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Abstract: Throughout the history of national development, petroleum and natural gas have played a vital and
strategic role, serving as essential energy sources for various economic activities. The petroleum and gas sector also
contributes significantly to state revenue through the management of these resources. The author aims to discuss
the appropriate utilization of petroleum and natural gas and its potential to enhance economic income in
Indonesia. Petroleum and natural gas, as valuable resources, exist in liquid and solid forms within the earth's
reservoirs. Indonesia possesses vast reserves of petroleum and gas, with numerous untapped fields remaining.
Utilizing these resources effectively can lead to increased state revenue. Given their significance as essential
commodities in the national economy, managing petroleum and natural gas is crucial for optimizing prosperity
and welfare for the population.
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INTRODUCTION

Petroleum and natural gas are natural resources found in both liquid and solid
forms, stored within reservoirs deep within the Earth. These reservoirs consist of rock
pores, akin to ponds, situated in the Earth's depths. Globally, petroleum and gas play a
pivotal role as the primary sources of energy. As crucial commodities, petroleum and
gas significantly influence the lives of many individuals. Consequently, the
management of petroleum and gas falls under the purview of the petroleum and gas
industry.!

The petroleum and gas industry encompasses various institutions, including
petroleum and gas companies responsible for the extraction, processing,
manufacturing, and drilling of petroleum-derived fuel. Key stakeholders involved in
the business activities associated with petroleum and gas include the government,
petroleum and gas companies, their employees, as well as individuals engaged in
petroleum and gas-related endeavors. It is imperative that these parties possess a stake
and rights over the exploitation activities conducted within their respective territories.?

One of the key activities within the petroleum and gas industry is exploration and
exploitation. According to Article 1, Point 8 of Law Number 22 of 2001 concerning
Petroleum and Gas, exploration refers to the process of gathering geological
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information with the objective of locating and estimating the reserves of petroleum
and gas within a designated work area. On the other hand, exploitation, as defined in
Article 1, Point 9 of the same law, encompasses a series of activities aimed at extracting
petroleum and gas from a specific working area. These activities include drilling and
completing wells, constructing transportation, storage, and processing facilities for the
separation and refining of petroleum and gas in the field, as well as other supportive
operations.?

Throughout the history of national development, petroleum and natural gas have
played a vital and strategic role, serving as essential energy sources for various
economic activities. The petroleum and gas sector also contributes significantly to state
revenue through the management of these resources. Petroleum and gas serve as both
a source of income for the state budget and a crucial energy source, particularly as fuel.
In Indonesia, petroleum and gas drive numerous sectors of life, highlighting the
industry's importance for the community.*

The Government of the Republic of Indonesia has implemented a comprehensive
regulatory framework to govern the management of the petroleum and gas industry.
These regulations encompass a wide range of business activities, including both
upstream and downstream operations. In Indonesia, the management of petroleum
and gas is primarily regulated by Law Number 22 of 2001 concerning Petroleum and
Gas. This law serves as the cornerstone for overseeing and regulating the industry. It
provides the legal foundation for the exploration, exploitation, production,
transportation, storage, and distribution of petroleum and gas resources in the country.
The implementation instruments associated with this law further detail the specific
guidelines, procedures, and requirements for conducting activities within the industry.
Together, these regulations establish a governance framework that governs and guides
all aspects of the petroleum and gas sector in Indonesia.®

METHOD

This study adopts normative legal research techniques in conjunction with a
conceptual approach. The conceptual approach is employed to comprehend the
underlying concepts associated with the implementation of tax incentives aimed at
enhancing domestic revenues through foreign direct investment. The research
proposal is descriptive in nature. The primary source of data is derived from
secondary sources, specifically through an extensive review of pertinent literature.
The collected data are subjected to qualitative descriptive analysis. Moreover, the
investigation relies on the examination of Tax Allowance provisions outlined in
Indonesian laws and regulations. Other methods, such as historical and legal analysis,
are also utilized to gather accurate data. During the literature review phase, the
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researchers conduct a qualitative analysis of the gathered data using techniques of
interpretation, thereby presenting the results in an analytical and critical manner.

RESULT AND DISCUSSION

Use of Petroleum and Gas in Indonesia

Indonesia heavily relies on the utilization of petroleum and natural gas resources due
to their significant role in human life. These resources offer numerous benefits that
support various daily activities. However, given their non-renewable nature, it is
crucial to exercise wisdom in their usage. While petroleum and gas provide substantial
advantages, their limited availability necessitates responsible and sustainable
management.

Petroleum and gas deposits require thousands, or even millions, of years to form,
rendering them non-renewable resources. Despite their limited nature, Indonesia
benefits greatly from these resources. A wide range of products can be derived from
petroleum and natural gas, with many serving as fuel sources. This includes fuel for
household consumption, industrial processes, and transportation. Kerosene, obtained
through the refinement of crude petroleum, is commonly used as a household fuel,
alongside LPG gas. LPG gas, on the other hand, is derived from gas processing.
Furthermore, petroleum-based fuels are extensively utilized in various modes of
transportation. Motorcycles, cars, airplanes, and other vehicles predominantly rely on
petroleum-based fuels. Gasoline and diesel are among the primary petroleum products
employed as vehicle fuels. Gasoline consists of numerous hydrocarbon compounds,
with higher carbon chain lengths. Diesel petroleum, on the other hand, is specifically
designed for certain types of diesel engines.

According to data from Pertamina in 2013, the total national demand for crude
petroleum reached 77.00 million KL. However, the production capacity of national
refineries was only 38.10 million KL during that year. Consequently, there was a deficit
of approximately 38.9 million KL, accounting for approximately 51% of the total
demand.®

Petroleum plays a vital role in various industrial activities and is closely linked to the
development of human life. The industry relies on petroleum and natural gas as raw
materials for the production of a wide range of materials and products. Numerous
products derived from petroleum can be categorized into several groups, including
plastics, synthetic fibers, synthetic rubber, pesticides, detergents, solvents, fertilizers,
drugs, and certain vitamins, all of which utilize petroleum as a key component.
Furthermore, natural gas holds significant benefits for human life, serving as a crucial
raw material in the manufacturing processes of fertilizer, petrochemical, methanol, and
plastic factories. Its versatile nature and applications contribute to the production of
essential products that enhance various aspects of human life.”

In addition to its role as a fuel source, petroleum offers various benefits in the
production of construction materials. Petroleum contains compounds that are utilized
in the manufacturing of construction tools, including roofing materials, paints, pipes,
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asphalt, and more. Furthermore, petroleum finds application in the medical field.
Crude petroleum is often incorporated into cleaning products, medications, protective
equipment, and safety gear for medical professionals. Medical objects, such as syringes
that meet specific standards and aspirin containing petroleum hydrocarbon
components, rely on petroleum in their production processes. Petroleum also finds its
place in the creation of beauty products. It is used in the formulation of perfumes, nail
polish, makeup, and hair dye. Additionally, petroleum serves as an ingredient in
various personal care products, including soap, toothbrushes, and shampoo.®

Indonesian Legal Policy on the Exploration and Exploitation of Petroleum and
Natural Gas

Considering Indonesia's substantial natural mining resources compared to other
countries, it is essential to establish strict regulations to safeguard the utilization of these
resources. Such arrangements are necessary to ensure the sustainable use of mining
products, as they are non-renewable natural resources. Exploration activities play a
crucial role in gathering comprehensive data and information regarding the presence
of petroleum, gas, and other energy sources in specific locations. Exploitation activities,
on the other hand, are part of the upstream petroleum and gas sector, focused on
extracting crude petroleum from underground reservoirs to the surface. These activities
encompass drilling supported by offshore platforms, well completion, construction of
transportation and storage facilities, and processing of natural gas, including the
conversion of natural gas to liquid form known as liquefied natural gas (LNG).°

In accordance with the Government Regulation of the Republic of Indonesia
Number 55 of 2009, which amends the Government Regulation Number 35 of 2004
regarding Upstream Petroleum and Gas Business Activities, entities engaging in
petroleum exploitation must establish a legally recognized business entity. This entity
should operate on a permanent and ongoing basis, comply with applicable laws and
regulations, and be domiciled within the territory of the Republic of Indonesia.
Furthermore, it should hold a production sharing contract or other forms of
cooperation contract for exploration and exploitation activities that provide maximum
benefits to the state and contribute to the prosperity of the people. An implementing
agency is established to oversee upstream business activities in the petroleum and gas
sector.'0

Indonesia regulates quite high prison sentences for perpetrators of the crime of
petroleum and gas exploration and/or exploitation without a permit in Article 52 of
Law Number 11 of 2020 concerning Job Creation in the Energy and Mineral Resources
section. Imprisonment that can be imposed on perpetrators of the Crime of Petroleum
and Gas Exploration and/or Exploitation without a permit or cooperation contract is a
maximum of 6 (six) years and a maximum fine of Rp. 60,000,000,000.00 (sixty
billion rupiah). This provision is a change from Law Number 22 of 2001 concerning
Petroleum and Gas. According to Mudzakir a criminal law expert said that lllegal
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drilling can be categorized as an extraordinary crime, therefore illegal drilling law
enforcement must be carried out without having to wait for reports from the public."

Influence of petroleum and gas on the economy of Indonesia

According to the Law of the Republic of Indonesia Number 22 of 2001, petroleum and
gas is a vital commodity that plays an important role as a foreign exchange earner,
fulfills the need for domestic workers, and is the main industrial material.”> And until
now, natural gas has a fairly high economic value so that it is included in the types of
mining products that are favored by Indonesia to spur economic growth apart from
petroleum. The government defines the petroleum and gas industry as a strategic
industry. Indonesia is the eighth largest natural gas exporter in the world (EIA, 2011).

Petroleum and natural gas have high economic value, making them one of the
leading commodities in Indonesia. In an effort to advance the Indonesian economy,
trade activities between countries are carried out, namely exports. The resources
exported by Indonesia are petroleum and gas and non-petroleum and gas resources.

Indonesia is a major actor and is well known in the international petroleum and gas
industry. Since the discovery of petroleum sources in 1885, the petroleum and natural
gas sector has continued to grow in Indonesia. Indonesia achieved its heyday in
producing petroleum in the period 1977 to 1991 with a total product of 1.7 million
barrels of petroleum per day. In the gas commodity, Indonesia was once the largest
LNG (Liquid Natural Gas) exporter in the world in 2005 (EIA, 2013)."

Indonesia exports a lot of petroleum and gas commodities to various countries with
the aim of driving Indonesia's economic growth as well expanding domestic and
foreign markets. The petroleum and gas sector still has a major influence on the
economy, even though the contribution of the industry or the petroleum and gas
sector to the Indonesian economy has decreased compared to the glorious period of
1973-1983. Nearly a quarter of Indonesia's export value is in the form of petroleum
and gas exports. The petroleum and gas sector is still the main contributor to state
revenues.'®

Table 1.1 Economic Growth, Petroleum and Gas Exports, Non-Petroleum and Gas
Exports 2015-2019.
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13 ElA. U.S Energy Information and Administration. USA. Annual Energy Review 2011.
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Years Economic Growth (%) Petroleum and Gas Non-Petroleum and

Export (Million US$) | Gas Exports (Million
Uss)

2014 5.02 30018.8 145960.7

2015 4.79 18574.4 131723.4

2016 5.02 13105.5 131384.4

2017 5.07 15744.4 153083.8

2018 5.06 17171.7 162841.0

2019 5.20 11789.3 155893.7

Source: Central Bureau of Statistics of Indonesia and Bank Indonesia.

Indonesia's economic growth decreased in 2014-2015 with rates of 5.02 percent in
2014 and 4.79 percent in 2015. This was due to falling household consumption and
the purchasing power of people who were still very vulnerable to rising food prices.
However, in 2016-2019 Indonesia's economic growth has increased every year so that
this increase has become a reference and the development of Indonesia's economic
growth is getting better.”” And in 2020, Indonesia's petroleum and gas and non-
petroleum trade for exports amounted to 163,306.3 Million USD. Exports have a
positive influence on economic growth, meaning that the higher the export value, the
economic growth will also increase.'”® So Petroleum and Gas is very influential in the
condition of the Indonesian economy.™

CONCLUSION

Petroleum and gas offer numerous benefits that facilitate various daily activities.
They serve as a primary source of fuel for households, industries, and vehicles.
Additionally, petroleum contributes to the production of a wide range of products,
including plastics, synthetic fibers, synthetic rubber, pesticides, detergents, solvents,
fertilizers, medicines, and certain vitamins. Natural gas, on the other hand, plays a
significant role as a raw material for fertilizer, petrochemical, methanol, and plastic
factories.

It is crucial to emphasize the importance of obtaining proper permits for petroleum
and gas exploration and exploitation due to the non-renewable nature of these
resources. Unauthorized exploitation, such as illegal drilling, poses a significant threat
to our country's interests. lllegal drilling is considered a serious offense, warranting
dedicated law enforcement efforts. Given the substantial economic value of petroleum
and gas, these resources have become leading commodities in Indonesia. Trade
activities, particularly exports, play a vital role in advancing the Indonesian economy
and leveraging the wealth of natural resources. Indonesia engages in both petroleum
and gas exports, as well as trade involving non-petroleum and gas resources.
Petroleum and gas exports account for nearly a quarter of Indonesia's total export
value. The petroleum and gas sector remains a significant contributor to state revenues.
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Notably, exports have a positive impact on economic growth, as higher export values
correlate with increased economic growth.
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