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UNDRILLED BASINS

DISCOVERY, NOT YET PRODUCING

PRODUCING BASINS

OVERVIEW

Indonesia produced 2 million boe/d in 2016, including  

around 880,000 bbls/d of oil.

In the 1980s, Indonesia was a significant oil export country. 

Since 2000, domestic consumption has increased while 

production has been falling. In 2016, Indonesia managed to 

increase oil production for the first time since 2008.

Indonesia produced 7.3 bcf/d of natural gas in 2016 and 

remains a significant gas exporter.

Indonesia is Canada’s largest trading partner and top des-

tination for investment in the Association of Southeast Asian 

Nations. According to Global Affairs Canada, Indonesia ranks 23th 

globally as a destination for Canadian direct investment aboard.

OPPORTUNITIES

Indonesia ranks as a high-risk/high-return export 

market in our analysis. It has opportunities for heavy oil, en-

hanced oil recovery, shale oil and gas and coalbed methane  

development. After seeing declining investment from $20.2  

billion in 2014 to $12.7 billion in 2016, the government  

expects it to recover to $17 billion in 2018.

Indonesia

OIL & GAS RESERVES 

3,972 (million boe)

OIL & GAS PRODUCTION

2,079 (thousand boe/d)

ACTIVE E&P COMPANIES/ACTIVE CANADIAN E&P COMPANIES

138/11

RESERVE LIFE

27.6 years

PRODUCTION FIVE-YEAR CAGR

-1.5%

FIVE YEAR PRODUCTION (MILLION BOE/D)

OIL PRODUCTION GAS PRODUCTION

44% 56%
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Unconventional resources
Indonesia has potential for both shale oil and gas, but no  

exploration and production is commercial.

One challenge is that exploration costs in Indonesia are 

much higher than in North America as the country is a chain of  

islands. Lack of infrastructure and geological challenges are 

hindering the development of large-scale gas projects.

Despite the challenges, policymakers are still interested in 

exploring the country’s shale oil and gas potential.

Estimates of the country’s potential unconventional gas  

reserves range from 1500 tcf to 2500 tcf of tight sand, CBM 

and shale.

During the second quarter of 2012, Indonesia started four 

shale gas study projects. In December 2013, the government 

awarded two shale gas production sharing agreements (PSC) 

to Pertamina for the Sumbagut block in North Sumatra. The 

Sumbagut block has an estimated 19 tcf of potential shale 

gas resources. The U.S. Energy Information Administration 

(EIA) stated that Indonesia has 46 tcf of recoverable shale 

gas resources.

Tight gas prospects are found in North and South Sumatra, 

East Kalimantan and Java. The Indonesian government is com-

mitted to fostering a commercially attractive environment for 

businesses. In order to support national growth in gas pro-

duction and to fill supply and demand gaps, seismic surveys 

and exploration are promoted and opportunities are open to 

foreign companies to develop this potential.

The first stage of unconventional development involves 

very high costs. To counter this, the government introduced 

new regulations to encourage exploration, development and  

investment. The country is also expected to offer attractive 

fiscal terms specifically laid out for unconventional resources 

and production.

Three unconventional blocks are up for auction in 2018.

Coalbed methane
Based on preliminary studies, the country has potential coal-

bed methane resources of 453 tcf. The Indonesian government 

actively promotes exploration for coalbed methane resources. 

In 2008, the Indonesian government started awarding  

coalbed methane blocks in the South and Central Sumatra 

basins and in the Kutei and Barito basins in East Kalimantan.

Production levels are lower than expected due to regulatory 

and environmental hurdles and limited demand. The coalbed 

methane annual production rate in 2014 was less than one 

bcf, substantially lower than the government’s original target 

for 2015 production of 183 bcf. Moving forward, the country 

is hoping to further explore its coalbed methane potential.

Offshore
Over the next five years, 6,995 offshore wells are expected 

to be drilled in Indonesia at a cost of $73.8 billion.

In recent years, companies have shifted attention to newer, 

unexplored offshore areas. Mature offshore oilfields remain 

challenging due to a lack of advanced techniques such as 

deepwater drilling or enhanced oil recovery (EOR). These 

projects will attract the involvement of foreign companies 

with technical expertise and capital.

Indonesian deepwater development consists of three  

production sharing contracts covering five fields and will be 

developed in two phases. In Phase 1, Chevron is developing 

several deepwater fields offshore of East Kalimantan in the 

Kutei Basin that are expected to produce a maximum of 450 

bcf per year. Fields are expected to supply the Bontang LNG 

terminal and meet domestic demand. In Phase 2, Chevron will 

be developing from the Gendalo and Gehem fields.

Enhanced oil recovery
State oil company Pertamina’s reserves are mostly mature 

fields that require EOR techniques. Domestic infrastructures 

and technical expertise limit the implementation of EOR.

More than 60 per cent of oil production and more than 

30 per cent of gas production in Indonesia comes from 

late-life-cycle resources. EOR techniques can significantly 

extend the life of older fields and boost the amount of oil and 

gas recovered. EOR has increased the recovery of original 

oil in place to 35-60 per cent in older fields in other coun-

tries. But EOR requires major capital investment as well as  

advanced technologies and expertise that aren’t available  

locally in Indonesia. In addition, current regulations in  

Indonesia don’t encourage partnerships with international 

EOR service providers, which could facilitate the outside-in 

transfer of technology and knowledge.

Indonesia can start to revive domestic production by revis-

ing production contracts to incentivize EOR activities.

Comprehensive screening of existing and idle fields is  

necessary to map the prospects for EOR activities and to 

identify fields with the highest potential yields.

A total of 32 potential EOR fields are due to be developed 

in coming years. The government is in the process of issuing a  

decree on EOR activities so it can be implemented in certain 

fields to boost oil production by 2021 or 2022.

Service sector
With Indonesia planning to develop its potential coal-

bed methane and shale gas reserves in order to meet its  

growing domestic demand, opportunity exists for Canadian  

companies in these sectors. 

There are also opportunities in EOR and offshore services.

Local content
Indonesia has significant local content rules. For  

drilling, the target is 70 per cent for land and 45 per cent for  

offshore. For offshore engineering, it is 45 per cent. Shipping 

services requires 75 per cent local content, with land  

exploration services requiring 90 per cent local content. Other 
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services require 75 per cent local content beginning in 2020.

DOING BUSINESS IN INDONESIA

The Indonesian Ministry of Energy and Mineral Resources 

is responsible for entering into production sharing contracts 

with interested oil companies.

Indonesia ranks 74th on the Fraser Institute economic  

freedom index, scoring 6.99 out of 10 in the freedom to trade 

category. 

Indonesia ranks 70th out of 136 countries on the World 

Economic Forum Enabling Trade Index. The largest  

economy in the dynamic ASEAN region performs well on 

market access, especially in terms of the complexity of 

its tariff regime. Its exports continue to enjoy fairly low  

tariffs, although border compliance on the export side is an  

important bottleneck, taking an average of almost five days 

and costing over $500 per container. Import procedures  

remain burdensome as well, although Indonesia has seen  

some improvement in the predictability of these procedures, 

with upgrades of key functions of the Indonesia National  

Single Window. Infrastructure is also a barrier for trade given 

the country’s geography,  but Indonesia ranks well in terms of its  

airport connectivity, though internet connectivity rates  

remain relatively low for the region.

SOURCE: FRASER INSTITUTE

FRASER INSTITUTE FREEDOM TO TRADE SCORES 
COMPARED TO CANADA AND GROUP AVERAGE 
(SCORE OUT OF 10)

WORLD BANK DOING BUSINESS RANKING 
COMPARED TO CANADA

SOURCE: 2018 WORLD BANK DOING BUSINESS REPORT

This distance to frontier score helps assess the absolute level of regulatory 
performance over time. An economy’s distance to frontier is reflected on a scale 
from 0 to 100, where 0 represents the lowest performance and 100 represents the 
best performance across all economies and across time.

% OF RESPONDERS RANKING AS # 1 ISSUE

WEF EXECUTIVES’ RANKING OF THE MOST PROBLEMATIC 
FACTORS FOR IMPORTING TO INDONESIA

Note: From a list of factors, respondents were asked to select the five most 
problematic factors in their country and rank them. The scores correspond to the 
responses weighted according to their rankings

The World Bank Group’s Doing Business series currently 

ranks Indonesia at 72th in the world.
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Work visa 
Foreign Nationals want-

ing to work in Indonesia need 

an employment visa that re-

quires sponsorship from an 

Indonesian-based company. 

For more information, please 

refer to http://www.visabali.

com/employment-visas.php.

Taxes 
Resident taxpayers are defined as individuals who: 

• Are domiciled in Indonesia 

• Stay in Indonesia for more than 183 days in any 12-month period 

• Are present in Indonesia during a tax year and intend to reside in Indonesia

For foreign taxpayers, a single rate of 20 per cent is imposed on gross income, ex-

cept for income on sales of shares of an Indonesian incorporated company and certain 

assets, which are subject to five per cent on the proceeds. 

Indonesia and Canada have had a tax agreement to avoid double taxation since 1998.

WORKING IN INDONESIA

Category Analysis

POLITICAL

The Indonesian government improved production-sharing splits in recent bid rounds, and target  
“after-tax” returns for oil increased from 15 per cent to 25 per cent and for gas increased from between 
30 per cent and 35 per cent to 40 per cent. Under the new PSAs, exploration companies will be able 
to retain a greater share of the resources.

ECONOMIC

A revised regulation pertaining to cost recovery and taxation in upstream oil and gas sector has 
recently been issued. In order to promote greater investment, the government has removed value 
added tax and property tax for companies operating offshore. Companies that want to take  
advantage of the tax situation will need large investment and advanced technologies to  
operate offshore.

SOCIAL Social licence to operate is not yet a major issue in Indonesia.

TECHNOLOGICAL
Indonesia is interested in exploring its shale oil and gas potential. Based on current technology, the 
cost to drill in Indonesia is four times as much as drilling in North America. Moving forward, Indonesia 
will be looking for ways to improve its drilling efficiency with new technologies.

ENVIRONMENT
Indonesia has developed a strict extraction framework led by various environmental agencies that 
will make it difficult to reach its unconventional resource development goals.

LEGAL
In an effort to become more competitive, Indonesia is in the process of changing laws to offer  
incentives like tax-free importation of drilling equipment and simpler cost recovery. It is also revising 
its tax structure.

PESTEL ANALYSIS
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INSIGHTS  

• Australian companies are beginning to look at Indonesia’s  
unconventional resources as an opportunity

• There seems to be an acceptance that oil production is declining 
rather than saying we can turn this thing around

• Indonesia has a reputation as being a difficult place to do  
exploration and development, not so much because of the potential 
but because of the sheer difficulty in getting approvals and permits

• Improving the criteria for contractor selection would enhance  
exploration outcomes. A stronger focus on bidders’ technical and 
financial capabilities would further investment and performance

• It has a number of Canadian exploration and production  
companies, but is a still very complex market. But with several 
smaller buyers, it is manageable

• It is important to understand the weighting put on local content. 
Indonesia is very focused on local content. If you can assemble, 
engineer, do something value added in the target country, you get 
preferential treatment in the tender

• Need support from the trade commissioner and need a better  
understanding of the market and where the opportunities are

RECOMMENDATIONS

• Mature of fshore oilf ields remain  

challenged due to a lack of advanced 

techniques such as deepwater drilling 

or EOR. These projects will attract the 

involvement of foreign companies with 

technical expertise and capital.

• Coalbed methane production levels 

have been lower than anticipated due to  

geological and environmental challenges.

• Producers will need to use hydraulic  

fracturing and horizontal drilling to  

extract coalbed methane and shale gas, 

an area where Canada has many subject 

matter specialists.

• The EOR markets currently represent the 

best opportunity for Canadian supply and 

service companies willing to do business 

in the Indonesia oil and gas sector.
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