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 An Overview 
In August 2018, Minister of Energy 

and Mineral Resources (“MEMR”) 
issued Decree No. 1924/K/30/MEM/2018 
(“MEMR Decree 1924/2018”) to amend 
MEMR Decree No. 23.K/30/MEM 2018 
on Determination of Minimum Percentage 
of Coal Domestic Market Obligation 
(“DMO”) for 2018 (“MEMR Decree 
23/2018”). MEMR Decree 1924/2018 
stipulated details that were missing in the 
previous decree, namely, the total volume 
of coal production in 2018 in the amount of 
485 million tons and a maximum additional 
amount of 100 million tons for export.

In implementing the DMO, MEMR 
uses ‘cap and trade’ approach, where 
MEMR sets out a sales quota cap but 
also offers a balancing act through 
quota transfer mechanism as introduced 
in Directorate General of Mineral and 
Coal (“DGMC”) Decree No. 300.K/30/
DJB/2018 on Guidelines for Implementing 
Requests for Evaluation and Determination 
of Quota Transfers in the context of 
Fulfilling Coal Sales Obligations for 
Domestic Interest (“DGMC Decree 
300/2018”).

Cap: Domestic Market Obligation 
Quota

Determination of DMO quota by the 
Government is mandated by Law No. 
4 of 2009 on Mineral and Coal Mining 
(“Law 4/2009”) whereby the Government 
is required to observe national interest 
in issuing policies to prioritize domestic 
needs. These policies can be in the form of 
coal production and export control.1 Such 
policies include the authority for MEMR 
to determine:
1. national production quantity of 

Minerals and Coal; 2 and
2. quantity and variety of Minerals and 

Coal for DMO fulfillment.3

For the 2018 period, initially, MEMR 
issued MEMR Decree 23/2018 that 
determines the DMO for 2018 to be 25% 
of the 2018 approved total annual coal 
production plan.4 In August 2018, MEMR 
issued MEMR Decree 1924/2018 which 
complements MEMR Decree 23/2018 
by determining the total volume of coal 
production for 2018 at 485 million tons.5 
MEMR Decree 1924/2018 also provides 

maximum off-shore coal sales volume at 100 
million tons which are not subject to DMO.6

Accordingly, coal producers can 
export 463.75 million tons of coal 
(calculated from 75% of 485 million tons 
plus 100 million tons which are not subject 
to DMO) and must sell 121.25 million tons 
to domestic end user.

On a related note, MEMR 
issued another specific provision for 
implementation of coal DMO in electricity 
sector as set out under MEMR Letter No. 
2783/32/MEM.B/2018 dated 19 April 
2018 (“MEMR Letter 2783”).  MEMR 
Letter 2783 states that 80% from the 
applicable 2018 DMO is allocated for 
electricity sector by also taking into 
account applicable provisions of coal 
supply under the contracts, between coal 
producers and PLN, to keep the coal 
supply stability to PLN. 

Trade: Determination of Quota 
Transfer for Fulfillment of Coal 
Domestic Market Obligation7

DMO quota transfer practices have 
been carried out by mining companies in 
the past. This is because it was already 

Quota transfer of coal domestic market obligation: 
CAP AND TRADE APPROACH

OPINION

1. Article 5 (2) of Law 4/2009.
2. Article 31 (2) of MEMR Regulation No. 25 of 2018 on Mineral and Coal Mining Business Operations (“MEMR Regulation 25/2018”).
3. Article 32 (2) of MEMR Regulation 25/2018.
4. First Dictum of MEMR Decree 23/2018.
5. First Dictum A of MEMR Decree 1924/2018.
6. Second Dictum A of MEMR Decree 1924/2018.
7. Appendix II, DGMC Decree 300/2018
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introduced more than 9 years ago in 2009 
through MEMR Regulation No. 34 of 
2009 (“MEMR Reg 34/2009”). MEMR 
Reg 34/2009, however, did not regulate 
clearly the process and the required 
supporting documents that are needed 
to complete DMO quota transfer. Under 
MEMR Reg 34/2009, a coal mining 
company that has sold its products in 
excess of the required DMO quota, can 
sell such exceeding quota (Quota Transfer) 
to other coal mining companies with 
a maximum price that is equal to the 
relevant coal reference price (HPB) at the 
date of the quota transfer. All this process 
is done through a business-to-business 
process and no approval or validation from 
the Government was required.

In June 8, 2018, MEMR issued Letter 
No. 2841/30/MEM.B/2018 (“MEMR 
Letter No. 2841”). This letter touched 
lightly about Quota Transfer between 
companies where it stipulates that the 
mechanics and process of Quota Transfer 
will be carried out based on the business 
agreements between the relevant parties. 
In line with MEMR Regulation 25/2018, 
MEMR Letter No.2841 does not have any 
provision that requires the relevant parties 
to use HPB as the maximum price for the 
Quota Transfer. 

MEMR Letter No. 2841 stipulates 
that the quota transfer transaction must 
be reported regularly to the DGMC 
by attaching evidence of delivery and/
or receipt from domestic end users to 
be recorded and authorized by DGMC. 
This indicates that the Government’s 
involvement was starting to increase as, 
starting from then, an approval from the 
Government will be required.

In October 2018, this Quota Transfer 
provision was further regulated and 
detailed under DGMC Decree 300/2018. 

DGMC Decree 300/2018 states that if a 
coal producer desires to transfer its coal 
DMO Quota, first, it must fulfill its own 
DMO quota and obtain a determination 
letter from DGMC stating that it has 
fulfilled its DMO. The overall stages 
consist of the following process:

Determination of Fulfillment of Coal 
Domestic Market Obligation 

Submisson of an
application

Evaluation & concept of
determination/rejection

Issuance of determination

Submission of an Application
The first process is the submission 

of an application where the producer is 
required to submit several supporting 
documents (such as copy of Annual 
Working Budget Plan approval and 
documents evidencing monthly coal 
production and sales data). The documents 
that will be evaluated at this stage are:

After all the required documents 
and criteria have been submitted and 
fulfilled, the process will continue to the 

evaluation process.

Evaluation and Determination 
Preparation/Rejection

For the next step, DGMC will evaluate 
the abovementioned documents and 
criteria, then decide whether such producer 
has fulfilled the requirements. If DGMC 
deems that the producer has not fulfilled 
all of the requirements, the submission 
will be returned to the producer and the 
producer will be given the opportunity to 
revise and resubmit the application in 5 
days. If no further revision is submitted, 
DGMC will issue a Rejection Letter. 

Issuance of Determination Letter
If the producer has submitted all of the 

required documents and is proven to have 
fulfilled all of the required conditions, 
DGMC will issue a determination letter 
stating that such producer has fulfilled 
its DMO for the current year. Based on 
DGMC Decree 300/2018, the process from 
application submission until the issuance 

Quota transfer of coal domestic market obligation: 
CAP AND TRADE APPROACH

DOCUMENT APPLICABLE CRITERIA

Documents of coal shipping 
and receipt 

• Bill of lading/purchase order/delivery order document to 
domestic end-user.

• Any minutes and/or confi rmation letters evidencing the 
coal sales and reception by domestic end-user.

• Demolition documents (including CoA, CoW, and/or Time 
of Sheet).

Realization of Coal DMO 
fulfi llment

Total volume of sales to domestic end-user where the 
percentage is calculated by the ratio of total volume of 
sales against production plan.

Excess quota for coal DMO
Percentage of DMO fulfi llment that exceeds 25% which is 
calculated by reducing the sales realization with the DMO 
volume for the same period.

Transferrable excess volume 
of quota for coal DMO

• For the fi rst proposal, transferrable volume of DMO quota 
at least for a period of 6 months in the current year and at 
most the volume of excess DMO Quota.

• For the next application in the following period, such 
proposal may at least be applied for 1-month quota of the 
current year and maximum volume of excess DMO Quota 
until the realization in November of the current year.



COAL ASIA NOVEMBER 25 - DECEMBER 20, 201814

of Determination Letter will take around 
7 working days (if all of the requirements 
have been fulfilled).

Quota Transfer Determination

S u b m i s s o n  o f  a n
a p p l i c a t i o n

E v a l u a t i o n  &  c o n c e p t  o f
d e t e r m i n a t i o n / r e j e c t i o n

I s s u a n c e  o f  d e t e r m i n a t i o n

Submission of an Application
In order to be granted with a quota 

transfer determination, a producer must 
declare its intention by submitting 
an application to DGMC. As some 
verification and evaluation process 
has been carried out during the Coal 
DMO Fulfillment Determination, the 
requirements for obtaining Quota 
Transfer Determination are essentially 
simpler. 

For the purpose of the application 
submission, the producer is required to 
submit the following documents: 
1. Letter of Application; 
2. Quota Transfer Form; 
3. Determination Letter of Coal DMO 

Fulfillment (of the Quota Transferor);
4. Statement Letter declaring the truth 

of all submitted documents from both 
Transferor and Transferee; and 

5. digital copies of all required 
documents.

Evaluation and Determination 
Preparation/Rejection

During this process, the submitted 
documents will be evaluated by DGMC, 
some of the main documents and criteria 
being evaluated are as follows:

DGMC will then decide whether 

DOCU ME N T E V A L U A T E D CR I T E R I A

Q u o t a  T r a n s f e r  F o r m
Q u o t a  T r a n s f e r o r  m u s t  b e  a n  I U P  P r o d u c t i o n  O p e r a t i o n  
holder, IUPK Production Operation holder, or PKP2B 
h o l d e r  a s  r e g i s t e r e d  i n  D G M C

D e t e r m i n a t i o n  L e t t e r  o f  C o a l  
DMO Fulfi llment

S u b m i t t e d  l e t t e r  m u s t  b e  t h e  m o s t  r e c e n t  o n e  i s s u e d  b y  
D G M C .

T r a n s f e r r a b l e  e x c e s s  v o l u m e  o f  
q u o t a  f o r  c o a l  D M O

M a x i m u m  t r a n s f e r a b l e  v o l u m e  s h a l l  b e  e q u i v a l e n t  
t o  t h e  D M O  Q u o t a  e x c e s s  a m o u n t  a s  s t a t e d  i n  t h e  
D e t e r m i n a t i o n  L e t t e r  i s s u e d  b y  D G M C .
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such producer has fulfilled all of the 
requirements. If DGMC consider that 
the producer has not fulfilled all of the 
requirements, the submission will be 
returned to the producer and the producer 
will be given the opportunity to revise and 
resubmit the application in 5 days. If no 
further correction is submitted, DGMC 
will issue a Rejection Letter

Issuance of Determination Letter
If the producer has submitted all of the 

required documents and is proven to have 
fulfilled all of the required criteria, DGMC 
will issue a letter determining that such 
producer is entitled to transfer the excess 
Quota for the current year. Based on 
DGMC Decree 300/2018, the process from 
application submission until the issuance 
of Determination Letter will take around 
4 working days (if all of the requirements 
have been fulfilled)

Sanction
Failure to comply with the DMO will 

cause the relevant producer to be imposed 
with reduction of production amount and 
export quota for the following year. In 
line with MEMR Decree 23/2018, MEMR 
has issued several letters to remind coal 
producers to fulfill the DMO quota in 
timely manner, a couple of the letters are:

MEMR Letter No. 2841, stating that 
failure to fulfill DMO 2018 will cause 
such producer to only be given approval 
for 2019 production level at four times of 
its DMO realization in 2018; and

MEMR Letter No. 2964/32/
MEM.B/2018 dated August 9, 2018 
(“MEMR Letter No. 2964”), stating that 
any producer who has not met the DMO 
fulfillment of 25% until September 30, 
2018 must apply this DMO amount to 
the quarterly production realization. If 
this condition is not met, reduction to the 
Annual Working Plan and Budget of 2019 
will be imposed.

Conclusion and Insight
DGMC Decree 300/2018 provides 

a clearer procedure and legal certainty 
to coal mining companies that either 
intending to sell or to purchase DMO 
Quota, as prior to the enactment of Decree 
300/2018, there was no regulation that 
regulated quota transfer matter in the same 
level of detail. 

The guidelines on DMO Fulfilment 
Determination and Quota Transfer 
Determination under Decree 300/2018 are 
quite easy to understand and sufficiently 
elaborated. This will enable coal producers 
to understand the quota transfer process, 
the required documents to be submitted 
and the reason why those documents are 
required. Accordingly, this will help the 
coal producers to plan and make enough 
preparation should an opportunity in 
transferring quota arises. 

Before the enactment DGMC 
Decree 300/2018, especially in the early 
introduction of Quota Transfer in 2009, 
there was no validation or confirmation 
process involving the government 
regarding quota transfer. Previously, 
quota transfer supervision was all based 
on the relevant coal producers reports and 
it was not clear what kind of affirmation 
the mining producers will receive in 
connection with the quota transfer. With 
the enactment of DGMC Decree 300/2018, 
coal producers can be more at ease when 
doing quota transfer, as the process is now 
clearly set out and the Government will 
issue its determination letter, which in turn 
can be relied upon by the coal producers 
and therefore provide legal certainty for 
coal producers.

As such, the Government has done a 
good job to provide clarity and certainty 
to business players, where both elements 
play a very vital role for business players 
in making their business decisions and 
especially running their business in 
Indonesia. Another improvement that 

we think will be very useful for the 
coal industry is for the Government to 
manage and provide an online information 
database accessible by public showing the 
most up to data of DMO fulfilment by coal 
producers. By doing this, coal producers 
that have not fulfilled their DMO quota 
can easily identify sources of DMO Quota 
that they can acquire.

Lastly, another idea that should 
be considered is about prioritizing 
finding buyer for the Quota Transfer 
from coal producers that fulfilled their 
DMO by selling their coal to PLN. The 
consideration is because the sale of DMO 
coal to PLN is pegged at 70% of the HPB 
price, this means that these coal producers 
have already taken a 30% less revenue 
compared to other coal producer that sell 
their coal to end users other than PLN. As 
such, the economic burden of those coal 
producer can be reduced and from another 
point of view, the Government can be 
seen appreciative of the coal producers 
“sacrifice” in supporting the Government’s 
electricity program. 
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