.2 (0.5) (6.3) {0.8)
Netincome .........ovivvannn 6.6 3126 1,1157 © 1347 . 4284 @ 42272 51.0

The following table shows income and expense items as a percentage of revenue:

Year ended December 31, Six months ended June 30,
2000 2001 2002 2002 2003
{Andited) (Unaudited) {Audited)
(%) (%)
Revenue:
Gas distribution .. ... i . AT 722 76.3 82.0 80.6 84.7
Gas transmission - .. vvevr v reerencnninenns 27.5 23.4 17.8 19.3 15.1
Sale of LPG .. oot R 0.3 0.3 0.2 0.2 0.1
Total TEVENUE ... .ot eiiiiiiinan s erans 100.0 100.0 100.0 100.0 100.0
Costofrevenue .........ccoveiuncnnrann e ;o @_9_) L57_.6) Qﬁﬁ) (55.5) (55.1})
Gross profit .. .o.ovvvrvinniiiienaons AP 49.1 . 424 44.6 44.5 449
Operating eXpenses ... ....ocvvvvennnanenanns &Z)’ . _(ﬁ) _(_1§£) (16.0) (16.0)
Income from operations ..........c..cooaoooud 274 26.1 258 285 28.9
Other charges (income) —net ................ _26_1 : ﬂ Q.lé) (10.3) @7
Income before tax expense .........oooiin. 1.3 - 15.6 536 388 - - 336
Tax exXpense — Net .o.iveeeoneeei i ﬁ)_ _ _(fl_.f_L) _ L’!‘B) (1 1._6) (8.8)
Income before minority interest ............... 0.3 11.2 35.7 27.2 24.8
“Minority interest ... ... iiei .. PR — 7 = 0.3) — 04)
NElINCOME « v v vir e eiaeernensnrnsnensnns 0.3 11.2 354 27.2 244



Key line items in our results of operations are revenue. cost of revenue, operating expenses, other charges
(income) and tax expense. A brief description of each of these linc items is set out below.

Revenue consists of revenue eared on sales of natural gas, gas transmission and sales of LPG. Revenue
from gas distribution and toll fees from gas transmission are recognized when the gas is distributed or transmitted
10 the users based on the gas meter readings. Revenue from the sale of LPG is recognized upon delivery to the
customers. If a customer has not reached its minimum purchase level, paymenis in excess of the gas distributed
are recognized as revenues when the customer’s rights to the gas purchases expire. Our distribution revenue
depends substantially on the average U.S. dolar selling price of natural gas, the volume of natural gas we are
able to sell and the prevailing Rupiah to U.S. dollar exchange rate. Our transmission revenue depends
substantially on the level of transmission tariffs, charged in U.S. dollars, the volume of gas we transport and the
prevailing Rupiah to U.5. dollar exchange rate.

We set out below details of our average selling prices, volumes and exchange rates (exchange rates are those
used for the purpose of preparing our financial statements) for each of 2000, 2001, 2002 and the six months
ended June 30, 2003: oo i :

Six motrhs

Year ended December 31, ended June 30,
2000 2001 2002 2003

Distribution:9 o
Revenue (Rp. billion) ... ... .. ... ..., e 1,5743  2,1224 25853 1.464.9
Costofgassold .. ... e (1,104.9) (1.594.9) (1,743.1) (950.3)
Grossprofit ............ e A 469.4 527.5 342.2 514.6
Average daily volume sold (mmsefd) ........... ..ol 187.5 208.2 238.6 262.2
Realized average sales pricet™! :

Rp.permsef .. .o 23,003 27,923 29,689 30,871

USSpermscf® L L 2.70 272 3.21 3.57
Realized average cost of gast¥

Rp.permsef ... 16,144 29983 20,017 20.027

USSpermscft™ ... ... . ool P 1.89 2.04 2.16 2.31
Realized average transportation tariff™®

Rp.permscf ... 6,858 6.940 9,762 10.844

USS per mscf™ ... PO 0.80 0.67 1.04 1.25
Transmission:'®
Revenue (Rp. billion) S 601.0 6350.6 561.6 261.5
Volume transported (mmscfd) .......... ... .. it . 369.8 354.4 3214 3159
Realized average tariffm

Rp.permsef ... .. 44353 3.030 4,788 4.574

USSpermsef® (... .ol [ 0.52 0.49 0.52 0.53
Rupiah to U.S. dollar exchangerate (Rp.)® ... ...ttt 8534 10,266 9,261 8.655
Notes:

(1} Does not include LPG.

(2} Distribution revenue divided by volume sold. .

(3} Transluted at 2 month-end average Rupiah to U.S. dollar exchange rate over the period.
(4) Distribution cost of revenue divided by volume sold.

(5) Distribution revenuie less cost of revenue divided by volume sold.

(6) Excludes Jakarta transmission business, with the exception of throughput volumes.

(7) Transmission revenue divided by volume transported.

(8) Month-end average over the period.

Cost of revenue represents the cost of natural gas and LPG purchased from upstream suppliers. Our cost of
revenue is substantially impacted by the U.S. dollar price of natural gas purchased, the volume of natural gas
purchased and the prevailing Rupiah to U.S, dollar exchange rate.

Operating expenses include expenses relating to distribution and transmission, general and administrative
expenses and marketitg expenses. Major expenses within each of these three segments include depreciation,
salaries, wages and employee benefits, repairs and maintenance, rental, traveling and transportation expenses,
insurance expenses, professional fees (which include consultant, audit and legal fees), and representation and
entertainment expenses (which include corporate sponsorships and donations).
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Other charges (income} includes interest income, interest expense, gains or losses on toreign exchange and
in certain years significant miscellaneous items such as the gain recorded with respect to our sale of a 40.0%
interest in Transgasindo in 2002. Interest income includes interest income generated by our time deposits.
Interest expense comprises interest charges on our long-term borrowings sourced through the Government from
foreign quasi-governmental institutions (ADB, JBIC, EIB and the International Bank for Reconstruction and
Development (“IBRD™)), and the Government directly and Transasia’s sharcholder Joans to Transgasindo.
Interest payments on the jong-term borrowings sourced from the quasi-governmental institutions are made
through administering banks, such as Bank Mandid, and then on to the quasi-governmental institutions. Gains or
losses on foreign exchange arise mainly from our forcign currency denominated loans, trade receivables or
payables and other foreign currency transactions.

Taxation expense includes current tax expense (corporate income tax) payable by us in Indonesia and
deferred income tax. See “— Taxation™.

Six Months ended June 30, 2003 Compared to Six Months ended Juni: 30, 2002

Revenue

Qur net revenue increased by 9.8% to Rp.1,728.8 billion (US$208.7 million) in the six months ended June
30, 2003 from Rp.1,574.4 billion in the six months ended June 30, 2002. The increase in revenue was principally
a result of an increase of 15.5% in sales of natural gas before sales adjustments to Rp.1,466.3 billion (US$177.0
million) in the six months ended June 30, 2003 from Rp.1,269.3 billion in the six months ended June 30, 2002.
Details of the breakdown of our revenue for these periods are set out below:

Six months ended June 30,

2002 2003 2003
(Rp. billion) {Rp. bitlion) (US$ million)
Gas distributiont)) | . e 1,269.3 1,466.3 177.0
Gas transmission . ...ttt iin ittt 303.2 261.5 31.6
Sale of LPG .. it e e e e - 26 2.3 0.3
Total ............... e b e e e 1,.575.0 1,730.1 208.8
Sales adjustmentst® ... ... e (0.6) (1.2) (0.2)
3= S AR 1.574.4 1.728.8 208.7

Notes:
(1) Becfore sales adjustments.
(2) Relate 1o post-invoice reconciliations of gus consumption agreed with customers.

Gas distribution,  Qur sales of natural gas before sales adjustments increased by [3.5% to Rp.1,466.3
billion (US$177.0 million) in the six months ended June 30, 2003 from Rp.1,269.3 billion in the six months
ended June 30, 2002 primarily due to an increase by value in sales of natural gas to industrial customers. Sales of
natural gas were derived from the following customer categories:

Six months ended June 30,

2002 2003 2003
{Rp. billion) (Rp. billion) (US$ million)
Industrial ......onieii i e .. 1,242.2 1,433.0 173.0
Commercial . ...t e 12.5 14.4 1.7
Fuel gas filling stations .. ..... .. ... ... i, 7.0 6.1 0.7
Households ... ....i i i i i aeens 4.8 8.3 1.0
Minimom salesth ... e 2.8 4.3 0.5
L 1 7= - SRR .- — 0.1 -
Total ............. e e 1,269.3 1,466.3 ©177.0

Note:
(1) Reflects the amount paid by customers who do not take the minimum amount of natural gas as required ender their contracts with us. ™

Our sales of natural gas to industrial customers increased by 15.4% to Rp.1,433.0 billion (US$173.0
million) in the six months ended June 30, 2003 from Rp.1,242.2 billion in the six months ended June 30, 2002.
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This increase was mainly due 1o an 11.5% increase in average sales volume of natural gas to industrial customers
to 258.2 mmscfd in the six months ended June 30, 2003 from 231.6 mmscfd in the six months ended June 30,
2002 principally due to increased sales in Jakarta and Surabaya. 1n addition, the realized average sales price of
natural gas per msef for industrial customers increased by 3.4% to Rp.30,659 (US$3.54) in the six months ended
June 30, 2003 from Rp.29,639 in the six months ended June 30, 2002 notwithstanding an appreciation of the
Rupiah a dm‘;l the U.S. dollar. Based on the Rupiah to U.S. dollar exchange rate used to prepare our financial
statements; the Ruplah appreciated to Rp.§,655 per U.S. dotllar in the six months ended June 30, 2003 from
Rp-92.499 per U.S. dollar in the six months ended June 30, 2002 T

Om sales of nmuml aas to other customers (mc[udmﬂ c.ommerma[ sector cuqmmers f'ue[ oas ﬁllm0 stations
and households) increased by 22.7% to Rp.33.3 billion (US$4.0 million) in the six months ended June 30, 2003
from Rp.27.1 billion in the six months ended June 30, 2002. This increase was mainly due to a 20. 3% increase in
the realized average sales price of natural gas per mscf for such customers to Rp.46,306 (US$3. 35) in the six
months ended June 30, 2003 from Rp.38,489 in the six months ended June 30, 2002. In addition, average sales
volume of natural gas for such customers increased by 2.6% to 4.0 mmscfd in the six months ended June 30,
2003 from 3.9 mmscfd in the six months ended June 30, 2002.

Geographically, this growth in sales volume arose primarily {rom our Surabaya, Jakarta and Bogor
distribution networks which experienced growth in volume terms of 17.2%, 6.4% and 26.7%, respectively.
Surabaya’s average sales volume grew to 87.2 mmscfd for the six months ended June 30, 2003 from 74.4

mmscfd for the six months ended June 30, 2002, while in Jakarta average sales volume grew to 130.9 mmscfd for -

the six months ended June 30, 2003 from 123.0 mmscfd for the six months ended June 30, 2002 and in Bogor
average sales volume grew 10 21.9 mmscfd for the six months ended June 30, 2003 from 17.3 mmscfd for the six
months ended June 30, 2002.

Gas transmission. Revenue generated by gas transmission decreased by 13.7% to Rp.261.5 billion
(US$31.6 million) in the six months ended June 30, 2003 from Rp.303.2 billion in the six months ended June 30,
2002. This decrease was primarily due to a decrease in the average volume of natural gas transported to 315.9
mmscfd in the six months ended June 30, 2003 from 340.4 mmscfd in the six months ended June 30, 2002. The
reduced volume reflected the reduced demand of Caltex for natural gas from ConocoPhillips. In addition, the
realized average transmission tariff decreased by 7.0% (o Rp.4,574 (US$0.53) per mscf in the six months ended
June 30, 2003 from Rp.4,922 per mscf in the six months ended June 30, 2002.

Sale of LPG.  Our sales of LPG decreased by 10.5% to Rp.2.3 billion (USS$0.3 million) in the six months
ended June 30, 2003 from Rp.2.6 billion in the six months ended June 30, 2002. This decrease resulted primarily
from the decrease in our sales volume for these periods due to the transfer to two co-operatives of our ex-
employees of our LPG distribution businesses in Surabaya and Bandung in February and May 2002, respectively.

Cost of Revenue

Our cost of revenue increased by 9.1% to Rp.952.4 billion (US$114.9 millicn) in the six months ended June
30, 2003 from Rp.873.1 billion in the six months ended June 30, 2002 mainly due to increased purchases of
natural gas, which increased 9.2% by value of gas purchased. The following table sets out the components of our
cost of revenue:

Six months ended June 30,

. 2002 2003 2003
¢ (Rp. billion)  (Rp. billion)  (US$ million)
Natural gas purchases . .. ....vvverievnenrennerrennn.s 870.6 950.3 114.7
LPGpurchases .......... it 2.5 . 2.0 0.2
Total .o e 873.1 952.4 1149

Qur purchases of natural gas increased by 9.2% to Rp.950.3 billion (US$114.7 million) in the six months
ended June 30, 2003 from Rp.870.6 billion in the six months ended June 30, 2002. This increase was mainly due
to an 11.4% increase in average volume purchases of natural gas to 255.2 mmscfd in the six months ended June
30, 2003 from 229.1 mimscfd in the six months ended June 30, 2002.



Gross Profit

Our gross profit increased by 10.7% to Rp.776.4 billion (US$93.7 million) in the six months ended June 30,
2003 from Rp.701.3 billion in the six months ended June 30, 2002. This increase was mainly due to increased
revenue from gas distribution and reflected a gross margin (gross profit as a percentage of revenue) of 44.9% in
the six months ended June 30, 2003 compared with a gross margin of 44.5% in the six months ended June 30,
2002. In the six mounths ended June 30, 2003 and the six months ended June 30, 2002, our distribution business
contributed 66.3% and 56.8%, respectively of our gross profit, while our transmission business contributed the
balance of 33.7% and 43.2%, respectively. The increase in the contribution of cur distribution business to the
gross profit was due to a substantial growth in distribution revenue coupled with a decline in transmission
revenue.

Operating Expenses

Our operating expenses increased by 9.3% to Rp.276.3 billion (US$33.3 million) in the six months ended
June 30, 2003 from Rp.252.7 billion in the six months ended June 30, 2002 primarily as a result of an increase in
general and administrative expenses of 29.5%. The following table sets out the components of our operating
gxpenses:

Six meonths ended June 30,

2002 2003 2003

{Rp. billion) {Rp. billion) {USS million)
Distribution and transmission ... ... .. i i 178.7 182.1 22.0
General and administrative . .......... it iineneenans 67.5 87.3 10.5
MArKeting - . .« ottt 6.5 6.9 0.8
Total ........... e e e e e 2527 276.3 33.3

Distribwtion and transmission.  Qur distribution and transmission expenses increased by 1.8% to Rp.182.1
billion (US$22.0 million) in the six months ended June 30, 2003 from Rp.178.7 billion in the six months ended
June 30, 2002. The following table sets out the components of our distribution and transmission expenses:

Six months ended June 30,

2002 2003 2003
{Rp. billion} (Rp. billion) (US$ mitlion}

Deprecialion .. ...oovivrriii i i e e 140.9 124.1 15.0
Repairs and maintenance .......o.ooveinnrnreeanecnnnn 18.1 37.0 4.5
Salaries, wages and employee benefits ...... .. ... ... .. 12.5 132 1.6
Rental ..o e 4.3 3.8 0.5
Professional fees ....... ... i -0 0.5 0.1
Others ) i e 2.7 3.5 04
TOtal .o e i e 178.7 182.1 22.0

Note:
“ (1) Includés expenses relating 10 traveling and transportation, fuel and chemicals, communication, utitities, tools and spare parts, office
supplies, emertainment, training and education, taxes and licenses, insurance and others.

Our depreciation expenses decreased by 11.9% to Rp.124.1 billion (US$15.0 million) in the six months
ended June 30, 2003 from Rp.140.9 billion in the six months ended June 30, 2002. This decrease was mainly due
to the use of the double-declining method of depreciation which over time normally results in decreasing levels
of depreciation when there are no significant additions to property, plant and equipment.

Our repairs and maintenance expenses increased by 103.7% to Rp.37.0 billion (US$4.5 miltion} in the six
months ended June 30, 2003 from Rp.18.1 billion in the six months ended June 30, 2002. This increase was
mainly due to the expense, amounting to US$3.1 million in the six months ended June 30, 2003, of maintaining a
margin of lmepacked gas in the Grissik-to-Duri plpellne in accordance with the gas transportation agreements .
with ConocoPhillips. ; -

45



Our salarics, wages and employee benefiis increased by 5.1% 1o Rp.13.2 billion (US$1.6 million} in the six
months ended June 30, 2003 from Rp.12.5 billion in the six months ended June 30, 2002. This increase wis
mainly due to an increase in salaries and an increase in the number of employees.

Qur rental expenses decreased by 12.7% to Rp.3.8 billion (USS0.5 million) in the six months ended June 30,
2003 from Rp.4.3 billion in the six months ended June 30, 2002. This decrease was mamly ‘due to a decrease in
vehicle rental expense. - - _ S - ) T :

Oljr professional fees exf)enses increased by 243.0% to Rp.0.5 billion (US$0.1 million) in the six months ended
June 30, 2003 from Rp.0.1 billion in the six months ended June 30, 2002. This increase was mainly due to the
outsourcing of certain security and administration functions.

Our other distribution and transmission expenses increased by 29.5% to Rp.3.5 billion (US$0.4 million) in
the six months ended fune 30, 2003 from Rp.2.7 billion in the six months ended June 30, 2002. This increase was
mainly due to an increase in travel and transportation cxpenses.

General and administrative.  Our general and administrative expenses increased by 29.5% to Rp.87.3
billion (US$10.5 million) in the six months ended June 30, 2003 from Rp.67.5 billion in the six months ended
June 30, 2002. This increase was mainly due to a 69.8% increase in salaries, wages and employee benefits in the
six months ended June 30, 2003 compared to the six months ended June 30, 2002. The following table sets dut
the components of our general and administrative expenses:

Six moaths ended June 30,

2002 2003 203
(Rp. billion) (Rp. billion) (USS million)

Depreciation ...t e e e 54 39 0.5
Salaries, wages and employee benefits ... ... ... .. ... 241 40.9 4.9
Rental .. ... e 4.2 5.9 1.1
Travel and transportation ... ... ...iiiniiiinnenn.. 33 49 0.6
Representation and entertainment .............oovvenn. 33 3.6 0.4
Insurance . ... ... e 7.3 23 0.3
Repairs and maintenance ........... ... o oo 1.3 1.9 0.2
Professional fees .......... ... ..o it 10.2 6.5 0.8
Otherst L e e 83 14.4 1.7
Total o e 67.5 87.3 10.5

Note:
(1) Includes expenses relating to-training and education. promotion. tools and spare panis. communication, wiiities, fuel and chemicals,
provisien for doubtiul decounts, office equipment, fuel and chemicals, taxes and licenses and others.

Our depreciation expenses decreased by 28.0% to Rp.3.9 billion (US$0.5 million) in the six months ended
June 30, 2003 from Rp.5.4 billion in the six months ended June 30, 2002. This decrease was mainly due to the
use of the double-declining method of depreciation which over time normally results in decreasing levels of
depreciation when there are no significant additions to property, plant and equipment.

Our salaries, wages and employee benefits increased by 69.8% to Rp.40.9 billion (US$4.9 million} in the six
months ended June 30, 2003 from Rp.24.1 billion in the six months ended June 30, 2002. This increase was
mainly due to salaries payable to expatriates séconded to Transgasindo by Transasia’s shareholders.

Our rental expenses increased by 109.9% to Rp.8.9 billion (US$1.1 million) in the six months ended June
30, 2003 from Rp.4.2 billion in the six months ended June 30, 2002. This increase was mainly due to vehicle rent
expenses.

Our traveling and transportation expenses increased by 48.0% to Rp.4.9 billion (US$0.6 million) in the six
months ended June 30, 2003 from Rp.3.3 billion in the six months ended June 30, 2002. This increase was
mainly due to business trips in connection with the s:gnmg of a loan agreement with JBIC in the six months:
ended June 30, 2003.
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Our representation and entertainment expenses increased by 11.0% to Rp.3.6 billion (US$0.4 million) in the
six months ended June 30, 2003 from Rp.3.3 billion in the six months ended June 30, 2002. This increase was
mainly due to the disbursement of contributions made to the Government towards the expenses of the preparation
of the New Qil and Gas Law. :

Our insurance expenses decreased by 69.0% to Rp.2.3 billion (US$0.3 million) in the six months ended
June 30, 2003 from Rp.7.3 billion in the six months ended June 30, 2002, This decrease was mainly due to the
increased expensing of insurance premium relating to our pension fund in 2002.

Cur repairs and maintenance expenses increased by 45.0% to Rp.1.9 billion (US$0.2 million) in the six
months ended June 30, 2003 from Rp.1.3 billion in the six months ended June 30, 2002. This increase was
mainly due to an increase in repairs and maintenance expenses relating to our office buildings.

Qwr professional fees expenses decreased by 36.1% to Rp.6.5 billion (US$0.8 million) in the six months
ended June 30, 2003 from Rp.10.2 billion in the six months ended June 30, 2002, This decrease was mainly due
to the recording of one-time expenses relating to the establishment of Transgasindo in the six months ended
June 30, 2002. : .

Our other general and administrative expenses increased by 74.0% to Rp.14.4 billion (US$$1.7 million)} in
the six months ended June 30, 2003 from Rp.8.3 billion in the six months ended June 30, 2002. This increase was
mainly due to an increase in the provision for doubtful accounts. ' '

Marketing, Our marketing expenses increased by 6.6% to Rp.6.9 billion (US$0.8 million) in the six
months ended June 30, 2003 from Rp.6.5 billion in the six months ended June 30, 2002. This increase was
mainly due to a 167.0% increase in rental expense from the six months ended June 30, 2002 to the six months
ended June 30, 2003 reflecting an increase in vehicle rental expenses.

Income from Operations

QOur income from operations increased by 11.5% to Rp.500.1 billion (US$60.4 million) in the six months
ended June 30, 2003 from Rp.448.6 billion in the six months ended June 30, 2002. This increase was mainly due
to the growth in our revenue from natural gas distribution and the increase in our gross margin, which were
partially offset by reduced revenue from transmission in the six months ended June 30, 2003 compared to the six
months ended June 30, 2002 as discussed above. :

Other Charges (Income)

Our other charges (income) produced a gain of Rp.81.2 billion (US$9.8 million) in the six months ended June
30, 2003 compared to a gain of Rp.162.8 billion in the six months ended June 30, 2002, The gain for the six
months ended June 30, 2003 resulted from a foreign exchange gain of Rp.118.1 billion, interest income of Rp.5.5
billion and a miscellaneous net gain of Rp.5.3 billion, which was partially offset by interest expense of Rp.47.6
billion. The gai'n'for the six months ended June 30, 2002 arose primarily from a foreign exchange gain of Rp.207.6
billion plus interest income of Rp.16.2 billion, partially offset by interest expense of Rp.58.4 billion and a
miscellaneous net charge of Rp.2.6 billion. The following table sets out the components of other charges (income):

Six months ended June 30,

2002 2003 2003
‘ . (Rp. billion) (Rp. billion) {US$ miliion)
Interest IMCOMIE . ittt e e et it e rn e naanns (16.2) (5.5) 0.7
INMerest EXPense ...t vriae e iee i 58.4 47.6 5.7
Loss/(gain) on foreign exchange —mnet . ... ............. (207.6) (118.1) (14.3)
Miscelaneous . . ..o vr it s e e, . 2.6 (5.3 ﬂ)
‘Other charges (income) — et .. ... oieiiienianian.. (162.8) . (81.2) . ﬁ)

" Our interest income decreased by 66.3% te Rp.5.5 billion (US$0.7 million) in the six months ended June 30,
2003 from Rp.16.2 billion in the six months ended June 30, 2002. This decrease was mainly due to an 86.1%
decrease in our average deposits in Rupiah terms (based on the average of month end balances in the period) to
Rp.69.8 billion in the six months ended June 30, 2003 from Rp.502.8 billion in the six months ended June 30,
2002 and a decrease in the average interest rates on such deposits from 5.9% to 4.2% over the same period.
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Qur interest expense decreased by 18.5% to Rp.47.6 billion (US$5.7 million) in the six months ended June '
30, 2003 from Rp.58.4 billion in the six months ended June 30, 2002. This decrease was mainly due to the
capitalization of interest related to the sundry costs of the Grissik-to-Singapore pipeline amounting to Rp. 253
billion in the six months ended June 30, 2003 compared to no such capitalization in 2002. The capitalized interest
was recorded on our balarice sheet as an addition to the cost of property, plant and equipment. Its effect was
partially offset by an 8.5% increase in our average outstanding loans in Rupiah terms (based ona daily weighted -
_ average) to Rp.2,391.3 billion (US5288.6 m:lhon) in the six months ended June 30, 2003 from Rp.2:204.2 billion
"“in the six months ended June 30, 2002. Most of our loans are in U.S. dollars and the average outstanding U.S.

dollar loans increased by 21.3% in U.S. dollar terms for the six months ended June 30, 2003 compared with the - - --— -
six months ended June 30, 2002, which increase was partially offset by the 8.9% appreciation of the Rupiah toan ~ ~

average of Rp.8,655 per U.S. dollar in the six months ended June 30, 2003 from an average of Rp.9,499 per U.S. -
dollar in the six months ended June 30, 2002.

Our gain on foreign exchange (net) decreased by 43.1% to Rp.118.1 billion (US$14.3 million} in the six
months ended June 30, 2003 from Rp.207.6 billion in the six months ended June 30, 2002. This decrease was
mainly due to the reduced rate of appreciation of the Rupiah against the U.S. dollar of 7.3% in the six months
ended June 30, 2003, compared to the 16.1% rate of appreciation in the six months ended June 30, 2002.

Our miscellancous charges (income) increased to a net gain of Rp.5.3 billion (US$0.6 million) in the six*
months ended June 30, 2003 from a net loss of Rp.2.6 billion in the six months ended June 30, 2002. This gain in
the six months ended June 30, 2003 was mainly due to the recording of a penalty payment received by us from a
contractor due to late completion of work on the Grissik-to-Singapore pipeline.

Income before tax expense (benefit) — net

Our income before tax expense (benefit) decreased by 4.9% to Rp.581.4 billion (US$70.2 million) in the six
months ended June 30, 2003 from Rp.611.4 billion in the six months ended June 30, 2002, The 11.5% increase in
income from operations in the six months ended June 30, 2003 was offset by the reduced gain in other charges
(income), due to the reduced gain on foreign exchange in the six months ended June 30, 2003 compared to the
six months ended June 30, 2002.

Tax expense — net

Our net tax expense decreased by 16.2% to Rp.152.9 billion (US$18.5 million) in the six months ended
June 30, 2003 from Rp.182.5 billion in the six months ended June 30, 2002 due to a reduced tax expense relating
to Transgasindo because of a loss made by Transgasindo in the six months ended June 30, 2003.

Minority Inferest

The minority interest as of June 30, 2002 represented a 0.25% minority stockholders’ interest in assets of
Transgasindo while as of June 30, 2003 it represented a 40.25% minority stockholders” interest.

Net incoine

As a result of the foregoing, our net income decreased by 1.4% to Rp.422.2 billion (US$51.0 million) in the
six months ended June 30, 2003 from Rp.428.4 billion in the six months ended June 30, 2002.

<
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2002 Compared to 2001
Revenue

Our net revenue increased by 13.4% to Rp.3,151.8 billion (US$380.4 million) in 2002 from Rp.2,780.3
billion in 2001. The increase in revenue was principally a result of an increase of 21.8% in sales of natural gas
before sales adjustments to Rp.2,587.0 billien (US$312.3 million) in 2002 from Rp.2,124.5 billion in 2001, while
revenue from gas transmission and the sale of L.LPG decreased by 13.7% and 32.8%, respeciively. Details of the
breakdown of our revenue for these years are set out below:

Year ended December 3,

2001 2002 2002
(Rp. billion) (Rp. billion) (US$ millien)

Gas distributiontV . .. .. . e e 2,124.5 2,587.0 3123
Gas transmission ........ e e 650.6 561.6 67.8
Saleof LPG ............. R PP . 7.2 49 0.6
B T 2,782.4 3,1535 7 3806
Sales adjustments® .. ... L i, - (2B (.n (0.2)
(= 2,780.3 3,151.8 380.4

Notes:
(1) Before sales adjustments,
(2) Relate to post-invoice reconciliations of gas consumption agreed with customers.

Gas distribution.  Our sales of natural gas before sales adjustments increased by 21.8% to Rp.2,587.0
billion (US$312.3 million) in 2002 from Rp.2,124.5 billion in 2001, almost entirely due to increases in the sale of
natural gas to industrial customers. Sales of natural gas were derived from the following customer categories:

Year ended December 31,

2001 2002 2002
. (Rp. billion) (Rp. billion) (US$ million)
Industrial ...t i e e it - 2,076.8 2,530.6 3054
Commercial ... vttt i it c et 20.5 26.3 3.2
Fuel gas filling stations ......... e 16.4 139 1.7
Households . ... . i i it i e 6.3 10.6 1.3
Minimumsales'™™ ... ... . i e e 4.4 55 0.7
Others R R L R R R PR PR R 0.1 0.1 —

Total ... ... . ... oL PN 2,124.5 2,587.0 312.3

Note:
(1) Reflects the amount paid by customers who do not take the minimum amount of natural gas as required under their contracts with us,

Our sales of natural gas to industrial customers increased by 21.8% to Rp.2,530.6 billion (US$305.4
million) in 2002 from Rp.2,076.8 billion in 2001. This increase was mainly due to a 14.6% increase in average
sales volume of natural gas to industrial customers to 234.6 mmscfd in 2002 from 204.7 mmscfd in 2001 with
growth in sales volume to virtually all of our customer segments. In addition, the realized average sales price of
natural gas for the industrial customers increased by 6.3% to Rp.29,549 (US$3.19) per mscf in 2002 from
Rp.27,802 per mscf in 2001, notwuhstandmg an appreciation of the Rupiah against the U.S. dollar, principally
due to increases in the purchase price of natural gas which were passed on to customers. Based on the Rupiah to
.S, dollar exchange rate used to prepare our financial statements, the Rupiah appreciated to Rp.9,261 per
11.S. dollar in 2002 from Rp.10,266 per U.S. dollar in 2001.

Qur sales of natural gas to other customers (including commercial sector customers, fuel gas fiiling stations-
and households) increased by 18.4% to Rp.56.4 billion (US$6.8 million) in 2002 from Rp.47.7 billion in 2001.
This increase was mainly due to an 8.3% increase in average sales volume of natural gas to such customers to 3.9
mmscfd in 2002 from 3.6 mmscfd in 2001 principally due to increased sales to commercial customers in Jakarta
and Surabaya and to household customers in Jakarta. In addition, the realized average sales price of natural gas -
per mscf for such customers increased by 7.3% to Rp.39,123 (US$4.22) in 2002 from Rp.36,473 in 2001.

Geographically, this growth ih sales volume arose primarily from our Jakarta and Surabaya distribution
networks which experienced year on year growth in volume terms of 11.0% and 24.8%, respectively.
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Jakarta’s average daily sales volume grew to 121.9 mmscfd in 2002 from 109.7 mmscfd in 2001, while in
Surabaya average daily sales volume grew to 77.2 mmscfd in 2002 from 61.8 mmscfd in 2001.

Gas transmission. Revenue generated by gas transmission decreased by 13.7% to Rp.561.6 billion
(US$67.8 imillion) in 2002 from Rp.650.6 billich in 2001. This decrease was primarily due to a decrease in the
average volume of gas transported to 321.4 mmscfd in 2002 from 354.4 mmscfd in 2001_.' The reduced volume
reflected the reduced démand of Caltex for natural gas from ConocoPhillips. In addition, the realized average’ _
{ransmission tariff decreased by 4.8% to Rp.4,788 (US$0.52) per mscf in 2002 from Rp.5,030 per msefin 2001.

Sale of LPG.  Our sales of LPG decreased by 32.8% to Rp.4.9 billion (US$0.6 million) in 2002 from
Rp.7.2 billion in 2001. This decrease resulted primarily from the transfer to a co-operative of our LPG
distribution businesses in Surabaya and Bandung in February and May 2002, respectively.

Cost of Revenue

- Our cost of revenue increased by 9.1% to Rp.1,747.4 billion (U$$210.9 million) in 2002 from Rp.1,601.4
biltion in 2001 primarily due to increased purchases of natural gas. The following table sets out the components
. of our cost of revenue:

Year ended December 31,

2001 2002 2002
(Rp. billion)  (Rp. billion)  (US$ million)
Natural gas purchases . ... ..o innn i 1,594.9 1,743.1 .2104
LPG pUrChases .. ...covvnvanrerrnnceaaroaanunnnnans 6.6 43 0.5
1o 52 R R R 1,601.4 1,747.4 210.9

Qur purchases of natural gas increased by 9.3% to Rp.1,743.1 billion (US$210.4 million) in 2002 from
Rp.1,594.9 billion in 2001. This increase was mainly due to a 10.1% increase in average volume purchases of
natural gas to 229.7 mmscfd in 2002 from 208.6 mmscfd in 2001. In addition, the realized average cost of natural
gas per mscf decreased by 4.6% to Rp.20,017 (US$2.16) in 2002 from Rp.20,983 in 2001, notwithstanding an
appreciation of the Rupiah against the U.S. dollar.

Gross Profit

Our gross profit increased by 19.1% to Rp.1,404.4 biltion (US$169.5 million) in 2002 from Rp.1,178.9
billion in 2001, This increase was mainly due to increased revenue from gas distribution and reflected a gross
margin (gross profit as a percentage of revenue) of 44.6% in 2002 compared with a gross margin of 42.4% in
2001. In 2002 and 2001, our distribution business contributed 60.0% and 44.7%, respectively of our gross profit,
. while our transmission business contributed the balance of 40.0% and 55.2%, respectively. The increase in the
contribution of our distribution business to the gross profit was due to a substantial growth in distribution
revenue coupled with a decline in transmission revenue.

Operaririg Expenses

Our operating expenses increased by 30.0% to Rp.590.4 billion (US$71.3 million) in 2002 from Rp.454.1
billion in 2001 primarily as a result of an increase in distribution and transmission expenses of 28.4% and an
increase in our general and administrative expenses of 36.8%. The following table sets out the components of our

. operating expenses: '

Year cn.ded December 31,

2001 2002 2002

(Rp. billion) (Rp. billion) (US$ million)
Distribution and transmission .......cccceieeriaannaas 312.5 401.3 48.4
General and administrative . ....cvvv i inenanaaa 127.3 -174.2 21.0
Markeling . - o ovviriee e e 14.2 14.9 1.8
N e =1 E A A PR 454.1 5904 71.3

|
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Distribution and transmission. Qur distribution and transmission expenses increased by 28.4% to
Rp.401.3 billion (US$48.4 million) in 2002 from Rp.312.5 billion in 2001 primarily due to increases in
depreciation expenses (25.3%) and repairs and maintenance expenses (48.0%). The following table sets out the
components of our distribution and transmission expenses:

Year ended December 31,

2001 2002 2002
(Rp. billion) (Rp. billion) {US$ million)

Depreciation ........... e e e 232.1 291.0 - 351
Repairs and maintenance ...........cooiiiiiinnn... 41.8 61.8 7.5
Salaries, wages and employee benefits ................. 229 29.0 3.5
Rental ..o o 8.7 9.7 1.2
Professionalfees ....... ... . i i i 0.2 0.6 0.1
Others® .. ... i, PP 6.9 9.2 L1
Total ... R 3125 401.3 484

Note:
(1} Includes expenses relating to traveling and transportation, fuel and chemicals, communication, utilities, tools and spare parts, oftice
supplies, entertainment, training and education, taxes and licenses, insurance and others. -

Our depreciation expenses increased by 25.3% to Rp.291.0 bitlion (US$35.1 million) in 2002 from Rp.232.1
billion in 2001. This increase was mainly due to the revaluation of our Grissik-to-Duri gas transmission assets in
September 2001, the book value of which increased to Rp.2,029.4 billion from Rp.1,297.9 billion as a result. This
increase, combined with the use of the double-declining method of depreciation on certain assets, resulted in
significant growth in depreciation expense.

Our repairs and maintenance expenses increased by 48.0% to Rp.61.8 billion (US$7.5. million) in 2002 from
Rp.41.8 billion in 2001. This increase was mainly due to the expenses, amounting to US$2.4 million in 2002, of
maintaining a margin of linepacked gas in the Grissik-to-Duri pipeline in accordance with the gas transportation
agreements with ConocoPhillips. -

Our salaries, wages and employee benefits increased by 26.9% to Rp.29.0 billion (US$3.5 million) in 2002
from Rp.22.9 billion in 2001. This increase was mainly due to the introduction of a performance-based salary and
bonus scheme in mid-2002 pursuant to which, while there were no changes in base saiaries, significant
performance-related payments were paid monthly.

Our rental expenses increased by 11.6% to Rp.9.7 billion (US$1.2 million) in 2002 from Rp.8.7 billion in
2001. This increase was mainly due to vehicle rental expenses incurred by Transgasindo.

Our professional fees expenses increased by 204.2% to Rp.0.6 billion (US$0.1 million) in 2002 from Rp.0.2
billion in 2001, This increase was mainly due to the outsourcing of certain security and administration functions,

Our other distribution and transmission expenses increased by 33.1% to Rp.9.2 billion (US$1.1 million) in

2002 from Rp.6.9 billion in 2001. This increase was mainly due to an increase in allowance of Rp.2.1 billion for
inventories obsolescence relating to damaged technical parts.
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General and administrative.  Qur general and administrative expenses increased by 36.8% (o Rp.174.2
billion (US$21.0 million) in 2002 from Rp.127.3 billion in 2001. This increase was mainly due to a 32.8%
increase in salaries, wages and employee benefits to Rp.72.6 billion (US$8.8 million) in 2002 from Rp.54.7
billion in 2001. The following table sets out the components of our general and administrative expenses.

Year ended December 31,

2001 2002 2002
__ R - T (Rp. billion)  (Rp. billion) '~ (USS million)
" Depreciation ......... I VTSI T e T T12e T s T

Salaries, wages and employee benefits .. .. ...l 547 F2.6 0 8.8
Rental «vnvoenen... TS ST 80 es
Travel and transportation ................... e 59 79 10
Representation and entertainment . ............ ..., 6.8 10.8 13
INSUrance .. .....oririniii i i 12.9 20.2 24
Repairs and maintenance ... .......c. oo, 29 75 0.9
Professional fees ...... ... ..o ooy e 4.9 10.6 1.3
Othersty) i 22.1 22.7 27
Total Ll S 127.3 174.2 210

’ p—d

Note: .
(1) Includes expenses relating to training and education, promotion, tools and spare parts, communication, utilities, provision for doubtful

accounts, office equipment, fuel and chemicals, taxes and licenses and others.

Our depreciation expenses increased by 34.9% to Rp.12.4 billion (US$1.5 million) in 2002 from Rp.9.2
billion in 2001. This increase was mainly due to the revaluation of the Grissik-to-Duri transmission assets in
September 2001 in preparation for their transfer to Transgasindo, which impacted the full year in 2002 compared
" to only the last three months in 2001.

Our salaries, wages and employee benefits increased by 32.8% to Rp.72.6 billion (US$8.8 million) in 2002
from Rp.54.7 billion in 2001. This increase was mainly due to the introduction of a performance-based salary and
bonus scheme in mid-2002, pursuant to which significant performance-related payments were paid monthly.

Our rental expenses increased by 18.6% to Rp.9.5 billion (US$1.1 million) in 2002 from Rp.8.0 billion in
2001. This increase was mainly due to an increase in vehicle rentals.

Qur travel and transportation expenses increased by 34.2% to Rp.7.9 billion (US$1.0 million) in 2002 from
Rp.5.9 billion in 2001. This increase was mainly due to costs connected with the negotiations related 1o the
funding and development coniracts for the Grissik-to-Singapore pipeline.

Our representation and entertainment expenses increased by 59.9% to Rp.10.8 billion (US$1.3 million) in
2002 from Rp.6.8 billion in 2001. This increase was mainly due to increased corporate sponsorships and
donations in 2002.

Our insurance expenses increased by 56.1% to Rp.20.2 billion (US$2.4 million) in 2002 from Rp.12.9
billion in 2001. This increase was mainly due to the allocation of insurance costs relating to amortization of a
pension insurance premium in full to general and administrative expenses in 2002 instead of to other areas.

Our repairs and maintenance expenses increased by 158.2% to Rp.7.5 billion (US$0.9 million) in 2002 from
Rp.2.9 billion in 2001. This increase was mainly due to the purchase of new software for the maintenance of

inventory.

Qur professional fees increased by 118.8% to Rp.10.6 billion (US$1.3 million) in 2002 from Rp.4.9 billion
in 2001. This increase was mainly due to professional fees relating to our sale of a 40.0% interest in
Transgasindo in November 2002 .

Our other general and administrative expenses increased marginally to Rp.22.7 billion (US$2.7 million) in
2002 from Rp:22.1 billien in 2001.
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Marketing. Our marketing expenses increased by 5.0% to Rp.14.9 billion (USS$1.8 million) in 2002 from
Rp.14.2 billion in 2001. This increase was mainly due to a 19.8% increase in salaries, wages and employee
benefits from 2001 to 2002, although depreciation expense decreased by 28.8% over the same period.

Income from Operations

Qur income from operations increased by 12.3% to Rp.813.9 biltion (US$98.2 million) in 2002 from
Rp.724.8 billion in 2001. This increase was mainly due to the growth in our revenue from natural gas distribution
and an increase in our gross margin, which was partially offset by reduced revenue from transmission and
increased operating expenses (particularly depreciation and repairs and maintenance expenses largely relating to
the establishment of Transgasindo).

Other Charges (Income)

Our other charges (income) produced a gain of Rp.876.4 billion (US$105.8 million) in 2002 compared to a
loss of Rp.291.1 billion in 2001. This gain in other charges (income) was due primarily to miscellaneous income
of Rp.806.4 billion (US$97.3 million) in 2002 compared to only Rp.8.1 billion in 2001 and a foreign exchange
gain in 2002 of Rp.159.5 billion (US$19.2 million) compared to a foreign exchange loss of Rp.132.8 billion in
2001. The following table sets out the components of other charges (income):

Year ended December 31,

2001 2002 2002
(Rp. billion) (Rp. billion) {USS million)
TIMEFESLINCOMIE .+« v v vvee e v eeie e eeeeeenne (52.0) (28.0) (34)
INLETCSL EXPENSE .+ v e e ine s naanan e sannns 2183 117.5 14.2
Loss/{gain) on foreign exchange —net ........ ...t 132.8 {159.5) (19.2)
MiSCellaneouS . .t i vt i et e _(8.1) {806.4) (97.3)
Other charges (income) —met ... en e as 291.1 (876.4) {105.8)

Our interest income decreased by 46.2% to Rp.28.0 billion (US$3.4 million) in 2002 from Rp.52.0 billion in
2001. This decrease was mainly due to a 53.1% decrease in our average deposits in Rupiah terms (based on the ~
average of month end balances in the period) to Rp.353.9 billion in 2002 from Rp.754.2 billion in 200] and a
decrease in the weighted average interest rates on such deposits from 7.4% in 2001 to 6.2% in 2002. As most of
our deposits were in U.S. dollars for these periods, the appreciation of the Rupiah from Rp.10,266 per U.S. dollar
in 2001 to Rp.9,261 per U.S. dollar in 2002, also impacted our recorded Rupiah interest income.

Our interest expense decreased by 46.2% to Rp.117.5 billion (US$14.2 million) in 2002 from Rp.218.3
billion in 2001. This decrease was mainly due to a 9.0% decrease in our average outstanding loans in Rupiah
terms (based on a daily weighted average) to Rp.2,288.9 billion in 2002 from Rp.2,514.0 billion in 2001. As most
of our foans were in U.S. dollars in these periods, the appreciation of the Rupiah to Rp.9,261 per U.S. dollar in
2002 from Rp.10,266 per U.S. dollar in 2001 also impacted our recorded Rupiah interest expense, as did a
decrease in the weighted average interest rates on such loans from 8.7% in 2001 to 5.1% in 2002.

We recorded a net gain on foreign exchange of Rp.159.5 billion (US$19.2 mitlion) in 2002 compared with a
net loss of Rp.132.8 billion in 2001. This gain in 2002 was mainly due to the appreciation of the:Rupiah during
2002 from Rp.10,400 per U.S. dollar to Rp.8,940 per U.S. dotlar while the loss in 2001 was mainly due to an
8.4% depreciation during 2001 of the Rupiah to Rp.10,400 per U.S. doltar from Rp.9,595 per U.S. dollar.

Our miscellaneous charges (income) increased by 9,916.2% to Rp.(806.4 billien) (US$(97.3 million)) in
2002 from Rp.(8.1 billion) in 2001. This increase was mainly due to the gain of Rp.(825.9 billion), ret of
consultants’ fees of Rp.(35.9 billion) recognized on the sale of 40.0% of the issued shares in Transgasindo to
Transasia in November 2002 for US$130 million. We also recognized Rp.32.8 billion (US$4.0 million) in 7
expenses in 2002 relating to the establishment of Transgasindo and a further Rp.16.9 billion (US$2.0 million)
relating to our late payment of value added tax arising from the transfer of the Grissik-to-Duri transmission assets

to Transgasindo.
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Income before tax expense (benefir)

Our income before tax expense (beneflt) increased 289.7% to Rp.1,690.3 billion (US$204.0 million) in 2002
from Rp.433.7 billion in 2001i. Although income from operations increased by 12.3% in 2002 from 2001, the
increase in income before tax expense (benefit) was primarily due to the gain of US$100.7 million rccognized
from our saie of a 40.0% interest in Tranc;gasmdo and a net gain due to forelgn exchange of Rp 159 5 b:llton )
(USS19 2 mllllon) in 2002 compared toa loss of Rp 132. 8 b11]10n in 2001 - . .

e
Tax expense o : R

Our tax expense increased by 366.4% to Rp 564.9 billion (USS$68.2 million) in 2002 from Rp 121. l btlhon
in 2001. This increase was largely due 10 an increase in corporate income tax to Rp.553.2 billion (US$66.8
million) in 2002 from Rp.126.4 billion in 2001, reflecting the significant capital gain we recognized on the sale
of shares in Transgasindo and the growth in our other taxable income year on year.

Minority interests

In 2002, we recognized a minority interest for the first time, representing a 40.25% minority stockholders’
interest in assets of Transgasindo.

Net income

As a result of the foregoing, our‘net profit increased by 256.9% to Rp.1,115.7 billion (US$134.7 million) in
2002 from Rp.312.6 billion in 2001. .

2001 Compared to 2000
Revenue

Our net revenue increased by 27.4% to Rp.2,780.3 billion in 2001 from Rp.2,181.8 billion in 2000. The
increase in revenue was principally a result of an increase of 34.8% in sales of natural gas before sales
adjustments to Rp.2,124.5 billion in 2001 from Rp.1,575.9 billion in 2000. Details of the breakdown of our
revenue for these years are set out below:

Year ended December 31,

2000 2001

g . (Rp. billion)  (Rp. billion)
Gas distibutiont) | L L e e e 1,5759 2,124.5
Gas ransmission .. ...........'oeneiaann.. [ 601.0 650.6
Sale of LPG L e 6.3 7.2
TOAl « et . 2,1833 2,782.4
Sales adjustments® .. L e (1.6) 2.1)
el i e e e i e 2,181.8 2,780.3

Notes:
(1) Before sales adjustments.
(2) Relate to post-invoice reconciliations of gas consumption agreed with customers.

i
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Gas distribution.  Our sales of natural gas increased by 34.8% to Rp.2,122.4 billion in 2001 from
Rp.1,574.3 billion in 2000, almost entirely due to increases in the sale of natural gas to industrial customers.
which increased by 35.1% by value of the sa]e of natural gas. Sales of natural gas were derived from the
following customer categories:

Year ended December 31,

2000 2001
(Rp. billion) * (Rp. billion)
Industrial .............. e e e e e e e e 1,537.2 2.076.8
Commercial ... . e 15.2 2035
Fuel gas filling stations ... i 16.3 164
Households . . ... o e 5.0 6.3
Minimum salest .. .. ... et et e et 2.2 4.4
OtheTS oitee e e — 0.1
Total . e e 1,575.9 , 21243

Note:
(1) Refects the amount paid by customers who do not take the minimum amount of natural gas as required under their contracts with us.

Our sales of natural gas to industrial customers increased by 35.1% to Rp.2,076.8 billion in 2001 from
Rp.1,537.2 billion in 2000. This increase was mainly due to an 11.1% increase in average sales volume of natural
gas to industrial customers to 204.7 mmscfd in 2001 from 184.3 mmsefd in 2000 with growth in sales volume to
virtually all of our customer segments. In addition, the realized average sales price of natural gas per mscf for
industrial customers increased by 21.6% to Rp.27,802 in 2001 from Rp.22,858 in 2000. Based on the Rupiah to
U.S. dollar exchange rate used to prepare our financial statements, the Rupiah depreciated 20.3% to Rp.10.266
per U.S. dollar in 2001 from Rp.8,534 per U.S. doltar in 2000.

Our sales of natural gas to other customers (including commercial sector customers, fuel gas filling stations
and households) increased by 23.3% to Rp.47.7 billion in 2001 from Rp.38.7 billion in 2000. This increase was
mainly due to a 9.8% increase in average sales volume of natural gas to such customers to 3.6 mmscfd in 2001
from 3.3 mmsefd in 2000, principally due to increased sales to commercial customers in Jakarta and household
customers in Surabaya, coupled with an increase in the realized average sales price of natural gas per mscf for
such customers of 12.3% to Rp.36,473 in 2001 from Rp.32,488 in 2000, due primarily to the depreciation of the
Rupiah discussed above.

Geographically, this growth in sales volume arose primarily from our Jakarta and Surabaya distribution
networks, which experienced year on year growth in volume terms of 3.2% and 20.3%, respectively. Jakarta's
average daily sales volume grew to 109.7 mmscfd in 2001 from 104.3 mmscfd in 2000, while average sales
volume in Surabaya grew to 61.8 mmscfd in 2001 from 51.4 mmsefd in 2000.

Gas transmission. Revenue generated by gas transmission increased by 8.3% to Rp.650.6 billion in 2001
from Rp.601.0 billion in 2000. This increase occurred even though there was a decrease in the average volume of
gas transported to 354.4 mmscfd in 2001 from 369.8 mmscfd in 2000. The reduced volume reflected the reduced
demand of Caltex for natural gas from ConocoPhillips. However, the realized average transmission tariff
increased in Rupiah terms by 13.0% to Rp.5,030 per mscf in 2001 from Rp.4,453 per mscf in 2000, due primarily
to the depreciation of the Rupiah discussed above.

Sale of LPG. OQur sales of LPG increased by 12.0% to Rp.?.ﬁ billion in 2001 from Rp.6.5 billion in 2000.
This increase resulted primarily from the increase in sales of LPG to commercial and industrial sectors from
Rp. 1.0 billion to Rp.3.5 billion notwithstanding a fall in LPG sales to households from Rp.5.5 billion in 2000 to

Rp.3.4 billion in 2001.
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Cost of Revenue

Our cost of revenue increased by 44.2% to Rp.1,601.4 billion in 2001 from Rp.1,110.7 billion in 2000
primarily due to increased purchases of natural gas, which increased 44.3% by value. The following table sets out

the components of bu; cost of revenue: ) e _ o
Year ended Decemaber 31,
2000 2001
: ) (Rp. billion)  (Rp. billion)
Natural gas purchases ... oo oo 1,104.9 1,594.9
LPGpurchases ................... i 5.7 6.6,
TO@l vt e S 1,110.7 1,601.4

Our purchases of natural gas increased by 44.3% to Rp.1,594.9 billion in 2001 from Rp.1,104.9 biilion in
2000. This increase was mainly due to a 16.9% increase in average purchase volume of natural gas to 208.6
mmscfd in 2001 from [78.4 mmsefd in 2000. In addition, the _rc‘a]ized average cost of natural gas per mscf
increased by 30.0% to Rp.20,983 in 2001 from Rp.16;144 in 2000, due primarily to the depreciation of the
Rupiah discussed above.

Gross Profit

Our gross profit increased by 10.1% to Rp.1,178.9 billion in 2001 from Rp.1,071.1 billion in 2000, This
increase was mainly due to increased distribution revenue and notwithstanding gross margins (gross profit as a
percentage of revenue) decreased to 42.4% in 2001 compared with a gross margin of 49.1% in 2000. The
decrease in gross margins was largely due to depreciation of the Rupiah against the U.S. dollar, as most of our
. expenses were U.S. dollar denominated but not all of our revenue was U.S. dollar denominated. In 2001 and

2000, our distribution business contributed 44.7% and 43.8%, respectively of our gross profit, while our
transimission business contributed the balance of 55.2% and 56.1%, respectively.

Operating Expenses

Our operating expenses decreased by 4.2% to Rp.454.1 billion in 2001 from Rp.473.8 billion in 2000
primarily as a result of a decrease in general and administrative expenses of 20.5%. The following table sets out
the components of our operating expenses:

Year ended December 31,

2000 2001
{Rp. biltion)  (Rp. billion)
Distribution and transmisston ......... ... o0 299.6 3125
General and administrative ... ... .. ........... ... e 160.2 127.3
Marketing . ... 14.0 14.2
Total 473.8 454.1
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Distribution and transmission.  Our distribution and transmission expenses increased marginally to
Rp.312.5 billion in 2001 from Rp.299.6 billion in 2000. The foliowing table sets out the components of our
distribution and transmission expenses:

Year ended December 31,

2000 . 2001
(Rp. billion) (Rp. billiot)
DEPFECIAtION . ..t eeser s aae e iaa e e 2319 232.1
Repairs and maintenance e e 26.2 41.8
Salaries, wages and employee benefits ... ... il 26.2 22.9
oo 1 (AU T 8.1 8.7
ProfessIONAl fOES « v vt et i ie e ety 0.3 0.2
OEHEISIY ottt ettt e e 7.2 6.9
Total ooovvnniiiintn e e e e 299.6 3125

Note: .
{1} Includes expenses relating to traveling and transportation fuel and chemicals, communication, utilities, tools and sparé pans, office
supplies, entertainment, training and education, taxes and licenses, insurance and others.

Our depreciation expenses increased marginally to Rp.232.1 billion in 2001 from Rp.231.7 billion in 2000.
Increased depreciation expense was mainly due to the revaluation of our Grissik-to-Duri gas transmission assets
in the last three months of 2001.

Our repairs and maintenance expenses increased by 59.7% to Rp.41'.8 billion in 2001 from Rp.26.2 billion
in 2000. This increase was mainly due to increased repair and maintenance related to the Grissik-to-Duri
pipeline. '

Our salaries, wages and employee benefits decreased by 12.6% to Rp.22.9 billion in 2001 from Rp.26.2
billion in 2000. This decrease was mainly due to the employee bonus given in relation to 2000, which was
recorded in 2001, being lower than that in the previous year. The bonus was lower due to lower profits.

Our rental expenses increased by 6.6% to Rp.8.7 billion in 2001 from Rp.8.1 billion in 2000. This increase
was mainly due to increased rental expense of a helicopter used for pipeline maintenance.

Our professional fees expenses remained almost unchanged at Rp.0.2 billion in 2001 compared to Rp.0.3
billion in 2000.

Our other distribution and transmission expenses decreased by 3.6% to Rp.6.9 billion in 2001 from Rp.7.2
billion in 2000. This decrease was mainly due to a decrease in communications expenses.
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General and administrative.  Qur general and administrative expenses decreased by 20.5% to Rp.127.3
billion in 2001 from Rp.160.2 billion in 2000, This decrease was mainly due to a 23.6% decrease in salaries,
wages and employee benefits from 2000 to 2001. The following table sets out the components of our general and
administrative expénses:

Year ended December 31,

2000 . 2001

R ’ “* (Rp- billien) =~ (Rp. bilkion)
Depreciation . .....ooo it e .54 92
Salaries; wages and employce benef“ 5. N 716 547
Remtal ... .. o i e, 1.9 8.0
Travel and transportation ............ccoevvvivnnn.. e 7.0 39
Representation and entertainment ........... ... ... 0., 5.0 6.8
F 62200 21 1ot 8.5 12.9
Repairs and maintenance ............... e e 4.3 2.9
Professional fees . ... .. .. i i e e s ’ 5.0 4.9
Others™ .. A 455 221

Tolal L. e e i - 160.2 127.3

Note:
(1) Includes expenses relating to training and education, promotion, tools and spare parts, communication, utilities, office equipment, fucl

and chemicals, taxes and licenses and others.

Our depreciation expenses increased by 69.3% to Rp.9.2 billion in 2001 from Rp.5.4 billion in 2000. This
increase was mainly due to the revaluation of the Grissik-to-Duri gas transmission assets in September 2001.

Our salaries, wages and employee benefits decreased by 23.6% to Rp.54.7 billion in 2001 from Rp.71.6
billion in 2000. This decrease was mainly due to the employee bonus given in relation to 2000, which was
recorded in 2001, being lower than that in the previous year. The bonus was lower due to lower profits,

Our rental expenses remained almost unchanged at Rp.8.0 billion in 2001 compared to Rp.7.9 biltion in 2000.

Our travel and transportation expenses decreased by 15.6% to Rp.5.9 billion in 2001 from Rp.7.0 billion in
2000. This decrease was mainly due to some traveling costs relating to the construction of the Grissik-to-
Singapore pipeline which were capitalized as part of the project cost in 2001.

Our insurance expenses increased by 52.3% to Rp.12.9 billion in 2001 from Rp.8.5 billion in 2000. This
increase was mainly due to an increase in a pension insurance premium,

Our representation and entertainment expenses increased by 33.8% to Rp.6.8 billion in 2001 from Rp.5.0
billion in 2000. This increase was mainly due to the disbursement of contributions made to the Government
towards the expenses of the preparation of the New Oil and Gas Law.

Our repairs and maintenance expenses decreased by 32.5% to Rp.2.9 billion in 2001 from Rp.4.3 billion in
2000. This decrease was mainly due to decreases in repairs of information technology equipment.

Our professional fees expenses remained almost unchanged at Rp.4.9 billion in 2001 compared to Rp.5.0
billion in 2000.

Our other general and administrative expenses decreased by 51.4% to Rp.22.1 billion in 2001 from Rp.45.5
billion in 2000. This decrease was mainly due to a decrease in the amortization of deferred charges from Rp.25.1
billion in 2000 to Rp.1.3 billion in 2001. This resulted from a change in accounting treatment to comply with
Indonesian GAAP, which requires us to expense such deferred charges fully.

Marketing. Our marketing expenses increased marginally to Rp.14.2 b:Ihon in 2001 from Rp.14.0 billien
in 2000.
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Income from Operations

Qur income from operations increased by 21.3% to Rp.724.8 billion in 2001 from Rp.597.4 billion in 2000.
This increase was mainly due to a 27.4% growth in our revenue which was partially offset by decreased gross

margin year on year.

Other Charges (Income)

Our other charges {income) produced a loss of Rp.291.1 billion in 2001 compared to a loss of Rp.568.9
billion in 2000. These'losses were due primarily to foreign exchange losses and interest expenses in those years.
The following table sets out the components of other charges (income):

Year ended December 31,

2000 2001
) {Rp. billion} (Rp. billion}
TNEETEST INCOME - - e v e e e e e e e eeee e ee e tnaa e e e aaassnsns . (30.2) (52.0)
INLErest EXPENSE . ovvvvinnnnrrrnnrns et et 125.1 v~ 2183
Loss/(gain) on foreign exchange —mnet .........ooiiiiinnnnt, e 475.7 132.8
MISCElIANEOUS . oot st iis et iie i ee et i in e n e (1.7) (8.1)
Other charges (INCOME) — NEL .. ov v oiiiiina i eaaanaeaanes ‘ 568.9 291.1 .

Our interest income increased by 72.0% to Rp.52.0 billion in 2001 from Rp.30.2 billion in 2000. This was
mainly due to a 66.5% increase in our average deposits in Rupiah terms (based on the average of month end
balances in the period) to Rp.754.2 billion in 2001 from Rp.453.0 billion in 2000 and an increase in the weighted
average interest rates on such deposits from 6.4% in 2000 to 7.4% in 2001. As most of our deposits were in U.S.
dollars for these periods, the depreciation of the Rupiah from Rp.8,534 per U.S. dollar in 2000 to Rp.10,266 per
U.S. dollar in 2001 also impacted our recorded Rupiah interest income. .

Our interest expense increased by 74.5% to Rp.218.3 billion in 2001 from Rp.125.1 billion in 2000. This
was mainly due to a 10.3% increase in our average outstanding loans in Rupiah terms (based on a daily weighted
average) to Rp.2.514.0 billion in 2001 from Rp.2,280.0 billion in 2000. As most of our loans were in U.S. dollars
in these periods, the 20.3% depreciation of the Rupiah to an average of Rp.10,266 per U.S. dollar in 2001 from
an average of Rp.8,534 per U.S. dollar in 2000 also impacted our recorded Rupiah interest expense.

Our net losses on foreign exchange decreased by 72.1% to Rp.132.8 billion in 2001 from Rp.475.7 billion in
2000. This was mainly due to a 35.0% depreciation of the Rupiah during 2000, from Rp.7,100 per U.S. dollar to
Rp.9,595 per U.S. dollar, compared to an 8.4% depreciation during 2001, to Rp.10,400 per U.S. dollar from

Rp.9,595 per U.S. dollar,

Our miscellaneous charges (income) produced a net gain of Rp.8.1 billion in 2001, 378.7% greater than the
net gain of Rp.1.7 billion in 2000. In 2001 we recorded miscellaneous income of Rp.11.0 billion relating to
additional tax liability and penalties assessed as due by the Indonesian taxation office for value added tax arising
from 1999 and for which we lodged an objection in August 2000, which objection was largely accepted by the

Indonesian taxation office in August 2001.

" 'Income before tax expense (benefit)

Our income before tax expense (benefit) increased by 1,421.3% to Rp.433.7 billion in 2001 from Rp.28.5
billion in 2000, primarily due to a 21.3% increase in income from operations and a sreatly reduced loss on

foreign exchange in 2001.
Tax expense (benefit) — net

Our tax expense increased by 453.3% to Rp.121:1 billion in 2001 from Rp.21.9 bilkion in 2000, largely
reflecting the very significant increase in our taxable income. . . _ o

59



Net income

As a result of the foregoing, our net profit increased by 4,623.6% to Rp.312.6 billion in 2001 from Rp.6.6
billion in 2000.

Segment Information

We operate two primary businesses our distribulion business and our transmission bhsmess We also - . -

focuses only on our distribution business and our transmission business. We caution investors that historical -
segment financial data may be unreliable as a measure of the economic efficiency of these businesses. Our
consolidated results of operations for the six months ended June 30, 2002 have not been audited.

We are able to allocate the operating expenses which relate directly to each of our businesses. However, a
portion of our operating expenses relates to the operation of our head office, and is not allocated. These head
office operating expenses remain as a separate unallocated line item. Otherwise we believe this aI]ocanon does
provide a measure of the contribution of each of our businesses to our operating income.

We set out below details of our revenues and operating expenses for each of our businesses for the periods
set out below:

Year ended December 31, Six months ended June 30,
2000 2001 2002 2002 2002 2003 2003
(Rp. billion) (Rp. billion) (Rp. billion) (US$ million) (Rp. billion) (Rp. biliion) (US$ million)

Distribution revenues . . . ... 1.5743 2,122.4 2,5853 312.0 1,268.7 1,464.9 176.8
Costof revenues ......... (1,104.9) (1,594.9) (1,743.1) (210.4) (870.7)  (950.3) 114.7
Distribution operating

expenses:
Salaries and employee

benefits............... (52.9) (45.0) (56.4) (6.8) (24.6) (21.6) (2.6)
Depreciation............. (36.3) (43.3) (43.0) (5.2) (22.4) (20.0) (2.4)

‘Repair and maintenance . . . . (6.4) 8.6) (1..1) (1.3) (2.5) (2.8) (0.3)

Others.................. (16.0) (19.0) (26.5) . (3.2 (9.6) {16.3) 2.0
Net contribution .......... 357.7 411.7 705.2 85.1 3389 453.9 54.8
Transmission revenues ..., 601.0 650.6 561.6 67.8 303.2 261.5 31.6
Transrnission operating

expenses:
Salaries and employee

benefits ............... 3.9 (5.0) (7.9) (1.0) 2.9 (19.2) - (2.3)
Depreciation ............. (199.1) (197.6)  (257.1) (31.0) (123.1y (107.1) (12.9)
Repair and maintenance . . .. (21.6) (34.7) (53.3) (6.4) (16.5) (35.2) 4.2)
Others .................. (15.8) (14.0) (18.4) (2.2) (7.3) (12.9) (1.6)
Net contribution . ......... 360.7 3993 2249 27.1 153.4 87.2 10.5
Otherrevenues . .......... 6.5 7.2 4.9 0.6 2.6 .23 0.3
Cost of revenues . ........ .7 . (6.6) (4.3) (0.5) (2.4) 2.0) (0.2)
Other operating expenses: '
Salaries and employee

 benefits............... 05 ' (©.3) (0.7) (0.1) 0.3) (0.2) —

Depreciation............. (0.2) (L.1) (0.1) —_— — 0.0) —
Repair and maintenance . . . . 0.1) 0.2 (0.2) — 0.1 .10 —
Other ._................ (L.D) (1.4) (1.3) 0.2) (0.5) (1.2) (0.1)
Net contribution .......... (1.2) (2.3) (1.8) (0.2) (0.8) (1.2) 0.1)
Other unallocated ) ' - ;

EXPenses .............. (119.8) (84.0) (114.4) (13.8) (42.9) (39.8) (4.8)
Total income from ' ,

operations . ............ 3974 724.8 813.9 98.2 448.6 500.1 60.4
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Distribution

The results of our distribution business are mainly determined by the volume of natural gas we distribute
and the margin between the price we pay for the natural gas we distribute and the price at which we sell that
natural gas. In addition, the contribution of our distribution business to our operating income is affected by
operating expenses relating to distribution, primarily salaries and employee benefits, dt,plecmuon of our
distribution assels and repair and maintenance expenses. :

Six months ended June 30, 2003 Compared to six months ended June 30, 2002
Operating expenses

Salaries and employee benefits.  Our salaries and employee benefits for our distribution business decreased
by 12.3% to Rp.21.6 billion (US$2.6 million) in the six months ended June 30, 2003 from Rp.24.6 billion in the
six months ended June 30, 2002. The principal reason for the decrease was that an employee bonus in relation to
2001 was paid in the first six months of 2002, whereas the bonus in relation to 2002 was paid in July 2003.

Depreciation.  Our total depreciation expense for our distribution business decreased by 10.9% to Rp.20.0
billion (US$2.4 nulhon) in the six months ended June 30, 2003 from Rp.22.4 billion in the six months ended
June 30, 2002. The principal reason for the decrease was the use of the double-declining method of depreciation
which over time normally results in decreasing levels of depreciation when there are no significant additions to
property, plant and equipment.

Repair and maintenance expenses.  Our repair and maintenance expenses for our distribution business
increased by 14.5% to Rp.2.8 billion (US$0.3 million) in the six months ended June 30, 2003 from Rp.2.5 billion
in the six months ended June 30, 2002. The principal reason for the increase was an increase in pipeline repair
and maintenance expenses relating to our distribution network.

Other operating expenses.  Our other operating expenses for our distribution business increased by 70.1%
to Rp.16.3 billion (US$2.0 miilion) in the six months ended June 30, 2003 from Rp.9.6 billion in the six months
ended June 30, 2002. The principal reason for the increase was an increase in the provision for doubtful accounts.

Net contribution to operating income

The net contribution of our distribution business to our operating income increased by 34.0% to Rp.453.9
billion (US$54.8 million) in the six months ended June 30, 2003 from Rp.338.9 billion in the six months ended
June 30, 2002.

Year ended December 31, 2002 Compared to year ended December 31, 2081

Operating expenses

Salaries and employee benefits. Our salaries and employee benefits for our distribution business increased
by 25.4% to Rp.56.4 billion (US$6.8 million) in 2002 from Rp.45.0 billion in 2001. The principal reason for the
increase was the introduction of a performance-based salary and bonus scheme in mid-2002 pursuant to which,
while there were no chanoes in base salaries, significant performance-related payments were paid monthly.

Dep:eczauoh Our totai depreciation expense for our distribution business decreased marginally to Rp.43.0
billion (US$5.2 million) in 2002 from Rp.43.3 billion in 2001. The principal reason for the decrease was the use
of the double-declining method of depreciation which over time normally results in decreasing levels of
depreciation when there are no significant additions to property, plant and equipment.

Repair and maintenance expenses. QOur repair and maintenance expenses for our distribution business
increased by 28.7% to Rp.11.1 biilion (US$1.3 million) in 2002 from Rp.8.6 billion in 2001. The principal reason
for the increase was an increase in pipeline repair and maintenance expenses relating to our distribution network.

Other operating expenses. Our other operating expenses for our distribution business increased by 40.0%
to Rp.26.5 billion (US$3.2 million) in 2002 from Rp.19.0 billion in 2001. The principal reason for the increase
was an increase in vehicle related expense.
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Net contribution to operating income

The net contribution of our distribution business to our operaling income increased by 71.3% to Rp.7035.2
billion {(US$85.1 million) in 2002 from Rp.411.7 billion in 2001.

Year ended December 31, 2001 Compared to year ended December 31, 2000
Operating expenses .- - ) e . B T

Salaries and employee benefits.  Our salaries and employee benefits for our distribution business decreased
by 14.9% to Rp.45.0 biliion in 2001 from Rp.52.9 billion in 2000. The principal reason for the decrease was the
employee bonus given in relation to 2000, which was recorded in 2001, being lower than that given the previous
year. The bonus was lower due to lower profits. .

Depreciation.  Our total depreciation expense for our distribution business increased by 19.1% to Rp.43.3
billion in 2001 from Rp.36.3 billion in 2000. The principal reason for the increase was increased depreciation for
machinery and equipment.

Repair and maintenance expenses.  Our repair and maintenance expenses for our distribution business
increased by 33.9% to Rp.8.6 billion in 2001 from Rp.6.4 billion in 2000. The principal reason for the increase
was an increase in pipeline repair and maintenance expenses relating to our distribution network.

Other operating expenses. Our other operating expenses for our distribution business increased by 18.6%
to Rp.19.0 billion in 2001 from Rp.16.0 billion in 2000. The principal reason for the increase was increased

vehicle reatal expense.

Net contribution to operating income

The net contribution of our distribution business to our opemumjr income increased by 15.1% to Rp.411.7
billion in 2001 from Rp.357.7 billion in 2000.

Transmission

The primary drivers of our transmission business are the volume of natural gas we transport and the
transportation tariff we are able to charge for that service. The operating costs relating to our transmission
business consist primarily of depreciation of our transmission assets and repair and maintenance expenses.

Six months ended June 30, 2003 Compared to six months ended June 30, 2002
Operating expenses

Salaries and emplovee benefits.  Our salaries and emiployee benefits for our transmission business
increased by 565.7% to Rp.19.2 billion (US$2.3 million) in the six months ended June 30, 2003 from Rp.2.9
billion in the six months ended June 30, 2002. The principal reason for the increase was salaries payable to
expatriates seconded to Transgasindo.

Depreciation. Our total depreciation expense for our transmission business decreased by 13.0% to
Rp.107.1 billion (US$13.0 million) in the six months ended June 30, 2003 from Rp.123.1 billion in the six
months ended June 30, 2002, The principal reason for the decrease was the use of the double-declining methed of
depreciation which over time normally results in decreasing levels of depreciation whcn there are no significant
additions o property, plant and equipment.

Repair and maintenance expenses. Qur repair and maintenance expenses for our transmission business
increased by 113.2% to Rp.35.2 billion (US$4.2 million) in the six months ended June 30, 2003 from Rp.16.5
billion in the six months ended June 30, 2002. The increase was principally due to the expense, amounting to
US$3.1 million in the six months ended June 30, 2003, of maintaining a margin of linepacked gas in the Grissik-
to-Duri pipeline in accordance with the gas transporiation agreements with-ConocoPhillips.

Other operating expenses. Qur other operating expenses for our transmission business increased by 75.7%
to Rp.12.9 bil_lion (US$1.6 million) in' the six months ended June 30, 2003 from Rp.7.3 billion in the six months
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ended June 30, 2002. The principal reason for the increase was an increase in rental payments for housing of
Transgasindo staff. ‘

Net contribution to operating income
The net contribution of our transmission business to our operating income decreased by 43.1% to Rp.87.2
billion (US$10.5 million) in the six months ended June 30, 2003 from Rp.153.4 billion in the six months ended
June 30, 2002.

Year ended December 31, 2002 Compared to year ended December 31, 2001

Operating expenses

Salaries and employee benefits.  Our salaries and employee benefits for our transmission business
increased by 58.8% to Rp.7.9 billion (US$0.9 million) in 2002 from Rp.5.0 billion in 2001. The principal reason
for the increase was the introduction of a performance-based salary and bonus scheme in mid-2002 pursuant to
which, while there were no changes in base salaries, significant performance-related payments were paid

monthly..

Depreciation.  Our total depreciation expensc for our transmission business increased by 30.1% to
Rp.257.1 billion (U$$31.0 million) in 2002 from Rp.197.6 billion in 2001. The principal reason for the i increase
was the revaluation of our Grissik-to-Duri gas transmission assets in September 2001, whose book value
increased to Rp.2,029.4 billion from Rp.1,297.9 billion as a result.

Repair and maintenance expenses. Our repair and maintenance expenses for our transmission business
increased by 53.6% to Rp.53.3 billion (US$6.4 million) in 2002 from Rp.34.7 billion in 2001. This increase was
mainly due to the expenses, amounting to US$2.4 million in 2002, of maintaining a margin of linepacked gas in
the Grissik-to-Duri pipeline in accordance with the gas transportation agreements with ConocoPhillips.

Other operating expenses. Our other operating expenses for our transmission business increased by 31.1%
to Rp.18.4 billion (US$2.2 million) in 2002 from Rp.14.0 billion in 2001. The principal reason for the decrease
was due to expenses relating (o the procurement of materials.

Net contribution to operating income

The net contribution of our transmission business to our operating income decreased by 43.7% to Rp.224.9
billion (US$27.1 million) in 2002 from Rp.399.3 billion in 2001.

Year ended December 31, 2001 Compared to year ended December 31, 2000

Operating expenses
Salaries and employee benefits. Our salaries and employee benefits for our transmission business
increased by 29.1% to Rp.5.0 billion in 2001 from Rp.3.9 billion in 2000. The principal reason for the increase
was an increase in the number of employees.

Depreciation.  Our total depreciation. expeﬁse for our transmission business decreased marginally to
Rp.197.6 billion in 2001 from Rp.199.1 billion in 2000. Increased depreciation expense for Transgasindo was
offset by reduced depreciation expense on other assets due to thc use of the double-declining method of

depreciation on these assets.

Repan and maintenance expenses. Our repair and maintenance expenses for our transmission business
increased by 60.9% to Rp.34.7 billion in 2001 from Rp.21.6 billion in 2000. The pnnmpal reason for the increase
was repair and maintenance related to the Grlssxk to—Durl pipeline.

Other operating expenses. ~ Our other’ 0peratmg expenses for our transmission business decreased by '10.9%
to Rp.14.0 billion in 2001 from Rp.15.8 billion in 2000. The pnnc1pal reason for the increase was due to

commurication EXpenses.
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Net contribution to operating incoine

The net contribution of our transmission business to our operating income increased by 10.7% to Rp.399.3
billion in 2001 from Rp.360.7 biilion in 2000.

Taxation

- The corporate income tax rate in Indonesia is 30.0%. Prior to 2001, our tax expense was determined based
on the estimated taxable income for the year. No deferred tax was provided for the temporary differences in the

recognition of income and expenses for commercial and fiscal reporting purposes. Effective January 1, 2001, we . -

changed our accounting policy for income tax, in accordance with Indonesian Statement of Financial Accounting
Standards No. 46, “Accounting for Income Taxes”. Deferred income tax is provided to reflect the tax effects of
the temporary differences between commercial and fiscal reporting bases of assets and liabilities, and
accumulated tax loss carry-forwards. :

" We incurred value added tax and transfer tax on the transfer of the Grissik-to-Duri transmission assets (o
Transgasindo in 2002. Indonesian value added tax on asset transfers is 10.0%. The value added tax of Rp.216.2
billion (US$26.1 million) was paid by Transgasindo in connection with the Grissik-to-Duri transfer in three
tranches in August, September and November 2002. Of this, Rp.187.4 billion (US$22.6 million) was recovered
from the Indonesia taxation office on September [5, 2003. We expect that in respect of the transfer of the
Grissik-to-Singapore transmission assets to Transgasindo that although value added tax will again be initially
payable, we will be able to largely reclaim the value added tax payable in connection with that transfer.
Indonesian value added tax is recoverable on the transfer of operating assets but not for transfers of assets
identified by the Indonesian taxation office as non-operating assets. Indonesian transfer tax on asset transfers is
5.0% and is non-recoverable. On the transfer of the Grissik-to-Duri transmission assets we incurred transfer tax
of Rp.94.1 billion (US$11.4 million). We would expect that any transfer tax payable on the transfer of the
) Grissik-to-Singapore transmission assets would similariy not be recoverable.

For each of 2000 and 2001, we have in subsequent years successfully claimed for tax refunds from the
Indonesian taxation office, amounting to Rp.64.5 billion and Rp.10.2 billion, respectively, which we recorded as
cash received, being a reversal of tax advance payments. We pay corporate tax on a monthly basis, reflecting the
corporate tax we estimate is payable based on our annual budget for a given year. On the completion of a tax year.
the Indonesian taxation office will issue a tax assessment for the completed tax year and determine, on the basis of
our final results, whether we need to pay additional corporate tax or if we are entitled to a tax refund. In addition. in
2001 we recorded miscellaneous income of Rp.11.0 billion relating to additional tax liability and penalties assessed
as due by the Indonesian taxation office for value added tax arising from 1999 and for which we lodged an
objection in August 2000, which objection was largely accepted by the Indonesian taxation office in August 2001.

Liquidity and Capital Resources

Historically our operations, capital expenditure and working capital requirements have been funded from
cash generated from operations and from borrowings, primarily long-term. Our primary cash inflows relate to
cash receipts from customers (including deposits), cash from long-term funding arrangements with the
Government and foreign quasi-governmental institutions and, more recently, cash from the sale of shares in
Transgasindo to Transasia and cash injections provided by Transasia. We generated an aggregate of Rp.1,811.2
billion (US$218.6 million) of cash from operations in the three and half years ended June 30, 2003 and had
aggregale capital expendltures of Rp.2,627.0 billion (US$317.1 million) in the same period.

. Our cash generated from operations grcw from 2000 to 2001, but was impacied in 2002 and the six months
ended June 30, 2003 by tax payments due to our sale of a 40.0% interest in Transgasindo to Transasia, which
resulted in a gain booked from such transfer of Rp.825.9 billion, net of consultants’ fees of Rp.35.9 billion. The
maximum tax rate on such gain was 30.0%, although the actual tax payable was calculated as part of our overall
corporate tax expense and so was subject to various adjustments. The transfer of the Grissik-to-Duri transmission
assets to Transgasindo also resulted in value added and transfer taxes of Rp.310.3 billion (US$37.5 million). A
part of these tax payments was prepaid in 2002, with additional payments made in the six months ended June 30,
2003. The transfer of the Grissik-to-Singapore transmission assets is expected to have a comparable effect to
these two evenis on the tax payable in respect of the year ended December 31, 2003, although future tax
payments not rlated to operating revenue are expected to decrease assuming the absence of further asset
transfers similar to those made to Transgasindo and no additional sale of shares in operating subsidiaries.

64



For the six months ended June 30, 2003, cash generated from operations decreased by 4.8% compared with
the similar period in 2002. This was primarily due to an increase in payments for operating expenses partially
offset by a decrease in payments for taxes. During 2002, our cish generated from operations decreased by 53.5%
as compared to 2001, pdmarily due to an increase in payments of taxes to Rp.286.3 billion (US$34.6 million} in
2002 from Rp.141.1 billion in 2001. There was an increase in cash payments for operating expenses and other
operating activities to Rp.166.6 billion in 2002 from Rp.141.7 billion in 2001, partially offset by a decrease in
interest expense. For 2001, our cash generated from operations increased by 12.4% as compared to 2000. Year on
year, cash receipts from customers increased by 31.4% which increase was partially offset by a 42.4% increase in
cash payments for operating expenses and other operating activities and a 42.0% increase in paynments to
suppliers and increases in other cash outflows, including a 74.3% increase in interest expense,

Our primary cash outflows relate to operations and working capital requirements (including the purchase of
natural gas), fixed asset purchases and other capital expenditures, repayments of long-term debt facilities,
dividend payments and tax payments. In addition to our operating and working capital requirements, we fund
significant capital expenditures through a mixture of cash generated from operations and long- term borrowings.
For further details in relation to our capital expenditure program and future expected capital expendlturc see

— Capital Expenditure”.

A significant proportion of our long-term borrowings are loans provided by foreign quasi-governmental
institutions to the Government and then on lent by the Government to us for the purpose of funding a specific
development project. As of June 30, 2003, the long-term portion of such borrowings was Rp.2,189.4 billion
(US$264.3 million). While no coliateral is required as part of the agreements between the Government and such
lenders or in the related loan agreements between the Government and-ourselves, a number of these facilities do
include financial and other restrictive covenants.

The following table sets out a summary of our long-term loan facilities sourced from forewn quasi-
governmental institutions:

Amount of Facility Amount Qutstanding

Lender Purpose as of June 30, 2003 as of June 30, 2003

ADB Construction of the Grissik-to-Duri and US$218 million . USS142.6 million
Grissik-to-Singapore transmission (Rp.1,181.7 billion)
pipelines. '

IBIC Construction of the South Sumatra-to-West Yen 49.1 billion As of June 30, 2003,
Java transmission pipeline and distribution we had not drawn
expansion in West Java. down on this facility
Construction of the Grissik-to-Duri and US$195 million U$590.3 million
part of Grissik-to-Singapore transmission ‘(Rp.748.0 billion)
pipelines.

EIB Construction of the Grissik-to-Duri and Euro 70 million or As of June 30, 2003,
Grissik-to-Singapore transmission . equivalent we had not drawn
pipelines and Batam distribution network. . down on this facility
Construction of the Grissik-to-Duri and ECUs 46 million or US$48.6 million
part of the Grissik-to-Singapore .. ) equivalent {Rp.402.8 billion)
transmission pipelines. A

IBRD Distribution and transmission network US$66.3 millionor = Rp.81.6 billion
expansion in Surabaya and Medan. equivalent
Financing technical assistance/consultancy US$2 million ° 1J$30.6 million

services in connection with South Sumatra- L _ o {Rp.5.2 billion) ...
to-West Java pipeline construction. : -

Certam of these loans include financial covenants, including the following: ... .. -

. Thc loan from ADB and associated project agreement include financial covenants requiring us to
maintain a debt service ratio of not less than 1.3:1 and a debt to-equity ratio of not more than 70:30.
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+  The loans from EIB include financial covenants requiring us to maintain a debt service ratio of not less
than 1.3:1 and debt to equity ratios ranging from not more than 3:1 (at present) to not more than 2:1
(after December 31, 20035).

T As of June 30, 2003, our debt service ratio calculated as required by these loan agrcéniéﬁts was 4:1 and our
debt to equity ratio {similarly calculated) was 67:33. . - ; Coe L . :

ch'he'ruIiy; we are able to draw down on such loans upon the completion of certain predesignated stages of
the relevant project and as such the project is funded through a mixture of cash from operations and funds from .
draw downs on %;uchllo_zujs._ Funding provided by ADB and EIB for the Grissik-to-Singapore pipeline has been - - -
7sﬁbj'cc1 1o some delays due to the delay in securing a strategic investor in Transgasindo until November 2002. To
date, funding for this project has been substantially provided by us from cash from operations and from -
Transasia. Since December 2002, we have been drawing down on these two loan facilities from ADB and EIB.
As of June 30,2003, we had drawn down US$61.3 million and a further US$119.7 million was still to be drawn

down.

We have also received funds from the Government directly for the development of our gas distribution
network in several provinces in Indonesia. The Government has provided us with these funds, pursuant to its
policy ol encouraging the use of natural gas for residential customers, in order to facilitate the construction of
distribution infrastructure for residential customers that might not otherwise be econemically viable for us 1o
construct. As of June 30, 2003, the outstanding balance of such funds was Rp.36.9 billion (US$4.5 million).
However, instead of being required to repay such funds, on completion of the relevant project, the Government
has approved that the funds provided for such projects may be treated as part of our paid in capital. The EGM
authorized the conwersion of Rp.57.5 billion (US$6.9 million) of such funds, which had already been classified as
other paid-in capital, 10 subscribed and fully paid capital in exchange for the issuance of 11.5 million additional
shares to the Government (a rate of Rp.500 per share). A further Rp.164.7 billion (US$19.9 million) of these
funds will be converted (o capital at a future date in exchange for 329.3 million new shares to be issued to the
Government at the same rate of Rp.500 per share. We have obtained in principle approvals as well as
independent audits for the first tranche amounting to Rp.28.5 billion (US$3.4 million), which represents funds
received in 1999, 2000 and 2001. The conversion, however, will not take place until we receive the government
regulation, which meeds to be signed by the President after consultation with the Parliament. For the second
tranche of Rp.136.2 billion (USS16.4 million), no approvals have been obtained. See “Capitalization”. This may
result in dilution im the net tangible asset value per share of our shares. See “Risk Factors — Risks Relating to
Ownership of Qur Shares ~— We have recently issued shares 1o the Government at a price below the offering
price per share in the Global Offering and will issue additional shares to the Government on the same basis afier
the Global Offering. As a result, you may suffer dilution in the net tangible asset value of your shares”.

Our funding from the Government and foreign quasi-governmental institutions has generally been provided
at interest rates lower than we would otherwise be able to obtain commerciaily, There can be no assurance that
following the Giobal Offering we will be able to source further funding from either the Government or such
foreign quasi-gavernmental institutions on similar terms or at all. If adequate long-term funding is not available
on satisfactorysteems or at all, we may have to delay or abandon future capital-intensive projects. See “Risk
Factors — Risks Relating to our Business — The expansion of our gas transmission and distribution networks
will require substantial capital for which we may be unable to obtain sufficient financing™,

On the sale of 40.0% of our interest in Transgasindo to Transasia in November 2002, we raised a total of
US$130.0 million. Transasia also agreed to commit a further US$57.6 million by way of shareholder loans or
equity for the development of the Grissik-to-Singapore pipeline, to be paid in installments as construction
" milestones were reached. As of June 30, 2003, US$30.6 million of this amount had been paid by Transasia
pursuant to a Sharchoider Loan Agreement dated December 4, 2002, a Shareholder Loan Agreement dated
January 28, 2003 and further shareholder advances which will subsequently be converted to debt. The balance of
US3$27.0 milion will be contributed as equity when the final milestones are achieved.

In connectionwvith the transfer of the Grissik-to-Duri transmission assets to Transgasindo, Transgasindo
issued promissery motes to PGN in the amount of the outstanding loans sourced from quasi-governmental
institutions. The prmmissory notes bear the same interest rates as those loans, plus a margin. Similarly, in i
connection with the tiransfer of the Grissik-to-Singapore transmission assets to Transgasindo, Transgasindo will
issue promissory notics to PGN in the amount of outstanding loans sourced from quasi-governmental institutions
bearing the same iserest rates as these loans, plus a margin. :
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On September 10, 2003, we raised net proceeds of US$145.4 million by the issue of 7.5% guaranteed notes
due 2013. These notes were issued by a wholly-owned special purpose vehicle incorporated in Mauritius and
guaranteed by PGN. The notes issued were listed on the Singapore Exchange Securities Trading Limited. The net
proceeds are intended to be used primarily for the development of the South Sumatra-to-West Java transmission

pipeline.
The notes contained various covenants, restricting our ability 1o, among other things:
» create security over our assets, unless the notes are also secured;
«+ allow Transgasindo to incur third party debt in excess of US$30.0 million;
« dispose of more than 5.0% of our assets except to a subsidiary or in certain other circumstances;

» merge with, or transfer all or substantially all of our assets to, another company except to a subsidiary or
in certain other circumstances;

+ acquire another company which is not engaged in the gas transportation or fiber optic business; and
“+ i

- constrain our subsidiaries from paying dividends except in certain circumstances.

The maturities of our long-term loans in Rupiah and U.S. dollars as of June 30, 2003 were as follows:

Principal as of June 30, 2003

U.S. dollar
Rupiah loans loans

(Rp. billion) (USS million) ,  (US$ million)

Maturity:
Within L year ...t eni i iniiinees 314 3.8 239
Between [ to2years ... ... i iiiiiinnnioean, 314 338 23.9
Between 2105 years .....ovvrirniin et 18.7 - 23 94.5
Beyond 5years .........viiiarrir it _— — 29_1
Total long-term debt . .. ....vuvvnoiveeeiaaienea 81.9 9.9 282.2

Note:

(1) The above table does not include the sharcholder loans from Transasia to Transgasindo as these loans do not have a specified mawrity

date.

Our total consolidated long-term debt outstanding as of December 31, 2000, 2001 and 2002 and June 30,
2003, was as follows:
As of December 31, * As of June 30,

2000 2001 2002 2002 2003 2003
(Rp. billion)  (Rp. billion)  (Rp. billion) (USS'FnEIIion) (Rp. billion)  (US$ million)

Current maturities of long-term

108RS cviiir e 207.8 206.3 183.5 22.2 2299 21.7
Long-term loans (net of current '

maturities of long-term :

loans) .- vovnvveennnnnaan. 2,234.7 2,221.0 1,772.6 214.0 2,189.4 264.3

Totaldebt ..:... ...t 2,442.6 2,4273 1,956.1 236.1 24193 - 2920
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The following table sets out a summary of our cash flows for the periods indicated:

Year ended December 31, Six months ended June 3,
. 2000 2001 2002 2002 2002 2003 2603
- e {Audited) {Unaudited) {Audited)
(Rp. billion) {US$ million) (Rp. billion) {US% million)
Net cash provided by (used in) . . - : )
_operating activities ......... 6023 677.0 3146 380 2283 2173 26.2
Net cash provided by (used in) ' ’ '
" investing activities . ........ (54.0y (321.0) (10L.7) " "~(12.3) = (377.4) " (1,166.3)  (140.3)
Net cash provided by (used in)_ L - N o o o
financing activities . ........ 424.1) (328.3) (142.7) {17.2) (97.2) 488.5 59.0
Net increase in cash and cash
equivalents ............... 1242 277 70.2 8.5 (246.4) (460.5) (55.6)
Foreign exchange rate
effects on cash and cash
equivalents ........... 99.7 616 (884) (16,7 . (103.9) (44.8) (5.4)
Cash and cash equivalents at
beginning of year .......... 4973 721.2 810.5 97.8 810.5 7923 956
Cash and cash equivalents at end
ofyear ......... .. iii.nn. 721.2 8105 7923 95.6 460.3 287.0 346

Cash Flows From Operating Activities

Our net cash inflow from operating activities in the six months ended June 30, 2003 of Rp.217.3 billion
" (US$26.2 million) resulted primarily from cash inflows arising from cash receipts from distribution and
transmission customers of Rp.1,624.0 billion (US$ 196.0 million}. The cash inflow was partly offset by cash
outflows of payments to natural gas and LPG suppliers of Rp.901.9 billion (US$108.9 million), payment of
corporate taxes (net of tax restitution) of Rp.310.3 billion (US$37.5 million) and payments to employees, for
operating expenses and other operating activities and interest expenses of Rp.29.7 billion (US$3.6 miltion).
Rp.106.2 billion (US$12.8 miltion) and Rp.53.7 billion (US$6.5 million), respectively.

Our net cash inflow from operating activities in 2002 of Rp.314.6 billion (US$38.0 million) resulted
primarily from cash inflows arising from cash receipts from distribution and transmission customers of
Rp.3,055.9 billion (US$368.8 million) and cash receipts from interest income of Rp.36.1 billion (US$4.4
million). The cash inflow was partly offset by cash outflows of payments to natural gas and LPG suppliers of
Rp.1,641.3 billion (US$198.1 million), payment of corporate income taxes (net of tax restitution) of Rp.286.3
billion (US$34.6 million) and payments to employees, for operating expenses and other operating activities and
interest expenses of Rp.110.6 billion (US$13.4 million), Rp.166.6 billion (US$20.1 million) and Rp.123.9 billion
(US$15.0 million), respectively.

Our net cash inflow from operating activities in 2001 of Rp.677.0 billion resulted primarily from cash
inflows arising from cash receipts from customers of Rp.2,657.8 billion. This was partly offset by cash outflows
of payments to suppliers of Rp.1,447.2 billion, payment of corporate income taxes (net of restitution) of Rp.141.1
billion and payments to employees, for operating expenses and other operating activities and interest expenses of
Rp.90.8 billion, Rp.141.7 billion and Rp.217.2 billion, respectively.

Our net cash inflow from operating activities in 2000 of Rp.602.3 billion resulted primarily from cash
receipts from customers of Rp.2,022.3 billion, offset primarily by cash outflows of payments to suppliers of
Rp.1,019.3 billion, payment of corporate income taxes (net of tax restitution) of Rp.127.7 billion and paymens to
employees, for operating expenses and other operating activities and interest expenses of Rp.71.5 billion, Rp.99.5
billion and Rp.124.6 billion, respectively.

Cash Flows From Investing Activities

Our net cash outflow from investing activities in the six months ended June 30, 2003 of Rp.1,166.3 billion
(US$140.8 million) was primarily due to investment in fixed assets of Rp.1,267.3 billion (US$153.0 million)
relating largely to the Grissik-to-Singapore pipeline.
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Our net cash outflow from investing activities in 2002 of Rp.}01.7 billion (US512.3 million) was primarily
due to investment in fixed assets of Rp.1,221.4 billion (US$147.4 million) relating largely to the
Grissik-to-Singapore pipeline. However, this outflow was largely offset by the cash inflow arising from the sale
of shares in Transgasindo in November 2002 in the amount of Rp.1,003.6 billion (US$121.1 million).

Qur net cash outflow from investing activities in 2001 of Rp.321.0 billion was pnmarn[y due to investment
in time deposits of Rp.260.2 billion and in fixed assets of Rp.83.6 billion.

Qur net cash outflow from investing activities in 2000 of Rp.54.0 billion was primarily due to investment in
fixed assets of Rp.54.7 billion.

Cash Flows From Financing Activities

Our net cash inflow from financing activities in the six months ended June 30, 2003 of Rp.488.5 biilion
(US$59.0 million) was primarily due to receipt of proceeds from borrowirigs of Rp.598.4 billion (US$72.2
million), sourced from ADB, JBIC and EIB, all relating to the Grissik-to-Singapore pipeline. This was partly
offset by the repayment of loans in the amount of Rp.100.9 billion (US$12.2 million).

Our net cash used in financing activities in 2002 of Rp.142.7 billion (US3$17.2 million} was primarily used
in the repayment of loans of Rp.186.1 billion (US$22.5 million) and the payment of dividends of Rp.158.6
billion (US$19.1 million). This was partly offset by the draw down on loans in the amount of Rp.209.9 billion
{US%$25.3 million).

Our net cash used in financing activities in 2001 of Rp.328.3 billion was primarily used in the repayment of
loans of Rp.229.4 billion and the payment of dividends of Rp.97.4 billion.

Our net cash used in financing activities in 2000 of Rp.424.1 billion was primarily used in the repayment of
loans of Rp.213.2 billion and the payment of dividends of Rp.200.1 billion.

There has not been any material change in our indebtedness or contingent liabilities since June 30, 2003,
except for the following:

«  On September 10, 2003, we issued through our wholly-owned subsidiary PGN Euro Finance 2003
Limited, incorporated in Mauritius, US$150.0 million 7.5% guaranteed notes due 2013. The notes
issued were listed on the Singapore Exchange Securities Trading Limited.

+ In relation to the funding provided by ADB and EIB for the Grissik-to-Singapore pipeline, as of June
30, 2003 we had drawn down US$61.3 million and a further US$119.7 million was still to be drawn
down. We continue to draw down on these facilities.

= At the EGM, our subscribed and fully paid capital was increased to Rp.1,750.0 billion (US$21 1.2
mitlion) from Rp.200 biflion (US$24.1 million}, through the issuance to our shareholder of 3.1 billion
shares at a nominal amount of Rp.500 per share. Such shares were issued in exchange for (1) the
capitalization of Rp.57.5 billion (US$6.9 million) of Government project funds provided in connection
with distribution network expansion, (2) the capitalization of Rp.556.7 billion (US$67.2 million) arising
from the revaluation of property, plant and equipment and (3) the capitalization of retained eamnings of
Rp.935.8 billion (US$113.0 million). '

Capital Expenditure

Our consolidated capital expenditure in 2000, 2001 and 2002 and the six months ended June 30, 2003
amounted to Rp.54.7 billion, Rp.83.6 billion, Rp 1,221.4 billion (US$147.4 million) and Rp.1,267.3 billion
(US$[53 0 m1ll|0n) respectwely }

The majonty of our capltal expendnure durmg these periods rclated to the deve!opment of our transmission - -
infrastructure, including the Grissik-to-Duri compressor facilities and the Grissik-to-Singapore pipeline. To B
undertake various significant capital projects we have completed or are currently undertaking we have been -
reliant on sourcing long-term funding either from the Government or from foreign quasi- -governmental
institutions which have arranged facilities through the Government. In particular, over the years we have raised
funds indirectly through the Government from each of ADB, JBIC, EIB and IBRD. These loans are provided by
the relevant quasi-governmental institation to the Government and then on-Jent by the Government to us for the
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purpose of funding a specific development project. In addition, the Government has provided project funds from
time to time for the purpose of expanding our distribution network.

The following [able sets out our phnned capml expendnure for the perlods indicated:

\’Lar ended Decembt.r 31 §
2003 2004 2005 2006

e _ -'--;‘---—.. e = e ez oo (US$ million)

Transmission:(" e _ e
Grissik-10-SIMgaporer) L. . it e e 2357 — — —
South Sumatra-to-West Java Phase I ... ... . . i — 94,1 165.3  188.2
South Sumatra-to-West Java Phase IT&) ... ... .. ... ... ... .......... — 736 1473 223.2
DU-10-Medant . . e e — 433 86.6 BG.6
Total . e e i e TR 235.7 211.0 399.1 498.0
Distribution:
Expansion of.existing networks®™ . ... ... o 260 185 N 9.2
Construction of new networks(® ... ... 132 340 314 514
Total .. e T 2749 2635 438.2 558.6
Noles:

(i) Does not include East Kalimantan-East Java and West Java-East Java transmission projects.
(2) Operations|. Payments under construction contracts (o be finalized.

{3) Under development.

(4) Approved.

{3) Includes Jakarta, Bogor, Circbon, Palembang, Surabaya and Medan networks.

{6) Includes Batam, Pekan Baru, Semzrang, Banten/West Java, Lampung and Jambi networks.

We expect our capital expenditure for 2004 to 2006 to amount to approximately US$1,260.3 million,
US$1.108.1 million, or §7.9%, of this amount is expected to relate to our transmission business, principally the
construction of the South Sumatra-to-West Java and Duri-to-Medan pipelines. US$152.2 million, or 12.1%, of
the planned capital expenditure for 2004 to 2006 is expected to relate to our distribution business, principally the
construction of our planned new networks and expansion of existing networks. See “Business — Gas
Distribution Business — Distribution Network Expansion”.

We plan to fund the capital and related expenditures described in this Offering Circular principally through
cash provided by operating activities, long-term debt and with a portion of the net proceeds we receive from the
Global Offerinz. See “Risk Facters — Risks Relating to our Business — The expansion of our gas transmission
and distribution retworks will require substantial capital for which we may be unable to obtain sufficient
financing™.

Commitmentsand Contingencies
Foreign Exdkange and Derivative Contracts

We do notkedge against financial or market risks and, accordingly, have no foreign exchange or derivatives
contracts outstmding.

Letters of Credit and Guarantees

We have standby letter of credit facilities with PT Bank Mandiri (Persero), which are used to guarantee the
payments of our gas purchases for the Surabaya, East Java and Muara Karang, West Java areas. The facilities,
which have anmial maximum limits ranging from US$75.9 million to US$83.5 million, respectively, will expire
in 2009 and 2016 Certain of our time deposits with the same bank, trade receivables and certain land rights and
buildings, including our headquarters building in Jakarta and the headquarters of the East Java SBU in Surabaya,
are used as collaxral for these facilities. As of June 30, 2003, the aggregate net book value of these assets totaled
Rp.533.0 billion (U!S$64 3 million). ‘

PGN has guaranteed payment of the US$150.0 milliori 7.5% guaranteed notes due 2013 issued by our
wholly-owned sp:cxal purpose vehicle incorporated in Mauritius,
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Critical Accounting Policies

We have identifed the policies below as critical to our business operaticns and the understanding of our
financial condition and results of operations. The impact and any associated risks related to these policies on our
business operations is discussed throughout “Management’s Discussion and Analysis of Financial Condition and
Resulls of Operations™ where such policies affect our reported and expected financial results. The preparation of
our financial statements requires us to make dilficult, complex und subjective judgment in selecting the
appropriate estimates and assumptions thal affect the amounts reported in our financial statements. By their
nature. these judgments are subject to an inherent degree of uncertainty. These judgments are based on our
historical experience, terms ol existing contricts. our observance of trends in the industry, information provided
by our custonters und information available from other outside sources, as appropriate. There can be no assurance
that our judgments will prove correct or that actual results reported in future periods will not differ from our
expectations reflected in our accounting treatment of certain items.

Doubtful Accounts

We provide for doubtful accounts based on a periodic review of the estimated collectibility of the individual
receivable accounts. A full allowance (100.0% of outstanding balance) is provided for customer receivables
when the customer’s gas meter is completely removed and a partial allowance (50.0% of ouwtstanding balance) is
provided for customer receivables when supply to the customer is suspended. In practice, it is unusual for'us to
remove a customer's meter as typically we will seek to agree a payment schedule with our customer to allow
them to payofif the outstanding amounts due to us. In these circumstances we would usually continue to supply
natural gas to the customer and would not make any provision for doubtful accounts.

We set out below a maturity schedule ol our trade receivables (based on our invoice data):

Ax of December 31, As of June 30,

2000 2041 20102 2002 2003 2003
(Rp. billion)  (Rp. billion)  (Rp. billion) (USS$ million) {Rp. billion) (US$ million)
Upwlmonth .......... 176.5 2145 2142 259 274.0 33.1
> 1 month - 3 months . ... 121.9 154.4 116.0 14.0 110.9 13.4
> 3 months — 6 months 21.5 7.8 34.8 42 264 3.2
> 6 months -1 year ...... 33.1 22 147 1.8 34.5 4.2
>lvewr ... i, 18.1 13.1 16.9 2_0 ﬂ £
Total ..o 370.9 402.0 396.6 47.9 456.1 55.1
Depreciation

Depreciation is computed using the straight-line method for buildings and improvements, and the double-
declining method for all other property and equipment (including pipelines) over the estimated useful lives of the
assets as follows:

Years Rate
Buildings and iMproVemEnts . . - . .« v e eenenenaeneeneeeaanaaaeans 20 5.0%
Machinery and equipment (including pipelines) . .......... ..o i 16 12.5%
Vehicles ..o e e e 4-8  25.0%-50.0%
Office eqUIPMIENL . o0yt m e [ 4-§  25.0%-50.0%
Furniture and fIXtUIES . ... it i e i i i et 4-8 25.0%-50%

The double-declining method of depreciation has the effect of expensing a significant amount of
depreciation in the initial years of a particular asset’s life. As of June 30, 2003 net book value of Rp.1,752.1
billion (US$211.5 million) of our property, plant and equipment was depreciated using the double-declining
method and of Rp.65.3 billion (US$7.9 million) was deprectated using the straight-line method.

Functional 'Crurrér_mf

Effective January 1, 2003, Transgasindo changed its reporting currency to US dollars, its functional
currency. Transgasindo’s beginning balances for accounting purposes are adjusted by remeasuring the financial
statements accounts as if the functional currency has been applied since the date transaction occurred. The

71



reporting currency used in the preparation of our consolidated financial statements is Indonesian Rupiah. For
consolidation purposes, the financial statements of Transgasindo are translated into Rupiah using the following

exchange rates:

Account ' : e ] _.Exchange Rate = _ _ o
Assets and Liabilities Middle exchange rate of Bank Indonesia at balance
e .. sheet date R R
Stockholders’ Equity - © . Historical rates of Bank Indonesia ™
Revenue and expenses . . e . -Weighted-average rate of Bank Indonesia during the
T peried ' o '

The difference arising from the translation of Transgasindo’s financial statements into Rupiah is presented
as “Difference In Foreign Currency Translation” in the stockholder’s equity section of the consolidated balance

sheets.

Non-GAAP Financial Measures -

We use EBITDA to pro.vide additional information about our operating performance. EBITDA refers 1o our
earnings before the following items:

= Interest income/expense; .

* amortization;

= non-operaling income/expense;

* income tax expense;

< provision for doubtful accounts; and

«  depreciation.

EBITDA is not a standard measure under either U.S. GAAP or Indonesian GAAP. As the gas distribution
and transmission business is capital intensive, capital expenditure requirements and levels of debt and interest
expenses may have a significant impact on the net income of companies with similar operating results. Therefore,
we believe the investor community commonly uses this type of financial measure to assess the operating
performance of companies in our market sector.

As a measure of our operating performance, we believe that the most directly comparable Indonesian GAAP
and U.S. GAAP measure to EBITDA is net income. We operate in a capital intensive industry. We use EBITDA
in addition to net income because net income includes many accounting items associated with capital
expenditures, such as depreciation, as well as non-operating items, such as goodwill amortization and interest
income and interest expense. These accounting items may vary between companies depending on the method of
accounting adopted by a company. By minimizing differences in capital expenditures and the associated
depreciation expenses, as well as reported tax positions, goodwill, amortization and interest income and expense,
EBITDA provides further information about our operating performance and an additional measure for comparing
our operating performance with other companies’ results. Funds depicted by this measure may not be available
for debt service due fo covenant restrictions, capital expenditure requirements and other commitments.
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The following table reconciles our net income under Indonesian GAAP to our definition of EBITDA for the
periods indicated:

Year ended December 31, ' Six months ended June 20,
2000 - 2001 2002 2002 2002 2003 2003
{Rp. billion) (Rp, billion) (Rp. billien) (US$ million) (Rp. billion) (Rp. hillion} (US$ million)
EBITDA ... .....c.ciuui.t. 864.5 971.9 1,120.7 135.3 596.0 631.7 76.2
Adjustments: : ’
Depreciation .......... (238.4) (244.7) (305.8) (36.9) (147.3) (129 (15.6)
Provision for doubtful ’
account and
amortization ........ (28.7) 2.4) (1.0} 0.1 — 2.4) (0.3)
Interest expense ....... (125.1) (218.3) (117.5) (14.2) _(58.4) (47.6) (3.7
Gain (loss) on foreign . :
exchange —net ..... 475.7) (132.8) 159.5 19.2 207.6 118.1 14.3
Interest income ........ 30.2 52.0 28.0 3.4 16.2 5.5 0.7
Miscellaneous — net ... 1.7 C 8 806.4 -97.3 (2.6) "5.3 0.6
Tax benefit (expense) —
current year . ........ (23.2) (126.4) (553.2}) (66.8) (170.9y  (153.00 118.5)
Tax benefit (expense) — .
deferred ............ 1.3 52 (a1Ln (1.4) (11.6) 0.1 —
Minority interest ....... — o 9.7 (1.2) (0.5) (6.3) {0.8)
Netincome .....cocveven.- 6.6 312.6 L1157 134.7 4284 4222 51.0

You should not consider our definition of EBITDA in isolation or construe it as an altemative 10 net income
or as an indicator of operating performance or any other standard measure under Indonesian GAAP or U.S.
GAAP . Our definition of EBITDA does not account for taxes and other non-operating cash expenses. Our
EBITDA measures may not be comparable to similarly titled measures used by other companies.

Market Risks

Qur operations are located in Indonesia and as such we are exposed to the effect of changes in financial
markets and economic conditions internationally. Currently we do not hedge against financial or market risks.

Foreign currency exchange risks

Our natural gas purchases are denominated in U.S. dollars. These U.S. dollar prices are passed on to our
industrial distribution customers (who accounted for 97.7% of our gas distribution revenue in the six months
ended June 30, 2003) through the U.S. dotlar component of the amount paid by such customers. We believe this
provides us with a natural hedge against much of our exchange rate risk in relation to natural gas purchases.
However, we are exposed to the following exchange rate risks:

«  Ourlong-term debt, including US$150.0 million of guaranteed notes issued on September 10, 2003 and
most of the loans from the Government sourced from foreign guasi-government institutions, is
- denominated in U.S. dollars. The cash generated from distribution operations from which these loans
will be mainly serviced are denominated partly in Rupiah.

«  Our capital expenditures have historically been, and are expected to continue-to be, denominated
primarily in U.S. dollars. Although future capital expenditures are expected to be primarily financed by
U.S. doltar long-term debt, we also expect to fund capital expenditures partly from cash generated from
operations and received by us from the Global Offering. Cash generated from operations is partly
denominated in Rupiah, as described above, and the net proceeds of the Global Offering will be wholly -

denominated in Rupiah.

"+ Ourloan from JBIC of Yen 49.1 billion, which has been provided to assist in the development of the
South Sumatra-to-West Java gas transmission pipeline, has yet to be drawn down, but will expose us 0. ...

. additional foreign exchange risk once we have drawn uponit. .
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Natural gas price fluctuation risks

We are exposed to price fluctuation risks for natural gas. The purchase price of natural gas and LPG
represents 100.0% of our cost of revenue. We believe that prices for natural gas do not typically experience
significant short-term price fluctuations and in general we have been able to successfully pass price increases in
respect of natural gas onto our customers. In addition, our current gas purchase contracts are generally long-term.
However, although some of our contracts fix prices according to specified criteria, others specify that prices in
later years will be negotiated. There can be no assurance that we will be able (o pass price increases onto .
custorners and we are exposed to the risk of gas price increases when signing new contracts or renewing existing
ones. Further, gas price increases which we pass on to our customers may adversely affect demand for our,
natural gas. We do not engage in natural gas price hedging activities. S e

Interest rate risks

We are exposed to interest rate fisks. As of June 30, 2003, the amount of our borrowings at variable interest
rates totaled Rp.2,337.7 billion (US$282.2 million) representing 96.6% of our debt as of that date. On September
10, 2003, we issued through our wholly-owned subsidiary PGN Euro Finance 2003 Limited, incorporated in
Mauritius, US$150.0 million 7.5% uuaranteed notes due 2013. We do not curremly hedge our interest risks and
we do not currently intend to hedge such interest rate. exposure.
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RECENT DEVELOPMENTS

The unaudltcd consolidated financial information as of and for the nine months ended September 30, 2003
and 2002 shown below was prepared pursuant to Indonesian GAAP. Indonesian GAAP differs in significant
respects from U.S. GAAP. See “Principal Differences Between Indonesian GAAP and U.S. GAAP”,

The consolidated balance sheet data for June 30, 2003 were derived from our conselidated balance sheet
prepared pursuant to Indonesian GAAP. - ' '

Results of operalions for the nine months ended September 30, 2003 may not be indicative of results of
operations for the second half of 2003.

Nine months ended September 30,

2002 2003 2003
{Ryp. hillion) (Rp. billicn)  (US$ niillion}
. {Unaundited)

Consolidated income statement data: ‘ )
REVEIUES .+« e v v e e e e e e e e e e et et e e e .. 23845 2,6360 318.2
Costofrevenues .........c....... e . (1,325.7)  (1,464.5) {176.8)
Gross Profit ... oot i 1,058.9 1,I71.5 141.4
Operating eXPeNSES ... ...uverrrraare s rroaaiaas s oirerersns (443.3) 457.7) (55.2)
Tncome from OPerations . - - ... ...vvvevneeeeens. P 615.5 713.8 86.2
Other charges (iInCOMEY —NEL ... .ottt ciii it (93.1) (17.8) 2.2
Income before tax expense . . . .. e, 713.6 731.6 883
TAX EXPENSE — NBL . . . v v e e eeeastiasanacennan oo etonnnanna s ) (210.3) L7 (25.6)
Income before minority inderest .. ......ovvvvvnnnnnaa.. e 5033 5199 62.8
MOty INIEIESt . .ot vver i i e r e 05 . 23 0.3
Nl INCOME &« vttt e ettt tnnsareaanonatceanaotsnanennnnssnnns 502.8 5222 63.0

~ Asof June 30, 2003 As of September 30, 2003

(Rp. billion)  {(US$ million) (Rp. billion)  (US$ million)

(Audited) (Unaudited)

Consolidated balance sheet data:
Assets: .
CUITENL BSSEES © v v v v eeree e et tstt i nanoeamaaeans o 1,456.4 175.8 24238 292.6
INON-CUITENE A5SCES - oo v vt vanrirneme e re e asaansnnns 4.668.0 563.4 5,267.3 635.8
Total 48818 v . .. v v v rnnenannn e 6,i124.4 739.2 7,691.1 928.3
Liabilities:
Current liabilities ..o r i e e e e 1.408.1 170.0 1,315.9 158.8
Long-termdebl. ... ... ... i i i 2,189.4 264.3 2,320.9 280.1
Guaranteed Notes . .......... e e e e — 1,217.3 146.9
Due to a stockholder of the subsidiary .................. 220.8 26.6 3217 38.8
Other non-current liabilities ... ... e 8.3 1.0 10.6 1.3
Minority interest ............ e 213.2 259 215.1 26.0
Government project funds ......... e 369 4.5 1203 14.5
Equity ...oovvvininnnnnanns P 2,047.7 247.2 2,169.5 261.9
Total liabilities and equity .. T s 6,124.4 739.2 7,691.1 928.3

The following discussion is based on our unaudited consolidated financial information presented above.,

Qur net revenue increased by 10.5% to Rp.2 ,636.0 billion (US$ 318.2 million) in the nine months ended
September 30, 2003 from Rp.2,384.5 billion in the nine months ended September 30, 2002. The increase in
revenue was principally a result of an increase of 15.3% in natural gas sales before sales adjustments to
Rp.2,249.3 billion (US$271.5 million) in the nine months ended September 30, 2003 from Rp.1,951.2 billion in
the nine months ended September 30, 2002.

Our cost of revenue also increased by 10.5% to Rp.1,464.5 billion {UUS$176.8 million) in the nine months
ended September 30, 2003 from Rp.1,325.7 billion in the nine months ended September 30, 2002 mainly due to
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increased purchases of natural gas, which increased by 10.6% by value from Rp.1,462.0 billion (US5176.5
million) in the nine months ended September 30, 2003 from Rp.1,322.4 billion in the nine months ended

September 30, 2002.

These changes resulted in our gross profit increasing by 10.6% to Rp.1,171.5 billion (US$141.4 million) in
the nine months ended September 30, 2003 from Rp.1,058.9 billion in the nine months ended September 30,

2002, :

Our operating expenses increased by 3.2% to Rp.457.7 billion (US$55.2 million) in the nine months ended
September 30, 2003 from Rp.443.3 billion in the nine months ended September 30, 2002, This increase was
primarily a result of an increase in general and administrative expenses (principally due to increased salaries,
wages and employee benefits) of 21.2% ta Rp.167.1 bilkion {(US$20.2 million) in the nine months ended
September 30, 2003 from Rp.137.9 billion in the nine months ended September 30, 2002 and notwithstanding a
reduction in distribution and transmission expenses (principally due to reduced depreciation and amortization
charges) of 4.7% to Rp.280.9 billion (US$33.9 miilion) in the nine months ended September 30, 2603 from
Rp.294.8 billion in the nine months ended September 30, 2002.

As a result of the foregoing, our income from operations increased by 16.0% to Rp.713.8 billion (US$86.2
million) in the nine months ended September 30, 2003 from Rp.615.5 billion in the nine months ended
September 30, 2002.

Our other charges (income) produced a gain of Rp.17.8 billion (US$2.2 million) in the nine months ended
September 30, 2003 compared to a gain of Rp.98.1 billion in the nine months ended September 30, 2002. The
gain for the nine months ended September 30, 2003 resulted from a foreign exchange gain of Rp.78.5 billion
{US$9.5 million), interest income of Rp.17.0 billion (US$2.1 million) and a miscellaneous net gain of Rp.6.5
billion (US$0.8 million), which was partially offset by interest expense of Rp.84.3 billion (US$10.2 million). The
gain for the nine months ended September 30, 2002 arose primarily from a foreign exchange gain of Rp.164. I
billion plus interest income of Rp.22.2 billion, partially offset by interest expense of Rp.86.8 billion and a
miscellaneous net charge of Rp.1.5 billion.

Our net tax expense increased marginally to Rp.211.7 billion (US$25.6 miilion) in the nine months ended
September 30, 2003 from Rp.210.3 billion in the nine months ended September 30, 2002.

As a result of the foregoing, our net income increased by 3.9% to Rp.522.2 billion (US$63.0 million) in the
nine months ended September 30, 2003 from Rp.502.8 billion in the nine months ended September 30, 2002.
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DESCRIPTION OF THE INDONESIAN OIL AND GAS INDUSTRY

The information in the section below has been derived, in part, from various government and private
publications or obtained in communications with Government agencies in Indonesia, This information has not
been independently verified by us, the Selling Shareholder, the International Selling Agenis or the Underwriters
or any of our or their respective affiliates or advisors. The information may not be consistent with other
information compiled within or outside indonesia. Neither we, the Selling Shareholder, the International Selling
Agents or the Underwriters have any actual knowledge of any material misstatement contained in this section.

Introduction

Indonesia’s oil and gas industry is recognized as the third oldest in the world after the United States’ and
Russia’s. The first discovery of oil in commercial quantities was in 1883 in North Sumatra, with production
commencing shortly thereafter. However, the main o0il producing fields in Sumatra were not discovered until the
1930s and 1940s. Following its independence in 1945, Indonesia sought (o realize the potential which oil
possessed for providing the funds necessary for the development of the country and its infrastructure. Oil and gas
have become the largest contributors to state revenue by industry sector, contributing approximately 24.6% to
domestic revenues in 2002. In addition, Indonesia’s oil and gas sector is an important contributor to Government
export revenues and an important source of foreign exchange for the country. In 2002, exporis of oil and gas
products accounted for approximately 21.0% of all export earnings in Indonesia. -

Indonesia produces approximately 1.3 million barrels of oil and condensate and 7.7 billion cubic feet of
natural gas per day. In 2001, Indonesia was the ninth largest oil producing country in the world and was also one
of the world’s largest producers of LNG. Indonesia is also a member of the Organization of the Petroleum
Exporting Countries, a group of 11 oil producing countries representing approximately 40.0% of world oil
production in 2001. Foreign companies have an active history in the exploration and production of oil and gas in
Indonesia. Currently, over 185 contracts are in place with independent operators, including over 130 PSCs, for
the exploration, development and production of cil and gas reserves.

Primary Energy Consumption

Indonesia is heavily dependent on oil and gas for its energy consumption. In 2001, petroleum accounted for
approximately 80.0% of its primary energy consumption, including approximately 56.0% for oil and 24.0% for
natural gas. Between 1998 and 2001, the Indonesian economy has grown at a compound growth rate of 3.0% per
annum in real terms, while energy consumption has grown at over twice this rate at 6.7% per annum.

The following table summarizes Indonesia’s primary energy consumption and economic growth:

Indonesian Primary Energy Consumption

1998 1999 2000 2001
(mmBOE) (%) (mmBOE) (%) (mmBOE) (%) (mmBOE) (%)
Oit oo 333.5 58.7 3540, 572 3785 58.7 3862 55.9
Naturalgas ............... 144.1 254 1685 272 1647 255 1044 23.8
Sub-total (Petroleum) . ... ... 471.6 84.1 5225 - 844 5432 842 5506 797
Coal .......ccoiviiia . 55.8 9.8 62.5 10.1 67.1 104 110.1 15.9
Hydro ...........cua.. 26.9 47 26.0 - 4.2 25.1 39 28.6 4.1
Geothermal ............... 7.4 1.3 7.5 1.2 9.2 1.4 13.4 1.9
Total ..., 567.8 1000 6185 100.0 6447 . 1000  690.7 100.0
Gross Domestic Product ‘ .
(Rp.Trillions) ........... 376.4 3794 398.0 411.7

Source; Primary Energy data from Directorate General of Oil and Gas (“M:cras”) GDP data from Bl[‘O Pusat
Statistik, expressed in 1993 Rupiah terms.

Oil and Gas Reserves
Indonesia has a diversity of geological basins, which continue to offer sizeable oil and gas reserve potential.

The country has in total 60 tertiary sedimentary basins, 15 of which are producing oil and gas, eight of which
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have oil and gas discoveries but have yet lo be developed, and a remaining 22 basins which are unexplored. As of
January 1, 2001, Indonesia had an estimated 92.0 trillion cubic feet of proved natural gas reserves, 76.1 trillion
cubic feet of potential gas reserves, and potential natural gas resources of 295.3 trillion cubic feet. Based on 2001
estimates, Indonesia has a natural gas proved reserve-to-production ratio of 30.5 years, and a proved plus
potential reserve-to-production ratio of 59.9 years. Java island, which holds Indonesia’s major natural gas -
markets, has fewer natural gas reserves than Kalimantan, Irian Jaya and Sumatra, and will eventually become
dependent on natural gas supplied from these islands. o T

The following table summarizes the location of current estimates of oil and gas reserves and resources as of
Tanuary 1, 2001: ) o : .

Natural Gas Reserves Qil and Condensate Reserves

Proven Potentinl  Total Proven Potential Tatal
) (teh) {mmbbl}
Sumatra .. ... e e 14.3 17.9 322 38079 34777 72856
Natuna (offshore) .. .......... .. ... oo 320 23.0 55.0 70.6 12.8 334
Sdava. e e e 6.2 5.4 11.6 465.0 3182 983.2
Kalimantan ... ... .. ... ... ... ... ... ... ... 27.3 21.9 492 664.5 613.0 1,2775
Sulawesl ... .. i 0.5 0.1 0.6 102 . — 10.2
IranJaya ... 11.7 7.8 19.5 . 50982 4,662.8 9,761.0
Total o e e e e 92.0 76.1 168.1 10,1164 972845 194009

Source: Migas

Oil and Gas Production

Indonesia’s crude oil production has declined over the last five years, due to the natural maturation of
producing oil fields combined with a slower reserve replacement rate. At the same time, domestic consumption
of crude oil and oil refined products has steadily increased. As a result, net oil exports have declined at a
compound annual rate of approximately 33.0% between 1998 and 2001, from 212 million barrels in 1998 to 69
million barrels in 200!. It is expected that Indonesia will become a net importer of oil within this decade.

A majority of Indonesia’s natura! gas is produced for the manufacture of LNG, which is currently exported
to Japan, Korea and Taiwan. In iate 1971, the Arun field in North Sumatra was discovered by Mobil Oil
Indonesia Inc., which led to the development of the Arun LNG project and its first cargo deliveries in 1978. In
1972, Huffco Indonesia discovered the Badak field in East Kalimantan, which led to the Bontang LNG project
and its first LNG cargo deliveries in 1977. Both of these projects enabled Indonesia to become one of the largest
LNG exporters in the world. Due to the decline of natural gas production at Arun, LNG production as well as
natural gas production have declined for Indonesia. However, new LNG projects are under development,
including the BP-operated Tangguh LNG project in Irian Jaya, as well as the Pertamina-led potential Donggi
LNG project in Sulawesi.

Natural gas is exported to Singapore through pipelines from the Natuna gas project, and is now being
exported from Sumatra through Transgasindo’s Grissik-to-Singapore transmission pipeline. The Natuna project
consists of natural gas from three offshore PSC blocks located in the Natuna Sea, two of which are operated by
ConocoPhillips and one by Premier Qil ple. The 647 km offshore pipeline is owned by a consortium of the PSC
participants, and has a capacity of 250.0 mmscfd. The Natuna project began natural gas sales in 2001. The
Grissik-to-Singapore 470 km pipeline project delivers natural gas to Singapore from three onshore PSC blocks

located in Sumatra, including two operated by ConocoPhillips and one by PetroChina. Initial pipeline capacity is
350.0 mmscfd, which may be expanded to 650.0 mmscfd. See “Business — Gas Transmission Business —
Existing Transmission Pipelines — Grissik-10-Singapore”.
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The following table summarizes Indonesia’s key oil and gas production and export data:

. 1998 1599 2000 2001
Production: B
Crude oil production (1,000bbls) .........coiie i 511,475 493,225 516,147 443,001
Condensate production (1,000Dbbls) .......coviriiiidinnain, 56,685 54,422 51976 47450
Natural gas production (bef) ........... P 2,979 3,068 - 2901 - 2,807
Exports: ) .
Crude oil and refined products net exports (1,000 bbls) ............. 212,732 177,302 120,581 69,092 .
LNG exports{1,000 mt) .. ...oiurinrrreiaii i 26,974 28,956 26,990 23,883
LLPGexports (1,000 M) .. ovene v e 1,760.3 1,745 1,306 1,484

Source: Migas

Natural Gas Sales

The decline in Indonesia’s natural gas production is largely correlated with a decline in LNG production and
related exports. In 2001, approximately 66.0% of marketed natural gas was utilized by LNG projects, while
approximately 11.0% was utilized by the electricity sector, approximately 7.0% by industry and approximately
4.0% by city gas (distribution). While LNG gas usage declined between 1998 and 2001 at a compound annual
rate of 4.6%, electricity usage grew 4.9% per annum and city gas (distribution) 26.1% per annum. LNG utilized
approximately 74.0% of marketed natural gas in 1998, which has declined to 66.0% of total marketed natural gas
in 2001. As a result, the share of domestic consumption of natural gas has increased since 1998. The following
table breaks down natural gas usage and sales:

1998 1999 2000 2001

(bscf) (bsch) {bsefl) {bscf)
Natural gas production «........eeevvaenrneneeeonn s 29789 3,0684 29013 28072
Uses: '
2 Field use (fuel, field injection, €1C.) .. ..o v v vvv it 3065 4062 4176 3984
Flared gas and 10SSES . . ... ooiiuvnnein i 196.7 1559 1698 1794
Marketedgas ... ... ... i .. 23163 25063 23355 2,2533
Marketed gas: :
LNGPIANS ..ottt iii et e st aana e 1,7182 1,790.2 11,5885 1,489.9
ELeCICItY & v v ettt e 2205 2101 2236 2542
Fertilizer PIants - ... ovueuineoiiaran e e 2213 2057 2144 1815
Other INAUSETY .0t v e eee et iiaeaeme e e eaaaae s 449 1836 1608 1520
City gas (distribution) .. ..o 439 .479 62.6 86.3
Qilrefinery and LPGplants .......ccovviiiiiiiiiiiean i, 379 522 44.9 422
Petrochemical PIants . ......ovoeiaunretinnenannnnin i : 27.6 16.6 40.8 48.7

Source: Migas
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Fuel Oil Pricing

Fuel-oil is an altemative, competitive fuel to natural gas for many industrial and electricity sector companies
in Indonesia. Historically, the Government has set and subsidized the price of fuel oil sold domestically. As a
‘part of its plan to remove fuel oil pricing subsidies, beginning in April 2001, official fuel oil prices were quoted
both in official market prices and subsidized prices. Through Presidential Decree Number Nine, on January 16,
2002 as amended by Presidential Decree No, 27, on April 30, 2002, subsidies were lowered to 25.0%, and

subsidized prices were quoted at 75.0% of the official market price, subject to a minimum of Rp.800 per liter and "

a maximum of Rp.1,130 per liter, With effect from January 2003, prices were further altered by Presidential
Decree No. 90, issued on December 31, 2002, 4rid currently the domestic fuel oil price is set'subjecttoa
minimum of Rp.1,150 per liter and a maximum of Rp.1,600 per liter. The official market price is sef monthly,
based on the previous monthly average of Mid-Qil Platt’s Singapore prices, plus 5.0%. The Government is
targeting lifting domestic fuel oil price controls by 2006. The following table summarizes oil and fuel oil average

pricing levels:

1998 1999 2000 2001 2002

Indonesian Fuel Oil Prices:

Subsidized pf‘ice Rpter) ) e 312 350 363 672 1,049
Official market price (Rp./liter)® . ... ... .. — — — 1,413 1,435
International Market Prices: -
Singapore HSFO (US$/tonne)}d ... .. ..t 68.5 101.9 1592 1341 1483
Minas crude oil (US$/bbI ... ... ..o ..., e 1233 17.60 2853 23.99 25.11
Notes:

(1) Source: Petroleum Report Indonesia 2002 (American Embassy). “Subsidized price” from December 2001, and 75.0% of market price
beginning in 2002.

(2) Source: Petroleum Report Indonesia 2002 (American Embassy). Based on 100.0% market price quoted by the Government.

(3) Source; Bloomberg. Based on Singapore High Sulfur Fuel Oil {180, Spot Price daily average.

(4} Source: Bloomberg, Based on Pertamina Minas Crude Qil Price monthly average.

Outlook for the Indonesian Oil and Gas Industry

The outlook for the Indonesian oil and gas industry will be influenced by the Indonesian and regional
political situation and economics as well as by world prices for crude oil. Although crudé oil is traded globally,
the supply and demand equation varies within each region. The Asia Pacific region is a net importer of oil. The
expected renewed growth of the Indonesian and the South-East Asian economies will lead to further growth in
energy demand from oil, natural gas and other energy sources. Increasing domestic oil consumption has led to
expectations that Indonesia will cease to be a net exporter of oil within this decade. To offset the potential loss of
foreign currency earnings and to remain a net oil exporter, the Government has taken a number of steps
including: ’

» Increasing the price of oil-based fuels beginning in 2001 by reducing its subsidies in an effort to reduce
the increasing demand for such fuels in Indonesia to a target growth rate of 5.0% per annum. It is
expected that by 2006 the remaining subsidies on oil-based fuels will be abolished. However, although
the fuel oil price controls are a burden on the Government and it is committed under the ASEAN Free
Trade Agreement to remove these price controls, given delays which have occurred to date there can be
no certainty that this will happen.

»  Issuing incentive packages at regular intervals to stimulate further exploration for oil and gas in so
called “frontier” and “deep water” areas, particularly in eastern Indonesia. The Government has also
offered exploration incentives intended to stimulate exploration drilling in eastern Indonesia,

*  Offering better economic profit-sharing terms to participating parties under-PSCs for production of
natural gas.

* Deregulating the electricity generation industry to allow private investors to generate electricity for
public consumption. Fuel usage efficiency is expected to improve as a result.

*  Promulgating the New Oil and Gas Law in October 2001, setting out the basis for the liberalization of
the oil and gas industry in Indonesia. See “Regulation of the Indonesian Gil and Gas Industry — New
Oil and Gas Law™,

»  Promoting the use of natural gas as a domestic fuel in substitution for liquid fuel, which can be exported
more readily for foreign currency earnings. '
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REGULATION OF THE INDONESIAN OIL AND GAS INDUSTRY

New QOil and Gas Law

The New Qil and Gas Law came into force in November 2001. The New Oil and Gas Law replaces Law No.
8 of 1971 (relating to Pertamina) and Law No. 44 of 1960 (the oil and gas mining law) that had provided the
legislative framework for the Indonesian oil business for the past 30 years. The New Oil and Gas Law creates an
over-arching statutory framework for a fundamental restructuring of the oil and gas regime, principally involving
the ending of Pertamina’s monopoly in upstream oil and gas and the liberalization of the domestic oil and gas
markets. Unlike its predecessor laws, the New Oil and Gas Law differentiates between upstream and downstream
activities, and requires a legal debundling between upstream and downstream companies in order to achieve cost
transparency between both segments. Upstream activities consist of exploration and exploitation (production} of
oil and gas resources, while downstream activities encompass processing, transporting, storage and trading.
Although the New Oil and Gas Law requires that the upstream and downstream businesses be undertaken by
separate legal entities, there are no ownership restrictions with respect to such entities. The New Oil and Gas
Law requires that upstream and downstream activities be regulated by separate, state-owned regulating bodies
and prioritizes natural gas usage for domestic needs. S

Under the New Oif and Gas Law, upstream activities will continue to be performed through PSCs and other
forms of co-operation contracts. The key principles for deregulation of the upstream business are that title over
the resources in the ground remains with the Government (and title to the oil and gas passes at the point of
transfer, usually the point of export), operational management contro! is with the new upstream regulator, and all
funding and risks are to be assumed by investors.

The downstream regulator is tasked under Article 46 of the New Oil and Gas Law with supervisory and
regulatory functions at the downstream level through the issuance of business licenses, in order to ensure the
availability and distribution of fuels throughout Indonesia and to promote natural gas utilization in the domestic
market. Recognizing that a pipeline transmission and distribution network amounts to a natural monopoly, the
New Oil and Gas Law specifically provides that gas transportation and certain sales activities are to be regulated
to ensure that consumers are treated fairly and that the market functions efficiently. Article 8(3) allows for
pipelines to be regulated to ensure that excess capacity on such pipelines is available to all third party users.
Article 46(3) states that the downstream regulator’s duties in respect of natural gas are to regulate transportation
rates for gas transmission and distribution pipelines as well as the price of natural gas for households and
smaller-scale commercial customers.

Under the transitional provisions set out in the New Oil and Gas Law, we were deemed to have been granted
business licenses for our current transmission and distribution businesses as well as for projects under
construction. In addition, development work underway ai the time the legislation came into effect in November
2001 is to be continued and contracts already in existence at that time are expressly stated to remain effective
until their scheduled expiration date. All existing contracts with state-owned enterprises will also be honored
under the New Qil and Gas Law for the life of the respective contracts. :

Impleméntation of the New Qil and Gas Law

Under Article 27 of the New Qil and Gas Law, the Ministry of Energy and Mineral Resources is to prepare
the natural gas Master Plan. The Master Plan js to focus on the tendering, development and construction of péw
projects eventually to put in place the national gas transportation network. Once this plan is finalized and
approved, tenders will be invited for the construction of new transmission projects on a sector-by-sector basis
and for distribution networks on an area-by-area basis. Both we and Pertamina have each submitted proposals in
connection with the Master Plan to Migas, which reports to the Ministry of Energy and Mineral Resources.
Migas is currently finalizing the draft natural gas Master Plan and will submit a final version to the Ministry of
_ Energy and Mmeral Resources for approva] We expcct that the Master Plan w1ll be approved within the next six

months.

Downstream activities. In order to implement the New Qil and Gas Law, which sets out the general
principles of the new regulatory regime, the Government has prepared a series of regulations to implement
regulatory requirements and establish related regulatory bodies. The regulations setting out the authorifies and
structure of BPHMigas came into force on December 30, 2002 (Regulation No. 67 of 2002), and BPHMigas
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itself was established pursuant to Decree No. 86 of 2002, also came into force on December 30, 2002. These
regulations authorize BPHMigas to, among othcr things: :

+ determine and regulate natural gas dlSlFlbUElOI‘! and transmission transportation rales through pipelines,
in hne wuh technological and economic principles; R

- . .determme and regulate the prlce of natural gas sold to households and small-scale commercml
- customcrs . . . ‘. .

»  determine and regulate enterprises of transmission and distribution of natural gas, L

- _resolve disputes of participants in the natural gas transponatlon activities; and

» grant access and tender rights to participate in the Master Plan.

BPHMigas reports directly to the office of the President of Indonesia. We are in regular consultation with |
BPHMigas and Migas in formulating regulatory policies for the downstream gas transportation sector, including
participation in formal consultation teams. BPHMigas is expected to submit its gas transportation tariff regime
policy for approval to the President by the end of this year.

Upstreant activities. For the upstream sector, BPMigas is to control upstream activities on behalf of the
Government through co-operation contracts with entities undertaking exploration and exploitation of oil and
natural gas in Indonesia. The functions of BPMigas are expected to be similar to those previously undertaken by
Pertamina’s BPPKA division/Manajemen Production Sharing, which was responsible for the administration of
contracts under the previous legislative framework. Under the new regime, all of Pertamina’s rights and
obligations arising from existing PSCs are to be transferred to BPMigas, which will replace Pertamina as the
Government party to all production sharing arrangements. Pertamina was converted into a Persero form of
organization (a limited liability company) in June 2003. It is intended that Pertamina will be treated in the same
manner as other regulated oil and gas companies in Indonesia.

Principles of Regulation

In a letter dated October 15, 2003 from BPHMigas to us (the “BPHMigas Letter”) BPHMigas clarified
certain principles according to which it will regulate the downstream gas sector in Indonesia. The BPHMigas
Letter clarified the following matters: '

*  Treatment of our existing business under the new regulations

Pursuant to the New Qil and Gas Law, we are deemed to have obtained business licenses with respect to
our existing transmission and distribution operations in the downstream sector. We have the right to
develop certain new transmission and distribution projects that we had already commenced developing
at the time that the law came into effect.

s Confinuity of contracts

Existing commercial contracts will be honored for the remaining term of such contracts. Our existing
contracts, including our gas transportation agreements (and their respective terms, including
transportation rates and volumes), and our gas purchase agreements with suppliers and gas sales
agreements with customers (and their respective terms, including gas prices and volumes), will remain
effective until their expiry dates.

¢ Regulation of ransportation tariffs fbr gas transmission and distribution

Regulated transportation tariffs for new contracts will be determined by BPHMigas in a fair and
transparent manner. Tariffs will be based on an accepted tariff setting methodology, such as rate of
return regulation or a price cap.

¢  Regulation of natural gas prices

Gas prices for households and small commercial customers will be regulated. The determination of gas
prices to these consumers by BPHMigas will take into consideration the distributor or trader’s gas
purchase price, transportation costs and a reasonable margin.

Gas prices charged to industrial and other customers not classified as small-sc-afc will be unregulated'
and will be set by negotiation between such customer and the provider of gas. The margm on the gas
price will not be subject to regu]anon '
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*  Open access to transmission and distribution pipelines

Under open access, third parties will be allowed access o a transportation company’s pipelines to the
extent that excess capacity exists on such pipelines and they are willing to pay the relevant
transportation tariff for access to the pipeline.

Whether excess capacity exists in our pipelines will be a matter of technical calculation by us based on
the physical constraints of the system and our existing contractual obligations. This calculation is
subject to the oversight of BPHMigas, but BPHMigas will not prevent us from honoring the existing
contractual commitments of our distribution and transmission businesses.

If excess capacity is available on our distribution or transmission pipelines, the transportation tariffs will
be negotiated between us and the third party wishing to access pipelines. BPHMigas will mediate any
disputes, including establishing a transparent, fair and reasonable tariff on the basis described above.

e Tendering of new transmission and distribution development projects

New transmission and distribution projects will only be opened for tender by BPHMigas in areas where
there are no existing pipelines or all currently available capacity in the transmission pipeline or
distribution network in that area has been fully utilized. Selection criteria for project tenders will
include, amongst others, proposed cost, bidder experience and track record, and the funding proposal
andfor availability. In all instances, the decision by us as to whether to participate in such tenders or new
projects shall be made in our sole discretion.

The BPHMigas Letter has been provided to us by BPHMigas for information purposes only and is not
binding on BPHM igas or the Government. No assurance can be given that the regulations implementing the New
Oil and Gas Law when issued will accord with the principles set forth in the BPHMigas Letter.

Regulatory Impact on our Business

Until the Master Plan is finalized and BPHMigas’ policies are drafted, we have no certainty as to our
regulatory pricing regime or our ability to expand our transmission and distribution businesses beyond our
existing approved projects. From discussions we have had with both Migas and BPHMigas, and following receipt
of the BPHM igas Letter, we do not expect that the implementation of the Master Plan under the New Oil and Gas
Law nor the tariff structure should have any material immediate impact on our downstream distribution and
transmission businesses, however there can be no assurance that this will in fact be the case. See “Risk
Factors — Risk relating to the Indonesian Gas Industry — The interpretation and application of the New Oil and
Gas Law is uncertain and may adversely affect our business™.

We expect that the New Oil and Gas LLaw (and supporting regulation) and BPHMigas’ regulatory policies to
have implications on the following aspects of our downstream businesses:

s Continuity of contracts

Under the transitional provisions of the New Oil and Gas Law, existing contractual arrangements with
us (among others) are expressly stated to remain effective until their scheduled expiration date. This has
“been confirmed by the BPHMigas Letter. This means that the commercial terms of our long-term gas
purchase, sale and transportation agreements will remain in force despite the introduction of the new
regulatory framework.

« Transportation tariff controls

Pursuant to Article 64 of the New Oil and Gas Law, transmission tariffs for existing contracts will
remain in effect for the life of the respective contracts. However, transmission rates for third party
access will be subject to negotiation between us and the third party, although BPHMigas reserves the
right to mediate any differences, as indicated by the BPHMigas Letter. Transmission rates for new
transportation agreements will be subject to regulation. Distribution transportation rates will also be
subject to regulation. We do not believe that the imposition of tariff controls will significantly impact

~ our business as we believe that our current tariff rates are reasonable and competitive due to the fact that
most of our customers have the ability to choose between a range of available fuel oil substitutes. If
there are any material adjustments to our distribution tariffs we will have the right, as indicated by the
BPHMigas Letter, to adjust our gas price margins in respect of industrial and other customers not
classified as small-scale to preserve our distribution margins. :

83



Natural gas price controls

Distribution gas prices for houschold and other small-scale customers (which include transportation
rates) will be regulated, but sales to these customers only accounted for less than 1.5% of our sales
volume in the six months ended June 30, 2003. Gas sales prices to industrial and other customers not
classified as small-scale, which accounted for more than 98.5% of our sales volume in this period, will
continue to be unregulated and will be set by negotiation, but transportation tariffs will be. regulated. As

_noted above, we believe we should therefore be able to adjust our gas sales priges to such customers if
regulated transportation tariffs are reduced .

Opeu gaccess

Article 8(3) of the New Oil and Gas Law unposes an oblwatlon on pipeline compames in Indonesia to
open their transmission and distribution networks to third party access for any unutilized capacity. We
understand the determination of unutilized capacity will take our contractual obligations into account as
indicated by the BPHMigas Letter. Therefore, for our transmission pipelines, access should only be
available above the contracted capacity under our gas transportation agreements, and for our distribution
networks, the determination of unutilized capacity will take into account our obligations under gas sales
agreements and the capacities necessary for us to honor our long-term off-1ake obligations under our gas
purchase agreements. In relation to our distribution business, the absence of any wholesale gas pooling
arrangements means that we expect that the opening up of our distribution network to third party trading
is unlikely to occur in the foreseeable future.

Development of new prajects

Under the Master Plan to be drawn up pursuant to the New Oil and Gas Law, all new distribution or
transmission projects in Indonesia will require the approval of BPHMigas following an open tender
process. The BPHMigas Letter confirmed that the tender process will take into account criteria such as
the overalt economics of the proposal, the track record and experience of the bidder, as well as other
factors such as financial strength. We have already been granted a license for all of our existing business
as well as approval for our expansion plans for our existing distribution networks, for Phase I and Phase
1 of our South Sumatra-to-West Java transmission pipeline and for the Duri-Medan transmission
pipeline. See “Business — Gas Transmission Business — Transmission Business Expansion™. Several
other longer-term transmission development projects which were originally planned and proposed by us
may be included in the Master Plan for tender. Our currently proposed projects will take several years to
complete but once completed will give us coverage from most of Indonesia’s strategically-located gas
fields to our customers in major industrial centers.
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BUSINESS

Overview

We are Indonesia’s leading natural gas utility, dominating the gas distribution market while aiso serving as
the leading provider of gas transmission services.

We have distribution networks in Jakarta, Surabaya, Medan, Bogor, Cirebon and Palembang with a
combined 2,547 km of pipelines and a capacity of 831.3 mmscfd as of December 31, 2002. Our distribution
business.in these six urban markets in the six months ended June 30, 2003 distributed an average of 262.2
mmscfd of natural gas, principally to industrial customers. Demand for natural gas in Indonesia has been
increasing, in part as a result of the progressive reduction of fuel oil subsidies which began in 2001 and which
has made natural gas an attractive alternative fuel. In order to meet this demand, we have plans to expand our
distribution business to include networks in six new markets strategically located in close proximity to, and as
part of the development of, proposed new transmission pipelines, as well as to expand our other existing
networks, particularly Jakarta and Surabaya. :

Most of our distribution networks have operated below full capacity in recent years due to supply
constraints. Demand generally has exceeded the volume of natural gas which could be transported to our
distribution networks due to the limitations of the existing gas transmission infrastructure in Indonesia. We
expect that construction of ptanned new transmission pipelines will assist in reducing existing gas supply
constraints and allow us to increase utilization.of our distribution networks, as well as constraining upward
pressure on gas supply prices. See **— Gas Transmission Business — Transmission Business Expansion”.

Our transmission business has until recently been based on our Grissik-to-Duri transmission pipeline in
Sumatra, operated through PGN's 59.75%-owned subsidiary, Transgasindo, as well as small transmission
operations in Medan and in Jakarta, Our transmission network transported an average of 315.9 mmscfd of natural
gas in the six months ended June 30, 2003. On September 10, 2003 we commenced initial commercial operations
of a transmission pipeline extending from Grissik in South Sumatra to Singapore. Volume throughput for this
pipeline is being ramped up in accordance with the relevant gas transportation agreement with ConocoPhillips
and PetroChina. We intend to transfer Grissik-to-Singapore transmission assets to Transgasindo by the end of
2003. The Grissik-to-Duri, Grissik-to-Singapore and Medan transmission systems consist of 1,079 km of
pipelines with a current capacity of 865.0 mmscfd while the Jakarta transmission system utilizes the existing

distribution pipelines.

In addition to our existing transmission network, we have begun the development of Phase 1 of the South
Sumatra-to-West Java transmission pipeline and have received approval for Phase II of the South Sumatra-to-
West Java transmission pipeline project and a transmission pipeline from Duri to Medan. We have also applied
for approvals to develop other gas transmission pipeline projects which BPHMigas may grant to us under special
rights or put out to public tender as part of the Government’s plan o develop Indonesia’s integrated gas
transmission and distribution network.

For the six months ended June 30, 2003, we had revenues of Rp.1,728.8 billion (US$208.7 million), gross
profit of Rp.776.4 billion (US$93.7 million) and EBITDA of Rp.631.7 billion (US$76.2 million). For the year
ended December 31, 2002, we had revenues of Rp.3,151.8 billion (US$380.4 million), gross profit of Rp.1,404.4
billion (US$169.5 million) and EBITDA of Rp.1,120.7 billion (US$135.3 million). For the six months ended
June 30, 2003, our distribution business accounted for Rp.1,464.9 billion (US$176.8 million), or 84.7%, of our
revenues and Rp.514.6 billion (US$62.1 million), or 66.3%, of our gross profit. For the six months ended June
.30, 2003, our transmission business accounted for Rp.261.5 billion (US$31.6 million), or 15.1%, of our revenues
aind Rp.261.5 billion (US$3 1.6 million), or 33.7%, of our gross profit.

To promote the use of natural gas and ensure that existing demand can be satisfied, the Government has
indicated its plans to establish a national integrated transmission and distribution network for piped natural gas.
This integrated network is expected to comprisg pipelines that will connect gas fields and customers from North
* Sumatra through Java to East Kalimantan. In order to plan for and develop this network, the Government is
- preparing a natural gas Master Plan, which will include the development of new transmission and distribution ... .

projects. All new projects under the Master Plan will be subject to an open tender process, but this process will
not affect projects for which approvals have been obtained before the issue of the Master Plan. We intend to
compete for the rights to develop. own and operate selected new projects under the Master Plan. :
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The following diagram summarizes the commercial and contractual structure of our distribution and
transmission businesses.
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History

We started our operations as a private Dutch company, Firma L.J.N. Eindhoven & Co. Gravenhage, in 1859.
The Dutch entity was the first to introduce manufactured gas made from coal to Indonesia. In 1958, the
Indonesian Government assumed control of the entity and changed its name to Badan Pengambil Alih
Perusahaan-Perusahaan Listrik dan Gas, becoming Badan Pimpinan Usaha — Perusahaan Listrik Negara (“BPU-
PLN") in 1961, On May 13, 1965, BPU-PLN was established as a state company and became known as
" Perusahaan Negara Gas (PN Gas”). Pursuant to a subsequent Government Regulation No. 27 of 1984, PN Gas
was converted into a public service enterprise under the name Perusahaan Umum Gas Negara. We became a
limited liability company and adopted our current name in 1996, and we were given an exclusive license to
develop and distribute natural gas and manufactured gas in Indonesia. Pursuant to the New Cil and Gas Law
passed in 2001, PGN s deemed to have a license to continue its existing distribution and transmission business.
Transgasindo has a license to conduct its transmission business which was issued on February 26, 2002.

Competitive Strengths

We believe that our strong competitive position derives from a number of factors, including our dominant
position in a growing natural gas market, an established distribution network with significant capacity for growth
with limited additional investment, a portfolio of development projects providing a foundation for significant
growth, stable EBITDA under a utility-like structure and an experienced management team.

*  Dominant position in a growing natural gas distribution market

We are the dominant provider of gas distribution services in Indonesia’s growing natural gas market. As
a natural monopoly, we estimate that our distribution business had a market share of over 90.0% by
volume of Indonesia’s gas distribution business for the six months ended June 30, 2003. This dominance
means that potential competitors face the following barriers to entry:

*  our existing distribution infrastructure, covering major urban centers;

*  our existing relationships with our customers; |

* our sales and marketing capability, including knowledge of current and future demand; and
*  our bargaining power and ability to secure favorable terms from suppliers.

Given these barriers to entry, we believe that our dominant position in the Indonesian gas distribution
industry can be sustained notwithstanding the opening of the natural gas market to increased
competition. In addition, we believe that the natural gas market itself is well-placed to grow, taking
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advantage of increasingly attractive pricing compared to that of fuel oil as a result of the Government’s
progressive reduction of fuel oil subsidies.

*  Established distribution network with significant capacity for growth with limited additional
investment

Qur existing distribution networks have been established in six key urban markets, including the Jakarta
area, with sizeable available system capacity for sales growth. For the six months ended June 30, 2003,
our distribution networks averaged a capacity utilization of only 31.5%, primarily as result of
constraints on the available natural gas supply in each local market. As our contracted gas supply
volumes are expanded and additional transmission lines are developed, we believe we will be well
positioned to increase gas distribution sales in key market areas with limited further capital expenditure

and distribution network development.
*  Portfolio of developmerit projects, providing a foundation for significant growth

We propose to develop the next generation of key transmission and distribution projects in Indonesia as
part of the Government’s planned integrated transmission and distribution network for natural gas.
These include distribution network projects for six new markets as well as the strategic expansion of our
existing distribution networks, particularly in the Jakarta and Surabaya markets. In addition, our
transmission development projects will enable us to establish an integrated transmission network for
Sumatra, which, in addition to providing significant volumes of natural gas from Sumatra to Singapore,
will provide Sumatra naturat gas to North Sumatra and West Java. Wehave begun the development of
Phase I of the South Sumatra-to-West Java transmission pipeline project, and have licenses for all of our
planned distribution network projects. We have also received approval for Phase II of the South
Sumatra-to-West Java transmission pipeline project and a transmission pipeline from Duri to Medan and
have applied for approvals to develop a number of other natural gas pipeline projects. '

e Stable EBITDA under a utility-like structure

Our revenues and operating expenses from our distribution and transmission businesses benefit from
utility-like commercial structures and are relatively stable, as demonstrated by our EBITDA. In
particular, our gas distribution sales allow us to “pass through” natural gas purchase prices to end users
in U.S. dollars as our distribution rates include a U.S. dollar component linked to the gas price. In
addition, we purchase the natural gas we distribute under long-term supply contracts, with scheduled
off-take volumes and stable gas pricing levels. These volumes are predominantly on-sold to industrial
customers, which accounted for 98.5% of our sales volumes for the six months ended June 30, 2003.
Our transmission revenues are derived from long-term ship-or-pay transportation agreements from
which we receive U.S. dollar based transportation fees for contracted capacity volumes.

¢ Experienced management team

Most members of our senior management have over 20 years' experience in the oil and gas industry,
and most members of our Board of Directors have over 10 years’ experience developing and operating
our core gas distribution business. Our management team has successfully developed our existing
distribution business and market base. Despite the Asian economic crisis that began in 1997 and
_continuing Government fuel oil subsidies, our management has established consistent year-on-year
distribution sales volume growth, from an average sales volume of 153.0 mmscfd for the year ended
_ December 31, 1998 t0 262.2 mmscfd for the six months ended June 30, 2003.

" Strategy

We intend to leverage our competitive strengths to achieve our objective of maintaining our position as the
leading provider of natural gas in Indonesia. We aim to achieve our strategic objective by:

»  Securing adequate natural gas supplies

To increase the utilization of our existing distribution networks and meet increased demand from
existing and new customers (either in new markets or as a result of conversions from other energ
sources in our existing service areas), we intend to secure substantially greater supplies of natural gas,

* particularly from strategically located fields in Indonesia. Increased supply procurement should allow
for increasing gas distribution volumes in the future. Additional gas supply procurement will also help
position us against potential competitors in our distribution business, who will have open access rights
to the excess capacity in our distribution system. ‘
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e Participating in the expansion of Indonesia’s natural gas (ransmission system

By participating in the development of the planned integrated gas transmission system linking
Indonesia’s major urban centers to new supplies of natural gas, we expect to maintain our position as the
principal provider of natural gas in Indonesia. Our transmission development will involve extending our
transmission pipelines to create a transmission network across Sumatra, linEirig the island’s natural gas
reserves 1o growing markets in Singapore, West Java and North Sumatra; This should provide
significant new supply for our distribution business, especiatly in West Java and North Sumatra, as well
as increased revenues for our transmission business. Longer-term development plans include
{ransmission networks linking East Kalimantan (o Java, and East Java to West Java.

e Expanding operations in existing distribution markéts”

We plan to continue our efforts to grow our customer base in areas where we have existing distribution
networks. In addition, we intend to expand our existing networks in response to the conversion of more
commercial and industrial customers to natural gas, which we expect to contribute substantially to the
derand-for natural gas in the future.

» ' Expanding into new distribution markets

We intend to take advantage of the expected growth in the Indonesian gas distribution market by
expanding our distribution network in additional urbanfindustrial centers. In particular, we plan to
expand our distribution business in the next four years to include new markets strategically located in
close proximity to our planned new transmission projects.

Gas Distribution Business '

Our distribution business involves purchasing natural gas from upstream gas suppliers and reselling it to
industrial, commercial and household customers through our distribution infrastructure. As of June 30, 2003, our
distribution business had over 650 industrial customers, accounting for 98.5% of natural gas supplied by volume
and 97.7% of distribution revenues for the six months ended June 30, 2003, and over 1,300 commercial and
approximately 53,000 household customers, together accounting for 1.5% of natural gas supplied by volume and
2 36 of distribution revenues for the six months ended June 30, 2003. For the six months ended June 30, 2003,
we estimate we had a market share of over 90.0% by volume of Indonesian gas distribution sales.

In order to supply distribution networks, natural gas is transported from gas fields located in Indonesia
under high pressure (typically between 1,100 and 400 psi) through transmission networks. Currently our gas is
transported to our distribution networks by transmission infrastructure owned by upstream suppliers, although in
the future we plan to source gas through our own transmission pipelines. Transmission networks connect to our
distribution networks through off-take stations. Off-take stations without pressure regulators are used to
distribute gas under high pressure to power stations and certain other large industrial customers. Off-take stations
with pressure regulators reduce the gas pressure to medium pressure (between 59 and 1.5 psi) for distribution to
industrial customers, while the gas pressure is further reduced to below 1.5 psi for distribution to households and
small commercial users,

Existing Distribution Infrastructure

We have distribution networks in Jakarta, Surabaya, Medan, Bogor, Cirebon and Palembang with a
combined 2,547 km of pipelines and a capacity of 831.3 mmscfd as of December 31, 2002. Our distribution
business in these six urban markets in the six months ended June 30, 2003 distributed an average of 262.2
mmscfd of natural gas, principally to industrial custorers.
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The following table shows the growth of our distribution infrastructure since 2000:

As of and for the
As of and for the year ended  six months ended
December 31, June 30,

2000 2001 2002 2003
Network length (Km) ....verrreaeenneene. e 2,419 2,506 2,547 2,562
Network capacity (mmscfd)!t ......... e 831.3 8313 8313 831.3
Average gas sales (mmscfd) ... 187.5 2082 238.6 262.2
Utilization (96)10) .. vt s i e i T i 22.6 250 28.7 31.5

Noies:
(1) Based on the capacity of off-take stations.
(2) Estimate only, based on one half of the budgeted increase in the network for 2003.

Most of our distribution networks have operated below full capacity in recent years due to supply
constraints in each of our distribution networks. Demand generally has exceeded the volume of natural gas which
could be transported to our distribution networks due to the limitations of the existing gas transmis§ion
infrastructure in Indonesia. We expect that construction of planned new transmission pipelines will assist in
reducing existing gas supply constraints and allow us to increase utilization of our distribution network, as well
as constraining upward pressure on gas supply prices. See “ — Gas Transmission Business — Transmission
Business Expansion”. :

Our distribution networks are concentrated in major cities and urban centers. Jakarta and Surabaya are our
largest markets. The following table shows our distribution networks as of December 31, 2002, the most recent
date for which information is available:

Year
commenced
operation’ Length  Capacity(®

(km} (mmscfd)

Jakarta ............ R E R 1979 810 466.5
SUMADAYA ..ot v ittt e iaiaaaaaeaans 1954 509 212.0
Medan oo e e e i 1985 413 1100
Bogor ............... TP 1980 408 36.0
(1o o ey I 1974 331 6.0
Palembang ...........ccoviieenn. R R R 1996 72 0.8
11 R U L 2,547 831.3
Note:

(1} Based on the capacity of off-1ake stations.
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The following map shows our existing distribution infrastructure:

PALEMBANG

Length: 72 kmn
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2002 Volume: 0.6 mmscid
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Our distribution business is operated through three strategic business units (“SBUs”) which are organized
geographically. Each SBU has its own regional headquarters. which manages the business of each branch and is
responsible for reporting to our headquarters in Jakarta. The following table shows our throughput (the amount of
natural gas sold) and utilization by SBU since 2000:

Throughput Utilization
Six months Six months
ended ended
Year ended December 31, June 30, Year ended December 31, June 30,
2000 2001 2032 2003 2000 2001 2002 2003
: {mmscfd) (%)
SBUI {(West Java and South
Sumatra):

Jakarta .. . ... 1043 109.7 1219 130.9 224 235 261 28.1
Bogor ........... ... e 13.1 153 182 21.9 365 424 305 60.9
Cirebon............ e 3.8 44 34 3.2 64.0 733 568 53.3
Palembang .................. ... .. 0.1 0.1 0.6 0.7 i’r_ 1'_2_5 72_5 ﬂ_f')
SBU II (East Java): _
Surabaya.......ooooiiiiii 514 618 72 872 243 292 364 411
SBU III (Sumatra):
Medan ... :......... ..., 14.8 16.9 17.4 18.3 Lf_i_i 154 15.8 16.7
TOtal oo vee et e 187.5 208.2 238.6 262.2 226 250 287 315

|
i

SBU I (West Java and South Sumatra). * SBU I covers West Java and curréhtly comprises the distribution
networks in Jakarta and surrounding areas, Bogor, Cirebon and Palembang (in South Sumatra).

Jakarta is Indonesia’s largest domestic gas market and has our largest distribution network measured by
pipeline length, capacity and throughput. It has nine off-take stations and serves industrial, commercial and
househeld customers. Demand for natural gas within Jakarta is high, but our Jakarta distribution network
operated at only 28.1% utilization in the six months ended June 30, 2003 due primarily to insufficient local
natural gas supply. Supply for Jakarta is currently sourced from Pertamina’s Cirebon oil and gas field, and from
the Offshore North-West Java gas field operated by BP under a production sharing contract with Pertamina. See
“— Gas Supply™.

We are examining various options 1o increase supply to Jakarta and other networks to meet existing and
expected future demand for natural gas. The completion of the South Sumatra-to-West Java pipeline will allow
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us to augment our existing natural gas supplies to Jakarta, Banten and the surrounding areas with natural gas
from fields in South Sumatra. In the longer term, the completion of the proposed Kalimantan-to-East Java
pipeline, in conjunction with the completion of the proposed East Java-to-West Java pipeline, will allow the
transportation of natural gas from East Kalimantan to the West Java networks, including Jakarta. We are
currently conducting a feasibility study into the development of an LNG terminal which could potentially
provide an alternative source of natural gas to our distribution networks in West Java. '

In Bogor we distribute natural gas to mostly industrial and commercial customers via two off-take stations.
Bogor shares its sources of supply with Jakarta.

Our distribution network in Cirebon is small, supplying mostly household and smaller industrial customers
via one off-take station, Supply is sourced from the Pertamina Daerah Operasi Hulu (“DOH™) Cirebon oil and
gas field.

Palembang is a very small network supplying mostly household customers via one off-take station. The
Palembang network is supplied by Pertamina from the Prabumulih field in South Sumatra.

SBU If (East Java). SBU lI covers East Java‘and currently cornprises the distribution network in Surabaya.

Surabaya is our second largest distribution network, supplying industrial, commercial and household '
customers through four off-take stations. Natural gas is supplied to the Surabaya network pursuant to two
contracts, one with Pertamina for supply from a gas field operated by BP under a PSC and the other with Lapindo
Brantas, Inc. The problem of Jow utilization due to limited local gas supply is also evident in our Surabaya
network. In the short term, we expect this to continue to be a concern due to the depletion of existing gas fields.
To deal with this supply issue and meet growing demand, we are seeking to negotiate gas purchase agreements
with additional suppliers in the region.

SBU I (North Sumatra). SBU Il covers Sumatra and currently comprises the distribution network in
Medan. '

The Medan network supplies industrial, commercial and household customers through three off-take
stations. Supply is sourced pursuant to an agreement with Pertamina from an oil and gas field in Rantau. There
has been a reduction in supply to the Medan distribution network over recent years due to depletion of gas
supplied from Rantau, leading to a reduction in our throughput volumes. We expect the completion of the Duri-
to-Medan gas transmission pipeline, which is due to be completed by 2006, to alleviate this supply problem and
allow further growth of our distribution business.

Distribution Network Expansion

Demand for natural gas has been increasing in Indonesia, in part as a result of the progressive reduction of
fuel oil subsidies which began in 2001 and which made natural gas a more attractive alternative fuel. In order to
meet this demand, we have plans to construct new distribution networks, including new networks in the Batam,
Jambi, Pekan Baru, Banten and Lampung markets, and to expand our other existing networks, including Jakarta
and Surabaya. In total, we plan to expand our distribution infrastructure by adding an additional 1,893 km of
pipeline to new and existing distribution networks by the end of 2010 compared to the end of 2002, comprising
1,082 ki of new networks and an additional 811 krh to existing networks. The planned capital expenditure
through the end of 2010 for these additions js US$382.2 million, comprising US$265.6 million for new networks
and US$116.6 million for the expansion of existing networks., We have licenses for all our planned distribution
network expansion. o '
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The following table sets out details of the planned new distribution networks:

Planned
date of Planned Planned
initial date of final . . . capital
e e operationi)  completion!? - Length  Capacity- - expenditure

(km)  (mmscfd) " (USS million)

Batam Island .. .. .....ooouiiniinenanesano o 2004 2004 . 120 1250.- 220
Pekan Baru (Sumatra) ...........: e L2005 - - 2008 -----253%—50.0° =300~
Semarang (EastJava) ... ... ... il .. 2006 2010 . 200 1500 . 60.0
Banten (WestJava) ............. e - 2006 - 2008 - 285 - 250.0 107.0
Lampung (Sumatra) ............. T - 2007 2009 180 - 15.0 ==~ 40.6
Jambi (Sumatra) ................ e 2006 2006 44 350 6.0
Total .................. et e 1,082  625.0 265.6
Note:

(1) Cerain of the above projects are expected to be completed in stagcs‘.

We intend 10 supply the new distribution network in Batam with natural gas purchased from ConocoPhillips
and delivered through the Grissik-to-Singapore transmission pipeline from the Corridor Block PSC. The
principal customers are expected to be power stations run by PT Perusahaan Listrik Negara (Persero) ("PLN"™),
the Indonesian state electricity provider, private power producers and other industrial customers. The new
distribution network in Pekan Baru will branch off the existing Grissik-to-Duri transmission pipeline and is
intended to supply a PLN power station and industrial customers initially from the Corridor Block PSC. The new
network in Semarang is intended to service primarily industrial demand as well as the power sector and to be
initially supplied directly from the BP Muriah field.

The new distribution network in Banten and other expansion projects in West Java are dependent upon the
development of the planned South Sumatra-to-West Java transmission pipeline project. Construction of the
Banten distribution network is planned to take place in conjunction with the construction of the South Sumatra-
to-West Java transmission pipeline, which is expected to commence gas delivery in 2006. Memoranda of
understanding have already been signed with major customers who will purchase natural gas when the
distribution network is completéd. The new network in Lampung is also intended to branch off our planned
South Sumaira-to-West Java transmission pipeline. It is expected to supply mostly medium-sized industrial
customers and a small power plant. The network in Jambi is expected to service demand from power generating
stations and small industrial customers. Operations in Jambi are expected to be conducted through a joint venture
which is expected to be owned 45.0% by us, 15.0% by the local government and 40.0% by a local private
company which is yei to be identified. Supply is planned to be sourced through the Grissik-to-Dunl transmission
pipeline, initially from the Corridor Block PSC.

In the past, our two main sources of funding for new distribution networks have been our own internally
generated funds and Government funding. In addition, some distribution networks have benefited from funding
by foreign quasi-governmental institutions in conjunction with funding for transmission projects. The
Government has funded certain ex[ﬁansion projects in each of our distribution networks, in particular for the
purpose of connecting household customers (who represented only 0.6% by volume of natural gas we distributed
in the six months ended June 30, 2003}, as part of its policy to reduce energy costs by encouraging the use of
domestic natural gas as a cost-effective substitute for diminishing oil supplies and as an environmentally safer
alternative to other energy sources. Once Government-funded projects are completed, the funds provided by the
Government are treated as part of our paid-in capital. There can be no assurance that such Government funds will
" be available to us after the Global Offering. To the extent that such Government funds are available to us, we
would consider accepting them based upon the benefits of such funds as compared to other funding sources,
including an assessment of the relevant expansion projects.

Gas Supply

Our gas purchase agreements generally have a maximum duration of between 10 and 25 years. The volume
of natural gas supplied under each of our gas purchase agreements is fixed, while the purchase price (in
U.S. dollars or Rupiah} is either (i) fixed for the term, (ii) set for the early years of the agreement with prices in
later years to be determined by subsequent agreement between the parties or (iii) set in the initial year and subject
to indexing in later years. Factors taken into account when negotiating purchase prices include contracted
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volumes, take-or-pay clauses and market pricing estimates, including consideration of competitive natural gas
substitutes such as fuel-oil. The take-or-pay provisions in our gas purchase agreements are typically subject to
make-up rights, allowing us to require our suppliers to deliver, without additional charge, natural gas we paid for
in previous years but did not take, once the minimum votume for the relevant period has been reached and
subject to certain limits. In most of our networks, our demand for natural gas under our gas purchase agreements
has generally exceeded the take-or-pay clauses, with the exception of a period of approximately one year during
the Asian economic crisis. We have been required to provide security to Pertamina in the form of standby letters
of credit for certain of our gas purchase agreements. Our gas purchase agreements also include reserve clauses,
which guarantee dedicated reserve volumes which the supplier must set aside to be sold to us.

Prior to the enactment of the New Oil and Gas Law, we were unable to contract directly with any upstream
suppliers other than Pertamina. Consequently, all but one of our current gas purchase agreements are with
Pertamina, even though some of them relate to supplies developed by third party PSC contractors. On July 19,
2003 we signed a short-term preliminary contract with Lapindo Brantas, Inc., an upstream supplier operating the
Wunut gas field, although gas purchases from Lapindo Brantas, Inc. had begun in 2002. This short-term
preliminary contract was replaced by the final agreement on December 2, 2003. This was our first direct contract
with a PSC contractor. Under the old system, PSC contractors were required to sell all gas production to
Pertamina, who would resell it to us or directly to customers. Pursuant to the New Cil and Gas Law, BPMigas
will appoint authorized sellers for natural gas supplies (which will include Pertamina and PSC contractors) and
we will contract directly with such authorized sellers. Qur existing contracts with Pertamina will remain in force

for their remaining terms,

As of June 30, 2003, we had a remaining 2,219.0 bscf of natural gas supply to be delivered under the
following eight gas purchase agreements:

Remaining
Total natural natural
gas volunte pas
Gas source (bscf unless volume
(operator) otherwise stated) {bscl) Gas market Field tocation Signing Date Supply Term
Kangean PSC (BP) 719.9 566.5  Surabaya, Offshore EastJava May 4, 1990  April I, 1992 to April 1, 2017 (or
East Java : until contracted quantity supplied)
(SBU II) :
Offshore North West 222.8 1460  Muara Qffshore North December 23, The commencement date
Java PSC (BP) Karang, West Java 1997 {September 1, 1997 or other date
West Java agreed upon between the parties
(SBUID) as being the time the gas delivery
is commenced) to December 31,
2009 (or uatil contracted quantity
supplied)
EP Prabumulih, 2.3 2.2 Palembang South Sumatra December 17,  The commencement date (the date
South Sumatra (SBUI) 1999 on which Pertamina commenced
{Penamina) gas delivery following the receipt
of confirmation from us) until the
date 10 years thereafter (or until
contracted quanlity supplied)
Gas field in DOH 43.8 37.2 Medan Offshore North April 4,2002  March 31, 2001 to 31 March 2011
Rantau (Pertamina} (SBUIL) Sumatra ; (or until contracted quantity
supplied)
Pertamina DOH, 365.0 3103 Jakarta West Java Aprit 4,2002  March 31, 2001 1o March 31,
Cirebon {Pertamina) and Bogor ) . : 2011 {or until contracted quantity
(SBUID . supplied)

Pertamina DOH, 14.6 124 Cirebon West Java April 4,2002  March 31, 2001 to March 31,
Cirebon (Pertamina) (SBUID) 2011 (or until contracted quantity
. supplied)

Various gas fields 1.0tcfinthe first  1,0403 WestJava South Sumatra June 26,2003 From between May 1, 2006 and
(Pertamina) 12 years and on a (SBUD ’ December 31, 2006, to December
best efforts basis 31, 2025 (or until contracted
for the subsequent o Tt quantity supplied) .
8 years | . . S LeETEES |
WunutField - Onabestefforts ° 104.0 ~“Surabaya  EastJava = ' December2,  July 19, 2003 1o December 31, , — -
(Lapindo Brantas, - - basis with a daily = . (§BUH) . i 2003 2007 ’
Ine.) T contract quanticy T
of 40.0 10 80.0 , . : . R
mmscfd N
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In addition to the above agreements, we signed a gas purchase agreement with a duration of three years with
PT Energasindo Heksa Karva (“EHK™) on November 20, 2001. EHK ceased supply of natural gas to us more
than one year ago, although the agreement has not been formally terminated.

To procure additional supply, we have signed non-binding memoranda of understanding with two different
upstream operators to contract additional natural gas, which could be delivered as early as 2004. The following
table sets out, by volume, our current regional sources of gas supphes and memoranda of understandlng for gas
supply currently agreed for the years indicated: ) Sl . ; S

Supply Volume
2003 2004 2005 2006 2007 2008 2009 2010

-

{mmscfd)

Contracted Source: . .

Westlava ... ...oooininn. 1540 159.0 164.0 1690 1690 1690 1690 1040
EastJava ............... 130.0  164.0  168.0 1520 1360 96.0 96.0 96.0
Sumatra .. ............ ... 12.7 14.0 140 1640 2140 2640 2640 2620
Sub-total ............... 2067 337.0 346.0 485.0. 519.0 5290 529.0 462.0
MOU ..........ccivnt — 20.0 85.0 130.0 1400 150.0 160.0 160.0
Total ... ... ... iin... 2067 357.0 431.0 6150 659.0 6790 689.0 6220

In addition to the supply contracts and the arrangements contemplated by the memoranda of understanding
highlighted in the table above. we are in negotiations with gas suppliers to contract up to a further approximately
1,800 bscf of natural gas, which could provide additional supply volumes of more than 300.0 mmscfd beginning
in 2006, although there can be no assurance the existing memoranda of understanding or these additional

negotiations will result in agreed and binding contracts.

We are also researching the cost-effectiveness of meeting the long-term natural gas needs of West Java
through the construction of LNG receiving terminals. Gas would be sourced from international or domestic
suppliers, degasified at a terminal we would construct and transported by pipeline to our distribution networks.

We are also considering long-lerm alternatives for natural gas transportation services. We have recently
begun a feasibility study on compressed natural gas transportation projects, which could include alternate gas
distribution services in West Java and East Java as well as shipments among Indonesia’s outer islands.

Distribution Customers

The following table sets out a breakdown by average daily volume and revenue of our distribution
customers by type for each ot the three years ended December 31, 2000, 2001 and 2002 and the six months

ended June 30, 2003:

Six months ended
Year ended December 31, June 30,
2000 2001 2002 2003

Volume Revenue Velume Revenue Volume Revenue Volume Revenue
(mmsefd) (Rp. billion) (mmsefd) (Rp.billion) (mmscfd) (Rp. billion) (mmscfd) {Rp. bitlion)

Customer type:

Industrial ...... -, 1843 1.537.2 204.7 2,076.8 234.6 2,530.6 2582 1,433.0
Commercial .... 20 337 . 2.2 41.4 2.5 45.8 2.4 25.0
Household .. ... 1.2 5.0 1.3 6.3 1.5 10.6 1.5 8.3
Total .......... 187.5 1,575.9 208.2 2,124.5 238.6 2,587.0 262.2 1,466.3

We classify our customers into the three main categories of industrial, commercial and household. The
industrial category comprises establishments such as factories and power stations. Commercial customers include
enterprises such as restaurants, hotels, hospitals and shopping malls and retail cutlets. The categorization as
between industrial and commercial customers varies slightly among our different networks. The final category is

household, which comprises residential premises.
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Industrial Customers. We generally sign sale contracts with our industrial customers with a duration of
approximately two to three years, We prefer to enter into shorter-term contracts because they ailow flexibility
and efficiency in price adjustment so as to capitalize on the limited natural gas supply available and afford us
flexibility in the event that we cannot secure sufficient supply. We believe that we would be able to conclude
longer-term contracts with our industrial customers if necessary and that the level of demand, coupled with the
length of time required to overcome the barriers to entry in our gas distribution business, reduces the risk of our
losing customers due to the mismatch in maturities with our gas purchase agreements, which generally last for a
maximum of 10 to 25 years. The sales price for the volume of natural gas supplied is fixed for the duration of the
gas sales agreement and a minimum and maximum sales volume is specified. The customer must pay for the
minimum specified volume of natural gas even if it does not take such natural gas and higher sales prices apply if
the customer takes more than the contracted maximum volume. The take-or-pay provisions are not subject 0
make-up rights, meaning that if our customers are required to pay for, but are unable to take delivery of, any
contracted quantities, we are not required to deliver natural gas without payment in respect of such shortfall in
subsequent periods. Sales prices for the natural gas distributed by us include a U.S. dollar component and a
Rupiah component. The U.S. dollar component is intended to “pass through” to our customers the purchase price
we pay (also in U.S. dollars) to the upstream supplier and associated costs and, subject to timing differences
between settlement of supply and distribution contracts, we believe this provides a partial currency hedge for us.
The Rupiah component is intended to recover our operating and capital costs (notwithstanding that some of these
costs may have a U.S. dollar component) and incorporates a profit margin. A portion of the sales price charged to
the customer corresponding to the cost of transporting natural gas will be regulated by BPHMigas once the New
Oil and Gas Law is fully implemented. This transportation cost must also be paid to us by any third party using
our network under the open access provisions of the New Oil and Gas Law. BPHBMigas has yet to publish tariffs
or 1o indicate the methodology it will use to set them. We currently have over 650 sales contracts with industrial
custorers.

]

The following table sets out a breakdown of average daily volumes sold by sector within our industrial
customer base for each of the years ended December 31, 2000, 2001 and 2002 and the six months ended June 30,

2003:
Six months ended
Year ended December 31, June 30,
2000 2001 2002 2003
(mmscid)

Industrial sector:
Glass and ceramic ........ 76.6 74.2 82.5 82.7
Chemical .......cvvvunn. 39.1 39.1 49.2 526
Textile . .oovvieennnnnnn 15.8 17.7 229 224
Paper ...l 7.5 26.4 19.4 374
Fabricated metal ......... 17.7 15.7 18.3 19.1
Basemetal .............. - 12.8 13.9 16.6 16.3
Food.....oveeeeviiinne. 5.0 1.3 13.6 14.7
Others . ovvviveeeain. 9.7 10.4 11.9 12.9
Wood . ..ovii i 0.1 0.1 .ﬂ 0.1

Total ..o 184.3 204.7 234.6 258.2

Note:
(1) Converted to mmscfd from cubic meters based on an average conversion factor across all networks.

Our current industrial customers consurmne less than an average of 20.0 mmscfd. Customers consuming more
than that level would usually be supplied directly by Pertamina or another upstream supplier. We estimate that
our five largest customers accounted for approximately 18.0% of our natural gas distributed by volume for the
six months ended June 30, 2003.

We have a waiting llst of new mdustmal customers and other customers not class1ﬁed as small-scale w ho
have requested to take natural gas as soon as additional supply becomes available. For example, in West Java,
T - including Jakarta, 65 customers have requested a total of 183.5 mmscfd and in Surabaya 52 customers have .
' requested a total of 106.6 mmsefd.

We outsource the construction necessary for the connection of new industrial customers to our network. We- -
are responsible for the costs of constructing infrastructure up to three meters inside our customer’s premises.
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Industrial customers must meet the costs of the construction of the infrastructure thereafter and the costs of
converting their premises or systems from the use of their existing fuel to the use of piped natural gas. Customer
willingness to make this investment depends upon the expected savings in fuel costs.

Service to delinquent customers may be suspended or disconnected entirely. However, we prefer to work
with customers to find mutually beneficial solutmns for overdue ACCOUNIS.. . oot o

" Household and Commercial Cusrbmers  Household and commescial ‘Customets are not on fixed-term
contracts. These customers pay an initial deposit and are billed monthly in Rupiah at spot prices for the natural -
gas consumed based on monthly meter readings. In addition, commercial customers sign a one-time contract
requiring a fixed minimum dally average consumption volume. We have the right to disconnect the service of
delinquent customers. However, as with industrial customers, we prefer to work with customers to find mutually
beneficial solutions for overdue accounts, Penalty interest, accrued daily, is charoed on all ontstanding amounts.

A reconnection fee is charged prior to the resumption of service.

Charges for houschold and commiercial users are based on actiral gas usage on a per cubic meter basis and
vary depending on the location of the distribution network and the type of customer connected. The New Qil and
Gas Law requires the regulation of gas prices and distribution transportation tariffs for household customers and
certain other categories of small-scale customers. No specific regulations have yet been issued, dlthough we
believe that regulated tariffs are likely to be at or below current levels. We make little or no profit on household
customers, and revenues from these customers may fall even further once gas prices for these customers are
regulated by BPHMigas under the New Otl and Gas Law.

We outsource the construction necessary for the connection of new premises to the distribution network.
Household customers include existing households and housing developments which may contain multiple
househelds and be connected by the developer prior to sale. We do not provide volume discounts for these
housing developments. The customers must pay separate fees to obtain gas meters and for connection from the
meter to the appliance.

Distribution Network Operation and Maintenance

Our distribution network comprises off-take stations, sub-stations, odorization systems and pipelines.
Odorization systems are used for the low pressure networks and introduce odor into the gas distributed in order to
aid leak detection. Pipelines consist of pipes of either steel or polyethylene construction. Steel is used for the high
and medium pressure pipes and has a life of approximately 30 to 40 years. Steel pipes are coated with
anti-corrosion protection and also receive cathodic protection, Polyethylene pipes are used for lower pressure
distribution and have a life of approximately 50 years. Pipelines which are above ground have shorter lives due to
exposure to the weather, although they are easier to replace.

Our maintenance department conducts ongoing monitoring and maintenance of the network using, among
other things, ultrasonic testing equipment to assess the integrity of the pipelines. Ali pipelines are physically
checked at Jeast once every three months. In addition, a computer-modeled “fitness for purpose™ analysis of all
pipelines is kept constantly updated. This allows us to predict when pipeline sections will need replacing based
upon a statistical analysis of factors such as the age and physical characteristics of the p:pelme its operational
history, any past damage and data from phys:cal inspections.

The following table shows the age of the pipelines in our distribution network:

Age of pipelines . % of length
Below S years ... ..iiiiiii i i 18.6
Stod0years ... e 269
[0t B years ... i it i e 18.2
15t020years .. ... oot U 14.3
ABOVe 20 YearS ..o i e e e, . 22.0
Total L i 100.0

We do not have gas storage facilities other than linepacked gas in our pipelines. Our networks must be kept
under pressure to maintain gas supply. We monitor contracted natural gas supply and actual gas usage levels
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daily. Operators check the volume, pressure and temperature at each off-take station. This data is then reported
on the same day by fax to the relevant SBU headquarters and, on the following day, to our headquarters in
Jakarta for collation. We are currently developing a web-based system for reporting this information, which we
expect to begin introducing in 2004. We advise gas suppliers daily of any changes in our requirements for the
following day in order to maintain pressure. From time to time there are mechanical problems with the upstream
supplier’s infrastructure or excessive system demand from customers, which can lead to a reduction in pressure
and a potential decrease in natural gas supply. In such situations, natural gas supply pressure is usuaily
maintained in the short term by asking major customers who are using more than their contractual maximum
volume to reduce their consumption temporarily to their contractual maximum, allowing all customers to receive
their contracted volumes of natural gas. Such situations arose four times in 2002, but have not occurred to date in

2003.

Our policy is to restrict “unaccounted for” gas to 2.0% of total throughput, which we believe is low by
industry standards. Gas unaccounted for is affected by a number of factors, including actual gas leaks, variance in
measurement by different meters, pressure fluctuations and increases in volumes due to the expansion of natural
gas between the time of purchase from upstream suppliers (generally made in the evening at cooler temperatures)
and subsequent sale to customers (generally made during the day at hi g’ﬁer temperatures). For the year ended
December 31, 2002 and the six months ended June 30, 2003, this resulted in a net gain of 2.7% and 2. 8%
respectively, in the volume of natural gas we sold compared to the volume supplied to us,

Other Distribution Business

In addition to our gas pipeline distribution business, we have a small LPG distribution operation servicing
residential and commercial customers in Bandung, Semarang, Surabaya and Makassar. A total of 1,603.2 tons of
LPG were sold in the six months ended June 30, 2003, resulting in revenues of Rp.2.3 billion (US30.3 million)
and a gross profit of Rp.302.1 million (US$36,466). A total of 3,193 tons of LPG were sold in the year ended
December 31, 2002, resulting in revenues of Rp.4.9 billion (US$0.6 million) and a gross profit of Rp.535.0
million (US$64,569). We have been reducing the amount of LPG sold in recent years, transferring our operations
in Surabaya and Bandung to two co-operatives of our ex-employees in February and May. 2002, respectively, and
do not expect to focus on the LPG business in the future.

Competition

Before the institution of the New Oil and Gas Law, we had a legal monopoly over gas distribution in
Indonesia and for the six months ended June 30, 2003 distributed approximately 262.2 mmscfd of natural gas,
giving us, we estimate, over 90% of the market by volume. There are only two other, comparatively small,
distribution operators in Indonesia. We already have distribution networks in most of the major urban and
industrial centers of Indonesia. The New Qil and Gas Law does not contemplate approvals being given for new
distribution networks to be built alongside existing pipelines or networks until the existing networks are at full
capacity. Consequently, we believe that potential competitors seeking to construct their own networks will face
high barriers to entry. However, we currently have considerable excess capacity in our distribution networks, and
if we are unable to secure supplies to utilize such capacity, we may be required to sell such capacity once the
open access provisions of the New Oil and Gas Law have been implemented. See “Risk Factors — Risks
Relating to our Business — Qur distribution network has operated at low levels of utilization™. In addition,
competition for customers who are situated close to a transmission line or a gas field is likely to be more intense,
since less infrastructure is needed to connect these customers to a supply. See “Risk Factors — Risks Relating to
our Business — We may face competition from other gas distributors”. Nevertheless, we believe that our long-
standing relationships with existing customers (particularly industrial customers), our sales and marketing
capability and our market knowledge will give us important competitive advantages.

_ In addition, since distribution is currently constrained more by production and local supply than by capacity,
“future competition may come from upstream producers who control natural gas supply. Although the New Oil '
and Gas Law envisages unbundling of upstream and downstream activities, it does not prohibit common uitimate
ownership of upstream and downstream businesses. Distribution businesses operated as part of a corporate group
that also operates upstrearn businesses, which could include an affi liate of Pertamina, may enjoy an advantage in
securing natural gas supplies for distribution. See “Risk Factors — Risks Relating to our Business — We may
face competition from other gas distributors™.
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Gas Transmission Business

Our transmission business currently involves transporting natural gas which is owned by third parties
through our high pressure transmission pipelines from upstream suppliers for delivery directly to customers of
the upstream suppliers. Our transmission business has until recently been based on our Grissik-to-Duui
transmission p]pclme in Sumatra, operated through PGN’s 59.75%-owned subsidiary, Transgasmdo as well as
small transmission lines in Medan and in Jakarta. An additional pipeline from Grissik to Smoapore commenced )
initial commerc1a1 operations on September 10, 2003. Volume through the, Grissik-to- Smoaporc p:pe!me is bemo
ramped up in accordance with the gas transpomtlon agreement with ConocoPhillips, PetroChina and Penamma
We intend to_transfer the Grissik-to-Singapore transmission assets to Transgasindo by the end of 2003, The*
Grissik-to-Duri, Grissik-to-Singapore and Medan transmission systems consist of 1,079 km of plpelmcs witha
current capacity of 865.0 mmscfd, while the Jakarta transmission system utilizes the existing distribution

pipelines. .

We do not generally use our transmission network to supply our distribution business, as supply is sourced
from gas fields local to each distribution network. In the future, however, we intend to source natural gas from
other gas fields which we will transport through our transmission network and deliver to our distribution '
networks, For example, the Grissik-to-Singapore pipeline would supply our planned network in Batam, the South *
Sumatra-to-West Java pipeline would supply our networks in West Java, including the planned Banten network.
the planned network in Jambi would source natural gas through the Grissik-to-Duri pipeline and the proposed
Duri-to-Medan pipeline would supply our network in Medan.

In addition to our existing transmission network, we have also begun the development of Phase [ of the
South Sumatra-to-West Java pipeline and have received approval for Phase IT of South Sumatra-to-West Java
transmission pipeline project and a transmisston pipeline from Duri to Medan. We have also applied for licenses
to develop a number of other natural gas pipeline projects. We also plan to seek licenses for other proposed
natural gas pipeline projects provided that we believe such projects will be économically viable. New licenses
will be issued for these projects by BPHMigas directly or after public tender as part of the Government’s plan to
develop Indonesia’s integrated gas transmission and distribution network. See “Risk Factors—Risks Relating to
our Business—We may not be granted approvals for certain of our planned transmission projects”.

The following map shows our existing and planned transmission infrastructure:
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Existing Transmission Pipelines

The following table shows our throughput (the amount of natural gas transported) and utilization for our
Grissik-to-Duri transmission pipeline and our small transmission line in Medan since 2000:

Thrroughput Utilization
Six months . Six months

ended ended
Year ended December 31, June 30.  Year ended December 31, June 30,

2000 2001 2002 2003 2000 2001 2002 2003

(minscld) (%)

Grissik-to-Duri ..................... 286.1 2840 259.6 268.4 88.0) 87.40) 799 62 41

Medan ... ... i 81.0 69.0 60.6 46.7 953 812 713 54.9
Jakarta . ... ... i 19 1.4 1.2 0.8 —& —H

Total ... 369.84 3544 3214 3159

Notes:

(1} Based on a capacity of 325.0 mmscfd. -
(2} Based on a capacity of 430.0 mmscfd for the Grissik-to-Duri pipeline following the installation of two compressor stations.
(3) Not applicable, as the Jakara transmission system utilizes existing distribution plpellncs

(4) Includes 0.8 mmseld wransmission velume in Surabaya.

Grissik-to-Duri.  The Grissik-to-Duri pipeline in Central Sumatra was completed in 1998, four months
ahead of schedule and under budget. The pipeline is owned and operated by our subsidiary, Transgasindo. It is
536 km in length and originally had a constructed capacity of 325.0 mmscfd. In August 2002, its capacity was
increased to 430.0 mmsefd with the installation of two compressor stations, each with three 5,000 horsepower
compressors. These two compressor facilities were developed by PGN and will be transferred to Transgasindo at
the same time as the Grissik-to-Singapore pipeline, for a consideration of UUS$S55.0 million.

We monitor throughput of the Grissik-to-Duri pipeline using a satellite-based communications system. The
volume transmitted in 2000, 2001 and 2002 and the six months ended June 30, 2003 was 286.1 mmscfd, 284.0
mmscfd, 259.6 mmscfd and 268.4 mmscid, respectively. This represented a utilization of the pipeline’s capacity
in the refevant periods of 88.0%, 87.4%, 79.9% (based on a capacity of 325.0 mmscfd) and 62.4% (based on a
capacity of 430.0 mmscfd, following the installation of two compressor stations), respectively. The reduction in
volume since 2000 has been due to a decline in off-take volumes by Caltex. The natural gas is used by Caltex as
part of its enhanced oil recovery process in its Duri fields.

The construction cost of the Grissik-to-Duri pipeline was US$310 million and was funded mostly through
loans from the Government sourced from ADB, EIB and JBIC, as well as from our internal funds.

1

Natural gas sourced from the ConocoPhillips Corridor Block PSC area is transported through the Grissik-to
Duri pipeline pursuant to two main gas transportation agreements between us. ConocoPhillips and Pertamina.
These two 20-year gas transportation agreements were executed in 1997 and 2600. The 1997 agreement covers
the operating period 1998 to 2018 and has been transferred from PGN to Transgasindo. The minimum ship-or-
pay volumes for which ConocoPhillips is required to pay us are based on Caltex’s take-or-pay volumes under its
gas sale agreement with ConocoPhillips and Pertamina. The tariff is set in U.S. dollars per mscf and is fixed for

the term of the contract.

The 2000 agreement covers the operating period 2001 to 2021 and has not yet been transferred from PGN te
Transgasindo, although we intend to transfer it together with the transfer of the compressor facilities. Minimum
ship-or-pay volumes are approximately 70.0% of scheduled transportation volumes under the gas transportation
agreement. There are two tiers of agreed tariffs, both based in U.S. dollars per mscf, which are charged
depending on the volume of the gas transported and which are fixed for the duration of the agreement. There is
also a third gas transportation agreement between Transgasindo, ConocoPhillips and Pertamina, which provides
for the transmission of only approximately 1.3 mmscfd over a four-year term.

Grissik-to-Singapore.” The Grissik-to-Singapore pipeline sug]pliés natural gas to the Singapore border,
principally for supply to the Singapore gas and power markets. In the future, it is also expected to supply natural

gas to Batam upon construction of the new Batam distribution network. The pipeline, which commenced initial . . ..

commercial operations on September 10, 2003, is 476 km in length and has a free-flow capacity of 350.0
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mmscfd, expandable in stages to 650.0 mmscfd with the addition of compressors in the future. Pursuant to the
Grissik-to-Singapore Asset Transfer Agreement, it has been agreed that PGN will transfer the
Grissik-to-Singapore transmission assets to Transgasindo. We intend 1o transfer these assets to Transgasindo by

the end of 2003. -

The cost of the construction of the Grissik-to-Singapore pipeline, currently estimated at US$405 million
(although there are some outstanding items which are subject to discussion), was partly financed by loans from
the Government which were sourced from ADB; JBIC and EIB: Further financing came from our sale of a 40.0%
stake in Transgasindo to Transasia, from additional funds contributed by Transasia and from our internal funds. ..
See~“Transgasindo™ -~~~ e o : :

On February 12, 2001, we entered into a 20-year gas transportation agreement for the transportation of
natural gas through the Grissik-to-Singapore pipeline with Pertamina, ConocoPhiliips, which operates the
Cormdor and South Jambi PSC areas, and PetroChina, which is the operator of the Jabung PSC area. Pertamina
has a gas sales agreement for the supply of natural gas to PowerGas Limited {together with its affiliates,
“Power(Gas™), a company controlled by the Singapore government. Pertamina has a gas purchase agreement with
the upstream operators to source the natural gas to be supplied to PowerGas. The gas transportation agreement
includes minimum ship-or-pay volumes based on the take-or-pay volumes under the gas sales agreement between
Pertamina and PowerGas. The tariff is fixed in U.S. dollars per mscf. In conjunction with the transfer of the
Grissik-to-Singapore transmission assets to Transgasindo, this gas transportation agreement will also be
transferred to Transgasindo.

Medan and Jakarta/Bogor.  Our transmission network in Medan is used by Pertamina to supply natural gas
to PLN's power station at Sicanang. The average daily volumes transported in the years 2000, 2001 and 2002 and
the six menths ended June 30, 2003 were 81.0 mmscfd, 69.0 mmscfd, 60.6 mmscfd and 46.7 mmscfd,
respectively. The declining volumes are due to a decline in supply from the Wampu gas field. Since January I,
2002, the tariff has been fixed in U.S. dollars per mmbtu for deliveries to PLN.

In Jakarta, we transport natural gas for Pertamina to its compressed natural gas filling stations. The average
daily volumes transported in the years 2000, 2001 and 2002 and the six months ended June 30, 2003 were 1.9
mmscfd, 1.4 mmscfd, 1.2 mmsefd and 0.8 mmscfd, respectively. The tariff is fixed in Rupiah per volume of gas
delivered.

Transmission Business Expansion

In addition to our existing transmission network, we have begun the development of Phase I of the South
‘Sumatra-to-West Java pipeline and have received approval for Phase II of the South Sumatra-te-West Java
pipeline and a transmission pipeline from Duri to Medan. We have also applied for approvals to construct a
number of other natural gas pipeline projects, including the East Kalimantan-to-West Java and East Java-to-West
Java pipelines. If completed by us, these projects would add in total over 3,000 km of pipeline to our
transmission network by the end of 2010. The planned capital expenditure through the end of 2010 for these
projects totals US$2,936.6 million.
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The following lable sets out details of the approved and planned new projects:

Planned .
date of Planned capital
completion  Total length Capacity expenditure
(km) {mmscfd) . {US$ million)
Approved:
South Sumatra-West Java—Phase [ .............. 2006 499 250.0 ©470.6%
South Sumatra-West Java — Phaee (R, 2006 644 400.0 520.0%
Duri-Medan . ... e i e 2006 450 250.0 246.0
Planned:(!
Kalimantan-EastJava . ....... ... ... 2010 1,100 700.0-1,000.0 1,100.0
EastJava-West Java ... ... ... ... .. ... .. 2010 680 300.0-350.0 600.0
Total ..........ciiiiiian., e e, 3,373 1,900.0-2,250.0 2,936.6
Notes:

{1} These projects are not yet approved, It is uncertain whether we will be granted nghle to develop these projects or whclhc:r they will be
included in the Master Plan, in which case we will be required to tender for these projects.

(2) Inital completion and operation. The final stage is planned to be completed in 2007,

(3} Does not include any capital expenditure related to the development of distribution networks associated with these transmission prmeu:

(4} Includes payments of US$23.0 million which are planned to be made in 2007.

(5) Includes payments of USS$76.0 miliion which are planned to be made in 2007.

South Sumatra-to-West Java.  The South Sumatra-to-West Java pipeline will be an important part of the
proposed national integrated gas transmission system, connecting gas fields in South Sumatra (principally
Prabumulih) with West Java. [t will provide additional supply to our existing and proposed distribution networks
in West Java and, in particular. Jakarta.

We have begun the development of Phase I of the South Sumatra-to-West Java pipeline. Phase I involves
the construction of a 499 km pipeline extending from Pagardewa in South Sumatra to Cilegon and Cimanggis in -
West Java. A 16,000 horsepower compressor station will be installed at Pagardewa due to the low well-head
pressure of the natural gas. The initial planned capacity of the Phase I pipeline is 250.0 mmscfd, which can be
increased to 480.0 mmscfd wWith the installation of additional compressors in the future. The Phase I pipeline is
scheduled for completion by the end of 2006 at an estimated construction cost of USS$470.6 million. with an
additional US$15 million expected to be spent for distribution network expansion in Banten in West Java. Funds
will be provided by a Yen 49.1 billion loan from the Government sourced from JBIC and from our internal funds.
We entered into a loan agreement with the Government to on-lend the JBIC loan in May 2003, with Phase I
construction scheduled to begin in mid-2004. Construction contractors have not yet been appointed. and we are
currently engaged in a tender process for the appointment of a project management consultant.

The capacity of the Phase I pipeline will be utilized for our distribution business in West Java. Under the gas
purchase agreement executed with Pertamina in May 2003, Pertamina will initially deliver 150.0 mmscfd, nsing
to 250.0 mmscfd, of natural gas from its South Sumatra fields, which will be transported to West Java beginning
in 2006 to be sold to our distribution business and distributed in Jakarta, Cilegon and Cimanggis.

Phase 11 of the South Sumatra-to-West Java pipeline is planned to transmit natural gas from Grissik to West
Java on behalf of a third party. Phase I involves the construction of a 185 km pipeline from Grissik to
Pagardewa, a2 270 km pipeline from Pagardewa to Labuhan Maringgai, which runs parallel to Phase I. and a 189
km pipeline from Labuhan Maringgai in South Sumatra to Muara Tawar, Muara Karang and Tanjung Priok in
Waest Java. The initial planned capacity of the pipeline from Grissik to Labuhan Maringgai will be 400.0 mmscfd.
although this can be increased to 600.0-700.0 mmscfd with the installation of two additional compressors. Phase
II has been approved but not yet funded and is expected to have a total construction cost of approximately
US$$520.0 million, with construction currently planned for completion in 2006. We understand that
ConocoPhillips plans to"utilize the Phase II pipeline to deliver an éstimated 400.0 mmscfd of natural gas from its
Corridor gas fields to three of PLN's power plants in West Java. ) o

- Duri-to-Medan. ” The Duri-to-Medan pipeline is needed to increase the supply of natural gas to the Medan
area, which is currently faced with diminishing local production. The transmission pipeline will be 450 km in
length and will have an initial planned capacity of 250.0 mmscfd. The project will consist of a Duri-to-Dumai
‘ plpelme and a Dumai-to-Medan pipeline as well as one 6,500 horsepower compressor station in Duri. Natural gas
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will be sourced primarily from Grissik, and will be fed through unutilized capacity in the existing Grissik-to-Duri

line as well as from near Dumai. The development of these pipelines has been approved but not yet funded. The

total project cost is estimated to be approximately US$246.0 million, which includes US$216.0 million for the

pipeline and US3$30.0 million for the compressor. An additional US$32.0 million is expected to be spent for

distribution network expansion in Medan. Project construction is scheduled to be completed in 2006, The project

will be the northern leg of the Sumatra integrated transmission network, which wr[l transport South Sumatra gas
to markets in Smgaporc West Java and North Sumatra '

Or!rer Porenrml Long- Term Transmzsszon PrOJecrs In addmon to the above near-term transmission
‘projects, we have also prepared detailed plans for other longer-term projects which may be included in the
Master Plan. .-

The Kalimantan-to-East Java pipeline will comprise approximately 700 km of onshore and 400 km of
offshore pipeline connecting certain gas fields in East Kalimantan with markets in East Java, The planned
capacity is 700.0 to 1,000.0 mmscfd. A feasibility study funded by a grant from the U.S. Trade and Development
Agency is due to be completed in November 2003. Development is targeted to begin in 2005 with completion of
. construction in 2010, ADB, EIB and IBRD have indicated that they may provide funding towards construction of
the pipeline through loans to the Government, but have not yet committed to do so.

" The East Java-to-West Java pipeline is 2 680 km transmission pipeline from Gresik in East Java to Cirebon -
in West Java. It will serve distribution networks in Central and East Java, and its planned capacity is 300.0 to
350.0 menscfd. The natural gas for this pipeline is expected to be supplied from gas fields off East Kalimantan
via the Kalimantan-to-East Java pipeline. A feasibility study funded by a grant from the U.S. Trade and
Development Agency is due to be completed in November 2003. Development is targeted to begin in 2005 with
completion of construction in 2010.

Gas Transportation Agreements

Transmission services are contracted under long-term gas transportation agreements between us and
Pertamina, ConocoPhillips and other upstreamn natural gas suppliers. The agreements typically provide for a
20-year-operating term and contract for pipeline capacity access rights as well as minimum ship-or-pay gas
volumes, whereby suppliers are required to pay for the transportation of a minimum specified volume of natural
gas even if it is not actually transported. The ship-or-pay provisions are typically subject to make-up rights,
allowing suppliers to require us to transport without additional charge natural gas they paid for in previous years
but which was not transported, once the minimum volume for the relevant period has been reached and subject to
certain limits.

Transmission tariffs are currently negotiated and set in order to allow us to achieve an acceptable rate of
return on our investment in the transmission infrastructure, and therefore depend on a number of variables
including cost of construction, cost of finance, operating cost and depreciation charges. Qur required rate of
return varies on a project-by-project basis. Tariffs are U.S. dollar denominated and are fixed for the life of the
agreement. Transmission tariffs may vary between sections of the transmission pipelines, dependmﬂ on a number
of factors including the gas transportation distance.

Under the New Qil and Gas Law, existing gas transportation agreements remain valid and terms will be
recognized by BPHMigas. Consequently, the transmission tariffs set under existing agreements relating to the
Grissik-to-Duri, Grissik-to-Singapore and Medan pipelines will not be affected by new regulations. However,
transmission tariff$ under new gas transportation agreements as well as open access tariffs for our transmission
pipelines will be regulated by BPHngas although to date BPHMigas has not pubhshed tariffs or indicated the
methodology it will use to set them,
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We have entered into the following gas transportation agreements:

Other parties to, and
date of, agreement

Our role

Volume

Duration

ConocoPhillips and
Pertamina
dated January 29, 1997

Pertamina
dated August 28, 1998

ConocoPhillips and
Pertamina
dated December 21, 2000

ConocoPhillips,
PetroChina and Pertamina
dated February 12, 2001

ConocoPhillips and
Pertamina
dated July 23, 2002

Note:

(1) Assuming 1 bscef = 1,000 btu

Transmission Network Operation and Mainfenance

Gas transportation on
behalf of ConacoPhillips
using Grissik-to-Duri
pipeline

Gas transportation for
Pertamina from Wampu
gas field and Pantai
Pakam Timur gas field to
Pertamina’s customers in
Medan

Gas transportation on
behalf of ConocoPhillips
using Grissik-to-Duri
pipeline

Gas transportation using
the Grissik-to-Singapore
pipeline

Gas transpertation on
behalf of ConocoPhillips
using the Grissik-to-Duri
pipeline

Up to 310.0 mmscfd

No fixed volume

A total of 1,135.0 bscf 1)

Up to 402.5 mmscfd

1.3 mmscfd

Valid until January 28,

2017, subject to at least
two years prior written

notice of termination

Valid until the volume of
gas Pertamina has
contracted to sell 1o
specific Medan customers
has been reached

Valid until December 20,
2020 (subject to any
agreed extension between
the parties)

Valid until February 11,
2021 (subject to any
agreed extension between
the parties)

Valid until March 27,
2006

Until April 4, 2003, the operation and maintenance of the Grissik-to-Duri pipeline was carried out by
Transcanada Pipelines Limited, an oil and gas services company, pursuant to an operation and maintenance
contract dated May 10, 2001. Operation and maintenance services have now been taken over by Transgasindo,
through personnel seconded from its shareholders. in particular PGN, Petronas and ConocoPhillips. See
“Transgasindo”. Transgasindo also cairies cut the operation and maintenance of the Indonestan segment of the
Grissik-to-Singapore pipeline. To datc there have be::n no material accidents or safety problems in rclanon to any

of our transmission assets.

Transmission System Rules

We have established the PGN System Rules (the “System Rules™) to provide a uniform set of rules for us
and all gas shippers to enable open access to our transmission pipelines, subject to agreeing a transportation

tariff,

Under the System Rules, any prospective shipper able to comply with the System Rules who executes a gas
transportation agreement and a deed of adherence will not be unreasonably denied access to our transmission
pipelines where there is capacity available. A shipper must agree the transportation tariff with us before
executing a gas transportation agreement. We are entitled to provide capacity in our system to any person on an
interruptible basis provided that we will only provide such capacity if it would not affect our obligations to, or
the rights of, any existing shipper under the System Rules and the gas transportation agreement to which such
shipper is a party. The System Rules currently apply to the Grissik-to-Singapore pipeline.

Competzhon

We estimate that we transport approxnmately 45. 0% by volume of thc natural gas transported by gas
transmission businesses in Indonesia. The other companies involved in gas transmission in Indonesia are
Pertamina, PT Trans Java Gas Pipeline and PT Ramaja Bangun Kencana (“Rabana”). Pertamina supplies its own

103



natural gas directly to very large consumers, such as PLN power stations, fertilizer plants and petrochemical
companies. PT Trans Java Gas Pipeline operates a pipeline offshore East Java, which connects supply from BP's
gas fields of the Kangean PSC to onshore distribution points near Surabaya. Rabana has two small transmission
pipelines in West Java. We do not currently compete directly with these other companies, since our transmission
infrastructure is not located in the same areas. In the future, they and others may, compete with us for approvals to__
build and operate other transmission pipelines.

- We believe that opponunities for competitors to increase market share in the mediumn term are limited, since ..
‘we hold the approvals to construct most of the long-distance transmission pipelines that we believe are currently
viable. See “Risk Factors — Risks Relating to our Business — We may not be granted approvals for certain of
our planned transmission projects™.

Other Business

We have constructed.a fiber aptic cable running parallel to our Grissik-to-Singapore pipeline. As a result of
natural gas suppliers’ requirements for real-time data on pipeline supply, we originally were required to install a
communication system along this pipeline. A fiber optic system was expected to be superior to the satellite-based
system in use on the Grissik-to-Duri pipeline, which had encountered some reliability problems and which was
not able to provide real-time data. Given negligible installation and right of way costs, we clected to increase the
design capacity of the fiber optic systemn, and installed an expanded network for additional market demand. The
project cost for materials was approximately US$15.0 million, consisting of five stations and a cable line of 24
cores from Sumatra to Batam and 96 cores from Batam to Singapore. The current technology allows for a total
communication volume of 1,500 E-1s (3,000 Mbs), which can be increased should market demand require to
650,000 E-1s (1,300,000 Mbs) upon an additional US$1 million upgrade in technology. Currently, there are no
.other fiber optic connections between Sumatra and Batam or Batam and Singapore. We intend to use this excess
capacity as a network provider 1o Internet, cable television and small business customers with initial demand
expected to come from upstream oil and gas operators in Sumatra and their gas transmission customers. We are
currently planning to form a joint venture with a licensed telecommunications firm, which will provide licensing
and marketing expertise while we operale the core fiber optic cable systems.

We aiso plan to install a fiber optic cable alongside our South Sumatra-to-West Java pipeline project. As
with the Grissik-to-Singapore cable, we will be required to install it in order to provide shippers with real-time
supply data but will be able to increase the capacity at a limited additional cost. The cable will allow for the
linking of Jakarta to Grissik which will tie into the existing Grissik-to-Singapore cable. Ultimately, the project
will establish a Jakarta to Singapore fiber optic cable link. This will be the second of such fiber optic linkages, as
currently there is a direct fiber optic cable from Jakarta to Singapore, owned and operated by a consortium of
companies including PT Indonesian Satellite Corporation Tbk. However, we believe demand for our cable
capacity will be strong due to its low cost structure.

Sales and Marketing

Our marketing team is based in our head office in Jakarta, The head office marketing team works with the
sales and the marketing team of each of the SBUs to collect information from existing and potential customers
and to formulate and execute strategic initiatives. In each distribution center, the marketing team also directs its
sales team to focus and actively solicit a select group of targeted industrial customers who we believe will benefit
most from aconversion to natural gas. .,

Qur marketing#effons focus on direct marketing to industrial cusiomers. Group presentations are made to
potential customers to explain the savings which can be realized from switching to natural gas and separate
presentations are made to individual customers. The marketing department also handles business development
and the negotiation of supply contracts, allowing it to manage the contractual supply and demand balance.,

Our marketing department works with our planning department to assess likely demand for network
expansion projects. Discussions with potential customers begin several years before construction of a new
network. The mrarketing department establishes contact with potential customers in order to develop a demand
profile, which is factored into the analysis of proposed network expansions. '

We maintzin a service hotline to attend to customer inquiries and for after-sales support, as well as a website
which can be accessed by, and provides tailored information to, employees, customers and others.
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Regulation

See “Regulation of the Indonesian Oil and Gas Industry — New Oil and Gas Law” for details of the
material impact on us of the new regulatory regime introduced under the New Oil and Gas Law.

Safety and Environment

We emphasize safety and have established a safety department to oversee and implement safety policies and
to conduct spot and regular inspections of our facilities. We belicve in educating users about safety procedures.
Accordingly, before natural gas is actually supplied, we give a thorough explanation of safety procedures to users
and will arrange meetings on safety with our major customers.

Due to our implementation of safety procedures, we have not experienced any major accidents which have
resulted in serious injury or death-since 1996. In 1996, a fire occurred following a gas leak from an old, low
pressure steel pipe in Jakarta. Most low pressure steel pipes have now been replaced with polyethylene pipes.

We are subject to environmental regulation and reporting requirements pursuant to Indonesian
Environmental Management Law No.23 of 1997 and Government Regulation No.27 of 1999 regarding
Environmental Impact Analysis. We are required to conduct environmental impact assessments in connection
with our transmission and distribution infrastructure construction.

Insurance

We have insurance policies to cover our assets, projects and operations, including third party liabilities. The
assets covered by these policies against losses from fire and other risks include our property, plant and equipment
both below and above the ground in respect of the Grissik-to-Duri transmission pipeline but only our property,
plant and equipment above the ground in respect of our distribution networks and the Medan transmission
network. Certain of these policies have exclusions, including in relation to losses resulting from war or terrorist
acts.

We currently have an insurance policy to cover the construction and operation of the Grissik-to-Singapore
transmission pipeline. Transgasindo is in the process of negotiating an insurance policy to cover the operation of
the Grissik-to-Singapore transmission pipeline once it is transferred to Transgasindo.

All of PGN's inventories are covered by insurance against losses from fire and other risks under blanket
policies. The inventories of Transgasindo are not covered by insurance against losses from fire and other risks.

We also have general insurance for workmen’s compensation and motor vehicles and maintain
.Commissioners® and Directors’ legal liability insurance.

Real Estate

We own our headquarters, SBU and branch buildings, as well as the land on which off-take stations and
substations are built, although our headquarters in Jakarta and the headquarters of the East Java SBU in Surabaya
are subject to mortgages in favor of PT Bank Mandiri (Persero) in connection with letters of credit issued by
Bank Mandiri. See “Management’s Discussion and Analysis of Financial Condition and Results of Operation —
Commitments and Contingencies”. o

We hold long-term land certificates permitting us to use the land on which our transmission pipelines are
built, apart from certain forest land owned by the Government and certain land for which we have applied, or are
in the process of applying, for land certificates.

Our use of certain land owned by the Government on which the Grissik-to-Duri transmission pipeline is
built is permitted by two Forest Land Borrow and Use Agreements under which the Government allows us to use
its land without charge. We are in the process of extending the term of the first Forest Land Borrow and Use
" Agreement between the Department of Forestry Riau region (“Depkeh Riau™) and PGN, which expired on
January 17, 2002. Depkeh Riau has stated in a letter dated September 27, 2002 that it has no objection to the
extension subject to the Minister of Forestry's approval. We intend that PGN will transfer its rights under this
Forest Land Borrow and Use ‘Agreement to Transgésindo once an extension has been granted. The second Forest
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Land Borrow and Use Agreement was entered into between the Department of Forestry Jambi region and
Transgasindo on January 8, 2003 and remains valid until January 8, 2008. There can be no assurance that either
of the Forest Land Borrow and Use Agreements will be renewed either on terms that are favorable to us or at all.
See “Risk Factors —
could prevent us from operating the pipelines”.

Pursuant to Presidential Decree No. 53 of June 17, 1993 regarding Land Procurenient for Public
Development (the “Presidential Decree”) and implementing regulations thereundet, for the pirpose of ~ ™™~ "~ -
constructing pipelines we have the right to obtain land certificates for a strip of land, to be used by our pipeline.
The width of this strip is set by the Presidential Decree and depends upon the width of the pipe. For the 28-inch
pipes we use, the width of the strip of land is 25 meters.

In connection with the transfer of the Grissik-to-Duri transmission pipeline to Transgasindo, PGN and
Transgasindo entered into a Borrow and Use of Land Agreement on Marcl 9, 2002, as amended on September
13, 2002, whereby PGN granted permission to Transgasindo to use without compensation the land on which the
Grissik-to-Duri transmission pipeline is built for the purpose of gas transmission buéincss activities untif the land
certificates are transferred to Transgasindo. Transgasindo will execute and deliver promissory notes to PGN in
the amount of US$5.2 million upon the transfer of all titles and/or title certificates of the land to cover [he costs
incurred by PGN in connection with the transfer of this land. :

We intend to transfer the Grissik-to-Singapore transmission assets to Transg_asindo by the end of 2003 under
the Grissik-to-Singapore Asset Transfer Agreement. PGN will transfer to Transgasindo the land on which the
Grissik-to-Singapore transmission pipeline is built to which it already has rights when the transfer of the
transmission assets takes place.

We do not own the land upon which the distribution networks are located but negotiate rental amounts with
the relevant local government for the right to construct pipelines over land owned by the local government. The
rental amounts vary between regions.

Litigation

We are not a party to any litigation or legal proceedings which we believe would, individually or taken as a
whole, have a material adverse effect on our business, financial condition or results of operations.
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TRANSGASINDO

Transgasindo

Transgasindo was established on February 1, 2002 as a 99.75%-owned subsidiary of PGN with an initial
share capital of Rp.10.0 billion (US$1.2 million). Our employee foundation, Yayasan Kesejahternan Pegawai
Perusahaan Umum Gas Negara, holds 0.25% of the issued share capital of Transgasindo. On February 26, 2002,
Transgasindo became the first company in Indonesia to receive a gas transportation license under the New Qil
and Gas Law.

Strategic Investor

In order to fund the construction of our Grissik-to-Duri and Grissik-to-Singapore pipelines, we sought the
financial assistance of EIB, JBIC and ADB. ADB originally approved its loans for both pipelines in 1995 but
made it a condition of its investment that we would undertake a partial divestment of the equity in each project to
a suitably experienced strategic investor, in order to spread the economic burden and to introduce world class
operations, maintenance and financing expertise into the Indonesian gas pipeline sector. A similar requirement
was made by EIB. Transgasindo was set up as the vehicle to hold certairn of our gas transmission assets as
required by the terms of ADB and EIB loan financings for the Grissik-to-Duri and Grissik-to-Singapore
pipelines.

On March 9, 2002 Transgasindo purchased PGN’s Grissik-to-Duri gas transmission assets in central
Sumatra for US$227.2 million. Payment of the purchase price was satisfied by the issuance of promissory notes
by Transgasindo to PGN. Promissory notes totaling US$68.2 million were subsequently converted by PGN into
equity in Transgasindo. In addition, on November 13, 2002 promissory notes with an aggregate principal amount
of Rp.216.2 billion (US$26.1 million) were issued by Transgasindo to PGN in exchange for an advance in the
same amount to cover the value added tax payable in connection with the transfer of the Grissik-to-Duri pipeline,

On November 12, 2002, we sold 40.0% of the issued share capital of Transgasindo to a strategic investor,
Transasia, for US$130.0 million.

The current ownership structure of Transgasindo is shown below:

Conoco Singapore Talisman
Petronas . E
(35.0%) Indonesia Petroleum nergy
: (35.0%) (15.0%) (15.0%)
Transasia - PGN Piitljuirgﬁligﬁce
o, 0,
(40.0%) (59.75%) (0.25%)

l _ |

PT Transgasindo

Transasia's shareholders are;

+  Petronas International Corporation Ltd. (35.0%), an affiliate of the national oil and gas company of
Malaysia; )
+  Conoco Indonesia Holdings Ltd. (35 0%), a wholly- owned subsidiary of CouocoPh:lhps which is an
" 'international integraied energy company with operations in a number of countries. Listed on the New
York Stock Exchange ConocoPthllps had a market cap1tahzat10n of over US$38 billion as of
October 31, 2003; . o :

= SPClIndo- Plpehne Co Ltd (15. 0%), a wholly—owned subs1dlary of Smoapore Petrolcum Ltd, whichis a
regional integrated oil and gas company listed on the Singapgre Exchange Securities Trading Limited -
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with a market capitalization of over $$350 million as of October 31, 2003. Its major shareholder is the
Singapore government, through its affiliate Keppel Corporation, with a 49.0% equity holding; and

+  Talisman Transgasindo Ltd (15.0%), a wholly-owned subsidiary of Talisman Energy, which is an
international oil and gas producer. Listed on the Toronto Stock Exchange, it had a market capitalization
of over C$8 billion as of October 31, 2003. ' T

Strategic Partnership Agreement - ' R IR

~ The kéy document which governs the relationship between PGN and Transasia as shareholders in
Transgasindo is the SPA. The SPA provides the operating and management framework for Transgasindo. Under
the SPA, the Transgasindo Board of Commissioners and Board of Directors each has five members, three elected
by PGN and two elected by Transasia. PGN has control over the management of Transgasindo, with certain
important corporate actions requiring supermajority or unanimous board or shareholder approval. Such corporate
actions generally include amending the articles of association, undertaking any activities other than those related
to the Grissik-to-Duri and Grissik-to-Singapore pipelines, winding up the company, merging, increasing the
registered share capital, transferring equity interests and pledging of assets.

The SPA also governs the order in which all cash receipts of Transgasindo (with certain limited exceptions)
shall be applied, with priority given to taxes and debt service obligations. A mechanism was further established
under the SPA which provides for Transagasindo’s shareholders to meet any future cashflow shortfall up to an
amount of US$100.0 million.

The SPA also allows for Transasia to provide key operations and maintenance personnel, primarily from
Petronas, a leading company in this field. As of June 30, 2003, the staff of Transgasindo consisted of 45
seconded professional staff from PGN and 11 professionals from Transasia’s consortia members. The senior
management team consists of personnel from both PGN and Transasia.

Grissik-to-Singapore Transfer

Pursuant to the Grissik-to-Singapore Asset Transfer Agreement, the parties have agreed that PGN will
transfer to Transgasindo the Grissik-to-Singapore transmission assets and the Grissik-to-Duri compressor
facilities. We intend to transfer these transmission assets and compressor facilities by. the end of 2003. The
purchase price for these assets under the Grissik-to-Singapore Asset Transfer Agreement is US$470.0 million,
which amount includes US$55.0 million for the Grissik-to-Duri compressor facilities.

The purchase pricé of US$470.0 million will be made up of the following:

«  USS$281.0 million of promissory notes will be issued by Transgasindo to PGN on completion of the
transfer. US$181.0 million of these promissory notes will be structured to effectively pass through the
obligation in respect of certain of our long-term loans sourced from EIB and ADB relaling to the
Grissik-to-Singapore transmission pipeline to Transgasindo. The interest rates on these PIOMissory notes
will be the same as the interest rates on each of the loans, plus a margin. There will also be a further

~ US$100.0 million of floating rate interest bearing promissory notes issued to PGN which represent
PGN’s funding responsibility under the construction contracts.

»  US$189.0 million of payments made, or to be made, to PGN as construction milestones are reached, as
follows:

+  The first milestone payment, of US$63.6 million, was made in December 2002, and was funded by
shareholder loans totalling US$49.6 million from PGN (US$$29.8 million) and Transasia (US$19.8
million), advanced under a Shareholder Loan Agreement dated December 4, 2002, with the
remainder of US$14.0 million being funded from Transgasindo’s internal funds.

+  The second milestone payment, of US$18.6 million, was made in February 2003, and was funded by
shareholder loans totalling US$12.9 million from PGN (US$7.8 million) and Transasia (US$5.2
million), advanced under a Shareholder Loan Agreement dated J anuary 28, 2003, with the
remainder of US$5.6 million being funded from Transgasindo’s internal funds.

*  The third milestone payment, of US$16.9 million, was made in May 2003, and was funded through
shareholder advances-of US$16.9 million, which were not recorded as debt or equity pending a
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decision as to their treatment. It has now been determined to convert the advances, US$10.1 million
from PGN and US$6.8 million from Transasia, to shareholder loans.

*  The fourth and fifth milestone payments, amounting to US$55.8 million and US$34.1 miilion,
respectively, are expected to be paid in November and December 2003, respectively. They will be
funded by an aggregate of US$ 67.3 million in shareholder equity contributions (US$40.4 by PGN
and US$26.9 million by Transasia), US$12.2 million in shareholder loans (US$7.2 million from
PGN and 4.8 million from Transasia) and Transgasindo’s internal funds of US$10.4 million.

The transfer of assets will incur value added tax at 10.0% of the value of the assets transferred, as assessed
by the Indonesian tax office, to be paid by Transgasindo as well as transfer tax at 5.0% paid by each of PGN and
Transgasindo. The funding of the value added tax and transfer tax is being discussed by PGN, Transasia and
Transgasindo. We expect that Transgasindo will be able to recover the majority of the value added tax payable
from the Indonesia taxation office, although the transfer tax will not be recoverable.

Following the transfer of the Grissik-to-Singapore transmission assets and the Grissik-to-Duii compressor
facilities, we do not currently intend to transfer further transmission assets to Transgasindo. In conjunction with
the transfer of the Grissik-to-Singapore pipeline to Transgasindo, the gas transportation agreement between PGN,
Pertamina, ConocoPhillips and PetroChina relating to the Grissik-to-Singapore pipeline will be transferred to
Transgasindo from PGN.

The following table sets out Transgasindo’s capitalization as of June 30, 2003, as adjusted for the transfer
and the associated funding arrangements described above: :

As of June 30, 2003
Actual  Adjusiments’™  As adjustedid
(US$ million)

Loan capital:

PromMissory NOES ™ L i i e e 169.0 281.0 450.0

Sharcholderoraffiliate loans ........cvrvienennonninennnnnn. 66.6 20.1 . 95.7
Shareholders’ equity:

PON SHarES . .ot i e e e e 41.5 404 81.9

Transasia shares . ...t i i e e e 277 26.9 . 54.6
(@15 e 1 =1 =~ 0.8 — 0.8
Retainedeamnings .........oo i i (3.4) — (3.4)
Total capitalization ............ .ol 302.2 3774 679.6
Notes:

(1) As adjusted for the completion of the purchase of the Grissik-to-Singapore transmission assets and the Grissik-to-Durt compressor
facilities and the subscription of further equity and assumption of debt related to the trunsfer. .
(2) Excludes transfer-related taxes of US$70.0 million, comprising a 5.0% transfer tax and a 10.0% value added tax, the latter subject to an

expected partial refund. o
(3) Issued to PGN in return for assuming all liabilities for ADB and EIB loans granted for and other liabilities in relation to the construction

of the Grissik-to-Duri and Grissik-10-Singapore pipclines.
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The following tables set out certain financial information for Transgasindo derived from its financial
statements for the period from its establishment on February 1, 2002 to December 31, 2002, audited by Prasetio,
Sarwoko & Sandjaja, a member firm of Ernst & Young, and for the six months ended June 30, 2003, audited by

PricewaterhouseCoopers:

T Asof

December 31, .. June30,
S 2002 2002 -, 2003 2003
(Rp. biltion)  (US$ million) (Rp. billion)  (US$ million)
Total current assets . ............ e 3110 455 3266 394
Non-Current Assets: . '
Property and equipment — net of accumulated ‘
depreciation .. ...uvivion e 2.030.6 2451 1,598.2 192.9
Advances for projects . ...vevvriiinnnnraneaianenans 568.7 68.6 820.9 99.1
Deferred charges ............civiiiene. PP 0.1 — -— —
Total non-curent assets ... ... v iiiiinnr e e 2,599.4 3137 2,419.1 2920
O] AS8EES &« o v ot ia e ie e 2,976.4 359.2 2,745.7 3314
Liabilities: :
Total current Habilities . ... ... ... ... .o it 367.8 44 4 5754 69.4
Non-Current Liabilities:
Deferred tax lability ....... .. ... .o i, — — — —
Shareholder Foams . ... o0 v veieie i 443.6 535 551.9 66.6
Promissory notes — net of current portion .............. 1,348.5 162.8 1,066.9 128.8
Total non-current liabilities ... ... . v, 1,792.1 216.3 1,618.8 195.4
Total Habiliies « . vvue et imie e ce s 2,159.9 260.7 2,194.2 264.8
Stockholders’ Equity:
Capital stock subscribed and fully paid ................. 687.2 83.0 573.0 69.2
Appropriated retained eamings ... ... ol 1293 15.6 6.2 0.8
(Accumulated deficit)/retained earnings ................ — — (27.7) (34
Total stockholders’ equity ....... ...t 816.5 98.6 55L5 66.6
Total liabilities and stockholders’ equity . ............... 2976.4 359.2 2,745.7 3314
Eleven months ended Six months ended
December 31, June 34,
2002 2002 2003 2003
{Rp. billion) (US$ million) (Rp. billion) (US$ million)
ROVEMUES .\ ittt ttieie e aa e aaaeiaaias 419.2 50.6 2439 294
Depreciation and amortization .. ......... ... iia 230.7 279 108.4 13.1
Other operaling eXPenses . ... ... .coiviarvaanranennnns 06.4 8.0 63.3 1.6
Total operating eXPenses .....vvvrrereoaaeancennnnnn. 297.2 35.9 171.7 207
Income from operations .........oovrerianiiieiinnan 122.0 14.7 72.2 8.7
Other Charges {Income):
Interest eXPense . ..ovvviivrnnnanen- e e 91.5 11.0 91.3 I1.0
Gain on foreign exchange —net .. ..... ..o (154.0) (18.6) 4.1 0.5
IntereStimoOImE o vttt ie e c e ma e eaaan s 0.7 .1 (0.7 —
Miscellansdus — net .. ..o e e — —_— 0.3 —
Other [NCOME — 0eL . .o i e iian e eaaaenan {63.3) .(7.6) 95.0 11.5
Income before tax expense .. .......iiiiiiieineannns 185.3 224 (22.8) 2.8)
Total tax eXPense ... ..ottt 56.0 6.8 — —
Nt INCOME oo - et e e et et ittt 129.3 15.6 (22.8) (2.8}

Transgasindo will continue to focus its operations on the Grissik-to-Duri and Grissik-to-Singapore

pipelines, whiich we believe provides it with significant opportunity to develop its transmission business. We do
not currenitly intend to involve Transgasindo in our planned new gas transmission projects. While Transgasindo
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is not expected to initiate projects independently of us, it may construct additions to its existing transmission
network, including lateral lines and spurs. We intend to work together with Transasia to pursue these and other

strategic opportunities for Transgasindo.

We expect to receive dividend income from Transgasindo. Transgasindo’s dividend policy is to pay cash
dividends to its shareholders whenever cash is available, subject to funding projects and ongoing debt service

obligations. :
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MANAGEMENT AND EMPLOYEES

In accordance with Indonesian law, we have a Board of Commissioners and a Board of Directors. The two
boards are separate and no individual may be a member of both boards.

.
©

Board of Commissioners

The Board of Commissioners, which has the task of supervising our management, must contam at lcast two

members, including the President Commissioner. The principal functions of the Board of Commissioners are (o
give recommendations to and supervise the policies of the Board of Directors.

Under Indonesian company law, persons eligible to be appointed as members of the Board of
Commissioners are required to be individuals who are capable of performing legal acts and who have never been
(i) declared bankrupt, (ii) declared guilty for having caused a company to be declared bankrupt while holding the
position of member of the Board of Directors or member of the Board of Commissioners of such company, or
(i1i) declared guilty for having conducted a criminal act which caused financial losses to the State within five
years prior to his or her appointment. The Board of Commissioners is required to perform its duties in good faith
" and in the best interests of PGN. ‘

The Government, through the Ministry of State-Owned Enterprises, is also the holder of the Special Share,
which has special rights. The material rights and restrictions that are applicable to the shares are also applicable
to the Special Share, except that the Government may not transfer the Special Share and, as the holder of the
Special Share, the Government’s approval is required for: (i) the election and removal of Directors; (ii) the
election and removal of Commissioners; and (iii} amendments to our Articles of Association. Accordingly, the
Government will have effective control of these matters even if its ownership of shares were to decline to less
than a majority. See “Description of our Shares — The Special Share™,

~ Meetings of the Board of Commissioners may be held at least once a month or at any time deemed
necessary by one or more of the members of the Board of Commissioners, or upon the request in writing from
either the Board of Directors or one or more of the shareholders jointly representing at least one-tenth of the total
voting shares issued by PGN. A meeting of the Board of Commissioners will be valid and entitled to adopt
binding resolutions only if more than one-half of the members of the Board of Commissioners are present or
represented at the meeting.

Where all members of the Board of Commissioners are present or represented, prior notice is not required
and a meeting of the Board of Commissioners may be held at any such place and will be entitled to adopt valid
and binding resolutions.

All meetings of the Board of Commissioners are chaired by the President Commissioner. In the event of the
absence or disability of the President Commissioner, the impediment of which need not be evidenced to any third
parties, a meeting of the Board of Commissioners may be chaired by another member of the Board of
Commissioners specifically appointed by the President Commissioner. If the President Commissioner does not
make such an appointment, then the member of the Board of Commissioners who solicits the meeting will chair
the meeting.

Resolutions of a meeting of the Board of Commissioners are generally adopted on the basis of a mutual
consensus. In the event a mutual consensus is not reached, then a resolution may be adopted on the basis of an
affirmative vote of more than one-half of votes validly cast at the meeting.

The current members of the Board of Commissioners are as follows

Name .ﬂ Eg_s_iti_or_l_
Dr. Sumarno Surono ........vevnvnennenanans 54  Chairman of the Board of Commissioners
IrrPudjaSunasa . .........cocuiiinenaen 51 Commissioner
Dr. Ir. Sahala Lumban Gaol .................. 51 Commissioner
IrBembyUrpto ... 49  Commissioner
Dr. It. Nenny Miryani Saptadji ................ 47  Independent Commissicner
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Dr. Sumarno Surono

Dr. Sumarno Surono has a degree in Economic Development from the University of Indonesia and also
holds a Master of Arts degree and a Ph.D from the Economics University of Hawaii. Dr. Surono was appointed
Director of Fund Management with PT Danareksa in 1997 and fiead of the Monetary Bureau, BAPPENAS, in
1993. Dr. Surono has been a Commissioner since June 18, 2002 and has been Chairman of our Board of
Commissioners since October 15, 2003,

Ir. Pudja Sunasa

Ir. Pudja Sunasa graduated with a degree in Petroleum Engineering from the Bandung Institute of
Technology (ITB) in 1980. He did his overseas training in Gas Transmission Training, Gasunie Petroleum
Engineering Training and Far East Oit Trading in Tokyo in 1990. Mr. Pudja previously held the position of head
of the General Planning Division, General Secretary and became the head of General Bureau Directorate of
Energy and Natural Resources (DESDM) in 2001. Mr. Pudja has been a Commissioner since June 4, 2002,

&

Dr. Ir. Sahala Lumban Gaol

Dr. Ir. Sahala Lumban Gaol graduated with a Masters Degree from the Economics University of Illinois,
USA in 1988 and also holds a Doctorate of Philosophy in Economics, Financial and Mopetary Economics,
International Economics and Econometrics from Iowa State University, USA. Dr. Sahala was appointed Director
of Oil Income and Non Tax in the Finance Department of the Government of Indonesia in 1998. Dr. Sahala has
been a Commissioner since June 4, 2002.

Ir. Bemby Uripto

Ir. Bemby Uripto graduated with a degree in Electrical Engineering from the Bandung Institute of
Technology (ITB) in 1979. He also holds Masters Degrees in Mineral Energy Economic and Operation Research
from the Colorado School of Mines, Golder, USA in 1989 and in Financial Business from the Denver University,
Colorado, USA in 1994, Ir. Uripto has been in employment with the National Development Planning Agency
(Bapenas) since 1980. Ir. Uripto has been a Commissioner since October 15, 2003.

Dr. Ir. Nenny Miryani Saptadji

Dr. Ir. Nenny Miryani Saptadji gradvated with a degree in Qil Engineering from the Bandung Institute of
Technology (ITB) in 1981 and has a Dipl.Geotherm.En.Tech from the Geothermal Institute University of
Auckland. She also holds a Doctorate of Geothermal Engineering from the Geothermal Institute University of
Auckland. Dr. Saptadji is a Commissioners’ advisor of Pertamina for downstream business. Dr. Saptadji has been
a Commissioner since Qctober 15, 2003.

Board of Directors

The Board of Directors manages us on a day-to-day basis. Under Indonesian law, the Board of Directors is
required to be made up of at least two members, one of whom is the President Director. Under Indonesian
company law, persons eligible to be appointed as members of a Board of Directors are required to be individuals
wha are capable of performing legal acts and who have never (i) been declared bankrupt, (ii) been found guilty of
having caused a company to be declared bankrupt while being a member of the Board of Directors of such
company, or (iii) been found guilty of having committed a criminal act which caused financial losses to the State
within five years prior to his or her appointment. The Board of Directors is required to perform its duties in good
faith and in the best interests of PGN.

Members of the Board of Directors must be nominated and approved by the holder of the Special Share and
are appointed and removed by shareholder vote at a General Meeting of Shareholders. Each Director serves a
term of five years. In the event a vacancy occurs in the Board of Directors, then a General Meeting of

Shareholders must be convened within 60 days after the vacancy occurs. So long as the position remains vacant, . __

one of the remaining Directors will be appointed by the Board of Commiissioners to assume the responsibilities -
of the absent Director. If for any reason we cease to have any Directors, the Board of Commissioners will

perform the ongoing obligations of the Board of Directors. In such circumstances, no later than 60 days after the SR

vacancies occur, the Board of Commissioners must convenc a General Meeting of Shareholders. .
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Meetings of the Board of Directors may be held at any time deemed necessary by one or more of the
members of the Board of Directors, or upon the request in writing from either the Board or Comimissioners or
one or more of the shareholders jointly representing at least one-tenth of the total voting shares issued by PGN. A
meeting of the Board of Directors will be valid and entitled to adopt binding resolutions only if more than one-
half of the members of the Board of Directors are present or represented at the meeting. ———

All meetings of the Board of Directors are chaired by the President Director. In the event of the absencc or

- disability of the President Director, the impediment of which need not be evidenced to any ‘third parties, a

meeting of the Board of Directors will be chaired by such other member of the Board of Directors specaﬁcally
appointed by the President Directer. If the President Director does not make such an appointment; then the
longest-serving member of the Board of Directors will chair the meeting. In the event there is more than one or - -
there is no longest-serving member, then the chairman of the meeting will be appointed by the members

attending the meeting.

Resolutions of a meeting of the Board of Directors are generally adopted on the basis of a mutual consensus.
In the event a mutual consensus is not reached, then a resolution may be adopted on the basis of an affirmative
vote of more than one-half of votes validly cast at the meeting.

The Board of Directors has the powerto perform for and on our behalf all transactions concerning our
management and administration. However, certain actions of PGN require written approval from the Board of
Commissioners, including:

+ obtaining long-term liabilities from banks or other financial institutions;
« advancing long-term loans on behalf of PGN,

- releasing or selling our immovable assets in an amount exceeding that determined by the Board of
Commissioners;

- entering into cooperation or management contracts for a term exceeding three years;

»  stipulating the organizational structure one level below Director level;

» participating in other companies’ equity or establishing a new company;

+ selling or iransferring all or part of our participation in another company; and

* not collecting wrinten-off receivables in an amount above that determined by our General Meeting of

Shareholders.

In addition, under BAPEPAM regulations, and subject to certain exemptions, we may not enter into certain
“material” transactions before obtaining approval from a General Meeting of Shareholders. Material transactions are
any purchase, sale or share participation, and the purchase, sale, transfer, exchange of assets or a business segment,
the value of which is material (meaning greater than or equal to (i) 10.0% of revenues or (i) 20.0% of equity).

The members of our Board of Directors are as follows:

Name Age Position

Drs. W.M.P. Simandjuntak ................... 61 President Director

Drs. Djoko Pramono ............ N S 43 Director of Finance

Ir. Adil Abas Reksoatmodjo ....... A 59 Director of Development
Ir. Nursubagjo PrijonoMSc. ... ...ovviin e 57 Director of Operations
Drs. Sutikno Msi. ... ... 43 Director of General Affairs

Drs. WM.P. Simandjuntak

As President Director, Drs. Simandjuntak is responsible for undertaking and guaranteeing the
implementation of our business and activities in accordance with our purposes and objectives. Drs. Simandjuntak
holds a degree in Accountancy from the University of Indonesia. Drs. Simandjuntak was previously appointed
head of Administration for LEMIGAS (Gas and Oil Research), Jakarta in 1984 and Director of Finance and
Administration for Peram Gas Negara in 1987. He became Director of Finance in 1992. Drs. W.M.P.
Simandjunak has been President Director since November 19, 2001 and is also the President Commissioner of
Transgasindo.

114



Drs. Djoko Pramono

Drs. Djoko Pramono graduated with a degree in Accountancy from the University of Brawijaya. Drs.
Pramono joined Perum Gas Negara's Staff Accounting Division in 1985 and became head of Finance
Administration Controlling in 1989, before becoming head of our Accounting Division in 1991. Drs Pramono
has been Director of Finance since November 19,-2001.

Ir. Adil Abas Reksoatmodjo

Ir. Adil Abas Reksoatmodjo joined us in 1993 on the staff of our Director of Development. He became the
Natural Gas Distribution and Transmission-Central Sumatra Project Manager in 1994, and in 1996 became head
of the Indonesian Transmission Project. Before he joined us, Ir. Adil Abas Reksoatmodjo was head of Planning
Programs at LEMIGAS (Gas and Oil Research). He has been Director of Development since 2001 and has a
degree in Civil Engineering from the University of Gajah Mada, Yogyakarta.

Ir. Nursubagjo Prijono MSc "L .

Ir. Nursubagjo Prijono graduated with a degree in Petroleum Engineering from the Bandung Institute of
Technology (ITB). Ir. Nursubagjo Prijono was previously on the staff of the Director of Development, the head
of the Counterpart Feasibility Study Team, and head of the Indonesian Transmission Project. Before he joined us,
Mr. Prijono was head of Exploitation Project Studies at LEMIGAS (Oil and Gas Research). He became Director
of Development in 1996, subsequently becoming Director of Operations in 1997.

Drs. Sutikno, Msi

Drs. Sutikno joined us in 1987, as part of the general sub-directorate staff. Drs, Sutikno has been Director of
General Affairs since 2001. Drs. Sutikno holds a degree in Management from University of Diponegoro,
Semarang and an S2 degree in Regulatory Business Administration from the University of Indonesia.

Compensation

The Commissioners and Directors receive compensation determined at the Annual General Meeting of
Shareholders and are paid monthly each year. No fees are paid to the Commissioners or the Directors for their
attendance at their respective board meetings. For the six months ended June 30, 2003 and 2002, the aggregate
compensation including bonuses we paid to all Commissioners and Directors as a group was Rp.6.6 billion
(US$0.8 million) and Rp. 8.6 billion (US$1.0 million), respectively. In addition, the Directors are entitled to
certain benefits such as housing, transportation and utility allowances, healthcare and association membership.
The Commissioners and Directors are both entitled to be reimbursed for income tax on compensation received.
We do not disclose or otherwise make available public information regarding the compensation of our individual
Commissioners or Directors.

Payment of bonuses to the Commissioners and the Directors is determined at the Annual General Meeting
of Sharcholders. Bonuses are paid annually and are based on achievement of our performance targets set by the
Directors and approved by shareholders by a resolution passed by a simple majority at the Annual General
Meeting of Shareholders.

Conflicts of Interest

Our Articles of Association provide that if there is a conflict between our interests and the interests of a
Commissioner or a Director with respect to any proposal, arrangement or contract, such conflicted Commissioner
or Director may not cast a vote with respect to such proposal, arrangement or contract in any meeting of the
Board of Commissioners or Board of Directors, as the case may be, where the subject of the conflict of interest is
discussed or voted upon. As a general rule, the President Commissioner chairs any General Meeting of
Shareholders. Where a conflict of interest exists between our interests and the interests of the President
Commissioner, any member of the Board of Commissioners not subject to such a conflict may chair such a
meeting. Where a conflict of interest exists between the our interests and the interests of all members of the :
Board of Cormmssmners the Prc51dent Duector w1ll chair such a mcetmg ' .o :
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Subject to certain exemptions, under BAPEPAM regulations, we may not enter into “conflict of interest
transactions” prior to obtaining approvals of “independent shareholders” or their authorized representatives.
Independent shareholders are shareholders that are non-affiliates and have no interest in such a transaction. A
conflict of interest transaction is a transaction in which a Director, Commissioner, principal shareholder or an
affiliated party of the Director, Commissioner or principal shareholder has a conflicting isiterest with our interest.

None of our Dlrectors or Commissioners has any substaatial interest, direct or mdlrect in an;,r company- -
carrying on a similar trade as us or our subsndmnes s T e e e S e

Employee Share Allocation Program

At the EGM we approved the introduction of an employee share allocation program (thc “Share Allocatlon
Program’), consisting of (i) the bonus share grant and (ii) the discounted share purchase plan.

The Share Allocation Program must comply with BAPEPAM regulations which permit a maximum of
10.0% of the shares being offered to the public in the Global Offering (excluding any Over-allotment Option
Shares and any Over-subscription Option Shares issued) to be reserved on a preferential basts for employees. The
aggregate number of shares offered pursuant to the Share Allocation ngram w111 be up to 4.0% of the
Underwritten Shares.

The objectives of the Share Allocation Program are to attract, retain and motivate participants, align the
interests of participants with those of all shareholders, and reward participants for their contributions. Those
entitled to participate in the Share Allocation Program consist of PGN's (i) Board of Commissioners, (ii) Board
of Directors, (iii) permanent employees and (iv) temporary employees (together, the “Participants™). Any
Participant whose employment has been suspended or who is on leave without our agreement will not be entitled
to participate in the Share Allocation Program. The entitlement to shares under thé Share Allocation Program
will be based on a Participant’s level of position, salary and term of employment with PGN.

The aggregate cost to us of the employee Share Allocation Program will not exceed Rp.24.3 billion (US$2.9
million).

Bonus Share Grant

A number of shares will be granted to the Participants as a reward for their contribution to PGN. The bonus
shares will have a lock-up period of 12 months from the date of the listing of the shares on the JSX or the S§X
during which time they.cannot be transferred by the Participant sharcholder. After the lock-up period,
Participants are free to sell and wansfer the bonus shares.

Discounted Share Purchase

Under the discounted share purchase plan, the Participants will have the opportunity to purchase shares in
the Global Offering. We are paying 18.0% of the price of shares purchased by Participants in the Global
Offering. The shares purchased in this way will have a lock-up period of 12 months if purchased out of the
Participants’ bonus to be paid in 2004 or six months if purchased in cash, in each case from the date of the listing
of the shares on the JSX or the SSX, during which time they cannot be transferred by the Participant shareholder,

Management Share Ownership Plan

At the EGM we also approved the introduction of a management share ownership plan (the “Management
Share Ownership Plan™) on terms to be approved by our Board of Commissioners. The purposes of the
Management Share Ownership Plan are to maximize our long-term success, ensure a balanced emphasis on both
current and long-term performance, better align the interests of management with those of shareholders and
attract and retain key individuals with outstanding abilities.

At the meeting of our Board of Commissioners on November 17, 2003, the details of the Management Share
QOwnership.Plan were approved and it was resolved that our Directors, Commissioners and certain senior
managers would be eligible. In accordance with BAPEPAM regulations, 2 maximum of 5.0% of our issued and
paid-up capital may be issued pursuant to the Management Share Ownership Plan.
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The issuance of new shares under the Management Share Ownership Plan will be divided into the following
three phases.

- In Phase I, rights will be granted to purchase new shares in an aggregate amount of up to 2.5% of our
issued and paid-up capital with an exercise price of 110.0% of the Offering Price. These rights will be
granted on December 13, 2003 with a vesting period of one year, exercisable between Decembcr 15,
2004 and December 15, 2005.

+ InPhase II, rights will be granted to purchase new shares in an aggregate amount of up to 1.25% of our
issued and paid-up capital. The exercise price will be decided by our Board of Commissioners, with a
minimum price based on the average trading price of the shares during the period of 25 days prior to the
date on which notice is given of the extraordinary general meeting held to authorize the issue of shares
under Phase II. These rights will be granted on February 15, 2005 with a vesting period of cne year,
exercisable between February 15, 2006 and February 15, 2007.

+ In Phase III, rights will be granted to purchase new shares in an aggregate amount of up’te 1.25% of our
issued and paid-up capital. The exercise price will be decided by our Board of Commissioners, with a
minimum price based on the average trading price of the shares during the period of 25 days prior to the
date on which notice is given of the extraordinary general meeting held to authorize the issue of shares
under Phase HI. These rights will be granted on February 15, 2006 with a vesting period of one year,
exercisable between February 15, 2007 and February 15, 2008.

Employees

As at June 30, 2003, we had 1,110 permanent employees, including 49 employees seconded to
Transgasindo. The following table shows the number of our permanent employees by unit as of December 31,
2000, 2001, 2002 and June 30, 2003, respectively:

Six months ended

Year ended December 31, June 30,

2000 2001 2002 2003
Head Office . .vneieeini et caaaans et 347 333 271 272
SBU L L.t ittt e et e 438 429 411 420
SBU I oottt e 174 181 189 186
£33 15 1§ SOOI 116 118 117 120
Projects division . ... ..oouiinii i — — 53 63
Grissik-Duri Branch/Transgasindo ....... ... . oot 27 37 34 49
Totallh ...l R L L EEEEEETPRREREPPREE 1,102 1,098 1,085 1,110

Notes:
(1) The project department is responsible for planaing network expansion.
(2) We had 221, 228, 195 and 248 temporary employees, respectively, as of December 31, 2000, 2001, 2002 and June 30, 2003,

re-;pectwcly

Apprommately 90.0% of our employees are members of the SP (Serikat Pegawai} PGN labor union. We
have not experienced any material labor disputes. We hire both temporary and permanent workers, with
permanent employees entitled to receive benefits under a defined benefit pension plan, along with heaith care
benefits at the age of 56. We believe our relationship with our employees is good.

We have a defined benefit retirement insurance plan covering all of its qualified permanent employees. The
employees contribute 3.0% (if single) or 5.0% (if married) of their basic salaries plus certain allowances. We
bear the remaining balance of the premium.

We also provide additional post retirement health care benefits for our retired employees. We made
~ contributions amounting to Rp,2.7 billion in 2001 and Rp.1.9 billion in 2000. No contributions were made in
2002 or to date in 2003.

_ PGN has seconded certain employees to Transgasindo to assist in the operations of Transgasindo.
Transgasmdo has agreed that PGN employees seconded to it will continue to participate in the benefit retirement
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insurance plan. Upon the occurrence of a termination of employment, voluntary resignation or retiremnent of
seconded employees for any reason within the secondment period, PGN will be obliged to settle all obligations,
including financial liabilities such as payments of severance pay or service entitlements.

On June 20, 2000, the Ministry of Manpower issued a Decree which requires companies to pay their
employees termination, gratuity and compensation benefits in the case of dismissal from employment based on
an employees’ number of years of service, provided certain conditions set forth in the Decree are met. We
believe that the existing retirement insurance and PGN’s policy regarding retirement benefits adequately covers
the benefits required under this Decree. Accordingly, no accrual for such be_ﬁgﬁts has been made since 2000.

We provide both in-house and outsourced training and education programs, including local and international
engineering and maintenance programs benchriarked against those of other gas companies. For the year ended
December 31, 2002, our employees spent an aggregate of 7,471 man days at training and education programs.
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RELATED PARTY TRANSACTIONS

We have entered into a range of transactions with the Government and entities controlled by the
Government and it is expected that we will enter into similar transactions in the future. In our ordinary course of
business, we have dealt with and will from time to time deal with other companies owned or controlled by the

Government. '

Transactions with the Government

Two-step Loans

Our loans sourced from foreign quasi-governmental institutions such as ADB, EIB, IBRD and JBIC are lent
to us through subsidiary loan agreements between us and the Government. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operation — Liquidity and Capital Resources.”

Forest Land Borrow and Use Agreements

Our use of certain land owned by the Government on which the Grissik-to-Duri transmission pipeline is
built is permitted by two Forest Land Borrow and Use Agreements whereby the Government allows us to use its
land without charge. See “Business — Real Estate”. '

Transactions with Pertamina

Prior to the enactment of the New Qil and Gas Law, we were unable to contract directly with any upstream
suppliers other than Pertamina, a Government-owned entity. Consequently, all but one of our current gas
purchase agreements are with Pertamina. In addition, Pertamina is a party to all of our gas transportation
agreements, including the agreement relating to the transportation of gas to Pertamina’s gas filling stations and
the agreements relating to our distribution of LPG.

Transactions with Bank Mandiri

We have standby letter of credit facilities with PT Bank Mandiri (Persero), a Government-controlled entity,
which are used to guarantee the payments of our gas purchases for the Surabaya, East Java and Maura Karang,
West Java areas, The facilities, which have annual maximum limits ranging from US$75.9 million to US$83.5
million, respectively will expire in 2009 and 2016. Certain time deposits in the same bank, trade receivables and
certain land rights and buildings, including our headquarters building in Jakarta and the headquariers of the East
Java SBU in Surabaya, are used as collateral for these facilities. As of June 30, 2003, the aggregate net book
value of these assets totaled Rp.533.0 billion (US$64.3 million).

Transactions with PLN

We have a number of gas sales agreements with PLN, the Government-controtled electricity utility.

Transactions with PT Kereta Api

We have a number of leases with PT Kereta Api (Persero), the Government-controlled railway operator,
relating to land on the routgs of our transmission pipelines.
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RELATIONSHIP WITH THE GOVERNMENT

We have a variety of relationships with the Government including the relationships outlined below.

Government as Shateholder . e e

The Government currently owns 100. 0% of our shares. The Government holds its interest in us through the
Mmlslry of State-Owned Enterprises. As our sole shareholder the Government is interested in our performance -

in terms of the benefits we provide to the Government, such as our abrlrty to provrde a return on the
Govgrnment’s investment in us. After the Global Offering, the Government will own approximately 70.0% of
our outstanding shares of us (61. 0% if both of the Over-subscription Option and Over-allotment Option are |
exercised in full and 63.8% if, in addition to the exercise of such options, the conversion to capital of Rp. 164.7
billien (US$19.9 million) of Government project funds in exchange for 329.3 million new shares issued to the
Government, as described in “Capitalization”, is made in full). The Government, through the Ministry of State-
Owned Enterprises, is also the holder of the Special Share, which has special rights. The material rights and
-restrictions that are applicable to the shares are also applicable to the Special Share, except that the approval of
the holder of the Special Share is required for certain decisions, including decisions to:

increase capital;

nominate, elect or remove Directors ana Commissioners;
amend our Articles of Association;

approve a merger, consolidation or acquisition; and

approve a dissolution or liguidation.

See “Description of Cur Shares — The Special Share”. See also “Risk Factors — Risks relating to our
Business — We are subject to the control of the Government™.

Under BAPEPAM regulations, once we are listed on an Indenesian stock exchange, any transaction in
which there is a conflict of interest (as defined below) must be approved by a majority of the shareholders who
do not have a conflict of interest in the proposed transaction, unless the conflict existed before we were listed and
was fully disclosed in the offering documents. A “conflict of interest” is defined in BAPEPAM regulations to
mean a conflict between the common interests of us, on the one hand, and the personal economic interests of any
member of the Board of Commissioners, Board of Directors or principal shareholders (a holder of 20.0% or more
of the issued shares) or any of their respective affiliates. BAPEPAM has the power to enforce this rule, and our
shareholders may also bring enforcement action based on this rule,

Transactions between us and other State-owned or controlled enterprises such as joint enterprises or
arrangements could constitute conflict of interest transactions under the BAPEPAM regulations, and the approval
" of disinterested shareholders would have to be obtained if a conflict of interest were to exist. See “Risk Factors
— Risks Relating to Ownership of our Shares — The application of BAPEPAM conflict of interest rules may
cause us to forego transactions that are in our best interests”.

Government as Regulator

The Government regulates the Indonesian downstream gas industry through Migas and BPHMigas. In
particular, BPHMigas’ policies on matters such as tariffs and open access could have a significant effect on our
competitive position, operations and financial condition. See “Regulation of the Indonesian Oil and Gas

Industry™. .

Government as Supplier

Our main natural gas supplier is Pertamina, a Government-owned entity. See “Related Party Transactions
— Transactions with Pertamina”.

Government as Lender

We source ﬁnancing from the Government and related entities via a number of routes. See “Related Party
Transactions — Transactions with the Government — — Two-step Loans” and “Related Party Transactions ~—
Transactions.with Bank Mandiri”, :
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DESCRIPTION OF OUR SHARES

Our authorized capital is Rp.7,000.0 billion (US$844.9 million} divided into 14.0 billion shares, including
the Special Share, each with a par value of Rp.500 per share. Prior to the Global Offering, 3.5 billion shares,
including the Special Share, were outstanding, all of which are fully subscribed and paid for as of the date hereof,
and none of which has been listed on any securities exchange.

The following is a summary of material rights and restrictions related to our shares under applicable
provisions of Indonesian law and the provisions of our Articles of Association. This description does not purport
to be complete.

Common Shares

All transfers of our common shares must be evidenced by an instrument of transfer signed by or on behalf of
the transferor and by or on behalf of the transferee or based on other documents which give satisfactory evidence
of such transfer in the opinion of the Board of Directors. In addition, any transfer of our shares must comply with
rules and regulations applicable in the Indonesian capital market and of the JSX and the SSX. Transfers of shares
take effect only after the transfer is registered in our register of shareholders (the “Register”). The transferor of
any shares will be treated as the owner of such shares until the name of the transferee has been recorded in the
Register by the Board of Directors, through our Share Registrar. Under the scripless system, KSEl will be -
registered as the holder of the shares in our Register, in its capacity as the central securities depositary institution
which holds the shares on behalf of KXSEI participants which in tum hold the shares on behalf of the investors
(“Beneficial Shareholders”).

The holders of shares whose names are recorded in the Register (“Registered Shareholders™) are entitled o
pre-emptive rights in the event we issue new shares, convertible bonds, warrants or other securities convertible
into equity securities except as provided below. See “Risk Factors — Risks Relating to Ownership of our Shares
— Your right to participate in our rights offerings could be limited, which would cause dilution to your
holdings”. For shares deposited with KSEI, all ownership rights are automatically distributed by KSEI, through
KSEI participants, to investors ultimately holding the shares as Beneficial Shareholders (or their assignees). Such
pre-emptive rights may be sold and transferred to third parties without our consent to the extent ‘permitted by the
rules and regulations applicable in the Indonesian capital market and of the JSX and the SSX. If the Registered
Shareholders or the Beneficial Shareholders (or their respective assignees) do not exercise their pre-emptive
rights within a period of time determined by the Board of Directors (in accordance with the prevailing
regulations) after the issuance of new sccurities, the Board of Directors may issue such shares, convertible bonds,
warrants or other securities to third parties on the same terms and conditions.

In accordance with our Articles of Association, we may increase our capital without providing a preemptive
right to the Registered Shareholders or the-Beneficial Shareholders to subscribe for securities if we comply with

the following provisions:

1. if within any three year period, the increase in our authorized share capital without preemptive rights
attaching is no more than 5.0% of the paid-in capital; or

2. -if the main objective of the increase in our authorized share capital is to improve our financial position
which is experiencing one of the following conditions:

(i) we have negative net working capital and have liabilitié:s of more than 80.0% of our assets at the
time of the General Meeting of Shareholders approving the capital increase; or

(ii) we have defaulted or are not capable of avoiding default in payment of our liabilities with a non-
affiliated provider of a loan, and the loan provider or non-affiliated crednor agrees to receive our
shares or convertible bonds to settle the loan.

Other than as described above, our authorized share capital may be increased or decreased by a resolution of
an Extraordinary Genera] Meeting of Shareholders and amendment of our Articles of Association. Any such
amendment will be effectwe only after obtaining approval from the Minister of Justice and Human Rights. In the
case of a decrease m our authorized share capital, the approval from the Minister of Justice and Human nghts
may only be given i if (i) approved by a General Meeting of Shareholders, (ii) there are no objections from our .
creditors; (iii) a settlement has been reached on any objecpon raised; and (iv) any creditors’ lawsuit as the result
of objections by creditors has obtained a final and binding judgment rendered by the court.
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The Special Share

Ail shares issued by us are registered shares and registered under the name of the holder recorded in the
register of shareholders. The shares consist of an A Share (the Special Share)}, which can only be owned by
Indonesia, and B Shares {common shares), which can be owned by the public. The Special Share is not
transferable. All candidates for efection to the Board of Commissioners and to the Board of Directors must be
nominated by lhe holder of the Specml Share

The holder of lhe Spec:al Sharc also has nghts such that its approval is reqmred for certain dccmons of
ours, including decisions to:..... . e e e e

. 'incfease'capita[ (Aniclﬁ 4;6);

= _elect or remove Directors and Commissionérs (Articles 11.5 and 14.3);
» amend our Articles of Association (Article 26);

. ‘approve a merger, c_:onsolidation or acquisition (Article 27); and

* approve a dissolution or liquidation (Article 28).

Otherwise, the material rights and restrictions which are applicable to common shares are also apphcablc to
the Special Share.

Shareholders’ Meetings and Voting Rights

Each share entitles the owner thereof to cast one vote in General Meetings of Shareholders. In the case of
shares held by KSEI, prior to our taking corporate action, KSEI must provide details to us concerning the share
entitlemnents of all the Beneficial Shareholders on whose behalf shares are held. A KSEI participant holding the
shares on behalf of a Beneficial Shareholder is obliged to notify such Beneficial Shareholder of the exercise of
any pre-emptive rights, delivery of annual reports and other notices issued by us as well as notices of General
Meetings of Shareholders. Beneficial Shareholders or their legal representatives have the right to be present and
vaote at our General Meetings of Shareholders. See “Indonesian Capital Markets™.

. Our Annual General Meeting of Shareholders must be held by no later than June 30 of each year. At such
Annual General Meeting, the Board of Directors must (i) report on our affairs and management and the results
for the most recent financial year; (ii) submit for approval and ratification the audited balance sheet and audited
profit and loss statement for the prior financial year; (iii) submit a plan for the use of profits and the amount of
dividends, if any, to be declared with respect to the prior financial year; (iv) to the extent necessary, propose
members of the Board of Commissioners and the Board of Directors for election and appointment by the
shareholders; (v} submit all other matiers to be addressed at the meeting; and (vi) propose, for appointment by
the shareholders the registered public accountant, AN materials described above must be made available in our
office for inspection by any shareholder from the day such shareholder is notified of the Annual General Meeting
through the date of the Annual General Meeting. Proposals duly submitted by shareholders representing at least
10.0% of our subscribed shares must be included in the agenda of such meeting, provided that such proposals are
received by the Board of Directors at least three days prior to the issuance of the notice of meeting, and in the
opinion of the Board of Directors, such proposals are directly related to our business.

Either the Board of Directors or the Board of Commissioners may convene an Extraordinary General
Meeting of Shareholders. An Extraordinary General Meeting of Shareholders must be convened upon receipt of
written notice requesting a meeting from one or more shareholders owning an aggregate of at least 10.0% of our
subscribed shares. In the event neither the Board of Directors nor the Board of Commissioners convenes such a
meeting within 30 days of receipt of such written notice the applicable shareholders may call a meeting at our
expense after obtaining the approval from the District Court.

At least 14 days prior to the issuance of notice of both Extraordinary General Meetings and Annual General
.Meetings of Shareholders, an announcement must be made by placing an advertisement in at least two daily
newspapers published in Indonesia, one of which must have a wide circulation in Indonesia and the other
circulating in our domicile, that a shareholders” meeting is to be called. Notice to the shareholders of the meeting
must also be by newspaper advertisement, as described above, pubhshed at least 14 days before the datc of the
meeting, : .
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The quorurn for an Annual General Meeting of Shareholders requires shareholders and/or authorized proxies
representing more than 50.0% of the issued shares with voting rights to be represented either in person or by a
power of attorney at such meeting. The quorum requirement for an Extraordinary General Meeting of
Shareholders may be greater, depending on the nature of the resolutions to be considered at such meeting.

Shareholders may be represented in a General Meeting of Shareholders by any person holding a power of
attorney, provided that if the proxy is a Commissioner, Director or employee of ours then the vote of any such
proxy shall not be counted. In order to be adopted, resolutions must receive the affirmative votes of shareholders
holding more than 50.0% of the shares which are either present or represented in the meeting (except for
resolutions conceming certain transactions such as (i) the transfer or disposal of rights or encumbrances of all or
more than 50.0% of our total assets, (ii} amendments to our Articles of Association, (iii) a merger, consolidation
or acquisitions, (iv) liquidation or (v) conflict of interest transactions, which have various voting thresholds
above that level).

Dividends . - -,

A portion of our profit, as determined by an Annual General Meciing of Shareholders, after deduction of
corporate tax, must be used as a reserve fund for dividends and certain other purposes. ‘

Dividends, if any, are paid in accordance with a resolution adopted by an Annual General Meeting of
Shareholders, which resolution must establish the amount, the time and manner of payment of the dividends. All
shares which are fully paid and outstanding at the time a dividend or other distribution is declared are entitied to
share equally in such dividend or other distribution. Dividends are payable to the persons whose names are
recorded in the Register. Qur Articles of Association provide that dividends unclaimed after a period of five
years will be placed in a special reserve fund. However, shareholders may still exercise their rights to collect
their dividends from the special reserve fund within such five-year period.

A reserve fund, up to an amount of at least 20.0% of our subscribed capital, may be established to cover
future losses in an amount determined by the General Meeting of Shareholders. Amounts in the reserve fund that
exceed 20.0% of our subscribed capital may be used for working capital or other purposes in our interest, subject
to the approval of our shareholders. Any interest or other profit earned from such reserve fund must be entered in -

our profit and loss account.

Amendments to the Articles of Association

Amendments to the Articles of Association can only be effected pursuant to a resolution at an Extraordinary
General Meeting of Shareholders attended by shareholders or their proxies representing at least two-thirds of the
total issued shares. The holder of the Special Share must be present. Resolutions adopted at such a meeting must
be approved by at least tWo-thirds of the votes cast with respect thereto and must be approved by the holder of
the Special Share. Any amendment that would change our name, our objectives and purpose, our business
activities or our term of establishment, or would increase or reduce our authorized capital, reduce the issued and
paid-up capital or change our status from a private company to become a public company or vice versa will only
be effective upon approval by the Minister of Justice and Human Rights. Any other amendments will only be
effective after such amendments have been reported to the Ministry of Justice and Human Rights within 14 days
of the related resojution and registered with the Department of Trade and Industry. A resolution reducing the
capital must be delivered to our creditors and published in the State Gazette of the-Republic of Indonesia and in
at least two newspapers published in Indonesia with wide circulation within seven days after such resolution. 1f a
quorum for such Extraordinary General Meeting is not obtained, then no earlier than 10 days and no Jater than 21
days after such original Extraordinary General Meeting, a second meeting may be held to render a legal and '
binding resolution on matters which were not resolved at the first meeting. The second meeting must be atiended
by shareholders representing at least two-thirds of the total issued shares, and the holder of the Special Share ‘
must be present. Resolutions adopted at such a meeting must be approved by more than 50.0% of the total votes
present and cast at the meeting and must be approved by the holder of the Special Share.

qumdatlon B

A resolutlon for our dlssolutxon must be approved ata General Meeting of Shareholders atlended by hoiders
‘of at least three-quarters of the total number of shares outstanding and approved by at least three-fourths of the
total votes cast at the meeting including the approving vote of the holder of the Special Share. In the event we are
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wound up, dissolved or declared bankrupt. subject to insolvency or for any other reason provided under the Law
No. 1 (1995) on Limited Liability Company (the “Company Law™), the General Meeting of Shareholders must
appoint a liquidator to perform the liquidation procedures. If the General Meeting of Shareholders fails to appoint
a liquidalor, the Board of Directors shall act as the liquidator,

.
+

The llqutdators must reglster the resolunon for our dissolution in the Company Rcmster pubhsh it in'the
State Gazette and two daily newspapers publ:shed in Indonesta and noufy our crcdxtors the Mlmster of Jusuce
“and Human Rights, the JSX, as well as BAPEPAM. T

_Rights of Shareholdérs - - . S

In general, Indonesian law has traditiona]ly afforded shareholders fewer rights than those available in
common law jurisdictions such as the United States and the United Kingdom. See “Risk Factors — Risks relating
to Ownership of our Shares — You may be subject to limitations on minority shareholders rights”. The Company
Law affords certain rights to shareholders, and certain additional rights to one or more shareholders collectively
representing at least 10.0% of all voting shares of a company (“Minority Shareholders™).

A shareholder generally has the right to lodge a legal action against us if it has been harmed by any unfair
and unreasonable action we have taken. In addition, each sharcholder of a public company has the right to
request us to repurchase the shareholder’s shares at the then prevailing market price if such shareholder disagrees
with certain of our actions which harm the interests of such shareholder or us. These actions include: (i) the
amendment of our Articles of Association; (ii) the sale, pledge or exchange of a substantial amount or all of our
assets; or (iii) our merger, consolidation or acquisition. Under the Company Law, we may repurchase shares,
provided that such repurchase (a) may only be paid from our net profits and must not cause our net assets (as
stated in our most recent balance sheet, as approved by the shareholders within the last six months) to fall below
paid-in capital and reserves; and (b) may not cause us and our subsidiaries to own more than 10.0% of our
outstanding shares. To the extent that a request to repurchase shares exceeds these limitations, we are required to
seek a third-party purchaser for such shares, Under Article 33 of the Company Law, shares repurchased by us
may not be used to cast a vote in a General Meeting of Shareholders, and will not be counted in determining the
quorum that has to be achieved in accordance with the Company Law and our Articles of Association. Such a
liritation also applies to our shares that are purchased by our subsidiaries.

Qur Minority Shareholders have certain other rights. These include the rights to call a General Meeting of
Shareholders in the event that the Directors or Commissioners fail to convene such meeting within the stipulated
time. Minority Shareholders also have the right to lodge a derivative action on our behalf against the Directors or
Commissioners who, through error or negligence, have caused us losses. Under the Company Law, Directors and
Commissioners are obliged to act in good faith, with full responsibility and in our best interests when carryving
out their corporate duties. The Minority Shareholders may request that we be examined by a court if there is
suspicion that we or any of our Directors or Commissioners has committed an act contrary to law. Minority
Shareholders may also apply to a court for our dissolution. However, the Company L.aw does not specify the
circumstances under which such application may be made.
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INDONESIAN CAPITAL MARKETS

The following infoermation has been derived from publicly available r'ryfo:."mation and has not been
independently verified by us, the Selling Shareholder, the International Selling Agents or the Undenwriters.

Background and Development

In 1976, the Government established a regulatory agency, the Capital Market Operations Board, Badan
Pelaksana Pasar Modal, or BAPEPAM, and a national investment trust company, PT Danareksa Sekuritas, to
reactivale and promote the development of a securities market in Indonesia. The first share issue listed on the
JSX took place in August 1977. Up until the end of 1988, the shares of 24 companies were listed on the JSX and
the volume of shares traded was relatively low. '

Over the last 12 years however, a number of reform measures affecting the Indonesian capital markets have
been announced. These have led to the privatization of the ISX and its establishment as a limited liability
company incorporating 221 securities trading companies as its shareholders. The operational transfer of the
exchange from BAPEPAM to the JSX commenced effectively as of April 16, 1992. BAPEPAM is now operating
under its new name, the Capital Markets Supervisory Agency or Badan Pengawas Pasar Modal, with its principal
function to ensure the orderly and fair operation of the securities exchanges.

The various reforms over the past few years have sought to strengthen the operational and supervisory
framework of the Indonesian securities market and to improve the Indonesian securities market’s trading
environment, The measures also established an over-the-counter market, the Bursa Paralel, and private stock
exchanges outside Jakarta, the first of which was established in Surabaya, the S58X.

Other reforms were also introduced to provide increased protection for minority shareholders, to improve
disclosure requirements and clarify listing procedures. As of June 30, 2003, there were 336-firms listed on the
JSX, with a market capitalization of Rp.339.7 trillion (US$40.9 billion), compared to 24 listed companies with a
capitalization of approximately Rp.100 billion in December 1987, just prior to the introduction of the capital
market reform measures.

Overview of the Jakarta Stock Exchange

As of June 30, 2003, the JSX was comprised of 171 members. Of these 171 members, the top 20 most active
members in total trading volume handled transactions for 56,306 million shares for the six months ended June
30, 2003, about 49.1% of total shares traded on the JSX during that period. In trading value, the top 20 most
active members accounted for Rp.55.5 billion in trading, or about 66.3% of the overall value of buying and
selling transactions on the JSX for the six months ended June 30, 2003,

Trading rules on the JSX are, at present, generated in the form of decisions by the ISX. There are three
trading markets at the JSX, namely regular market, negotiated market and cash market. There are currently two
daily trading sessions for regular market and negotiated market from Monday to Thursday, 9.30 am. to 12.00
noon WIB (Western Indenesian Standard time), followed by an afternoon session from 1.30 p.m. to 4.00 p.m.
WIB. There are two trading sessions on Friday, from 9.30 a.m. to 11.30 a.m. WIB and from 2.00 p.m. to 4.00
p.m. WIB. There is only one cash market trading session from Monday to Thursday, 9.30 a.m. to 12.00 noon, and
on Friday, 9.30 a.m. to 11.30 a.m. WIB. -

Trading is divided into three market segments: regular market, negotiated market and cash market. The
regular market is the mechanism for trading stock in standard lots on a continuous auction market during
exchange hours. Regular market trading is generally carried out in unit lots of 500 shares. Auctioning takes place
according to price priority and time priority. Price priority gives priority to buying orders at a higher price or
selling orders at a lower price. If buying or selling orders are placed at the same price, pnonty is given to the
buylng or scllmcr order placed ﬁrst (ie. txme pnomy) :

~“The negotiated market trading consists of (i) block trading of unit lots of 200,000 shares or more; (ii) odd lot -~ -

trading with round lots of less than 500 shares; and (iii) crossing by an exchange member receiving buying and
selling orders for the same number of shares at the same price agreed by the parties. Odd lots may not be traded
more than 5.0% above or below the latest price on the regular market. Odd lot dealers may set prices withina 7 ~~
range of not more than 7.0% above or below the regular market price, and must buy or sell stock direct to and
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from customers through cross trades and without charging commission. In the case of newly listed or newly
traded shares which have yet to establish a market price, the benchmark price is the initial public offering price.

Transactions on the JSX regular market are required to be settled no later than the third trading day after the

_transactions and negotiated market are required to be settled no later than the fourth trading day afterthe
transactions except for cross trading. In practice, however, transactions on negotiated market are also setled by
no later than the third business day after the transactions. Transactions on the JSX cash market are required to be
settied on the trading day of the transactions. In case of a default by an cxchanoc member on sett]ement, cash
market trading takes place, pursuant to which trading of securities by means of darect ‘negotiation on cash and
carry terms will be conducted. All cash market transactions must be reportcd to the JSX. An exchange member .
defaulting in settlement may be given sanction by JSX, among others, of (i) a fine up to Rp.500,000,000: (ii} a
written warmning; and (iii) suspension. '

All transactions involving shares listed only on the ISX which use the services of brokers must be conducted
on the JSX. In order for a trade to be made on the JSX, both the cash and securities settlement must be conducted
through the facilities of the JSX. Engaging in short selling is prohibited under the applicable regulations. -
Furthermore, the JSX may cancel a transaction if proof exists of fraud, manipulation or the use of insider
information. The J$X may also suspend trading if there are indications of frandulent transactions or artificial
inflation of share prices, misleading information, use &f insider information, counterfeit securities or securities
blocked from trading, or any other material event. The JSX may suspend trading of certain securities or suspend
certain members of the stock exchange. For transactions involving shares listed on both the JSX and the SSX
either exchange may be used to effect the trade.

Members of the ISX charge a brokerage fee for their services, based on agreement with their client, up to a
maximum of 1.0% of the transaction value. When conducting share transactions on the JSX, exchange members
are required (o pay a transaction levy equal 1o the cumulative transaction value for each month based on'0.04%
(subject to a minimum fee of Rp.250,000 a month) of transactions for shares and other registered securities.
Exchange members pass on the cost of this levy to their clients. These clients are also responsible for paying a
10.0% value added tax on the amount of brokerage fee and transaction levy. Also, Indonesian sellers are required
to pay a withholding tax of 0.1% (0.6% for founder shares) of the total transaction value. Additionally, stamp
duty of Rp.3,000 is payable on any transaction with a value between Rp.250,000 and Rp.1,000,000 and stamp
duty of Rp.6,000 is payable on every transaction with a value of more Lhan Rp.1,000,000. See “Taxation —
Indonesian Taxation™.

Sharehalders or their appoiniees may request the issuer or a securities administration bureau appointed by
the issuer of such shares at any time during working hours to register their shares in the issuer’s registry of
shareholders. Reporting of share ownership to BAPEPAM is mandatory for shareholders whose ownership has
reached 5.0% or more of issued and fully paid up capital, upon meeting such share ownership level or upon
changes of such ownership.

The following table sets forth key figures for the JSX for the years 1996 to 2002:

Jakarta Stock Exchange
: 1996 1997 1998 1999 . 2000 2001 2002

Market capitalization (Rp. trillion) ..... ) 215 160 176 452 260 239° 252
Trading volume -(r;illion shares) ...... . 29,528 76,599 90,621 178,487 134,531 148381 171,207
Average daily trading volume 'l . :

{millionshares) ................... 119 31 367 723 563 603 699
Trading value (Rp. billion) ............ 75,730 120,385 99,685 147,880 122,775 97,523 120,763
Average daily trading value )

(Rp.billion) ..............coett. 304 439 404 599 513 396 493
Number of fisted companies , .. ........ 253 282 288 - 277 287 316 331
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Offering, Listing and Reporting Regulations

BAPEPAM, on behalf of the Minister of Finance, regulates and monitors securities issues which are
publicly offered or listed in Indonesia. Initial securities offerings are generally conducted as underwritten public
offers for sale by subscription. BAPEPAM regulates offering and allocation procedures.

i .

Unless waived, companies are required to meet certain historical financial requirements in order to become
listed on the ISX. Requirements for the listing on JSX were changed by certain rules issued in June 2000, as last
amended in'July 2001. :

Listed companies are required to submit to BAPEPAM and each applicable stock exchange the following
documents:

1. financial stalements consisting of:

(i) an annual report audited by an accountant registered with BAPEPAM, to be submitted not later
than three months after the date of such report; .

(ii) any of the following mid-year reports: (a) a mid-year report (unaudited), to be submiitted not later
! than one month after the date of such repoit; {b) a mid-year report with limited review by an
accountant registered with BAPEPAM, to be submitted not later than two months after the date of
such report; or (¢) a mid-year report audited by an accountant registered with BAPEPAM '
containing a full opinion on the fairness of such report, to be submitted not later than three months
after the date of such report; and

3

(iii) quarterly reports, the preparation of which is required by the rules of the ISX, must be submitted
to the JSX not later than two months after the date of such report;

2. information that is important and relevant according to BAPEPAM regulations and which may affect
the value of the security or an investment decision, such as a merger, acquisition, consolidation, stock
split, stock dividend, change in management, replacement of public accountant, replacement of trustee,
material legal claims, and other important information possibly affecting share prices on the exchange;

a copy of any amendment to the company’s articles of association;

4, notice of any change in the composition of the company’s Board of Directors or Board of
Commissioners;

5. notice of any material deviation from projections published by such companies; and

6. in the case of an investment fund company, a monthly report, containing, among other information, its
net asset value, prior to or on the fifth business day of each month.

Insider trading, fraud and manipulation of securities are prohibited under Indonesian capital markets laws.
In such circumstances, a transaction may be cancelled or suspended by the JSX or BAPEPAM may suspend or
revoke the license of the capital market supporting institution and supporting professionals involved. A party
engaging in (i) misleading conduct, fraud or falsification in connection with the sale of securities, (ii) other
actions to mislead the public regarding trading activities, market conditions or price or (iii) insider trading, is
liable for the loss incurred and face a fine of up to Rp.15 billion and imprisonment of up to 10 years.

Developments
Scripless Trading

In 1997, a private limited company, the Indonesian Central Securities Depositary, KSEI, was established to
serve as the central securities clearing house. On November 11, 1998, KSEI obtained a license from BAPEPAM
to act as an approved central securities depositary and settlement institution. The shareholders of KSEI currently
comprise of 31 securities firms, nine custodian banks, four Share Registrars (Biro Administrasi Efek), the SSX,
the JSX and the Indonesian Stock Clearing and Guarantee Company, PT Kliring dan Penjaminan Efek Indonesia
or KPEL In 2000, KSEl introduced the Central Depository and Book Entry Settlement System (“C-Best™).

" In 1997, BAPEPAM implemented regulations to provide for the scripless trading system. Under the™

scripless system, a member broker, sub-broker or local custodian (“KSEI Participant™) may deposit certificates in
respect of securities with KSEI who becomes the registered holder of the securities. Any institution becoming a
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KSE! Participant is required to open at least one account with KSEI for deposit, withdrawal or transfer of
securities. After KSEIL has accepted a deposit of any securities, it will hold such securities on behalf of its
participants or its participants’ clients and as such , rather than as “direct owners,” investors will obtain a
beneficial interest in the shares which is convertible into a physical share certificate at the direction of the
investor. Sales and purchases of securities are settled by offsetting the relevant securities deposit accounts by
way of a computer system and at the end of each trading day XSEI delivers a statement showing the bajance of

securities held for each participant. . .= - ok . . L Lo

7 Pursuan-; to A-Circuiarr‘Leu-ei' issued by BAPEPAM daled November 23.-2.00 I.,miié-s-t-lers'of gharesarereqmredi -
to register their shares in a central depositary prior to June 30, 2002. Further, on January 15, 2003, BAPEPAM
issued a new regulation, effective as of May 1, 2003, which requires each KSEI Participant holding securilies on

behalf of a client to:

«  establish a securities sub-account on behalf of each client and record each client’s securities in such sub-
v
account; -

- take:measures to ensure that the identity of each client is properly recorded by the KSEI Parlici—pant; and

- take measures to ensure that the securities sub-account balance of each client is and remains cofrect.

Transfers of Shares

Transfers of listed shares on the JSX are governed by the Company Law and JSX rules. Under the Company
Law, as a general matter, ownership of shares is based on the registration of ownership in the relevant company’s
share register. To be valid against the issuing company, a request for an entry of the transfer into a share registry
must be received by the company. To be valid against a third party, the entry of the transfer must actually be

made into the share register.

Transfer of scripless shares are made by way of appropriate instructions to the relevant brokers, sub-brokers
or custodians with whom the transferor and the transferee involved maintain securities accounts in accordance
with the individual arrangements with such brokers, sub-brokers or custodians. Upon receipt of such instructions,
the relevant brokers, sub-brokers or custedians will, in accordance with such arrangements, effect the relevant
changes in the register they are required to maintain for rights and entitlements purposes.
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TAXATION

The following discussion is a summary of certain Indonesian income tax and stamp duty consequences and
certain U.S. federal income tax consequences under present law of the purchase, ownership and disposition of
our shares. It addresses only purchasers who will hold our shares as capital assets and, in the case of the U.S.
discussion, use the U.S. dollar as their functional currency. It does not address the tax treatment of investors
subject to special rules including banks, dealers, insurance companies, tax-exempt entities, holders of 10.0% or
more of our voting shares, and persons holding shares as part of a hedge, straddle, conversion or constructive
sale transaction. It does not address state, local and foreign tax consequences of ownership and disposition of
our shares.

EACH PROSPECTIVE PURCHASER IS ADVISED TO CONSULT ITS TAX ADVISORS ABOUT THE
PARTICULAR TAX CONSEQUENCES TO IT OF AN INVESTMENT IN OUR SHARES.

4

>

Indonesian Taxation >

The following is a summary of the principal Indonesian tax consequences of the ownership and disposition
of shares for a non-resident individual or non-resident entity (a “Non-Indonesian Holder™) that holds shares in an
Indonesian company. As used in the preceding sentence, a “non-resident individual” is a foreign national who
does not reside in Indonesia or is not physically present in Indonesia for more than 183 days during any 12 month
period, and a “non-resident entity” is a corporation or non-corporate body that is established under the laws of a
jurisdiction other than Indonesia, is not domiciled in Indonesia and does not have a fixed place of business or
permanent establishment in Indonesia during an Indonesian tax year in which such non-Indonesian entity
receives income in respect of the ownership or disposition of shares.

Taxation of Dividends

Dividends declared by us out of retained earnings and distributed to a Non-Indonesian Holder in respect of
shares are subject to Indonesian withholding tax, currently at the rate of 20.0%, on the amount of the distribution
(in'the case of cash dividends}) or on the shareholders’ proportional share of the value of the distribution
(normally par value in the case of stock dividends). A lower rate provided under certain double taxation treaties
may be applicable provided that, among others, the recipient is the beneficial owner of the dividend and is a
resident of a treaty country. The recipient has to provide us with the original Certificate of Tax Residence issued
by the competent tax authorities or its designee, of the jurisdiction where the recipient Non-Indonesian Holder is
domiciled. This Certificate is only valid for one year from the date of issuance and must be renewed

subsequently.

Tax Treaties

Indonesia has concluded double taxation treaties with a number of countries including Australia, Belgium.,
Canada, France, Germany, Japan, The Netherlands, Singapore, Sweden, Sw1tzerland the United Kingdom and
the United States of America.

Taxation on the disposition of shares

Under the Indonesian Income Tax Law, the sale of unlisted shares by a Non-Indonesian Holder is sibject to
final.Indonesian withholding tax, currently at the rate of 20.0%, on the estimated net income. Effective
August 24, 1999, the estimated net income for the sale of unlisted shares is 25.0% of the sale price resulting in an
effective final withholding tax rate of 5.0% of the sale price (irrespective of whether or not there is a profit on the
sale of the unlisted shares). The obligation to pay the final withholding tax Hes with the buyer (if it is an '
Indonesian taxpayer) or us (if the buyer is also a Non-Indonesian Holder). Exemption from the 5.0% final 4
withholding tax on the sale of unlisted shares may be available to non-resident sellers of shares depending on the’
provisions of the applicable double taxation treaties. In order to benefit from the exemption under the relevant
double faxation treaty, the non- -resident seller must prowdc a Certificate of Tax Residence issued by the
competent authomy, or its designee, of the jurisdiction wherc the non-resident seller is domiciled to the buyer (0 r
us if the buyeris a Non-Indonesian Holder) and to the Indonesian tax office that has _]Lll’lSdlCthl’l over the buyer i
(or over us if the buyer isa Non-Indonesnan Holder). o
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Pursuant to Government Regulation No. 41 of 1994 regarding Withholding Tax on income from Share
Trading Transactions on the Stock Exchange dated December 23, 1994 and its amendments in Government
Regulation No. 14 of 1997 dated May 29, 1997, the sale or transfer of shares that are listed on an Indonesian
stock exchange is subject to final withholding tax of 0.1% of the gross amount of the transaction value and
should be withheld by the broker handling the transaction.”An additional 0.5% final tax (amounting (o a total tax
of 0.6%) is imposed on the share value for the holding of the founder shares (except for the founder shares of a
mutual fund). The imposition of 0.5% withholding tax will occur at the time of the initial pubhc offering for
shares traded on the stock exchiange on or aftér January 1, 1997. The imposition of 0. 5% withholdirig tax on the
founder shares is not compulsory. The tax reguiat:ons provide an option for the taxpayer to elect to substitute the
0.5% additional final tax with the taxation of actual capital gains (if any) resulting from the sale of the founder
shares subject to the normal tax rates (prooresswe rate with a maximum of 30.0% for corporate taxpayers or
35.0% for individual taxpayers). Currently, the tax regulations for listed shares do not contain any provision in
respect of treaty protections. In practice, the 0.1% final withholding tax is applied irrespective of the fact that
there may be treaty exemptions. Indonesian tax authorities have a general rule regarding refunds, which may be
used in case of an applicable treaty exemption,

Taxation of Rights Issue

Our grant of statutory subscription rights for our shares in compliance with Indonesian Law (a "Rights.
Issue™) should not be subject to Indonesian tax. Any income from the sale of a Rights Issue by a Non-Indonesian
Holder is not subject to Indonesian tax since the relevant implementing regulation has not yet been issued.

Stamp Duty

According to Government Regulation No. 24 of 2000, a document that effects a sale of Indonesian shares is
subject to stamp duty. Currently, the nominal amount of the Indonesian stamp duty is Rp.6,000 for transactions
having a value greater than Rp.1,000,000 and Rp.3,000 for transactions having a value of up to Rp.1,000,000.
Generally, the stamp duty is due at the time the document is executed.

Certain U.S. Federal Income Tax Considerations

The following is a summary of the material U.S. federal income tax consequences of the acquisition,
ownership and disposition of Shares by a U.S. Holder (as defined below). This summary deals only with initial
purchasers df Shares that are U.S. Holders and that will hold the Shares as capital assets. The discussion does not
cover all aspects of U.S. federal income taxation that may be relevant to, or the actual tax effect that any of the
matters desoibed herein'will have on, the acquisition, ownership or disposition of Shares by particular investors,
and does notaddress state, local, foreign or other tax laws. In particular, this summary does not address tax
considerations applicable to investors that own (directly or indirectly) 10.0% or more of our voting stock, nor
does this summary discuss all of the tax considerations that may be relevant to certain types of investors subject
to special treqment under the U.S. federal income tax laws (such as banks, insurance companies, investors liable
for the alterngive minimum tax, individual retirement accounts and other tax-deferred accounts, tax-exempt
organizations,dealers in securities or currencies, investors that will hold the Shares as part of straddles, hedging
transactions orconversion transactions for U.S. federal income tax purposes or investors whose functional
currency is natthe U.S. dollar}.

As usedherein, the term “U.S. Holder” means a beneficial owner of Shares that is (i) a citizen or resident of
the United Staes for U.S. federal income tax purposes, (ii) a corporation, or other entity treated as a corporation,
created or orgmized under the laws of the United States or any State thereof, (iii) an estate the income of which
is subject to US. federal income tax without regard to its source or (iv) a trust if 4 court within the United States
is able to exerdise primary supervision over the administration of the trust and one or more U.S. persons have the
authority to control all substantial decisions of the trust.

The summay assumes that we are not a passive foreign investment company (a “PFIC") for U.S. federal
income tax purposes, which we believe to be the case. The Company’s possible status as a PFIC must be
determined anneally and therefore may be subject to change. If we were to be a PFIC in any year, materially
adverse conseguences could result for U.S. Holders. ' '

The summary is based on the tax laws of the United States, including the Internal Revenue Code of 1986, as
amended, its'legislative history, existing and proposed regulations thereunder, published rulings and court
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decisions, as well as on the income tax treaty between the United States and Indonesia (the “Treaty™), all as
currently in effect and all subject to change at any time, possibly with retroactive effect.

THE SUMMARY OF U.S. FEDERAL INCOME TAX CONSEQUENCES SET OUT BELOW IS FOR
GENERAL INFORMATION ONLY. ALL PROSPECTIVE PURCHASERS SHOULD CONSULT THEIR TAX
ADVISERS AS TO THE PARTICULAR TAX CONSEQUENCES TO THEM OF OWNING THE SHARES,
INCLUDING THEIR ELIGIBILITY FOR THE BENEFITS OF THE TREATY, THE APPLICABILITY AND
EFFECT OF STATE, LOCAL, FOREIGN AND OTHER TAX LAWS AND POSSIBLE CHANGES IN TAX LAW.

Dividends

General. Distributions paid out of our current or accumulated earnings and profits (as determined for U.S.
federal income tax purposes), before reduction for any Indonesia withholding tax paid by the Company with
respect thereto, will generally be taxabie to a U.S. Holder as foreign source dividend income, and will not be
eligible for the dividends received deduction allowed to corporations. Distributions in excess of current and
accurnulated earnings and profits will be treated as a non-taxable return of capital to the extent of the U.S.
Holder’s basis in the Shares and thereafter as capital gain.

Under recently enacted tax legislation, for taxable years that begin after December 31, 2002 and on or
before December 31, 2008, dividends paid by the Company will be taxable to a non-corporate U.S. Holder at the
special reduced rate normally applicable to capital gains. A U.S. Holder will be eligible for this reduced rate only
if it has held the Shares for more than 60 days dunner the 120-day period beginning 60 days before the ex-
dividend date.

Foreign Currency Dividends. Dividends paid in Indonesian Rupiah will be included in income in a
U.S. dollar amount calculated by reference to the exchange rate in effect on the day the dividends are received by
the U.S. Holder, regardless of whether the Indonesian Rupiah are converted into U.S. dollars at that time. If
dividends received in Indonesian Rupiah are converted into U.S. dollars on the day they are received, the U.S.
Holder generally will not be required to recognize foreign currency gain or loss in respect of the dividend income.

Effect of Indonesian Withholding Taxes. As discussed in “Indonesidn Taxation — Taxation of Dividends™,
under current law payments of dividends by us to foreign investors are subject to a 20.0% Indonesian
withholding tax. The rate of withholding tax applicable to U.S. Holders that are eligible for benefits under the
Treaty is reduced to a maximuim of 15.0%. For U.S. federal income tax purposes, U.S. Holders will be treated as
having received the amount of Indonesian taxes withheld by us, and as then having paid over the withheld taxes
to the Indonesian taxing authorities. As a result of this rule, the amount of dividend income included in gross
income for U.S, federal income tax purposes by a U.S. Holder with respect to a payment of dividends may be
greater than the amount of cash actually received (or receivable) by the U.S. Holder from us with respect to the

payment.

A U.S. Holder will generally be entitled, subject to certain limitations, to a credit against its U.S. federal
income tax liability, or a deduction in computing its U.S. federal taxable income, for Indonesian income taxes
withheld by us. U.S. Holders that are eligible for benefits under the Treaty but who fail to provide the necessary
“Certificate of Tax Residence” (as described in “—Indonesian Taxation — Taxation of Dividends™) will not be
entitled to a foreign tax credit for the amount of any Indonesian taxes withheld in excess of the 15.0% maximum
rate. For purposes of the foreign tax credit limitation, foreign source income is classified in one of several
“baskets”, and the credit for foreign taxes on income in any basket is limited to U.S. federal income tax allocable
to that income. Dividends paid by us generally will constitute foreign source income in the “passive income”
basket or, in the case of certain holders, the “financial services income” basket. In certain circumstances, a U.S.
Holder may be unable to claim foreign tax credits (and may instead be allowed deductions} for foreign taxes
imposed on a dividend if the U.S. Holder (i) has not held the Shares for at least 16 days in the 30-day period
beginning 15 days before the ex dividend date, or (ii) holds the Shares in arrangements in which the U.S.
Holder_’s_gxpccted profit, after non-U.S. taxes, is insubstantial.

" U.S. Holders that are accrual basis taxpayers must translate Indonesian taxes into U.S. dollars at a rate equal
to the average exchange rate for the taxable year in which the taxes accrue, while all U.S. Holders must translate
taxable dividend income into U.S. dollars at the spot rate on the date received. This difference in exchange rates
may reduce the U.S. dolltar value of the credits for Indonesian taxes relative to the U.S. Holder’s U.S. federal
income tax liability attributable to a dividend.
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Prospective purchasers should consult their tax advisers concerning the foreign tax credit implications of the
payment of Indonesian taxes.

Sale or other prosmon . o - R

Upon a sale or other dlsposmon of Shares, a Holder generally will recognize capital gain or Ioss for U.S.
federal income tax purposes equal to the difference, if any, between the amount realized on the sale or other
disposition and the U.S. Holder’s adjusted tax basis in the Shares. This capital gain or 16ss will be long-term ™~
_ capital gain or loss if the U.S.-Holder’s holding period in the Shares exceeds one year. However, regardless of a
U.S. Holder's actual holding period, any loss may be long-term capital loss to the extent the U.S. Holder receives
a dividend that qualifies for the reduced rate described above under “— Dividends — General”, and exceeds
10.0% of the U.S. Holder’s basis in its Shares. For a non-corporate U.S. Holder, the maximum long-term capital
gains rate for taxable years that end on or after May 6, 2003 and begin no later than December 31, 2008 is 15.0%.

A U.S. Holder that receives Indonesian Rupiah on the sale or other disposition of shares will realize an
amount equal to the U.S. dollar amount calculated by reference to the exchange rate in effect on the date of sale
(or in the case of cash basis and electing accrual basis taxpayers, the U.S. dollar value of the Indonesian Rupiah
on the settlement date). Gain or loss, if any, recognized on the subsequent sale, conversion or disposition of such
Indonesian Rupiah will be ordinary income or loss, and will generally constitute U.S. source income or loss.

Backup Withholding and Informatién Reporting

Payments of dividends and other proceeds with respect to Shares by a U.S. paying agent or other U.S.
intermediary will be reported to the IRS and to the U.S. Holder as may be required under applicable regulations.
Backup withholding may apply to these payments if the U.S. Holder fails to provide an accurate taxpayer
identification number or certification of exempt status or fails to report all interest and dividends required to be
shown on its U.S. federal income tax returns. Certain U.S. Holders (including, among others, corporations) are
not subject to backup withholding. U.S. Holders should consult their tax advisers as to their qualification for
exemption from backup withholding and the procedure for obtaining an exemption.

Reportable Transactions

Recently issued U.S. Treasury regulations require a U.S. taxpayer that participates in a “reportable
transaction” to disclose this participation to the IRS. The scope and application of these rules is not entirely clear.
In the event the acquisition, holding or disposition of Shares constitutes participation in a “reportable transaction”
for purposes of these rules, a U.S. Holder may be required to disclose its investment by filing Form 8886 with the
IRS. In addition, we and our advisers may be required to maintain a list of U.S. Holders, and to furnish this list
and certain other information to the IRS upon written request. Prospective purchasers are urged to consult their
tax advisers regarding the application of these rules to the acquisition, holding or disposition of Shares.
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PLAN OF DISTRIBUTION

The Global Offering

We are offering 820,987,000 of our newly-issued shares and the Selling Shareholder is offering 475,309,000
of our currently outstanding shares now owned by it (together, the “Underwritten Shares™) in the Global
Offering, together with any Over-subscription Option Shares and any Over-allotment Option Shares (each as
defined below). The Global Offering consists of the concurrent International QOffering and Indonesian Offering,
The closing of the International Offering is conditional upon the closing of the Indonesian Offering.

International Selling Agents participating in the International Offering are ABN AMRO Rothschild and
Credit Suisse First Boston (Europe} Limited (the “Joint Lead International Selling Agents™), CLSA Singapore
Pte Ltd and I.P. Morgan Securities Ltd.

Underwriters participating in the Indonesian Offering are PT Danareksa Sekuritas and PT ABN AMRO Asia
Securities Indonesia (the “Joint Lead Managing Underwriters™), PT Credit Suisse First Boston Indonesia (“PT
CSFB") and the other Underwriters named in the Underwriting Agreement (as defined below).

As compensation to the Underwriters and the International Selling Agents for their commitments to
purchase the Underwritten Shares, we and the Selling Shareholder will pay or cause to be paid to the Joint Lead
Managing Underwriters, on behalf of the Underwriters and the International Selling Agents, an amount equal to
Rp.45 per share. Purchasers of our shares in the International Offering may be required to pay stamp taxes and
other similar charges in accordance with the laws and practices of the country of purchase, in addition to the
Offering Price. Retail investors in the Indonesian Offering will not be required to pay brokerage fees. We and the
Selling Shareholder have agreed to reimburse the Underwriters for certain expenses and taxes in connection with
the Global Offering. -

The International Qffering

In connection with the International Offering, the Underwriters and the International Selling Agents have
entered into a Selling Agency and Managers’ Agreement dated December 3, 2003 pursuant to which the
International Selling Agents have agreed to purchase and sell to international investors shares at the Offering’
Price. Subject to the terms and conditions of the Selling Agency and Managers’ Agreement, the International
Selling Agents have severally agreed to purchase from the Underwriters the following number of Underwritten

Shares:

ABN AMRORothschild .. ... 0 i i it et 375,925,840
Credit Svisse First Boston (Europe) Limited .................... 375,925,840
CLSA Singapore PteLtd. .. ... .. oo 51,851,840
J.P. Morgan Securities Ltd. .. ... ... i iin i, .. 51,851,840
1+ 7 855,555,360

Pursuant to an International Coordination Agreement dated December 3, 2003, we and the Selling
Shareholder have agreed to indemnify the International Selling Agents against certain liabilities in connection
with the offer and sale of the shares, and to contribute to payments which the International Selling Agents may
make in respect thereof. In addition, we and the Selling Shareholder have agreed to reimburse the International
Selling Agents for certain expenses and taxes in connection with the Giobal Offering.

ABN AMRO Rothschild, one of the Joint Lead International Selling Agents, is the unincorporated equity

capital markets joint venture between ABN AMRO Bank N.V., Singapore Branch and N.M. Rothschild & Sons '
(Singapore) Limited. ’

The Indonesian Offering -~ — .. o e

In connection with the Indonesian Offering, we and the Selling Shareholder have entered into an
Underwriting Agreement dated November 4, 2003 (as may be amended or supplemented, the “Underwriting
Agreement”) with the Underwriters. The Underwriters have agreed, upon the terms and conditions specified in :
the Underwriting Agreement, to offer the Underwritten Shares on our behalf and on behalf of the Selling™
Shareholder at the Offering Price. If any of the Underwritten Shares are not subscribed and paid for pursuant to
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the Indonesian Offering, the Underwriters have agreed to subscribe and pay for such shares at the Offering Price,
less underwriting fees and commissions. No offer of shares is being made to Indonesian citizens or Indonesian
residents pursuant to this Offering Circular.

In addition, under our Share Allocation Program, which covers up to 4.0% of the Underwrmen Shares, we
are paying:

- 100.0% of the price of shares purchased by us on behalf of our employees as sa grant of bonus shares.

" These shares will be subject to a lock-up perlod of 12 months from the date of IlStln" of our shares on’
~ the JSX or the SSX T -

- o e o JRNR

+ - 18.0% of the pnce of shares purchased by certain eholble emp[oyees Lmder our dlscounted share
purchase plan. These shares will be subject to a lock-up of 12 months if purchased out of an employee’s
bonus to be paid in 2004 or six months if purchased for cash, in each case from the date of listing of our
shares on the JSX or the SSX. '

The aggregate cost to us of the employee Share Allocation Program will not exceed Rp.24.3 billion (US$2.9
miltion). For more information, see “Management and Employees — Employee Share Allocation Program™.

PT Danareksa Sekuritas and PT Bahana Securities, both of which are Underwriters,-are Government-owned
entities and under common control with us. '

Important Dates

The following events have taken place or are expected to take place on the following dates in connection
with the Global Offering;

Event Date

Effective date of BAPEPAM registration statement . . . December 5, 2003
Offering Period .......civiuniaiiini i iannnan December 8 to December 10, 2003
Last date for exercise of Over-subscription Option . .. December 12, 2003
Allotment of shares to successful applicants ........ B December 12, 2003
Payment due by investors in the International .

Offering .....oviiiii e e e December 15, 2003
SettlementDate . ......... ... it December 15, 2003
Listing of shares onthe JSX and the SSX ........... December 13, 2003

Registration With BAPEPAM

We submitted a Registration Statement to BAPEPAM on November 4, 2003 in accordance with BAPEPAM
Rule No. IX.A_1 as attached to the Decision of the Chairman of BAPEPAM No. KEP111/PM/1996 dated
December 24, 1996 and BAPEPAM Rule No. IX.A.2 as attached to the Decision of the Chairman of BAPEPAM
No. KEP-25/PM/2003 dated July 17, 2003. The Chairman of BAPEPAM issued a letter, dated December 5,
2003, declaring the registration statement effective, and stating that we may proceed with the offering and the
listing of the shares.

. Offering Period

The Offering Period is expected to begin on December 8, 2003 and end on December 10, 2003. The Joint
Lead Managing Underwriters and the Joint Lead International Selling Agents may offer their customers
preferential allocations through a fixed allotment of shares (as described under “Allotment of Shares” below) and
through the allotment of the Over-allotment Option Shares and Over-subscription Option Shares.

It is expected that the Joint Lead Managing Underwriters and the Joint Lead International Selling Agents
will make payment of the net proceeds to us and to the Selling Shareholder on December 15, 2003 and that
listing of the shares on the JSX and the SSX will occur on December 15, 2003.

Application For Shares

Each non-Indonesian citizen and non-Indonesian resident must properly complete and submit a share
application form in order to be eligible to purchase shares in the International Offering. The Joint Lead Managing
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Underwriters and the Joint Lead International Selling Agents may prepare share application forms on behalf of
non-Indonesian citizens and non-Indonesian residents. Share applications and allocations in connection with the
International Offering and the Indonesian Offering are regulated by BAPEPAM regulations. Each Joint Lead
International Selling Agent will be responsible for preparing share application forms on behalf of investors
purchasing shares through it in the International Offering.

Share applications must be for a minimum amount of 500 shares and multiples thereof. Each investor may
only submit one share application form. The Joint Lead Managing Underwriters and the Joint Lead International
Selling Agents are entitled to accept or refuse a share application in full or in part. Multiple share applications
submitted using more than one share application form may either be treated as a single application for allotment
purposes or treated, in full or in part, as invalid applications at the sole discretion of the Joint Lead Managing
Underwriters and the Joint Lead International Selling Agents.

Full payment by non-Indonesian citizens and non-Indonesian residents for the number of shares will be
made in immediately available funds on December 15, 2003. Information as to wire transfer instructions will be
made available by the Joint Lead Managing Underwriters or the Joint Lead International Selling Agents 1o
eligible investors upon request. All bank and transfer charges with respéct to these payments will be borne by the
investors.

Allotment of Shares
Fixed Allotment and Pooling

At the conclusion of the Offering Period, the allotment of the Underwritten Shares will be made by the Joint -
Lead Managing Underwriters using a combined system of “fixed allotment” and “pooling™ in accordance with
BAPEPAM Rule No. [X.A.7 as attached to the Decision of the Chairman of BAPEPAM No. KEP-45/PM/2000
dated October 27, 2000. Under this rule, underwriters may determine how to apportion the allotment of the
shares between the “fixed allotment” and “pooling” systems. The last date by which the Joint Lead Managing
Underwriters will determine the number of Underwritten Shares allotted for each applicant is expected to be
December 12, 2003.

The Joint Lead Managing Underwriters have determined that the equivalent of 95.0% of the Underwritten
Shares being offered will be subject to a fixed allotment system. The allotment of the equivalent of 5.0% or the
Underwritten Shares being offered will be by a system of pooling. The equivalent of up 10 4.0% of the
Underwritten Shares (subject to fixed allotment) may be allocated to our employees pursuant to the discounted
Share Allocation Program described under “The Indonesian Offering” above.

The Qver-allotment Option Shares and the Over-subscription Option Shares will be altocated at the
discretion of the Joint Lead Managing Underwriters and the Joint Lead International Selling Agents.

Allocation to Affiliated Parties

“Affiliated Applicants” include our Commissioners, Directors or employees secking to purchase shares
outside of the Share Allocation Program, or other parties holding at least 20.0% of the share capital in the Joint
Lead Managing Underwriters or the Joint Lead International Selling Agents or any other party affiliated with
persons involved in the Global Offering. Affiliated Applicants will only be allotted shares being offered if there
are excess shares. Once the applications of non-Affiliated Applicants are satisfied, Affiliated Applicants may be
allocated the remaining shares on a pro rata basis. _ .

Delivery of Shares

We expect that delivery of the shares will be made against payment therefor on or about December 15,
2003, which will be the business day immediately following the expected date of final allotment of the shares in---
the Global Offering. Our shares may not be traded by the purchasers thereof prior to the listing of our shareson -
‘the JSX and the 88X T - : '

- Cancellation of the Offerings’

Prior to the close of and-during the Offering Period, we, the Selling Shareholder, the Joint Lead Managing ~ =
Undérwriters and PT CSEB retain the right to cancel the Indonesian Offering under centain circumstances
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pursuant to the Underwriting Agreement. The closing of the International Offering is conditional upon the
closing of the Indonesian Offering. In addition, the Joint Lead International Selling Agents are entitled to
terminate the International Coordination Agreement and Selling Agency and Managers Agreement in certain
circumstances.

Over-subscnpllon Optlon and Over-allotment Optlon

The Sel]mo Shareholder has oranted to PT ABN AMRO Asia Securmes Indonesaa as aoent for and on
* behalf of the Undenwriters and the International Selling Agents, an option (the “Over-subscription Option™),
-~ exegcisable in whole or in part, at any time and from time (o time; until the final allotment of the shares in the
~ Global Offering, expected to be December 12, 2003, to acquire up to an additional 19‘_4__411_{1 500 shares at the
* Offering Price, less any applicable underwriting fees and commissions.

In addition, the Selling Shareholder has granted to PT ABN AMRO Asia Securities Indonesia, as agent for
and on behalf of the Underwriters and the International Selling Agents, an option (the “Qver-allotment Op[ton")
exercisable in whole or in part, at any time and from time to time, until the date 30 days after our shares
commence trading on the JSX, to acquire up to an additional 194,444,500 shares at the Offering Price, less any
applicable underwriting fees and commissions. PT Danareksa Sekuritas, as agent for and on behalf of the
Underwriters and the International Selling Agents has the right to borrow up to 194,444,500 existing shares from
the Selling Shareholder to meet the delivery obligations of the Underwriters and the International Selling Agents
for over-allotment shares. Shares borrowed by PT Danareksa Sekuritas for this purpose must be redelivered to
the Selling Shareholder on or before the date which is 30 days from the commencement of trading of our shares
on the ISX.

Restrictions on the Disposition of Qur Shares

We have agreed that, for a period of six months following the effective date of the registration statement
with BAPEPAM, other than the conversion to capital of up to Rp.164.7 billion (US$19.9 million) of Government
project funds in exchange for 329.3 million new shares issued to the Government described under
“Capitalization”, we will not, and we will procure that none of our subsidiaries will, offer, sell, contract to sell,
pledge or otherwise dispose of (or enter into any transaction (including swap transactions)) which is designed to,
or might reasonably be expected to, result in the disposition (whether by actual disposition or effective economic
disposition due to cash settlement or otherwise) by us or any of our subsidiaries, directly or indirectly, of any of
our shares or any securities convertible into or exchangeable or exercisable for (including swap trarisactions) or
warrants or other rights to purchase our shares, or publicly disclose the intention to effect any such transaction,
without the prior written consent of the Joint Lead Managing Underwriters and the Joint Lead International
Selling Agents. The Selling Shareholder has agreed to a similar restriction for a period of six months following
the effective date of the registration statement with BAPEPAM. In addition to the consent of the Joint Lead
Managing Underwriters and the Joint Lead International Selling Agents, we and the Selling Shareholder may
require the consent of BAPEPAM before the applicable lock-up can be waived.

Stabilizing Transactions

In connection with the Global Offering, PT Danareksa Sekuritas (acting through one or more agents), as.
agent for and on behalf of the Joint Lead Managing Underwriters and the Joint Lead International Selling Agents
may purchase and sell shares in the open market, including in stabilizing transactions, Stabilizing transactions
consist of certain bids or purchases of shares made for the purpose of preventing or retarding a decline in the
market price thereof. PT Danareksa Sekuritas may also impose a penalty bid. Penalty bids permit PT Danareksa
Sekuritas to reclaim a selling concession from an Underwriter when, in making stabilizing purchases, it
repurchases shares originally sold by such Underwriter. Stabilizing transactions are not currently regulated in
Indonesia.

Registration of the Shares in KSEI

The shares have been registered into the depository facilities of KSEI in accordance with the Agreement for
the Registration of Shares into Central Deposit entered into between KSEI and us on November 10, 2003.

By registering the shares in KSEI, we will not issue individual share certificates to successful applicants, but
any shares allotted to an investor will be distributed electronically. In order to submit an application for shares,
each investor must hold a securities account with a securities comnpany or custodian bank which is a KSEI
Participant to manage and administer any shares allotted to it on the investor’s behalf.
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At the end of the Offering Period, the Joint Lead Managing Underwriters will undertake the allotment in the
manner set out above and report the allotment result to us and the Selling Shareholder. We will issue toKSEl a
confirmation of registration in our register of shares, in the name of KSEL; of the number of shares allotied as
part of the Global Offering. We will then instruct KSEI to credit the Joint Lead Managing Underwriters” and the
Joint Lead International Selling Agents’ securities accounts with KSEI to receive and hold the shares allotted to
the successful applicants. The Joint Lead Managing Underwriters will then instruct KSEI to distribute the
number of shares allotted to a successful applicant from their securities accounts to the securities account of the

relevant KSEI Participant.

As evidence of the allotment of the shares, the Joint Lead Managing Underwriters will deliver allotment
confirmation forms to the KSEI Participants, which must then be passed on to the relevant investor, in exchange
for a subscription receipt. Distribution of the allotment confirmation forms is expected to occur at the latest three
working days after the last day of the Offering Period. Each International Selling Agent will receive the allotment
confirmation forms on behalf of investors purchasing shares through it in the International Offering. Proof of
ownership of the shares will be in the form of a written confirmation letter from KSEI or the KSEI Participant

charged with managing the relevant investor’s shares.

The transfer of shares held with KSEI will be by way of electronic book-entry between securities accounts.
The shareholder holding our shares through KSEI will be entitled to withdraw its shares from central deposit and
receive a share certificate registered in its name. Only those shares which are registered in KSEL will be tradable

over the JSX or the SSX.

Article 60 of the Indonesian Capital Market Law provides that al rights attaching to shares held with KSEI,
including dividends, interest bonuses and other ownership entitlements on securities will be automatically
distributed by KSEI to a Beneficial Shareholder holding through the depository system via its KSEI Participant
who holds the shares on such Beneficial Shareholder’s behalf. The KSEI Participant is obliged to immediately
pass such rights and entitlements onto its customers. :

Prior to corporate action being taken by us, KSEI must provide details to us concerning the share
entitlements of all the Beneficial Shareholders on whose behalf shares are held. A KSEI Participant is obliged to
notify a Beneficial Shareholder of the exercise of any pre-emptive rights, delivery of annual reports and other
notices by us as well as notices of General Meetings of Shareholders. The Beneficial Shareholder, the KSEI
Participant it holds through, or its legal representative, has the right to be present and vote at our General

Meetings of Shareholders.

KSEI is obliged to give us details of the KSEI Participants holding shares on behalf of Beneficial
Shareholders either:

«  within one working day after the record date set for the purposes of assessing the identity of the
shareholders entitled to a dividend or other such rights autaching to shares which have been declared by

us; or
+  prior to the holding of our General Meeting of Shareholders; or

- at our request based on an instruction from an authorized person or agency to us in accordance with the
prevailing laws and regulations.

A Beneficial Sharcholder that wishes to obtain a share certificate may withdraw its shares from the
depository once all of those shares have been distributed to the securities account of its KSEI Participant. An
application for the withdrawal of shares must be forwarded to KSEI by the KSEI Participant, on behalf of the
Beneficial Shareholder, in a specified form. Collective share certificates in the name of the Beneficial '
Shareholder will be issued to KSEI for any shares that are withdrawn from KSEI no later than four business days
from the receipt of the withdrawal request by us from KSEI, unless KSEI rejects the withdrawal of shares based
on_written orders from BAPEPAM or certain other authorized pérSOiis if required for the purposes of civil or
criminal court proceedings. Only shares remaining in KSEL and which have not been pledged, foreclosed upon
based on a court order or seized for the purposes of criminal court investigation, can be traded on the JSX or the
SSX. Investors wishing to trade withdrawn shares on the JSX or the SSX must return them to KSEL The process
of depositing withdrawn shares can take up to five business days. -

137



Declaration of Inferest

The International Selling Agents and the Underwriters and cerain of their affiliates have engaged in, and
may in the future engage in, investment banking or financial consulting activities and other commercial dealings
in the ordinary course of business with us. They have received and expect to continue to receive customary fccs
and commissions for these transactions: — e o : :
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DISTRIBUTION AND SOLICITATION RESTRICTIONS

The distribution of this Offering Circular or any offering material and the offering, sale or delivery of our
shares is restricted by law in certain jurisdictions. Therefore, persons who may come into possession of this
Offering Circular or any offering material are advised to consult with their own legal advisors as to what
restrictions may be applicable to them and to observe such restrictions. This Offering Circular may not be used
for the purpose of an offer or invitation in any circumstances in which such offer or invitation is not authorized.

United States t')f America

Our shares have not been and will not be registered under the U.S. Securities Act, and may not be offered or
sold within the United States or to, or for the account or benefit of, U.S. persons (as defined in Regulation S)
except in certain transactions exempt from the registration requirements of the U.S. Securities Act. Terms used in
this paragraph have the meanings given to them in Regulation S. See “Transfer Restrictions”.

Each International Selling Agent has agreed that, except as permitted by the International Coordination
Agreement, it will not offer or sell our shares within the United States or to, or for the account or benefit of, U.S.

persons,
* as part of their distribution at any time; or

«  otherwise until 40 days after the later of the commencement of the Global Offering and the closing date
thereof,

and it will have sent to each dealer to which it sells, other than a sale pursuant to Rule 144A, during the
distribution compliance period a confirmation or other notice setting forth the restrictions on offers and sales of
our shares within the United States or to, or for the account or benefit of, U.S. persons, Terms used in this
paragraph have the meanings given to them by Regulation S. Resales of our shares are restricted as described
under “Transfer Restrictions”. :

Our shares are being offered and sold outside the United States to non-U.S. persons in reliance on
Regulation'$ and inside the United States only to qualified institutional buyers in reliance on Rule 144A. The
International Coordination Agreement provides that the International Selling Agents may, through their
respective United States broker-dealer affiliates, arrange for the offer and sale of our shares in the United States
only to qualified institutional buyers in reliance on Rule 144A. '

In addition, until 40 days after the commencement of the Global Offering, an offer or sale of our shares
within the United States by a dealer that is not participating in the Global Offering may violate the registration
requirements of the U.S. Securities Act if such offer or sale is made otherwise than in accordance with Rule

[44A.

United Kingdom

Each International Selling Agent has severally represented and agreed that (i) it has not offered or sold and,
prior to the date six months after the date of delivery of the shares offered in the Global Offering will not offer or
sell any shares offered in the Global Offering to persons in the United Kingdom except to persons whose
ordinary activities involve them in acquiring, holding, managing or disposing of investments (as principal or
agent) for the purposes of their businesses or otherwise in circumstances which have not resulted and will not
result in an offer to the public in the United Kingdom within the meaning of the Public Offers of Securities
Regulations 1995, (i) it has complied and will comply with all applicable provisions of the Financial Services
and Markets Act 2000 (the “FSMA”) with respect to anything done by it in relation to the shares offered in the
Global Offering in, from or otherwise involving the United Kingdom and (iii) it has only communicated or
caused to be communicated and will only communicate or cause to be communicated any invitation or e
induceniént to engage in investment activity (within the meaning of Section 21 of the FSMA) received by itin -
connection with the sale of any shares offered in the Global Offering in circumstances in which Section 21(1) of .
the FSMA does not apply to the Selling Shareholder. ' . T : o
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Hong Kong

Each International Selling Agent has represented and agreed that (i} it has not offered or sold and will not
offer or sell in Hong Kong, by means of any document, any shares other than to persons whose ordinary business
is to buy or sell shares or debentures, whether as principal or agent, or in circumstances which do not constitute
an offer to the public within the meaning of the Companies Ordinance (Cap. 32) of Hong Kong and (ii) it has not
issued and will not issue any advertisement, invitation or document relating to the shares, whether in Hong Kong
or elsewhere, which is directed at, or the contents of which are likely to be accessed or read by, the public in
Hong Kong (except if permitted to do so under the securities laws of Hong Kong) other than with respect to
shares which are or are intended to be disposed of only to persons outside Hong Kong or only to “professional
investors” within the meaning of the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules
made lhereunder

Singapore

This Offering Circular has not been and will not be registered as a prospectus with the Monetary Authority
of Singapore. Accordingly, this Offering Circular and any other document or material in connection with the
offer or sale, or invitation for subscription or purchase, of the shares have not been circulated or distributed and
may not be circulated or distributed, nor have the shares been offered or sold, or made the subject of an invitation
for subscription or purchase, nor may the shares be offered or sold, or be made the subject of an invitation for
subscription or purchase, whether directly or indirectly, to the public or any member of the public in Singapore
other than (i) to an institutional investor or other person specified in Section 274 of the Securities and Futures
Act, Chapter 289 of Singapore (the “SFA™), (ii) to a sophisticated investor, and in accordance with the
conditions, specified in Section 275 of the SFA or (iii) otherwise pursuant 1o, and in accordance with the
conditions of, any other applicable provision of the SFA.

Japan

Our shares have not been and will not be registered under the Securities and Exchange Law of Japan, and
each International Selling Agent has represented that it has not offered or sold, and has agreed that it will not
offer or sell, any of our shares, directly or indirectly in Japan or to, or for the account of, any resident of Japan
except (i} pursuant to an exemption from the registration requirements of the Securities and Exchange Law of
Japan and (ii) in compliance with any other applicable requirements of Japanese law,

Indonesia

This Offering Circular may only be distributed outside Indonesia to persons who are neither citizens of
Indonesia (wherever located) nor residents of Indonesia.

Germany

Under the International Coordination Agreement, each International Selling Agent has represented and
agreed that (i) this Offering Circular is not a Securities Selling Prospectus within the meaning of the German
Securitiés Prospectus Act of December 13, 1990 (as announced on September 9, 1998 and amended from time to
time) and has not been filed with and approved by the German Federal Financial Supervisory Authority
(Bundesanstalt fiir Finanzdienstleistungsaufsicht) or any other competent German authority under the relevant
laws; and (ii) it has not offered or sold and will not offer or sell any of the shares offered in the Global Offering
or distribute copies of this Offering Circular or any document relating to the shares offered in the Global
Offering, directly or indirectly, in Germany except to persons falling within the scope of paragraph 2 numbers 1,
2 and 3 of the German Securities Prospectus Act of December 13, 1990 (as announced on September 9, 1998 and
amended from time to time) and by doing so has not taken, and will not take, any steps which would constitute a
public offering of the shares offered in the Global Offering in Germany.

Italy

The Global Offering has not been registered with the Commissione Nazionale per le Societi e la Borsa
(“CONSOB™) pursuant to the applicable Italian securities legislation and, accordingly, each International Selling
Agent has represented and agreed that it shall not offer, sell or deliver any shares offered in the Global Offering,
or distribute copies of this Offering Circular or any other material relating to the shares offered in the Global
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Offering, in the Republic of ltaly, in a solicitation to the public, and that the shares offered in the Global Oftering

shall only be offered in the Republic of Italy (i) in circumstances which are exempted from the rules on

investment solicitation pursuant to Article 100 of Legislative Deciee no. 58 of February 24, 1998 and Article 33,
first paragraph, of CONSOB Regulation no. 11971 of May 14, 1999, as amended, or (ii) to an Italian resident

submitting an unsolicited offer to purchase the shares offered in the Global Offering and shall in any event be

effected in accordance with all relevant Italian securities, tax and exchange control and other appl:cable laws and
regulations.

Moreover and subject to the foregoing, each Selling Agent has represented and agreed that the Shares may
not be offered, sold or delivered and neither the Offering Circular nor any other material relating to the Shares
may be distributed or made available in the Republic of Italy unless such offer, sale or delivery of Shares or
distribution or availability of copies of the Offering Circular or any other material relating to the Shares in the
Republic of Italy is made by investment firms, banks or financial intermediaries permitted to conduct such
activities in Italy in accordance with Legislative Decree No 58 of 24 February 1998, Legislative Decree No 385
of September 1, 1993, the Regulation No 11522, the Regulation No 11971 and any other appllcable laws and
regulations,

No on-sale/offer of the shares offered in the Global Offering, or distribution of copies of this Offering
Circular or any other material relating to the shares offered in the Global Offering, in the Republic of Italy, by
any addressees of the shares offered in the Global Offering under (i) and/or (ii) above, is authorized or otherwise
consented by us or the International Selling Agent. Consequently, any on-sale/offer of the shares offered in the
Global Offering, or distribution of any Offering Circular or any other material relating to the shares offered in the
Global Offering, in the Republic of Italy, by any of such addressees would be made on their own initiative and at
their own exclusive responsibility, and must be made in compliance with the applicable securities provisions.

Australia

This Offering Circular does not constitute a disclosure document under Part 6D.2 of the Corporations Act
2001 of the Commonwealth of Australia (the “Australian Corporations Act™) and will not be lodged with the
Australian Securities and Investments Commission. Each International Selling Agent has represented and agreed
that the shares offered in the Global Offering will be offered to persons who receive offers in Australia only to
the extent that such offers of shares offered in the Global Offering for sale do not need disclosure to investors
under Part 6D.2 of the Australian Corporations Act. Any offer of the shares offered in the Global Offering
received in Australia is void to the extent that it needs disclosure to investors under the Australian Corporations
AclL. In particular, offers for sale of the shares offered in the Global Cffering will only be made in Australia in
reliance on various exemptions from such disclosure to investors provided by Section 708 of the Australian
Corporations Act. Any person to whom shares offered in the Global Offering are sold pursuant to an exemption
under Section 708 of the Australian Corporations Act must not, within 12 months after the sale, permit offers for
sale of those shares offered in the Global Offering to be received in Ausiralia unless that offer is itself made in
reliance on an exemption from disclosure provided by that section.

France

Each International Selling Agent has represented and agreed that, in connection with their initial distribution
(i) it has not offered or sold and will not offer or sell, directly or indirectly, any shares offered in the Global
Offering to the public in the Republic of France, and (ii) offers and sales of shares offered in the Global Offering
will be mgde in the Republic of France only to qualified investors as defined and in accordance with Articles
L.411-1 and L.411-2 of the French Code monétaire et financier and Decree No. 98-880 dated October 1, 1998

relating to offers to qualified investors.

In addition, neither this Offering Circular nor any offering material related to the shares offered in the
Global Offering has been distributed or caused to be distributed and will be distributed or caused to be distributed
in the Republic of France, other than to those investors to whom offers and salcs of the shares offered in the
Global Offering may be made as described above. "~

The Netherlands

Each International Selling Agent has represented and agreed that it has not offered, transferred, delivered or
sold and will not offer, transfer, deliver or sell any shares offered in the Global Offering in or from the
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Netherlands as part of their initial distribution or as part of any re-offering, and that it may not distribute the
shares offered in the Global Offering or any other document in respect of the offering in or from the Netherlands,
other than to individuals or legal entities, who or which trade or invest in securities in the conduct of their
profession or trade (which includes banks, investment banks, securities firms, insurance companies, pension
funds, other institutional investors and treasury departments and finance companies of large enterprises). -- -
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TRANSFER RESTRICTIONS

Because the following restrictions will apply to the offering of the shares, purchasers are advised to consult
their own legal counsel prior to making any offer, resale, pledge or transfer of the shares.

The shares have not been registered under the U.S. Securities Act and may not be offered or sold within the
United States or to, or for the account or benefit of, U.S. persons (as defined in Regulation S) except to {a)
qualified institutional buyers in reliance on the exemption from the registration requirements of the U.S.
Securities Act provided by Rule 144A and (b) persons in offshore transactions in reliance on Regulation S.

Rirle 144A

Each purchaser of shares within the United States pursuant to Rule 144A, by accepting delivery of this
Offering Circular, will be deemed to have represented, agreed and acknowledged that:

M

(2)

3

)

1t is (a) a qualified institutional buyer, (b) acquiring such shares for its own account or for the account
of a qualified institutional buyer and (c) aware, and each beneficial owner of such shares has been
advised, that the sale of such shares to it is being made in reliance on Rule 144A,

It understands that such shares have not been and will not be registered under the U.S. Securities Act
and may not be offered, sold, pledged or otherwise transferred except (a) in accordance with Rule
[44A to a person that it and any person acting on its behalf reasonably believe is a qualified
institutional buyer purchasing for its own account or for the account of a qualified institutional buyer,
(b} in an offshore transaction in accordance with Rule 903 or Rule 904 of Regulation S or (c) pursnant
to an exemption from registration under the Securities Act provided by Rule 144 thereunder (if
available), in each case in accordance with any applicable securities laws of any State of the United
States.

It understands that such shares (to the extent they are in certificated form), unless otherwise agreed by
us in accordance with applicable law, will bear a legend to the following effect:

“THESE SHARES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE U.S.
SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT") OR WITH ANY
SECURITIES REGULATORY AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF
THE UNITED STATES AND MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE
TRANSFERRED EXCEPT (1) IN ACCORDANCE WITH RULE 144A UNDER THE SECURITIES
ACT TO A PERSON THAT THE HOLDER AND ANY PERSON ACTING ON ITS BEHALF
REASONABLY BELIEVE IS A QUALIFIED INSTITUTIONAL BUYER WITHIN THE MEANING
OF RULE 144A PURCHASING FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF A
QUALIFIED INSTITUTIONAL BUYER, (2) IN AN OFFSHORE TRANSACTION IN
ACCORDANCE WITH RULE 903 OR RULE 904 OF REGULATION S UNDER THE SECURITIES
ACT OR (3) PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER THE
SECURITIES ACT PROVIDED BY RULE 144 THEREUNDER (IF AVAILABLE), IN EACH CASE
IN ACCORDANCE WITH ANY APPLICABLE SECURITIES LAWS OF ANY STATE OF THE
UNITED STATES. NO REPRESENTATION CAN BE MADE AS TO THE AVAILABILITY OF

"THE EXEMPTION PROVIDED BY RULE 144 UNDER THE SECURITIES ACT FOR RESALES

OF THESE SHARES. NOTWITHSTANDING ANYTHING TO THE CONTRARY IN THE
FOREGOING, THE SHARES MAY NOT BE DEPOSITED INTO ANY UNRESTRICTED
DEPOSITARY FACILITY IN RESPECT OF THE SI—IARES ESTABLISHED OR MAINTAINED BY

A DEPOSITARY BANK".

We, the Selling Shareholder, the International Selling Agents, the Underwriters and their affiliates, and
others will rely upon the truth and accuracy of the foregoing acknowledgments, representations and
agreements. If it is acquiring any shares for the account of one or more qualified institutional buyers, it
represents that it has sole investment discretion with respect to each such account and that it has full
power to make the foregomc acknowledgments, representations and agreements on behalf of each such

account

Prospective purchasers are hereby notified that sellers of the shares may be relying on the exemption
from the provisions of Section 5 of the Securities Act provided by Rule 144A.
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Regulation S
Each purchaser of shares outside the United States pursuant to Regulation S and each subsequent purchaser

of such shares in resales prior to the expiration of the distribution compliance period, by accepting delivery of
this Offering Circular and the shares, will be deemed to have represented, agreed and acknowledged that:

o)

It is, or at the time shares are purchased will bé, the beneﬁ‘cialr ownerofsuch sharesrréﬁaif;)"ii isnota
U.S. person and it is located outside the United States {within the meaning of Regulation §); (b) it is

- purchasing the shares in an offshore transaction pursuznt to Regulation'S, and (c) it is not an affiliate of

@)

3

General

ours or a person acting on behalf of such affiliate. ‘

It understands that such shares have not been and will not be registered under the U.S. Securities Act
and that, prior to the expiration of the distribution compliance period, it will not offer, sell, pledge or
otherwise transfer such shares except (a) in accordance with Rule [44A under the U.S. Securities Act
to a person that it and any person acting on its behalf reasonably believe is a qualified institutional
buyer purchasing for its own account or the account of a qualified institutional buyer or (b) in an
offshore transaction in accordance with Rule 903 or Rule 904 of Regulation S, in each case in
accordance with any applicable securities laws of any State of the United States.

We, the Selling Shareholder, the International Selling Agents, the Underwriters, their affiliates and
others will rely upon the truth and accuracy of the foregoing acknowledgements, representations and

agreements.

Each purchaser of the shares will be deemed to have represented and agreed that it is relying on this
Offering Circular and not on any other information or representation concerning us, the Selling Shareholder or
the shares and neither we nor any other person responsible for this Offering Circular or any part of it, nor the
International Selling Agents nor the Underwriters, will have any liability for any such other information or

representation.
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LEGAL MATTERS

Certain legal matters in connection with the Global Offering will be passed upon for us and the Selling
Shareholder by Linklaters, as to certain matters of U.S. Jaw, and by Lubis Ganie Surowidjojo as to certain
matters of Indonesian law, Certain legal matters in connection with the Global Offering will be passed upon for
the Joint Lead International Selling Agents by Milbank, Tweed, Hadley & McCloy LLP as to certain matters of
U.S. law and certain legal matters in connection with the Global Offering will be passed upon for the Joint Lead
International Selling Agents and the Joint Lead Managing Underwriters by Bahar & Partners as to certain matters
of Indonesian law. In rendering such opinions, Linklaters may rely with respect to certain matters of Indonesian
law upon the opinicn of Lubis Ganie Surowidjojo, and Milbank, Tweed, Hadley & McCloy LLP may rely with
respect to certain matters of Indonesian law upon the opinion of Bahar & Partners.

INDEPENDENT AUDITORS *
: -
Our consolidated financial statements as of December 31, 2002, 2001 and 2000 and for the yéars then ended
and as of June 30, 2003 and for the six months then ended, included in the Offering Circular, have been audited
by Prasetio, Sarwoko & Sandjaja, a member firm of Ernst & Young, independent public accountants, as stated in
their report appearing herein.

:Iv
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PRINCIPAL DIFFERENCES BETWEEN INDONESIAN GAAP AND U.S. GAAP

Our financial statemenis appearing elsewhere in this Offering Circular, are prepared and presented in
accordance with Indonesian GAAP, which differs in certain significant respects from U.S. GAAP. As required by
U.S. GAAP, such differences involve methods for measuring the amounts shown in the financial statements, as
well a§ addmonal dlsclosures whxch have not been descnbed

s
s e -
e e

Certam sxgmﬁcant d:fferences between Indonesmn GAAP and U.S. GAAP relevam to our ﬁnancml
statements are summanzed below. The summary should not be construed to be exhaustive. In ma}ung an
nvcstmcm decision, investors i'nilsl rely upon their own exammauon of us, the terms of the offe: ing and our
financial information. Potential investors shouid consult their own professional advisors for an undénétandmg of
the differences between Indonesian GAAP and U.S. GAAP and how these differences might affect the financial
information herein. Additionally, no attempt has been made to identify future differences between Indonesian
GAAP and U.S. GAAP as the result of prescribed changes in accounting standards and regulations. Regulatory
bodies that promulgate Indonesian GAAP and U.S. GAAP have significant projects on geing that could affect
future comparison such as this one. Finally, no attempt has been made to identify all future differences between
Indonesian GAAP and U.S. GAAP that may affect our financial statements as a resuft of transactions or events
that may occur in the future.

Inventories

Accounting for inventories write-down under Indonesian GAAP and U.S. GAAP is substantially the same.
The major difference is that under Indonesian GAAP, inventory provisions can be writien back and recognized as
a reduction in the amount of inventories recognized as an expense in the period in which the reversal occurs.
Under U.S. GAAP, a provision to write down inventories to market value cannot be reversed until the refated
inventory item is sold,

Revaluation of Property, Plant and Equipment

Under Indonesian GAAP, property, plant and equipment are stated at cost, with the exception for certain
assets that can be revalued in accordance with specific government regulations.

Under U.S. GAAP, property, plant and equipment are stated at cost less accumulated depreciation.
Revaluation of property, plant and equipment is not permitted.

Impairment of Long-Lived Assets and Long-Lived Assets to be Disposed of

Under Indonesian GAAP, asset values are reviewed for any impairment and possible write-down 1o fair
values whenever events or changes in circumstances indicate that their carrying value may not be fully
recovered. In addition, a subsequent increase in the recoverable amount of an asset carried at impaired cost is
written back when the circumstances that led to the loss cease to exist. The amount written back is reduced by the
amount that would have been recognized as depreciation had the impairment not occurred.

Under U.S. GAAP, and the provisions of FAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of” it is required that long-lived assets and certain identifiable
intangibles held and used by an entity be réviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. In assessing the recoverability, the entity
estimates the future cash flows under U.S. GAAP, un-discounted and without interest charges, expected to result
from the use of the asset and its eventual disposal, If the sum of such expected futyre cash flows is less than the
carrying amount of the asset, an impairment loss is recognized; otherwise no impairment adjustment is made.
FAS No. 121 also requires that long-lived assets to be disposed of be reported at the lower of carrying amount or
fair value less cost to sell.

In August 2001, the Financial Accounting Standards Board (“FASB™) issued FAS No. 144, “Accounting for
Impairment or Disposal of Long-Lived Assets”, which supersedes FAS No. 121. FAS No. [44 retains the
fundamental provisions of FAS No. 121 for recognition and measurement of the impairment of long-lived assets
to be held and used and measurement of long-lived assets to be disposed of by sale. Among other matters, FAS
No. 144 addresses certain implementation issues related to FAS No. 121.
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Landrights

In Indonesia, the title of land rests with the State under the Basic Agrarian Law No. 5 of 1960. Land use is
accomplished through landrights whereby the holder of the rights enjoys the full use of the land for a stated
period of time, subject to extensions. Landrights general ly are freely tradable and may be pledged as security
under borrowing agreements.

As permitted under Indonesian GAAP, the costs of acquired landrights (including incidental costs) are
capitalized. Indonesian GAAP also provides that the main acquisition costs of landrights are not subject to
amortization, except under certain defined conditions. On the other hand, the incidental costs incurred in
connection with the acquisition of the landrights or renewal or extension of the legal titles should be deferred and
presented separately from the main acquisition costs, and amortized over the period of the landuse rights or the
landrights estimated useful lives, whichever is shorter.

Under U.S. GAAP, such costs of acquired landrights (main acquisition costs and incidental costs) are
considered as an operating lease, where the amount paid for the lease is to be amortized over the lease period on

a straight-line basis.

Capitalization of Borrowing Costs

- Under Indonesian GAAP, borrowing costs consisting of interest, amortization of discount or premium,
amortization of the related costs to obtain the loans and foreign exchange differences on loans used to finance the
construction of major facilities, should be recognized as expense in the period incurred: An exception is allowed
for borrowing costs that are directly attributable to the acquisition, construction or production of qualifying assets
which are capitalized, provided certain criteria are met. Capitalization of these borrowing costs ceases when the
acquisition, construction or production activities are substantially complete and the assets are ready for their
intended use.

Under Indonesian GAAP, one of the criteria for capitalizing interest costs on qualifying assets is that the
interest should be attributable to the qualifying assets, U.S. GAAP does not specify that interest costs be
attributable to loans which are used to finance the construction of major facilities; therefore the capitalizable
interest includes interest costs incurred on general and specific borrowings.

Under Indonesian GAAP, where borrowed funds are attributable to assets, costs eligible for capitalization
are the actual costs less any income earned on the temporary investment of such borrowings.

Under U.S. GAAP, income earned on funds temporarily invested is not deducted in arriving at the amount
to be capitalized.

Under U.S. GAAP, foreign exchange gains and losses are directly credited or charged to current operations.

Defined Benefit Retirement Insurance Plan

Indonesian GAAP does not prescribe a specific actuarial valuation method to determine the benefit
obligations. Current service cost of a defined benefit plan is recognized as expense in the current period, while
past service costs, experience adjustments effects of changes in actuarial assumptions and effeéts of program
amendments with respect to existing employees are recognized as expense or income systematically over the
estirated average remaining working lives of the employees.

Under U.S. GAAP, contributions to defined benefit schemes are determined based on the value of the
retirement scheme assets and estimates of the effects of future events on the actuarial present value of accrued
pension obligations, and are determined on the basis of actuarial valuation using the projected unit credit method.
Actuarial gains and losses are amortized over the average remaining service period of active employees expected
1o recetve beneﬁts under the plan

Other Employee Beneﬁts

e :

Under IndonCSJan GAAP, there is no ‘'specific actuarial mcthod for the rccogmtlon of an cmployer s liability
for post-retirement health care benefits other than pension. These benefits are recognized as an estimated liability
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when there is a present obligation as a result of a past event, it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the

obligation amount.

Under U.S. GAAP, these benefits are accounted for over the estimated service period of the enterprise’s
employees based on actuarial assumptions which are similar to those provided by FAS No. 106, “Employer’s
Accounting for Post Retirement Benefits Other than Pensions”. '

T ) meecaze 2o P —

Defecred Taxation o T 7 o L
" Theaccounting for deferred taxes under Indonesian GAAP and U.S. GAAP are similar except as follows:

= Under Indonesian GAAP, deferred tax assets are only recognizéd if it is probable that future taxable
profits will be available against which the deferred tax assets can be utilized. The carrying amount is
reviewed perodically and reduced if appropriate.

= Under U.S. GAAP, the measurement of deferred tax assets is reduced, if necessary, by the amount of
any tax benefits that based on available evidence, are not expected to be realized. A valuation allowance
is provided if it is more likely than not that all or a portion of the deferred tax assets will not be realized.

Change in Accounting Policies

Under Indonesian GAAP, a change in accounting policy in connection with the adoption of an accounting
standard should be accounted for in accordance with the related specific transitional provisions. Otherwise,
Indonesian GAAP requires retrospective application by reflecting the prior period adjustment in the beginning
retained eamings balance with restatement of the comparative information, or prospective application
(cumnulative-effect method) when the prior period adjustment cannot be reasonably determined.

U.S. GAAP generally includes the effects of change in accounting policies in the current year’s income
statement and uses the cumulative-effect method.

Accounting for Guarantor

Under Indonesian GAAP, guarantees are considered as off balance sheet items.

U.S. GAAP requires that a liability be recorded in the guarantor’s balance sheet upon issuance of a
guarantee. In addition, U.S. GAAP requires disclosures about the guarantees that an entity has issued, including a
roll-forward of the entity’s product warranty liabilities.

Restructuring Transactions among Entities under Common Control

Under Indonesian GAAP, restructuring transactions among common control entities are accounted for
similar to a pooling-of-interests method where the net assets are transferred at book value. The difference
between the transfer price and book value of the net assets, equity or other ownership instrument transferred is
recorded under an account which is restructuring difference arising from restructuring transactions among
entities under common control, a component of stockholder’s equity.

Under U.S. GAAP, restructuring transactions among entities under common contro} are also accounted for
similar to a pooling-of-interests methad the same as in Indonesian GAAP, except that the resulting excess of the
outstanding shares of the combined entities at par or stated amounts over the total capital stock of the separate
combining entities is deducted first from the combined other contributed capital and the balance deducted from
the combined retained earnings.

.Reporting in Functional Currency

Indonesian GAAP allows a company to use another currency other than Rupiah as its reporting currency
provided the criteria on functional currency are met. The recording currency should be the same with the
reporting currency. The company’s beginning balances for accounting purposes are adjusted by remeasuring the
financial statement accounts as if the functional currency has been applied since the date the transaction
occurred. Consolidated financial statements are presented in the functional currency after considering the
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required functional currency criteria on the parent company and subsidiary. The subsidiary’s financial statements
are translated to the functional currency of the consolidated financial statements using the current rate method.

Under U.S. GAAP, a parent company whose functional currency is U.S. dollars where its subsidiary uses
another foreign currency, will consolidate its subsidiary’s financial statements by remeasuring such subsidiary’s
accounts to its functional currency, and thereafter translating them to the parent company’s functional currency
using the current rate method. The objective is to reflect in such consolidated financial statements the entities’.
financial statements as measured in their functional currencies. The remeasurement and translation processes in
the consolidation are basically the same under Indonesian GAAP and U.S. GAAP. However, U.S. GAAP
provides a more comprehensive standard as compared to that of Indonesian GAAP, which may result in
differences in their implementation,

Determining Whether the Arrangement Contains a Lease .

Under Indonesian GAAP, lease transactions are accounted for under the capital lease method when all the
required capitalization criteria under PSAK No. 30, “Accounting for Lease Transactions™ are met:

(a) the lessee has the option to purchase the leased asset at the end of the lease period at a price agreed at
the inception of the lease agreement;

(b) the sum of periodic lease payments made by the lessee, plus the residual value will cover the
- acquisition price of the leased capital goods and the related interest, which becomes the leasing
enterprise’s profit (full payout lease); and

{c) aminimum lease period of two years.

Otherwise, leases are accounted for under the operating lease method. Assets and obligations under capital
lease are recorded based on the present value of the lease payments at the beginning of the lease term plus
residual value (option price) to be paid at the end of the lease period.

Under U.S. GAAP, the criteria used to determine capital and operating leases as provided in FAS No. 13 are
different from those used in Indonesian GAAP. However, the application of capital lease requirements under
Indonesian GAAP and U.S. GAAP may not have any different effect on the balance sheet and income statement -
accounts provided the leases fulfill one or more of the criteria in FAS No. 13 of U.S. GAAP.

Under U.S. GAAP, an arrangement contains a lease that is within the scope of lease accounting if an
arrangement conveys the right to use property, plant, or equipment. An arrangement conveys the right to use
property, plant, or equipment if the arrangement conveys to the purchaser (lessee) the right to control the use of
the underlying property, plant, or equipment. The right to control the use of the underlying property, plant or
equipment is conveyed if the purchaser has the ability or right to do any one of the following:

(a) operate the property, plant, or equipment or direct others to operate the property, plant, or equipment in .
a manner it determines while obtaining or controlling the output or other utility of the property, plant,

or equipment;
(b) control physical access to the underlying property, plant, or equipment; or

(c) take substantially all of the output or other utility expected to be produced or generated by the property,
plant, or equipment for the term of the arrangement, unless both of the following conditions are met:

(i) the price that the purchaser will pay for the output is either fixed per unit of output or indexed to
market prices of the output; and

(ii) the arrangement requires the owner/seller to pay substantive damages, based on the then-current
market prices, to the purchaser if it fails to deliver, and the owner/seller is a substantive ent:ty
w1th lhe ﬁnancml ab111ty to fulﬁll us obhgatlons under the arrangement. - -

- Under Indonesian GAAP, contracts that contain certain lease and non-lease type arrangements are -
accounted for separately as either lease or purchase contracts depending on the conditions and criteria fulfilled.
U.S. GAAP provides for more specific requirements and conditions to be fulfilled to account for lease and non-
lease type arrangements which may result in different application from that under Indonesian GAAP. 2T
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Accounting for Embedded Derivatives

Indonesian GAAP on Accounting for Derivative Instruments and Hedging Activities under PSAK No. 55
was substantially adopted from U.S. FAS No. 133, whereby an embedded derivative instrument shall be
separated from the host contract and accounted for as a derivative instrument provided certain criteria are met.
Since Indonesian GAAP has not applied the subsequent amendments o FAS No. 133 and dérivalive transactions -

.generally do not fulfili the criteria for and quahfy as cffecuve hedgmg, the apphcanon of PSAK No. 55 may be..
dlffercnt from lhat of FAS No. [33. . REREERIOR

. U.S. GAAP réquires that in certain circumstances, embedded derivatives be bifurcated from the host
comnct and accounted for separately and treated in the same manner as freestanding derivatives in accordance
with FAS No. 33 “Accounting for Derivative Instruments and Hedging Activities”.

Minority Approval or Veto Rights

Under Indonesian GAAP, controf is presumed to exist although the minority owner has less than 50.0% of
the voting rights of an investee, if there is power over more than 50.0% of the voting rights of the investee based
on agreement, power to govern the financial and operating policies of the investee under a statute or agreement,
power to appoint or remove the majority of the members of management of the investee, and power to cast the
majority of votes at meetings of the board of directors of the investee. :

U.S. GAAP might require the use of the equity method of accounting for 2 majority owned investee if the
rights of the minority make it unclear if the majority owner actually has control.

Appropriations/Payments to Small Scale Business Enterprises and Cooperatives

Under Indonesian GAAP, appropriations/payments to small scale business enterprises and cooperatives are
accounted for as deduction from retained earnings (similar to cash dividends).

Under U.S. GAAP, such appropriations/payments may be treated as expense and charged directly to current
operations,

Classification of Government Project Funds

Under Indonesian GAAP, Government Project Funds may be classified as financial instruments based on
the substance of contractual arrangements on initial recognition. When the initial transfer of a financial
instrument contains the contractual obligation to transfer cash or its equivalents in the future, the instrument is
classified as a liability. When the holder of a financial instrument does not have the future financial claim to the
issuer but has a proportional claim to dividends or distributions based on equity, the instrument is classified as
equity. Financial instruments that contain no provision to enforce a financial claim when the enterprise is in
difficult times are classified as equity instruments.

Under U.S. GAAP, the Government Project Funds may not be classified as mezzanine equity. FAS No. 150
Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity requires liability
classification for two broad classes of freestanding financial instruments:

(1) ‘Instruments that represent, or are indexed to, an obligation to buy back the issuer’s shares, regardless
whether the instrument is settled on a net-cash or gross physical basis.

(2) Obligations that can be settled in shares but meet one of the following conditions, i.e., they derive their
value predominately from some other underlying, have a fixed value, or have a value to the
counterparty that moves in the opposite direction as the issuer’s shares.

Instruments that are indexed to and potentially settled in an issuer’s own shares that are not within the scope

of FAS No. 150 remain subject to other, existing guidance under U.S. GAAP and may be classified as liability,
mezzanine equity or equity based on certain characteristics of the financial instruments. '
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Revenue Recognition

Indonesian GAAP provides that when the outcome of a transaction involving the rendering of services can
be estimated reliably, revenue associated with the transaction should be recognized by reference to the
completion stage of the transaction at balance sheet date. The outcome of a transaction can be estimated reliably
when all the following conditions are met:

» the amount of revenue can be measured reliably;
= it is probable that the economic benefits associated with the transaction will flow to the company;
» the stage of completion of the transaction at the balance sheet date can be measured reliably; and

* the costs incurred for the transaction, and the costs to complete the transaction, can be measured
reliably,

]

Revenue is recognized only when it is probable that the economic benefits associated with the transaction
will flow to the company. However, when an uncertainty arises about the collectibility of an amount already
included in revenue, the uncollectible amount or the amount that is not probable of recovery, is recognized as an
expense, rather than as an adjustment of the amount of revenue originally recognized.

LS. GAAP on revenue recognition under SAB 101 provides that revenue generally is realized or realizable
and earned when all of the following criteria are met:

« Persuasive evidence of an arrangement exists,
*  Delivery has occurred or services have been rendered,
= The seller’s price to the buyer is fixed or determinable, and

+  Collectibility is assured.

Profit is deemed to be realized when a sale in the ordinary course of business is effected, unless the
circumstances are such that the collection of the sale price is not reasonably assured. Revenues should ordinarily
be accounted for at the time a transaction is completed, with appropriate provision for uncollectible accounts, and
the installment method of recognizing revenue is not acceptable.

Under U.S. GAAP, revenue from service transactions should be based on performance, because it
determines the extent to which the earnings process is complete or virtually complete. One of the following
methods should serve as guideline for recognition of revenue from service transaction, e.g., specific performance,
proportional performance, completed performance and collection method. The collection method should be used
when there is significant degree of uncertainty surrounding the collection of service revenue, where revenue
should not be recorded until the cash is collected.

Although the criteria for revenue recognition under Indonesian GAAP and U.S. GAAP are in substance
similar in certain respects, the application for accounting purposes may be different.

Depreciation

Indonesian GAAP provides that depreciation is the allocation of depreciable amount of an asset over its
estimated useful life. Depreciation for the accounting period is charged to income either directly or indirectly.
Depreciable amounts are allocated to each accounting period during the asset useful life by a variety of
systematic methods, Whichever method of depreciation is selected, it is necessary to be consistently applied,
irrespective of the profitability level of the company or taxation considerations, in order to provide comparability
of its results of operations from period to period. '

'U.S. GAAP requires that depreciation cost be spread over the expected useful life of the facility in such a
way as to allocate it as equitably as possible to the periods during which services arc obtained from the use of the
facility. Depreciation aims to distribute the cost or other basic value of tangible capital assets, less salvage if any,
over the estimated useful life of the unit, which may be a group of assets, in a systematic and rational manner.
Declining balance, a type of accelerated method of depreciation, is higher in the early years of asset’s useful life,
more appropriate if the asset depreciates more quickly or has greater production capacity in early years, and
where maintenance and repair costs increase as assels age.
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The use of declining balance of method under Indonesian GAAP is in some cases based on the depreciation
method required for tax reporting purposes. As such, the basis for selection of declining balance method under
Indonesian GAAP and U.S. GAAP may differ.

Cost Components of Property, Plant and Equipfnent

Under Indonesian GAAP, costs incurred to transfer an asset between entities in a common contrel group,
includinig import duties, transfer tax and non-refundable (non-creditable) input value'added faX, and any directly
attributable costs may be capitalized as property, plant and equipment costs. -

" Under U.S. GAAP, costs incurred to transfer an asset between enlities in a common control group as part of
a restructuring would be expensed as incurred. .

Bonds Issuance Costs

Under Indonesian GAAP, costs associated with the issuance of debt instruments are amortized over the term_
of the related debt using the straight line method and recognized as other charges. The unamortized balance is
presented as a reduction in the related amount of debt.

Under U.S. GAAP, debt issuance costs are classified as deferred charges and recognized as additional
interest expense over the term of the debt instrument under the effective interest method.
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bbl
bef

BOE

bscf
btu
cf
E-1

linepacked gas
LNG

LPG
Mbs
mcef
mmbbl
mmBOE

mmbtu

mmcfd

mmscf .

mmscfd

GLOSSARY OF TERMS
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Barrel Volume measurement. One Barrel = 159 liters
Billion Cubic Feet

Barrels of Oii Equivalents. Natural gas has been
converted to barrels of oil equivalents at the ratio of 6

mcf = 1BOE. The conversion rate is approximate
since the relation may vary

Billion Standard Cubic Feet

British Thermal Unit, a standard unit of measurement
for volume of natural gas, taking into account the
energy value of the natural gas

Cubic Feet Volume measurement. One Cubic Foot =
0.028m3 '

A European digital signal transmission measurement
equal to 2.048 mbs

Gas retained in pipelines to maintain pressure
Liquefied Natural Gas

Liquefied Petroleum Gas (a mixture of propane and
butane)

Megabits per second, a measurement of speed for
digital signal transmission expressed in millions of
bits per second

million cubic feet

Million bbl

Million Barrels of Qil Equivalent
Million British Thermal Unit

Million Cubic Feet Per Day. A measurement of gas
volume regardless of the temperature and pressure at
the point of measurement.

Million Standard Cubic Feet. A standardized
meastrement of gas volume adjusted to a defined
temperature and pressure to provide a standardized
measurement, roughly equivalent to 1,000 mmbtu.

Million Standard Cubic Feet Per Day. PGN typically
measures gas using standard cubic feet for gas
received from natural gas suppliers (at the delivery

_point} for distribution purposes as well as in most

cases for gas shipped via PGN’s transmission
networks. For distribution customers, gas used is
measured in cubic meters using a gas meter at the
customer receiving point,



mscf
mw

-natural gas

proved reserves

PSC
pst
tcf

throughput

tonnes

well head price

Thousand Standard Cubic Feet
Megawalts
Hydrocarbon gas

Represents those quantities of petroleum which, by

“analysis of geological and engineering data, can be’
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estimated with reasonable certainty to be
commercially recoverable, from a given date forward,
from known reservoirs and ufider current economic’
conditions, operating methods, and Government
regulations

Production Sharing Contract

Pounds per square inch, 14.5psi = one bar

Trillion cubic feet

The volume of natural gas carried by a network in a
particular period

Metric tonnes, 1,000 kilograms

The price of natural gas from a gas field, before
transportation costs
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This Report is Qriginally Issued in Indonesian Language.
Independent Auditors’ Report
Report No. RPC-1362/02

The Stockholders and the Board of Directors
PT Perusahaan Gas Negara (Persero)

We have audited the consolidated balance sheets of PT Perusahaan Gas Negara (Persero) (the Company)
~ and.Subsidiary as of fune 30, 2003 and December 31, 2001 and the related consolidaied statements of income,

. changes in stockholder’s equity and cash flows for the six months ended June 30, 2003 and the year ended
December 31, 2001. In order to comply with Article 64 of Capital Market Law No. 8 Year 1995 on the
‘submission of registration statement for Initial Public Offering, we have also audited the consolidated balance
sheets of PT Perusahaan Gas Negara (Persero) and Subsidiary as of December 31, 2002 and 2000 and the related
consolidated statements of income, changes in stockholder’s equity and cash flows for the years then ended.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits. We did not audit the financial statements of PT
Transportasi Gas Indonesia, a 59.75% owned Subsidiary, for the six months ended June 30, 2003 which
statements reflect total assets and revenue of 30% and 15%, respectively, of the consolidated totals assets and
revenues. Those financial statements were audited by other auditors whose unqualified report with explanatory
paragraphs on the restatement of the comparative prior year Rupiah balances to US Dollars and effects of the
economic condition, have been furnished to us, and our opinion, insofar as it relates to the amounts included for
the Subsidiary, is based solely on the report of the other auditors.

We conducted our audits in accordance with auditing standards established by the Indonesian Institute of
Accountants. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statements presentation. We believe that our audits and the report of the other auditors provide a
reasonable basis for our opinion.

In our opinion, based on our audits and the report of the other auditors, the consolidated financial statements
referred to above present fairly, in all material respects, the financial position of PT Perusahaan Gas Negara
(Persero} and Subsidiary as of June 30, 2003, December 31, 2002, 2001 and 2000, and the results of their
operations and their cash flows for the six months ended June 30, 2003 and the years ended December 31, 2002,
2001 and 2000 in conformity with generally accepted accounting principles in Indonesia.

As discussed in Note 36 to the consolidated financial statements, adjustments and reclassifications were
made to restate certain items in the previously issued consolidated financial statements.

Note 3¢ to the consolidated financial statements discusses the effects of the economic condition in Indonesia
on the Company and Subsidiary’s operations as well as the measures they have implemented or plan to
implement im response to the economic condition. It is uncertain how future economic and non-economic
developmenis in Indonesia will affect the Company and Subsidiary’s operations. Related effects will be reported
in the financal statements as they become known and can be estimated.

We have also previously issued Independent Auditor’s Report No. RPC-1308/02 dated October 22, 2003 on
the consolidated financial statements of the Company and Subsidiary for the six months ended June 30, 2003 and
the years ended December 31, 2002, 2001 and 2000. In order to comply with Article 64 of Capital Market Law
No. 8 Year 1995 on the submission of registration statement for Initial Public Offering, the Company reissued its
consolidated financial statements for the six months ended June 30, 2003 and for the years ended December 31,
2002, 2001 and 2000 with additional disclosures in the notes to the consolidated financial statements as discussed
in Note 37 to the consolidated financial statements.
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PRASETIO, SARWOKO & SANDJAJA

Indrajuwana Komala Widjaja
Public Accountant License No. 98.1.0511

November 28, 2003

The accompanying consolidated financial statements are not intended to present the financial position,
results of operations and cash flows in accordance with accounting principles and practices generally accepted in
countries and other jurisdictions other than in Indonesia. The standards, procedures and practices to audit such
financial statements are those generally accepted and applied in Indonesia.



These consolidared financial statements are originally isswed in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS '

ASSETS

CURRENT ASSETS
Cash and cash equivalents

Short-term investmenls —net ...
Trude receivables —aet........
Otherreceivables .............
Inventories—net .............
Advances ..o iiiiii i

Prepaid tax and cxpenses

Total Current ASsetS ...........

NON-CURRENT ASSETS

Deferred tax assets ............
Property. plant and equipment . ...

Carrying value

Accumulated depreciation ...
Netbook value .. ..., ...,

Estimated tax refunds ..........
Deferred charpes —net ..., ..,
Ohers oo

Total Non-Current Assets
TOTAL ASSETS

June 30, 2003 And December 31, 2002, 2001 And 2000
(Expressed in Rupiah) N

December 31,
e e et D e e e 200202000 . 2000%
As Restated As Restated As Restated
Notes, June 30, 2003 (see Note 36) (see Note 36) - (see Note 36)

Zc, 2p, 3,32 287.030,201,275 792,309,662,022 §10,490,576,309 721,190,165.328
2d, 2p. 4. 3! 22,350,000.000 123,235.346.660 238.550,000,000 —
2e,2p,5.31.32 447,103,273.856 389.115.477.933 394,526,022,584 363,821,933,955
2p.6.32 382.683.841,932 184,272.072,391 6.509,280,690 3,277,855.,676
28,7  42.781,166.64] - 43.868.075.061 52,483,794,812 46,823,310,231
8.30.32,35 84,227,957,045 85,433,887,699 71.937.483.167 56,989,243,458
29,9 190,201.978,642 189.586,528.995 1,748,181,040 1,463,400,937
1,456,378,419,39t  1,807,821,050,761  1,576,245,338,602  1,193,565,909,585

2q. 10,26 — — 3,280,396,545 —

2h, 2Kk, 10, 26, o

30,31 5207352972998 4,406,321,288.400 2,905,268,787,508 2,686,519,337,385
(545,054,164,922) (458,888,566,567) (257,437,095,154)  (627,735,435.605)

4,662,298 808.076 3.947,432.72‘] 833 2,647,831,692,354 2,058,783.901,780

2q. 26 3,437,015.680 11,282,713,423 75,772,594 464 67,856,112,627

h, 2i [.821,980,961 1,400,262,201 9,425,142,014 11,023,536,198

26,27 476,333.153 2,151,641.881 1,620,224,893 3.078,385,523
4,668.034,137,870  3,962,267,339.338  2,737,930.050,270  2,140,741,936,128
6,124,412,557,261  5,770,088,390,099 4,314,175,388,872  3,334,307,845,713

* The 2001 and 2000 financial statements are those of the Company only since the Subsidiary was established in February 2002.

The accompanying Notes form an integral part of these consolidated financial statements.
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These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NECARA (PERSERO) AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS (continued)

LIABILITIES AND
STOCKHOLDER’S

EQUITY

CURRENT LIAB
Trude payables ..
Other payables ..
Accrued expenses

Taxes payable

ILITIES

Current maturities of long-

term loans

Total Current Liabilities ... ..

NON-CURRENT
LIABILITIES

Deferred tax lability — net ..
Long-term loans — act of

current maturitie
Due to a Stockhold
Subsidiary

Total Non-Currem
Liabilities

S i
er of the

MINORITY INTEREST IN
EQUITY OF THE

SUBSIDIARY

GOVERNMENT
FUNDS

PROJECT

STOCKHOLDER’S

EQUITY

Capital stock — Rp 1,000,000
pur value per share
Authorized — 300,000

shares

Subscribed and fully paid

~ 200,000

Other paid-in capital

shares .. ..

Unrealized gain from increase
in market value of securities

held available for sale

Revaluation increment of
property, plant and

equipment

Difference in foreign currency

translation

Difference arising from

transactions resu

Iting in

changes in the equity of a

Subsidiary
Retained carnings
Appropriated |

Unappropriated

Total Stockholder’s Equity . ..

TOTAL LIABILITIES AND
STOCKHOLDER'S

Notes

* June 30, 2003 And December 31, 2002, 2001 And 2000

2p. 11,30, 32
2p. 12, 19,30, 32
2p, 13, 15, 16,
30,32

2q. 14,26

2j, 2k, 2p, 15,
30,32

2q. 10, 26
2j, 2k. 2p, 15, 30, 32

2f, 16, 30,32

2b

2117

18
2L 17

2d.4
2h, 10, 26

2b

2m
19,29

781,288.206,782

40,713.543,419
103,481,956,483

229.871,888.179

440,093,597,987

41.002,367.426
269.069,614.915

183,513,189.401

33.491,534,225

31.573,608,719
117.677,352.322

206.259.050.664

(Expressed in Rupizah)
December 31,
2002 2001* 2000+
As Restated As Restated As Restated
June 30, 2003 (see Note 36) {see Note 36) {sce Note 36)
252,704,733,122 266.616,834,410 243,483,557.293 215,855.298.03%

12.790,352,022

41,700,212.933
20.972,200,890

207,833,836,3%4

1.408,060,327,985

,200,295,604,139

632,485,103.223

499,151.900,278

8.320,093,872

2,189,410.549,701

8.464,110,583

772.604,120,768

2,221,017,982,621

50,722,601.028

2,234,730,798.934

220,768,754.570 177,430,392,000 —_ —
2.418499.398,143  1.958.498,623,351 2.211.017.982.621  2,285,453,399,962
213,194,968.987 334.527,648,467 — —
36,909,740,265 28.471,652.838 46.122,408.000 79.390,719.194
200,000,000,000 200,600.000.000 200,000.000.000 200,000,000.000
57,466.640,246 57.466,640,246 - - 39.815.885.104 256,480,000
2,350,000,000 1.125,000,000 ¢ 150,000,000 —
556,739,745.849 556,739,745,849 | 690.842,811.854 —

(113,060,662,245)

(76,427,556,735)

1,054,034,265,168

382,961,584,963

232.325.856.838

281,386,977.553

366,645.680,618 1,050,001,800,226 251415341232 (11,331,631.274)
2,047,748,121,88]1 2.248,294,861,284 1414549895028  470,311,826,279
6,124,412,557,261  5,770,088,390,099 4,314,175,388,872  3,334,307,845,713

* The 2001 and 2000 financial statements are those of the Company only since the subsidiar)'r was established in February 2002,
The accompanying Notes form an integral part of these consolidated financial statements.
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These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY

_ CONSOLIDATED STATEMENTS OF INCOME

Six Months Ended June 30, 2003 And Years Ended December 31, 2002, 2001 And 2000 K
(Expressed in Rupiah)

REVENUES . .....
COST OF REVENUES

GROSS PROFIT

OPERATING EXPENSES. ...

Distribution and
transportation

Genetul and administrative .....

Marketing

Total Operating Expenses . .....

INCOME FROM
OPERATIONS

OTHER CHARGES

(INCOME)

Interestexpense .. ..

Loss (gain) on foreign exchange

Other Charges (Income) —

Net....oooonann

INCOME BEFORE TAX
EXPENSE (BENEFIT) .....

TAX EXPENSE
(BENEFIT)

Current

Deferred

Tax Expense — Net
INCOME BEFORE

MINORITY INTEREST ...

MINQRITY INTEREST
NET INCOME ...

EARNINGS PER SHARE ....

) 2002 2001% 2000+
{One Year) (One Year) {One Year)
2003 As Restated As Restated As Restated
Notes (Six Months) (sce Note 36)  (see Note 36) (see Note 36)
" an,2r, 20 1.728.770.482.812 3151811664964 2.7R0.268.935.644  2.181.788.046.458
M. 2r 2] 952359428567 1.747.430.476000 1.601A417.I87.503 1.110.669.488.373

2k, 15,16,23

2p, 24, 32
2, 24,3, 4
14,25.26

2q, 26

2b

2s

776.411,054,245

1,404,381,188,964

[,178.851.747.841

1.071.118.558.085

182,052,942,768  401,313,609,888  312.539,532,730 299:5'58. 175319
87,327,018,187 174,195,543,599  127.308.319.766:  160.156.389.132
6,882,548,884 14,938.236.660 14,223.940.362 14.000.139.639
276,262,509,830  590.447,390,147  454,071.792.858 473754704090
500.148,544,406  813,933,798.817 724779954983  597.363.853.995
47,589,297,796 117.458,326,751 218291494771 125.076.957.920
(118,068.257,464) (159.459.495.425)  132,788.205.512  475.666.573.399
(5.454,325,150) (27965775581} (51971.025425) (30.207.637.177)
(5,309,278.391)  (806,427.811,3212) (8.051,229,434) (1.681.860.526)

(81.242,563,209)

201057445424

568.854.033.816

581,391,107,615

(876,394,755,577)

433.722,509.559

28.309.820.179

1,690,328,554,394

23.201.5399.600

153.019,940,200  553,155,017.800  126.361,074,200
(143.137,264) 11,744,507.128 (5.241,993,069) (1.309.650.030)
152,876.802,936  564.899.524,928 121.119.081.13 21.891.929.570
428.514,304.679 1,125.429,029.466  312.603.428.428 6.617.870.60%
{6.314,196,082) {9.714,634.347T) —_ -—
422,200,168,597 1,115,714,395,119  312,603,428,428 6.617.870.609
2,111,601 5,578,572 1,563,317 33.089

* The 2001 and 2000 financial statements are those of the Company only since the Subsidiary was established in February 2002.

The accompanying Notes form an integral part of these consolidated financial statements.
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These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Six Months Ended June 30, 2003 And Years Ended December 31, 2002, 2001 and 2000

(Expressed in Rupiah)

2001% 2000+

2002
{One Year) (One Year) {One Year)
2003 As Restated As Restated As Restated
Notes (Six Months) (see Note 36) (see Note 36) (sce Note 36)

CASH FLOWS FROM OPERATING
ACTIVITIES
Receipts from customers ..........
Payments to suppliers .......:....
Payments for income taxes — net of

1,623.955,322,809 3,055910,730,280 2.657.778.408,262 2.022,314,070.652
(901,938.052,150} (1,641,250,699,095) (1.447,207,622,545) (1,019,346.974.093}

tax restitution . .. ...t (310,334,695.443) (286,258,515,811)y (141,108,357.153) (127.731,037,74()
Paymenis for operating expenses and * -
other operating activities ........ (106,235,402,329) (166,632,264,075) (141,747,028,124)  (99,523.633,793)
Payments for interest expense . ..... (53,668,904,257) (i23,871.697,498) (217,167,283,362) (124,571.628.758)
Payments to employees ........... (29,680,228.478) (110.628,415,697) (50,795903,302)  (71.506.729.898)
Payments — othertaxes .......... (12,003,721,844) (448,766,911,977)  (5,102,817,132)  (11,347.627.410)
Receipts from interest income . . . ... 7.206,066,279 36,052,936,953 62,376,655.824 33.992,067.139
Net Cash Provided by Operating
ACUVILIES oo vnr it aie i cci i 217.300,384,587  314,555,163,080  677,026,052,468  602,278.506.089
CASH FLOWS FROM INVESTING
ACTIVITIES
Proceeds from time deposits ....... 101,002,751,508  200,339,653,340 42,136,800,000 407,161,777

Additions to property, plant and

equipment ................... (1,267,286,320,599) (1,221.403,776,133)  (83,621,795,337)  (54.695.882,157)
Increase in deferred charges ....... (7,914,200) (196,242.317) (77,639,801) (272,235482)
Proceeds from sale of investment . .. — 1,0603,596,500,000 — —
[ncrease in time deposits .......... — (84,050,000,000) (260,240,550,000) —
Additional short-tern investment ... 4 —_ — (20,000,000.000) —
Proceeds from sales of property .... — — 764,557,126 528.685,372
Net Cash Used in Investing Activities ... (1,166.291,483,291) (101,713,865,110) (321,038,628,012)  (54,032,270.490)
CASH FLOWS FROM FINANCING
ACTIVITIES :
Proceeds from ioan borrowings .. .. 598,352,445042  209,898,532,166 — 1,233,826,720
Payments of loans ......vvvennn (100,871,086,164) (186,096,634,959) (229,372.426,087) (213,155.840,088)
Payments to:
Small business enterprises and
cooperatives and comimunity
development ............. 19 (9.000,000,000) {7.928,195,000) (1,495693.678)  (12,008.826.817)
Dividends ................. 19 —  (158,563,923,000) (97,421,882,960) (200,147,113.610)
[nvestments from subsidiary’s
shareholders . ..........oo0 0t — 25,000,000 — —
Net Cash Provided by (Used in) Financing
Activities ... o oo 488,481,358,878  (142,665,220,793} {328,290,002,725) (424,077,953,795}
NET INCREASE (DECREASE}) IN
CASH AND CASH
EQUIVALENTS .............cv0. (460,509,739,826)  70,176,077,177 27,697,421,731 124,168,281,804
Effect of foreign exchange rate changes .
on cash and cash equivalents ... ...... (44,769,720,921)  (88,356,991,464)  61,602,989,250 99,744.476,371

CASH AND CASH EQUIVALENTS

AT BEGINNING OF PERIOD ..... 792,300,662,022  810,490,576,300  721,190,165328  497.277.407,153
CASH AND CASH EQUIVALENTS '_ T '
ATEND OF PERIOD ............. 287,030,201,275  792,309,662,022  810490,576309  721,190,165,328

* The 2001 and 2000 financial statements are those of the Company only since the Subsidiary was established in February 2002.

The accompanying Notes form an integral part of these consolidated financial statements.
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These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

Six Months Ended June 30, 2003 And Years Ended December 31, 2002, 2001 and 2000

’ (Expressed in Rupiah) o

2002 2001% 2000*
(One Year) (One Year) (One Year)
- - 2003 - - As Restated As Restated As Restated
Notes (Six Months) (see Note 36) {see Note 36) {sce Note 36)
SUPPLEMENTAL CASH FLOW ' ' )
INFORMATION
Non-cash activities:
Unrealized gain from increase in market value
of securities held available forsale ......... 4 1,225,000,000 975,000,000 150.000.000 —
Revaluation increment of property, plant an
equipment —netof tax ... ..ol PR 10 —  (134,103,066,005) 642.081.807.350 —
Reclassification of construction in progress {0 .
machinery and equipment . ...vaviaiian . 2h, 10 4641338,027 457,731.963.445  52.061,999.085  56,456,224,655
Capitalization of bormowing costs ............ 2k, 10 25,317,235,363 — 1,016,845,189 34864578815
Deferred income tax effect on the revaluation of
property, plant and equipment .. ........ ... 26 — —  48.761.004,504 —
Government project funds converted to other
paidincapital ..... ..ot 17 — 17,650,755,142  39,559.405,104 -—
Appropriation for general reserve and
INVESIMENITESEIVE L. ..ot iaiiirenns 19  671.072,680.205  150,635,728,125 038.879,285  160.333.772.869
Difference arising from transactions resulting in
changes in the equity of a Subsidiary ....... 2m  (76,427,556,755) — — —
Difference in foreign cumency translation ..... 2b  {113,060,662,245) — — —

*

The 200! and 2000 financial statements are those of the Company only since the Subsidiary was established in February 2002.

The accompanving Notes form an integral part of these consolidated financial statements.
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These consolidated financial statements are oviginally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2003 And December 31, 2002, 2001 and 2600
{(Expressed in Rupiah Unless Otherwise Stated)

1. GENERAL
a.  The Company’s Establishment

PT Perusahaan Gas Negara (Persero) (the “Company™) originated from a private Dutch company
named Firma L. J. N. Eindhoven & Co. Gravenhage, which was established in 1859. Subsequently. the
entity was named NV. Netherland Indische Gaz Maatschapij (NV.NIGM). when the Dutch
Government took control in 1950. In 1958, when the Government of the Republic of Indonesia took
aver the entity, the name was changed to Badan Pengambil Alih Perusahaan — Pcrusa'hglan Listrik dan
Gas (BP3LG), then later became BPU — PLN in 1961. On May 13, 1963, based on Government
Regulation No. 19/1965, the entity was established as a state company ("Perusahaan Negara™) and
became known as Perusahaan Negara Gas (PN, Gas). Based on Government Regulation No. 27 in
1984, PN. Gas was converied into a public service enterprise (“Perum™) under the name of Perusahaan
Umum Gas Negara. Afterwards, the status of the Company was changed from that of a public service
enterprise (“Perum™) to that of a state-owned limited liability company (“Persero™) and has since been
known as PT Perusahaan Gas Negara (Persero) based on Government Regulation No. 37 year 1994 and
the Deed of Establishment No. 486 dated May 30, 1996 as notarized by Adam Kasdarmaiji, S.H. The
Company’s Articles of Association were last amended by Notarial Deed No. 1 of Supamijoto, S.H.,
dated November 9, 1999 to comply with the Limited Liability Company Law No. 1/995. The
amendments were approved by the Ministry of Justice of the Republic of Indonesia in its Decision
Letter No. C-19905 HT.01.04 Th.99 dated December 10, 1999 and were published in the Supplement
No. 21 of the State Gazette No. 1326 dated March 14, 2000.

As stated in Article 3 of the Company’s Articles of Association and in the Government Regulation No.
37 Year 1994, the Company’s purpose is to implement and support the Government’s economic and
national development programs, particularly in developing uses of natural gas for the benefit of the
public as well as in the supply of a sufficient volume and quality of gas for public consumption. To
achieve these objectives. the Company is to carry out planning, construction and development of
transmission lines, and distribution of natural gas in accordance with policies set out by the .
Government; planning. construction and development of transmission and distribution of processed
gas; or other businesses which support the foregoing activities in accordance with prevailing iaws and
regulations. Currently, the Company’s principal business is the distribution and transmission of natural
aas to industrial, commercial and household users.

The Company’s head office is located at J1. K. H. Zainul Arifin No. 20, Jakarta. [ts branches are
located in Medan, Jakarta {(including Bandung and Palembang), Bogor, Cirebon, Surabaya (including
Makassar and Semarang) and Jambi (Central Sumatra Transmission Unit — CSTU). In 2002, the
Jambi branch was divested to become PT Transportasi Gas Indonesia (Transgasindo), the Company’s
only subsidiary (see 1.b.). The Company started its commercial operations in 1859.

In 2002, the Company and Subsidiary commenced construction of a gas transmission pipeline project
from Grissik, Sumatra to Singapore. The project is expected to be able to transport gas with the
capacity of 350 mmscfd (unaudited) and started initial commercial operations in September 2003.

b. Subsidiary _ ‘
On February 1, 2002, the Company established Transgasindo, the Subsidiary, whose main business is
the gas transmission activities previously handled by the Company’s Jambi branch which started its

_ commercial operations in October 1998. Transgasindo started to operate these facilities on March 9,

2002, the date of the Agreement on Transfer of Assets. The percentage of ownershlp of the Company
and total asscts of the SubSIdlary are as follows: .

< === June 30, 2003 December 31, 2002

Ownership percentége .............. 59.75% 59.75%
Total 88818 .« v v i i iiiii e Rp.2,745,661,054.675 Rp.2,976,375,045,977
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These consolidated financial statements are originallv issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
: June 30, 2003 And December 31, 2002, 2001 and 2000
(Expressed in Rupiah Unless Otherwise Stated)

1. GENERAL (continued)
- ©. Board of Commissioners, Directors and Employees

As of June 30, 2003, the members of the Company’s boards of commissioners and directors are as

follows:
Board of Commissionets
Ir. Endro Utomo Notodisuryo - Chairman of the Board of Commissioners
Drs. Djoko Darmono ' - Commissioner
Ir. Pudja Sunasa - Commissioner
DR. Sumarno Surono - Commissioner
DR. Ir. Sahala Lumban Gaol - Commissioner

- Board of Directors

Chairman of the Board of Directors
Director of Finance

Director of Development

Director of Operations

Director of General Affairs

Drs. W. M. P. Simandjuntak
Drs. Djoko Pramono. MBA
Ir. Adil Abas Reksoatmodjo
Ir. Nursubagjo Prijono. M.Sc.
Drs. Sutikno, M.Si

The remuneration expense for members of the Boards of Directors of the Company and Subsidiary for
the six months ended June 30, 2003 and the years ended December 31, 2002, 2001 and 2000 amounted
to Rp 5,600,093,734, Rp 6,116,914,647, Rp 3,622,538,700 and Rp 1,649,000,000, respectively. The
remuneration expense for members of the Boards of Commissioners of the Company and Subsidiary
for the six months ended June 30, 2003 and the years ended December 31, 2002, 2001 and 2000
amounted to Rp 1.048.773.825, Rp 2,458,965,994, Rp 693,086,000 and Rp 325,920,000, respectively.

As of June 30, 2003. December 31, 2002, 2001 and 2000, the Company and Subsidiary have a total of
1,110 employees. 1.087 employees, 1,098 employees and 1,107 employees, respectively (unaudited).

2. SUMMARY OF SiGI\‘IFICANT ACCOUNTING POLICIES
a. Basis of Consolidated Financial Statements

The consolidated financial statements have been prepared in accordance with generally accepled
accounting principles and practices in Indonesia, which include Statements of Financial Accounting
Standards (“PSAK™ and Capital Market Supervisory Agency rules for trading companies who offer
shares to the public.

The consolidated financial statements have been prepared using the accrual basis, except for statements
of cash flows and using the historical cost basis of accounting, except for marketable securities which
are stated at market, inventories which are valued at the [ower of cost or net realizable value and in
2001, property, plant and equipment of the Central Sumatra Transmission Unit (CSTU), which are
stated at revalued amounts.

The consolidated statements of cash flows present cash receipts and payments classified into operating,
investing and financing activities. Cash flows from operating activities are presented using the direct
method,

The reporting currency used in the preparation of the consolidated financial statements is Indonesian
Rupiah. Effective January 1, 2003, Transgasindo, the Subsidiary, changed its reporting currency from
the Rupiah to the U.S. doilar, its functional currency (see 2.b. below). The change was approved by the
Directorate General of Taxation, Ministry of Finance of the Republic of Indonesia in its decision letter
No. KEP-401/PJ.42/2002 dated September 16, 2002.
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSQLIDATED FINANCIAL STATEMENTS—{Continued)
June 30, 2003 And December 31, 2602, 2001 and 200{
{Expressed in Rupiah Unless Otherwise Stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

"

b.  Principles of Consolidation

The consolidated financial statements include the accounts of the Company and Transgasindo. the
Subsidiary which is directly owned with an ownership percentage of more than 50%. as described in

Note 1.b.

As of June 30, 2003, for consolidation purposes, the financial statements of Transgasindo are translated
into Rupiah using the following exchange rates:

Account - Exchange Rate

Assets and Liabilities Middle exchange rate of Bank Indonesia at balance sheet date
Stockholders® Equity | Historical rates of Bank Indonesia

Revenue and expenses Weighted-average rate of Bank Indonesia during the period

The difference arising from the translation of Subsidiary’s financial statements into Rupiah is presented
as “Difference In Foreign Currency Translation™ in the stockholder’s equity section of the consolidated
balance sheets.

The interest of the minority shareholders in the net assets of the Subsidiary is presented as “Minority
Interest in Equity of The Subsidiary” in the consolidated balance sheets.

All significant intercompany accounts and transactions have been eliminated.

¢. Cash Equivalents

Time deposits with maturity period of three months or less at the time of placement and not pledged as
collateral to secure loans are considered as Cash Equivalents.

d. Short-term Investinents

1. - Time deposits with maturity period of three months or less at the time of placement and pledged
as collateral to secure loans or which are restricted in use and time deposits with maturity period
of more than three months or more at the time of placement are presented as short-term
investments. Time deposits are presented at their nominal value.

2. . Investments in securities where fair values are available can be in the form of debt securities and
equity securities, and are classified into the following categories:

"a. Trading securities

“Included in this category are securities purchased and held for resale in the near future. which
category is usually characterized by a very high frequency of purchases and sales. These
securities are owned with the objective of obtaining profit from short-term price differences.
Investments in securities under this category are presented at their fair value. The difference
between the carrying value and the fair value is charged or credited to current operations.

b. Held to maturity

Investments in debt securities where the intention is to hold the securities until their
maturities aré presented at their acquisition cost after amortization of premiums or discounts.
. c ~ Aviilable forsaic e | ‘e e .
- Investments in securities which are not classified under either trading or held to maturity
" categories are classified under the available for sale category and presented at their fair value. =
The difference between the carrying value and the fair value is presented as “Unrealized Gain
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PT PERUSAHAAN GAS NEGARA (PERSERQ) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
June 30,2003 And December 31, 2002, 2001 and 2000
(Expressed in Rupiah Unless Otherwise Stated)

2. SUMMARY OF SIGNIF[CANT ACCOUNTING POLICIES (continued)
od.  Short-term Investmenis (continued)

from Increase in Market Value of Securities Held Available for Sale” under the stockholder’s
equity section in the consolidated balance sheets.

e. ‘Allowance for Doubtful Accounts

The Company provides an allowance for doubtful accounts based on the periodic review of the status
of the individual receivable accounts. A full allowance (100% of outstanding balance) is provided for
customer receivables when the gas meter is completely closed and a partial allowance (50% of
outstanding balance) is provided for customer receivables when the gas meter is stopped.

The Subsidiary’s allowance for doubtful accounts is estimated based on the review of collectibility of
accounts receivable balance.

The Company and Subsidiary’s accounts receivable are written-off in the period in which those
receivables are determined to be uncollectible.

f. Transactions with Related Parties

The Company and Subsidiary have transactions with certain parties who have related party
relationships as defined under PSAK No. 7, “Related Party Disclosures™.

All significant transactions with related parties, whether or not consummated under the same terms and
conditions as those with non-related parties, are disclosed in the notes to the consolidated financial
statements. The Company’s transactions with State-Owned Companies/Regional-Owned Companies,
which were conducted in the normal course of operations, are not disclosed as transactions with related
parties.

g. Inventories

Inventories are stated at the lower of cost or net realizable value. Cost is determined using the
weighted-average method. An allowance for obsolete inventories is provided based on the periodic
review of the condition of the inventories.

h. . Property, Plant and Equipment

" Property, plant and equipment, except fandrights and equipment on stand-by basis which are stated at
cost and not amortized or depreciated, are stated at cost or at revalued amounts (revalued in accordance
with government regulation), less accumulated depreciation. Depreciation is computed using the
straight-line method for buildings and improvements, and the double-declining balance method for all
other property and equipment over the estimated useful lives of the assets as follows:

Years Rate
Buildings and improvements . ... ... ... i 20 5.0%
Machinery and equipment . ........coo it e 16 12.5%
Vehicles .. o e . 4-8 25.0% - 50.0%
Office equipment .. ... ..o it 4-8 25.0% - 50.0%
Furniture and fixtures ......... ... ... ... e 4-8 25.0% - 50.0%

Landrights are stated at cost and not amortized. Specific costs associated with the acquisition or
renewal of land titles are deferred and are being amortized over the legal term or the economic life of
the land, whichever is shorter. These costs are presented as part of “Deferred Charges” in the
consolidated balance sheets.
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PT PERUSAHAAN GAS NEGARA (PERSERQ) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
June 36, 2003 And December 31, 2002, 2001 and 2000 '
{Expressed in Rupiah Unless Otherwise Stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cortinued)

-

h.

i

J

L

m.

Property, Plant and Equipment (continued)

Construction in progress is presented under Property. Plant and Equipment and is stated at cost. The
accumulated cost of the assets constructed is transferred to the appropriate property, plant and equipment
account when the construction is completed and the asset is ready for its intended use (see Note 2k).

The cost of maintenance and repairs is charged to operations as incurred: significant renewals and
betterments are capitalized. When assets are retired or otherwise disposed of, their carrying value and
related accumulated depreciation are removed from the accounts and any resulting gain or loss is
credited or charged to current operations.

Assets are stated at the estimated recoverable amount whenever events or changes in circumstances
indicate that the carrying amount may not be fully recoverable, Impairments in asset values, if any, are
recognized as a loss in the consolidated statements of income.

Deferred Charges

Deferred charges periain mainly to certain landrights costs, In 2001 and 2000, this account also
included the deferred portion of a one-time initial retirement premium paid. These deferred charges are
being amortized over 20 to 30 years. In 2002, the Company expensed the remaining portion of the
deferred one-time initial retirement premium paid into current operations.

Loans Obtained by the Government from Overseas Lenders (Two-step Loans)

The recognition of two-step loans is based on the withdrawal authorization or other similar documents
issued by the lenders. The loans are recorded and payable in their original currencies or the Rupiah
equivalent if drawn in Rupiah.

Capitalization of Borrowing Cosfs

Interest, commitment fees and other borrowing costs incurred on loans obtained to finance the
acquisition, development and construction of projects are capitalized as part of the cost of the asset
under construction. Capitalization of the borrowing costs ceases when the construction is completed
and the asset is ready for its intended use.

Government Project Funds

Government project funds are recognized based on the payment order letters issued by the State
Treasury Office. Specific funds approved as additional Government equity are reclassified as part of
paid-in capital when the related Government Regulation is issued.

Difference Arising From Transactions Resulting in Changes in the Equity of a Subsidiary

Effective January 1, 2003, Transgasindo, the Subsidiaty, changed its reporting currency from the’

Rupiah to the U.S. Dollar, its functidnal currency. As a result of the remeasaremént of the beginning  *.

balance accounts, Transgasindo charged the remeasurement difference to the beginning balance of

retained earnings. The Company recorded its portion of the changes in the equity of the Subsidiary as

“Difference Arising From Transactions Resulting in Changes in the Equity of a Subsidiary™ in the
consolidated balance sheets. |

a
.
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000
(Expressed in Rupiah Unless Otherwise Stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
~in. Revenue and Expense Recognition

Revenues from gas distribution and toll fees from gas transmission are recognized when the gas is
distributed or transniitted to the users based on the gas meter readings, and invoices are prepared.
Revenue from the sale of Liquid Petroleum Gas (LPG) is recognized upon delivery to the customers.
Expenses are recognized when incurred.

o. Retirement Insurance and Post-retirement Health Care Benefifs

The Company has a defined benefit retirement insurance plan covering all of its qualified permanent
employees, with PT Asuransi Jiwasraya (Persero) (AJ). Premium payments are based on periodic
calculations agreed between the Company and AJ. The employees contribute 3% (if single) or 5% (if
marrted) of their basic salaries plus certain allowances. The remaining balance of the premium is borne
by the Company. A portion of the one-time initial retirement premium was deferred and is being
amortized over 20 years (see Note 2i). Subsequent premium adjustments are recognized as expense
based on the remaining 20 year period amortization schedule.

The Company provides additional posi-reliremem health care benefits to its retired employees based on
certain compulations agreed between the Company and Yayasan Kesejahteraan Pegawai Perusahaan
Umum Gas Negara, the fund manager.

p. Foreign Currency Transactions and Balances

Transactions ifvolving foreign currencies are recorded in Rupiah amounts at the rates of exchange
prevailing at the time the transactions are made. At balance sheet date, monetary assets and liabilities
denominated in foreien currencies are adjusted to Rupiah using the average of the buying and selling
rates of bank notes on the last transaction date of the period published by Bank Indonesia. Any
resulting gains or losses are credited or charged to current operations.

As of June 30, 2003 and December 31, 2002, 2001 and 2000, the rates of exchange used were
Rp 8,285, Rp 8,940, Rp 10,400 and Rp 9,595 to USS 1, respectively.

q. Tax Benefit or Expense

Prior to 2001, current tax expense was determined based on the estimated taxable income for the year,
- No deferred tax was provided for the temporary differences in the recognition of income and expenses
for commercial and tax reporting purposes.

Effective January |, 2001, the Company changed its accounting policy for income tax, in accordance
with the.Statement of Financial Accounting Standards No. 46, “Accounting for Income Taxes”.
Deferred taxes are recognized to reflect the tax effects of the temporary differences between financial
and tax reporting bases of assets and liabilities, and accumulated tax loss carry-forwards. A valuation
allowance is recorded to reduce deferred tax assets to that portion that is not expected to be realized.

r.  Segment Information

Segment information is classified based on products or services of the Company and Subsidiary
(business segment) and based on geographical location (geographical segment).

A business 'segment is a distinguishable component of an enterprise that is engaged in producing
products or services (both an individual product or service or a group of related products or services)
and that is subject to risks and returns that are different from those of other segmenits.

F-16



These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000
{Expressed in Rupiah Unless Otherwise Stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
r. Segment Information (continued)

A geographical segment is a distinguishable component of an enterprise that is engaged in providing
products or services within a particular economic environment and that is subject to risks and returns
that are different from those of components operating in other economic envirenments.

s. Basic Earnings per Share

Basic eamnings per share are computed by dividing the net income for the period attributable to ordinary
stockholders by the weighted average number of ordinary shares outstanding during the six months ended
June 30, 2003 and for the years ended December 31, 2002, 2001 and 2000 of 200,000 shares.

3. CASH AND CASH EQUIVALENTS

This account consists of:

December 31,
June 30, 2003 2002 2001 2000
Cashon Hand ... . oottt iiann v caeaaanannansas 409,722,824 858.110.854 613.196.171 331510905
Cash in Banks
Rupiah accounts
PT Bank Mandiri (Persero) TbK . .......coiiiiiniiainnas 59.473,894942 57.997.876.507 51.699.236.991 34.525,093.782
PT Bank Negara Indonesia (Persero) Thk ..........ovhins 3,778,249.874 274,246,457 508.761.345 204.027.070
PT Bank Rakyat Indonesia (Persero} ..........covvannis 566,385,595 454,495,040 829.771.134 194.514.806
PT Bank Central AsiaTbk ................cioinnns s — — 132,988.745 648.346.427
PTBank ArthaGraha ... ... .vnviiii i e 78,502,221 77.108.725 74,356,104 96,494,756
U.S. Daoltar accounts ‘
PT Bank Mandiri (Persero) Tbk (USS 18,110,830 in 2003,
USS 72,316,243 in 2002, US$ 19,218,806 in 200} and .
USS12,121.781in2000) ... i 150.048,225,970 646.507,208,218 199,875.580.423 §16.308,488.696
Bank of America, Singapore (USS 7Z.217.275) ... oottt 59.795,123,37 — — —
PT Bank Negara Indonesia (Persero) Tbk (US5911.772) ..... 7.554,034,003 - — — —
PT ABN Amro Bank N.V. (US$ 55.803 in 2003 and USS .
S5 B17IN2002) . ivrir e i 462,328,021 499,001,387 — -
PT Bank Rakyat Indonesia (Perscro) (US$ 41,232 in 2003,
US$ 73.577 in 2002, USS 486.220 in 2001 and US$ 232,395
I 2000) o itte it erea s 341604966 ~  6357.778.648  5.056.685.296  2.229.834339
PT _Bank Pan Indonesia Thk {US$2486) .. .....coeeeniintn — ) _ — 23.854.417
SUD-LOLRL ..ttt 282,008,348.967 706,467,714.982 258,177.380,138 154.230,654.423
Cash Equivalents — Unresiricted time deposits
Rupiah accounts :
PT Bank Mandirt (Persero} TbK ....onvveenieiiinnanens 4,500,000,000- 4.500.000.000 50.000.000.000 17.000.000.000
PT Bank Rakyat Indonesia (Persero) ............ccvvviaen — —  12,900,000.000 12.900.000.000
PTBank ArthaGraha ... .. veiinire iy — — o —9.000.000.000
U.S. Dollar accounts ‘
PT ABN Amro Bank N.V. (US$ 2,671 in 2003 and US$ 2,666
VA0, 24 S 22,129,484 23.836,186 — —
PT Bank Mandiri (Persero) Tbk (USS$ 4,000,000 in 2002, T A
USS 42,000,000 in 2001 and USS 50,000,000 in 2000) ..... e 35,760.000.000 436.800.000.000 479.750,000.000 -
"PT Bank Rakyat Indonesia (Persero) (US$ 5,000,000 in 2002, e Co o
2001 and 2000, respectively) - ooiiiiai i S e 44.700,000,000  52,000.000.000  47.975,000000 ..
SUB-LOA] .+ et etar e et s ettt e 4,522,120,484 84,983,836,186 551,700.000.000 566.625,000.000 B
0] ) R P S 287,030,201,275 792,309,662,022 810,490,576,30% 721.190,165318
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000
(Expressed in Rupiah Unless Otherwise Stated)

3. CASH AND CASH EQUIVALENTS (continued)-

* The annual interest rates of time deposits are as follows: _
U 003 0 2002 2001 2000

{Six Months) ' (One Year) (One Year) {One Year)
Rupial account ... .. PP 10.00% - 12.75% 10.00% - 17.88% 10.50% - 17.88% 11.00% - 13.00%
U.S. Dollaraccount ........... 1.75% - 2.75%  2.00%- 5.33% 450%- 684% 6.25%- 6.84%
4. SHORT-TERM INVESTMENTS
This account consists of:
December 31,
June 30, 2003 2002 2001 . 2000

Time deposits
PT Bank Mandiri {Persero) Thk
(US$ 11,421,739 in 2002 and .
USS 21,000.000in 2001) ........... —  102,110,346.660 218,400,000,000 —
Investments in available for sale securities .
PT Indosat (Persero) Tbk Bonds
{acquisitioncost) ................. 20,000,000,000  20,000,000,000  20,000,000,000 —
Add: Unrealized gain from increase in

market value of securities held

availableforsale . ................. 2,350,000,000 1,125.000,000 150,000,000 —
] et 22.350,000,000  21,125,000,000  20,150,000,000 —
Total Short-Term Investments ........... 22,350,000,000 123,235,346,660 238,550,000,000 —_

In 2002 and 2001. time deposits were pledged as collateral for the standby letters of credit facilities with PT
Bank Mandiri (Persero) Tbk. (see Note 31d). The time deposits earn interest at rates ranging from 2.85% to
5.33% per annum in 2003 and 5.33% to 6.84% per annum in 2002 and 2001.

As of June 30, 2003. bonds issued by PT Indosat (Persero) Tbk, which are held available for sale, were rated
wAA+ by PT Pemeringkat Efek Indonesta (PT PEFINDO) and consisted of Series A and Series B bonds
with a face value of Rp 10.000,000,000 each. The bonds are traded on the Surabaya Stock Exchange. Series
A bonds earn fixed interest at the rate of 18.5% per annum and Series B bonds earn floating interest
computed based on the higher of 16% or the average interest rate for 3 months Rupiah time deposits of PT
Bank Mandiri (Persero) Tbk, PT Bank Central Asia Tbk, PT Bank Negara Indonesia (Persero) Tbk and PT
Bank Danamon Tbk computed based on the average of 5 working days prior to the determination of the
interest rate plus a fixed premium of 2.25% per annum. Interest is due every quarter starting July 12, 2001
up to April. 12, 2006. the bonds’ maturity date.
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—-—(Contmued)

June 30, 2003 And December 31, 2002, 2001 and 2000
{Expressed in Rupiah Unless Otherwise Stated)

5. TRADE RECEIVABLES

This account consists of receivables lor;

December 31,

2002 2000
As Restated As Restated
June 30, 2003 (see Note 36) 2001 {see Note 36)
Gas distribution ................ 383,220,984,573  307,225,882,901 261,310,189,484 - 265,397.574.424
Gas transmission ............... 72,648,129,406  88,976,621,708 139,921,646,490 104,799,252 473
Sales of Liquid Petroleum Gas : : -

(LPGY ... i 266,024,400 369,181,200 784,239,100 751,903,800
Total ... . i 456,135,138,379 396,571,685,809 402,016,075,074 370,948,730.697
Allowance for doubtful accounts .. (9,031,864,523)  (7,456,207,876)  (7,490,052,490) (7,126,796,742)
Net .. . i, 447,103,273,856 389,115477,933 394,526,022,584 363,821,933,955

The changes in the allowance for doubtful accounts are as follows:

December 31,

2000

2002
As Restated As Restated
June 30, 2003 (see Note 36) 2001 (sce Note 36)
Beginning balance .................... 7.456,207,876 7,490,052,490 7,126,796,742 22.498.461.451
Provisions for the period (see Note 22) .... 2,262,831,833 956,906,827 1079,397,278  3.575.658.043
Reversal of allowance ............... .. {687,175,186) (990,751,441) (716,141,530) (18,947,322.752)
Endingbalance ...................... 9,031,864,523 7,456,207,876 7,490,052,490 - 7,126,796,742
Details of aging of raceivables based on invoice dates are as follows:
December 31,
2002 2000
As Restated - As Restated
 June 30, 2003 (sce Note 36) 2001 (see Note 36)
Uptolmonth.................. 274,007,753,134  214,190,024,353  214,459,095,907 176,496,684.063
>l month—3months ........... 110,909,399,130 115,963,339,955 154,399.914,537 121.,860,256,741
>3 months —6months .......... 26,427,681,825  34,779,315,707 17,774,378.709  21,459,732.901]
>6months—year,............ 34,898,338,414  14,699,882,506 2,245,520,133 33,080,354 ,666
>lyear ...l - 9,891,965,8706  16,939,123,288  13,137,165,788  18,051,702,326
Total ......... .. ... .......... 456,135,138,379 396,571,685,809 402,016,075,074 370,948,730,697

Total trade receivables denominated in U.S. Dollars amounted to US$ 32,654,919, US$ 24,363,268

US$ 19,755,790 and US$ 21,987,894 as of June 30, 2003 and December 31, 2002, 2001 and 2000,
respectively, for natural gas distribution and US$ 8,762,316, US$ 9,947,007, US$ 13,460,822 and

US$ 10,877,607 as of June 30, 2003 and December 31, 2002, 2001 and 2000, respectively, for nalural oas

transmission.

- Based on the review of the status of the individual receivable accounts at end of period, the Company’s-

- management is of the opinion that the allowance for doubtful accounts is adequate to cover any loss from =~ =

uncollectible accounts.

Trade receivables amountmo to Rp 240,549, 070, 660 2 are used to secure the standby letter of credit fac111t1e$
with PT Bank Mandiri (Persero) Tbk as provided in the Fiduciary Guarantee Deed of Notary BRAY .
Mahyastoeti Notonaooro S.H. No. 106 dated October 27, 2000 (see Note 31). :
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PT PERUSAHAAN GAS NEGARA (PERSERQO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000
(Expressed in Rupiah Unless Otherwise Stated)

6. OTHER RECEIVABLES

- This accounts represents receivables from: - - -

. December 31,
June 30, 2003 2002 2001 2000

The Government of the Republic of '

Indonesia (US$ 25,853,746} ........ 214,198,282,959 T — — —
‘Transasia Pipeline Company Pvt, Ltd. ) .

(US$ 19,500,000) (see Note 23) ..... 161,557,500,000 174,330,000,000 . —_— —
Others ... ei i 6,928,058,973 0,942 072,391 6,509,280,690¢ 3,277,855,676
Total .. ... ... i 382,683,841,932 184,272,072,391 6,509;280,690 3,277,855,676

Receivables from the Government of the Republic of Indonesia represent receivables in relation to the two-
step loans where funds were available for the Company to withdraw as of June 30, 2003 pending the
completion of certain administrative matters.

Management is of the opinion that all of the above receivables are collectible. Hence, no atlowance for
doubtful accounts has been provided.

7. INVENTORIES

This account consists of:

December 31,
. 2002
) As Restated
June 30, 2003 (see Note 36) 200 2000

Technicalparts .......coovvviiaunn. 45,179,593,275 46,252,182,804 52,116,653,251 45,821,152,485
LPGtanks ... ..onuiuininnnnnnan.nn 867,189,585 269,139,240 899,819,657 921,455,399
LPG ... e 58,278,531 70,647,767 56,980,217 80,702,347
Total ... 46,105,061,391 47,191,969,811 53,073,453,125 46,823,310,231
Allowance for inventory _

obsolescence ............ ... ..., (3,323,894,750) (3,323,894,750) (589,658,313) —
< 42,781,166,641 43,868,075,061 52,483,794,812 46,823,310,231

The changes in the allowance for inventory obsolescence are as follows:
. December 31,
2002
. As Restated
June 30, 2003 (see Note 36) 2001 2000

Beginning balance ................ e 3,323,894,750 589,658,313 — —
Provisions for the period (see Note 22). .. .. . ... — 2,734,236,437 589,658,313 —
Ending balance .......................... 3,323,894,750 3,323,894,750 589,658,313 —

The technical parts represent inventories that are related to gas distribution and transmission such as pipes,
gas meters and other spare parts,

Based on the review of the condition of inventories, the Company’s management is of the opinion that the
slow-moving inventories do not require any allowance as these can be used in the operations and that the
allowance for inventory obsolescence is adequate to cover any loss from obsolete and non-moving
inventories. ' '
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000 )
(Expressed in Rupiah Unless Otherwise Stated)

7. INVENTORIES (continued)

As of June 30, 2003, all of the Company’s inventories are covered by insurance against losses from fire and
other risks under blanket policies. The Company’s management is of the opinion that the insurance coverage
of Rp 14,331,800,000 is adequate to cover possible losses from such risks. The Subsidiary’s inventories are
not covered by insurance against losses from fire and other risks.

8. ADVANCES

This account consists of advances for:
. December 31, .
2000
As Restated
June 30, 2003 2002 2001 {see Note 36)
Purchases of natural gas (“Take-or-Pay™)

(US$ 8,336,648 in 2003 and 2002, . ‘ _

US$ 5,934,272 in 2001 and 2000) . ... 69,069,130,337 74,529,634,908 61,716,425472 56,939.336,770
Employee bonuses . ................. 10,005,783,603 10,867,073,478  9,205,104,591 —
Others ... ... ... i iiiiiaan. 5,153,043,105 37,179,313 1,015,953,104 49.906,688
Total ........... ... L. 84,227,957,045 85,433,887,699 71,937,483,167 56,989.243,458

The advances for purchase of natural gas under the “Take or Pay” arrangements pertain to the payments for
the difference between the delivered quantity and the minimum purchase quantity of natural gas as stated in
the Gas Purchase Agreements (see Note 30a). Such advances will be applied against future deliveries of
quantities over the minimum specified purchase quantities of natural gas. As of June 30, 2003 and
December 31, 2002, 2001 and 2000, the gas volume paid for in advance by the Company amounts 1o
3,539,780 mmbtu, 3,539,780 mmbtu, 2,747,348 mmbtu and 2,747,348 mmbtu, respectively (unaudited).

Based on the Board of Commissioners Letter No. 657/8231/KOM 1/2002 dated November {4, 2002. the
Board of Commissioners approved the advance payment of a portion of the employees’ annual bonus in
November 2002. The approval was based on earnings after tax expense up to September 30. 2002
amounting to Rp 521.2 billion. The annual employees’ bonus will be determined and approved during the
General Stockholder’s Meeting based on the earnings of the preceding year. Accordingly. the above
advanced bonus will be charged to operations in 2003 when the full bonus from the 2002 earnings is
determined and approved (see Note 35a).

Based on the Board of Commissioners Letter No. 058/K/DK/PGN/2001 dated November 26. 2001, the Board
of Commissioners approved the advance payment of a portion of the employees’ annual bonus in December
2001. The annual employees’ bonus is determined and approved during the General Stockholder’s Meeting
j based on the earnings of the preceding year. Accordingly, the above advanced bonus will be charged 1o
1 operations in 2002 when the full bonus from the 2001 earnings is determined and approved. The 2001 bonus
' was approved in the stockholder’s meeting held on June 17, 2002 (see Note 19).
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9. PREPAID TAXES AND EXPENSES

= This account consists of*

December 31,
2000
As Restated
June 30, 2003 2002 2001 {see Note 36)
Prepaid taxes .
Value-added taxes .............. 187,375,384,060 187,375,246,866 — -
Prepaid expenses -
Rent ... ... ... ... ........... 2,234,020,073 972,492,259 © 586,855,969 507.157.512
Insurance ..................... 536,155,490 1,208,688,000 1,050,000,000 945,700,875
Others ...... ... ... .. ..., 56,419,019 30,101,870 111,325,071 10,542,550
Total ........ ... i, 190,201,978,642 189,586,528,995 1,748,181,040 1,463,400,.937

The value-added tax relates to the transfer of assets by the Company to Transgasindo in connection with the
Asset Transfer Agreement. Based on the letter from Tax Office No. 00009/407/02/051/03 dated August 7,
2003, the Tax Office agreed to refund this value-added tax amounting to Rp 187,375,384,060, which

amount was received by Transgasindo on September |

10. PROPERTY, PLANT AND EQUIPMENT

This account consists of’

5, 2003.

June 30, 2003
. Deductions/
Beginning Balances Additions Reclassilication Ending Balances -

Carrying Value

Direct Ownership
Landrights
Buildings and improvements . .........
Machinery and equipment
Vehicles ......ovvvieuio it
Office equipment
Furniture and lixtures

84,321,882,329
64,550,658,670
2,590,512,875.826
11,539,532,882
16,320,948.243
34,079.669,141

1,604,995,681,309

Constructions in Progress . ...........

165,390,250  (1,940,360,122)  82,546,912,457
1,616,703,368 (877,255.640)  65,290,146.398
8.222.826,450 (357,630,279.294) 2,241,105.422.982

778,831,425 (850,141,747)  11,468,222,560

415,657,500 (9.926.268)  16,726,679.475

586,008,147  (6,781,850,100)  27.883,827,188

1,161,977,418,656 (4,641,338.027) 2,762,331,761,938

Total Carrying Value 4,406,321,288,400

1,173,762,835,796  (372,731,151,198) 5,207,352,972,998

Accumulated Depreciation
Direct Ownership

Buildings and improvements ... ....... ]2,848,30[,523 1,728,910,046 (46,957,820) 14,530,253,749
Machinery and equipment ............ 410,535,805477 122,703,909,467  (39,901,056,851)  493,338,658.093
Vehicles . .....oiiiiiiiiinnnnan, ' 3,693.814,992 1,036,648,605 (142,669,940) 4,587,793,657
Officeequipment ... ................ 10,428,072,222 [,592,164,382 . (31,310,843) 11,988,925,761
Furniture and fixtures ............... 21,382,572,353 2,154,536,508 (2,928,575,199) 20,608,533,662
Total accumulated depreciation ...... .. 458,888,566,567 129,216,169,008  (43,050,570,653}  545,054,164,922
Net Book Value

3,947,432,721,833
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10.. PROPERTY, PLANT AND EQUIPMENT (continued)

Carrying Value
Direct Ownership
Landrights

Buildings and improvements .. ...

Machinery and equipment
Vehicles
Office equipment
Furniture and fixtures
Constructions in Progress

Total Carrying Value

Accumulated Depreciation
Direct Gwnership

Buildings and improvements . .. ..

Machinery and equipment
Vehicles
Office equipment
Furniture and fixtures

Total accurnulated depreciation
Net Book Value

Carrying Value

Direct Ownership
Landrights ...t
Buildings and improvements
Machinery and equipment
Vcehicles
Office equipment
Fumniture and fixtures

Constructions in Progress

Total Carrying Value

Accumulated Depreciation
Direct Ownership

Buildings and improvements
Machinery and equipment
Vehicles ...ooiiiiiinnian e
Office equipment
Furniture and fixtures

Total Accumulated Depreciation .. ..

Net Beok Value '_._ '._ emeeaaeaaas

December 31, 2002, As Restated (sce Note 36)

Deductions/
Beginning Balances Additions Reclassification Ending Balances
..... 83,975,921,698 295,632,';'53 50,327,878 _ §4.321.882.329
..... 62,263,399,298 1,041,721,797 1,245,577,575  ° 64.550.698.670
..... 2,432,266,260,771 231,514,962, 890  (73.268,347.835) 2.390.512.875.826
..... 8,686,215.373 3,375,963,969 (522,646,460} 11,539,532 882
..... 15,494,306,616 2,690,972,596 (1.864,530,969} 16.320.948.243
..... 32,326,357,976 4,060,871,055 (2,307,559,890) 34.079.669,141
..... 270,256,125,776  1,766,733,020,882 (431,993,465,349) 1.604.995.681,309
..... 2,905,268,787.508 2,009,713,145,942 (508,660,645,050) 4.406.321.288.400
..... 10,153,800,895 2,621,756,388 72,744,240 12,848.301.523
..... 222,165,703,337 289,472,774,756 (101,102.672,616)  410,535.805.477
..... 2,461,444,687 1,748,956,167 (516.585,862) 3.69:.814.992
..... 7,811,965,749 2,837,302,308 (221.195,835) 10428.072.222
..... 14,844,180,486 9,093,404,483 {2,555,012,616) 21.382.572.355
..... 257.437,095,154 305,774.194,102  (104,322.722,689)  438.888.366.567
..... 2,647,831,692.354 3.947.432.721.833
December 31, 2001
Beginning Deductions/
Balances Additions Reclassifications Revaluation Ending Balances

55,571,587,016 1,241,130,122 (154,279,951) 27317484511 83.972.921.698
59,107.829.347 533,379,388 2,801,933,867 {179,743,304) 62.263.299,298
2,276,421,301,981 18,812,935.527 (563,615,082.269) 700.647,105,532 2.432.265.260.771
7.429,533,124 2,437,418.800 {1.858,723,227) 677,986,676 8.636.215.373
13,419,845,184 2,306,925,150 (274,126,796) 41,863,078 15.492.506.616
24,312,259,767 5,070,657,714 (35,724,699)  2.579,165,194 32.326.357.976
250,256,980,966  72,061,143,895  (52,061,999,083) — 270.256.125.776
2,686,519,337,385  102,463,590,596 (615,198,002,160) 731,483,861,687 2.905.265.787,508
7.720,123,112 3,280,769.572 (847,091,789) — 10.135.800.895
600,555,186,329  229,130,694,092  (607,520,177,084) . 222.165,703,337
3,217,751.875 1,453,382,370 (2,209,695,558) — 2.461.444 687
6.004.496,185 2,081,596,360 (274,126,796) - 7.811.965,749
10,237,872,104 8.773,203,494 (4,166,895,112) — 14.85+,180.4806
627,735,435,605 244,71 9,645,888 (615,017,986,339) — 257437.095,154

2,058,783.901,780
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10. PROPERTY, PLANT AND EQUIPMENT (continued)

-

December 31,2000

Deductions/

Beginning Balances Additions Reclassifications Ending Balances

Cost

Direct Ownership

Landrights ... ... ... ... ... . ..., 55,735.301,039 93,500,000 (257,214,023) 33,571,587.016
Buildings and improvements ............ 40,025,513,513 1,813,065,023  17,269,250,811 59,107,829,347
Machinery and equipment .............. 2,249,905,093,406 10,289,986,323  16,226,222,252 2,276,421,301,981
Vehicles .......... ..ot 5,615,152,676 2,244,828,265 (430.447.817) 7.429,533,124
Officeequipment ......oovvvveviienn 11,413,399,820 2.,613,659,703 (607,214,339 13,419,845,184
Furniture and fixtures ...........c...... 11,044,808,023 10,239,387.867 3,028,063,877 24.312,259,767
Constructions in Progress .............. 207,825,602,694  98,689,738.427 (56,258,450,155}  250,256,980.966

Total Cost . ovvuuiiiiiia e 2,581,564,961,171

2.686.519,337,385

125,984,165,608 (21,029,789,394)

Accumulated Depreciation
Direct Ownership

Buildings and improvements ............ 5,601,770,724 2,151,586,376 (33.233,988) 7,720,123,112
Machinery and equipment .............. 369,875,425,423  230,056,051,912 623,708,994 600,555,186,329
Vehicles ..o iiiiiiiinin.. 1,871,436,549 1,560,418,271 (214,096,945) 3,217,757.875
Office equipment . .................... 4,630,249,210 1,753,703,851 {379.456,876) 6,004,496,185
Fumiture and fixtures .................. 7,377.536,898 2.863,217.,697 (2,882.491) 10,237,872,104

......... 389,356,418,804 238,384,978,107 (5,961,306}  627,735.435,605

 Total Accumulated Depreciation

Net Book Value ........ ............. 2,192,208,542,367

2,058,783,901.780

The deductions of property, plant and equipment consist of sales of property, plant and equipment are as

follows:

Net book value
Proceeds

Gain on sale of property, plant and equipment ... .........

December 31,

June 30,
2003 @E 2001 2000
e — — 180,015,821 45,444,069
..... —  —  (764.557,126) (528,685,372)
— — 584,541,305 483,241,303

The terms of the landrights (“Hak Guna Bangunan™) owned by the Company will expire on various dates from
2004 to 2030 but can be extended. As of June 30, 2003, the titles of the Company’s landrights totaling
15,162,044 square meters, which are mainly used for the transmission pipelines, are still under the names of
the previous owners, The transfer of such titles to the Company’s name is still in process.

The addiliéqs to property, plant and equipment include capitalized borrowing costs amounting to
Rp 25317,235,363, Nil, Rp 1,016,845,189 and Rp 34,864,578,815 for the six months ended June 30, 2003
and the years ended December 31, 2002, 2001 and 2000, respectively.

The deductions include reclassifications from construction in progress to machinery and equipment, and
others totaling Rp 4,641,338,027, Rp 431,993,465,349, Rp 52,061,999,085 and Rp 56,258,450,155 for the
six months ended 30 June 2003 and the years ended December 31, 2002, 2001 and 2000, respectively,

In 2002, the Company adopted directly the balances from the audited financial statements of the:Subsidiary,
stated in Indonesian Rupiah for consolidation purposes. In 2003, with the effectivity of the change in
reporting currency of the Subsidiary from Rupiah to US Dollar, the deductions from property, plant and
equipment as of June 30, 2003, also include the foreign currency translation difference resulting from
translation of the financial statements of the Subsidiary amounting to Rp 410,542,678,262.
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10. PROPERTY, PLANT AND EQUIPMENT (continued)’

Depreciation charged to operations amounted to Rp 129,216,169,008, Rp 305.774,194,102,
Rp 244,719,645,888 and Rp 238,384,978,107 for the six months ended June 30, 2003 and the years ended
December 31, 2002, 2001 and 2000, respectively {see Note 22},

Based on the Appraisal Report No. WS-096/LP/X11//2001 of PT Winara Sabena dated December 19, 2001,
the fair value of the property and equipment of the Grissik-Duri pipcline as of September 30 2001 was Rp
2,029,353,500,000. The valuation was performed using the replacement cost approach, excepl for land,
which was valued using the market approach. The commercial net book values of the appraised assets and
the revaluation increment as of September 30, 2001 amounted to Rp 1,297,869,638,313 and

Rp 690,842,811,854, respectively, net of the tax effect on the revaluation increment (see Note 26). Based on
Directorate General of Tax Decision Letter No. KEP-05/WPJ.07/KP.01.04/2002 dated January 28, 2002, the
Tax Office approved the revalued amount as of September 30, 2001. In 2002, in connection with the transfer
of assets to Transgasindo, the Company paid tax at the rate of 5% computed on the revaluation increment
of assets transferred or a total amount of Rp 134,103,066,005 which was remitted to the Tax Office in Apnl
2002 and recorded as a deduction to the revaluation increment in the consolidated balance sheets.

Construction in progress mainly represents the Grissik-Singapore Pipeline Project and Duri Compressor
Facilities Project (sce Note 30). As of June 30, 2003, the Company’s management estimated the percentage
of completion of these projects in financial terms to range from 68% to 73%. The Grissik-Singapore
Pipeline Project has been completed and commenced its commercial operations in September 2003. The
additional Duri Compressor Facilities Project has been finished and will be operating on July 2003, except
for two out of the six compressors, which are being repaired and scheduled to be completed on February 1.
2004.

Based on management's assessment, there are no events or changes in circumstances, which may indicate
impairment in the value of property, plant and equipment as of June 30, 2003 and December 31, 2002, 2001

and 2000.

As of June 30, 2003, the Company’s property, plant and equipment, except landrights and underground
pipelines, are covered by insurance against losses from fire and other risks under blanket policies for US$
378,302,465 and Rp 77,226,377,445, while the Subsidiary’s property, plant and equipment are covered by
insurance against losses from fire and other risks under blanket policies for US$ 193,829.945, The
management of the Company and the Subsidiary are of the opinion that the sums insured are adequate to
cover possible losses from such risks.

As of June 30, 2003, landrights, covering 79,983 square meters comprising of 33,720 square meters located

“at Jakarta and 46,263 square meters located at the Surabaya branch including buildings thereon with a book

value of Rp 199,381,770,000 and all moveable assets located at the Surabaya branch with a book value of
Rp 93,022,322,000 dre pledged as collateral for the standby letter of credit facilities with PT Bank Mandiri

(Persero) Thk (see Note 31).
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'11. TRADE PAYABLES

- This account consists of:
o December 34,

2002 2000
As Restated As Restated
June 30, 2003 (see Note 36) 2001 {see Note 36)

Purchases of natural gas
Perusahaan Pertambangan
Minyak dan Gas Bumi Negara
{(Pertamina) (US$ 26,959,748
and Rp 1,241,879,884 in 2003,
US$ 26,189,715 and Rp
426,227,845 in 2002, USS
23,374,617 and Rp
387,541,845 in 2001 and
US$ 22,430,656 and Rp
633,155,252in2000) ....... 224,603,393,319 234,562,280,163 243,483,557,293 215,855,298,039
Lapindo Brantas, Inc.
(US$ 3,391,833 in 2003 and
US$ 3,585,521 in 2002} ..... 28,101,339,803  32,054,554,247 — —

Total .........coov it 252,704,733,122 266,616,834,410 243,483,557,293 215,855,298,039

The net outstanding balance has been netted-off with the trade receivables totaling Rp 2,872,275,539,
Rp 2,307,177,188, Rp 2,396,100,077 and Rp 2,521,645,712 as of June 30, 2003 and December 31, 2002,
2001 and 2000, respectively, related to the sale of gas to Pertamina’s fuel gas filling stations (SPBG) in
Jakarta and gas transmission to certain of Pertamina’s customers.

Details of the aging of payables based on invoice dates are as follows:

December 31,

2002 2000

As Restated As Restated

June 30, 2003 (see Note 36) 2001 (see Note 36)
Uptolmonth ............. 143,630,564,841 133,645,551,581 110,313,552,876 114,095,408,165
> 1 month-3 months ....... 109,074,168,281 132,971,282,829 129,789,609,557 101,759,88%,874
> 3 months — 6 months ...... — —  2,015,980,632 —
>6months—1year......... — —  1,364,014,228 —
e O — _— — —
Total .........0cveien.n. 252,704,733,122 266,616,834,410 243,483,557,293 215,855,298,039

F-26



These consolidated financial statements are originally issued in Indonesian language.

PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
June 30, 2003 And December 31, 2002, 2001 and 2000

{Expressed in Rupiah Unless Otherwise Stated)

12, OTHER PAYABLES

This account consists of:

Dividends for the year 2002

(sceMNote 19) ,...........ovunnn
Liabilities to contractors

(seeNote 30) ......... e
Transasia Pipeline Company Pvt. Ltd.

(US$ 7,039,692 in 2003 and

US$ 200,673 in 2002) (see

Note30) .....covvveeeaa
ConocoPhillips (Grissik) Ltd.

(U35 6,114,353 in 2003,

US$ 4,951,271 in 2002,

US$ 2,297,386 in 2001 and

US$457,891in2000) ...........
Contribution to small business

enterprises and Cooperatives

program {see Notes 19 and 29) . ...
Community development

(seeNote 19) ...... ... ... i,
Bonuses ...l
Gas guarantee deposits
Others

June 30, 2003

December 31,

2002
As Restated
(see Note 36)

2001

2000
As Restated
(see Note 36)

414,583.616,000

236,573.030,897

379.360,678,585

3.355.468.960

3.200,446,859

58,323,848,220 1,794,018,408 — —
50,657.414,605  44.264,366,047 23,892,812.320 4.393,467.826
7,055,563,000 — — —
3,844,450,000 — — e
1,834,244,944 [,834,244,944  1.834,244.944  1,834,244,944
1,163,159,576 £,010,320,877  1,739,854,744 678,999,884
7,252,879,540 11,829,969,126  2,669,153.257  2,683,192,509
781,288,206,782 440,093,597,987 33,491,534,225 12,790,352,022

As of June 30, 2003 and 2002, liabilities to contractors represent liabilities in connection with the
construction of the Grissik-Singapore project (see Note 30).

The liabilities to ConocoPhillips (Grissik) Ltd, include the Ship-or-Pay arrangement pertaining to the toll
fee advances relating to the difference between the delivered quantity and the minimum agreed quantity of
natural gas under the Gas Transportation Agreements (see Note 30). Such advances will be applied to toll
fes relating to the subsequent of delivered quantity in excess of the minimum agreed quantity of natural
gas. As of June 30, 2003 and December 31, 2002, 2001 and 2000, the gas volume relating to toll fees
received in advance by the Subsidiary amounted to 7,720,451 mmscf, 4,306.232 mmscf, 3,705,461 mmsct
and Nil mmscf, respectively (unaudited).
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13. ACCRUED EXPENSES

+ This account consists of:

Interest (US$ 2,242,844 and
- Rp 5,274,254,875 in 2003, USS
1,599,101 and Rp 6,159,714,046 in
2002, US$ 2,044,702 and
Rp 7,829,608,787 in 2001, and USS
2,307,674 and Rp 4,498,700,164 in

2000y (see Note 15) . ........... ...

. Transasia Pipeline Company Pvt. Ltd.

Salary expense (US$ 1,225,000} ... ..

Operation and maintenance expenses
(US$ 193,556 in 2003, US$ 98,628
and Rp [,416,172,687 In 2002 and
US$ 74,164 and Rp 1,372,014,126 in
2001 and US$ 1,116,052 and Rp

4,058,523,483in2000) ............

Consultant fee for the selling of

Subsidiary’s share (US$ 1,977,527} ..

QOthers

June 30, 2003

December 31,

2002
As Restated
tsee Note 36)

2001

2000
As Restated
(see Note 36)

23,856,217,965

10,149,125,000

1,603,611,460

5,104,588,994

20.455,678,735

2.297,907,006

17.679,089,771
569,691,914

29,094,505,115

2,143,339,726

335,763,878

26,640,835,540

14,767,037,625

292.339,768

40,713,543,419

11.002,367,426

31,573,608,719

41,700,212,933
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14. TAXES PAYABLE

This account consists of
December 31,

20040
As Restated

June 38, 2003 2002 2001 (see Note 36)
Income tax
Employees income tax ’

Article21 ................ 482,179,073 1.423 482 887 3,018,197,528 2,406,524,430
Withholding tax Article 23 . ... 5,834,840.611 15,450,265,901 917,282,948 989,675,234
Corporate income (ax .

Article25 . ... ... ...... 12,491,772,000  15,394,408,000 11,757,476,000  3,106,107,000
Final income tax Article 29 (see

Note26) ................. 67,119487,480 212,588,912,829 — —

Value-addedtax ................ 17,553,677,319  24212,545298  12,582,341,509 14,469,894,206
Tax on asset revaluation

(seeNote 10) ................. —_— —  89,402,054,337 _—
Total ........ ... i 103,481,956,483 269,069,614,915 117,677,352,322 20,972,200,8%0

On February 5. 2003. the Company received a Tax Coilection Letter (Surat Tagihan Pajak)

No. 00001/109/02/051/03 for a penalty on late payment of value added tax related to the assets transferred
to Transgasindo in 2002 of Rp 16,894,329,011 which penalty was paid in March 2003. In 2002, the penalty
was recorded as Other Charges (Income) — Miscellaneous-Net in the consolidated statement of income and
the related payable was recorded in Taxes Payable in the consolidated balance sheet.

Based on several tax assessment letters received in 2000, the Company was assessed additional value added
tax and penalties for [999 amounting to Rp 15,598,606,633. However, on Avgust 28, 2000, the Company
filed an objection to the Tax Office. Subsequently, on August 14, 2001, the Tax Office reversed

Rp 11,032,178.373 of the above tax assessment. The difference between the amount assessed and the
amount accepled by the tax office is presented as part of Miscellaneous — Net under Other Charges
(Iincome) in the 2001 Statement of Income.
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15. LONG-TERM LOANS

- ~This account consists of long-term loans obtained from the Government of the Republic of Indonesia, which

are funded by:

Gas Transmission and Distribution
Project |
Astan Develspment Bank
(USS 142,628,419 in 2003,
US$ 106,505,957 in 2002,
US$ 116,920,707 in 200! and
US$ 117,567,151 in2000) .........
Japan Bank for International
Cooperation (formerly Export-Import
Bank of Japan) (US$ 90,284.945 in
2003, US$ 94,092,117 in 2002,
US$ 101,706,462 in 2001 and
US$E109,224,765in2000) .. .......
European Investment Bank
(US$ 48,617,229 in 2003,
USS 6,536,622 in 2002,
US$ 7,090,700 in 2001 and
US$ 7,652,058 in2000) ...........
Gas Distribution and Utilization
Project .
International Bank for Reconstruction
and Development (1990) ..........
Japan Bank for International
Cooperation (formerly Expon-Import
BankofJapam) ..................
International Bank for Reconstruction
and Development {1986) ..........
Gas Development Project
International Bank for Reconstruction
and Development (1996}
(LIS$ 625,484 in 2003, USS 781,853
in 2002, US$ 1,094,591 in 2001 and
US$ 1,407,3291n 2000y ...........
Others
Government of the Republic of
IndONESiA « . ovvvreereeennnn

Total Long-term Loans
Current Portion

Long-term Portion —Net ..........

June 308, 20103

December 31,

2002
As Restated
(see Note 36)

2001

000
As Restated
{see Note 36)

1,181,676,448,018

748,010,770,236

402,793,744,999

81,619,339,853

5,182,134,774

952,163,251,023

841.183,530,338

58,437,398,267

97,343,364,900

6,989,765,641

1,153,575,348.120

1,057,747.207.400

73.743,285.096

130,064,531.670

762,914,807

11,383,746,192

1.128.056.810,583

1.048.011.624.296

73.421.497,186

161.830,860.888

2.288.744,418

7.118441.727

13.503,321,563

8.333.334,667

2,419,282,437,880

(229,871,888,179)

1,856,117,310,169
(183,513,189,401)

2,427,277,033.285

(206,259,050,664)

2.442,564,635,328
(207.833.836.394)

2,189,410,549,701

1,772,604,120,768 2,221,017,982,621 2,234,730,798,934

Gas Transmission and Distribution Project
»  Asian Developmeni Bank (ADB) (SLA-832/DP3/1995)

Based on the Loan Agreement No. 1357-IND dated June 26, 1995, ADB agreed to lend to the
Government of the Republic of Indonesia (Government) an aggregate amount equivalent to
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15. LONG-TERM LOANS (cpntinued)

US$218,000,000 to assist the Government in financing the Gas Transmission and Distribution Project
(“the Project”) in Central Sumatra and Batam [sland,

-

On October 31, 1995. the Company and the Government entered into a related Subsidiary Loan
Agreement No. SLA-832/DP3/1995, which provides for the Government’s relending of the ADB loan
proceeds of US$ 218.000.000 to the Company. The Company will undertake the Project in accordance
with the Project Agreement with ADB dated June 26, 1995. Thé loan is subject to the interest rate of
the ADB loan to the Government plus a Government fee of 0.50% (including a 0. 15% bankmﬂ fee) per
year and a commitment fee at the rate of 0.75% per year calculated on the amount of loan not yet
drawn, payable on May 15 and November 15 of each year. The ADB’s annual interest rate of the loan
is 6.31%, 6.34%, 6.70% and ranging from 6.46% to 6.53% for the six months ended June 30, 2003 and
the years ended December 31, 2002, 2001 and 2000, respectively. The principal amount of the loan is
repayable in 32 (thirty two) equal semi-annual installments on May 15 and November 15 of each year,
with the first installment due on November 15, 1999 and the last payment falling due on May 15, 2015.

As stipulated under the Project Agreement dated June 26, 1995 between the Company and ADB, the
Company must obtain prior consent from ADB for any loans obtained after the date of the agreement,
except for loans obtained to finance the project, which will cause the Company’s debt service ratio to
be 1.3:1 or less or the debt to equity ratio to exceed 70:30.

< Japan Bank for Internationgl Cooperation (JBIC) (Formerly Export-Import Bank of Japan)
{SLA-879/DP3/1995)

Based on the Loan Agreement dated October 23, 1995, IBIC agreed to lend to the Government of the,
Republic of Indonesia an aggregate amount equivalent to US$ 195,000,000 to assist the Government in
financing the Gas Transmission and Distribution Project in Central Sumatra and Batam Island.

On March 12, 1996, the Company and the Government entered into a related Subsidiary Loan
Agreement No. SLA-879/DP3/1996, which provides for the Government’s relending of the JBIC loan
proceeds of USS 195.000.000 to the Company, which shall undertake the Project. The loan is subject to
the interest rate of the JBIC loan to the Government plus a Government fee of 0.50% (including a
0.15% banking fee) per year, payable on May 15 and November 15 of each year. The JBIC’s annual
interest rate of the loan is 1.65% for the six months ended June-30, 2003, ranges from 1.65% to 2.31%
in 2002, ranges from 4.31% 1o 6.96% in 2001 and ranges from 6.27% 10 7.17% in 2000. The principal
amount of the loan is repayable in 32 (thirty two) equal semi-annual installments on May 15 and
November 15 of each year, with the first instaliment due on November 15, 1999 and the last payment

. falling due on May 15. 2015.

«  European Investment Bank (EIB) (SLA-877/DP3/1 296)

Based on the Loan Agreement No. FI No 1.8070 dated July 20, 1995 between the EIB, the Government
of the Republic of Indonesia and the Company, EIB agreed to lend to the Government of the Republic
of Indonesia an aggregate amount equivalent to ECUS 46,000,000 to assist the Govermnment in*
financing the Gas Transmission and Distribution Project in Central Sumatra and Batam Island. The
latest date of the withdrawal of tlus loan was extended to June 15, 2004 from December 15, 2002,

On March 1, 1996, the Company and the Governmeiit entered into a related Subsidiary Loan
Agreement No. SLA-877/DP3/1996, which provides for the Government’s relending of the EIB loan
proceeds of ECUS 46.000,000 or its equivalent to the Company, which will undertake the Project. The
loan is subject to the interest rate of the EIB loan to the Government plus a Government fee of 0.50%
(1ncludm0 0.15% banking fee) per year, payable on January 15 and July 15 of each year. The EIB’s
annual interest rate of the loan rangéd from 4.35% to 7.41% for the six months ended June 30, 2003
and 6.95%, 7.41% and 7.41% in the years ended December 31, 2002, 2001 and 2000, respectively. The
principal amount of the loan is repayabte in 32 (thirty two) equal semi-annual installments on
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~15. LONG-TERM LOANS (continued)

- January 15 and July 15 of each ycm with the first installment due on Janualy 15, 1999 and the last
payment failing due on July 15,2014, - :

Under the.Loan Agreement, the Company undertakes, among other things, that it shall maintain certain
financial covenants each year commencing in 1999 such as a debt service ratio of 1.3 : | or more and a
debt o equity ratio of at least 70:30.

Any overdue repayments of installments, interest and commitment charges wiil bear a penalty at the
rate of 2% above the interest rate per year.

The Loan Agreements, Subsidiary Loan Agreements and Project Agreement require the Company, among
others things, to carry out the Project with due diligence, efficiency and in conformity with sound business
practices, perform all obligations for the execution of the Project and operations, such as the requirement to
establish a subsidiary. furnish such reports and information as may reasonably be requested, insure the
Project facilities, maintain separate accounts for the Project and for its overall operations, not to sell. lease
or dispose of any of its assets and not to incur anry debt, except under certain conditions.

Gas Distribution and Utilization Praject
* International Bank for Reconstruction and Development (IBRD) (SLA-528/DD1/1990)

Based on the Loan Agreement No. 3209-IND dated July 6, 1990, IBRD agreed to lend to the
Government of the Republic of Indonesia an aggregate amount equivalent to US$ 86.000.000 to assist
the Government in financing the Gas Utilization Project (“the Project”) in Surabaya and Medan.

. On Augus{ 24, 1990, the Company and the Government entered into a related Subsidiary Loan
Agreement No. SLA-528/DD1/1990, which provides for the Government’s relending of a portion of
the IBRD loan proceeds of US$ 76,000,000 that was subsequently reduced to US$ 66,300,000. 1o the
Company, which will undertake the Project. Since the withdrawals and repayments of the loan are in
Rupiah currency, the loan is subject to interest at the rate of 13%, plus a Government fee of 0.23% per
year. The principal amount of the loan is repayable in 20 {twenty) semi-annual instaliments on
February 15 and August 15 of each year, with the first installment due on February 13, 1996 and the
last installment falling due on August 13, 2005,

« Japan Bank Jor International Cooperation (JBIC) ( Formerly Export-Import Bank of Japan)
(SLA-258/DDI/1987)

. Based on the Loan Agreement dated March 11, 1987, JBIC agreed to lend to the Government of the
Republic of Indenesia an aggregate amount equivalent to US$ 905,000,000 to assist the Government in
financing the Gas Distribution Project (“the Project”™) in Jakarta, Bogor and Medan,

On Apfi[._24, 1987, the Company and the Government entered into a related Subsidiary Loan
Agreement No. SLA-258/DDV/ 1987, which provides for the Govermnment's relending of the JBIC loan
proceeds equivalent to Rp 11,689,634,451 to the Company, which will undertake the Project. The loan
is subject to interest at the rate of 6% plus a Government fee of 0.40% pér year, payable on April 15
and October 15 of each year. The principal amount of the loan is payable in 21 (twenty one) equal
semi-annual installments on April 15 and October 15 of each year, with the first installment due on
April 15, 1992 and the last installment falling due on April 15, 2002,

«  International Bank for Reconstruction and Development (IBRD) (SLA-222/DD1/1986)

Based on the Loan Agreement No. 2690-IND dated June 5, 1986, IBRD agreed to lend 10 the
Government of the Republic of Indonesia an aggregate amount equivalent to US$ 34,000,000 to assist
the Government in financing the Gas Distribution Project (“the Project™) in Jakarta, Bogor and Medan.
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15.

-

16.

LONG-TERM LOANS (continued)

On September 3, 1986, the Company and the Government entered into a related Subsidiary Loan
Agreement No. SLA-222/DD1/1986. which provides for the Government’s relending of the IBRD loan
proceeds of US$ 32,600,000 to the Company, which will undertake the Project. The loan, which was
payable in 21 (twenty one) semi-annual installments on April 15 and October 15 of each year, was
subject to interest at the rate of 129 per annum, since the withdrawals and repayments of the loan are
in Rupiah currency, plus banking fee of 0.40% per year. The loan was fully paid on October 15, 2001.

Gas Development Project
« International Bank for Reconstruction and Development (IBRD) (P305-0 IND)

In its letter dated August 1, 1996, the IBRD through the World Bank, as executing agency, agreed to
grant to the Government of the Republic of Indonesia an advance not exceeding US$ 2,000,000 to
finance technical assistance/consultancy services required for the preparation of a project (o develop a
gas pipeline from South Sumatra to West Java. This borrowing bears interest at the rate determined by
the World Bank plus 0.50% and a service charge of 0.75% per year, payable every January | and July |
of each year. The interest rate of the loan ranged from 3.95% to 4.26% for six months ended June 30,
2002, ranging from 5.24% to 6.52%, 6.72% to 7.00% and 6.42% for the years ended December 31,
2002, 2001 and 2000, respectively. The principal amount of the loan shall be repaid in 10 (ten) equal
semi-annual installments on January ! and July 1 of each year, with the first installment due on July 1,
2000 and the last installment falling due on January 1, 2005.

Others
»  Government of the Republic of Indonesia

On March 10, 1998, the Company entered into a Loan Agreement No. RDI-333/DP3/1998 with the
Government of the Republic of Indonesia, for a loan for a maximum amount of Rp 75,000,000,000, to
cover the Company’s deficit incurred in relation to its payments for gas purchases in the first quarter of
1998. This loan was approved by the Ministry of Finance in its Letter No. S-160/MK..17/1998 dated
March 9, 1998. The loan, which was subject to interest at the annual rate of 6%, was fully repaid on

March 9, 2001.

No collateral is specified in the Loan Agreements between the Government and the lenders or in the related
Subsidiary Loan Agreements between the Government and the Company.

DUE TO A STOCKHOLDER OF THE SUBSIDIARY

This account consists of loans obtained by Transgasindo, the Subsidiary, from Transasia Pipeline Company
Pvt., Ltd. (Transasia), a minority stockholder of the Subsidiary, which can be drawn down on the
achievement of several installments based on performance milestones as described in the Strategic
Partnership Agreement (see Note 30). The proceeds are to be used to finance part of the cost of the Grissik-

Singapore Pipeline Project (see Note 10).
The first installment loan amounting to US$ 19,846,800 was funded based on the Shareholder Loan

Agreement dated December 4, 2002. The second installment loan amounting to US$ 6,800,000 (which .
includes capitalized interest) was funded based on the Shareholder Loan Agreemenl dated January 28, 2003.-

These loans bear mterest at 13% per annum, payable monthly ‘Any interest not pald when due shallbe” ™77 777

capitalized. Overdue amounts payable (principal or mterest) shall bear mtercst at'a rate equal to 2% per year
in excess of the interest rate. All payments to the stockholders shall be made free and clear of, and without
deduction or withholding for taxes and other charges. The loans have no definite maturity dates but ‘will not
be payable during the 12 (twelve) month period subsequent to the balance sheet date as of JTune 30, 2003.
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17. GOVERNMENT PROJECT FUNDS

- This account consists of?
ST December 31,

. June 30, 2003 2002 2001 2000
Beginning balance ........... 28.471,652,858 46,122,408,000 79,390,719,194 64,926,390,219
Additdonal funds during the _
period ... oo 8,438,087.407 | —  6,291,093,910 14,464,328,975
Funds approved as paid-in .
capital ....... ... ... "L — (17,650,755,142) (39,559,405,104) —
Ending balance ............ 36,909,740,265 . 28,471,652,858 46,122,408,000 79,390,719,194

These funds pertain to the financing received from the Government for the development of the gas
distribution network in several provinces in Indonesia. Once the related projects are completed and the
Government issues the approval to recognize the funds as capital, the approved funds are treated as part of

paid-in capital.

In 2003, the Company obiained approval for Government funding of Rp 136,200,679,000 for certain
projects.

On May 6, 2002 based on Government Decision Letter (PP) No. 23, the Government approved the amount
of Rp 17,650,755,142 from the Government project funds to be part of the Government’s equity in the
Company recorded as part of Other Paid-in Capital undcr the Stockholder’s Equity section in the
consolidated balance sheet.

On February 19, 2001. based on Government Decision Letter (PP) No. 9 the Government approved the
amount of Rp 61,964.047.014 from the Government project funds to be part of the Government’s equity in
the Company. OF this amount, Rp 22,148,161,910 and Rp 256,480,000 were already previously recorded as
part of the Capital Stock and Other Paid-in Capital, respectively. The remaining balance of Rp
39,559,405,104 is recorded as part of Other Paid-in Capital under the Stockholder’s Equity section in the
consolidated balance sheet.

18. CAPITAL STOCK

As of June 30, 2003 and December 31, 2002, 2001 and 2000, the Company is wholly owned by the
Government of the Republic of Indonesia.

As of those dates, the Company’s authorized capital consists of 800,000 shares of stock with a nominal
value of Rp 1,000,000 per share. The subscribed and fully paid capltal consists of 200,000 shares of stock
with a nominal value totaling Rp 200,000,000,000.

M

19. APPROPRIATIONS OF RETA'INED EARNINGS AND DISTRIBUTIONS OF INCOME

Based on the minutes of the Company’s General Stockholder’s Meeting held on June 20, 2003, the
stockholder ratified the following decisions, among others:

a.  Payment of dividends amounting to Rp 414,583,616,000 (or Rp 2,072,918.08 per share). These
dividends are to be paid in monthly installments from September to December 2003 (see Note 12). Up
to November 28, 2003, the dividends have been paid by the Company.

b. Contributions to the Government program for the development of small business enterprises and
cooperatives amounting to Rp 11,055,563,000 (see Note 29).

c. Contributions to community development programs amounting to Rp 8,844,450,000.
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19. APPROPRIATIONS OF RETAINED EARNINGS AND DISTRIBUTIONS OF INCOME

{continued)

d.  Appropriation for a general reserve of Rp 18,118,367,205.

e.  Appropriation for an investment reserve of Rp 652,954,313,000.

f. Approval of bonuses for Directors and Commissioners amounting to Rp 968,000,000, and the

distribution of bonuses for employees to be determined by the directors (see-Note 22). i

Based on the minutes of the Company’s General Stockholder’s Meeting held on June [7, 2002, the
stockholder ratified the following decisions, among others:

a.

c.
d.

€.

Payment of dividends amounting to Rp 158,563,923,000 (or Rp 792,819.62 per share). These dividends
were paid on November 22, 2002.

Contributions to the Government program for the development of small business enterprises and
cooperatives amounting to Rp 4,756,917,000 (see Note 29).

Contributions to community development programs amounting to Rp 3,171,278,000.
Appropriation for a general reserve of Rp 150,635,728,125.
Approval of bonuses for the year 2001 amounting to Rp 37,037,175,978 (see Note 22).

Based on the minutes of the Company’s General Stockholder's 'Meeting held on June 27, 2001, the
stockholder ratified the following decisions, among others:

a.

C.

d.

Payment of dividends amounting to Rp 47,421,882,960 (or Rp 237,109.41 per share). The dividends
were paid on July 27, 2001.

Contributions to the Government program for the development of small business enterprises and
cooperatives amounting to Rp 1,495,693,677 (see Note 29).

Appropriation for a general reserve of Rp 938,879,285,
Approval of bonuses for the year 2000 amounting to Rp 20,758,954,973 (see Note 22).

Based on the Ministry of State-owned Enterprises Letter No. S-139/M-BUMN/2001 dated Pecember 10,
2001, the Company paid additional dividends to the Government amounting to Rp 50,000,000,000 (or
Rp 250,000 per share) from the general reserve on December 13, 2001.

Based on the minutes of the Company’s General Stockholder’s Meeting held on June 6, 2000, the
stockholder ratified the following decisions, among others:

a.

c.

- d.

Payment of dividends amounting to Rp 200,147,113,610 (or Rp 1,000,735.57 per share). The dividends
were paid on July 5, 2000 and September 5, 2000.

Contributions to the Government program for the development of small business enterprises and
cooperatives amounting to Rp 12,008,826,817 (see Note 29).

Appropriation for a general reserve of Rp 160,333,772,869.
Approval of bonuses for the year 1999 amounting to Rp 34,082,749,175 (see Note 22).

The appropriation of retained earnings for a general reserve was established for business development and an
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20. REVENUES

- This account consists of:

2002
{Once Year)
2403 As Retated 2001 2000
(Six Months) © {see Note 36) (One Year) {One Year)
Gas distribution .......... 1,466,264,606,607 2,587,015,045,823 2,124,503,439,308 1,575,870,300,351
Gas transmission ......... 261,528,195,099 561,612,368,381 650,647,015,797 601,003,632,995
Salesof LPG ............ 2,316,469,653 4,870,051,418 7.246,412,797 6,467,313,546
Total .................. 1,730,109,271,359  3,153,497,465,622 ﬁ,782,396,867.902 2,183,341,247,092
Sales adjustments ........ (1,338,788,547) (1,685,800,658) (2,127,932,258) (1,553,200,634)
= 1,728,770,482,812 3,151,811,664,964 2,780,268,935,644 2,181,788,046,458

The sales adjustments pertain to corrections made to customers’ invoices upon reconciliation of the gas
consumption between the Company and the customers.

Gas distribution consists of natural gas sales to:

2002
(One Year)
2003 As Restated 2001 2000
(Six Months) (see Note 36) . (One Year) (One Year)
Industrial =.............. 1,432,990,380,558 2,530,609,039,143 2,076,844,671,137 1,537,213,117.366
Commercial ............. 14,439,597,314 26,320,110,212 20,487,879,396 15,169,054,068
Households ............. 8,288,087,600 10,609,740,851 6,300,162,650 5,003,506,400
Fuel gas filling stations . ’

(SPBG) ..vvviiinnn., 6,128,084,662 13,868,343,152 16,392,816,261 16,284,433,918
Minimum sales .......... 4,322,253,773 5,475,831,996 4,389,794,115 2,200,188,799
Others ................. 96,202,700 131,980,469 88,115,749 —
Total .............. . 1,466,264,606,607 2,587,015,045,823 2,124,503,439,308 1,575,870,300,551

Net sales to the costomers which account for sales exceeding 10% of the total consolidated net sales consist
of sales to ConocoPhillips (Grissik} Ltd. amounting to Rp 256,051,541,905.0r 15%, Rp 419,173,982,678 or
13%, Rp 641,364,410,534 or 23% and Rp 590,188,037,109 or 27% of total consolidated net sales for the six
months ended June 30, 2003 and for the years ended December 31, 2002, 2001 and 2000, respectively.

21. COST OF REVENUES

This account consists of:
2002 2000

(One Year) (One Year}
2003 As Restated 2001 As Restated
(Six Months) {see Note 36) {One Year) (see Note 36)
Natural gas purchases .. .. ... 950,345,078,460 1,743,095,377,452 1,594,865,504,447 1,104,933,154,782
LPG gas
Beginning balance ..... 70,647,767 56,980,217 80,702,347 69,296,227
Purchases ............ 2,001,980,871 _ 4,348,766,098 6,527,961,226 5.147,739,711
Ending balance . ....... (58,278,531) (70,647,76T) (56,980,217) (80,702,347
Sub-total ...... e 2,014,350,107 4,335,008,548 - 6,551,683,356 5,736,333,591
Total ........ Ceeeaa 952,359,428,567 1,747,430,476,000 1,601,417,187,803 1,110,669,488,373
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21. COST OF REVENUES (continued)

Net purchases from suppliers involving purchases in excess of 10% of the totaf consolidated purchases are
for purchases from Pertamina amounting to Rp 774.233,264,690 or 82%, Rp 1.571.839.661.623 or 90%. Rp
1,593,518,543,731 or 100% and Rp 1,104,933,154,782 or 100% of wtal consolidated purchases for the six
months ended June 30, 2003 and for the years ended December 31, 2002, 2001 and 2000, respectively.

22. OPERATING EXPENSES

This account consists of:

2003

{Six Months)

2002
{(One Year)
As Restated
{sce Note 36)

2001
(One Year)
As Restated
(sce Note 36)

2000
{One Year)
As Restated
(see Note 36)

Distribution and transportation
Depreciation (see Note 10) ..........
Repairs and maintenance
Salaries, wages and employee benefits

{seeNote 19) ... ... ... ... ...
Rent ...t
Traveling and transportation .........
Fuel and chemicals ................
Professional fees ..................
Communications ..................
Utifities ......ooiiiiiiien o,
Tools and spare parts
Office supplies
Representation and entertainment . . . . .
Training and education .............
Taxes and license
Insurance ..........oiiiineenns,
Small business enterprises and

cooperatives costs {see Note 29) .. ..
Provision for inventory

obsolescence ............... . ...

Others ... ...t

13,173,044,369
3,792,324,757

916,505,248
651,316,410
498,634,679
297,145,803
353,636,884
226,667,628
263,242,755
143,647,071

94,801,988

38,372,138

11,935,923

950,000

505,943,834

917,268,469
1,179,981,052
625,814,575
628,247,141
747,285,349
668,512,680
511,892,568
196,970,696
128,839.453
664,236,379
216,913,182

1,500,000

2,734,236437

598,223,838

29,043,139,046 22.880,943,232
9,663,187,515

8.656.559,179
505,959,557
1113.638.655
205.743.950
374.339.046
554.919,439
385.803,116
483.142.506
161.112.433
166.350.615
615,624,758
1.167.361.386

36.086,000

589.658.313
754,739,319

124,127,161,024 290,972,380,387 232.128.819,396 231,739,107.414

36,957,572,257 61,814,981,121 41,758.231.830 26,152,807.999

26,166,273,584
8,118,498.533

521,245,995
727,774,611
252,206,979

2,300.808,715

435,960,238
543,233,130
304,866,735
133,518,129
357,454,600
160.636,682
1,169,118,658

514,663,317
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22. OPERATING EXPENSES {continued)

General and administrative
Salaries, wages and employee benefits
(seeNote 19} ...... ... ..o itt.
Renl . ..ot
Professional fees ...........c.vinn.
Traveling and transportation .. .......
Depreciation {see Note 10) ..........
Representation and entertainment . . . ..
Training and education
Insurance {see Notes 10and 28) ......
Allowance for doubt{ul accounts
(seeNote3) ......coovvnt.
Repairs and maintenance
Utlities
Promotion
Communications ..................
Office supplies
Fuels and chemicals
Celebration
Taxes and licenses {see Note 26)
PUKK costs (see Note 29)
Amortization of deferred charges ... ..
Tools and spare parts
Others '

Marketing
Salaries, wages and employee benefits
(see note 19}
Depreciation (see Note 10)
Rent ... ..ot
Repairs and maintenance
Taxes and licenses
Office supplies
Traveling and {ransportation .........
Fuels and chemicals
Communications . .........cvvvues
Promotion
Utilities
Professional fees ............... ...
Provision for doubtful accounts (see
Note 5)

2003
(Six Months)

2002
(One Year)
As Restated

(see Note 36)

- 2
(One Year)
As Restated
{see Note 36)

2000
{Oute Year)
As Restated
[see Nofe 36)

40,883,621,696

8,878,896,412
6,542,027,196
4,894,857,3%4
3,874,768,119
3,642,539,491
3,622,960,172
2,267,981,200

2,262,831,833
1,941,247,886
1,673,397,308
1,666,671,026
1,633,530,579
1,254,094,449
610,473,015
400,861,520
396,781,343
98,098,380
88,170,333
26,885,449
666,323,386

72,643,351,885
9,482,199,437
10,646,378,085
7,909,835,884
12,368,745,263
10,798,272,425
4,653,970,547
20,153,694.,620

956,906,827
7,496,389,733
3.160,562,729
1,508,586,191
3.213,050,696
3,210,403.340
1,035,686.550

608,347,659

1,288,553,424

79,863,555
13,256,462
49,215,250
2,918,273,037

54,705,548,680
7,995,103,688

4,864,857,145 ..

5,894,808,629
9,171,934,847
6,751,309,932
6,345,628,762
12,907,229,353

1,022,058,060
2,903,430,195
2,201,643,350
1,995,150,654
2,448,512,656
2,334,492,176
797,706,660
575,401,423
1,057,980,535
123,693,630
1,307,088,326
13,252,000
1,891,489,065

71,580,461,316
7,898.870,313
4,970,907,883
6.983.634,425
5.418.410,737
5.045,072,935
5,098,249.576
8.477,159,457

2.273,150.585
4.303,950,972
1.570,724,775
1,252,362,397
2,249,694,756
2,537,250,010
653,205,727
461,069,742
[.106,561.453
90,813,926
25,126,592,568
196,716,897
2.861,528,682

87.327,018,187

174,195,543,599

127,308,319,766

160,156,389,132

8.866,765,403

3,358,597,960 8951,557,075 7.471,695,877
1,214,239,866  2,433,068,452 3,418,891,645 1,227,459,956
950,875,529 1,014,881,740 ° 874,717,939 643,350,369
197,881,969 430,341,262 436,693,901 347,289,541
150,971,570 173,624,675 168,535,552 . 100,241,982
168,520,815 344,508,244 292,304,626 175,088,642
115,841,735 130,614,576 109,290,530 71,207,501
114,299,545 242,490,837 189,532,700 160,152,934
110,396,558 219,323,688 154,912,013 147,319,183
109,676,817 372,126,863 © 356,481,124 320,942,400
82,321,322 162,437,987 120,549,277 142,068,110
70,349,316 188,869,053 335,892,630 329,041,746
— — 57,339,218  1,302,507,458
238,575,832 274,392,208 237,103,330 166,704,414
6,882,548,884 14,938,236,660 14,223,940,362 14,000,139,639
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23. INTEREST EXPENSE

This account consists of interest incurred on loans from the Government of the Republic of Indonesia and on
the Subsidiary’s stockholder’s loan, which are funded by:

Asian Development Bank
Transasia Pipeline Company

2002 2001 2000
{One Year) {One Yeur) (e Year)
2003 As Restated As Restated As Restated
{Six Months} (sce Note 36) (see Note 36) {see Note 36)

32,198,045,029

74,437,948,852

98,564,375,517

*30,653,133.368

Pvt,Ltd, coovviineennnnnn. —_ 1,992,238.916 — —
Japan Bank for International
Cooperation (Previously
Export-Import Bank of Japan) ~ 7,725,668,190  22,262,439,987  88,907,739,115  64,632,973,342
European Investment Bank ....  2,056,873,893 4,394,540,718 6,124,204,779 6,001,727.835
International Bank for
Reconstruction and
Development ............. 5.608,710,684  14.371,158,278  24,759,064,349  21,973,847.193
Government of the Republic of
Indonesia ................ — — (63,888,989} 1.815,276,182
Total ..... oo 47,589,297,796 117,458,326,751 218,291,494,771 125,076,957,920
24. GAIN (LOSS) ON FOREIGN EXCHANGE — NET

Gain or loss on foreign exchange mainly results from restatements of assets and liabilities in foreign
currencies and difference in exchange on operational transactions denominated in foreign currencies.

OTHER CHARGES (INCOME) — NET

In 2002, this account mainly consisted of the gain from the sale of Transgasindo’s shares owned by the
Company. On November 12, 2002, the Company sold 40% or 274,898 shares of Transgasindo to Transasia
Pipeline Company Pvt., Ltd. at a price of US$ 130,000,000 or equivalent to Rp 1,184,950,000,000. The
carrying value of shares sold amounted to Rp 323,095,304,119 and the Company recorded a gain amounting
to Rp 825,923,057,013, net of consuitants’ fees of Rp. 35,931,638,868, under “Other charges {income) —
Net” in the consolidated statements of income. The Company has received 85% of the sales proceeds while
the rerhaining 15% was recorded as “Other Receivables” in the consolidated balance sheet as of June 30,
2003. This amount was received by the Company in July 2003 (see Note 6).
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26. INCOME TAXES

“Tax expense (benefit} of the Company and Subsidiary are as follows: :
2002 - - - 2000

(One Year) (One Year) (One Year)
2003 As Restaled As Restated As Restated
(Six Months) (sce Note 36) {see Note 36) . {see Nole 36)
Current T
Parentcompany ............. 153,019.940,200 497.173,392,800 126,361,074,200 23,201,599,600
Subsidiary ...... EEEETRREE. — 33,981,625,000 — —
Sub-total .................. 153,019,940,200 533,155,017,800 126,361,074,200 23,201,599,600 ‘
Deferred .
Parentcompany ............. (126,504,776 11,721,692,794  (5,241,993,06%) (1,309,650,030)
Subsidiary ......... ... (16,632,488 22,814,334 — —
Sub-total .......... ... ... (143,137,264  11,744,507,128 (5,241,993,0693 (1,309,650,030)
Total ... . e 152.876,802,936 564,899,524,928 121,119,081,131 21,891.949,570

Transgasindo, the Subsidiary, did not provide for current tax expense for the six months ended June 30, 2003
as it incurred a tax loss amounting to US$ 2,706,806 tzquivalent to Rp 23,546,505,394) which is available to
offset future taxable income for a period of up to 5 {five) years after the year in which the loss was incurred.

Current taxes

The reconciliation between income before tax expense (benefit), as shown in the Statements of Income, and
estimated taxable income is as follows:

2002 2001 2000
{One Year) (One Year) (One Year)
2003 As Restated As Restated As Restated
(Six Months) (see Note 36) (sce Note 36} {see Note 36)
Income before tax expense '
(benefit) per consolidated
statements of income ......... 581,391,107.615 1.690,328.554,394 433,722,509.55% 28,509,820,179
Income before tax expense
(benefit) of the Subsidiary ..... (65,677,969,925)  (65,719,073,680) — —
Income before tax expense '
(benefit) of the Company ...... 515,713,137.690 1.624,609,430,714 433,722,509,559 28,509,820,179
Temporary differences
Provision for doubtful
accounts — net of
reversal ................ 1,575,656,645 (33,844,613) 363,255,748  3,575,658,043
Share in net earnings of a
Subsidiary .............. (9,373,247,599)  (134,165,958,116) — —
Depreciation .............. 421,682,586 {39,072,309,317) 17,473,310,231 (5,501,933,148)
Provision for inventory
obsolescence . ........... — 2,734,236,437 589,658,313 —
Total temporary differences ... ... (7,375,908,368) (170,537,875,609) 18,426,224,292 (1,926,275,105)
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20,

Permanent differences
Taxes and licenses —

Representation and
entertainment .........
Other non-deductible
EXPENSES ..\ vvvrnnnn ..
Interest income subject to
final tax recorded on a
netof tax basis ........
Sales of gas tanks — net ..
Rental income subject 1o
final tax
Gain on sale of property,
plant and equipment . ...
Salaries, wages and
employee benefits

Total permanent differences ..
Estimated taxable income . ...

Estimated taxable income
(annualized)

INCOME TAXES (continued)

2003
(Six Months)

2002
(One Year}
As Restated

{see Note 36)

2001
(One Year)
As Restated
(see Note 36)

A1)
(One Year)
As Restated
(sec Note 36)

3,819,166,500

3,582.478.492

1,966.412,173
(5.014.241,570)
(2,308,918,840)

(286,491,947)

24,270,46"[,03:2 (2,745,198,902) 29,647,160,863

10,782,252,853

46,763,335,809

6,995,529.914

6,380,790,523

5,234,811,413

43,335,001.,571

(27,314,983,266) (51,971,025,426) (30,207,639,177)

(730,556,685)

145,125,106,993

(670,887,061)

(11,326,340)

(6,447,511,059)

The current tax expense and the estimated tax refunds are as follows:

Estimated taxable income
{rounded-off)

Current tax expense ..........

Prepayments of income taxes
Article 22 ... ... ...,
Article 23
Article 25

Estimated taxes payable
Company
Subsidiary

Total estimated taxes payable

Estimated tax refunds
Current period

Parent ............7.

Subsidiary
Prior pericd

Total estimated tax refunds . . .

—_ 4,335,749,143  11,135,297.832 9,222,464,088
1,758,404,808 203,231,371,879 (30,886,819,460) 50,784,287,699
510,095,634,130 1,657,302,976,984 421,261,914,391  77,367,832,773
" 1,020,191,268,260
2000
(One Yeur}
2003 2002 2001 As Restated
(Six Months) {One Year) (One Year) (see Note 36)
1,020,191,268,000 1,657,302,976,000 421,261,914000 77,367,832,000
" 153,019,940,200 497,173,392,800 126,361,074,200 23,201,599,600
; — 3,477,329,269 — 10,920,651
10,949,820,720 13,384,959,224 554,075,623 805,067,576
74,950,632,000 224,421,836,000 137,089,712,000 90,241,724,000
—_ 94,098,062,478 —_ —
85,900,452,720 335,382,186,971 137,643,787,623 91,057,712,227
67,119,487,480 161,791,205,829 — —
- 50,797,707,000 — —
67,119,487,480 212,588,912,829 - - — —_—
o e - (11,282,713,423) (67,856,112,627) =
(3,437,015,680 — — . —_
— (11,282,713,423) (64,489,881,041) —
(3,437,015,680)  (11,282,713,423) (75,772,594,464) (67,856,112,627)
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26. INCOME TAXES (continued)

- The Company will file its 2003 Anaual Tax Return (SPT) on a basis consistent with the above tax
computation. The estimated taxable income in 2002 conformed with the tax return, filed by the Company to

the Tax Office.

Based on the tax decision letter dated April 28, 2003, the Tax Office agreed to pay Rp 10,168,879,210 for
the Company’s 2001 claim for a tax refund. The difference of Rp 1,113,834,213 between the amount
claimed by the Company and the amount refunded by the Tax Office is charged to the 2003 operations as
part of Miscellaneous Income — Net under Other Charges (Income) in the 2003 consolidated Statement of

Income.
Based on the tax decision letter dated February 7, 2002, the Tax Office agreed to pay Rp 64,489,881,041 for
the Company’s 2000 claim for a tax refund. The difference of Rp 3,366,231,586 between the amount’

claimed by the Company and the amount refunded by the Tax Office was charged to the 2001 operations as
part of Miscellaneous Income — Net under Other Charges (Income) in the 2001 Statement of Income.

Based on the tax decision letter dated July 26, 2000, the Company was assessed additional tax and penalties
in relation to the 1999 corporate income tax of Rp 8,281,128,981 which was recorded as part of
Miscellaneous Income — Net under Other Charges (Income) in the 2000 Statement of Income.

Deferred taxes

The details of deferred tax expense (benefit) are as follows:

2002 2001 2000
(One Year) (One Year) {One Year)
2003 As Restated As Restated As Restated
(Six Months) (sce Note 36) (sve Note 36) (see Note 36) .
Temporary differences at the maximum tax
rate of 30%
Company .
Depreciation .................vvun (126,504,776) 11,721,692,794 (5,241,993,069) (2,374,991,640)
Provision for doubtful accounts ...... (472,696,994) 10,153,384 (108,976,724) (1,072,697.413)
Provision for inventory
obsolescence . ... .. .t — (820,270,931) (176,897.494) —
Valuation allowance ............... 472,696,994 810,117,547 285,874,218  2,138,039,023
Subsidiary
Depreciation ..................... (16,632,488) 22,814,334 — —
Deferred tax expense (benefit) ......... (143,137,264) 11,744,507,128 (5,241,993,069) (1,309,650,030)
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26. INCOME TAXES {continued)

The reconciliation between tax expense computed using the prevailing tax rate at 30% based on the
accounting income before tax expense (benelit) and the tax expense (benefit) as reported in the consolidated
statements of income for the six months ended June 30, 2003 and for the years ended December 31, 2002,
2001 and 2000 is as follows:

2002 \ 2001 2000
{One Year) * (One Year) {One Year)
2003 As Restated As Restated  » . As Restated
(Six Months) (sec Note 36) (see Note 36) _ (see Note 36)
Income before tax expense .
{benefit) of the Company ...... 515,713,137,690 1,624,609,480,714 433,722,509.559 28,509,820,179
Tax expense (benefit) computed . '
using maximum rate of 30% ... 154,713,941,307  487,382,844,214 130.116,752,868  8,552,946,054
Tax effect of the Company’s
permanent difference ......... 527,521,403 °  60,969.411,269  (9,266,045,955) 15,235,286,077
Valuation allowance ............ 472,696,994 810,117,547 285,874,218  2,138,039,023
Share in net earnings of a
Subsidiary . ....... ...l (2,811,974,280)  (40,249,787,435) '
Tax assessment correction ....... — — —  (4,025,571,584)
Progressive tax rate effect ....... (8,750,000) (17,500,000) (17,500,000) (8,750,000)
Tax expense — Company ....... 152,893, 435,424  508,895,085,595 121,119,081,131 21,891,949,570
Tax expense (benefit) — ) '
Subsidiary ............ ... L. (16,632,488) 56,004,439.323 - —
Tax expense per consolidated
statements of income ... ...... 152,876,802,936 564,899,524.928 121,119,081,131 21,891,949,570

The tax effect of significant temporary differences between accounting and tax reporting are as follows:

2002 2001 2000
{One Year)} (One Year) (One Year)
2003 As Restated As Restated As Restated
(Six Months) (see Note 36) (sec Note 36) (see Note 36)
Deferred tax assets
Allowance for doubtful accounts ...... 2,709,5_59,357 2,236,862,363 2,247,015,747  2,138,039,023
Allowance for inventory
obsolescence ... ..vvir i 997,168,425 997,168,425 176,897,494 —_
Difference in foreign currency
translation of the Subsidiary’s .
deferred tax assets ............... 879,445 — — —
Property, plant and equipment ........ ) —_ - — 3,280,396,545 —
Allowance for deferred tax assets ......... (3,706,727,782) (3,234,030,788) (2,423,913,241) (2,138,0359,023)
| Y SN 879,445 — 3,280,396,545 —
Deferred tax liabilities )
Properiy, plant and equipment .. ...... (8,320,973,317) (8,464.110,583) — (50,722,601,028)
Deferred tax assets (liabilities) —net .. ... (8,320,093,872) (8,464,110,583) 3,280,396,545 -(50,722,601,028)
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27,

INCOME TAXES (continued)

-In 2001, the deferred tax liability was reduced by Rp 48,761,004,504, being the tax effect of the reversal of

a portion of the temporary difference relating to certain property, plant and equipment due to the revaluation
(see Note [0).

Deferred tax assets and liabilities, other than accumulated tax losses, arose from the difference in the
methods or basis used for accounting and tax reporting purposes, mainly comprising depreciation on
property, plant and equipment. allowance for doubtful accounts and allowance for inventories obsolescence.
The difference in the basis of recording of property, plant and equipment is due to the differences in the
estimated useful lives of the assets for accounting and tax reporting purposes. The difference in the basis of
provision for doubtful accounts and provision for inventory obsolescence are due to the difference in timing
of recognition of expenses for accounting and tax reporting purposes. :

Based on the review of the adequacy of the valuation allowance at the end of the period, the management is
of the opinion that the valuation allowance for deferred tax assets is adequate to cover the possibility that
such tax benefis that will not be realized.

SIGNIFICANT BALANCES AND TRANSACTIONS WITH RELATED PARTIES

In the normal course of operations, the Company and the Subsidiary grant loans to employees to finance
employees’ housing. As of June 30, 2003 and December 31, 2002, 2001 and 2000, the balance of loans to
employees amounted to Rp 476.333,153, Rp 592,632,779, Rp 983,542,185 and Rp 1,656,301,179, respectively.

RETIREMENT AND OTHER EMPLOYEES BENEFITS
The Company provides retirement and other benefits to its active and retired employees, as follows:
a. PT Asuransi Jiwasraya (Persero)

The Company has a defined benefit retirement insurance plan for all its qualified permanent
employees, which is covered in a cooperative agreement with PT Asuransi Jiwasraya (Persero). The
Company’s premium contributions amounted to Rp 1,192,765,000 for the six months ended June 30,
2003 and Rp 9,939,709,672, Rp 10,168,684,979 and Rp 5,601,119,973 for the years ended December
31, 2002, 2001 and 2000, respectively, and are recorded as part of Insurance Expense under General
and Administrative Expenses in the consolidated statements of income (see Note 22).

Int 2002, the Company fully amortized the balance of the deferred one-time retirement premium as of
December 31, 2001 amounting to Rp 8,730,161,918. The unamortized balance of the deferred one-time
retirement premium (“Premi Sekaligus™) amounting to Rp 8,750,161,918 as of December 31, 2001 and
Rp 10,000,185,048 as of December 31, 2000 is presented as part of Deferred Charges under Non-
current Assets in the consolidated balance sheets. Amortization amounting to Rp 8,750,161,918,

Rp 1,250,023,130 and Rp 1,250,023,130 for the years ended December 31, 2002, 2001 and 2000,
respectively, is recorded as part of Insurance Expense under the General and Administrative Expenses
in the consolidated statements of income {see Note 22).

b.  Yayasan Kesejahteraan Pegawai Perusahaan Umum Gas Negara

The Company also provides additional post retirement health care benefits for its retired employees, as
covered in a cooperative agreement with Yayasan Kesejahteraan Pegawai Perusahaan Umum Gas
Negara (Yakaga). Contributions to Yakaga amounting to Nil for the six months ended June 30, 2003,
Nil in 2002, Rp 2,722,942,395 in 2001 and Rp 1,920,000,000 in 2000 are recorded as part of Insurance
Expense under General and Administrative Expenses in the Statements of Income (see Note 22). In
2003, there were no contributions to Yakaga. '
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. Undera program established by tt;e"(}léi'crnméht of the Republic of Indonesia, the management of state- -

RETIREMENT AND OTHER EMPLOYEES’ BENEFITS (continued)

The accumulated contributions to Yakaga include Rp 8.7 billion for social, education and additional
retirement benefits for the Company’s active and retired employees which was appropriated from the
Company’s earnings for the period 1984 up to 1996, prior to the Company becoming a state-owned
company. This contribution was approved by the Board of Commissioners in its Letter No. 83/K/DK/
PGN/1999 dated June 30, 1999. As of June 30, 2003, December 31, 2002, 2001 and 2000, the net
assets of Yakaga amounted to Rp [2.0 billion, Rp 1 1.5 billion, Rp 10.4 billion and Rp 9.3 billion,
respectively (unaudited). T

On June 20, 2000, the Ministry of Manpower issued Decree No. Kep-150/Men/2000 (Decree), regarding the
Settlement of Work Dismissal and Determination of Separation, Appreciation and Compensation Payments
by Companies. The Decree requires companies to pay their employees termination, appreciation and’
compensation benefits in case of employment dismissal based on the employees’ number of years of
service, provided certain conditions set forth in the Decree are met.

On February 23, 2003, Labor Law No. 13 Year 2003 (Law No. 13/2003) was approved by the House of
Representatives of the Republic of Indonesia (RI) and the President of RI. On March 25, 2003, the President
of RI signed and legalized Law No. 13/2003 which was subsequently published in the State Gazette Year
2003 No. 39. The Government Regulation and Ministry of Manpower Decision on the implementing
guidelines of this Law have not been issued. '

The management obtained an actuarial calculation as of June 30, 2003 to assess the actuariat liability based

“ on the provisions of the Labor Law. The actuarial calculation was prepared by PT Sienco Aktuarindo

Utama. an independent actuary, based on its report dated October 22, 2003, using the “Projected Unit
Credit” method which utilized the following assumptions:

Actuarial discount rate :  10% per annum
Mortality rate . Tabel mortatita “The 1958 Commissioners
Standard Ordinary Mortality Table™.
Wages and salaries increase 8% per annum
Retirement age : 55

Management of the Company is of the opinion that the existing retirement insurance and the Company’s
policy regarding retirement benefits adequately covers the benefits required under the Kep-150 and Labor
Law No. 13/2003. Accordingly, no accrual for such benefits under Kep-150 and Labor law was made for the
six months ended June 30, 2003 and the years ended December 31, 2002 and 2001.

In connection with the Employee Secondment Agreement between the Company and Transgasindo, during
the secondment period, Transgasindo agreed to continue the participation of the seconded employees in the
prevailing defined benefit retirement insurance plan and worker social security program (Jamsostek). Upon

" the occurrence of a termination of emptoyment relationship, voluntary resignation or retirement of seconded

employees for any reason within the secondment period, the Company will-be obliged to settle all
obligations, including financial liabilities such as payments of severance pay, service entitlements and
compensation to and/or in respect of the termination of the employee relationship (see Note 30). The
Management of the Subsidiary is of the opinion that the retirement benefits program is adequate to cover the -
benefits provided for the aforementioned Law.

DEVELOPMENT OF SMALL BUSINESS ENTERPRISES AND COOPERATIVES PROGRAM ',

owned enterprises undertake measures to foster the devélopment of small business enterprises and
cooperatives (“Pembinaan Usaha Kecil dan Koperasi — PUKK"). The Company allocates qpproximately
3% of net income each year to fund the development of small businesé enterprises and cooperatives selected

by the Company or determined by the Government of the Republic of Indonesia. The appropriations
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29, DEVELOPMENT OF SMALL BUSINESS ENTERPRISES AND COOPERATIVES PROGRAM
(continued)

30.

“amounted to Rp 11,055,563,000 in 2003 from 2002 net income, Rp 4,756,917,000 in 2002 from 2001 net

income, Rp 1,495,693.677 in 2001 from 2000 net income (before restatement} and Rp 12.008,826,817 in
2000 from 1999 net income (see Note 19). These appropriations are treated as dividends paid to the
Government of the Republic of Indonesia, as the stockholder of the Company. The funds for this program
are maintained separately by the Company before being paid out in the form of grants and loans to
designated small enterprises and cooperatives. The cost of administering the program is presented as PUKK
Costs under the Operating Expenses in the Statements of Income (see Note 2 2).

-SIGNIFICANT AGREEMENTS

The Company has the following significant agreements:

i.

ii.

a:  Gas Purchase Agreements (GPA)

Jakarta, Bogor, Cirebon and Medan

The Company has an agreement with Pertamina for the supply of natural gas for Jakarta, Bogor,
Cirebon and Medan. The original agreement expired on March 30, 2001.

Based on the latest interim extension letter, the Company and Pertamina mutually agreed on
November 16, 2001 to set the gas prices at US$ 1.82 per mmbtu for Jakarta and Bogor, US$ 1.00
per mmbtu for Medan and Rp 3,000 per mmbtu for Cirebon from March 31, 2001 up to March 31,
2002; USS 1.91 per mmbtu for Jakarta and Bogor, US$ 2.00 per mmbtu for Medan and Rp 6,000
per mmbtu for Cirebon from April 1, 2002 up to March 31, 2003; and, US$ 1.96 per mmbtu for
Jakarta and Bogor, USS$ 2.40 per mmbtu for Medan and Rp 9,000 per mmbtu for Cirebon from
April I, 2003 up 10 March 31, 2004. Up to March 28, 2002, the final agreement has not yet been
signed. This letter is valid until March 31, 2002 or until the Gas Sales and Purchase Agreement
was signed, whichever is earlier. The sale and purchase agreement was signed on April 4, 2002
{see Notes v, vi and vii).

Surabaya

The Company has an agreement with Pertamina for the supply of natural gas for Surabaya, East
Java, from gas fields managed by BP/Britoil/Bimantara. Pertamina agreed to /supply gas totaling
719.9 bscf with a content of 1000 btu/scf gas at a price of US$ 2.16 per mmbtu. The gas purchases
are secured by a standby letter of credit issued by PT Bank Mandiri (Persero) (see Note 31). This
agreement is valid for 25 (twenty five) years starting May 4, 1990 or until the contracted quantity
is supplied.

The Company also has another agreement with Pertamina for the gas supply for Surabaya, East
Java, taken from the gas field managed by Lapindo Brantas, Inc. This agreement has been
amended several times. Based on the latest amendment which was covered in Agreement

No. 021.P/3/UT/2002 dated December 30, 2002, the gas price is agreed to be in the range of US§
2.16 per mmbtu up to US$ 2.6 per mmbitu for the period from July 25, 2002 up to December 31,
2007.

West Java

The Company has an agreement with Pertamina for the supply of natural gas to Muara Karang for
distribution to West Java, taken from the ONWJ gas field. Pertamina agreed to supply gas totaling
197,541 bbtu at the gas price of US$ 2.90 per mmbtu. The gas purchases are covered by a standby
letter of credit issued by PT Bank Mandiri {Persero) (see Note 31). This agreement is valid up to
December 31, 2009 or until the contracted quantity is supplied.
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30. SIGNIFICANT AGREEMENTS {continued)

iv,

vi.

vii.

South Sumatra — West Java

On June 26, 2003, the Company entered into a gas sale and purchase agreement with Peniamina
involving gas deliveries from South Sumatra to West Java, with gas deliveries being supplied by
Pertamina from its oil and gas operations in South Sumatra. Pertamina agreed to supply gas
totaling 1.006 tcf with a content of 1,000 btu/scf gas for 12 years added with supply of gas in line
with the ficld capability based on Pertamina’s best efforts starting from May 1, 2006 or such other
date as agreed, at the latest by December 31, 2006. This agreement is valid up to December 31.
2025 or until the contracled quantity is delivered. '

On the same date, the Company also entered into (i) Mutual Understanding On Gas Infrastructure
and Commerce with Pertamina whereby both parties agreed to jointly carry out the development
of gas infrastructure and gas markets based on a partnering arrangement for one year time and (ii)
Mutual Understanding with Pertamina whereby the Company agreed to provide gas distribution
facilities, using Pagardewa — Cilegon pipeline to be built by the Company, to be used by
Pertamina to distribute gas from Pertamina gas fields. The daily gas transmission involved
amounts to approximately 300 mmscfd for 20 years. This mutual understanding is valid for one
year.

Medan

On April 4, 2002, the Company entered into a Gas Purchase Agreement with Pertamina for natural
gas supply in the Medan area, from gas produced from the DO Hulu Rantau oil and gas field.
Pertamina agreed to supply gas totaling 43.81 bscf at a gas price of USS 1.00 per mmbtu from
March 31, 2001 up to March 31, 2002, US$ 2.00 per mmbtu from April 1, 2002 up to March 31.
2003 and US$ 2.40 per mmbtu from April 1, 2003 up to March 31, 2004. Thereafter. the gas price
will be subject to negotiation between the parties. This agreement is valid until March 31. 2011. or
until the contracted quantity has been supplied.

Jakarta and Bogor

On April 4, 2002, the Company entered into a gas sales and purchase agreement with Pertamina
for the supply of natural gas in Jakarta and Bogor, taken from oil and gas field at DOH Cirebon
developed by Pertamina. Pertamina will supply gas totaling 365.00 bscf with a content of 1,000
btu/scf at US$ 1.82 per mmbtu starting March 31, 200! to March 31, 2002, at US$ 1.91 per
mmbtu from April 1, 2002 to March 31, 2003 and at USS$ 1.96 mmbtu from April 1, 2003 to
March 31, 2004, Afterwards, from April 1, 2004 until the expiry of the agreement, the price will
be based on negotiation. This agreement is valid for 10 years or until the contracted quanfity is

delivered.

Cirebon

On April 4, 2002, the Company entered into gas sales and purchase agreement with Pertamina for
the supply of natural gas in Cirebon, taken from oil and gas field at DOH Cirebon developed by
Pertamina. Pertamina will supply gas totaling 14.60 bscf in 1,000 btu/scf at Rp 3,000 per mmbtu
starting March 31, 2001 to March 31, 2002, at-Rp 6,000 per mmbtu from April 1, 2002 1o March

" '31,2003 and at Rp 9,000 from April 1, 2003 to March 31, 2004. Afterwards, from April 1, 2004

.- until the expiry of the agreement, the price will be based on negotiation. This agreement is valid

for 10 years or uniil the contracted quantity is delivered. -

The Company is required to buy and pay for the minimum purchase quantity per year for each of
the above gas purchase agreements (GPAs). The difference between the purchased quantity and

“the minimum purchase quantity is recorded as' Make Up Gas, which can be realized anviime if the

minimum quantity has been taken or at a specified period after the related agreement ends. The
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30 SIGNIFICANT AGREEMENTS (contmued)

b.

outstanding balance of the Make Up G-lS is p:esemed as pmt of Advances in the Consohdated
Balance Sheets (see Note 8).

" viil. Jakarta

On March 22, 2001, the Company entered into a Gas Sales and Purchase, and Transportation
Agreement with Pertamina Domestic Supply and Marketing (PDSM), and Pertamina Operation,
Exploration and Production — Karangampel (POEP). PDSM purchases gas from POEP to supply
gas to.the fuel gas filling stations (SPBG) in Jakarta, using the Company’s pipeline facilities. The
average daily gas purchase is 2-3 mmscf and the tariff paid to the Company is Rp 24 per premium
gasoline-litér equivalent. Each month, the cost of the volume of gas used by PDSM is directly.
deducted from the invoice for gas purchases from POEP (see Note 11). The agreement is valid for 2
(two) years.

ix. Jakarta and Bogor

On November 20, 2001, the Company entered into a Gas Purchase Agreement with PT
Energasindo Heksa Karya (EHK) for the supply of gas for Jakarta and Bogor, taken from the
natural gas field ex Sukatani, which is being developed by EHK. EHK will supply natural gas to
the Company totaling 2,190 bscf with a content of 1000 btu/scf gas at a price of US$ 2.15 per
mumbtu. The agreement is valid for 3 (three) years.

Gas Transportation Agreements
i.  Trans-Central Sumatra Gas Pipeline System I

On January 29,1997, the Company entered into an agreement with Pertamina and Asamera
(Overseas) Limited, now ConocoPhillips Grissik Ltd, (Conocoe), for the gas transportation of
Conoco using the Company’s Trans-Central Sumatra Gas Pipeline System. The base
transportation capacity through the Company’s mainline is 310,000 mscf per day and the
transportation tariff is US$ 0.62 per mscf. This agreement is valid for 20 years, and shall be
extended for not more than 135 days for the delivery of Make Up Gas.

This agreement was entered into in connection with the Petroleum Transfer and Exchange
Agreement (PTEA) dated January 28, 1997 among Pertamina, Conoco and PT Caltex Pacific
Indonesia (CPI), whereby Conoco supplies natural gas to CPI using the Company’s pipeline
facilities. The PTEA is valid for 15 years or at the latest, until December 31, 2013,

On March 9, 2002, in connection with the transfer of CSTU operation to Transgasindo, the Company,
Transgasindo and Pertamina entered into a novation agreement for the novation of the Company’s
rights and obligations under the above-mentioned gas transportation agreement to Transgasindo.

ii. Trans — Central Sumatra Gas Pipeline Sysiem I

On December 21, 2000, the Company entered into another agreement with Pertamina and Gulf
Resources (Grissik) Ltd. (now ConocoPhillips {Grissik) Ltd.), for the transportation of additional
gas for Conoco using the Company’s Trans-Central Sumatra Gas Pipeline System. The tier 1
transportation tariff is US$ 0.62 per mscf and the tier 2 transportation tariff is US$ 0.44 per mscf
which are charged depending on the volume of gas transported. This agreement is valid for 20
years.

This agreement was entered into in connection with the Gas Supply and Exchange Agreement
(GSEA) dated December 21, 2000 among Pertamina, Conoco and CPI, whereby Conoco supplies
natural gas to CPI using the Company s pipeline facnlmes The GSEA is valid for 20 years but
subject to extension.
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30. SIGNIFICANT AGREEMENTS (continued)

If Conoco fails to deliver the required quantity under the above GTAs, Conoco shall have a Ship-
or-Pay obligation, which is subject to make-up rights, i.e., Gulf receives a credit against certain
amounts otherwise paid or owed if the Ship-or-Pay quantity is met. Accordingly, the Company
records the related toll fees from this Ship-or-Pay arrangement as liabilities subject to make-up
rights (see Note 12).

-

iii. Grissik — Sakernan — Batam — Singapore Gas Transmission Project

On February 12, 2001, the Company entered into an agreement with Gulf Resources (Grissik}
LTD. (now ConocoPhillips Grissik Ltd.), Gulf Resources (South Jambi) L.TD., and Santa Fe
Energy Resources (Jabung) Limited (the “PSC Operators™) for a natural gas transmission project.
Under the agreement, the Company will receive gas from the PSC Operators (Operators in charge
at the Corridor Block PSC, South Jambi Block PSC and the Jabung Block PSC), and then
transport the gas received to the boundary delivery points. This agreement is valid for 20 years.

iv. On April 17, 2002, the Company entered into a memorandum of understanding with Pertamina
and Gulf Resources (Grissik) LTD., {now ConocoPhillips Grissik Ltd.), for natural gas
transmission project. Under the agreement, the Company will receive gas gradually increasing
from 20 mmscfd in 2003 to 50 mmscfd from PSC operators (operator in charge at the corridor
Block PSC), then transport the gas received to the boundary delivery points. The gas transmission
will begin in August 2003 (at the earliest) or begin on April 1. 2004 (at the latest) for a period of
15 years.

v. Medan Transmission Project

The Company has an agreement with Pertamina for the supply of natural gas for Medan, taken
from Pantai Pakam Timur via Wampu Meter Station. The transportation fee charged for the
natural gas transferred starting from the Wampu Meter Station to PLN Sicanang is Rp 389 per
mmbtu while the transportation fee charged for the natural gas transferred from Pantai Pakam
Timur Meter Station to PLN Sicanang is Rp 153 per mmbtu, This agreement will expire once the
gas volume transferred has reached the contracted volume.

During a meeting held on December 7, 2001, the Company and Pertamina agreed that the toli fee
payable by PLLN each month will be offset against the Company s liabilities for gas purchases
from Pertamina DO Hulu Rantau (see Note 11).

¢. . Project Agreement

The Company entered into a Project Agreement with ADB dated June 26, 1995 in connection with the
Gas Transmission and Distribution Project, which is funded in part by the ADB, JBIC and EIB,
through Loan Agreements with the Government (see Note 15). The Project Agreement sets out the
Company’s obligations as the executing agent of the Project, which covers the supply and construction
of the transmission pipeline between Grissik and Duri, and a spur pipeline from Sakernan to Batam;
supply and construction of ancillary and offsite equipment and facilities: consuiting, management and
financial services, as well as institutional strengthening of the Company and human resources
development The Project Agreement has concurrent terms with the loan agreement with the ADB.

 Sakeman — !%atarn P‘P",I‘UF’.PFOJ?C“ﬁ St.'.*!,sm_ g_?ms.isse 1}’0??.._10) N
d. Land Use Agreements - Gt

land used by the Company to construct a gas meter station in connection with the PTEA and GSEA.
The agreements are valid for as long as the PTEA and GSEA are in effect.

The Company has several land use agreements with Pertamina, Conoco and CPI, as the owners of tt the
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30. SIGNIFICANT AGREEMENTS (continued) . . A

On March 9, 2002, the Company and Transgasindo entered into a Borrow and Use of Land Agreement,
whereby the Company granted permission to Transgasindo for the use of the plots of land located at the
Grissik-Duri Transmission Pipeline route and other land used for supporting facilities of the Grissik-
Duri Transmission Pipeline for the purpose of continued gas transmission business activities, without
any compensation. The land, except the State Land, will continue to have the status of land acquired
and/or owned by the Company until such time as the land title and/or rights is transferred to
Transgasindo, or in respect of the State Land, until their borrow and use agreements are transferred to
Transgasindo. This agreemeni is valid for a term of the earlier of 3 (three) years or the execution of the
deed of transfer of title and the novation agreement, which can be extended by submission of the
application not later than 1 (one) month prior to the expiration of this agreement. -

On September 13, 2002, the Company entered into the Amendment of the Borrow and Use of Land
Agreement with Transgasindo to also include the land, which land certificates will be or are being applied
for by the Company, and State Land, involving approximately 135 hectares. Upon transfer of all titles
and/or title certificates of the land (except the State Land), Transgasindo shall pay the Company US$
5,200,000 for the land. This will be payable in the form of and by executing and delivering to the
Company promissory notes pursuant to the Grissik-Duri Land Promissory Note Agreement. This
agreement is valid for a term up to the execution of the deed of transfer of title and the novation

agreenient.
e. Coordination Agreement

On February 12, 2001, the Company entered into a Coordination Agreement with Power Gas Limited
(PG), Singapore for the coordination of the construction, commissioning, operation and maintenance of
the Company’s pipeline segment and the PG pipeline in connection with the Gas Supply Agreement
(GSA) between Pertamina and Gas Supply Pte Limited.

The term of this agreement is concurrent with the GSA or expires at such later date as the parties may
agree.

f.  Agreement Related To Grissik-Singapore Pipeline Project Construction

a.  On November 12, 2002, the Company, Transgasindo and Transasia entered into an Asset Transfer
Agreement wherein the Company wishes to construct, sell and deliver additional Duri
Compression Facilities for the Grissik-Duri Pipeline and the Grissik-Singapore Pipeline
(collectively referred to as Assets) at a price of US$ 470 million at the transfer date, subject to the
terms and conditions and any arrangements entered into by and between the Company and third
parties that relate to, and are necessary for, the ownership, operation, maintenance and repair of
the Assets. In relation to the transfer of assets, Transgasindo is obliged to remit value added tax at

10% of the value of assets transferred.

The title and all rights to the Assets are retained by the Company to the exclusion of
Transgasindo, any creditors of Transgasindo and all other persons whomsoever, until the transfer
date. The Grissik-Singapore Pipeline Project was operational on schedule, however the first
delivery of gas was delayed until September 9, 2003. Due to the technical reasons, the Additional
Duri Compression Facilities Project, which were targeted to be completed by May 2003, was
delayed. As of date of this report, the Additional Duri Compression Facilities have not been
completed. Management expects that the Grissik-Singapore Assets will be transferred in
November 2003. In the event of a delay in the transfer of assets, the Company is obliged to pay
liquidated damages of US$ 12,000 per day, up to a maximum of US$ 3 million, to Transasia. The
Company is not charged penalty on the delay of the transfer of Grissik Duri Compressor because
the existing capacity of gas is sufficient to fulfill the requirement based on the transportation gas
agreement. ) )
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ta

The purchase price shall be paid in two tranches. The first tranche amounting to US$ 189 miilion
shall be paid in installments upon satisfaction of the funding conditions confirmed by the Company.
The second tranche amounting to US$ 281 million shall be satisfied by Transgasindo by executing
and delivering to the Company a promissory note (Grissik-Singapore Promissory Note).

b.  On November 12, 2002, the Company entered into a Strategic Partnership Agreement (SPA) with
Transgasindo, Transasia, Petronas International Corporation Ltd., Conoco Indonésia Holding Ltd.,
SPC Indo-Pipeline Co., Ltd. and Talisman Transgasindo Ltd. to set forth the terms and conditions
which will govern the operation and management of Transgasindo and the relationship of the
stockholders.

Eachi stockholder agreed to make capital contributions or provide stockholder loans in its pro rata
portion {based on its then current stockholding) of up to a maximum aggregate amount of US$
144 million as committed funding in respect of the Grissik-Singapore Pipeline and to provide up
to a maximum aggregate amount of US$ 15 million of contingent funding, if determined
necessary. The committed funding will be made available upon receipt of the funding notice from
Transgasindo. The notice shali specify whether such funding shall comprise of an equity
contribution or a steckholder loan.

During the term of the SPA, all cash receipts of Transgasindo shall be paid into a gencral cash
flow account and shall be applied in the order of priority as set out in the SPA. In the event that
Transgasindo is unable to fulfill any of its payment obligations as set out in the SPA, each
stockholder shall provide its pro rata portion (based on its then current steckholding) of up to a
maximum aggregate amount of the lesser of US$ 100 million and the total principal amount for
the time being outstanding under the Grissik-Duri Promissory Notes or the Grissik-Singapore

Promissory Notes.
Employee Secondment Agreement

On March 9, 2002, the Company and Transgasindo entered into an Employees Secondment Agreement
for the secondment of certain permanent employees of the Company in the gas transmission sector to
Transgasindo for the period from March 9, 2002 up to February 28, 2003. At the expiry of this
agreement, the employees shall be offered an option to become permanent employees of Transgasindo
or remain as the permanent employees of the Company. On November 12, 2002, both parties entered
into the Amended and Restated Employee Secondment Agreement, which extended the period to
February 29, 2004. On the same day, the Company also entered into the Transfer of Employees

" Agreement effective on February 29, 2004 for the transfer of certain seconded employees of the

Company and at the same time governed the Employee Secondment Agreement with Transgasindo
efféctive from February 29, 2004 to November 2007 for the re-secondment of employees of the
Company during the aforementioned period.

On November 12, 2002, Transgasindo entered into the Investor Secondment Agreement with

Transasia. Based on the agreement, Transasia agreed to make available employees to Transgasindo.
This agreement is effective from October 14, 2002 to the earlier of October 14, 2007 and the

termination of the SPA.

31. COMMITMENTS AND CONTINGENCIES

As of June 30, 2003 the Company had the foll()ng commltments and contmgenmes

a.

The land covering the area a]ona the 536 km natural gas transmission pipeline from Grissik to Duri is
stilt in the certification process. During the land certification process, there have been disputes with
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31. COMMITMENTS AND CONTINGENCIES (continued)

ua

- several inhabitants of the land in Batangﬁari and Tanjung Jabung used for the Grissik-Duri pipeline,

.- who are claiming additional compensation, .

The Company is named as a defendant in Case No. 04/PDT.G/2001/PN.MBLN which was filed by
several inhabitants in Batanghari (plaintiff) at the Muara Bulian State Court on March 19, 2001
whereby the claim of the plaintiff was rejected based on the Court Decision dated June 26, 2003. The
plaintiff appealed to the Jambi High Court and based on the decision of the Jambi High Court No.
47/Pdt/2001/PT.JBI dated November 27, 2001, the appeal w.as' rejected by the High Court. However,
the plaintiff appealed to the Supreme Court. Up to November 28, 2003, there have been no further
developments in this case, however management believes that the Company has a strong position.

The Company is also named as a defendant in Case No. 06/PDT.G/2001/PN.KTL which was filed by
some inhabitants in Tanjung Jabung on November 15, 2001 at the Kuala Tungkal State Court. Based on
the decision of State Court dated April 22, 2002, the plaintiffs’ claim was rejected and the plaintiffs
appealed to the Jambi High Court. Based on decision No. 31/PDT/2002/PT.JBI dated August 14, 2002,
the Jambi High Court affirmed the State Court decision and the plaintiff appealed to the Supreme
Court. Up to November 28, 2003, there have been no further developments in this case, however
management believes that the Company has a strong position.

Management and its legal counsel believe that the above mentioned cases individually or in the
aggregate will not have material adverse effects on the Company’s financial condition or result of
operations.

On March 27, 2003, IBIC agreed to provide a loan to the Government of the Republic of Indonesia
based on Loan Agreement No. IP-51.1 for a total aggregate amount equivalent to JP¥ 49,088,000,000 to
assist the Government in financing the development of a gas transmission pipeline from South Sumatra
to West Java and a distribution pipeline in West Java. On May 28, 2003, the Company and the
Government entered into a Subsidiary Loan Agreement No. SLA-1156/DP3/2003, which provides for
the Government’s relending of the JBIC loan proceeds not exceeding JP¥ 49,088,000,000 to the
Company. Up to November 28, 2003, the Company has not yet drawn funds from this facility.

On September 15, 2000, the Company and the Government entered into a Subsidiary Loan Agreement
Ne. SLA-1139/DP3/2000, which provides for the Government’s relending of the EIB loan proceeds not
exceeding 70 million Euros to the Company as part of the financing of the Gas Transmission and
Distribution Project Phase 2. As of November 28, 2003, the Company has withdrawn US$ 61.6 million
from this facility.

- The Company has standby letters of credit (SBLC) facilities with PT Bank Mandiri (Persero) Tbk,

which are used to guarantee the payments of the Company’s gas purchases for the East Java and West
Java areas (see Note 30a). The facilities, which have set annual maximum limits, will expire in 2009
and 2016. Certain time deposits with PT Bank Mandiri (Persero) Tbk, trade receivables and certain
landrights and buildings are used as collateral to secure the Company’s obligations under the SBLC
facilities (see Notes 4, 5 and 10).

The Company has capital expenditure commitments relating to the devé]opment and construction of
gas transmission and distribution projects, which have been committed under the related contractual
agreements (see Notes 15 and 30).

The Company has purchase commitments under the Gas Purchase Agreements (see Note 30).

As of June 30, 2003, the Company has available loan proceeds not yet drawn under the subsidiary loan
agreements financed by JBIC, ADB and EIB of US$ 1,087,192, US$ 30,127,025 and US$ 206,948,

respectively.
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32. ASSETS AND LIABILITIES DENOMINATED IN FOREIGN CURRENCY

As of June 30, 2003, the Company’s monetary assets and liabilities denominated in U.S. Dollar are as

follows:
Assels .
Cash and cashequivalents .. ...t ii i i aes USS 26,339,583
Trade receivables — nCL .. ... i e e [P 41,417,235
Otherreceivables .. ... oe i i e + 45.353,746
AGVANCES . ittt ettt et i e e e 8.336.648
Total Assets .......... e et e e et eiaeieiee ey 121,447,212
Liabilities .
Trade payables . . ..o i i 30,351,582
Other payables . ..ot i e et e i 37.525.570
ACCTUEH BXPEISES ..ot ii v reeea e aeaa e tnecaantataetanerrenannas 3,661,400
Current maturities of long-term loans ........ .o oot 23,949,769
Long-term loans — net of current maturities ...... ... .ovvvivunvnnrannnnnns 258,206,308
Due to a stockholder of the Subsidiary ..... e e 26,646,801
Total Liabilities ... vnr ot i i e e i e 380,341,430
Liabilities — MEL vttt it e e i i (Uss” 258,894,218)
Ruptah Equivalent . ....oooiiiivu i e s (2,144,938,596,130)

As of November 28, 2003, the rate of exchange of bank notes published by Bank Indonesia was Rp 8,537 to
US$ 1. If such exchange rate had been used as of June 30, 2003, the Company’s net foreign exchange loss
would have increased by approximately Rp 65.2 billion.
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33. SEGMENT INFORMATION

The Company and the Subsidiary operate in Indonesia and have three main operating divisions, which are
distribution, transmission and other operations. Those divisions form the basis for the primary segment

reporting of the Company.
Primary consolidated information based on business segments is as follows:

For the six months ended June 30, 2003

Other

Distribution Transmission Operations - Conselidation
REVENUES
Sales ..o 1,464,925,818,060 261,528,195,099  2,316,469,653  1,728,770,482,812
Segment Expense
Costofrevenues ........oooneeeannn. (950,345,078,460) —  (2,014350,107)  (952,359,428,567)
Salaries and employee benefits ......... (21,602,480,986)  (19,171,439,300) {176,736,986) (40,950,657,272)
Depreciation ......... oot (19,959,244 649)  (107,087,125,788) (58,210,539)  (127,104,580,976)
Repairs and maintenance ............. (2,829,441,335)  (35,191,535,192) (93,146,650) (38,114,123,177)
Other expenses ........veneoeeeens . (16,260,246,515)  (12,857,080,508) (1,185,460,038) (30,302,787,061)

Total segment €Xpenses .............. " (1,010,996,491,945)

(174.307,180,788) (3,527,904,320) (1.188,831,577,053)

RESULTS

Segmentincome . ..ovvvivniinnnrann- 453,929,326,115 §7,221,014311  (1,211,434,667)  539,938.905,759
The Company and Subsidiary’s
unallocated expenses. .............. . 39,790,361,353

Income from operations .............. . . 500,148,544,406
Interest expenses . ....... e - 47,589,297,796
Gain on foreign exchange —net ....... (118,068,257,464)
[Nterest iNCOME v vvrveerannaaneanseon (5,454,325,150)
QOthers —net .......... [P (5.309,278,391)
Other income ——nel .. .oooeniauaan. (81,242,563,209)
Income before tax expense (benefit) ... .. 581,391,107,615
Tax expense (benefit):

Current ....ovvvvenvenncannnnnn 153,019,940,200

Deferred ... i, (143,137,264)
Tax expense — Net o..vvvvnvnuneen.ns 152,876,802,936
Income before minority interest ........ 428.514,304,679
Minority interest ... ...oiiiiiiaaaans (6,314,196,082)
NetIncome ... .....covviniinnnnnnns 422,200,108,597
OTHER INFORMATION
Segment ASSels . ... oiiiiiiiiiann * 653,990,077,720 1,601,417,183,980 7,022,313433  2.562,429,575,133
Unallocated asSets . . o ..o vvvnvennnaans 3.561,982,982,128
Total consolidated assets ............. 6.124,412,557,261
SEGMENT LIABILITIES . .......... 262,928,575,395 126,468,660,875 49,336,237 389,446,572,507
Unallocated liabilities ... ............. 3.437,113,153,621
Total Habilities .....ooveiennnnnnaan. 3.826,559,726,128
Capital expenditures .. .............. 20,854,787,195 23,077,796,950  1,186,251,909 45,118,836,054
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33. SEGMENT INFORMATION (continued)

For the year ended December 31, 2002 (As Restated — Note 36)

Distribution

Other

Transmission Operations

Coansolidation

REVENUES

Sales 2,585,329,245,165

561,612,368,381  4,870,051,418

3,151,811,664.964

Segment expense

— (4.335,098.548) (1.747,430,476,000)

Costofrevenues ..............ouvine (1,743,095,377,452)
Salaries and employee benefits ......... (56,441,549.057) (7.924,433,553)  (708,582,346) (65,074,564,956)
Depreciation ........covvvvvevnien.n (43,025,405,595) (257,050,770,290) (97.,619,780)  (300,173,795,665)
Repairs and maintenance ., ........... (11,069,880,029)  (53,297,840,111)  (160,982,725) (64,528,702,865)
Other eXpenses . .o..covivnerereeuanans (26,529,323,076)  (18,405,400,951} (1,343,047,389) (46,277,771,416)
Total segrent eXpenses .............. (1,880,161,535,209) (336,678,444,905) (6,645,330,788) (2,223,485,310,902)
RESULTS _
Segmentincome ..... ... iiia.. 705,167,709,956 2249331923476 (1,775,279,370} 928,326,354,062
The Company and Subsidiary’s
unallocated expenses . .............. 114,392,555,245
Income from operations .............. 813,933,798,817
Interest eXpense . .. . .ooiiiiin .. 117,458,326,751
Gain on foreign exchange —net ....... (159,459,495.425)
Interest INCOME « .. v viviinrinennanenn (27,963,775,581)
Others—net .. ... (806,427,811,322)
Otherincome —met .....oooonnoooa.. 876,394,755,577
Income before tax expense (benefit) ... .. 1.690,328,554,394
Tax expense (benefit):
Cument . ovvreen e 553.155,017,800
Deferred ............. ... .. 11,744,507,128
Tax expense —nel . ......ocoueennn. 564,899,524,928
Income before minority interest ........ 1.125,429,029,466
Minority interest . ...t (9,714,634,347)
NetIncome ..............c.cvvuinn, 1,115,714,395,119
OTHER INFORMATION
Segment-Assets .....ooiiiiiiiianin.. 890,598,446,151 2,076,100,615,649  7,001,109,584  2.573,700,171,384
Unallocated assets ............... 2,796,388,218,715
Total consolidated assets ............. . 5,770,088,390,099
SEGMENT LIABILITIES ........... 270:953,633,685 79,151,817,868 41,961,880 350,147,413,433
Unallocated liabilities ................ ' . 2.808,646,814,057
Total liabilities ............ ... o0 3,158,794,227,490
27,626,900,722 236,961,098,809 91,552,500 264,679,552,031

Capital expenditures .. .._...........
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33. SEGMENT INFORMATION (continued)

F_or the year ended December 31, 2001 (AE Rés;ated —Note 36)

Distribution

Other

Transmission Qperations Consolidation

REVENUES

Sales 2,122,375,507,050

650,647,015,797 7.246/412,797  2.780,268,935,644

Segment expense

Costofrevenues ...........oovenen.. (1,594,865,504,447)

Salaries and employee benefits . ... . ... (45,019,869,314}
Depreciation ........ovveeieraaennn. (43,276,770,693)
Repairs and maintenance ............. (8.600,492,830)

Other expenses (18,962,742,174)

—  (6,551,683,356) (1.601.417,187,803) -

(4,991,238,860)  (342,344,120) (50,353.452,294)
(197,566,056,218) (1,065,598,532)  (241,908.425,443)
(34,700,857,167)  (174,678,637) (43,476,028,634)

(14,039,299,574) (1,379,538,853) {34,381,580,603}

Total segment expenses (1,710,725,379,458)

RESULTS
Segment income

411,650,127,592

(251,297,451,819) (9.513,843,500) (1.971 .536.674,7_77")

399,349,563,978 (2,267,430,703)  B808,732,260,867

Unallocated expenses . ...............

Income from operations
Interestexpense . ..........c..ivainns
Loss on foreign exchange — net
Interestincome . .....ovvenviiennnnns
Others —net ... .oovriiie e

Other charges —net .................

Income before tax expense (benefit) . . ...
Tax expense (benefit):

~ Current year

Deferred

Tax eXPense —=MEL ... cvvenernennen.n
NetIncome ...............o0vvavnns

OTHER INFORMATION

Segment assets 812,772,962,412

1,968,245,614,542

83.952,305,884

724,779.954,983
218,291 494,771
132,788,205,512
(51,971,025,425)
(8,051,229,434)

291,057,445.424
433,722.509,559

126,361,074,200
(5.241,993,069}

121.119.081,131
312,603,428,428

7,605,569.386  2.788,624,146,340

Unallocated assets

Total consolidated assets

1.525.551,242,532
4,314,175,388,872

SEGMENT LIABILITIES ........... 169,939,399,093

1,955,679.313 88,888,296 171,983.966,702

Unallocated habilities ................

Total liabilities

2.681,519.119,142
2.853,503.085,844

Capital expenditures .. .............. 33,562,921,249

20,500,295,054 —

54,063,216,303
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33. SEGMENT INFORMATION {continued)

For the year ended December 31, 2000 (As Restated — Note 36)

Other :
Distribution Transmission Operations Consolidation

REVENUES
Sales ... 1,574,317,099,917 601,003,632,995 6,467,313,546  2,181,788,046,458
Scgment expense .
Costofrevenues ..........ccouvvunnn (1,104,933,154,782) —  (5.736,333,59]) (1,110,669,488,373)
Salaries and employec benefits . ... ..... (52,933,168,787) (3,865,268,637)  (508,610,082) (57,307,047,506)
Depreciation ........ .. coeveena.... (36,324,749,376)  (199,086,552,203)  (180,692,506)  (235,591,994,085)
Repairs and maintenance ............. (6,423,256,146)  (21,566,369,475)  (135,888,310) (28,129,513,931)
Other eXpenses .......ocveeererinnns (15,993,835,246)  (15,762,789,478) (1,142,688,085) (32,899,312,809)
Total segment CXPEnsES ......cevvenns (1,216,608,164,337)  (240,280,979,793) (7,708,212,574) (1,464,597,356,704)
RESULTS ’ .
SegmentinCOME ... oovrenneeenunun, 357,708,935,580 360,722,653,202  (1,240,899,028) .  717,190,689,754
Unallocated expenses ................ 119,826,835,759
Income from operations .............. 597,363,853,995
Loss on foreign exchange —net ....... 475,666,573,599
Interest €Xpense . . ....ooovvvriivnvennn 125,076,957,920
InterestInCome ........covueinnuasns (30,207,637,177)
Others —met ..o viie i irraeneenn (1,681,860,526)
Othercharges —net .......ooovenn.tn 568,854,033,816
Income before tax expense (benefit) ... 28,509,820,179
Tax expense (benefit):

({11 (-1 | S 23,201,599,600

Deferred ....oveenenieiiaans (1,309,650,030}
Tax expense —Ret . ... .......c.uuns 21,891,949,570
Netlncome . .....co.ooovivineennns. 6,617,870,609
OTHER INFORMATION

Segment assets

2,198,031,266,866

788,346,042,283  1,402,480,959,105  7,204,265478

Unallocated assets . ......covveerannnns 1,136,276,578,847
Total consolidated assets ............. 3,334,307,845,713
SEGMENT LIABILITIES ........... 220,072,099,177 8,623,406,515 22,616,870 228,718,122,562
Unallocated liabiljties ................ 2,555,887,177,678
Total Habilities .. .....o.vviurvnnn.. 2,784,605,300,240
Capital expenditures ................ 57,028,048,367 25,718,015,834 166,180,818 82,912,245,019
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33, SEGMENT INFORMATION (continued)

Secondary consolidated information based on business segment is as follows:

As of June 30, 2003 and for the six months then ended

Additions to
Carrying Value of Property, Plant
Description Revenues Segment Asscts And Equipment
I.Head Office .........c.uninnt. ‘ — — 1,128,643,999,742
2.Medan ........ ...l 110,588,268,488 90,659,216,233 2,095,278,492
3.Jakarta ... 764,451,077,962  463,737,309,735 6,101,929,011
4. BOZOT .. ocvvirrinns e 122,965,213,667 §2,935,207,698 [,306,685,008
5.Cirebon ....... ..ol 7,978,875,450 21,769,131,104 64,536,594
6. Surabaya ..............0ln 466,735,505,340  301,911,526,382 12,472,609,999
F.Jambi . .o 256,051,541,905 1,601,417,183 981 23,077,796,950
Total . ... .. .. .. ... ... 1,728,770,482,812  2,562,429,575,133 1,173,762,835,796
As of December 31, 2002 and for the year then ended (As Restated -- Note 36)
Additions to
Carrying Value of Property, Plant
Description Revenues Segment Assets And Equipment
l1.Head Office .................... — —  1,745,033,593,911
2. Medan ........ e 194,334,292,473 86,564,522,480 3,324,909,023
G I T:1 &1 ¢ N 1,394,424,627,529 401,771,514,848 7,708,377,437
4, BogOr . ... 201,497.316,147 64,573,787,089 3,346.252,511
S.Cirebon ......... ... . 14,286,759,265 18,925,058,783 4,209.299,116
6.Surabaya ............ ... . 799,713,470,615  325,764,672,535 9,129,615,135
T Jambi . ... 547,555,198,935 2,076,100,615,64%  236,961,098,809
Total ... ... ... ... .. ... 3,151,811,664,964 2,973,700,171,384 2,009,713,145,942

As of December 31, 2001 and for the year then ended (As Restated - Note 36)
Additions to

Carrying Value of Property, Plant

Description Revenues Segment Assets And Equipment
l.Head Office ..................... — —  48,400.374,293
22Medan ............. ..ol 115,729,760,740 67,115,358,447 5,489,751,391
3. Jakarta. ... al i 1,190,309,937,216  353,161.570,702 8,652.841,796
4. BOgOT ..vii i e 161,523,672,522 59,073,495,596 6,463,424,767
5.Cirebon . ...oooi i 14,252,519,740 17,230,698,077 3,863,566,046
6. 8urabaya ........ .. i iiiiiiaa, 657,088,634,893 323,797,408,976 9,093,337,249
T Jambi ... 641,364,410,533 1,968,245,614,542  20,500,295,054
Total ......... [ L. 2,780,268,935,644 2,788,624,146,340 102,463,590,596

Asof Dccembei‘ 31, 2000 and for the yeaf then ended (As Restated — Note 36)
Additions to

Carrying Value of Property, Plant

Description Revenues Segment Assels And Equipment
1. Head Office ..................... — —  43,071.920,589
22 Medan . ...l ©6,876,001,727 52,850,283,818 3,993.527,708
3 Jakarta ... ... 930,671,592,722  343,451,923,594  30,019.285,709
4.BOZOr ..ot e 112,013,251,752 46,076,465,982  11,635,187,987
5.Crebon ..o 10,827,370,860 14,420,582,918 | 3,470,939,744
6.8urabaya ...l 471,211,792,288  338,751,051,449 8,075,288,037
T.Jambi ..o 590,188,037,109 1.402,480,959,105  25,718,015,834
Total ......................... 2,181,788,046,458 2,198,031,266,866 125,984,165,608
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34. ECONOMIC ENVIRONMENT

Indonesia continues to experience economic conditions mainly resulting from general price increases of
commodities and services, and reduced economic activities. The Indonesian economy remains affected by
the uncertainties in the social and political sectors, the recapitalization of the banks and the restructuring of
non-performing corporate debts.

_ The Company is mainly affected by volatility in exchange rates because significant portions of its
transactions are in US Dollar currency (see Note 32), The Company will continue its business strategy that
is mainly aimed at fusther improving its financial condition and consolidating its operations in order to
become a world-class gas transmission and distribution company.

Resolution of the unstable economic conditions is dependent on the fiscal, monetary and other measures that
are being implemented and will be undertaken by the Indonesian Government; actions which are beyond the |
Company’s control. to achieve economic recovery. It is not possible to determine the future effects a
continuation of the current economic conditions may have on the Company’s liquidity and earnings,
including the effect on transactions with the Company’s stockholders, customers and suppliers.

35. SUBSEQUENT EVENTS
The significant events subsequent to June 30, 2003 are as follows:

a.  Based on the Decision Letter of the Board of the Directors No. 100K/78231/UT/2003 dated July 9,
2003 regarding the 2002 bonus payments, the Board of Directors determined the basis for computing
the 2002 bonus. The bonus paid in advance, received by the employees at the end of 2002, will be
deducted from the final bonus payment. (see Note 8).

b.  OnJuly 19, 2003. the Company and Lapindo Brantas, Inc, (Lapindo) signed a Principles Of Natural
Gas Sales And Purchase Agreement for Wunut Field (PPJBG) whereby Lapindo agreed to supply gas
totaling 50 mmscfd/day starting July 19, 2003 up to December 31, 2004 and totaling 80 mmscfd, 80
mmscfd, 60 mmscfd and 40 mmscfd in 2004, 2005, 2006 and 2007, respectively at gas prices ranging
from US$ 2.46/mmbtu up to US$ 2.60/ mmbtu. This PPIBG, which is valid up to December 31, 2007
or until the Gas Sales And Purchase Agreement is effective, whichever is earlier, also regulates
minimum purchases to be taken by the Company each year. .

c.  OnJuly 24, 2003. the Company established PGN Euro Finance 2003 Limited (PGNEF), Mauritius, a
whotly owned subsidiary, in connection with the issuance of Guaranteed Notes. The scle purpose of the
Subsidiary is to issue debt securities and obtain loans to finance the operations of the Company.

d.  On July 28, 2003. PGNEF conducted an offering of Guaranteed Notes with a fixed interest rate on the
international market. Proceeds from the issuance of the Guaranteed Notes will be lent to the Company
to finance the development of gas transmission projects, additional working capital and other general
corporate purposes. On September 8, 2003, PGNEF issued US$ 150,000,000 Guaranteed Notes Due
2013 with interest at the rate of 7.5% per annum and an issue price of 98.669%. The proceeds, which,
amounted to USS 145,353,500, were received by the Company on September 11, 2003.

e. On August 15. 2003 as amended on August 26, 2003, the Company entered into a term sheet with Eilipse

Energy Jatirarangon Wahana Ltd. (EEJW) for the supply of gas taken from Jatirarangon Block, whereby

~ EEJW is the PSC operator and has the right to market natural gas from the Block. The quantity tobe
supplied per year is 3.65 bef at a fixed price of US$ 2.55 per mmbtu for 10 years. This term sheet is valid, "~

.. for 6 months or until the gas sales and purchase agreement is signed or until terminated based Q_n,_,r_p___l;gu_al
agreement among the parties, whichever is earlier. As a payment guarantee, the Company will provided™
‘standby letter of credit with a value of 80 times the daily contracted gas purchase quantity times the

_contract price. . - ’ o : I
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35. SUBSEQUENT EVENTS (continued)
f.

Based on the Decision Letter of the Ministry of State-owned Enterprises No. KEP-281/M-MBU/2003
dated October 15, 2003, regarding the removal and election of members of the Company’s -
commissioners, and Notarial Deed No. 51, as notarized by Aulia Taufani S.H., dated September 11,
2003, the members of the Company’s board of commissioners are as follows:

DR. Sumarno Surono - Chairman of the Board of Commissioners
Ir. Bemby Uripto ‘ - Commissioner
Ir. Pudja Sunasa - Commissioner
DR. Ir. Sahala Lumban Gaol ". Commissioner

DR. Ir. Nenny Miryani Saptadji - Independent Commissioner

Based on Loan Agreement No. 4712-Ind dated October I, 2003, the International Bank for
Reconstruction and Development agreed to lend to the Government of the Republic of Indonesia
{(Government) the amount of US$ 141 million to finance a project to be carried out by the Company
and PT Perusahaan Listrik Negara (Persero) (PLN). The Government shall relend the loan proceeds to
the Company and PLN via two-step loan. This project is expected to be completed on June 30, 2008.
The Project to be carried out by the Company relates to preparation of a rationalized gas pricing policy,
corporate restructuring of the Company, preparation for an initial public offering for a share of the
Company’s distribution activities and preparation for the involvement of a strategic partner in the
Company’s transmission operations. On the same date, the Company entered into a Project agreement
with the International Bank for Reconstruction and Development in connection with the commitment to
execute the above project. Up to November 28, 2003, the related Subsidiary Loan Agreement has not
yet been signed.

In November 2003, the Company plans to conduct an Initial Public Offering of its shares which will be
listed on the Jakarta and Surabaya Stock Exchanges and will be offered in the domestic and
international markets, whereby the proceeds after deducting issuance costs will be used principally to
fund a part of project development costs. The Initial Public Offering also is expected to include a Stock
Allocation Plan consisting of a bonus share grant and a discounted share purchase plan.

At a meeting on November 3, 2003, the stockholder approved the following:

1. Decrease in the par value of the “Dwiwarna” Series A share and Series B shares from
Rp 1,000,000 per share to Rp 500 per share.

2. Increase in the Company’s capital stock from Rp 800,000,000,000 to Rp 7,000,000,000,000.

. 3. Increase in the subscribed and paid-up capital of the Republic of Indonesia in the Company from

Rp 200,000,000,000, consisting of 200,000 shares to Rp 1,750,000,000,000 consisting of
3,500,000,000 shares divided into 1 “Dwiwarna” Series A share and 3,499,999,999 Series B
shares. :

@

Increase in the subscribed.and paid-up capital of Rp 1,550,000,000 arising from:

a. Capitalization of Government project funds amounting to Rp 57,466,640,246, based on
Government Regulation No. 9, year 2001, dated February 19, 2001 and Government
Regulation No. 23 year 2002, dated May 6, 2002,

b. Capitalization of revaluation increment of property, plant and equipment amounting to
Rp 556,739,745,849.

c.  Capitalization of portion of retained earnings amounting to Rp 935,793,613,905

4, C_hange in the Company’s status from a private company to a public company.
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35. SUBSEQUENT EVENTS (continued)

5. Sale of the Company’s shares to the public through a Public Offering in the capital markets with
details as follows:

a.  new shares consisting of 820,987,000 Series B shares

b. shares owned by the Republic of Indonesia consisting of up to 864,198,000 Series B shares.
The conduct of the sale of the shares owned by the Republic of Indonesia wili be determined
in a General Stockholder’s Meeting which will be held before the Public Offering and after
the issuance of a Government Regulation.

6. Resolution on the stock ownership program for the Company’s employees through the Employees
Stock Allocation (ESA), of 4% of the Company’s subscribed and paid-up capital after the Public
Offering, to be implemented in three ways as follows:

a. Granting of bonus shares at twice the employee’s take-home pay and subject to a lock-up for
twelve months, all of which will be at the Company’s expense.

b. Purchase of shares, through the use of the 2004 advances for employees’ bonus, at thrice the
employees” take-home pay with an 18% discount to be shouldered by the Company and
subject to a lock-up for twelve months.

c. Purchase for cash of the fixed stock allocation with an 18% discount to be shouldered by the
Company and subject to a lock-up for six months.

7. Resolution on the status of the 2003 Government project funds amounting to Rp 136,200,679,000.
Such funds will be approved to become additional equity of the Republic of Indonesia in the
Company and converted to Series B shares at the par value.

8. Plan for the issuance of new Series B shares in connection with the conversion of the Government
project funds, which were received by the Company for the years 1999/2000, 2000 and 2001,
amounting to Rp 28,471,652,858 to become additional equity of the Republic of Indonesia in the
Company and converted to Series B shares at the par value. ’

36. RESTATEMENT OF THE PRIOR YEARS’ FINANCIAL STATEMENTS

The 2002 financial statements were restated for the following adjustments and reclassifications:

a.

Elimination of the difference arising from transactions among entities under common control of Rp

. 145,125,106,993 against the property, plant and equipment revaluation increment in Transgasindo. The

related depreciation expense in 2002 of Rp 14,613,292,024 was reversed. Due to the adjustment of the
depreciation expense, the minority interest decreased by Rp 5,881,850,040.

Reinstatement of a loan payable previously written-off totaling Rp 2,999,214,822.
Additional provisions for inventory obsolescence of Rp 2,347,440,208.
Reversal of depreciation expense for assets on a standby basis of Rp 8,645,257,446.

Reduction of gain on sale of investments (recognized under “Other charges (income)” by Rp

"70,937,180,920 and an increase in the foreign exchange gain by Rp 22,739,876,801 relating to the sale
. of an ownership interest in the Subsidiary to Transasia.

- Valuation allowance was provided for the deferred tax effect relating to the allowance for doubtful -

accounts and inventory obsolescence.

Linepack of Rp 20,395,781,261 has been reclassified as part qf__(._)t_hcf Payables instead of Accrued
Expenses. e
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36. RESTATEMENT OF THE PRIOR YEARS® FINANCIAL STATEMENTS {continucd)

h.ﬁ Interést incofné has been prcsehiedhef of the related final tax amounting to Rp 6,797,156,563.

Accordingly, the significant effects of the above restatements in the 2002 consolidated financial statements

are as follows:

As Previously Reported As Restated
Tradereceivables — el oo oiv i n e et e ienenens 391,422.655,121 389,115,477.933
© TRVEMIOTIES « o v eeeeeeeaanaaen ey e 46,215,515,269 43.868,075,061
Property, plant and equipment ............ ... ..., 4,069,299,279,358  3,947,432,721,833
TOtal B5SELS . . v vv ittt s et 5,896,609,565,018 5,770,088,390,099
Tradepayables ...... .o 268,924,011,595 266,616,834,410
Otherpayables ......... ... il 419,643,729,754 440,093,597,987
AcCrued eXpenses . ... e 60,084,418,281 41,002,367.426
Deferred tax liability-net ... ... . oo, 5,535,766,240 8,464,110,583
Long-term loans — net of current Maturities .......... 1,769,604,905,946 1,772,604,120,768
MINOMty iNETESL v vre e e st iiiananas 328,646,088,427 334,527,648,467
Total stockholder’sequity ........ ...t 2,385,685,795,605 2,248,294,861,284
L1 1 1=Y: S AP 3,153,512,037,868 3,151,811,664,964
CoStOf TEVEIULS ..\t i i ettt s i ieaeeareaancans 1,748,923,057,350 1,747,430,476,000.
Operating EXpPenses ... vov v rerrnnraarcananans 611,179,494,732 590,447,390,147
Income from operations ........, ot 793,409,485,786 813,933,798,817
Gain on foreign exchange —net ................... 136,719,618,624 159,459,495,425
Inerest eXPense . v vt ettt i (116,090,509,347) (117,458,326,751)
InterestinComEe ... ..ot inn i 34,762,932,144 27.965,775,581
Miscellaneous expense (income) —net .............. 873,179,664,252 806,427,811,322
Tax expense —deferred .......... ...l (11,240,076,027) (11,744,507.128)
Minority interest ......... ... i (52,030,088,427) 9,714,634,347
NetinCOME ..ottt it e et e 1,105,556,309,025 1,115,714,395,119

The 2001 financial statements were restated to take into account the:

a.  Valuation allowance for the deferred tax effect arising in relation to the allowance for doubtful

accounts and inventory obsclescence.

b. Difference between the amount claimed by the Company and the amount refunded by the Tax office
_has been reclassified as part of other charges {(income) — miscellaneous, instead of as operaling

expenses
Accordingly, the significant effects of the above restatements in the 2001 financial statements are as
follows: ’

As Previously Reported As Restated
Deferred tax 48818 .. .vtvrr e it ienererennnaenen 35,704,309,786 3,280,396,545
TOtal ASSELS v v v e ee it et e et 4,316,599,302,113 4,314,175,388,872
Total stockholder’'sequity ..............coouviian. 1,416,973,808,270 1,414,549,895,028
Operating eXPenses .. ...vvvrrrerennrossriaasiasss 459,314,496,255 454,071,792,858
Income from Operations - ...........cvunsrininnn.n 719,537,251,586 724,779,954,983
Iterest eXpPense . ..ot (210,997,176,902) 218,291,494,771
Tax expenses (benefit) —deferred .. ............. ... (6,080,857,154) 5,241,993,069
Netineome ... ..ottt ieieernnnrannnanns 317,127,846,125 312,603,428,428
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36. RESTATEMENT OF THE PRIOR YEARS’ FINANCIAL STATEMENTS (continued)

The 2000 financial statements were restated due to the following adjustments and reclassifications:

a.

Effective January 1, 2001, the Company changed its accounting policy for income tax from the tax
liability method to the deferred tax method based on PSAK No. 46.

Trade Receivables have been reduced by Rp 5,886,300,496 for the overstatement of the related foreign
exchange gain, by Rp 3,409,276,910 for the net-off against trade payables and by Rp 1,843,299,555 for
the increase in allowance for doubtful accounts. .

The net-off of Advances on take-or-pay by Rp 23,188,887,425 against trade payables has been
reversed.

Operating expenses have been increased by Rp 34,082,749,175 for the expenses pertaining to bonuses,
gratuity (tantiem) and management expenses, which were directly charged to Unappropriated Retained
Earnings in 2000.

Prepaid tax amounting to Rp 67,856,112,627 has been presented as Estimated Tax Refunds instead of
Prepaid Tax. '

Prepaid tax Article 25 and the related tax payable amounting to Rp 3,106,107,000 has not been offset.

Value added tax penalty amounting to Rp 12,596,683,549 has been presented as part of Taxes Payable
instead of Accrued Expenses.

Accrued interest amounting to Rp 25,670,414,096 has been presented as part of Accrued Expehscs
instead of as Current Maturities of Long-term Loans.

Liabilities for accrued expenses amounting to Rp 3,426,627,798 have been presented as part of
Accrued Expenses instead of Other Payables.

Payable to Nova Gas International Ltd. (currently known as Transcanada Pipelines Ltd.) amounting to
Rp 11,834,096,564 has been presented as part of Other Payables instead of Long-term Liabilities.

Interest income has been presented net of the related final tax amounting to Rp 5,357,027,720.
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36 RESTATEMENT OF THE PRIOR YEARS’ FINANCIAL STATEMENTS (contmued)

37.

Accordmgly, the swmﬁcam cffects of the above restatements in the 2000 ﬁnanc1al statements are as

follows:

Trade receivables
AdVances .. ...ttt e i e,
Prepaid tax and expenses ........... i viiiii i
Estimated tax refunds ................ .ol
TOAL ASSELS .. - v oo v e e e et e e e
Trade payables
Other payables
AcCried BXPENSES . ... it it e e e
Taxespayables ...... ... i i e
Current maturities of long-termloans . ...............
Deferred tax liability-net . ..... ... aL,
Long-term loans — net of current maturities ... .......
Total stockholder’s equity

Costofrevenues ........ ... ...,
Operating BXpenses .. ... ...ttt
[ncome from operations ......... . coeiiennean.n.
Interest Xpense . . ... ... ittt i
INEETESt INCOME ..\t terereereiranerreannennnnn
Loss on foreign exchange — net
Miscellaneous expense {income) —net ..............
Tax benefit — Deferred . ... ... ... ... ... ...
Netincome ... i ittt e it cannnns

REISSUANCE OF CONSOLIDATED FINANCIAL STATEMENTS

The Contpany has reissued its consolidated financial staternents for the six months ended June 30, 2003
and for the years ended December 31, 2002, 2001 and 2000. These financial statements have been audited
by Prasetio, Sarwoko & Sandjaja, Public Accountants, with Independent Auditors’ Report No. RPC-
1308/02 dated October 22, 2003. In order to comply with Article 64 of Capital Market Law No. 8 Year
1995 cn the submission of registration staternent for Initial Public Offering, the aforementioned

consolidated financial statements have been reissued with changes as well as additional disclosures in Note

3,6,10, 17, 25, 30, 35 and 37 to the consolidated financial statements.
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As Previously Reported As Restated
374,753,181,204 363,821,933,955
34,813,632,807 56,989,243,458
66,213,406,564 1,463,400,937
— 67,856,112,627
3,318,944,098,537  3,334,307,845,713
194,102,593,137 215,855,298,039
11,329,825,256 12,790,352,022
17,282,491,145 41,700,212,933
5,269,410,341 20,972,200,890
233,504,250,490 207,833,836,394
— 50,722,601,028
2,246,564,895,498  2,234,730,798,934
531,499,913,476 470,311,826,279
1,109,584,025,184 1,110,669,488,373
437,795,483,104 473,754,704,090
634,408,538,170 597,363,853,995
124,106,536,477 125,076,957,920
35,564,664,897 30,207,637,177
469,987,902,815 475,606,573,599
2,820,708,252 {(1,681,860,526)
— 1,309,650,030
49,856,455,923 6,617,870,609



PT PERUSAHAAN GAS NEGARA (PERSERQ) AND SUBSIDIARY
CONSQOLIDATED BALANCE SHEETS
June 30, 2042 and 2003
(Expressed in Rupiah)

June 30, 2002 June 30, 2003
{(Unaudited) {Audited)

ASSETS '
CURRENT ASSETS
Cashand cashequivalents . ....... . .ottt aa., 460,268,064,400 287,030,201,275
Short-term investmenl — NEL .. vr it it ittt eemmne i aaieearnonnn 203,480,000,000 22,350,000,000
Trade receivables — MBt ...ttt it ittt e e inaa s cnaeaanns 381,983,185,776 447,103,273,856
Otherreceivables .. .. ... .. i it i st naea i 11,610,058,254 382,683,841,932
Inventories —net ............. [ 48,803,978,618 42.781,166,641
AVANCES . .t ot ittt et e ettt et e . 55,467,008,250 84,227.957,045
Prepaid tax and eXpenses .. ... ouuu v iiirin i i 390,118,690,260 190,201,978,642
Total CUMTENL ASSEIS vttt e et et ernr e aatanaarnanenannasnsns 1,551,730,985,558 1,456,378,419,39]
NON-CURRENT ASSETS |
Property, plant and equipment

Carrying value . ... e 3,174,903,909,476 5,207,352,972,998

Accumulated depreciation .. ... i i (300,802,875,688) (545,054,164,922)

Netbook value ............ e 2,874,101,033,788 4,662,298,808,076
Estimated tax refunds . ...virrn ittt iie e e iiaaa 11,282,713,423 3,437,015,680
Deferred charges —nel ... o.ouuu i iii i 8,964,828,584 1,821,980,961
(07117~ ¢S SRR 2,237,430,025 476,333,153
Total Non-Current ASSEIS .. v v e e e iesnsenneaatonnenaeanans 2,896,586,005,820 4,668,034,137,870

6,124,412,557,261

TOTAL ASSETS ... i i 4,448,316,991,378
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS (continued)
June 30, 2002 and 2003
- (Expressed in Rupiah)

June 30, 2062 June 30, 2003
7 T (Unaudited) (Audited)
LIABILITIES AND STOCKHOLDERS? EQUITY ' '
CURRENT LIABILITIES : : - e :
~Tradepayables .. ....... ... i il e 256,677,498,444  252,704,733,122
Otherpayables ... ..o i 196,923,327,777  781,288,206,782
Accrued eXPeNSeS ... ... e 30,134,817,417 40,713,543,419
Taxespayable . ... ... i e 399,298,131,105 103,481,956,483
Current maturities of long-termloans ................ ... .., ..... 183,240,231,776  229,871,888,179
Total Current Liabilities ........... e 1,066,274,006,519  1,408,060,327,985
NON-CURRENT LIABILITIES _
Deferred tax liability —net ..... e e 8.,354,197,670 8.320,093,872
Long-term loans - net of current maturities ........ooneurenennn. 1,784,669,723.499 2,189,410,549,701
Due to a Stockholder of the Subsidiary ........................ L — 220,768,754,570
Total Non-Current Liabilities ... oo otte et ie e e 1,793,023,921,169 2,418,499,398,143
MINORITY INTEREST IN EQUITY OF THE SUBSIDIARY . ... 546,024,133 213,194,968,987
GOVERNMENT PROJECTFUNDS ................. ... 28,471,652,858 36,909,740,265
STOCKHOLDERS® EQUITY
Capital stock — Rp 1,000,000 par value per share
Authorized — 800,000 shares
Subscribed and fully paid — 200,000 shares ................. 200,000,000,000  200,000,000,000
Other paid-in capital ............... e 57.466,640,246 57,466,640,246
Unrealized gain from increase in market value of securities held
availableforsale ... ... .. .. 150,000,000 2,350,000,000
Revaluation increment of property, plant and equipment ............ 556,739,745,849  556,739,745,849
Difference in foreign curreney translation . ...................... —  {113,060,662,245)
Difference arising from transactions resulting in changes in the equity
ofaSubsidiary . ... — (76,427,556,755)
Retained eamnings
APProprialed ... ... e e 317,249,080,044 1,054,034,265,168
Unappropriated .............. S 428,395,920,560  366,645,689,618
Total Stockholder’ Equity ................... e 1,560,001,386,699 2,047,748,121,881
6,124,412,557,261

TOTAL LIABILITIES AND STOCKHOLDER'’S EQUITY ...... 4,448,316,991,378
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PT PERUSAHAAN GAS NEGARA (PERSERQO) AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
Six Months Ended June 30, 2002 and 2003
(Expressed in Rupiah)

2002 2003

) {Unaudited) (Audited)
REVENUES ... i e e et 1,574,430,659,259 1,728,770,482.812
COSTOFREVENUES . ... .. . it 873,128,777,932  952,359.428.567
GROSSPROFIT . .. it e 701,301,881,327  776.411,054.245
OPERATING EXPENSES
Distribution and transponation ................................ 178,747,461,748 182,052,942 768
General and administrative .. ..o . oottt i 67,457,453,255 87,327,018,187
Marketing ... e e . 6.459,074,250 6,882,548,884
Total Operating EXpenses .. ... vi it i e i e 252,663,989,253 - 276,262,509,839
INCOME FROM OPERATIONS . ... ... ... i, 448.637,892,074  500,148,544,406
OTHER CHARGES (INCOME) . ......oiiiiiiii i,
Interest EXPeNSe . ... . i e e 58,412,486,235 47,589,297.796
Gain on foreign exchange —net.. ... itiiiteiiine s (207,608,903,644) (118,068,257.464)
Interest INCOME .. ... i i s i et et (16,197,518,380) (5,454,325,150}
Miscellaneous — net . ... o . e e 2,584,919,802 (5,309,278,391)
Other INCOME == NEL . . o\ v vt e e e e e e e e e e e e (162,809,017.987)  (81,242,563,209)
INCOME BEFORE TAX EXPENSE (BENEFIT) .. ............. 611,446,910,061 581,391,107,615
TAX EXPENSE (BENEFIT) .
0T ¢ T U 170,895,371,150 153,019,940,200
Deferred ..o e e 11,634,594,217 (143,137,264)
Tax Expense — Net .................. e e 182,529,965,367  152.876,802,936
INCOME BEFORE MINORITY INTEREST .................. 428016,944,604  428,514,304,679
MINORITY INTEREST ........ .0ttt iaeneinennns . (521,024,134) (6,314,196,082)
NETINCOME .. ...t 428,395,920,560  422,200,108,597
EARNINGS PERSHARE ... ... .. i, 2,141,980 2,111,001
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PT PERUSAHAAN GAS NEGARA (PERSERO) AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
Six Months Ended June 30, 2002 and 2003

(Expressed in Rupiah)

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers el
Payments to suppliers
Payment for income taxes — net of tax restitution
Payment for operating expenses and other operating activities .
Payment for inlereSt CXPENse ... .'.vvrisirnnreennuneennees
Payments to employees
Payment — other taxes
Receipis from interest income .......... FR R

.................................

Net Cash Provided by Operating ACHVItiES oo PP

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from time deposits
Addition to property, plant and equipment
Increase indeferred charges .. ... ..ot

Net Cash Used in Investing Activities .. ... ovneniinnnn

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from 1oan bOmmowiIngs .. ... .ociiiiinrnnaaaaan
Payments of loans '
Payments to:
Small business enterprises and cooperatives and community

develOPMENL ..o vuer it
Investments from subsidiary’s shareholders

Net Cash Provided by (Used in) Financing Activities ..............
NET DECREASE IN CASH AND CASH EQUIVALENTS ......

Effects of foreign exchange rate changes on cash and cash

eqUIVAIENIS Lo e
CASH AND CASH EQUIVALENTS AT BEGINNING OF

PERIOD
CASH AND CASH EQUIVALENTS AT END OF PERIOD .. ...

..............................................
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2002 2003
{(Unaudited) _(Audiled)
1.531,822783.522 1,623.955,322,809
(789.491,895,150)  (901,938,052,150)
(346,560.803,116)  (310,334,695,443)
(76.860,349,827)  (106,235.402,329)
(64279338.611) - (53,668,904,257)
(37.748.921,692)  (29,680,228,478)
(12,180,128,062)  (12,003,721,844)
23.567,718,840 7.206,066,279
228.260,065,004  217,300,384,587
54242925  101,002,751,508
(377,423,553,042) (1,267,286,320,599)
(21.902,000) (7,914,200)
(377.391212,117) (1,166,291,483,291)
— 598,352,445,042
(95.249.915001)  (100,871,086,164)
(2,000,000,000)  (9,000,000,000)
25,000,000 —
(07.224.915,001)  488,481,358,878
(246,356,061,214)  (460,509,739,826)
(103,.866,450,695)  (44,769,720,921)
810,400,576.309  792,309,662,022
460268064400  287,030,201,275
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