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CHAPTER I 

INTRODUCTION 

 

 1.1 Background 

 We all know that petroleum oil and gas are basic commodities that 

are being used in human‟s daily lifestyle until today. As civilized people, 

we cook to eat, we go to work by car or train, etc. All of the activities 

stated above need oil and gas. Thus, oil and gas industry is very 

important and significant to a State. 

 Petroleum oil has been known in Indonesia since the mid century, 

for example the people of Aceh (the northern of Sumatra) has been using 

it to light fire balls during the war against the Portuguese. The first oil 

drilling in the world took place in 1859 by Colonel Edwin L. Drake and 

William Smith Titusville in Pennsylvania, United States of America. Not 

long after that the first oil drilling in Indonesia occurred by J. Reerink in 

1871. This has made Indonesia as one of the oldest States to have 

performed oil drilling.
1
 During the year 1864, Cornelis de Groot as the 

head of the department of mines conducted a review on the result of 

exploration that has been done in several mining areas in Indonesia that 
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are considered to be prospective and that point became the milestone of 

the development of the oil and gas industry in Indonesia.
2
  

 After the independence day of Indonesia, Indonesia started to take 

over the petroleum sources left by the colonizers. On September 1945, 

the former concession of Bataafsche Petroleum Maatschappij in Northern 

Sumatera was taken from the Japanese. Since then the government of 

Indonesia started to form Perusahaan Tambang Minyak Nasional Rakyat 

Indonesia (“PT.MNRI”) for the purpose of managing the sources of oil 

in Indonesia.
3
 There are other bodies that took over the mining lands of 

the conquering countries that have left to manage the petroleum in 

Indonesia such as Perusahaan Minyak Republik Indonesia (“PERMIRI”) 

and Perusahaan Tambang Minyak Negara (“PTMN”), that were formed 

in 1946. PTMN was then changed into Perusahaan Minyak dan Gas 

Negara (“PN Permigan”). 

 Throughout the time, the corporation experienced many different 

development. As the State also has been taking over corporations like 

Permindo-Shell and joining Organization of Petroleum Exporting 

Countries (“OPEC”). In the end, with the provision of PP No. 27/1968 

regarding the establishment of the State oil and gas company, that there 
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exist only one State-owned company of oil and gas, that is Perusahaan 

Tambang Minyak dan Gas Bumi Nasional (“Pertamina”).  

 Since the year 1967, a system called the Product Sharing Contract 

(“PSC”) is introduced. As this new system is introduced, it explains that 

all regions in Indonesia are concession areas of PN Pertamina and PN 

Pertamin. Oil  and Gas companies would work as the contractors for the 

State only with this system, not by paying the royalty. At that point, big 

explorations and exploitations were conducted in Indonesian land and sea 

by PN Pertamin and PN Permina in collateral   with foreign corporations. 

A year later (1968), PN Pertamin and PN Permina were merged into 

Pertamina as the only national oil company.  

 There are several issues concerning the Product Sharing Contract 

in this industry. The first issue is concerning the extension and the 

termination of the Product Sharing Contract itself. In 2015, there were 41 

oil and gas contracts terminated by the government due to the drilling 

result that did not meet its target. 
4
Other than that the termination of the 

contract might be caused by the delay of the licensing process, absence 

of fund, and the contractors are lacking inadequate capability. Another 

issue is the contract with a third party. PSC in this oil and gas industry 

includes agreement with not only the government and the contractors, but 

also a third party. There has been court cases regarding PSC with a third 
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party due to termination of contract, the transfer of implementation 

security, and regarding good faith within the implementation of the 

contract.
5
 

 Despite the issues regarding the PSC, the government are 

constantly finding ways to maximize the profit of the State and for the 

welfare of its people. The government has come up with the conclusion 

that PSC is somehow the most profitable for the State. The PSC that 

Indonesia uses for a long time is cost recovery, which briefly it seems 

that it would be most profitable for the State. It basically has the sharing 

percentage of 85% and 15%, where the contractor would pay prior to the 

activities in the upstream oil and gas industry and the government would 

then reimburse the cost to the contractor. However, there are many issues 

regarding this type of PSC. The main issues that concern the government 

is that cost recovery encourages some fraud in the implementation of the 

contract. After a long time applying the cost recovery mechanism in the 

oil and gas industry, Indonesia is realizing that this mechanism is 

profitable for the contractor as they might argue on some reimbursement 

that is not supposed to be reimbursed, but not as profitable for the State.  

 Looking at this, the Minister of Energy and Mineral Resources, 

Ignatius Jonan has implemented a new regulation, in which is the 

Minister of Energy and Mineral Resources Regulation No. 8 of 2017 on 
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Gross-Split Production-Sharing Contracts   to change the cost recovery 

PSC that has been going on for decades in Indonesia to gross split PSC.
6
 

The percentage of the gross split mechanism might not as interesting as 

the ones offered by cost recovery mechanism, however it closes the 

chance for the contractors to reimburse the unnecessary cost.  

 Oil and gas are both nonrenewable energy which means that it 

cannot be replaced with any other natural resources. This also means that 

oil and gas will eventually run out as the amount of it provided by the 

earth is finite. Apart from that fact, Indonesia is one of the countries in 

the world that has quite large access to oil and gas, which also makes 

Indonesia an exporting State of oil and gas. Through times, the 

production of petroleum oil has reduced significantly and thus nowadays 

Indonesia became an importer of oil and gas. This is because the national 

production of oil does not fulfill the national needs. On the other hand, 

Indonesia is one of the biggest gas exporters in the world.  

 As stated by the Indonesian Petroleum Association (“IPA”), the oil 

and gas industry in Indonesia is in crisis where the production of it 

continues to decrease while the demands keep on increasing.
7

 The 

decreasing of the production is caused by several factors, including 

complex geological conditions of the oil and gas sources, limitations on 
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data of funds, and the government fiscal regulations that for some 

investors are not interesting.
8
  

 Besides the issues stated above, another issue on the oil and gas 

industry in Indonesia revolves around unemployment matter. Since the 

production of oil and gas in Indonesia has been decreasing significantly, 

the State and the contractors are receiving less and less profits. In while 

the cost will continuously run the same. This has caused the 

consideration of reducing the cost to still make profits for both the State 

and the contractor.  

 As an example of the unemployment matter in Indonesia that 

affects the State economy, is the unemployment of the workers of 

INPEX. INPEX is a Japanese oil and gas exploration and production 

company that has projects in the Indonesian soil.
9
 INPEX Indonesia has 

decided to cut down the cost by downsizing the personnel.
10

 The SKK 

Migas has stated that INPEX Indonesia has downsized its personnel to 

40% of the total personnel in Indonesia.
11

 Another case includes PT. 

Chevron Pacific Indonesia that has submitted a letter on the plan of 

Pemutusan Hubungan Kerja (“PHK”) of 1,200 of its personnels to the 
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SKK Migas.
12

 It will then affect the unemployment rate in the State and 

thus would affect the economy of the State. 

 As explained, we can conclude that the decreasing of oil and gas in 

Indonesia has been a serious issue in Indonesia. We all know that behind 

all the process of oil and gas production is an effective contract between 

the State and the Contractor. This leads to the concern on how the type of 

PSC used in the oil and gas industry in Indonesia would affect the 

effectiveness of profits to the State, thus also affecting the welfare of its 

people. Therefore, this matter has interested the writer to research on the 

current issue titled: “Legal Review on The Implication of Gross Split 

Mechanism on Production Sharing Contract in The Upstream Oil 

and Gas Industry in Indonesia,” and with hope to contribute in 

perfecting the system used in this country.  

 

1.2 Research Questions 

  Based on the issues elaborated by the writer above, it has led to the 

research questions as follows: 

1. What are the implications of the Minister of Energy and Mineral 

Resources Regulation No. 8 of 2017 on Gross-Split Production-

Sharing Contracts towards the Cost Recovery Product Sharing 

Contract?  

2. What are the implications of the Gross Split PSC to the contractors? 
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1.3 Research Purpose 

 From the research questions above, the purpose of this research is 

stated as: 

1. The main purpose of this research paper is to research on the 

implications for the change of the Product Sharing Contract 

mechanism, from cost recovery to gross split.  

2. This research paper is also purposed to find the significance of the new 

Minister of Energy and Mineral Resources Regulation No. 8 of 2017 

on Gross-Split Production-Sharing Contracts and the implications 

applied to both contractors and the State. By the end of this, the writer 

hopes that this research paper would provide beneficial information 

that can contribute to the development of the government and the oil 

and gas industry in Indonesia.  

 

1.4 Research Benefits 

 There are theoretical and practical benefits that will be gained from 

this thesis, in which are: 

1. Theoretically, this research paper has several benefits for the writer 

as well as the readers. The writer hope that the writing of this 

research paper would broaden the knowledge of Contract Law, 

specifically in the field of Oil and Gas Industry, which is quite 

influential to the Indonesian economy. From this research, the writer 
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would also be cautious and have awareness on the development of 

the industry throughout the time.  

2. In practice, this research paper would be a helpful information for the 

readers. Other than that, this would also be a reference for further 

research that is related to the topic of this research paper. This 

research paper would also be helpful to the readers, especially for the 

related parties in the oil and gas industry so that they would gain 

information about the development of Product Sharing Contract in 

Oil and Gas Industry in Indonesia and hoped to be helpful in 

correcting and fixing the flaws.  

 

1.5 Research Structure 

CHAPTER I : INTRODUCTION 

This chapter is consisted of the background of the topic, research 

questions that would be discussed throughout the paper, the purpose of 

this research paper, the benefits of this research paper, and the structure 

of this paper.  

 

CHAPTER II : LITERATURE REVIEW 

Within this chapter, there would two sub-discussion including the theory 

framework, that will be the discussion of the theories used within this 

issue in this research paper, and conceptual framework in which would 



10 

 

be referred to Oil and Gas Law and several other government 

regulations.  

 

CHAPTER III : RESEARCH METHODS 

The research method in this research paper would explain that this 

research paper uses a normative research method. In this chapter the 

writer would also include the data collection procedure, as well as the 

instruments and characteristics of the analysis that would be done in 

Chapter IV.  

 

CHAPTER IV : ANALYSIS AND DISCUSSION  

A more depth explanation would be added in this chapter of the research 

paper. This chapter would mostly include the issues that applied 

regarding the implementation of Minister of Energy and Mineral 

Resources Regulation No. 8 of 2017 on Gross-Split Production-Sharing 

Contracts, as well as the implication of a contract between a contractor 

and SKK Migas.  

 

CHAPTER V : CONCLUSION AND SUGGESTIONS 

As the last chapter of the research paper, it would include the conclusion 

of the result of the research that is written throughout the research paper. 

Other than that, a few suggestions from writing this research paper 

would be added in this last chapter. 




