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Abstract

This study is aimed to describe the way PT. Excelcomindo Pratama recognizes,
measures, and reports its revenues and expenses under the formal business financial
accounting procedure. In this study the researcher employs an appropriate problem
seeking procedure in order to identify correctly the real and actual problem being
faced by the Company in the area of financial accounting by choosing two sub-
focuses: (1) revenue recognition, measurement, and reporting. and (2) expense
recognition, measurement, and reporting. Moreover, the qualitative study method
with a case study approach had been considered as the most appropriate way 1o
answer correctly the research questions raised during the preliminary field
observation. Based on the reseach questions, the major purposes of this study include
(1) to know how PT. Excelcomindo Pratama recognizes, measures, and reports ils
existing revenue and expense, and (2) to reveal how the company's treatment of
revenue and expense compares 10 how revenue and expense are treated in the
Indonesian Financial Accounting Standards. The study may contribute both practical
and academic settings where human needs exist and develop over time.

Furthermore, some Company's relevant persons and current documents had been
selected as the study's major data resources. To collect the required data from those
data resources, both interview and document guides as the main study instrumenis
had been employed to gather the empirical data and information needed for the study
analysis. The domain analysis had been employed as the data analysis technique
suitable to run from the very general and huge data arrive on some factual and
relevant sub themes and compiled into a theme as the study title: “Revenue and
expense recognition, measurement, and reporting . .. . . .. ¢

Finally, some crucial study findings derived from the field data analysis completely
answer the research questions, include (1) the empirical description on the way the
Company recognizes, measures, and reports its revenue and expense, and (2) the
Company's compliance o the Indonesian Financial Accounting Standard (PSAK) in
Jinancial accounting management.
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CHAPTER I

INTRODUCTION

1.1. Study Background

Nowadays, the discipline of financial accounting both in the application and
academic settings is becoming a very crucial determinant for the business world.
Revenue and expense, as the two major factors of financial accounting, serve very
important role in any private organization; they have been developing significantly over
time to meet the needs development. Revenue on the one hand is a very important
substance for any private organization’s sustainability; it has a positive influence for the
private organization’s survival and development, while expense on the other hand may
have a negative impact for the owners’ equity; however, both revenue and expense
become the two required factors that should be existed and be taken carefully into
account. This means that to get revenue, any private organization should have expense as
a required and logical consequence, because expense is an occurred cost that must be
sacrificed to generate revenue. Sometimes the relationship between revenue and expense
is very hard to determine. The expense is usually measured either by historical price or by
exchange price; while revenue is believed to be the sole of company’s life. It is strongly

believed that there is no revenue without expense.



Moreover, problems existing in determining recognition of revenue and expense
may be very common to any business organization. They may exist hierarchically in the
financial accounting activities when a business organization determines the following:

(1) the nature of components suitable for its revenue or expense,

(2) the measurement used for its revenue or expense, and

(3) the timing of recognition employed for its revenue or expense.

In a practical setting, it is assumed that those three facts might potentially generate some

problems in application that the organization is required to solve.

According to the revenue principle, it is generally acknowledged that revenue is
earned throughout all stages of the operating cycle (that is, during receipt of order,
production, sale, and collection). Given the difficulties in allocating revenue to the
different stages of the operating cycle, accountants apply the realization principle to
determine a ‘critical event’ in the operation cycle for the timing of revenue recognition to
indicate when certain changes in assets and liabilities may be accounted for
appropriately. The essential meaning of the realization principle is that a change in asset
or liability has become sufficiently definite and objective to warrant recognition in the

accounts.

The matching principle holds that expense should be recognized in the same
period as its associated revenue; that is, revenue is recognized in a given period according

to the revenue principle, and the related expense are then recognized in the same period.



The association between revenue and expense would be best achieved when it reflects the

cause and effect relationship between revenues and expenses.

In this study, the researcher intends to describe and explore the way in which PT.
Excelcomindo Pratama recognizes its revenues and expenses transactions by promoting
the following study title: “Recognition, Measurement and Reporting of Revenue and

Expense in a Telecommunication Company: Case study of PT. Excelcomindo Pratama.”

1.2. Problem Identification

Generally, problem may exist in various forms:
(1) the existence of a gap between what should be and what it actually is or what really
happens,
(2) the existence of a gap between theory (in book) and practice (in action),
(3) the existence of gap between rules and implementation,
(4) the existence of gap between past experience and current situation. (Sugiyono, 2005).
For instance, the expected financial accounting management is consistent but the actual

financial accounting management is inconsistent.

There are some differences that might exist in the area of financial accounting in
any business organization due to the difference in operation and business type, especially

in the way in which it recognizes and reports its assets, liabilities, revenues, expenses,




etc. In the case of PT. Excelcomindo Pratama, the problem might lay in the recognition,

reporting, and measurement of revenues and expenses.

In revenue itself, PT. Excelcomindo Pratama offers three main products
consisting of GSM Telecommunication Services, GSM Interconnection Services, and
Other Telecommunication Services. The empirical problem appeared in the recognition
and measurement of the Company revenues and when they were recorded and reported;
also how the process meets the Indonesian Financial Accounting Standards and the
standards of the company itself. There may be another problem in the treatment of
expenses where production costs may not be directly related to services sold. This may
be due to the significant interaction of third party sellers, especially in the case of prepaid

transactions.

1.3. Problem Formulation

When analyzing the different levels of explanatory phenomena, generally there
are three types of problem formulations, they are descriptive, comparative, and
associative problem formulations. In this study, the researcher employed the descriptive
problem formulation, that is, a problem formulation aiming to describe or photograph a
social situation (e.g., revenue & expense recognition and reporting) that will be

investigated deeply.



Based on the problem background and formulation described above, the research

questions are formulated as follows:

1) How does the PT. Excelcomindo Pratama recognize, measure and report its
existing revenue and expenses?
2) How does the company’s treatment of revenue and expenses compare to the

Indonesian Financial Accounting Standards on the treatment of revenue and expenses?

1.4. Problem Limitation

In this study, the researcher has limited the problem in order to make it focused,
specific, and feasible due to the human resource, time, and budget constraints faced
by the researcher. In the analysis of revenue, the researcher will make limitations in
the category level which is not to include Other Telecommunication Services in the
study. While in the analysis of expense, only categories of expense directly related to

revenue will be included.

1.5. Research Title

Generally, the title in qualitative research is developed based on the selected
problem. Therefore, the study or research title must be specific and reflect the problem
that will be studied. Qualitative research title serves as a guideline to a researcher for

determining the problem to be studied, the theory to be used, the data collection




instrument to be developed, the data analysis methodology, and study conclusion. In a
qualitative study, the title is usually contemporary due to the contemporary status of the
problem. Therefore, the title is also usually changed many times following the social
situation found in the field. In this study, the researcher experienced title changes as
follows: the first research title chosen was “Revenue and Expense Recognition in PT
Excelcomindo Pratama”; the second title chosen was “Revenue and Expense Recognition
and Reporting in PT Excelcomindo Pratama”; and the third or final proposed research
title was “Revenue and Expense Recognition, Measurement, and Reporting in PT
Excelcomindo Pratama”. These changes of study title indicate that the study focus was

dynamic.

1.6. Research Objectives

1) To know how PT. Excelcomindo Pratama recognizes, measures and reports its
existing revenue and expense.
2) To reveal how the company’s treatment of revenue and expense compares to how

revenue and expense are treated in the Indonesian Financial Accounting Standards.

1.7. Research Contribution

A study without any contribution to human life is useless and meaningless.

Therefore, this qualitative study has been designed by the researcher to provide a



contribution that will satisfy both practical and academic settings where human needs

exist and develop over time.

Normally, this study is expected to be beneficial for:

1) Practical setting: here the findings could be utilized by the PT. Excelcomindo
Pratama and other similar companies for their Financial Accounting Process
Refinement particularly in the areas of revenue and expense treatments;

2) Academic Setting: here the findings could enrich the scope and content of the
research and learning materials in the area of financial accounting, especially in

the revenue and expense perspectives for the academic development.

1.8. Research Method

1.8.1. Type of Research

Spadley (1980) defined “a focus refers to a single cultural domain or a few related
domains”. This means that focus may serve as a single domain or several domains related
to a social situation. Furthermore, Spadley in Faisal (1988) promoted four alternatives for
determining focus:

(1) determine the focus on a problem suggested by the informant;
(2) determine the focus based on certain domains (organizing domain);
(3) determine the focus that is of value on science & technology development;

(4) determine the focus based on a problem related to existing theories.




The Main Focus in this study is Financial Accounting comprised of several sub
focuses, where two of them are (1) Sub Focus of Revenue Recognition, Measurement,
and Reporting and (2) Sub Focus of Expense Recognition, Measurement, and Reporting
that had been described completely in this study using empirical and qualitative data /
facts collected from the study object. In addition, both Sub Focuses (e.g., Revenue
Recognition, Measurement & Reporting and Expense Recognition, Measurement &

Reporting) are also related, especially when they are compared to measure profit.

Sub Focus
Revenue Recognition,
Measurement & Reporting

Main Focus

Financial Accounting

Sub Focus
Expense Recognition,
Measurement & Reporting

1.8.2. Research Subject

This study is conducted in the PT. Excelcomindo Pratama with the activity of the
Financial Accounting Department as the main study object focusing on revenue and
expense recognition, measurement, and reporting transactions. Some resource persons

experienced in the research focus and working for the Company will be purposively



selected as the research subjects. The purposeful selection technique is imposed to a on a
number of the Company’s employees who were then treated as informants or research

subjects in this study.

1.8.3. Research Setting and Time Span

This research had been conducted in the places where PT Excelcomindo
Pratama’s data is available. Its Headquarter office address is on Mega Kuningan Street,

Lot I - VII #1, Southern Jakarta.

The duration or time span of the study was a four-month period from February to
May 2006. It included a series of steps as follows:
1. Preliminary / first round:
(1) identify and select the research problem,
(2) determine the research focus (es),
(3) draft the problem formulation,
(4) determine the research purposes,
(5) determine the expected research benefits;
2. Second round:
(1) prepare the research theoretical & conceptual references through literature review;
(2) develop the conceptual framework and formulate the basic assumptions
3. Third round:

(1) choose the most suitable research approach;
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(2) determine the data resources and data gathering techniques;
(3) construct the suitable study instruments;

(4) determine and choose the most suitable data analysis technique.

4. Fourth / final round:
(1) gather the relevant data and information;
(2) manage and analyze the data into a meaningful information;
(5) interpret the study findings into a useful conclusions, implications, and suggestions

(6) complete the final study report.

The study duration is based upon the length and width of the study focus.
Stainback (1998) stated that “there is no way to guess how long it will take to do a
qualitative research study. The “typical” study probably last about a year. But the actual
length or duration depends on the resources, interest, and purposes of the investigators. It
also depends on the size of the study and how much time the researcher devotes to the

study each day or week.”

1.8.4. Research Instrument

The quality of a research instrument plays a crucial role in determining the quality
of a qualitative study. In a qualitative study, the researcher acts as an instrument, meaning
that he or she must be ready to handle the major research tasks in the field. The

qualification of qualitative researcher is that he or she understands correctly and
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completely the study method, the scope of the study object, and his or her readiness to
enter study object and start the study academically and logistically. This Qualification is

determined and evaluated by the researcher himself.

In addition, Lincoln and Guba (1986) stated that “The instrument of choice in
naturalistic inquiry is the human. We shall see that other forms of instrumentation may be
used in later phases of the inquiry, but the human is the initial and continuing mainstay.
But if the human instrument has been used extensively in earlier stages of inquiry, so that
an instrument can be constructed that is grounded in the data that the human instrument
has produced”. Based on this statement, it can be understood that in the qualitative study
at the time where problem is still unclear and uncertain, the researcher himself should act
as the study instrument. When the problem has been made clear and certain, he or she

may develop required instruments.

The instrument for this study is comprised of:

a) Interview Guide: this instrument will be used to guide the data and information
collection process through in depth interview conducted between researcher and
relevant resource persons (informants) from the study object, in order to gather
explanations on technical terms which are unfamiliar to the researcher;

b) Document Observation Guide: This instrument will be used to guide the data and
information collection through the relevant documents of PT. Excelcomindo

Pratama;
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1.8.5. Research Data Resource

Data resources in qualitative research may include persons, documents, and events; in

this study, however, researcher only employed:

a) Persons: here the data resource will be some relevant persons who are believed
to be the authorized resource persons of the PT. Excelcomindo Pratama that will
provide data and information concerning their knowledge and experiences about
the study focus using an in depth interview technique;

b) Documents: here the data resource will be some relevant documents of PT.
Excelcomindo Pratama concerning the study focus collected through the

document observation technique;

1.8.6. Data Gathering Technique

Data gathering is a very strategic step in the study, because the main purpose of
research is to collect data. Without knowing the appropriate data gathering technique,
researcher will be unable to collect the intended data. Data gathering can be conducted in
various settings, resources, and ways or modes. When looking at the setting, data can be
gathered in a natural setting, in laboratories, in houses, in a seminar, etc. When looking at
the resources, the data gathering technique may employ primary resources (a direct way)
and secondary resources.(an indirect way). Finally when looking at the method or
technique, data gathering can be conducted through observations, interviews,

questionnaires, and documents, or a combination of the four.
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The data collection process at each stage (e.g., description, reduction, and
selection) is conducted cyclically and repeatedly by employing various methods and
targeting various resources. In each process, data collection gathering is conducted
though five stages. After the researcher enters the research object (social contact: place,
actor, activity/event), here researcher thinks about the following:

(1) what and whom to be asked,

(2) collect data & information needed,

(3) verity the accuracy of data and information, (4) formulate a conclusion, and

(5) recheck the conclusion to data resources ensuring whether the conclusion

attainable. (Sugiyono, 2005).

The scope of a qualitative research usually covers a social unit of study from
macro into micro level comprising of the following:

(1) complex society,

(2) multiple communities,

(3) a single community study,

(4) multiple social institutions,

(5) a single social institution,

(6) multi social situation, and

(7) single social situation.
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Therefore, qualitative method can be employed for researching a micro level
(single social situation) until a complex society (a macro level) (Sugiyono, 2005).
Furthermore, Stainback (2003) mentioned that “An investigation might be simple or
complex, dealing with a single event or multiple event, might be small or large”. In this
study, researcher only involved a micro level (a single event: financial accounting

management).

In terms of data gathering technique for this study, the researcher employed only
interview and document observation techniques. The first technique was aimed at
collecting primary data through selected resource persons; while the second technique

was intended to gather secondary data through documents observation.

1.8.6. Technique of Data Analysis

In a qualitative study, data is gathered from various resources by using multiple
data collecting techniques (triangulation), and conducted non stop until the data become
obsolete. Observing the data continuously caused the data to increase in variety and
complex. Sometimes the pattern of data analysis to be employed is still unknown causing
difficulty in performing data analysis completely. This is mentioned by Miles &
Huberman (1984) that “The most serious and central difficulty in the use of qualitative
data is that methods of analysis are not well formulated”. Moreover, Stainback (1988)
mentioned that “There are no guidelines in qualitative research for determining how

much data and data analysis are necessary to support an assertion, conclusion, or theory”.
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In addition, Bogdan (1982) stated that “Data analysis is the process of
systematically searching and arranging the interview transcripts, field notes, and other
materials that you accumulate to increase your own understanding of them and to enable
you to present what you have discovered to others”. Stainback (1988) also mentioned that
“Data analysis is critical to the qualitative research process. It is to recognize, study, and
understand interrelationship and concept in your data that hypotheses and assertions can
be developed and evaluated”; Spredley (1980) also mentioned that “Analysis of any kind
involves a way of thinking. It refers to the systematic examination of something to
determine its parts, the relation among parts, and the relationship to the whole. Analysis

is a search for patterns”.

The data analysis process in a qualitative study involve several phases:
(1) data analysis conducted before entering the filed,
(2) data analysis conducted during or in the field, and

(3) data analysis conducted after leaving the field.

In this case, Nasution (1988) mentioned that “Data analysis has been conducted at
the time when the problem is being described and formulated, before entering the field,

and continue going until the study report completion.”

To analyze the data and information collected in this study, the researcher
employed domain analysis technique that breaks down the data / information from the

domain (very general) level into category (more specific) level and then into theme (very
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specific) level. This type of qualitative analysis technique ensured the researcher to come
up with the themes such as finding conclusions derived from the bulk of data and
information collected from the study object. Finally, the researcher compared the
outcome with the standards proposed by the Indonesian Financial Accounting Standard

(PSAK).

1.9. Thesis Outline

CHAPTER I: INTRODUCTION
1.1. Study Background
In this part, the researcher illustrated the background of the problem comprising of

problem description, problem causes, problem importance level, empirical facts about the
problem, and relevant theories & concepts for solving the problem.
1.2. Problem Identification

In this part, the researcher illustrated a number of problems observed and
identified during the identification process conducted in the research object.
1.3. Problem Limitation

In this part, the researcher selected and limited the number of research problems
to be studied (especially time and budget) in order to sharpen the study focus based on

the resource available.
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1.4. Problem Formulation
In this part, the researcher drafted a number of research questions based on the
number of problems selected. These research questions then to be answered through the
data collected in the study setting.
1.5. Research Objectives
In this part, the researcher describes the objectives of this study that have to be
performed during the field visits to find the empirical answers of the research questions
formulated above .
1.6. Research Contributions
In this part, the researcher illustrates expected study contributions that may
beneficial to all parties who interested in the study.
1.7. Research Method
In this part, the researcher determines the method most suitable for the study in
order to guide the researcher in some activities such as data collection technique and
procedure, data analysis technique and procedure, etc.
1.8. Type of Research
In this part, types of the study are illustrated completely following the relevantly
available scientific references.
1.9. Research Subject
This part presents study subjects involving in the study and their profile.
1.10. Research Setting
This part describes places involving in the study including their major

characteristics.
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1.11. Research Instrument
This part explains the study instruments that will be employed to gather data in
the research setting.
1.12. Data Resource and Gathering Technique
This part draws all data resources and gathering techniques available and suitable
for the study for the optimal research findings.
1.13. Technique of Data Analysis
This part describes certain data analysis techniques and its procedure suitable for

the study.

CHAPTER II: REVIEW OF RELATED LITERATURE
This part illustrates all relevant theories and concepts related to the focus and sub-focus
of the study. Conclusions and opinions of the writer on theoretical and conceptual bases
related to the study focus references. The conceptual framework is drawn including its
diagram. Finally, basic assumptions of the study are also presented. The completed
outlines of this chapter are as follows:
2.1. Theoretical Review
2.1.1. Definition and Unique Features
2.1.1.1. Revenue
2.1.1.2. Expense
2.1.2. Principles of Recognition
2.1.2.1. Revenue

2.1.2.2. Expense



2.1.3. Measurement of Revenue and Expense
2.1.4. Standard of Auditing

2.2. Theoretical Framework and Study Model

CHAPTER III: COMPANY PROFILE
In this chapter, some information concerning the Company’s profiles is completely
presented, such as:
3.1. History of the Company
3.2. Profile of PT. Excelcomindo Pratama
3.3. Company’s Shareholders
3.4. Types of Products and Services Offered
3.5. Financial Highlights
3.5.1. Result of Operations

3.5.1.1. Revenue from Operations

3.5.1.2. Operating Expense
3.6. Organizational Structure of the Company

3.7. Company Policy on Revenue and Expense Recognition

CHAPTER IV: PRESENTATION AND DISCUSSION ON STUDY FINDINGS
In this part, study findings concerning the focus and sub focus are presented and
completed with the discussion of study findings
4.1. Description of Study Findings

4.1.1. Revenue and Expense Recognition in the Consolidated Financial Statements
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4.1.2. Revenue and Expense Measurement in the Consolidated Financial Statements
4.1.3. Revenue and Expense Reporting in the Consolidated Financial Statements
4.2. Indonesian Financial Accounting Standards (PSAK) on Revenue and Expense
Treatment (Recognizing and Reporting) for Telecommunication Services
4.2.1. Revenue Recognition on Telecommunication Services
4.2.2. Revenue Reporting on Telecommunication Services

4.3. Discussion of Study Findings

CHAPTER V: CLOSING REMARK
In this part, the researcher discusses the study conclusions, implications, and presents
suggestions based upon the study findings. The completed outlines are as follows:
5.1. Conclusions
5.2. Implications
5.3. Suggestions
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CHAPTER 1I

REVIEW OF RELATED LITERATURE

2.1. Theoretical Review

Every researcher always employs theories or concepts relevant to his or her study
focus (es). Kerlinger (1978) stated that “theory is a set of interrelated construct
(concepts), definitions, and proposition that present a systematic view of phenomena by
specifying relations among variables, with purpose of explaining and predicting the
phenomena. Moreover, Wiersma (1986) stated that “ a theory is a generalization or series
of generalization by which we attempt to explain some phenomena in a systematic
manner. Furthermore, Cooper & Schindler (2003) proposed that “a theory is a set of
systematically interrelated concepts, definition and proposition that are advanced to
explain and predict phenomena (fact). Haditono (1999) also stated that “a theory will
have a crucial meaning, if it is able to make more illustration, explanation, and

forecasting on existing phenomena.

Mark (1963) and Haditono (1999) differed in perspective and grouped theory into
three major types related to the empirical data, they include:
1. Deductive theory: provides information starting from a prediction or certain
speculative thoughts towards the observed data;

2. Inductive theory: provides information starting from the observed data to theory; and
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3. Functional theory: shows interacting influence between data and theoretical prediction,

that is, data influences on theory formation and the theory formation influences the data.

2.1.1. Definitions and Unique Features

2.1.1.1. Revenue

Fees & Warren (1993) defined that revenue is the amount of assets received by
rendering services to customers or selling merchandize to them. This means that revenue
may be produced or generated by firms who render services to other parties (e.g.,

customers, selling merchandizes, etc.).

Hendriksen & Breda (2000) generally defined revenue as a company’s outcome
measured in an existing exchange price unit. Revenue normally has to be recognized after
a selling process completed. In the practical setting, revenue usually is recognized at the

time when the selling event occurred.

Moreover, Meigs, Williams, Haka, & Bettner (2001: 98) stated that “revenue is
the price of goods sold and services rendered during a given accounting period. Earning
revenue causes owners’ equity to increase. When a business renders services or sells
merchandise to its customers, it usually receives cash or acquires an account receivable
from the customer. The inflow of cash and receivables from customers increases the total

assets of the company; on the other side of the accounting equation, the liabilities do not
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change, but owners’ equity increases to match the increase in total assets. Thus revenue is

the gross increase in owners’ equity resulting from operation of the business.”

Meigs et al (2001) explains and provide examples that different types of revenue
can be clearly described through the use of various account titles, like a business selling
merchandise rather than services uses the term Sales to describe it revenue such as Giant
or K-Mart. Revenue may also be called Fees Earned by the professional practices (e.g.,
medical doctors, lawyers, etc.), others however might call its revenue Commissions
Earned (e.g., real estates, travel agencies, etc.). Other types of revenue common to many
businesses are Repair Service Revenue & Rent Revenue Earned (e.g., overnight auto
services), Ticket Sales, Concession Revenue, and Revenue from Television Contracts

(e.g., a professional sports team),; Interest Revenue or Interest Earned (e.g., banks).

Furthermore, Meigs et al (2001: 98) stated that “in most cases, the realization
principle indicates that revenue should be recognized at the time goods are sold or
services are rendered. At this point, the business has essentially completed the earning
process and the sales value of the goods or services can be measured objectively. At any
time prior to the sale, the ultimate value of the goods or services sold can only be
estimated. After sale, the only step that remains is to collect from the customer, usually a

relatively certain event.”

In addition, Weygandt, Kieso, & Kimmel (2002) introduced a type of unearned

revenue that could also exist in any business world. For examples, a magazine publisher,
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such as Sports Illustrated, receives a customer’s check when magazines are ordered; an
airline company, such as American Airlines, receives cash when it sells tickets for future
flights. Through these types of transactions, both companies have incurred revenues
received before goods are delivered or services are rendered. Finally, they explain the

way how companies account for their unearned revenues:

1. When the advance payment is received, where Cash is debited, and a current liability
account identifying the source of the unearned revenue is credited.
2. When the revenue is earned, the Unearned Revenue account is debited, and an earned

revenue account is credited.

Weygandt, Kieso, & Kell (1996) stated that sales revenues are earned when the
goods are transferred from the seller to the buyers. At this point, the sales transaction is
completed and the sales price is established. Like service revenues, sales revenues are
also recorded when earned. This is in accordance with the revenue recognition principle.
They further defined that accrued revenue is a revenue earned but not yet received in cash
or recorded; moreover unearned revenue is a revenue received in cash and recorded as

liabilities before they are earned.

In addition, accrued revenues may accumulate (accrue) with the passing of time,
as in the case of interest revenue and rent revenue. Or they may result from services that
have been performed but neither billed nor collected, as in the case of commissions and

fees. The former are unrecorded because the earning of interest and rent does not involve
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daily transactions; the latter may be unrecorded because only a portion of the total service
has been provided. An adjusting entry is required to show the receivable existing at the
balance sheet date and to record the revenue that has been earned during the period. An
asset — revenue account relationship exists with accrued revenues. Prior to adjustment
both assets and revenues are understated. Accordingly, an adjusting entry for accrued
revenues result in a debit (increase) to an asset account and a credit (increase) to a

revenue account.

Moreover, unearned revenues become earned either through the passage of time,
as in the case of unearned rent, or through rendering the service, as in the case of
unearned fees. Like prepaid expenses, a revenue account may be credited when cash is
received for future services and a different adjusting entry may be necessary. To
illustrate, assume that when Pioneer Advertising received $1,200 in fees for future
services on October 2 the services were expected to be performed before October 31. In
such a case, Fees Earned would be credited, If these are in fact earned before October 31,
no adjustment is needed. Howeyver, if at the statement date , $800 of the services have not
been provided, an adjusting entry is required. Prior to adjustment, the revenue account,
Fees Earned, is overstated $800, and the liability account, Unearned Fees, is understated
$800. Finally, the liability account, Unearned Fees, shows a balance of $800, which is
equal to the services that will be rendered in the future. In addition, the balance in Fees
Earned equals the services rendered in October. If the adjusting entry is not made both
revenues and net income will be overstated by $800 in the October income statement.

While liabilities will be understated by $800, and owner’s equity will be overstated by
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$800 on the October 31 balance sheet. Alternative adjusting entries do not apply to
accrued revenues and accrued expenses because no entries occur before these types of

adjusting entries are made.

Furthermore, Revenue occurred during the implementation of company activities
that are usually acknowledged with different terminologies such as sales, fees, interests,

dividends, royalties, and rents (Financial Accounting Standard, Para 74).

Finally, Belkaoui & Jones (1996: 220): revenue, which encompasses gains and
losses, is defined as increases in the assets or decreases in the liabilities that do not affect
capital. According to the revenue view, revenues encompassing gains and losses, result
from the sale of goods and services and include gains from the sale and exchange of
assets other than inventories, interest and dividends earned on investment, and other
increases in owners’ equity during a period other than capital contributions and
adjustments. If however, gains and losses are defined as a separate element of income,
revenues are defined as measures of an entity’s outputs resulting from the production or

delivery of goods and the rendering of services during a period.

From many definitions promoted by some theorists described above, it can be
concluded that revenue has some specific features as follows:
1. Revenue is one of the Five Major Financial Accounting Factors;

2. Revenue is a very crucial factor in determining gains or losses for a firm;
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3. Revenue has a significant relationship with expenses in generating gains or losses
for a firm;

4. Revenue has a positive impact on owners’ equity increase;

5. Revenue is the gross increase in owners’ equity resulting from operation of the
business;

6. Revenue has various account titles to differentiate the types that are common in
business world;

7. Revenue should be recognized at the time goods are sold or services are rendered,

2.1.1.2. Expenses

Hendriksen & Breda (2000) defined that expense is cost incurred in order to
generate the revenue. Therefore, expense should also be recognized at the same time
when the revenue is gained. The relationship between expense and revenue is frequently
very hard to determine, this situation therefore causes the existence of various arbitrary

regulations to determine the recognition of expense.

Meigs et al (2001: 99) defined that “expenses are the costs of goods and services
used up in the process of earning revenue. Examples include the cost of employees’
salaries, advertising, rent, utilities, and the depreciation of buildings, automobiles, and
office equipment. All these costs are necessary to attract and serve customers and thereby
earn revenue. Expenses are often called the “cost of doing business,” that is, the cost of

various activities necessary to carry on a business. An expense always causes a decrease
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in owners’ equity. The related changes in the accounting equation can be either (1) a
decrease in assets or (2) an increase in liabilities. An expense reduces assets if payment
occurs at the time that the expense is incurred. If the expense will not be paid until later,
as, for example, the purchase of advertising services on account, the recording of the

expense will be accompanied by an increase in liability.”

Meigs et al (2001) promoted the Matching Principle: When to record Expenses.
This principle determines that there is a significant relationship existing between revenue
and expenses in which expenses are incurred for the purpose of producing revenue. They
further explain that in order to measure net income for a period, revenue, should be offset
by all the expenses incurred in producing that revenue, called the matching principle that
offsets expenses against revenue on a basis of “cause and effect”.. Furthermore, timing
serves as a crucial factor in matching or offsetting revenue with the related expenses. For
instance, in order to prepare monthly income statements, the important way to conduct is
to offset or match this month’s expenses against this month’s revenue, so we should not
offset this month’s expenses against last month’s revenue because there is no cause and

effect relationship between the two.

In addition, Belkaoui & Jones (1996: 222): “expense, which encompasses gains
and losses, is defined as decreases in the assets or increases in the liabilities arising from
the use of economic resources and services during a given period.” According to the

expense view, expense comprises all of the expired costs that correspond to the revenues
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of the period. If however, gains and losses are defined as a separate element of income,

expenses are the expired costs corresponding to the revenues of the period.

Expense is comprised of both losses and expenses occurred from the
implementation of usual business activities. Expenses occurred from usual business
activities may include, for example, selling principal expenses, salaries and depreciations.
Those expenses are usually in the forms of outflow or asset decreasing such as cash (and
equivalent to cash), inventories and fixed assets (Financial Accounting Standard, Para
78). Moreover, loss reflects to other post meeting the definition of expense possibly
occurred or not occurred from usual business activities. Those losses reflect the decrease
of economic benefit, and it is actually dissimilar from other expenses. Therefore, loss is
not viewed as a separate component in this basic frame (Financial Accounting Standard,
Para 79). Finally, loss may occur, for example from a fire disaster, flood, including losses
incurred from the release of passive assets. The expense definition also covers losses that
have been realized, such as losses incurred from the influence of exchange value increase
of foreign currencies due to company’s loan under those currencies. If loss is recognized
in the income (Gain & Loss) statement, it is usually presented separately because
knowledge concerning those posts are useful for economic decision making. Loss is
frequently reported at the net amount after it is reduced by the related income (Financial

Accounting Standard, Para 80).

Weygandt, Kieso, & Kell (1996) defined a prepaid expense may become expired

costs either through the passage of time, as in the case of insurance, or through
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consumption, as in the case of advertising supplies. If, at the time of purchase, the
company expect to consume the supplies before the next financial statement date, it may
be more convenient initially to debit (increase) an expense account rather than an asset
account. Assume, for example, that Pioneer Advertising expects that all of the supplies
purchased on October S will be used before October 31. A debit of $ 2,500 to Advertising
Supplies Expense rather than to the asset account, Advertising Supplies, on October 5
will eliminate the need for an adjusting entry on October 31, if all the supplies are used.
At October 31, the Advertising Supplies Expense account will show a balance of $2,500,
which is equal to the cost of supplies used between October 5 and October 31. Assume,
however that the company does not use all the supplies, and an inventory of $1,000 of
advertising supplies remains on October 31. They further defined that prepaid expense is
an expense paid in cash and recorded as assets before they are used or consumed; while

accrued expense is an expense incurred but not yet paid in cash or recorded.

In addition, prepayments often occur in regard to insurance, supplies, advertising,
and rent; they are usually made when buildings and equipment are purchased Prepaid
expenses expire either with the passage of time (e.g., rent and insurance)or through use
and consumption (e.g., supplies). An asset-expense relationship exists with prepaid
expenses. Prior to adjustment, assets are overstated and expenses are understated. Thus
the prepaid expense adjusting entry results in a debit to an expense account and a credit to
an asset account. Furthermore, interest, rent, taxes, and salaries can be accrued expenses.
Accrued expenses result from the same causes as accrued revenues. In fact, an accrued

expense on the books of one company is accrued revenue to another company. For
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example, the $200 accrual of fees by Pioneer is an accrued expense to the client that

received the service.

Adjustments for accrued expenses are necessary to record the obligations existing
at the balance sheet date and to recognize the expenses that apply to the current
accounting period. A liability — expense relationship exists with accrued expenses. Prior
to adjustment both liabilities and expenses are understated. Therefore, the adjusting entry
for accrued expenses results in a debit (increase) to an expense account and a credit

(increase) to a liability account..

From the many definitions described by several theorists described above, it can

be concluded that expense has some specific features as follows:

1. Expense is one of the Five Main Financial Accounting Substances;

2. Expense is a very important substance in determining gains and losses for an
enterprise;

3. Expense has significant relationship with revenue in generating gains or losses
for an enterprise;

4. Expense has a negative impact (always causes a decrease) in owners’ equity;

5. Expense is often called the “costs of doing business”;

6. Expense is incurred for the purpose of producing revenue;

7. Expense may reduce assets when payment occurs at the time that the expense is

incurred;
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8. Expense has always be offset or matched against revenue on a basis of “cause

and effect”;

2.1.2. Principles of Recognition

Recognition is a process to develop a post that meets definition of component and
criteria of recognition stated in Para 83 in a balance sheet or income (gain & loss)
statement. Recognition is conducted by stating those posts both in words and monetary
amount and posting them in a balance sheet and income (gain & loss) statement. Posts
meeting the criteria should be recognized in a balance sheet or income (gain & loss)
statement. Ignorance to recognize such post cannot be revised through accounting policy
report used or through explanation notes or materials (Financial Accounting Standard,

Para 82).

Moreover, post meeting the definition of component should be recognized when:
(a) there is a possibility that economic benefit related to the post will flow from or to a
company, and (b) the post whose value or cost that can be measured accurately (Para 83).
In analyzing whether a post meeting this criteria and therefore meeting the condition to
be recognized in the income (gain & loss) statement, attention should be directed on the
materialistic consideration described in Para 29 and 30. Relationship between
components meaning that a post meeting the definition and criteria of recognition for
certain component, for example, an asset, automatically requires recognition of other

component, for example, income of obligation (Financial Accounting Standard, Para 84).
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2.1.2.1. Revenue

Weygandt et al (2002) described the revenue recognition principle as dictating
companies must recognize revenue in the accounting period in which it is earned. In
practice, however, it seems very difficult to apply this general principle. For instance,
some companies can improperly recognize revenue on good that have not been shipped to
customers. Similarly, financial institutions immediately record a large portion of their
fees for granting a loan as revenue rather than spreading those fees over the life of the

loan.

They further mentioned that when a sale is involved, revenue is recognized at the
point of sale. This sales basis involves an exchange transaction between the seller and
buyer. The sale price is an objective measure of the revenue amount realized. However
there are two expectations to the sales basis for revenue recognition that have become
generally accepted. They are the percentage-of-completion method and the installment
method. The first method tells us that in long-term construction contracts, revenue
recognition is usually required before the contract is completed. This method recognizes
revenue on a long-term project on the basis of reasonable estimates of progress toward
completion. Progress toward completion is measured by comparing the costs incurred in
a year to the total estimated costs for the entire project. That percentage is multiplied by
the total revenue for the project. That percentage is multiplied by the total revenue for the

project. The result is then recognized as revenue for the period.
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Formula to recognize revenue in the percentage-of-completion method:

Costs Incurred Total = Percent Complete
(Current Period) Estimated Cost (Current Period)
\
Percent Complete Total = Revenue Recognized
(Current Period) Revenue (Current Period)
Formula to compute gross profit in current period:
Revenue Recognized Costs Incurred = Gross Profit
(Current Period) (Current Period) Recognized
(Current Period)

Moreover, the second method shows that each cash collection from a customer

consists of (1) a partial recovery of the cost of the goods sold, and (2) partial gross profit

from the sale. Under the installment method of accounting, gross profit is therefore

recognized in the period in which the cash is collected. The installment method is used

when there is risk of not collecting an account receivable. In that case, the sale itself is

not sufficient evidence for revenue to be recognized.

Gross profit formula for installment method:

Cash Collection
from Customer

Gross Profit =

Percentage

Gross Profit Recognized
during the Period
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Belkaoui & Jones (1996: 288-289) described that the revenue principle specifies
the three facts including (1) the nature of the revenue components, (2) the revenue

measurement; and (3) the timing of revenue recognition.”

The first (nature of revenue components), revenue has been interpreted as (a) an
inflow of net assets resulting from the sale of goods or services; (b) an outflow of goods
or services from the firm to its customers; and (c) a product of the firm resulting from the

mere creation of goods or services by an enterprise during a given period of time.

The second (revenue measurement), revenue is measured in terms of the value of
the goods or services exchanged in an ‘arms-length’ transaction. This value represents
either the net cash equivalent or the present discounted value of the money received or to
be received in exchange for the goods or services that the enterprise transfers to its

customers.

Two primary interpretations that arise from the above concept of revenue are :
(a) Cash discounts and any reductions in the fixed price, such as bad debt losses, are
adjustments necessary to compute the true net cash equivalent of the present discounted
value of the money claims and consequently should be deducted when computing
revenue. (This interpretation conflicts with the view that cash discounts and bad debt

losses should be considered expenses); and
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(b) For non-cash transactions, the exchange value is set equal to the fair market value of

the consideration given or received, whichever is more easily and clearly computed.

The third (timing of revenue recognition), it is generally admitted that revenue
and income are earned throughout all stages of the operating cycle (that is, during
reception of order, production, sale, and collection). Given the difficulties of allocating
revenue and income to the different stages of the operating cycle, accountants employ the
realization principle to select a ‘critical event’ in the cycle for the timing of revenue and
recognition of income. The critical event is chosen to indicate when certain changes in

assets and liabilities may be accounted for appropriately.

The essential meaning of realization is that a change in asset or liability has
become sufficiently definite and objective to warrant recognition in the accounts. This
recognition may rest on an exchange transaction between independent parties, or on
established trade practices, or on the terms of a contract performance which is considered

to be virtually certain.

Revenue is generally recognized during production in the following five
situations: (1) Rent, interest, and commission revenue are recognized as earned, given the
existence of a prior agreement or a contract specifying the gradual increase in the claim
against the customers; (2) An individual or a group rendering professional or similar
services might better use an accrual basis for the recognition of revenue, given that the

nature of the claim against the customer is a function of the proportion of services
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rendered; (3) Revenues on long-term contracts are recognized on the basis of progress of
construction or the ‘percentage of completion’. The percentage of completion is
computed as either (a) the engineering estimates of the work performed to date compared
with the total work to be completed in terms of the contract, or (b) the total costs incurred
to date compared with the total costs estimated for the total project in the contract; (4)
Revenues on ‘cost plus fixed-fee contracts’ are better recognized on the accrual basis; (5)
Asset changes due to accretion give rise to revenue (for example, when liquor or wines
age, timber grows, livestock matures). Although a transaction must occur before revenue
is recognized in these examples, accretion revenue is based on comparative inventory

valuations.

The critical event basis for revenue recognition is triggered by a crucial event in
the operating cycle. That event may be one of three things: the time of sale; the

completion of production; or the receipt of payment subsequent to sale.

1) The sales basis for the recognition of revenue is justified because:
a. the price of the product is then known with certainty;
b. the exchange has been finalized by delivery of goods, leading to an objective
knowledge of the costs incurred; and

c¢. in terms of realization, a sale constitutes a crucial event.

2) The completion of production basis for the recognition of revenue is justified when a

stable market and a stable price exist for a standard commodity. The production process
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rather than the sale therefore constitutes the crucial event for the recognition of revenue.
This rule is primarily applicable to ‘precious metals that have a fixed selling price and
insignificant market prices’. “The completion of production treatment is appropriate for
gold, silver and other precious metals and may also be appropriate for agricultural and

mineral products that meet the required criteria.

3). The payment basis for the recognition of revenue is justified when the sale will be
transferred. This method, which amount to a mere deferral of revenue, is primarily

identified with the ‘installment method’ of recognizing revenue.

According to the Financial Accounting Standards, Revenue is recognized on
a financial (gain & loss) statement when an increase of future economic benefit will be
conducted for completion of obligation related to assets increase or obligations decrease
have been occurred and can be measured accurately. This means that revenue recognition
occurs along with recognition of asset increase or obligations decrease (example, net
assets increase derived from sale of goods or service or obligations derived from debit

release that still have to be paid (Financial Accounting Standard, Para 92).

Procedure usually employed in the practice for revenue recognition, such as
regulation that revenues have been received, as application of recognition criteria in this
basic frame. Such procedure is generally intended to limit revenue recognition on

measurable posts accurately and having appropriate degree of certainty.
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The concepts concerning principles of revenue recognition mentioned above

embed some crucial points as follow:

1. Revenue is always earned throughout all stages of the operating cycle (during
order reception, production, sale and collection);

2. Revenue is always considered to be earned at the time the service is performed
especially in a service enterprise;

3. The amount of revenues determined to be reported in a given accounting period
can be a difficult task, therefore, accountants have developed two principles as
part of generally accepted accounting principles (GAAP) helping in this
determination: the revenue recognition principle and the matching principle;

4. Timing of revenue recognition is determined by employing the realization
principle that selects a ‘critical event’ in the operating cycle;

5. Revenue recognition using the critical event basis’ is triggered by a crucial event
(may be one of three things: the sale time, the production completion, or the
receipt payment subsequent to sale) in the operating cycle;

6. Revenue is generally recognized during production in the five situations, such as:
(1) rent, interest, an commission are recognized as earned; (2) an individual or a
group rendering professional or similar services is recognized using an accrual
basis; (3) long-term contract is recognized on the basis of the percentage of
completion; (4) cost plus fixed-fee contract is recognized on the accrual basis; (5)
asset changes due to accretion give rise to revenue is recognized based on

comparative inventory valuations.
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7. Revenue recognition holds seven specific criteria (1) earned, in some sense or
another, (2) in distributable form, (3)the result of a conversion brought about in a
transaction between the enterprise and someone external to it; (4) the result of a
legal sale or similar process; (5) severed from capital; (6) in the form of liquid
assets; and (7) both its gross and net effects on stakeholder equity must be
estimable with a high degree of reliability;

8. Unearned revenues are always received in cash and recorded as liabilities before
they are earned;

9. Accrued revenues are always earned but not yet received in cash or recorded.

2.1.2.2. Expense

Fees & Warren (1993) stated that each expense must be matched against its
related revenue in order to properly determine the amount of net income or net loss for
the period. The concepts and methods used to record expenses can be illustrated through
the following example, the recording of salaries in the period where they helped generate
revenue that often involved the use of adjusting entries at the end of the period to
properly match revenues and expenses. Also, the allocation of the cost of plant assets to
expense that require the use of adjusting entries for depreciation expense at the end of the

period to properly match expenses with related revenues.

Belkaoui & Jones (1996: 291): The matching principle holds that expenses should

be recognized in the same period as the associated revenues; that is, revenues are
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recognized in a given period according to the revenue principle, and the related expenses
effect relationship between costs and revenues. Operationally, it consists of a two-stage
process for accounting for expenses. First, costs are capitalized as assets representing
bundles of service potentials or benefits. Second, each asset is written off as an expense
to recognize the proportion of the assets’ service potential that has expired in the
generation of the revenue during this period. Thus, accrual accounting rather than cash

accounting is implied by the matching principle in terms of capitalization and allocation

The association between revenues and expenses depends on one of four criteria:

1. direct matching of expired costs with a revenue (for example, cost of goods sold
matched with related sale);

2. direct matching of expired cost with the period (for example, president’s salary
for the period);

3. allocation of costs over periods benefited (for example, depreciation); and

4. expensing all other costs in the period incurred, unless it can be shown that they

have future benefits (for example, advertising expense).

Unexpired costs (assets) are not meeting one of the above four criteria for
expensing the current period are chargeable to future periods and may be classified under
different categories according to their different uses in the firm. Such varying uses may

justify differences in the application of the matching principle.
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Furthermore, they described that the cost of producing finished goods for sale
generally include raw materials, direct labor, and factory overhead; and a two-stage

process is usually employed to account for these costs:

1. inventory valuation, or the determination of the product costs attached to the
product; and

2. income determination, or the matching of product costs with revenues.

The problem that exists when determining the amount of inventory valuation is to
decide which costs are product costs benefiting future periods and should be inventoried
and which costs are period costs benefiting only the current period and should be charged
against current income. The absorption (full) costing method and the direct (variable)

costing method produce different answers.

The absorption costing method treats all production costs as product costs that are
attached to the product, carried forward, and only released as period costs at the time of
sale; while the direct costing method treats only the variable production costs as product
costs and all of the fixed manufacturing overhead costs as period costs. It is generally
admitted, however, that direct costing method is more relevant to internal decision
making. The separate reporting of fixed and variable costs is assumed to facilitate

incremental profit analysis and to remove the impact of inventory changes from income.
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Moreover, depreciable operating assets are also referred to as wasting capital
assets. Since a depreciable operating asset is assumed to benefit more than one period,
the asset is capitalized at its acquisition cost, which is then allocated on some logical

basis over the asset’s useful life. This allocation process is known as:

a. depreciation for tangible assets (such as buildings, equipment, tools, and
furniture);

b. depletion for assets represented by a natural resource (such as mineral deposits
and timber tracts); and

C. amortization for such intangible assets as special rights or benefits (examples are
patents, copyrights, franchises, trademarks, goodwill, deferred charges, research

and development costs, organizational costs, and leaseholds).

Depreciation accounting has been defined as a system of accounting intending 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. It is a process of allocation, not of valuation. Depreciation for the
year is the portion of the total charge under such a system that is allocated during the
year. Although the allocation may properly take into account occurrences during the year,
it is not aimed to be a measurement of the effect of all such occurrences. Each
depreciation method has been developed based on a different pattern of depreciation
charges over the life of the tangible assets. Therefore, a depreciation method may be

based on (a) time, such as the straight-line method; (b) output, such as the service-hours
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and the unit-of-output method; (c) reducing depreciation charge, such as the sum-of-the-
years’ digits method, the fixed percentage on declining base amount method, the
declining rate on cost method, and the double-declining balance method; or (d)
investment and interest concepts, such as the annuity method and the sinking-fund

method.

The third major asset and cost category consist of non-depreciable operating
assets, which are also referred to as permanent capital assets, because it is assumed that
they are not consumed while the operations of the business are being conducted. Their
value is not affected by productive activities, and they have no impact on income
determination until they are sold or revalued. Accordingly, the matching principle is not

applicable to non-depreciable operating assets.

In addition, the costs of selling and administration are all of the non-
manufacturing costs necessary to maintain a basic selling and administrative
organization. They are treated as period costs in the period in which they are incurred,

under either the direct or absorption costing method.

Weygandt et al (2002:497): Expense recognition is traditionally tied to revenue
recognition: “Let the expense follow the revenue.” This practice is referred to as the
matching principle. It dictates that expenses be matched with revenues in the period in
which efforts are made to generate revenues. Expenses are not recognized when cash is

paid, or when the work is performed, or when the product is produced. Rather, they are
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recognized when the labor (service) or the product actually makes its contribution to
revenue. But, it is sometimes difficult to determine the accounting period in which the

expense contributed to revenues.

Several approaches have therefore been devised for matching expenses and
revenues on the income statement. To understand these approaches, we need to
understand the nature of expenses. Costs are the source of expenses. Costs that will
generate revenues only in the current accounting period are expensed immediately. They
are reported as operating expenses in the income statement. Examples include costs for
advertising, sales salaries, and repairs. These expenses are often called expired costs.
Costs that will generate revenues in future accounting periods are recognized as assets.
Examples include merchandise inventory, prepaid expense, and plant assets. The costs
represent unexpired costs. Unexpired costs become expenses in two ways: (1) Cost of
goods sold. Costs carried as merchandise inventory become expenses when the inventory
is sold. They are expensed as cost of goods sold in the period when the sale occurs. Thus,
there is a direct matching of expenses with revenues. (2) Operating Expenses. Other
unexpired costs become operating expenses through use or consumption (as in the case of
store supplies) or through the passage of time (as in the case of prepaid insurance). The
costs of plant assets and other long-lived resources are expensed through rational and
systematic allocation methods — periodic depreciation or amortization. Operating
expenses contribute to the revenues for the period, but their association with revenues is

less direct than for cost of goods sold.
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According to the Financial Accounting Standard, expense is recognized on
income (gain & loss) statement when future economic benefit decrease related to assets
decrease or obligation increase have been occurred and can be measured accurately. This
means that expense recognition occurred along with obligation increase recognition or
assets decrease (example, employee right accrual or fixed assets decrease). (Financial

Accounting Standard, Para 94).

Expense is recognized on an income (gain & loss) statement based on direct
relation between costs occurred and certain revenue post received. A process usually
called matching of costs with revenues involves revenue and expense recognition jointly
generated directly and together from transactions or other similar events, for example,
various expense components formed costs of expense of goods sold) recognized at the
same time as revenue received from good sold. However, matching concept application
under this basic frame does not allow post recognition in the balance sheet does not meet

the definition of assets or obligations (Financial Accounting Standard, Para 95).

If economic benefit is expected to occur during several accounting periods and its
relationship to revenues can only be determined widely or indirectly, expense is
recognized on an income (gain & loss) statement based on a rational and systematic
allocation procedure. This case is frequently needed in expense recognition related to
assets use such as fixed assets, goodwill, patent, and trademark. In such a case, this

expense is called depreciation or amortization. This allocating procedure is aimed to
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recognize expense during an accounting period having related assets of economic benefit

(Financial Accounting Standard, Para 96).

Expense is immediately recognized in the income (gain & loss) statement when
an expense does not generate a future economic benefit or when a future economic
benefit does not meet requirements, or no longer meet requirements, to be recognized in
the balance sheet as assets (Financial Accounting Standard, Para 97). Expense is also
recognized in a financial (gain & loss) statement at a time obligations occur without any
assets recognition, such as when obligations occur caused by product warranty (Financial

Accounting Standard, Para 98).

These points about expense recognition are illustrated in the following Flow Chart

of Expense Recognition Pattern:

Provides No apparent
Provides Future Benefits Cost Future Benefits

(Unexpired Cost) Incurred (Expired Cost)

Benefits Decrease
Asset Expense

A 4

From the theories and concepts concerning expense recognition principles described

above, the researcher developed some concluding opinions as follows:
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It is understandable that determining the amount of expenses to be reported in a
given accounting period can be a hard task to do. Therefore, accountants have
promoted two crucial principles as part of generally accepted accounting
principles (GAAP) that are expected to provide assistance in this determination:
the revenue recognition principle and the matching principle (a particular
principle for recognizing expenses);

Accountants agree to follow the approach of “let the expenses follow the
revenues” meaning that the most critical issue in expense recognition is when the
expense makes its contribution directly to revenue. This may or may not be the
same period where the expense is paid;

The practice of expense recognition is always consistently referred to as the
matching principle consequently it dictates that efforts (expenses) be matched
with accomplishments (revenues);

Once the assumption is made that a business’s economic life can be grouped or
divided into artificial time periods, it follows that the revenue recognition and
matching principles (particular expense recognition) can be applied;

When revenue and expenses are reported it should always follow guidelines
provided by the above assumption and principles;

Adjusting entries are always required in order to ensure that the revenue
recognition and matching principles (for expense recognition) are followed;
Prepaid expenses are always paid in cash and recorded as assets before they are
used or consumed;

Accrued expenses are always incurred but not yet paid in cash or recorded.
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2.1.3. Measurement of Revenue and Expense

Measurement is a process of monetary amount determination it is conducted in
order to recognize and enter every point or component of financial statement in the
balance sheet and gain & loss statement. This process concerns with certain basic
measurement option (Financial Accounting Standard, Para 99). Furthermore, a number of
different measurement bases are used in different degree and combination of financial
statement (Financial Accounting Standard, Para 100) Para. Those various measurement

bases are as follows:

(@) Historical cost. Asset is recorded as the amount of cash expenditure (or
equivalent to cash) paid or the amount of appropriate value from consideration
given to acquire the asset at the time of acquirement. Obligation is recorded as its
amount received as exchange from obligation, or under a certain condition (for
example, income tax), in the amount of cash (or equivalent to cash) expected will
be paid to meet obligation under the implementation of normal business;

(b) Current cost. An asset is valued at the amount of cash (or equivalent to cash) that
should be paid when the same asset or equivalent to asset received now.
Obligation is stated in the amount of cash (or equivalent to cash) that is
undiscounted and may be needed to complete current obligation;

(¢) Realizable or settlement value. An asset is stated in the amount of cash (or
equivalent to cash) that can be acquired now by selling assets under orderly

disposal. Obligation is stated at the amount of realizable or settlement value; that
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is, amount of cash (or equivalent to cash) that is undiscounted and is expected to
be paid to meet obligation under the implementation of normal business;

(d) Present value. An asset is stated as the amount of net cash inflow in the future
discounted into present value from posts expected to provide revenue under
normal business. Obligation is stated as the amount of net cash outflow in the
future discounted into present value that is expected to be needed to meet

obligation under the normal business.

The measurement base usually used by a company in the arrangement of a
financial statement is historical cost. This thing is usually combined with other
measurement bases. For example, provision is usually stated as an amount of lower value
of historical cost or net realizable value, accounting for pension fund values certain assets

based on fair value (Financial Accounting Standard, Para 101).

The accuracy of measurement is an important thing should be met. The criteria of
recognition to a post, for instance, is the existence of cost or value that can be measured
under certain reliable level such as discussed in Para 31 until Para 38 of this basic frame.
In many cases, cost or value should be estimated; the use of appropriate estimation
becomes an essential part in arranging a financial statement without harming or reducing
the level of reliability or consistency. If appropriate estimation is impossible to conduct,

the post is not recognized in a balance sheet or income (gain & loss) statement. For
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example, income expected from a legal claim can meet the definition of both assets and
income as well as the criteria of probability to be recognized; however, if it is unable to
be measured at a certain reliable level, the claim can not be recognized as asset or as
income; but, the existence of a claim should be reported in a note, explanation material,

or additional schedule (Financial Accounting Standard, Para 86)

Moreover, a post at a certain time cannot meet recognition criteria in Para 83 can
meet condition to be recognized in the future as a consequence of an event or condition
that will occur in the future (Para 87). A post that has the essential characteristics of a
component but can not meet the recognition criteria has still to be reported in a note,
explanation material or additional schedule. This reporting or statement can be accepted
if the knowledge concerning the post is relevantly viewed to evaluate (assess) the
financial position, performance and financial position changes of a company by financial

statement users (Financial Accounting Standard, Para 88).

Revenue should be measured at the fair value of the consideration received or
receivable. The amount of revenue arising from a transaction is usually determined by an
agreement between the enterprise and the buyer or user of the asset. It is measured at the
fair value of the consideration received or receivable taking into account the amount of

any trade discounts and volume rebates allowed by the enterprise. While for expense, it
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simply follows the revenue, meaning that expense occurs during the proses of acquiring

revenue.

In most cases, the consideration is in the form of cash or cash equivalents and the
amount of revenue is the amount of cash or cash equivalents received or receivable.
However, when the inflow of cash or cash equivalents is deferred, the fair value of the
consideration may be less than the nominal amount of cash received or receivable. For
example, an enterprise may provide interest free credit to the buyer or accept a note
receivable bearing a below-market interest rate from the buyer as consideration for the
sale of goods. When the arrangement effectively constitutes a financing transaction, the
fair value of the consideration is determined by discounting all future receipts using an
imputed rate of interest. The imputed rate of interest is the more clearly determinable of

either:

1. the prevailing rate for a similar instrument of an issuer with a similar credit rating;
2. a rate of interest that discounts the nominal amount of the instruments to the

current cash sales price of the goods or services.

All business transactions are always recorded in dollar as a standard unit of
measurement. Other relevant, non-financial data may also be recorded, such as terms of
contracts and the purpose, amount, and term of insurance policies. However, it is only
through the use of dollar amount that diverse transactions and activities of a business may
be measured, summarized, reported, and compared. Money is common to all business
transactions and thus is a unit of measurement allowing for the reporting of uniform

financial data. The use of monetary unit for recording and reporting the activities of an
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enterprise has two major limitations. First, it limits the scope of accounting reports;

secondly, it assumes a stable unit of measure (Fees & Warren, 1993).

In term of accounting report scope, generally, accounting does not attempt to report
such factors that affect the activities and the future prospects of an enterprise that can not
be expressed in monetary terms. For example, information regarding the abilitie of
management, the fairness of an employee health program, and the strengths and
weaknesses of competitors can not be expressed in monetary terms. Although such
matters may be crucial to investors or other interested parties, accounting does not report

such data in the financial data (Fees & Warren, 1993).

2.1.4. Standard of Auditing

According to the Professional Standard of Public Accountant (2001: 150.1), an
auditing standard is different from auditing procedure. Auditing procedure is related with
the actions that have to be performed in auditing activity; while an auditing standard is
primarily concerned with the criteria or performance quality of those auditing actions and
the goals or purposes to be attained through the implementation of the procedure. Thus,
auditing standard is primarily concerned not only with the professional quality of auditor

but also with the consideration taken for the auditing implementation and report.
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The Auditing Standard approved by the Indonesian Accountant Association includes:
a) General Standard
1. Auditing has to be conducted by one person or more having relevant professional
expertise and adequate technical training as an auditor.
2. All things concerning the association and independence of mental attitude have to
be maintained by auditor.
3. In the auditing process and the report arrangement, an auditor is mandated to

perform with professional expertise carefully and consistently.

b) Field Work Standard

1. Work should be prepared properly and when assistant is employed the supervision
should be adequately conducted.

2. Adequate understanding on internal control must be acquired in order to prepare
auditing event and to determine condition, time, and scope of testing that will be
performed.

3. Adequately competent auditing evident should be received through inspection,
observation, information request, and confirmation as a validity consideration to

express opinion on financial report audited.

¢) Report Standard
1. Auditor’s report has to state whether financial report has been arranged based on

the accounting principle generally existing in Indonesia.
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2. Auditor’s report has to cover or state, inconsistent application of accounting
principle, if any, during current period of financial report arrangement compared to
the accounting principle application in previous period.

3. Informative expression in financial report has to be viewed adequate, unless stated
otherwise.

4. Auditor’s report has to cover statement of opinion on the overall financial report or
any
assertion that the statement of opinion can not be provided. If the overall opinion
cannot be provided, the reason should be included. In case auditor is
related to financial report, therefore, auditor’s report has to cover clear direction
concerning the auditing work condition conducted, if any, and level of

responsibility the auditor have.

2.1.5. Standard of Reporting (Statement)

The preparation and presentation of a financial report or statement by many
enterprises around the world should be conducted in a proper manner for the satisfaction
of external users. Although such financial statements may appear similar from country to
country, there are differences that have probably been caused by a variety of social,
economic and legal circumstances and by different countries having in mind the needs of
different users of financial statements when setting national requirements. These different
circumstances have led to the use of various terminologies concerning the elements or

components of financial statements, such as, assets, liabilities, equity, income, and
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expenses. They also affect in the use of distinctive criteria for recognizing items in the

financial reports or statements and in an option of various measurement bases.

Fees & Warren (1993) mentioned that preparation of periodic financial statements
creates an issue of timing; that is, at what point is the revenue recorded? When revenue is
recorded, it is to be realized. For a given accounting period, the question is whether
revenue items should be realized and reported in the current period or whether they
should be realized and reported in a future period. When revenue is realized should be
determined by various acceptable criteria. Generally, the acceptable criteria applied
should meet or comply with any contractual terms with the customer and should be

supported by objective evidence. The criteria most acceptable are as follows:

1. Revenue from the sale of merchandize is ordinarily determined using the point-of-
sale method. Under this method, revenue is realized at the time the title passes to
the buyer. At the point of sale, the sale price has been agreed upon, the buyer
acquires the ownership right of the merchandize, and the seller has a legal claim
against the buyer;

2. The revenue from the services sale is normally realized in the same manner. That
is, revenue is realized when the services have been performed. For example,
assume that a contract for repair services has been signed. The price agreed to in
the contract does not become revenue until the work has been performed;

3. In theory, revenue from producing and selling goods and rendering services is

earned as the effort is expended;
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4. As a practical matter, however, it is usually not possible to objectively determine
the amount of revenue earned until (1) a contract has been signed and (2) the

seller’s portion of the contract has been completed;

In some cases, the realization of revenue may be delayed until payment is
received. That is, revenue is realized at the time the cash is collected, regardless of when
the sale was made. This method of realizing revenue is referred to as the cash basis. The
basis is widely used by physicians, attorneys, and other enterprises where professional
services are rendered. Theoretically, this method has little justification. However, it is so
simple, and losses from bad debts do not have to be estimated. Its popular use in practice
is affected by the fact that it may be easily used in determining federal income tax. It is

not, however, a proper method of realizing revenue from the sale of merchandize;

Fees & Warren (1993) further mentioned that both revenue and expense may be
reported on the income statement, using either (1) the cash basis of accounting or (2) the
accrual basis of accounting. When the cash basis is used, revenues are reported in the
period where cash is received and expenses are reported in the period in which cash is
paid. For example, fees are recorded when cash is received from clients and wages
expense is recorded when cash is paid to employees. The net income (or net loss) is the

difference between the cash receipts (revenues) and the cash payments (expenses).

Furthermore, small service enterprises that have few receivables and payables

often use the cash basis of accounting. For example, accountants, attorneys, physicians,
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and real estate agents often use the cash basis. Also most individuals use the cash basis of
accounting in their personal financial records. For most businesses, however, the cash
basis will not provide accurate financial statements for user needs. When the accrual
basis of accounting is used, revenues are reported in the period where they are earned.
Expenses are reported in the period in which they are incurred in producing revenues. For
example, revenue is recorded as services are provided to customers. Cash may be
received from customers at this time or at a later date if the services are provided on
account. Likewise, wages expense is recorded in the period when the employees work

and not when the cash is paid.

The generally accepted accounting principles require the use of the accrual basis.
This basis ensures that the expenses incurred are properly matched with the revenues they
generate. In this way, the income statement will properly report the revenues earned, the
expenses incurred, and the resulting income or loss for the period. The accounting
principle requiring the matching of revenues and expenses is called the matching concept
or matching principle. The matching principle requires an analysis and updating of some
accounts at the end of an accounting period. This process of analyzing and updating

accounts in the ledger is called the adjusting process.

Fees & Warren (1993) further mentioned that at the end of an accounting period,
many of the balances of accounts in the ledger can be reported, without change, in the
financial statements. For example, the cash account balance is normally the amount

reported on the balance sheet as the cash on hand at the end of the accounting period.
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Some accounts in ledger, however, require updating. For example, the balances listed for
prepaid expenses are normally overstated because the use of these assets is not recorded
on a day-to day basis. The balance of the supplies account usually represents the cost of
supplies at the beginning of the period plus the cost of supplies acquired during the
period. The day-to day use of supplies is not recorded, since to do so would require many
entries with small amounts. In addition, the total amount of supplies is small relative to
other assets, and managers usually do not require day-to-day information on the amount

of supplies on hand.

Another example of a prepaid expense account requiring updating is prepaid
insurance. The balance in Prepaid Insurance represents the beginning balance plus the
cost of insurance policies acquired during the period. Journal entries are not made daily

for the premiums as they expire. To make such entries would be costly and unnecessary.

The journal entries at the end of an accounting period to bring the accounts up to

date and to properly match revenues and expenses are called adjusting entries. By their

nature, all adjusting entries affect at least one income statement account and one balance
sheet account. Thus, an adjusting entry will always involve a revenue or an expense
account and an asset or a liability account. Two basic classifications of items give rise to

adjusting entries. The first class of items, deferrals, is created by recording a transaction
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in a way delaying or deferring the recognition of an expense or a revenue. Deferrals may

be either deferred expenses or deferred revenues, as described below.

- Deferred expenses are items that have been initially recorded as assets but are
expected to become expenses over time or through the normal operations of the
enterprise. The supplies become an expense as they are used, and the prepaid
insurance becomes an expense as time passes and the insurance expires. Deferred

expenses are often called prepaid expense.

- Deferred revenues are items that have been initially recorded as liabilities but are
expected to become revenues over time or through the normal operations of the
enterprise. Example of deferred revenues include tuition received by a college at
the beginning of a term and magazine subscriptions received in advance by a
publisher. The tuition is earned throughout the term as students attend class. The
subscriptions are earned as the magazines are published and distributed. Deferred

revenues are often called unearned revenues.

The second class of items giving rise to adjusting entries is accruals. Accruals are
created by the failure to record an expense that has been incurred or revenue that has been

earned. Accrual may be either accrued expenses or accrued revenues, as described below.

- Accrued expenses. Expenses that have been incurred but have not been recorded

in the accounts. Examples of accrued expenses include unrecorded wages owed to
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employees at the end of a period and unrecorded interest owed on loans. Accrued

expenses are often called accrued liabilities;

- Accrued revenues. Revenues that have been earned but have not been recorded in
the accounts. Examples of accrued revenues include unrecorded fees earned by an
attorney or unrecorded commissions earned by a real estate agent. Accrued

revenues are often called accrued assets.

The primary distinction between deferrals and accruals is that deferrals have been

recorded while accruals have not been recorded (Fees & Warren, 1993:85).

Moreover, the International Accounting Standards Committee (IASC) is
influenced to narrow the distinctions by formulating and promoting harmonious
regulations, accounting standards and procedures concerning both the preparation and
presentation of financial statement / reports. It strongly believes that further struggle of
harmonization can best be handled through a concentrating focus on financial statements
prepared for the purpose of providing accurate information provision useful and

beneficial in economic decision making process.

In order to meet the objectives of financial statements especially for revenues and
expenses, they should be prepared on the accrual basis of accounting. Under this basis,
the transactions’ and other events’ effects are recognized when they occur (and not as

cash or its equivalent is received or paid) and they are recorded in the accounting records
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and reported in the financial statements of the periods to which they related. Financial
statements particularly revenues and expenses prepared on the accrual basis inform users
about not only past transactions involving the payment and receipt of cash but also of
obligations to pay cash in the future and of resources presenting cash to be received in the
future. Hence they provide the type of information about past transaction and other events

that is most useful to users in making economic decisions.

The financial statement, particularly for revenues and expenses, is normally
prepared on the assumption that an enterprise is a going concern and will continue in
operation for the foreseeable future. Hence, it is assumed that the enterprise has neither
the intention nor the need to liquidate or curtail materially the scale of its operations; if
such an intention or need exist, the financial statement may have to be prepared on a
different basis and, if so, the basis used is disclosed. Moreover, the financial statements
should hold qualitative characteristics as its attributes that make the information provided
useful to users. The four major qualitative characteristics are understandability,

relevance, reliability and comparability.

The first, understandability requires that an essential quality of the information
provided in financial statements is that is readily understandable by users. For this
purpose, users are assumed to have a reasonable knowledge of business and economic
activities and accounting and a willingness to study the information with reasonable
diligence. However, information about complex mattes that should be included in the

financial statements because of its relevance to the economic decision-making needs of



63

users should not be excluded only on the grounds that it may be too difficult for certain
users to understand. The second, to be useful, information have to be relevant to the
decision-making needs of users. Information has the quality of relevance when it
influences the economic decisions of users by helping them evaluate past, present or

future events or confirming, or correcting, their past evaluations.

The predictive and confirmatory roles of information are interrelated. For
example, information about the current level and structure of asset holdings has value to
users when they endeavor to predict the ability of the enterprise to take advantage of
opportunities and its ability to react to adverse situation. The same information plays a
confirmatory role in respect of past predictions about, for example, the way in which the
enterprise would be structure or the outcome of planned operations. Information about
financial position and past performance is frequently used as the basis for predicting
future financial position and performance and other matters in which users are directly
interested, such as dividend and wage payments, security price movements and the ability
of the enterprise to meet its commitments as they fall due. To have predictive value,
information need not be in the form of an explicit forecast. The ability to make
predictions from financial statements is enhanced, however, by the manner in which
information on past transactions and events is displayed. For example, the predictive
value of the income statement is enhanced if unusual, abnormal and infrequent items of

income and expense are separately disclosed.
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Other qualitative characteristics may include (1) materiality, (2) reliability, (3)
faithful representation, (4) substance over form, (5) neutrality, (6) prudence, (7)
completeness, (8) comparability, (9) constraints on relevant and reliability information
(timelines and balance between benefit and cost), (10) balance between qualitative

characteristics, (11) true and fair view / fair presentation

Furthermore, Weygandt, Kieso, & Kell (1996) promoted that after transactions
are identified, recorded, and summarized, then a company may prepare four types of

financial statements from the summarized accounting data as follows:

1. An income statement presenting the company’s revenues and expenses and
resulting net income or net loss of a company for a specific period of time;

2. An owner’s equity statement summarizing the changes in owner’s equity for a
specific period of time;

3. A balance sheet reporting the company’s assets, liabilities, and owner’s equity of
a business company at a specific date; and

4. A statement of cash flows summarizing information concerning the cash inflows

(receipts) and outflows (payments) for a specific period of time.

Each statement usually provides management, owners, and other interested parties
with relevant financial data.” The financial statement of Softbyte and their
interrelationships are interrelated (1) Net income of $2,750 shown on the income

statement is added to the beginning balance of owner’s capital in the owner’s equity
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statement. (2) Owner’s capital of $16,450 at the end of the reporting period shown in the
owner’s equity statement is reported on the balance sheet. (3) Cash of $8,050 on the
balance sheet is reported on the statement of cash flow” (Weygandt et.al., 1996: 22).

Additionally, every set of financial statements is accompanied by explanatory notes and

supporting schedules that are an integral part of the statement.

In addition, the primary focus of income statement prepared by a company is an
reporting the success or profitability of the company’s operations over a specified period
of time. To indicate that it applies for a specific period of time, the income statement is
dated “For the Month Ended September 30, 2005.” On the income statement, revenues
are listed first, followed by expenses. Finally, net income (or net loss) is determined.
Note that investment and withdrawal transactions between the owner and the business are

not included in the measurement of net income.

The information provided by owner’s equity statement indicates the reasons why
owner’s equity has increased or decreased during the period. The time period is the same
as that covered by the income statement and therefore is dated “For the Month Ended
September 30, 2005. Moreover, the balance sheet is like a snapshot of the company’s
financial condition at a specific moment in time (usually the month-end or year-end).
While the primary purpose of a statement of cash flows is to provide financial
information concerning the cash receipts and cash payments of an enterprise for a
specific period of time. To attain this purpose and to assist investors, creditors, and other

interested parties in their analysis of cash, the statement of cash flows reports (1) the cash
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effects of a company’s operations during a period, (2) its investing transactions, (3) its
financing transactions, (4) the net increase or decrease in cash during the period, and (5)
the cash amount at the end of the period. Reporting the sources, uses and net increase or
decrease in cash is useful because investors, creditors, and other interested parties want to
know what is happening to a company’s most liquid assets. The statement of cash flows,

therefore, provides answers to the following simple but crucial questions:

1. Where did the cash come from during the intended period?;
2. What was the cash used for during the period?; and

3. What was the change in the cash balance during the period?

2.2. Theoretical Framework

The Main Focus in this study is Financial Accounting comprising several sub
focuses, where two of them are (1) Sub Focus of Revenue Recognition and (2) Sub Focus
of Expense Recognition that will be described completely in this study using empirical
and qualitative data / facts collected from the study object. In addition, both Sub Focuses
(e.g., Revenue Recognition and Expense Recognition) are also related, especially when

they are compared to measure profit.
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Main Focus

Financial Accounting

Sub Focus

Revenue Recognition

Sub Focus
Expense Recognition




CHAPTER 111

COMPANY PROFILE

3.1. History of the Company

PT. Excelcomindo Pratama Ltd. (the XL) was established in November 1995
based on the official license for GSM 900 in September 1995 and commercially launched
on October 8, 1996. It has been known nationwide as a network service provider for
GSM cellular in Indonesia through GSM 900 and 1800 technology application. Since
then, XL became the first private company providing a mobile telephone service in the

country.

Within a short period of time, XL. Company has been successful in developing a
powerful collaboration agreement involving several local and foreign companies in
telecommunication industry. Moreover, XL consistently strengthens and improves the
scope business consisting of Consumer Solutions as dual band cellular network provider
through the existence of jempol and bebas prepaid and Xplor postpaid cards and Business

Solutions as corporate service provider based on Leased Line and Internet Protocol (IP).

In the late December 2004, XL had developed 130 XL centers and further
increased the number to 22,006 XL centers throughout the country by November 2005.
The number of retailers jointing in the XL business have also been growing up by

offering the refill and prime vouchers. CL facilitates its prepaid customers easily to get
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access in the electronically refill services, at each XL center and outlet, Big Banks’ ATM,

and through the call centers. XL also offers Leased Line and Corporate Service including

Internet Service Provider (ISP) and Voice over Internet Protocol (VoIP) services.

The overall chronologically steps of development and social contributions made

by XL are illustrated in the following table:

Table 1: The Significant Events of Excelcomindo

Year Crucial Development Event
1996 - Obtained GSM 900 operating license and began commercial operation
1998 - Launched ProXL brand for prepaid services
2001 - Completed construction of fiber-optic backbone along Java island

- Received allocation for GSM 1800 spectrum

- Customer exceeds 1,000,000
2002 - Extended network coverage to Kalimantan, Sumatra, and Sulawesi
2003 - Launched Regional Pricing program

- Completed the new integrated billing system which enables integration of
prepaid and postpaid billing

- Successful launch of “paket hemat” to stimulate usage and customer retention
- Completion of national coverage rollout

- Launch of high speed data bearer GPRS (General Packet Radio Service) and
MMS (Multimedia Messaging Service)

- Completed Rp.1.25 trillion bond issue. $70 million of the net proceeds was
prepaid to the existing lenders under secured syndicated credit facility
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3.2. Profile of PT. Excelcomindo Pratama

PT Excelcomindo Pratama has been widely known as the largest privately owned
cellular provider in the country. Its unique vision is “to be the premier provider of
wireless telecommunication products and services in Indonesia”, moreover as a service
company, XL’s mission is “fo provide quality services in the wireless telecommunication
industry” and XL also holds a number of values such as straightforward, trustworthy,

progressive, and Responsive.

XL core products and services include voice provision, data, and cellular
services. It maintains the business relationship tightly with the customers through the
provision of consumer solutions as dual band cellular network through jempol and bebas
prepaid and Xplor postpaid cards and business solutions through the provision of
corporate service based on leased line and internet protocol (IP). Its revenue, operating
income, and operating expense have been rapidly growing over time following its core
business development: (1) the increase in gross revenue is usually supported by
subscriber growth during the year; while (2) most of the increase in operating expense is
usually related to selling expenses, especially for brand revitalization and new product
launch exercises during the year. XL always concerns very seriously in increasing the
capacity and coverage as well as in improving the quality through BTS building by
launching new corporate brand and logo in order to serve as a powerful “master brand

endorsement” for all XL’s products launched to cater to different market segments.
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XL is the third cellular telephone operator adopting the GSM (Global System for
Mobile Communication) standard in Indonesia, established in November 1995. we
commenced commercial operations in October 1996, providing GSM cellular network
service in Indonesia by using GSM 900 base which was subsequently complemented with

a GSM 1800 base.

XL is a joint venture resulting from the collaboration between several local and
foreign companies, all of which are reputable firms having experience in the
telecommunication industry. Thus, XL benefits from the synergy of its shareholders skills

and technical specialties.

XL has invested considerable resources in developing its products as the leading
telecommunication brands in Indonesia. We focus on providing our customers with
quality service and competitive pricing though various service packages and innovative
offerings. Significant capital expenditure has been incurred in order to continuously
improve network quality and expand network coverage. With these, we believe we have
positioned ourselves as a leading consumer focused wireless telecommunications service

provider.

3.3. Shareholders

XL’s shareholders are major companies in several countries, experienced and skill

full in the telecommunications industry.
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At 31 December 2004 the Company’s shareholder were:

Telekomindo Primabhakti 60.0%
Nynex Indocel Holding Sdn 23.1%
AIF (Indonesia) Limited 2.7%
Mitsui Co. Ltd 4.2%

PT. Telekomindo Primabhakti

Was incorporated in the Republic of Indonesia in 1990 and is a limited liability
company. Telekomindo is a subsidiary of Rajawali Corporation, which is controlled by
Mr. Peter Sondakh. Rajawali Coproration and is one of the largest private companies in
Indonesia with businesses in telecommunications, hotels, consumer goods and retail.

Telekomindo’s principal investment is its 60.0% shareholding in XL.

Nynex Indocel Holding Sdn

Nynex Indocel Holding Sdn (23,10%) was incorporated in Malaysia in 1995 and
is a subsidiary of Verizon Communications inc. Verizon is one of the world’s leading
providers of communications service. Verizon companies are the largest providers of
fixed-line and celluler communications in the United States and the third largest long

distance carrier for U.S. consumers.
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AIF (Indonesia) Limited

AIF (Indonesia) Limited (12.70%) was incorporated in 1995 in British Virgin
Island, and operates under the management of AIF Capital. AIF Capital is headquartered

in Hong Kong and advises one of the largest private funds in Asia.

Mitsui & Company Limited

Was incorporated in 1947 in Japan and is one of the largest trading companies in
the world. It is involved in numerous businesses including real estate, insurance,

construction, telecommunication, media and data services.

On 9 December 2004, Telekom Malaysia Berhad, though its subsidiary. TM
International (L) Limited (TMIL), signed Share Sale and Purchase Agreement (SPA) in

order to purchase 27,3% shares of the company, which was structured in two steps.

On 11 Januari 2005, Telekom Malaysia Berhad, through its wholly owned
investment arm, TMIL, signed SPA to purchase 23,1% interest in the company by the
acquisition of all shares previously owned by Nynex Indocel Holding Sdn, which name

after the acquisition by TMIL, has changed to Indocel Holding Sdn.
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On 1 April 2005, there was a share sale and purchase transaction between Mitsui
& Co., Ltd (the Seller) with Rogan Partners Inc (the Buter), so that the shareholders

composition of the Company as of 1 April 2005 becomes as follows :

Telekomindo Primabhakti 60.0%
Indocel Holding Sdn* 23.1%
AIF (Indonesia) Limited 12.7%
Rogan Partner Inc 4.2%

* Previously named Nynex Indocel Holding

About TM International (L) Limited

TM International (L) Limited is one of the leading regional investors in mobile
companies with interests in Sri Lanka, Bangladesh, Thailand, Cambodia, Malawi, Guinea

and Ghana. It has a track record of adding value to its investments and an approach.

3.4. Types of Products and Services Offered

XL’s product portfolio is centered on two main products: postpaid and prepaid
cards with three different brands which are jempol, bebas, and Xplor, intended to cater to
different income segments of the market. The jempol prepaid service is developed in
order to reach the more price sensitive income segment of the market which requires

basic voice and SMS services at competitive price without additional value added



75

services. The bebas prepaid service is actually a re-brand of our previously known
proXL prepaid service, which is specifically targeted at prepaid customers who require
value added services in addition to basic voice and SMS services. The proXL postpaid
service is also re-branded as Xplor postpaid service to make it more attractive compared

to those offered by other cellular operators.

XL offers a wide array of voice and non-voice cellular telecommunication
services to its customers on either a prepaid or postpaid basis. The company’s service

includes basic cellular voice services, SMS, value added services and roaming services.

XL offers postpaid services principally to corporate customers and high ARPU
users where credit risk is generally low. However, even as the company continues to
focus on prepaid services, the company intends to increase its postpaid customers by

offering customized packages to attract mid-high end customers from the competition.

In addition to the usual voice service, XL also offer a number of data and other
value added services including a short messaging service (SMS). SMS allows our
customers to send up to 160 characters on cellular handsets which support this function.
Our customers can send SMS to other cellular customers in Indonesia or overseas to

cellular service providers with which they have a roaming agreement.

Aside from the SMS service, XL also provides value added services where

additional charges apply. These services include:
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Data and fax mobile service. Enables customers to download news
onto their cellular phones.

Voicemail. Enables customers to retrieve voice messages.

Mobile Fun. Enables customers to chat individually or in groups.

AQS (Cellular Al Qur’an). Enables customers to receive
interpretations of Al Qur’an, Hadits, or even Praying times. This
service is available through SMS or a fixed line.

MQ Time. Enables customers to get moral messages from KH.
Abdullah Gymnastiar, a reputable Islamic Scholar.

Mobile Banking. Enables customers to conduct banking transactions
through the use of cellular phones. This service is available in
cooperation with banks such as PT. Bank Central Asia and PT. Bank
Mandiri.

Sim Tools Kit (STK). Allows customers to receive information as well
as other interactive services through their cellular phones. This service
includes Ring Tone Downloads, Picture Messages, Horoscope, News
Update, etc.

Location Based Service. Assists customers in locating nearby public
services and the whereabouts of family members or friends who also
subscribe to this service.

Multimedia Messaging Service (MMS and General Packet Radio

Service (GPRS). Enables customers to transmit graphics, video clips,
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sound clips and short text messages over a wireless network through

their GPRS platform.

They also offer prepaid and postpaid customers with a number of enhanced
features on a complimentary basis such as caller identification, call holding, call waiting

as well as call forwarding.

Other than providing cellular services, XL also provide non GSM services to meet
communication needs of corporate customers, such as:

- Leased Line, which allows customers to build their WAN (Wide Area
Network), performs effective communications and run bandwidth
demanding applications.

- International Private Leased Circuit (IPLC). Provides international
leased circuit (network of leased line) through XL’s partners
worldwide.

- Internet Service Provider (ISP). Allows corporate customers to have
high speed internet access through local area network.

- Voice over Internet Protocol (VoIP). Allows international (SLI) and
national (SLJJ) direct dialing from the corporate phone system
(PABX) with very competitive rates.

- Office Zones. This eases internal communication by facilitating

cellular phones as mobile extensions.
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- GSM PABX Integration. Lets corporate customers to treat their GSM
Cellular as a corporate private network.

-  GPRS on demand. Enables corporate customers to connect to a
centralized data center system on ad-hoc basis with data transmission
below 1KB.

- Vehicle and Personal Tracking Systems. Allows corporate customers
to obtain registered vehicles’ and individuals’ position on a pre-set
interval set by the user.

- Corporate SMS. Allows customers to perform SMS broadcast to its
employees using XL SIM card.

3.5. Financial Highlights
3.5.1. Result of Operations

3.5.1.1. Revenue from Operations

Year ended December 31
Operating Revenue 2003 | 2004
Rp. Billion, except percentage
Revenue from GSM
Telecommunication Service :
Prepaid Voice 1,245.1 47.4% 1,390.3 44.4%
SMS 446.1 17.0% 647.8 20.7%
Others 51.8 2.0% 61.6 1.9%
Total Revenue from 1,743.0 66.4% 2,099.7 67.0%
Prepaid Voice
Postpaid Voice 130. 5.0% 146.3 4.7%
SMS 14.6 0.6% 17.2 0.5%
Other 39.0 1.4% 31.6 1.0%
Total Revenue from Postpaid 183.6 7.0% 195.1 6.2%
Service
Total Revenue from GSM 1,926.6 73.4% 2,294.8 73.2%
Telecommunication Service
Revenue from GSM interconnection
services :
Interconnection 542.9 20.7% 609.9 19.5%
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International roaming 120.0 4.6% 158.2 5.0%
Total Revenue from GSM 662.9 25.3% 768.1 24.5%
interconnection service

Revenue form other

telecommunication service :

Leased lines 28.6 1.0% 56.0 1.8%
Internet service provider 6.9 0.3% 14.0 0.4%
Others - - 0.2 0.0%
Total Revenue from other 35.5 1.3% 70.2 2.2%
telecommunication service

Gross operating revenue 2,625.0 100.0% 31,133.1 100.0%

Below are further explanations of the facts above (2004):

a) Total Gross Operating Revenue
XL’s total gross operating revenue was Rp 3,133.1 billion, 19.4% above
the 2003 figure of Rp 2,625.0 billion. The increase in revenue was from GSM
telecommunication  service, GSM interconnection services and other

telecommunication service.

b) Revenue from GSM Telecommunication service
Revenue from XL’s GSM telecommunication service was Rp 2,294.8
billion, 19.1% above 2003 of Rp.1,926.6 billion, due to increase in revenue from
prepaid and postpaid services. Total customers increased by 26.8%, from
approximately 2.9 million as of 31 December 2003 to approximately 3.8 million

as of 31 December 2004. The realignment of the previous prepaid and postpaid
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proXL to bebas dan Xplor services and attractive features of reload vouchers

played a major role in acquiring and retaining subscribers and stimulating usage.

Revenue from XL’s prepaid service was Rp 2,099.7 billion, 20.5% above
2003 of Rp 1,743,0 billion, principally due to increases in our voice and SMA
usage in line with the increase in the number of customers. The number of prepaid
customers increased to approximately 3.8 million customers as of 31 December
2‘004, from approximately 2.9 million customers as of 31* of December 2003,
mainly due to the launching of jempol and the realignment of proXL to bebas.

Revenue from XL’s postpaid service was Rp 195,1 billion 8,3% above
2003 of Rp 183.6 billion due to the increase in subscriber base and voice and
SMS usage. The number of postpaid customers increased by 34.0% from 36
thousand as of 31 December 2003 to 48 thousand as of 31 December 2004. The
realignment of previous postpaid proXL, to Xplor in October 2004 contributed a

significant in this increment.

¢) Revenue from GSM Interconnection Service
In 2004, revenue from XL’s GSM interconnection service was Rp 768.1
billion, 15,9% above 2003 of Rp. 662.9 billion due to the increase in our customer
base in 2004. The domestic interconnection revenue was Rp.609.0 billion, 12.3%

above 2003 of rp.542.9 billion primarily due to the increase in customer base.
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International roaming revenue was Rp.158.2 billion, 31.8% above 2003 of

Rp.120.0 billion. They attribute this increase principally to the increased usage of

international roaming and the weakening of the Indonesian Rupiah to US Dollar

during 2004, compared to 2003. As at 31 December 2004, the exchange rate was

Rp.9,290/USD, compared to Rp.8,465/USD as at 31 December 2003.

d) Revenue from other telecommunication service

XL’s revenue from other telecommunication service was Rp.70,2 billion,

97.7% above 2003 of Rp.35.5 billion due to the substantial increase in the

numbers of our leased line and ISP customers.

3.5.1.2. Operating Expenses

Cost & Expenses

Year ended December 31

2003

Interconnection Charges

Other GSM telecommunication
service cost

Other telecommunication service
cost

Operating Expenses

Depreciation Expenses

General & administration expenses
Salaries & employee benefits
Selling expenses

Satellite Rental expenses

Repair & maintenance expenses

305.7

85.8

49

872.7

205.9

162.7

184.5

69.7

108.1

[ 2004
Rp. Billion, except percentage
15.0% 359.8
4.2% 174.7
0.2% 7.9
42.8% 962.4
10.1% 209.3
8.0% 214.0
9.0% 280.8
3.4% 84.4
5.3% 128.2

14.5%

7.1%

0.3%

38.9%

8.5%

8.6%

11.3%

3.4%

5.2%
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Professional fees 22.8 1.1% 329 1.3%
Other expenses 19.0 0.9% 19.9 0.8%
Total Operating Expenses 1,645.3 80.5% .1,931.9 78.1%
Total Cost and Expenses 2,041.8 100.0% 2,474.3 100.0%

Below are further explanations of the facts above (2004):

a) Cost and Expenses
XL’s costs and expenses were Rp.2,474.3 billion, 21,2% above 2003 of
Rp 2,041.8 billion, principally due to the increase in interconnection charges,
other GSM telecommunication service cost, depreciation expenses, salaries and

employee benefits and selling experiences.

b) Interconnection charges

XL’s interconnection charges were Rp 359.8 billion, 17,7% above 2003 of

Rp.305,7 billion, following the increase in voice revenue.

c¢) Other GSM Telecommunication service cost
Other GSM telecommunication service cost was Rp 174.7 billion, 103,6%
above of Rp 85.8 billion. This increase was primarily attributable to the increase
in the cost of starter packs in line with the increased number of started packs sold

and higher Biaya Hak Pengelolaan (BHP).
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d) Other Telecommunication service cost
Other telecommunication service cost was rp 7.9 billion, 62.6% above
2003 of Rp 4.9 billion. This increase was in line with the increase in revenue from
other telecommunication service, contributes by the increase in the number of

leased line and ISP customers.

e¢) Depreciation Expenses
Depreciation expenses were Rp.962.4 billion, 10.3% above 2003. This
increase was probably attributed by the acquisition of network and other non-

network equipments.

f) General and Administrative Expenses
XL’s general and administrative expenses were Rp.209.3 billion, 1.7%
above 2003 of the Rp 205.9 billion. The increase was mostly contributed by the
higher utilities expenses which were partially offset with lower frequency fee.
Also, in 2004, we made a positive adjustment of Rp 15.6 billion related to the

reversal of over accrual of 2003 frequency fee.

g) Salaries and Employee Benefits
Salaries and employee benefit were Rp 214.0 billion, 31.5% above 2003
of Rp 162.7 billion. This increase was primarily attributable to the regular annual

salary increases and the increase in headcount.
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h) Selling Expenses
Selling expenses were Rp 280.8 billion, 52.2% above 2003 of Rp 184.5
billion due to an increase in advertising and promotion expenses and sales
commission. Higher advertising and promotion expenses were due to brand
revitalization and new products launching programs. Sales commissions also

increased in line with the increase in gross revenue.

i) Rental Expenses
Rental expenses were Rp 84.4 billion, 21.1% above 2003 of Rp 69.7
billion. The increase was in line with the increase in number of BTS, offices and

retail outlets

}) Repair and Maintenance Expenses
Repair and maintenance expenses were Rp.128.2 billion, 18.6% above
2003 of Rp.108.1 billion primarily due to the increase in number of BTS, offices
and retail outlets, and also to cover repair and maintenance for network

equipments which warranty period was expired in 2004 and other IT equipments.

k) Professional Fees
Professional fees were Rp 32.9 billion, 44.3% above 2003 of Rp 22.8
billion mostly due to one-time consultancy fees to develop the Company’s mid
and long term strategy and other fee in relation to he USD Notes issuance and

fully repayment of secured syndicated credit facility.
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1) Other (Expenses)

XL’s other expenses were Rp 709.0 billion, against 2003 other income of
Rp.6.5 billion due to foreign exchange loss due to the weakening of Indonesian
Rupiah against US dollar (Exchange rates as at 31 December 2003 and 2004 were
Rp 8,465/USD and Rp. 9,290/USD, respectively and higher interest expenses in

relation to IDR Bonds and USD Notes issuance.

m) Income Tax (Expanse) Benefit

Income tax benefit was Rp 52.8 million, against 2003 income tax expenses

of Rp 189.2 billion, mainly due to taxable losses.

n) Net Income

Net loss was Rp 50.1 billion, against 2003 net income of Rp. 400.7 billion,
due to foreign exchange loss resulting from the weakening of Rupiah against US

Dollar and higher interest expenses in line with debt balance.




d) Finance:
- Finance and Control
- Corporate Finance
- Treasury
- Management Accounting
- Procurement
- Asset Management
- Risk Management
e) Corporate Strategy Business Development:
- New Products and Technology
- Broadband Services and Leased Lines
- Inter Carrier Relations
- Corporate Planning
f) Human Capital Development
- Human Capital Planning and Development
- Human Capital Management
- Learning and Development
- Facilities and Security Services
g) Corporate Affairs:
- Corporate Secretary
- Legal
- Corporate Communications

- Government Relations
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- Regulatory

- Investor Relations

3.7. Company Policy on Revenue and Expense Recognition.

Revenues are recognized from the sale of starter packs for prepaid services, which
consists principally of SIM cards, upon sale to distributors and dealers or directly to
customers net of value added taxes. Revenues are not recognized from sales of vouchers
for prepaid services at the time of sale. When a voucher is sold, the full amount of
airtime sold is credited without deduction for any commissions, to the “Deferred
Revenue” account. As prepaid customers use the prepaid airtime or upon expiration of
the voucher, the charges are debited from the “Deferred Revenue” account and the
amount used or expired is recognized as GSM telecommunication revenues in the income

statement.

Non-usage revenues, such as monthly service charges and value added services,
are recognized on a monthly basis upon billing. Revenues from activation fees are
recognized at the time of delivery of the SIM cards to customers.

Revenues from interconnection with other operators are recognized at the time

when the service is rendered on the basis of actual recorded traffic.

Inbound roaming revenues from overseas telecommunication providers for calls
made and received by their customers on the company’s network is recognized at the

time the service is rendered based upon applicable tariffs.
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Revenues from leased lines and internet service provider revenues are recognized
on a monthly basis upon billing based on prices agreed with customers. When advance
payments are received, the amount received are recorded as deferred revenue and

recognized as revenue when the services are provided.



CHAPTER 1V

STUDY FINDINGS AND DISCUSSION

4.1. Description on Study Findings

Generally, the degree of compliment performed by the company in following the
Indonesian Financial Accounting Standards (PSAK) especially in  recognizing,
measuring, and reporting the revenues and expenses generated from its daily business
was likely be highly consistent. This means that the implementation of the company’s
internal policies in recognizing, measuring, and reporting the revenues and expenses were
strongly complied with the Indonesian Financial Accounting Standard (PSAK) imposed
officially in this country; thus, the company’s daily accounting practices seemed to be
highly consistent with the officially existing standard of financial accounting. The above
empirical facts had been traced thoroughly and carefully through the observations on the
relevant empirical documents provided by the Company on the related objects (e.g.,

revenues and expenses recognition, measurement, and reporting).
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In detailed, the empirical facts as the study findings derived from the related

documents observation can be described as follows:

4.1.1. Revenue and expenses recognition in the consolidated financial statements:

a)

b)

Revenues had been recognized from the sale of starter packs for prepaid services,
consisting principally of SIM cards, upon sale to distributors and dealers or
directly to customers net of value added taxes. Revenues are not recognized from
sales of vouchers for prepaid services at the time of sale. When a voucher is sold,
the full amount of airtime sold is credited, without deduction for any commission,
to the “Deferred Revenue” account. As prepaid customers use the prepaid airtime
or upon expiration of the voucher, the charges are debited from the “Deferred
Revenue” account and the amount used or expired is recognized as GSM

telecommunication revenues in the income statement;

Revenues for the use of the Company’s network by postpaid customers, including
chargers for airtime, local interconnection, domestic long distance, international
long distance and roaming, had been recognized based on applicable tariffs and
the duration of successful calls made through the network. Revenues had been
recognized at the time when the service is rendered based on the actual usage of

the network by customers during each period;




d)

g)

h)
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Non-usage revenues, such as monthly service charges and value added services,
had been recognized on a monthly basis upon billing. Revenues from activation

fees have been recognized at the time of delivery of the SIM cards to customers;

Revenues from interconnection with other operators had been recognized at the
time when the service is rendered on the basis of actual recorded traffic;

Inbound roaming revenues from overseas telecommunication providers for calls
made and received by their customers on the Company’s network had been

recognized at the time when the service is rendered based on applicable tariffs;

Revenues from leased lines and internet service provider revenues had been
recognized on a monthly basis upon billing based on prices agreed with
customers. When advance payments are received, the amount received are
recorded as deferred revenue and recognized as revenue when the services are

provided;

Revenues from VOIP services had been recognized at the time when the service is

rendered based upon applicable tariffs;

Finally, all expenses had been recognized at the same time when the revenues are
received following the revenue and expense matching principles. This is a
common principle used by each business institution in its financial accounting

process activities.
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4.1.2. Revenues and expenses measurement in the consolidated financial statements

4.1.2.1. Simulation of revenue and expense measurement

To explain about the measurement of revenue and the matching of expenses, the
researcher conducted a small simulation which will further illustrate the uniqueness of the

company’s policy on revenue treatment.

First, four characters were created, namely A, B, C, and D. Then, each are placed
into a scenario where three of the characters (A, B, and C) uses a certain product line
from XL and the fourth character (D) uses a non-XL product. Specifically, A uses the
Xplor (post-paid), B uses Bebas (pre-paid) while C uses Jempol (a pre-paid service

specializing in SMS). This scenario took place during the month of June, 2004.

The following conditions apply to the customers during the scenario:
e (Calls made within the XL network costs Rp.600/30 seconds.
e Calls toward outside provider costs Rp.800/30 seconds.
e Calls made within the XL network during 23:00-07:00 costs Rp.150/30 seconds.
e Standard SMS tariff applies (Rp.350/SMS) except for Jempol users
(Rp.100/SMS) to any other XL product line.
e Internet and GPRS costs Rp.3/kilobyte.

e All calls in excess of 30 seconds are rounded to the following 30 seconds.
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The following conditions apply to the provider (XL)*:
Calls connected costs Rp.100/30 seconds regardless of the destination and time.
Cost of one SMS sent (regardless whether it is delivered or not) is Rp.90.

Cost of establishing internet and GPRS connection is Rp.2/kilobyte.

* In compliance with the revenue expense matching principle, costs are journalized at

the time service is rendered and within the same period revenue is recognized. Later

on, expense will be deducted from the revenue in the income statement.

The following facts occur in the beginning of this scenario (1% of June, 2004):

A applies for membership of Xplor with a fee of Rp.10,100 (Rp.10,000 is the cost
of the SIM card while Rp.100 is 10% tax). A monthly service charge of
Rp.20,000 will be billed at the end of each month.

B purchases a Bebas starter pack from a third party dealer for Rp.15,150 with
Rp.5,000 pulse included (cost of SIM card is Rp.7,500, and tax is Rp.150. The
profit for the dealer is Rp.2,500).

C purchases a Jempol starter pack from a third party dealer for Rp.15,150 with 50
SMS included (cost of SIM card is Rp.7,500 while the cost of one SMS for the

provider is Rp.50, tax is Rp.150. The profit for the dealer is Rp.2,500).

The following occur during the month of June, 2004:

Date

Occurrences

03

1. A made 1 successful call to D at 08:00 (duration of 10 minutes).

2. A sends 4 SMS to C and all are delivered.
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3. Creplied A’s SMS with 4 SMS as well. All are delivered.
11 1. C sends 6 SMS to B and all are delivered.
2. Breplies to C with 7 SMS. All are delivered.
3. B made 1 successful call to A at 23.30 (5 minutes duration)
13 1. B buys pulse recharge of Rp.10,000 for 11,100 from a dealer.
2. B made 1 successful call to D at 13:00 (duration of 5 minutes).
15 1. A received a call from D at 10:00 (duration of 30 minutes).
20 1. A made 1 successful call to B at 08.00 (duration of 20 minutes).
28 1. A made 1 successful call to C at 02.00 (duration of 15 minutes)
2. Cscnds 2 SMS to A, one delivered, one pending.
3. C sends an MMS to A through GPRS service (150 kilobyte in size)

The transactions will be recorded as follows:

June 1™, 2004

e the sale of the Xplor starter pack to Character A is as follows:

Cash *

* Cash paid by customers for the purchase of starter packs are accounted for.

Rp.7,600
Inventory, post-paid SIM card ** Rp.7,500
Tax payable Rp.100

** The Inventory account refers to the physical stock of SIM cards.




o the sale of the Bebas starter pack to character B is as follows:

Cash Rp.12,650
Inventory, pre-paid SIM card Rp.7,500
Deferred Revenue * Rp.5,000
Tax Payable Rp.150

* The Deferred Revenue account refers to the available pulse before the actual
service is rendered.
¢ the sale of the Jempol starter pack to character C is as follows:
Cash Rp.12,650
Inventory, pre-paid SIM card Rp.7,500
Deferred Revenue (2500 pulse, 50 SMS @Rp.50) Rp.5,000

Tax Payable Rp.150

June 3", 2004
1. Account Receivable * Rp.16,000
Deferred Revenue (10 minutes call to non-XL) Rp.16,000
Deferred GSM Telecom. Service Cost ** Rp.2.000
Account Payable Rp.2,000
* For the post-paid service, Cash is not accounted for until payment is done by the
customer prior to billing.
** GSM Telecommunication Service Cost refers to the varniable costs

2. Account Receivable Rp.1,400
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Deferred Revenue (4 SMS @Rp.350)
Deferred GSM Telecom. Service cost
Account Payable
3. Deferred Revenue (4 SMS @Rp.100) *

Revenue from GSM Telecom. Service

GSM Telecom. Service cost

Account Payable

96

Rp.1,400
Rp.360

Rp.360
Rp.400

Rp.400
Rp.360

Rp.360

* Upon rendition of service, Deferred Revenue is debited while Revenue is

credited (recognized).

June 11%, 2004
1. Deferred Revenue (6 SMS @Rp.100)

Revenue from GSM Telecom. Service

GSM Telecom. Service cost
Account Payable
2. Deferred Revenue (7 SMS @Rp.350)

Revenue from GSM Telecom. Service

GSM Telecom. Service cost
Account Payable
3. Deferred Revenue (5 min. call @Rp.150/30 sec.)

Revenue from GSM Telecom. Service

GSM Telecom. Service cost

Account Payable

Rp.600

Rp.600
Rp.540

Rp.540
Rp.2.450

Rp.2.450
Rp.630

Rp.630
Rp.1,500

Rp.1,500
Rp.1,000

Rp.1,000
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June 13", 2004

1. Cash Rp.10,100
Deferred Revenue (Rp. 10,000 pulse credited) Rp.10,000
Tax Payable Rp.100
2. Deferred Revenue (5 min. call to non-XL) Rp.8,000
Revenue from GSM Telecom. Service Rp.8,000
GSM Telecom. Service cost Rp.1,000
Account Payable Rp.1,000

June 15%, 2004

1. -none-

June 20" 2004

1. Account Receivable Rp.24,000
Deferred Revenue (20 min. call to non-XL) Rp.24,000
Deferred GSM Telecom. Service cost Rp.4,000
Account Payable Rp.4.000
June 28", 2004
1. Account Receivable Rp.4,500

Deferred Revenue (15 min. call @Rp.150/30 sec.) Rp4,500

Deferred GSM Telecom. Service cost Rp.3,000
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Account Payable Rp.3,000
2. Deferred Revenue (2 SMS @Rp.100) Rp.200
Revenue from GSM Telecom. Service Rp.200
GSM Telecom. Service cost Rp.180
Account Payable Rp.180
3. Deferred Revenue (150 kb MMS @Rp.3/kb) Rp.450
Revenue from GSM Telecom. Service Rp.450
GSM Telecom. Service cost Rp.300
Account Payable Rp.300

At the beginning of the next month, character A will be billed to pay for the

services rendered. The billing letter itself will be as follows:

Bill for July 4™, 2004
Fixed Charges:
Monthly Service Charge Rp.20,000
Usage Charges:
Local (within XL network) RP.4,500

Interlocal (outside of XL network) Rp.40,000

Short Message Service Rp.1,400
GPRS Rp.0
Total Usage Charges: Rp.45.900

Subtotal: Rp.55,900



10% Govt. Tax Rp.5,590
Stamp Duty Fee Rp.6.000
Amount due for June, 2004: Rp.77.490

Upon billing, XL will recognize revenue and expense (in accordance to the

matching principle) from the post-paid service (Xplor). In this case, the accounting

treatment would be:

July 4%, 2004
Deferred Revenue Rp.55,900
Revenue from GSM Telecom. Service Rp.55,900
GSM Telecom. Service Cost Rp.9,360
Deferred GSM Telecom. Service Cost Rp.9,360

When the payment is received from the customer (i.e. on July 10%, 2004), XL will

apply the following accounting treatment:

July 10™, 2004

Cash Rp.77.490
Account Receivable Rp.55.900
Tax Payable Rp.5.590

Stamp Duty Fee Rp.6,000
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Due to this uniqueness, there is a need to further elaborate the measurement of
revenue for the post-paid service. The researcher creates a new scenario by putting
character A in a new time period, which is the month of December, 2004. By doing so, a
new question arises:

“How will XL recognize revenue when the pulse usage is through the month of
December, 2004, while the bill issuance and the payment by customer is done on

January, 20057 (Billing on January 4™, 2005 and payment on January 10", 2005).

The answer would be to make adjustments as follows:

Adjustments for year ended December 31%, 2004

January 4", 2005
Deferred Revenue Rp.55,900
Revenue from GSM Telecom. Service Rp.55.900

July 10™, 2004

Cash Rp.77.490
Account Receivable Rp.55.900
Tax Payable Rp.5.590
Stamp Duty Fee Rp.6.000

4.1.2.2. Revenue and expense matching process
To further illustrate the revenue and expense treatment, matching principle should
be applied. Its purpose is to allocate the right amount of expense towards the revenue at

the right time. Thus, net operating revenue will be found.
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The data used below is taken from the 2004 consolidated financial statement of

PT.Excelcomindo Pratama (in billions Rupiah).

Operating Revenue

Year ended December 31

2003

| 2004

Rp. Billion, except percentage

Revenue from GSM
Telecommunication Service :
Prepaid Voice

SMS

Others

Total Revenue from

Prepaid Voice

Postpaid Voice

SMS

Other

Total Revenue from Postpaid
Service

Total Revenue from GSM
Telecommunication Service

Revenue from GSM interconnection
services :

Interconnection

International roaming

Total Revenue from GSM
interconnection service

Revenue form other
telecommunication service :
Leased lines

Internet service provider
Others

Total Revenue from other
telecommunication service

Gross operating revenue

1,245.1
446.1
51.8
1,743.0

130.
14.6
39.0
183.6

1,926.6
542.9

120.0
662.9

28.6
6.9

35.5

2,625.0

47.4%
17.0%

2.0%
66.4%

5.0%
0.6%
1.4%
7.0%

73.4%
20.7%

4.6%
25.3%

1.0%
0.3%

1.3%

100.0%

1,390.3
647.8
61.6
2,099.7

146.3
17.2
31.6

195.1

2,294.8

609.9
158.2
768.1

56.0
14.0

0.2
70.2

31,133.1

44.4%
20.7%

1.9%
67.0%

4.7%
0.5%
1.0%
6.2%

73.2%

19.5%
5.0%
24.5%

1.8%
0.4%
0.0%
2.2%

100.0%
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Cost & Expenses

Year ended December 31

2003

2004

Rp. Billion, except percentage

Interconnection Charges

Other GSM telecommunication
service cost

Other telecommunication service
cost

Operating Expenses

Depreciation Expenses

General & administration expenses
Salaries & employee benefits
Selling expenses

Satellite Rental expenses

Repair & maintenance expenses
Professional fees

Other expenses

Total Operating Expenses

Total Cost and Expenses

305.7

85.8

49

872.7
205.9
162.7
184.5
69.7
108.1
22.8
19.0
1,645.3

2,041.8

15.0%

4.2%

0.2%

42.8%

10.1%

8.0%

9.0%

3.4%

5.3%

1.1%

0.9%

80.5%

100.0%

359.8

174.7

79

962.4

209.3

214.0

280.8

84.4

128.2

329

19.9

.1,931.9

2,4743

14.5%

7.1%

0.3%

38.9%

8.5%

8.6%

11.3%

3.4%

5.2%

1.3%

0.8%

78.1%

100.0%

By subtracting total costs and expenses towards gross operating revenue, the net

operating revenue for 2003 is Rp.583.2 billion, and Rp.28,658.8 billion for 2004

4.1.3. Revenues and expenses reporting in the financial statements

The financial statements of PT Excelcomindo Pratama and its subsidiaries

(collectively “the Group”) had been completed by external auditors and approved by the

Board of Directors on 28 February 2005. The significant accounting policies adopted in
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preparing the financial statements of the Group, which are inconformity with the

Generally Accepted Accounting Principles (GAAP). A Summary of Significant

Accounting Policies includes the following components:

a) Basis for preparation of the consolidated financial statements:

1.

The consolidated financial statements have been prepared on the basis of historical

costs and the accrual concept except for the consolidated statements of cash flows;

The consolidated statements of cash flows present the source and uses of cash and
cash equivalents according to operating, investing and financing activities. The
Group considers short-term time deposits with original maturities of three months
or less to be cash equivalents net of overdrafts. The consolidated statements of cash
flows are prepared using the direct method. The use of the direct method represents
a change in classification as a result of the application of the Capital Market
Supervisory Board (BAPEPAM). Regulation No. Kep-06/PM/2000 dated 13
March 2000 and No. SE-02/PM/2002 dated 27 December 2002. Prior to 2003, the

group prepared the consolidated cash flows using the indirect method;

Figures in the consolidated financial statements are rounded to and stated in

thousand of Rupiah unless otherwise stated.



105

b) Principles of consolidation

1.

The consolidated financial statements include the accounts of entities controlled by
the Company and in which the Company directly or indirectly has ownership of
more than 50% of the voting rights. The subsidiaries are consolidated from the date

on which effective control was transferred to the company.

The effect of all transactions and balances between companies in the Group have

been eliminated in preparing the consolidated financial statements;

The accounts of the subsidiaries domiciled outside Indonesia are translated into

Rupiah amounts on the following basis:

a. Balance sheet accounts are translated using the export draft transaction rate
of the Bank of Indonesia prevailing at the balance sheet;
b. Statement of income accounts are translated using the average rate during

the period (in full Rupiah amount).

The resulting difference arising from the translation of balance sheets and
statements of income accounts of the subsidiaries are recognized in the current
period consolidated statement of income, on the basis that the operations of the

foreign subsidiaries formed an integral part of the Company and as a result, the
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transactions of the foreign operations have been considered as if they had been

carried out by the Company;

The accounting policies adopted in preparing the consolidated financial statements

have been consistently applied by the subsidiaries unless otherwise stated;

¢) Inventory

Inventories, comprising primarily of vouchers and SIM cards, are valued at the
lower of cost or net realizable value. Cost is computed using the moving average

method;

d) Fixed assets and depreciation

I.

Fixed assets are stated at acquisition cost, including any applicable import taxes,
custom duties, freight costs, handling and costs, storage costs, site preparation costs,
installation costs, and internal labor costs less accumulated depreciation, except
land which is not depreciated. Depreciation is applied from the date the assets are
placed into service or when the assets are ready for service using the straight line

method over the estimated useful lives resulting the annual percentages of cost;
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. Normal maintenance expenses are charged to income of the current period, while
repairs, renovations and betterment that increase the useful life of assets are

capitalized;

Management conducts regular reviews and ensures that the carrying amount of the

Company’s assets are at all times lower than their estimated recoverable amounts;

The accumulated costs of network equipment are firstly capitalized as Assets Under
Construction. These costs are then reclassified to fixed asset accounts when the

assets are commissioned into service;

The cost of upgrading software is capitalized and the previously recorded balance is

written off at the time the software upgrade is performed;

When assets are retired or otherwise disposed of, their carrying values and the
related accumulated depreciation are eliminated from the consolidated financial
statements, and the resulting gains and losses on the disposal of fixed assets are

recognized in the current period statements of income.
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e) Taxation

1. In accordance with Indonesian Taxation Law, corporate income tax is calculated
for the Company and each of its subsidiaries as separate legal entities (considerate

financial statements are not permitted for computing the corporate income tax);

2. Deferred income tax is provided using the liability method, for all temporary
differences arising between the tax bases of assets and liabilities and their carrying
values for financial reporting purposes. Currently enacted tax rates are used to

determine deferred income tax;

3. Deferred tax assets relating to the carry forward of unused tax losses are
recognized to the extent that it is probable that future taxable profit will be

available against which the unused tax losses can be utilized;

f) Employee compensation

Employee entitlements to compensation in relation to the current manpower
regulation are recognized when the employees meet the criteria set out in the
regulation. A provision for employee compensation is made for the estimated
liability as a result of past services rendered by employees up to the balance sheet

date and is calculated based on the existing Manpower regulation.
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g) Management’s use of estimates

The presentation of the consolidated financial statements in conformity with
generally accepted accounting principles requires management to make estimations
and assumptions affecting the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the

reporting year. Actual results could differ from those estimates;

Consistently, Exelcomindo Pratama Company prepared, recorded, and published
periodically financial statements covering its revenues and expenses and other financial
components. After transactions (especially revenues and expenses) are identified,
recorded and summarized, the Company then prepared the four types of financial

statements from the summarized accounting data included:

1. An income statement presented its revenues and expenses as well as resulting net

income or net loss of the Company for a specific period of time (2002-2004);

2. An owner’s equity statement summarized the changes in owner’s equity for a specific

period of time (2002-2004);

3. A balance sheet as of 31st December 2002, 2003, and 2004 reported the assets,

liabilities, and owner’s equity of the Company;
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4, A statement of cash flows summarized information concerning the cash inflows

(receipts) and outflows (payments) for a specific period of time (2002-2004).

Each statement the Exelcomindo Pratama Company prepared above, provided
management, owners, and other interested parties with relevant financial data. The
Company’s financial statements and their interrelationship are attached. Additionally,
every set of the Company’s financial statements is accompanied by explanatory notes and

supporting schedules that are an integral part of the statements.

4.2. Indonesian Financial Accounting Standards (PSAK) on Revenue and Expense

Treatment (Recognizing and Reporting) for Telecommunication Services

4.2.1. Revenue Recognition on Telecommunication Services

Para 11: Judging from the nature and characteristics of telecommunication service
providers, the revenue recognition must use accrual basis except for certain
services that due to its nature can not be done through the use of pure
accrual basis. Thus, revenue recognition in telecommunication services is

regulated by the paragraphs 12-14 below;

Para 12: Revenue recognition from interconnection telecommunication service is

regulated as follows:
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Revenue from telecommunication service that arise from interconnection for local
& long distance and transit is acknowledged in the amount agreed by each parties
in accordance to an earlier contract;

Revenue from telecommunication service generated from interconnection for
international calls including transit is acknowledged in the amount in accordance
to the international convention on interconnection distribution;

If information on the distributable amount for the period is unknown, then the

amount must be fixed according to proper estimation.

Para 13: Revenue recognition of telecommunication service that is done alone is

b)

d)

regulated as follows:
Revenue for new installation service and mutation is recognized when the
customer’s terminal is ready for use;
Revenue for the use of telecommunication facility based on tariff and usage
measuring units, such as pulse minute, word, and other measuring units is
acknowledged as its actual amount of usage during ongoing period;
Revenue from services related to telecommunication facility usage, such as circuit
usage service, satellite transponder usage, and other facility usage, is
acknowledged as actual amount of usage during ongoing period;
Revenue from public telephone coin usage is acknowledged at a time when coins
taken;
Revenue from phone card selling is acknowledged at a time when cards are

collected, except there is a more reliable method of estimation can be used;
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Para 14: Revenue recognition of telecommunication service implemented through
cooperation with investor is regulated as follows:
a) Revenue of telecommunication service from cooperation is acknowledged as
actual amount for ongoing period according to contractual agreement;
b) If based on a contractual agreement:

1. Should be an agreement that provider will gain any asset, where the
delivery of its ownership will be conducted at the end of cooperation
period;

2. provider is freed from any legal claim made by the third party concerning
the asset provider gained;

3. The agreement is irrevocable.

4.2.2 Revenue and expense reporting on telecommunication service

Para 15: The following issues related to the revenue recognition must be reported
through Notes of Financial Statement:
(a) method of revenue recognition of telecommunication service acquired
through cooperation and interconnection;
(b) detail of revenue from telecommunication service acquired from sole

operation, cooperation and interconnection
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4.3. Discussion on Study Findings

By comparing the above Company’s policies in recognizing and reporting its

revenues and expenses from the Indonesian Financial Accounting Standard (PSAK), it

can be stated here that empirically the Company performs its policies in accordance or

consistent with the Indonesian Financial Accounting Standard (PSAK). These situations

of consistency may have some useful and positive consequences to the Company’s future

development:

1.

Under the consistent application on the Indonesian Financial Accounting Standard
(PSAK), the Company would likely be more credible and trusted to the public
especially the shareholders;

The consistent application on the Indonesian Financial Accounting Standard
(PSAK) may increase the interest of other parties to join in the Company ‘s
operations either as a cooperating company or only as a shareholder;

By applying consistently the PSAK, the company will be able to show the degrees
of appropriateness, accuracy, and accountability to the public concerning its
financial accounting management process as guaranteed by the PSAK;

Although normatively, the more consistent to the standards the better, however,
sometimes a company may deliberately misstate the financial figures to improve
the status of the company. Thus making the company more “attractive” to

interested parties;
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5. Some logical reasons held by all users as their common needs on financial reports
or statements, which is consistent with the Financial Accounting Standard,
especially in making economic decision may include, for example, to:

(1) decide when to buy, hold or sell an equity investment;

(2) assess the stewardship or accountability of management;

(3) assess the ability of the enterprise to pay and provide other benefits to its
employees;

(4) assess the security for amounts lent to the enterprise;

(5) determine taxation policies;

(6) determine distributable profits and dividends;

(7) prepare and use national income statistics; or

(8) regulate the activities of enterprise

Some consideration should also be taken into account by enterprises in making
the most accountable financial reports / statements to the public is that government in
particular, may also specify distinctive or additional requirements for their own purposes.
These requirements should not, however, influence financial statements / reports
published officially by for the benefit of other users unless they also meet the needs of
those other users. In addition, company’s financial statement is most commonly prepared
in accordance with an accounting model based on recoverable historical cost and the
nominal financial capital maintenance concepts. Other models and concepts may be more
appropriate in order to meet the objective information provision useful for making

economic decisions although there is presently no consensus for change. This kind of



115

framework has been developed and introduced so that it is applicable to arrange of

accounting models and concepts of capital maintenance.

It is understandable that the Excelcomindo Pratama Company should always pay

attention to its users of the financial statements that may include present and potential

investors, employees, lenders, suppliers, and other trade creditors, customers,

government, and their agencies and the public. They carefully observe and use the

financial statements prepared and published by the Exelcomindo Pratama Company to

satisfy some of their distinctive needs for financial information. These needs may usually

include the following:

1.

Investors of the Exelcomindo Pratama Company. The providers of risk capital and
their advisers are very concerned with the risk inherent in, and return provided by,
their investments. They need information to help them determine whether they
should buy, hold or sell. Shareholders are also interested in information enabling
them to assess the ability of the Company to pay dividends;

Employees of the Exelcomindo Pratama Company. Its Employees and their
representative groups are interested in information concerning the stability of
profitability of their employers. They are also interested in information enabling
them to assess the ability of the Company to provide remuneration, retirement
benefits and employment opportunities;

Lenders of the Exelcomindo Pratama Company. lts lenders are interested in
information enabling them to determine whether their loans, and the interest

attaching to them, will be paid by the Company consistently when due;
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4. Suppliers and other trade creditors of the Exelcomindo Pratama Company. Its
suppliers and other creditors are also interested in information, provided by the
Company, enabling them to determine whether amounts owing to them will be
paid on time when due. Moreover, trade creditors are likely to be interested in the
Company over a shorter period than lenders unless they are dependent on the
continuation of the Company as a major costumer;

5. Customers of the Exelcomindo Pratama Company. Its customers have an interest
in information concerning the continuance of the Company especially when they
have a long-term involvement with, or are dependent on, the Company;

6. Government and their agencies. Government and their agencies related to the
Company are interested in the allocation of required resources and, therefore, the
Company’s activities. They also require information in order to: (1) regulate the
Company’s activities, (2) determine taxation policies and as the basis for national
income and similar statistics;

7. Public of the Exelcomindo Pratama Company. The Company affects members of
the public in a variety of ways. For example, the Company may make a
substantial contribution to the local economy in many ways including the number

of people the Company employs and its patronage of local suppliers.

Furthermore, the Exelcomindo Pratama Company’s objectives in implementing
consistently its financial policies (e.g., Revenue and Expense Recognition, Measurement,

and Reporting) to the Financial Accounting Standard (PSAK) among others are:
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1. to provide information concerning the financial position, performance and
changes in financial position, especially in revenue and expense recognition,
measurement, and reporting, of the Company that is useful to a wide range of
users in making economic decision;

2. to meet the common needs of most users on consistent financial statement;
however, it does not provide all the information that users may need to make
economic decision since they largely portray the financial effects of past events
and does not necessary provide non-financial information; and

3. to also show the results of the stewardship of the Company’s management, or the
accountability of management for the resources entrusted to it. Those users
wishing to assess the stewardship or accountability of the Company’s
management do so in order that they may make economic decisions. These
decisions may include, for example, whether to hold or sell their investments in

the Company or whether to reappoint or replace the management.

The Exelcomindo Pratama Company’s financial statements (especially in its
treatment on revenues and expenses) are always prepared, presented, and published at
least annually and are directed toward the common information needs of a wide range of
users. Some of these users may require and have the power to obtain, information in
addition to that contained in the financial statements. Many users, however, have to rely
on the financial statements as their major source of financial information and such
financial statements should, therefore, be prepared, presented and published with the

users’ needs in view.



CHAPTER V

CONCLUSION

The operational characteristics of a telecommunication service provider are
unique in many ways, especially its policies on revenue and expense treatment.
Therefore, as an accountant, one must be aware of this uniqueness. The accountant must
keep his or her company’s policies consistent with that of the Financial Accounting
Standards in order for it to be considered legal and acceptable. In conclusion, the

researcher enclosed implications and suggestions considering the matter of this research.

5.1. Conclusion

Based on the study findings described in the previous chapter, the researcher generally
concludes that the Company’s policies concerning the recognition, measurement, and
reporting practices on both revenues and expenses in 2003 and 2004 were in compliance
with the Indonesian Financial Accounting Standard (PSAK) officially imposed.

In more detailed:
1. all revenues and expenses had been recognized consistently with the Indonesian
Financial Accounting Standard (PSAK) concerning the revenue recognition;
2. all revenues and expenses had been measured consistently with the Indonesian
Financial Accounting Standard (PSAK) concerning the revenue measurement;
3. all revenues and expenses had also been reported consistently with the Indonesian

Financial Accounting Standard (PSAK) concerning the revenue reporting;

118
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5.2. Implication

a) The revenue
It is implied that the Company’s tendency in maintaining the compliant level to
the Indonesian Financial Accounting Standard (PSAK) in revenue recognition,
measurement, and reporting is due to the optimal safety of recognition, measurement, and

reporting process guaranteed the official PSAK;

b) The Expense
The Company’s compliance to the Indonesian Financial Accounting Standards
(PSAK) in expense recognition, measurement, and reporting can be affected by the
optimal safety of expense recognition, measurement and reporting procedure guaranteed

by the official PSAK;

5.3. Suggestions

1. In order to maintain the degree of appropriateness on the revenue and expense
recognition process, it is suggested that the Company should always keep the
policies application on revenue and expense recognition consistently with the
Indonesian Financial Accounting Standard (PSAK) imposed officially;

2. The degree of accuracy in measuring the revenues and expenses should also be

maintained by the Company through the consistent implementation of the policies
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in revenue and expense measurement with the Indonesian Financial Accounting
Standard (PSAK);

. The level of shareholders’ acceptance on the financial statement (in terms of
revenues and expenses) would likely be optimum when the Company performs
the revenue and expense reporting policies consistently with the Indonesian
Financial Accounting Standard (PSAK), because the official PSAK is likely
always guaranteed the degree of appropriateness, accuracy, and accountability of
the reporting process to the public including the shareholders.

. To further increase the usefulness of the financial report, the researcher suggests
the company include segmentation of specific products in the income statement.
By doing so, it will be clear as to how much each product has contributed to the
company’s income. As a result, potential shareholders can see which product is
more beneficial for the company. It will also give the users a better ability to
foresee the products future potential. A sample of the segmented Income

Statement is included in the Appendix
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APPENDIX




PRODUCT SEGMENTED

INCOME STATEMENT

Income Statement

PT. Excelcomindo Pratama

Per December 31%, 20XX

Xplor XL Bebas XL Jempol
Revenue from GSM
Telecommunication
Service :
Prepaid Voice XXXX XXXX XXXX
SMS XXXX XXXX XXXX
Others XXXX XXXX XXXX
Total Revenue from XXXX XXXX XXXX
Prepaid Voice
Postpaid Voice XXXX XXXX XXXX
SMS XXXX XXXX XXXX
Other XXXX XXXX XXXX
Total Revenue from XXXX XXXX XXXX
Postpaid Service
Total Revenue from GSM XXXX XXXX XXXX
Telecommunication
Service
Revenue from GSM
interconnection services :
Interconnection XXXX XXXX XXXX
International roaming XXXX XXXX XXXX
Total Revenue from GSM XXXX XXXX XXXX
interconnection service
Revenue form other
telecommunication
service :
Leased lines XXXX XXXX XXXX
Internet service provider XXXX XXXX XXXX
Others XXXX XXXX XXXX
Total Revenue from other XXXX XXXX XXXX
telecommunication
service
Gross operating revenue XXXX XXXX XXXX
Interconnection Charges XXXX XXXX XXXX
Other GSM XXXX XXXX XXXX
telecommunication
service cost
Other telecommunication XXXX XXXX XXXX
service cost
Operating Expenses XXXX XXXX XXXX




Depreciation Expenses

General & administration
expenses

Salaries & employee
benefits

Selling expenses
Satellite Rental expenses

Repair & maintenance
expenses

Professional fees

Other expenses

Total Operating Expenses
Total Cost and Expenses

Net Operating Revenue

XXXX

XXXX

XXXX
XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX
XXXX

XXXX

XXXX
XXXX
XXXX
XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX
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PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

AS OF 31 DECEMBER 2004, 2003 AND 2002

(Expressed in thousand Rupiah, axcepl par value per share)

CURRENT ASSETS
Cash and cash equrvalents
Trade recevables [net of
Atlowanca tor doubtful aconunts
Rp 0,725 902 at 31122004
Hp 5583 440 at 31/1202003 and
Hp 2070380 at 3171202000
e recewables -~ tnird pares,
inventories
Prepars Lixes
Advances and othes pIepay Mmerts
thee anmet

Total current assets

NON-CURRENT ASSETS
Dther recevables  reiated partes
Fixed assets (net of

accurmrdlated degreciaticn <of

Rp 3.749.013.746 a1 211202004

[p 2 BUE.7B0 184 21 111002063 and

p 1,947 620193 a° IMANZ002)
Oher assots

Total noa-current assets
TOTAL ASSETS

CURRENT LIABILITIES

Trage payabies

Taxkes payable

Qther payvables and acen.ais -
thidd paarbes

Deterred revenue

Cursnt matunties of
ong tetm lenders (oan

Tutal Suoent habit has

HON-CURRENMNT LIABILITIES
Jther pavables aad accruals -
related partes
Oederied Lax labstlies
Long i m enders loan
et of currer? matunhes
Leng derm boned

Prvimon for emplogie compensaiion

Tatal nee current bt

EQUITY

Share captal
Authonsed issued and fully pas
S 285 000 shares with par value
qp 250000 per skatn

Captal surplus

Retaines earn ngs

Total equity
TOTAL LIABIATIES AND EQUITY

Page 1

Notes 2004 2003 2002
a3 400 Bl P BOH 145 409 198 545 332
o 4 VT G 7 1871 CA7 A2 127 811103
1 453 409 £651 134 1.431 294
| L7 &17 148 NsHT1 189 12127 047
2 15 88 970 BS54 138751313 20380375
6 BEY 008 48 282 1654 40 73347%
5 44 531 250 44 531 350
? 1 888 114401 401123573
2r 16b 124 356
232 8 5273 119 BLS 4413352916 4173127 554
] e B ERR 18 212871500 L2900

L DETVETRETY | 4620028448 434545

& AT4 450 422 5,514,138,849 4. 746,57451
7 0 R B3 401 133,954 476,49 566
2 15b 22087 588 81,460 916 02 236 418
B 204 475 224 115185 108 44 527 810
2d 49 407 330 45 831,322 132593714
4] 465 6575 000 134,100,000
bEy Dag bl JLLRG 238 3G BrR991.000
T 8¢ 198 651 401 98¢ B 925 162
2 15 B9 170 240 YR A67 416 20948 150
] ! 2004 130, 834 3140 833 820
Th 10 4 430 519 TAA 1224 132 cay -
2k 11a 11184 333 1492 548 8380314
4 546 040 227 3,333 244 840 3,17B.639 446
12 SRR 250 00 S8 250 008 SR6 750 000
17 11 720000 11 730.00C 11,730 000
480 574 430 SICET 0T 109 G54 Oft5
1 D0 555 410 1ORAGS 7 207 GET 034 055
6,474 459 437 5,514 134 B4y 4, r46,474517

The accompamang nofes o an fegran part of Inese consotdated hnanc.al slafermenls




PT EXCEL.COMINDO PRATAMA AND SUBSIDIARIES Page 2
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED 31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah, excapl baswc (loss)'earnings per share)
Notes 2004 20023 2002
REVENUE 2d 4
GSM telerommircabon senace °n F R4 ea7 N2 192575 100 YRR ART 1M
GEM rtermonnoect o0 sorvce TR Gl T 32 GaT 353 544 A7 005
Gross GSM revenue 123553 870 2 ERG A0 780 2471104 157
Lt GSM teecomrunicaticn
charqes 2 1774 234 585, 185 785 S&1; 52 851370
interconnechion charges (SR ASS B 05 G5 1 LodT 844 400!
S50 revenue net of interconnection
cha'ges and other 5N
elecommumcation charges P T A A 168 053 00 <.130,408 387
Qther
Gross revenue from other
telecommenication services 0 8G bk 230 36533 0C0 126876873
Tther Iolecammumc abion seevices cast In 17 925 340) 14 873 200 4312420
Revenye f:am olhor telecommunication
seeices net of athe: telécormmur cabon
s vices ront 61 619 BA1 W0 E59 780 8 364 452
NET REVENUE 2 580 703 653 2238723078 2138 772830
OPERATING EXPENSES 2
Depreciaion expenses, 24 6 BEZ 352 273 872735 284 5808 3419 026
General and admirisfiiation expenses i 28 a8 095 2058591 798 101.515416
Satanes and smpkyyer beraedils 2k 211 24403187 182 880 955 144 055 968
Seiing expeonses SA0 781 165 184 547 123 L21.81307
Rertal ex perises B4 381 680 &9 657 7932 60,312 326
Fepi s and raartenros B i, SA1RYA 10A 03 150 09 RS A%
Professanl feas A2 838 488 22804832 57.82% 819
Others 19043 452 18 958 005 10938 Bt
1831 876 028 1.645 200 $43 1385 728750
QPERATING INCOME 1 K AT LA 105 e T, AR, G0
QTHER {EXPENSEMINCOME » ) o
‘nlerest ax panse 1AM BB Ay IRER T 03 3 YA 700 1B
inter@st Incorme 27 230 183 S 81 657 11,125 484
Foreega exchange (Joss)gam  net D (2738480 441 190 76T 576 483 460 3562
Ttheery [dg 423 Bd4) 126 533 863 (37 fGe 9Ty
— ITOBQ81TEN __ 9535337 _ 314117.086
{LOSSKINCOME BEFORE
INCOME TAX BENEFITYEXPENSE) 150 155 0d5) LG 45T 407 50675161 166
INCOME TAX BENEFITHEXPENSE)
ourrer 3 1w 11244 3R 1110 314 55%) (PR CE2 52
Detesred 2w e DARETE A8 e wies 212 060
- -G N B 1. I K- %4 § R RERER IR X
NET (LOSS)INCOME 150 102 ey 406,723,851 743,286,226
BASIC (LOSSYEARNINGS
PER SHARE Im 13 [&d.5.801 176,920 28,162

The accompanng nates form an infeqrar part of thege consoidaled financiai slatements




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES Page 3

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED 31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

Capital
Share capitsl surplus Retained eamings Total
Balance at 1 January 2002 38 250000 170 00 (B33 332 1/0) 55 352 160
Net rcome for the year : : FA3B6 230 I Tt
Balance at 31 Decemnber 2002 544, 250 000 11730000 105 054 056 R8T 934 058
Net weame %o Lhe year OO S 5, L X - N | V.0 S A= 3 |
Balance at 31 December 2003 388 250000 11 73C Q00 SWQBTTTOT 1088857 707
et loss for the pear ‘ : . e AMLINCLURY  D.102.265;
Balance at 31 December 2004 386,250,000 11,736,000 40575430 1,0368,555,438

The accompanrng nates form an infeg ai part O these consowdated fnancai statements




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED 31 DECEMBER 2004, 2003 AND 2002

(Expressed in thousand Rupiah)

Notos

Page 4

2002

CASH FLOWS FROM
OPERATING ACTIVITIES

Recepls lrom customers ang
other aperators

nlerest iNCome recewed

Payments far supeiors ar
opetaleg Sxpenses,

Paymients of corporate income tax

Payments to employees

Net cash tlows prowded from
operating activities

CASMH FLOWS FROM
INVESTING ACTIVITIES
Purchases of fxed assets
tAddhansireatsation of sther ansets
Praocnads from sale of foed assas
Ard isurarece cliorg B

Net cash llows used in investing
activitios

CASH FLOWS FROM
FINANCING ACTIVITIES
Payment of lang term lenders gan interest
Bood isauinoe cost
Payment of bond interes!
Repayment of long term enders. fnan u
Proceeds from lorg torm borg

Net cash flows provided fromiused n)
financing activities

Met (decreage)! increase in cagh
and cash equivalents

Cash and cash equivalents at
the beginning of the year

Effect of exchange rate changes
en cash and cash equivalents

Cash and cash equrvalonts at
the end of the year

[

Corsisting of
Tasn
Bank
- Time geposis maturty within three manths

ACTIVITIES NOT AFFECTING
CASH FLOWS
Putchase of Fxes assets by
means of loag term lerders loan
- Purchase of fxeq assets by
rmeans of trade payables

1 331 423 B&4)
{11530 204

(205 274 14T

2503 260 410
10554 246

1853 612977
103757 626,
421135811

1,083 167 067

T &0T.A10 540

17 706 19 587

11.044 532 248)

(9 003 5249 516;
3203036

144 XI5 6AT

44 440 243

(Y008 823 195 543 214 63
‘CAa1 Bar e L[] 65 457 890
11 BR7 WG 454 (112G /AR 8 (083 T7H 500!
28947 1465 {733 098 676
|48 738 55 177 731060 ‘
(300934 A44) ; o »
IZATC OSB3 1726 770.00C) §26. 928 000!
o 2547788513 1. 75G.000.00C IR
118,538 607 WP 196, 1 LB0.CI4 BB,
{185 553 804) 412 g3 7a7 1684 CAT 239
508 145 479 198 546 332 35.081 86
d 304 TOR £, 758 B20) (442 B0
428,806,773 £08,145,479 198,846,332
B79 T43 B0 629 346 71D
A58 107 D2 S0V 3248 850 L8399 522
. o87 $00 000 e ot W -..139,400,000
429,882 772 609145 479 198,846,212

H11 489 013
46 890 006

The accompamang notes form an NTEQral part of nese consokdated fnancat slatements




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES Page 5

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

1. GENERAL
a. Establishment

PT Excelcomindo Pratama (“the Company™). proviously PT Grahametropohtan Lostari. a
limsted liabiity company, was established by Deed No. 55, made before Mr. Rachmat
Santoso SH. Notary in Jakarta, dated 6 October 1989 subsequantly amended by Deed
No. 79 of the same notary dated 17 January 1991, These deeds were approved by the
Ministry of Justice of the Republic of Indonesia in its decree lofter No.
C2-515.HT 01.01. TH 91 dated 19 February 1991, registered at the South Jakarta
Court of Justice under No 670/Not/1991/PN JKT SEL and No
67 1/NoV'1991/PN JKT.SEL dated 2% August 1991, and published in Supplement No.
4070 to State Gazette No. 50 on 8 November 1891. The Company changed its status to
a foroign invesimont company (PMA} by Deed No. 10 dated 20 November 1995, made
before Mrs. Endang Sugiharti Antariksa, SH, Notary in Jakarta. This deed was approved
by the Minister of Juslice of the Republic of Indonesia in its decision letter No.C2-
15.801.HT.01.04.TH 95 dated 30 November 1995, registered at the Cantral Jakarta
Court of Justice under No. 1373/1995 dated 18 Decomber 1995 and published in
Suppiement No. 1141 to State Gazette No. 8 on 30 January 1996,

The Company's Articles of Association were amended to comply with Limited Labality
Company Law (Law No. 1 of 1995). The revised Aricles of Association have been
notarised under Deed No. 20 dated S February 1999, made before Mr_ Irawan Soerodjo,
SH, Notary in Jakarta, and were approved by the Ministry of Justice of the Republic of
Indonesia in #s decree letter No. C-11478 HT.01.04.TH 99 dated 21 June 1999,
registered at the South Jakarta Company Registralion Office No
252/RUEB.09.03/11/2000 dated 14 March 2000, and published in Supplemont No. 2187
to State Gazotte No. 35 on 2 May 2000

The Company's Articles of Association were amended under Deed No. 63 dated 18
Aprd 2002, made before Mr. Aulia Taufani SH, substitution of Mr. Suljipte SH, Notary 1n
Jakarta. This deed was reported to the Ministry of Justica and Human Rights of the
Republic of Indonesia and was accepted as evidenced by the Repont Acceptance letter
No. C-06817 HT .01.04 TH.2002 dated 23 April 2002, registered at the South Jakarta
Company Registration Office No, S40/RUB.09.03/V/2002 dated 30 April 2002 and
published in Supplement No. 562 to State Gazette No. 65 on 13 August 2002

The Company's Articles of Association for reappointment of the board of directors and
board of commissioners were last amended under Deed No. S5 datod 10 November
2004, made before Doctor Irawan Soerodjo, SH, Ms:, Notary in Jakarta. This deed was
reported to the Ministry of Justice and Human Rights of the Republic of Indonesia and
was accepled as evidencad by the Repon Acceptance letter no. C-UM.02.01. 15182
dated 20 December 2004. As of the consolidated financial staternents date, the
registration of this deed to Company Registration Office was still in the process.

The Company's Articles of Association for appoittment of the board of directors and
board of commissionars were last amended under Deod No. 24 dated 4 Fabruary 2005,
made bofore Mercy Marota SH, MKn., substitlution of Harun Kamil SH, Notary in
Jakarta. As of the cansolidated financial statement date, the reporting of this deed to the
Mirustry of Justce and Muman Rights of the Republic of Indonesia was st in the
process. Please refer to Note 23.

The Campany commenced its commercial aperations in 1996,
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NQTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

1. GENERAL {continuod)

b.

Investment License

The Company operates within the framowork of Law No.1 of 1967 and Law No 11 of
1970 concermng Foreign Capital Investment.

in accordance with its Articles of Association and Decree Letter from the Capital
Investment Coordination Board ("BKPM™ No. 48/\V/PMA/1995 dated 12 October 1995,
the Company's objective s to provide facilities for and opeorata a mobie
telecommunications network.

The Company obtained lin Usaha Telsp (IUT) to provide basic telecommunication
servica based on Decree Lefter from the Capital Investment Coordination Board
("BKPM™) No. 437/T!PERHUBUNGANI2003 dated 20 November 2003,

In connaction with the expansion of investmont wath respect to facilitios supply and
operation of telacommunication natwork, the Company oblamed approval from BKPM
based on the approval letter for project expansion within the framework of foreign capital
investment No. 2431 1/PMA/2003 dated 20 November 2003,

On 7 December 2004. the Company obtained an approval from BKPM with regard to
the changes in service and production area pursuanl to the approval letter
No. 933/B 1/A B/2004. the changes of which was made with regard to the service area
modification as provided by the Law No. 36 of 1999 regarding Tolocommunication.

Operating license

The Company praviously held a principal liconse as a telocommunication services
operator of STBS (Sambungan Telepon Bergersk Selular}-GSM based on a Decree
Letter of the Minister of Tounsm, Post and Telecommunications No. PB-3D1/1124/MPPT-
95, dated 28 April 1995. This license was assigned to PT Telekomindo Prrabhakti,
which was established as a joint venture vath PT Telkom to operate telecommunication
services STBS-GSM with national coverage area.

Based on a deciswn letter of the Ministar of Tourism, Post and Telecommunicatens No.
PB.103/7/T/MPPT-85, dated 8 Septembar 1995 regarding the transfer of the principal
license as a telecommunication services aperator of STBS-GSM. the principal license
was transferred from PT Telekomindo Primabhakti to the Company.

On 7 Octobor 1926, the Minister of Tourism. Post and Telecommunications granted the
Company an Operating License for Basic Telecomeunications Services, as stipulated in
the Decree of the Minister of Tourism, Post and Telecommunmicalions No.
KM.BE/PT 102/MPPT-86. This kicense was replaced with the Modern License to operate
a cellular mobde network in compliance with the Decree of the Minister Communications
No. 158 of 2003 dated 7 May 2003. This license was granted for operating (i} a cellular
maobile network-GSM system and was allocated radio frequency bands 907 5 — 915
MHz combined with 952.5 ~ 960 MHz and 1710 - 17175 MHz combined with 1805 ~
1812.5 MH2; and (1) basic lelecommunicabions services. The validity period of the
license 1s untimited as kong as the Company comply with the current telecommunication
laws and regulations, which is subject to comprehensive evaluation every S years.




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES Page 7

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

1. GENERAL (continued)
¢. Operating license (continued)

Foliowing a principal license obtained by the Company for Internet Services Operation
based on the Letter of tha Dwrectorate General of Post and Telecommunications No.
3A5'PT DOXTEL/DJPT-2000 dated 24 February 2000, the Company obtained a license
for Internet Services Operation based on the Letter of the Directorate Ganeral of Post
and Telecommunications No. 235/DIRJEN/2000, dated 1 December 2000 which was
then amended by Decree of the Directorate General of Post and Telecommunications
No. 114/DIRJEN/2002 dated 24 May 2002.

The Company previously obtsined a principal license for terrestrial leased line
operations based on the Letfter of Ministry of Communication No PT.0036/11 PHB-
2000 dated 8 Seplember 2000. The Operating Licenses for Terrestrial Leased Line
Services were granted on 19 March 2001 based on the Decree of the Ministry of
Communications No KP.78 of 2001 which was then amended by Decree of the Ministry
of Commumications No. KP 166 of 2002 dated 27 May 2002. The Licanses were
replaced by a Modern License for operating a Fixed Closed Network based on the
Decree of the Ministry of Communication No. 159 of 2003, dated 7 May 2003 The
licanse was granted for operating a fixed closed network with fibre oplic and microwave
radio transmission systems with the access network compnsing wireloss, wireline and
other technologies

With raference to Telecommunications Law No. 361999, the Modern Licenses
menbened above were obtained o replace the existing operating hcenses. These new
licenses stipulate the rights and obligatians of the operator, including sanctions. The
validity period of these licenses is unlimited but subject to evaluation every 5 years
through annual  progress reports (viz revenue. network, performance, and
development),

Based on the lefler of the Directorate General of Post and Telecommunications No
1117:PT 00X TelVDJPT-2003 dated 21 July 2003, the Company cobtained a Principal
License for Operation of Voice Ovar Intammet Protocol ("WOIP7), which is valid for 1 year
starting on 1 September 2003. Based on the lotter of the Direclorate General of Post
and Telecommunications No. 207/Dirjen/2004 dated 29 June 2004. the Company
obtained a licanse to provide VOIP service which cover single stage and double stage
VOIP. The validity period of the license is unlimited but subject to comprohansive
evaluation every 5 years.

Based on the lotter of the Directorate Goneral of Post and Telecommunications No.
328V 1 2/DITFREKIN2003 dated 11 March 2004, the Company was allocated
additional frequency bands 1910 — 1920 Mhz. to be used for broadband wireless
ACONSS.

Based on the decision letter of the Minister of Telecommunication No. PT 003/4/24 PHB
2004 dated 18 Cctober 2004, the Company obtained a Principal License to extend the
operation of a mobile telecommunications network based an a third generation
technology ({3-G).

d. Basod on the deed No. 56 dated 10 November 2004 rmade before Doctor irawan
Soerodio SH, Msi. Notary in Jakarta, the composition of the Company's Board of
Directors and Board of Commissioners as at 31 December 2004 were as follows:
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

1. GENERAL (continued)

d. Board of Diroctors

President Director: Gerald Franos Rossi

Diwrectors: Rudantara
Kusnadi Sukana
Navin Sonthalia
Werner A Noz
Joris de Fretes
Arsano Putranto

Board of Commissioners

President Commissioner: Poter Sondakh

Commissioners: Yaya W. Junardy
Sugiante Himawan
Tan Tjoo Liang
John Noel Doherty
Or Lim Lek Suan
Shigery Daohi
John Paul Dedson

Following the acquistion of Nynex Indocol Holding Sdn. {the Company's sharoholder)
by TM International (L) Limited on 1% January 2005, on 13 January 2005 the Company
held an Extraordinary Shareholders’ Meeting with an agenda to appoint a new
composition of the board of directors and the board of commissioners of the Company
(refer to Note 23).

The Company's head office is currently located at grhaXL, Jalan Mega Kuningan Lot
E4-7 No.1 Kawasan Mega Kuningan, Jakarta 12950, Indonasia, and its subskianes are
located in Labuan, Malaysia and Amsterdam, Netherlands.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Tha consohdated financea! statements of PT Excolecomindo Pratama and its subsidarios
(collectively "the Group’) were completed by the Board of Directors on 28 Fabruary 2005,

Presontod bolow arc the significant accounting policies adopted in prepaning the
consolidated financial staternents of the Group, which are in conformity with generally
accepted accounting principles in Indonesia

a. Basis for preparation of the consolidated financial statements

The consolidated financial statements have been prepared on the basis of historical
costs and the accrual concept except for the consolidated staternents of cash flows.

The consclidated statements of cash flavs present the source and uses of cash and
cash equivalents according to oparaling. investing and financing activites. The Group
conswders short-term time deposits with onginal maturibes of three months or less to be
cash equivalents net of overdrafts The consolidated statements of cash flows are
prepared using the diwect method. The use of the direct method represents a change in
classification as a result of the application of the Capital Market Supervisory Board
(BAPEPAM) Regulation No. Kep-06/PM:2000 dated 13 March 2000 and MNo. SE-
02'PM/2002 dated 27 December 2002, Prior to 2003, the Group prepared the
consokdated cash flows using the indirect method.

Figures in the consolidated financial statements are rounded to and stated in thousand
of Rupiah unless othervase stated.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

b. Principles of consolidation

The consolidatad financial statements include the accounts of ontities controliod by the
Company and in which the Company directly or indirectly has ownarship of more than
50% of the voting rights. The subsidiaries are consohdated from the date on which
effective control was transferred to the Company.

Parcentage
of Country of Business
ownership domicile activities
Excel Phoneloan 818 B V 100% Netherands Firanc ng company
GSEM One [L] Limded 100% Mataysia Firancng company
GEM Twe 1) Limded 1CC% A aysa Firancng company
excelkomndo Finance Company BV 4 00% fyether ands Financing cOMmgany

Total subsichanes’ assets before elimination are as follows.

2004 2003 2002
Ewxcel Phonekan B'AR YV 20 527 885 2438581 592 3 188,352 454
GSM One (L] Lirmited I 179246877 203930 531
SSM Two (L) Limited g 175,246,873 203930631
Excelkcomndo Finance Company B Y 3302452 501 201,543 -

The effect of all transactions and balances between companies in the Group have been
eliminated in preparing the consolidated financial statements

The accounts of the subsidiaries domiciled outside Indonesia are translated into Rupiah
amounts on the following basis.

Batance sheet accounts are transiated using the oxport draft ransaction rate of the
Bank of Indonesia prevailing at the batance sheot date as mentioned in note 2i.

- Staterment of income accounis are translated using the average rate dunng the
period as follows (in full Rupiah amount):

2004 2003 2002
United States Doliar (USD) 8,916.67 861075 938300
Euro (EUR) 11.021.07 9,646 68 877132

The resultng differance arising from the translation of balance sheets and statement of
income accounts of the subsidiarios are recogmsed in the current period consolidated
statement of incarme, on the basis that the operations of the foreign subsidiaries formed
an integral part of the Company and as a result, the transactions of the foreign
operations have been considered as if they had been carried out by the Company.

The accounting poficies adopted in preparing the consolidated financial statements
havo boen consistently applied by the subsidiaries unless othervase stated.

c. Related party transactions

The Company and @5 subsxdianes have transactions with reiated parties. The defmition
of related parties used is in accordance with SFAS No. 7 "Related Party Dhsclosures”.

All material transactions with related parties that have not been eliminated on
consolidation are disclesed in the notes to the consobdated hinancial stataments.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
d. Revenues and expenses recognition

Revenues are recognised from the sale of starter packs for prepaid services, which
consists principally of SIM cards, upon sale to distributors and dealers or directly to
customers nel of value added taxes. Revenues are not recogmsed from sales of
vouchers for prepard sernces at the tme of sale. When a voucher is sold. the full
amount of airtime sold is credited, wathout deduction for any commissions. to the
"Deferred Revenue™ account. As prepaid customers use the prepaid airfime or upon
expiration of the voucher, the charges are debited from the “Deferred Revenue” account
and the amount used or expited s recognised as GSM telecommurnication revenues in
the income statemont.

Revenues for the use of the Campany's network by postpad customers, including
charges for aitme, local interconnection. domestic long distance, international long
distance and roaming. are recognised based on applicable tariffs and the durabon of
succossful calls made through the network. Revenues aro recognised at the sme whon
the service is rendered based on the actual usage of the network by customors during
each pernod,

MNon-usage revenues, such as monthly service charges and value added services, are
recognized on a monthly basis upon biling. Reverues from activalion fees are
recognised at the time of delivery of the SIM cards ta customers

Revenues fram mterconnection with other operators are recognised at the time when
tho service is randered on tho basis of actual recorded traffic.

Inbound roaming revenues from overseas telecommunication providers for cails made
and recaived by their customars an the Company's network is recognised at the tme
when the service is renderaed based upon apphcable tariffs.

Revenues from leased lines and internet service provider revenues are recognised on a
monthly basis upon billing based on prices agreed with customers. VWhen advance
payments are received, the amounts received are recorded as deferred revenue and
recognised as revenue when the services are provided

Revenues from VOIP services are recognised at tho time when the service is rondered
based vpon applicable tariffs

e. Trade receivables
Trade rececivables are presented at their estimated recoverable amount after an
allowance for doubtful accounts  An allowance far daubtful accounts is made based on

management’s evaluation of the status of the accounls at each balance sheet date
Accounts are wiitten-off in the period in which they are determened to bo uncollectible.

f. Inventory

Inventones, compnsing primarily of vouchers and SIM cards, are valued at the lower of
cost or net reahsable value. Cost is computed using the moving average methad.

A provision for obsolete and slow moving inventory is determined on the basis of the
estimated future sales of ndividual inventory items.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
9. Fixed assets and depreciation

Fixed assels are stated at acquisition cost. which inciudes any apphcable import taxes,
custom duties, freight costs, handling and costs, storage costs, site preparation costs,
installation costs, and internal labour costs less accumulated deprociation, oxcept land
which is not depreciated. Depreciation is applied from the dale the assets are placed
into service or when the assels are ready for service using the straight line method over
the estimated uselul lives resulting in the following annual percantages of cost:

Buildings . 5%, 12.5%
Network equipment . B.25%, 12.5%, 25%, 50%
Leasehold improvements : 25%
Office machinery and equipment: 25%
Furniture and fixturos : 25%
Support systems : 25%
Mator vehicles : 25%

Normal mainlenance expenses are charged to mcome of the current period, while
repairs, renovations and betterment which increase the useful Iffo of assets aro
capitalised.

Management conducts requiar reviews and ensures that the carrying amount of the
Company’s assets are at all times lower than their estimaled recoverable amounts.

The accumulated costs of netwark equipment are firstly capitalised as Assets Under
Construction. These costs are then reclassified to fixed assel accounts when the
assels are commissioned into sarvica.

The cost of upgrading software is capitalised and the praviously recorded balance is
written off at the time the sofware upgrade is performed

When assets are refired or otherwisa disposed of, thew carrying values and the related
accumulated depreciation are eliminated from the consolidated financial statomoents,
and the resulling gains and bsses on the disposal of fied assets are recognised in the
current period statements of income,

h. Bond issuance costs

Bond issuance costs are directly deducted from the issuance proceeds in the
consalidated balance sheets as discount and are amortised over the period of the
bonds.

i. Foreign currency translation

Transacbons danomnated in foreign currancies are translated into Rupsah at the rates
prevailing at the date of the transaction

At the balance sheet date, monetary assets and monetary liabilties denominated in
foreign currencies are translated into Rupiah using the export draft transaction rate of
the Bank of indonesia prevailing at that date. The exchange rates of the major foreign
currencies used, are as follows (in full Rupiah amount):




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES Page 12
NQTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

i. Foreign currency translation (continued)

2004 2003 2002
United States Dollar (USD) 5,290.00 8,465.00 884000
Euro (EUR) 12,652.06 10.643.06 9,369.58

Realised and unrealised foreign exchange gains or losses, arising on transactions in
foreign currency and on the transiation of foreign cumency monetary assets and
liatulitias, are recogrised in the current yoar statements of income.

In 1997 and 1998. as permitted under Interpretation of Stalement of Financial
Accounting Standard (ISFAS) No. 4 “interpretation of Paragraph 32 of Statement of
Financial Accounting Standard No. 10 on the Allowed Alternative Treatment for
Exchange Diffarence”. certain foreign exchange losses are captalised inlo the cost of
fixed assets, in recognition of the severe depraciation in the vaiue of the Rupiah against
the US Dollar. The statement has been revoked effective 1 January 1999 and all foreign
oxchange differences in 1999 and subsequent yoars have been charged!(credited) to
the statement of income.

j- Taxation

In accordance vath Indonesian Taxation Law, cotporate income tax 1s caleulated for the
Company and each of its subsidiaries as separate legal entities (consolidated financial
statements are not perrmtted for compubng the corporate income tax).

Deferred income tax is provided using the liability method, for all tamporary dfferences
anising behweon the tax bases of assots and liabilities and thair carrying values for
financial reporting purposes. Currently enacted tax rates are used to determine defarred
income tax.

Deferred tax assats relating to the carry forward of unused (ax losses arae recoqnisad to
the extent that it is probable that future taxable profit will be available against which the
unused tax losses can be ulilised.

Amendments to taxation obligations are recorded when an assessment is received or, if
appealed agamst, whan tha results of the appeal are determined.

k. Employee campensation

Employee entilements to compensation in relation to the current manpower regulation
are recognised when the employoes meot the criteria set out in the feguiation. A
provision far ermployee compensation is made for the estimated liabikty as a result of
past serviices rendered by employeos up to the balance sheet date and is calculated
based on the existing Manpower regulation.

I. Retirement benefits

The Company's contnbutions to a defined contribution emgployee pension plan are
recognised as expenses when the contnbutions are paid or become payable.




PT EXCELCOMINDO PRATAMA AND SUBSIDIARIES Page 13
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002

(Expressed in thousand Rupiah)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
m. Basic earnings per share

Basic earnings per share is computed by dividng net income by the wesghted average
number of ordinary shares oulstanding during the year.

n. Management's use of estimates

The preparation of the consolidated financal staternents in conformity wath generally
accepted accounting principles requires management to make estimations and
assumphions that affect the raported amounts of assets and liabilitles and disclosure of
contingent assets and liabilities at the date of the consalidated financial statements and
the reported amounts of revanues and expahses duning the raporting year. Actual
results could differ from those estimates.

In 2002, the Campany revarsed cerain accruals made in previous years as the actual
charges were lower than the original estimates made The reversal, amounting to Rp
111 billien (full Rupiah), was creditad to the 2002 consolidated oparatng mncome.

In 2004, the Company also reversed an accrual made in the provious yoar as the actual

charge was lower than the original eshmate made. The reversal amounting to Rp 18
billion (full Rupiah) was credited to the 2004 consolidatod oparating income.

3. CASH AND CASH EQUIVALENTS

2004 2003 2002
Cash on hang o A7074 _ A06X6 848710
Cash in bank
Rupiab
Thrd parties
- JP Morgan Chase Bark 52,083 793 248,386,080 26.589.61°¢
- Bank Central Asia 34158 672 26,508,509 6.053.620
- Banak Danarman Irdanesa 2808 451 4 318 701 27397 854
- Bank Lippo 2165 184 2025140 1,990,506
- Others 2959 163 1063879 1,824 943
US Dollae
Thed party
- JP Moman Chase Bark H4.127 882 324034 559 20563173
ER107 025 SO7 304 AS0 58,300 622
Time deposits
{matanty vattun 3 monthng
Ruguah
Thrd partes
- JP Mergan Chase Bank +50.00C D00 50 000 000
- Bask Ganamon Indonesa 25 000G Q00 -
WS Dntige
Therd party
- JP NMorgan Chase Bank 92 9CC OO0 85 400 000
257,900 000 138,400,000
425,806,773 604,145,479 106,646,332
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002

(Expressed in thousand Rupiah)

3. CASH AND CASH EQUIVALENTS (continued)

The annual interest rates of the above Wme deposits are as follows:

Rumah deposd
Us Dollar deposit

Domestic partners
- PT Telokarmurikas: Indonesia, Thk
- PT Telekarmurikas: Selular
- PT Satelt Palapa Indonesa
- PT Rade Tewpon Indoncsa
- PT Incdosat Mult mecha Mobsip
- PT Telemayva fAsia
It USD and Rupmah)
- PYT Gersang Oata Lintas Benua
irn USD and Rupiah)
Oihers (e USC and Rumal

Intemational partners
US Dollar

Sirgapoce Telscormmusnic atons Lirmted

- Mas Mobie San 8hd - Malaysa
- Starkud Pe L0 - Singapore
- Telstra Corporatan Ltd . Austraha

- T.Mohe Deutckiand Grps - Germany

- Qthers

Allowance for doutttul aoccounts
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TRADE RECEIVABLES - THIRD PARTIES

2004 2003 2002
6 5% . & 5% 11%,
120% - 1%
2004 2003 2002

32,727 481 86 021 041 70,258,307
0473632 13.358.905 13.475 306
8.888 524 7.780.870 5,968 853
1.041 957 570.438 1802 164
3718 924 A4 108 220 3Mm
354,849 2,205,499 1,824 860
2071 782 2429567 3242355

. A9.048.71% 020,454 21.049.014
107 363 244 193,207 680 118,345 372
1.831021 2.396 989 2541433
AN 570 699 535854

518 903 818 408 433 096
1525883 725500 540,307
530 815 71,238 456 360
14,452 288 10,440,770 709232
CIRIT0IY 12443582 UEM0
1A ora s 148 601 242 120 881 4H3
(9,726, 90N (4,583 440) (2,070,390}

117,349 01

143007822

127311103

¥

Trade receivables were pledged as collataral until 27 January 2004 as described in Note 9.

Aging analysis of trade receivables is as follows-

Cuarrert

Cverdue 1 - A0 days
Overdue 31 - &0 days
Cverdue - £ 9ayg

2004 2003 2002
CELE A 120 950 A0 125 132 gal
10126 285 1174 031 1870360
3,788 063 B8 312 Gr913%
R LU - B ) L AREIY 484 WA
AT078 022 143,651,262 120,381,483
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

4. TRADE RECEIVABLES - THIRD PARTIES (continued)

Changes in the amounts of the allowance for doubtful accounts are detailed as follows:

2004 2003 2002
Altowance for doutaful
accounts — beginming Y 563 440 200380 4704330
Bad debt expenses 5002 B7% 3533.000 2042902
Daubtful debts written oM [B7C. 417 (9940 (4,676 852
Allpwance for dowbtfual
wcegunts - ending 9,725,802 9,563,440 070,280

Basad on a review of the status of the indindual receivable acoounts at the balance sheeat
date, management believes that the allowance for doubtful accounts is sufficient to cover
losses from the non-collection of the accounts

5. OTHER ASSETS

2004 2003 2002
Restncled bank geposats 95 082 500 50,831,290 8 8503 00D
Cowngaymert 10 supphers 171,185 872 64,790 620 61,965 668
Prepayments ~ lang tetm parion 1686 852 681 117,364 735 B4 543 350
DCoesfestrend chages, 4 4538 927 8804 737 2158875
Goods in transit . 9 388 04 -
Cihers 5 540 B85 g 443 408 4 581 128

443 ORC 188 2R 202 7ap 1721 MR
Deducted by
Restrcied nank ceposts - curont 144 531 250 44 531 250y -
Other assets - non curent 9,569,118 21257150 172199018

Rastricted short term bank doposits for the yoars onded 31 Decomber 2004 include the
sinking fund for the bond interast payments amounted to Rp 44,531,250,

6. FIXED ASSETS

HH 22004 _
Dperding batance Ending balance

£10172004) Additions (Disposals) Transfors (3371 272004 }
Déract ownarship
Cast
Land F2 508 024 LN 0 e 10606 447 02 6% 1549
Blidings R reE Lur? 33547 . a9 839 JTIV1R24
Ketwork Bou penent §.222 794 bR 1457 T4B P22 (20004 245 247 061 517 T HIT 32y 3082
Lensehrad improve ments 67 454 O4f EI -2 ] L I LR rap 108 4PN Y 1ad
Offze machinery and

e pmeni 147 209 B I L [RIER KRR TIST £l g0 IR )

Fumture and Axiwes 13091 828 31724652 (8337 131, 541728 13 465983
Support syStems T1 622 161 14 385 547 . 1810925 A% BT 643
Mator vehicley LR L RRAALD L1000 : LmAMAN

6656631 45% 1557 £43 574 139621 355! 260,203 727 8 435 157 &05
Assels wider carshiuchion 57 1 641 St 556 590 (A -H 1260 203 7 2% 2B5 076 195

7a¥,113 190 1249 400 464 57 379 06%: 5077 § X}
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002

{Expressed in thousand Rupiah)

6. FIXED ASSETS (continued)

Accumusialod dapt ectati on

Buslings

Hetworh equ prnert

Le aseboid imge oue ments

DM e machinery and
riment

Fumityre ang fixteps

Support sysiemg

Moty vehiCles

Mot haok value

Dot owmnarship

Cost

lang

Bulings

Fedwork pou pement

Lenserod improve ments

Othze rmachinery nnil
eaugmeni

Fumgdure ane fixivres

Suppor! syslemns

MAon vehcles

Aaorl s uider cansdiachion

Accumulated depreciation

Builtings

NETWDM BQu pmert

L e asehaid imgrove mects

Citfee machinery ang
eqpmeni

Famadture ane v es

Support synemns

Molor vehicles

Not booh value
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NN 22004
Opening balance Ending balance
{11 2004) Additions (Disposalsl Transtery 13111 202004)
16,004 353 12707 426 - SR80 OvE
12 600 4497 625 #9037 33 (R EL el - 240 455042
43.762 08681 112334 3 t 107 855 - 154 088 had:
132 751 348 129 &57 Q9% TS0t 288 1114 807 155
15 554 522 1250 T 7 ME N4 - CE 1AM 27
AL R 80T 116 30 165 . $B8 442 DAY
17,013,003 L7458 9431 109 349 (24 371 B9
DAL TR LY RN LG T S PR - SRR JEE, (K
4413,350.491% SATING 055
I 22003 _
Opandng hakance Ending balanca
(11, 2003) Additinns (dsposals} Translors (341 2003}
S ThN 47 18370 048% L AR 1845002 AR O

19 651 8546
& G4 vy 944
S RI1 704

MY 11y
BT Il KA ETH
kel e

e 476 948

1025 BOY
SO0 U4 S13
B4 A0

(HEENETY 24 S43 444 V106 AE Y Ml B

B27R 042 4412 352 1956 0 1298 928
57 471 385 1t GBS 182 2085 293
PESR T ] MR 3400 T4

5 262974 507
e BRI TEINSR

G2 FNG 73T

A5 80% 129

e SR 162452

1108 D77 AGy

115 A6 205!

1y 616 2 oE:

514 361 ¥

BLALX [543 0

10 Fag 5l
200 U By
B 144 U4

147 Bl hidy

[ERUAE W

L2 e
e AR Y
6 B56 621 45D
e 2 A8 1041

R B 21 i

13R32 TEL

11 8O0 459 064
135 400

164 &80 578

18 168 T

129 638 542

N L1085 63

A o T Y AL
4,173,127 554

12375 888
B 070 THY

&ii0 369

U

BN BED
12 EOY 4G T BDS)

A 435415 RE I (4 FED ORR:
R R R TG a6 5 G057 157751 348
1240 ng ELTERUR & hE4 4T
125702y G w37 A2 146 88T
LE93 g 44800 AR AR N

ATAT 5

1594205

141235296
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002

(Expressed in thousand Rupiah)

6. FIXED ASSETS (conlinued)

o 9ct ovmorship

Cosq

Lang

Bullangs

Hetwoi ooy prmeryt

Lensehoid imeeowements

Qmce machinery ane
eerofmenl

Fumadure ang ixiures

Support systems

Keoior yehocles

Asnel s urdes consiruchon

Accumulated depraciallon

Buings

hoelwirh egu pners

L# asehad impecne me s

Qe machinery ang
prpapment

Futrdure andg Sxties

Support systerns

REXOr vohicies

Mol haok value
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44,085 473
19,0148 44

13 077 ORG

11 F0 4oy

208 A2D

NN 22002
Opening baance Ending balance

(112002 Addilinns {Odsposils} Transinr< {J$:/12:7007}
32 007 T 20197 716 . 29547
18 927 &35 F44 1 - &R 70D 19 65 8RS
34D 605 188 1 A 046 986 172 T4 TR 291 TTE AT 4 D40 155 944
& A1R 42 # 454 OR [ D03 45 I R R 8
13 R35 S P A L B - B W Pl s nay

4 115 904 30427 052 114 BAL

3750 562 488
- TIRALEY

1236 237 402
405482052

L T1%43%

BILAA I

300 202 744

3002744

L

£200 974 547

L B39.7R2.140

LA TES AT

372,105,456

11,609 404) 14 B33 35%) . 1837 763,
211328 0TEE 642 080 895 52 560 BT . \* BOC B5D BG4
118,507 4271 110 T36 450 7287 <73 7m0 (35 358400
1IN 4T &N 118 453 974 L 048 par - 1A% BAA KR

12 650 27Re 14302 74T . VT3 200 4166275

BRI LR T AEY - - M HA NaN
b 403 PR RPLE PRI IR A
Yuiious sy TS hd_ 49 05 5 447 639,143,

A 172137 554

The Company owns several pioces of land located throughout Indongsia with Building Usec
Rights (Hak Guna Bangunan or "HGB") for periods of 20-30 years which will expire between

2008-2033.

Managemant believes that thare will be no difficulty in the extension of the land rights.

Assets under construction

Assets under construction consist af:

Metwark sauiprment
Moo metwork equipnment

2004 2003 2002

531 406 937 571085 42 832813905
5,549 259 22685 549 5,568 215

86,978,198 STl481.841 839,782,140

Assets undor construction mainly represents new cquipment comprising Base Transceiver
Statons (BTS) and other equipment which is still 1o be installed and are being nstallad.
When the equipment units are finally mstalted, thesr carrying values are reclassifred to fixed
assets (network equipment)

Management believes that there are no significant obstacles to impede the complotion of
assets under construction mentioned above
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31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

6. FIXED ASSETS (continued)

The calculation of the loss on sale and write off of ixed assats is as follows:
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2004 2003 2002
Cast 57 I7S9E3 10816 228 TEA1J8 1537
Accimwinied depreciation CDOAA T ' Ao AT v54 840 806!
rHet book walue 728252 15011 645 2127633
Sales and inserance proceeds o A0 ERL e e Tal 5457 890;
Loss on sale ard wrde off ot
fued assets 15,449, 230 15,785,200 14820447

Fixed assets ware pledged as collateral untl 27 January 2004 as descnbed in Note 9.

As at 31 December 2004, fixed assets of the Company and subsidiaries are insured by
insurance policies covenng “property and all risks and business interruption losses” tor USD

820 6 million which management bebeves s adequate to cover possible losses

in 1897 and 1598 the Company capitalised foreign exchange losses into the cost of fixed
assets amounting to Rp 147,949 million {full Rupiah) and Rp 492.751 millon (full Rupiah),

respectively (Refer to Note 2i),

Inciuded in the fixed assets net book value of the Company as at 31 December 2004, 2003
and 2002 were the remaining balance of foreign exchange losses capitalised as mentioned
above amounting to Rp 81,653 million, Rp 156,248 million. and Rp 240,324 miltion (full

Rupiahy}, respechvely.

7. TRADE PAYABLES - THIRD PARTIES

2004 204003 2002
Rupiah 50 543 626 1375124 2 149 352 502
Faregn curtencies (reler to MNove 20 A48 406 X% 24,000 675 335,140 464
09 943,64 401,133,998 475,492,506
8. OTHER PAYABLES AND ACCRUALS - THIRD PARTIES
2004 2003 2002
Interest payatie 157 630 * 77 45 243,003 174165 147
Cusinmer deposits and
LS DPYILRITAL G SOTCDS S5170 702 3 17T GO0 2T A0 GRS
Cthers 1EN AT B R 47H) Fad

XA 425,204 MS185,106

44,5270
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

8. LONG TERM LENDERS LOAN

Page 19

Long tesm lerders loan
Less cutrenar matunties

L.orig term porhon

2004 2003 2002
2470 105 8345 3274633820
A 5 4 000 134,100,000

2,00%,130,836

3,140,833,820

in 1997, the Group entered into a loan agreement with a syndicatron of foraign banks for a
secured, senior debt, mutlti-cradit facilty of USD 400000000 to finance its network

construction

On 21 May 2002, the Group restructured all of s obligations with the banks and its major
network equipment vendors involving modification of the term without transferring assets or
shares and with no change to the carrying amount of the liabilities. Thore is no gain and
related income lax effect ansing from the restructuring.

Details of long term lenders loan facilities as at 31 December 2003 and 2002 are as follows:

The Lendsrs
Syndicated banks
Old loan principal
Capitalised interest

Major vendors
Qutstandeing old payables
Captalised interast
New facilty

Swap costs

US Dollar

175,000,000
39,864 398

35.750.981
5.982.726
120,000,000
3.275.000
379,873,105

Dunng 2003, the Company draw down USD 10,549,411 and repaid the tollovang amount of

the long term lenders loan:

Month Amount in Amoaurt in
UsbD Rupiah
June 2003 UsD 7.500000 Rp 862092500
November 2003 USD 70.000.000 Rp 584,550,000
Decernber 2003 UsD 7.500.000 Rp 64,027 500
Rp 720,770,000

The interest is payable quarterly al a certain
below) over 3 months USD LIBOR

000 2001 007
e Money HiA 2 75% 2 Th%
Exsting Dett < 0% 2 50% 2 50%

interest rate margin {as shown in the table

2063 X604 05 006 2007
2TS%  d75% 4TA% 5 T75% .
250% 0 350%  4S0%  S50%  540%
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NOTES TO THE CONSOUIDATED FINANCIAL STATEMENTS
31 DECEMBER 2004, 2003 AND 2002
(Expressed in thousand Rupiah)

9,

10.

LONG TERM LENDERS LOAN {continued)

In 2003, the restructured credit facilities were collateralised by assignments of all the Group's
assets and a pledge of 51% of the shares of the Conpany by the sharchokders {2002: 82%:)

On 27 January 2004, the Group repaid the entire balance of the loan amounting to USD
291.873.105.21 (Rp 2.470.705,836) to the londers using the procoods of its USD bond (refer
to Note 10) and the entire security/collateral on the Group's assets was released.

LONG TERM BOND

On 23 October 2003, the Company issued 3 bond known as Obligasi Exceloom | Tahun 2003
({the "Excelcorn Bond") with 2 nominal amount of Rp 1.25 trition (full Rupiah) The Excelcom
Bond is divided into series A bonds with a fxad interest rate of 14.25% p.a and senes B bonds
with a fixed interest rate of 14.25% p.a for the first and second year and vath a floating interest
rate for the third until the fifth year, which is calculated based on 5Bl (Sedtifikat Bank Indonesia)
interast rato for a poried of 3 months and includes a fixod premium of 5% cach year, providod
that such floating mierest rate shall not be lower than 11% nor higher than 17% pa

Tha interest s pavable on a quanterly basis commencing on 21 January 2004, and the
Company 15 obliged to make payment of interest 45 days in advance of the last day of each
interest peniod. The Excelcom Bond is unsecured and ranks pan passu with the Company's
other unsecured creditors. The Excelcomn Bond is listed on the Surabaya Stock Exchange
and maturas on 21 Octlober 2008. The Company is required to comply with all covenants or
restnchions inciuding maintaining consolidated financial ratios as follows

1. EBITDA to net mterest ratio should be at least 4 times for 2003 - 2005 and 5 times

for 2006 - 2008
2. Debt to EBITDA ratic should not exceed 3.75 times for 2003, 3.5 times for 2004 —
2005 and 3 timos for 2006 - 2008,

As of 31 December 2004, the Company was in compliance with the covenants

According to a letter from PT Pemernngkat Indonesia ("PT Pefindo’) No. S10/PEF-
OiVIIl2003 dated 28 August 2003, the credit rating of the Excelcom Bond is idA

Following the repayment of the antire batance of the long term lenders loan in January 2004,
PT Pefindo upgraded the credit rating of the Excelcomn Bond to idA+.

PT Bank Permata Tbk is the trustee for the Excelcom Bond issuance in accordance with the
conditions set in the Trustee Agreerment between the Company and PT Bank Permata Tbk.

The Company applied USD 70 mitlion (Rp 594,650,000) of the net proceeds of the Excelcom
Bond to repay a portion of the long term lenders loan on 17 November 2003 (see Note 9).

On 27 January 2004, the Company's wholly ovvned subsidiary. Excelcom Finance Company
B.V. issued USD 350 million of 5 year notes (the “Notes’). The Notes are listed on the
Singapore Exchange Securities Trading, Ltd The offering was priced at 99 495% with a
coupon of 8% and yield of 8.125%. The difforence betwoen the nominal principal and the
issuance prico was deferred as bond discount and is being amartised over 5 years.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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{Expressed in thousand Rupiah)

10. LONG TERM BOND (continued)

Interest is payable semi-annually in arrcars on 27 January and 27 July of cach year,

1.

commencing on 27 July 2004, The Notes mature on 27 January 2000
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The Notes are unsecured senior obligations and guaranteed by the Company on a senior
unsecured basiz. The notes have been rated B+ by Standard and Poor's Ratings Sarvices

and B2 by Moody's Investors Service, Inc.

The Company is required to comply with certan conditions, such as Iimitations on assets

salo/lcaseback transactions.

As of 31 December 2004 and 2003, the amounts outstanding were as follows:

2004 204003
Exceicom Gond - (UR Re 1250000000 Rp 3 290000 00
Exeekor MNotes . USO Ry 3,251,500 C00 R"p .
Re 4501500000  Rp 5 250,000 000
Lrame e disce.nt Ry (DA 1M "/p (6,847 iR
Ry 4430510788  Rp 224,132,082

PROVISION FOR EMPLOYEE COMPENSATION AND EMPLOYEE COSTS

a. Provision for employee compensation

2004 2003 2002

Prayveaon foo empkaymes compensation .

gegier ey buance 3490 548 8 382 314 H 438 B37
EMployed COMPENSasicn Peperse 810 100 1988185 284112
Pravmior reversal - {8 382 214y .
Payment 10 empicrees 1521 395 PR 61T |55 a4
Frgymsion oy employen compensaon -

endirg balanoe 11,151,533 3,402,544 G,o82.514

Management calculated its obligations for the 2002 and 2003 employee compensation in
accordance with the Ministry of Manpower regulation No. Kep-150/Men!2000 {for 2002)

and Law No. 13 of 2003 relating to manpower (for 2003).

Management calculated ds obligation for the 2004 employee compensation using an
- PT Watson Wyatlt
Purbajaga, using a Projected Unit Credit method and with reference to Lawe No. 13 of
2003 relating to manpowar, and the Company's Collectve Work Agreement (Kontrak
Kerja Bersama) and taking into account the employee compensation available from tho

assistance of an independent actuary, Watson Wyatt Warldvade

Company's contribution to the Pension Plan

Actuarial assumptions used are as foliows.

2. Discount rate ~10% pa.

b. Salary incroase ratoe - B%pa

¢ Interest rate accumulation 8% pa on DC account

d. Mortality table Comymessioner’s Standard Ordinary 1980 (CS0 '80)
€. Normal pansion age 56 years
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11. PROVISION FOR EMPLOYEE COMPENSATION AND EMPLOYEE COSTS (continued)
b. Defined Contribution Pension Plan
Starting April 2002, the Company entered ino a defined contribution pension plan
organised by PT Asuransi Jiwa Manulife Indonesia. This program is provided for all
permanent employees who were under 30 years of age at the commencement of the
program in Aprii 2002. Contributions to the plan are 10% of the net base salary
compnging 7% from the Company and 3% from the employee.

c. Employee numbers and costs

2004 20K13 2002

turiber of employers [empkiyees 1543 1815 1355
Total empicyee costs fin thousand Rupah)

Satar-es and Alowances pu SR B 168 A0 144 147 0085 G148

Company s coninbution to Persion Plan 8678 455 5 258 8ca 2999 473
Trternal labout cost cagtal s as partol

Ime fxod assebs cosin 150168 001 10101 771 o) S04

Tolal empicyee costs [1n thousand Rup.ahs 224,04g B2 173,784,726 144,078,512

12. SHARE CAPITAL AND CAPITAL SURPLUS

The Company's sharehoiders composition as at 31 December 2004, 2003 and 2002 is as
follows

Number of shares Amount in Rp %
PT Teimkarrndn Prrabhiskt: 1 355 D00 339 750 000 00
Mynex Lngocel! Holding Sdn 523115 13C 803.75C 31
AL dindoresa) Lt ZB7 8RS F1813.78C 127
Mtsu & Co Ltd U < BTN < Wit -~ B 3R
2,065 30 e 200,000 1000

in 1995 and 1996, the sharehoiders subschbed for an aggregate of 453,000 shares, par
value Rp 250,000 each (full Rupiah). at a total subscription price of USD 250 million (full
uem The mlbm-nptnon price was converted to Indonesian Rupiah at USD 1.00 = Rp 2,265
FH Meentbe b cosksean aabe srandated by the shareholders agreement, and issued the
R VR R AL Lwwaaad i Aupiah) each for an aggregate price of Rp 566.25 billion {ful

onwesay declared a three o one stock dividend resulting in the
IssUaNce of an addmonai 1.812.000 shares and the transfer of Rp 453 bilion (full Rupiah)
from the capital surplus account to the sharc capitai account.

'!'“ ramainimy R 11 7% G’JG " thﬂ r:pﬂal surplus account tepusenls e agyregaiv
! : o et - Tsmbkolan axchange rate on the date the paymant of
Faonento R ves PCudve @i e waghiange rate mandated by the shareholgers

EEIES LR R R P

Fallowing the acquisition of Nynex Indocel Holding S iy T sy T R FEFHE
January 2005 {refer to Note 23), the rame of Nynex Indans] Hr*'-' mn °-‘r A -'"w'vr’ s
indocel Holding Sdn
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12. SHARE CAPITAL AND CAPITAL SURPLUS (continued)

Page 23

Starting 11 January 2005 the Company s shareholders composittion is as follows:

Number of shares Amount in Rp “
P Teiekormrmndo Pormabbakl 1 359 00 236 7 OO (S ]
Indocel Holging Sdn 523 215 130803 750 IS
AlE {ndonesia) t.ta FAT 55 1913750 177
Mtsun & Co Ll Sr 230 w3180 500 4.2
2,265.000 33230000 1000
13. BASIC (LOSSVEARNINGS PER SHARE
2004 2003 2002
Met (losslhircone aficrbutable to
the sharetaigers L 1G0 fehy 4040 Ve T4 06 oS
Weqghted assrage namber of
ofzimary shares ouista ading PN L. 235,000 o 235 D00
Basic (loss1ie3mings e’ share (ful Rupian) (& 120 176,620 J28 162
14, REVENLIE
2004 2003 2002
GSM Telecommurication servce
Usnage 1536 320 717 1375182077 * 385 400 904
Monthly spv o charge WA15 07 Q5485 304 ST 075 444
Dithiers, IAT O3] 450 PG R g 414 100 775

GSM imterconnection service

Dornestic interconnect-on
Intetnatienal raarimy

Gross GSM rovenue
Uther SSN telecom e Cabon crarges
I"tercornechon charges

55M revenue net of intercannect an charges
ared alher GHN felecarmnier cahon LA et

Qther e.0oommanc alion serines reeae
L raseaa hres
{marngt seqvCR provider
Others

31086 (everu® 120 othel
te'ecommpr cahen serares

Other 18 ScoMnvancans services oost

2204887 R

809 945 418G

1826 5768107

540 906,318

*HDS R 10

40DB 857 204

123981004 180,021,340 145, 778042
THE.e8 T GG.907.859 944,437 D26

2067 590 972
RREEEY EET

{359 870 518

2509 502 780
TR

[2C5 653831

AT 104157
(L2 du 3

1287 844 4DD1

Soaacan T

~ 193 063 a8

S 130 408 BT

55 556 2I7
13955 w7
23800

N9 545 290

R L]

T8 B16 6A4
IR R
Ca,000

B 703 RIS
2873048
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14, REVENUE (continued)

Revenue fror ather leleca g Lahan
sorvoes red of other telrncommunication

SErv otrs Cosl

Nt revenue

15. TAXATION

Page 24
2004 2003 2002
GLe19edt 0690780 B36445Q

Prepaid laxes

Vatued added tax - ret
NEGTW 1ases
- Al 25
At 13
- Amicle 22

Taxes payable

Corpeeate iIncarme tax
‘mromre fax payabe artice 25
Less prepadl tax

Corporate incarre Lax payibie

Cansist of
Lot ate wio o 1ax payale
- The Company
The Subscdunes

Empioyee income tax [artkcie 213
‘Withhokl ng Lax on rent and
other serv 2es (3 1cle JI20)

Tow parviih: o rplition B the

Q008 corpetate income 1ax #3:ustment

Yaue added tax - ret

Corporate income tax benefit{expense)

Trent
Detarreg

AN TR OT
el e .C’fB

21038772630

2004 2003 2002
21107 684 20380 325
28 007 634
26 547 855 13875133
B4.070.854 13,875,133 20,380,320

_2004 2003 2002
1002670 10A 510 411 TR 447 350
5 589 1C
- . 130,600,547) (14,076,657;
1043870 29,399,274 64,340 403
- 28.068 293 G3 808 085
10231970 200,991 532 207

4718 740

1) 244 A7

A7 257

17 44 T

1958 730

26,937 187

EREITR® T
- 2403 401
22087 Bl 41,460,914 H2,256,41B
2004 2003 2002

11144 300
1,087 006

116 214 555,
LRl N

TOOE BTN
(244 91, 250,

£3 727

(189 233 8.71)

{323 874 041,
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(Expressed in thousand Rupiah)

15. TAXATION (continued)

¢. Corporate income tax benefit{expense) (continued)

Corwmst ol

The Campany
—uent
Detecreg

The Subsichares
- Larrory
Letetred

2004

2003

2002

1297 '7%

e P

N
T

LS
e, L

10" T80 420)
LA B0 20500

(199,253,821

17 a8d Be3)
(244 B3 268

AT
! [N

333674801

The reconciliation botween the Company's income tax bencfiti{expense) and the
thearetical tax amount on the Company's {loss)/income befare income tax is as follows:

Corsohdated Vlossiincome betae
SO Sk

Lesd Nl rcons bedare tax

iLossincome belore income tax -
the Comgpany

Tan calculated at progressive rales
T Subyedt 16 hiva tas
Nor deduchble expeases
P ged? Lax adjustirwent
ncome 1ax benett!(oxpeonse;
The Company
Subs.giares

~

sabsachia ey

2004

2003

2002

SRS 4T

TR QST 470

T ORT 16 166

14 T8 e {3,414 845) (2966 740

154 391 *44)

586 542 627

1064 194 426

1 X776

IR B R ]
52977

1175 845 7aa;
L0 A4y
114 211 287

131 240 828
S LG
(7 506 547!
1,169,245

1188 106 585)

1322 657 21

B W i 30 e 4 LA 2
(189,233,821} (303,874 .04

A reconciiabion between the Comgany's (loss) incorme belore income tax as shovan n the

woenstiated fitancal staternents and the estimated faxable (loss)income for the years
s=424 31 Decermnber 2004, 2003, and 2002 are as follows:

LLBSSINNCCAW helore nceae tax

Jerpony g ditfere noes
DhBezeaee brtween commercial and
heca deprecation and armortainn

Oitference batween comme et and
hiscad (gainlfioss or disposal of
asnets and sissels wete of

Permanent odferences
Hor-deduchble experses
‘nterest incone sabyect i hnal tas

2004

2002

)
o
Je
i
1y
-

11106407

101,754

* 0G4 104 420

=]
s

35 914 570

{135,578 TRA]

T2

L3 0N 2150

DARA LR LI

FE113 A

R 1% [ Y
50087239
1001 001 BAd)

47370 943
RN} XY} JELN )

.. 0542550

534 023 068

25 655 187

e LV NG SN

BUURLLE AL

B0 119 520
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18. TAXATION (continued)

¢. Corporate income tax benefit/(expense) (continued)

Page 28

2004 2003 2002

Accurralated tax bsses
1667 121 182 662
1668 - (940 043 053
00 (381 350180
UGt e - o RIB YR

SR P Y|
Puor year adjustment A A
Taxable (loss)incorme (221,001,884 364,023,064 WL E4 81N

The Companys 2004 annual tax rotrn will be reportod in thoe beginning of 2005 in

accordance with the existing regulation

. Deferred tax liabilities

NN 2003

Charpged to
consoligated
stitement of

neomea

3111212004

Dulference between commermnal and

f-scal depreniataon & armprhisaton {0 457 415

165 078 205

(164 485 G0S)

Tiw Krssten 58 515 585 G5 315 5685
(90,487 416 1287178 (845,170,240
Charged to
consolidated
statement of
N 2002 ncome IMNVN03
Tnlference between commernal and
bscal degreciatan & amorhsation 120,548,150, (PR 019, 263) (90,467 418
Prier year
adjustment
charged to the
current year Charged to
consolimlated consolidated
statemeont of statement of
3114 27001 Income ancome J1712t7002
b ences behween commercial i
I scal dieprecialan & awroms.aton gl aiahty | 356 5500 LT E 0 R D - et
Tar lasses rarmed-foraard 180627 B0 1505803 182,133 505)
LA M 116G M2 [OAL NS TR I PR R L R
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15. TAXATION (continued)

e. Tax assessments

1998 Fiscal Year
On 22 October 2003, the Directorate General of Taxaton {DGT) issued a nil tax

assassment for the 1998 corporate mcome tax year. This assessment confirmed the 1998
tax boss of Rp 518,095.500.

The difference between the tax loss canfirmed by the DGT and the tax loss per the
Company's books amounting to Rp 30.947,463 was adjusted in the 2002 Annual Income
Tax Retuin resulting in an additional payment for 2002 corporate income fax artcle 29
amounting to Rp 6,655998. This was charged to the 2003 consolidated statemont of
income and was paid on 15 January 2004.

2000 Fiscal Year

On 15 Apnl 2002. the DGT 1ssued a lax assessment confirming an averpayment of the
Company’s corporate income tax in the amount of Rp 215.106. This overpayment was
then compensated with underpayments of various tax assessments for the same fiscal
year, i.e withholing income tax arlicle 21, article 23/26, and final income tax article 4(2)
payable totalling Rp 334,829. The Company paid the underpayment of Rp 119,723 on 17
Apnl 2002 and charged 4 to tho 2002 consolidated staterment of income.

2001 Fiscal Year

a. On 26 May 2003, the DGT issued tax assessments for withholding income tax
articles 21, 23/26, and final income tax article 4(2) which resulted in underpayments
totalling Rp 24,803.577. Tho Company paid Rp 9.775,794 of thosc undorpayments
on 25 June 2003 and 22 July 2003  The remaining balance was offset with the 2002
withholding tax payments. Inciuded in this tax assessment letter was an assessment
for the withholding tax article 26 on international roamsng amounting to Rp 855,3860.
On 12 August 2003, the Company submitted an obyection letter to the DGT for this
assessment lstter, and was rejected by the tax office on 21 April 2004. On 20 July
2004. the Company submitted an appeal letter to the Tax Court At the date of this
report, there has been no response from the Tax Court yet,

b. On 22 October 2003, the DGT approved the Company's application for a reducton of
the interest penaltas stated in the assessmont for withholding income tax article 23
amounting to Rp 2,.510,090. On 27 October 2003, the DGT issued an assessmont
confirming an overpayment of corporate income tax in the amount of Rp 4.070,195.
This overpayment, however, was offset with vanous VAT assessments totating Rp
6.706 445. The rermaining balance of the VAT underpayment of Rp 126.160 was paid
on 20 November 2003 and was charged to the 2003 consolidated statemant of
income.

€ On 26 January 2004, the Company submitted an objection letter to the DGT to
reconsider the calculation of interest penalties in certain VAT assessments
amounting to Rp 4,575,511, which has been rejected by DGT. On 27 December
2004. 30 Docomber 2004, and 17 January 2005, the Company submitted appoal
letters to the Tax Coun At the date of this repont, there has been no response from
the Tax Court yet.

d. On 12 May 2004, the DGT approved the Company’s application to reduce the interest
penalties in the assessment for withholding income tax article 26 amounting to Rp
1.559.961. This reduction was used to offsct the May 2004 withholding tax article 21
payable of Rp 1,556,098 and the remaining balance was compensated against late
piy;nenl penalties for several fiscal years' withholding tax article 21, article 23 and
VAT,
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15. TAXATION (continued)
e. Tax assessments {contnuod)

2002 Fiscal Year

Page 28

The tax aulhorities commenced an audit of the 2002 hiscal year on 26 May 2004. Until the
date of thss report. management has not received any rasult on this tax audit

Under the taxation laws of Indonesia. the Company submits tax roturns on a self-
assessment basis The tax authorities may assess or amend tax obligations within ten

years after the tax is due

16. RELATED PARTY INFORMATION

a. Nature of transaction and relationship with related parties

Nature of transaction and relationstups with related parties are as follows:

MNature of the (eabonsh o

.. Relaira parties withreatod partes
T elekorvado Pamablhak Mapr sharenakier
T Rupawaih Sonporaion Magir shaienokier ol

PT Talesomnds Prmabiakt

2T pymiex | ndonesi Adhlates, of
Hynea iadoce. Hoding San

b. Other recervables

o Bnabure of bansacion

Rembarsement ¢ expenses and
tuldng renta

itesrnbursesment oF ppe nses

Techr.cal ervice foe

2004 2003 2002
PT Rapawvar Sorpe atior 124,366
c. Other payables and accruals
2004 2003 2002
PT Terewomunda Prmathakt 444 772
2T Ha aval Corporaton 260 2035
1 Piyres ngoress 154 42631 EReALRET ) K157
168,581 4,001,560 B.Y25 152
d. Rental expense
2004 2003 2002
T Talewzminde Pr macnakth G, 324 e 4,80 934 4.82u 812
1A a perreatage of operabng ok penses) 0.20% G2 0. 23%
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16, RELATED PARTY INFORMATION (continued)

e. Technical service fee

2004 2003 2002
PT Myrex indopesia 1,914,492 1,813,734 S112613
{4s 3 percentage of operating
CNPENSes) 0.10% C11% 0.15%

Based on a technical sonvice agreoment, PT Nynox indonesia provides the Company
wath technical services regarding the development, construction, opaeration and
maintenance of the Campany's network equipment and also provides related techmcal
consulting services.

f. Salaries and allowances for board of commissioners and directors

2004 2003 2002
Satanes and adowanoes ‘e boad of
cormme ssanes i directons 14,549 508 13,587 167 11,514.562
4% a percentage o salates and
employes beradits) 6.93% 7 B 7%

The transactions with related parties sare made under terms and conditons as f the
transactions were made with third partes
17. COMMITMENTS
a. Capital commitments

The Company had varicus purchase commitments related to the expansion of the
network agamst which the Company has made down payments, as follows (amount in

miltion USDy}.
2004 2003 2002
Purchase commitments 101 55.7 18
Down payments 20 (6.2) {1)
80 435 17

The dowm payments have been classified as other assets in the consohdated balance
sheet (refar lo Note 5).

The above commitment includes certain guarantees to the customs authorities that are
collatgralised by bank deposits. The deposits are classified as restricted short term bank
deposits, as follows {amount i billion Rupiah):

2004 2003 2002

Bank deposd 6 . 89
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17. COMMITMENTS
b. Operating lease commitments
In 1999 tho Company entored into an office rental agroemont denominated in Rupiah

with PT Caraka Citra Sekar Lestan (thud party) for a term of 10 years, with a total
commitment as fellows:

2004 2003 2002
Payable within one veat 10 560 000 10.560.000 105450 000
Payate wailhin ane and two years M A0 000 21120000 21120000
Payatie walhin two and fve years 29 G2C 0 31 680.000 31,680 000
Payabie aftor five ypars - 3,800,000 18,350 000
§1,800,000 72,160,000 82,720,000

On 17 January 2000 the Company alse entered into a warehouse rental agreement with
PT Telekomindo  Primabhakti {the majority sharcholder) for a term of 15 years
commencing 1 July 1997, with a total commitment as follows (amount in USD)

2004 2003 2002
Payatse within ane yeat &35 379 508 8600 580187
Payatie wihin arne 34d bwo years 1,397 240 1212047 12310878
Fayawe wiltin two and fve yoars 24354202 2 205,560 2154845
Fayabie afler five yoars 1,405 253 2075778 30923169
5,893,354 6,480,893 T1.050170

18. TARIFF SYSTEM

The service rates (tariff) for cellular providers are set on the basis of the decree No.
KM27'PR 301/MPPT-98 datod 23 Fobruary 1998 of the Ministry of Tourism, Posts and
Telecommunications (subsequently renamed “Ministry of Communications™). Under this
regulation, the cellular tariff consists of the following:

e Activation fee

» Monthly charges

» Usage charges

The maximum tariff for the activation fee is Rp 200,000 per new subscriber number. The
maximum tariff for the monthly charge is Rp 65.000 Usage charges consist of the following:

a. Airtime

The basic airtime tariff charged to the onginating cellular subscriber is Rp 325'mnute.
The details of the tarff systemn are as follows:

Cellular to cehlular 2 tmoes airtime rate
Ceilular to Public Switched Telephone Network ("PSTN'} 1 tirnes airtime rate
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18. TARIFF SYSTEM (continued)

19.

b. Usage tariff

1. Usage tariff charged to a cellular subscriber who makes a call to another subscriber
using the PSTN network s similar to the usage tariff for PSTN subscribers. For the
use of the local PSTN network, the tariff is computed at 50% of the prevailing local
PSTN tanff.

2. The long-chstance usage tarill between two different service areas is similar to the
prevailing tanff for a domestic long-distance call (SLJJ) for a PSTN subscriber.

Based on the decree No. KM 79 of 1898 of the Ministry of Cammunications the maximum
tanff for prepard customers may not exceed 140% of the peak time tanffs for postpax
subscribors,

INTERCONNECTION TARIFF

The Company entered into several biateral agreements with other domestic
telecommunication operators regarding intorconnection tariff shanng for cach call sent from
or terminated on the Company's network. These agreements are in accordance vath the
prevailing regulation

Based on decreo No. KM 32 of 2004 of the Ministry of Communications dated 11 March
2004, the interconnection tariff will be charged based on cost starting on 1 January 2005.

SIGNIFICANT AGREEMENTS WITH THIRD PARTIES

The Company entered into several significant contract agreements with third parties as
follows:

a. General purchase agreement with Ericsson AB

The agreement with Ericsson AB s for the supply of nebwork equipwmant and various
network related services. This agreement is valid until 31 December 2006, unless
terminated earier by both parties. This contract sets out terms and condibons of
purchaso for various products and services which may be supplied by Encsson AB from
time to time, by issuance of one or more purchase orders by the Company

b. General purchase agreement and maintenance agreement with Siemens AG

The agreement with Siemens AG s for the supply of network equipmant and various
network related services. This agreement is valid untid 31 December 2004, and has been
further extended untit 30 June 2005, unless terminated eatlier by both parties. This
contract sets out terms and conditions of purchase for various products and services
which may be suppled by Siemens AG from time to time. by issuance of one or more
purchase orders by the Company.

¢. General purchase agreement and installation agreement wath Tomen Corporation

The agreement with Tomen Corporation 15 for the supply of equipment and installation
servicos of rmcrowave radio systems, and fibre optic transmission systenms. This contract
sets out terms and conditions of purchase for various products and services which may
be supplied by Toman Corporation from time to time., by issuance of one or more
purchase orders by the Company. The agreement is for an unlimited peried unless
tarminated by one of the parties.
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19. SIGNIFICANT AGREEMENTS WITH THIRD PARTIES (continued)

d.

Maintenance agreement with PT Ericsson Indonesia

The contract with PT Encsson Indonesia s for the supply of maintenance servicas of the
Company's telecommunications network. The agreement is vahd untl 31 December
2004. At the date of this report, the amendment of this agreement is still in the process

System implementation and integration agreement with AMDOCS

The agreoment with AMDOCS is for the supply, implementation. installation, and
integration of a convergont billing platform that supports prepaid and postpad
subscribers. The agreement commences with effect from the agroement signing date,
and unless extended. ends an the later of 60 days after final acceptance and the date on
which all matenal defects are corracted or when terminated earlier by ether party in
accordance with the agreement.

Equipment supply agreement with Huawei Tech. Investment Co., Ltd.

The agreement with Huawen s for tha supply of network equipment and various network
related services. This contract sets oul terms and condilions of purchase for various
preducts and services which may be supplied by Huawei Tech. Investments Co , Lid,
from time to time. by issuanco of one or more purchaso orders by the Company. Tho
agreement is vaixd from 12 June 2003 for an unkmited pericd unless terminatad by one of
the partics.

Cable installation agreement with Nerddeutche Seekabelwerke Gmbh Co. KG.
(CINS")

The agreamant with NS 13 for developing a libre oplic cable system, which is known as a
submanne cable system, to support the existing network capacity. Based on this
agreement, the Company will own the whole systern infrastructure at the end of the
project. This agreement is vahd from 21 February 2003 untl the end of the warranty
period which is 5 years after the date of final acceptance of the system.

System implementation and integration agreement with Agilent Technologies

The agreement with Agilent is for supplying, implementing, installing and integrating a
Network Management System ("NMS") that vall be used for managing the Company’s
computar and telecommunication system. This agreement is vahd from 6 March 2003
until the end of warranty peried for the last phase or until terminated earber by either
parnty in accordance with this agreement.

Repair and maintenance agreement with PT Nusa Sakti Waskita

The contract with PT Nusa Sakti Waskita is for the ropair and maintenance of a fibre
optic cable system, which is known as Excelcomindo Optical Fibre Submarine Cable
System, which will be used to provide service betwoen Kalimantan, Sulawes:, Sumbawa,
Lombok, Bal, Java, Balitung and Bangka. The agreement is vahd from 12 November
2004 until 3 years after or until terminated earlier by ether party in accordance vath the
agreement. The partios may ranew the contract for additional maintenance penods by a
mutual vritten agreement
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19. SIGNIFICANT AGREEMENTS WITH THIRD PARTIES {continued)

20,

J

Equipment supply and installation agreement with PT Alita Praya Mitra

The agreement with PT Alita Praya Mitra is for:

1. procuroment of products to provide and support a mobile tolecommunications
system throughout Indonesia. This agreement is vahd from 24 July 2003 and
continues until the earlier of the first date on which the purchase period has endad
and the wartranty period for all products delivered undor the agreemont has
expired, or the date on which the agraemant is terminated by notice by either party
in accordance with the terms of the agreement.

2. tho supply of mobile telocommunications equipment installation services This
agreement commenceos with effact from 24 July 2003 and continuas until the and of
the warranty pernod far the last service itemn delivered under this agreamant, or until
this agreement is terminated carlier by either party in accordance with the terms of
the agreement.

Interconnection agreomonts and sharing of faciliies with PT Tolekomunikass Indonessa
Tbk. (Telkom), PT Tolekonmwnikasi Selular (Tolkomsel), PT Satelit Palapa Indonesia
(Satelindo} and PT Indosat

Intornational roaming agrooments wath several international roaming partnors
(approximately 189 partners as of 31 December 2004).

Agreements with distributors and several banks for distnbution of the Company's
products.

Agreements with Valuo Addod Service providers, such as. PT Boleh Not Indonesia, PT
Antar Mitra Prakarsa, PT Indika Telemedia. PT Code Jawa, PT Trikomsel Yahoh
Communication, and PT Agramullicitra Siberkom

MONETARY ASSETS AND LIABILITIES DENOMINATED IN FOREIGN CURRENCIES

31/12/2004
Fareign Equivalent to
currencies Million Rupiah
Assets
Cash and cash cquivalents USD 15826467 147 028
Trade recaivables usD 3,288,934 30,554
Total Assots 177,582
Liabilitieg
Trade payables UsSD 37,316,560 346,671
EUR 8,067 648 102,072
8GD 115 558 B57
Other payables UsSD 13,242,703 123,025
Long term bond - principal UsSD 350,000,000 3,251,500
Total Liabitities —..3.833925

Net Lizbilities 3,646,343
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20, MONETARY ASSETS AND LIABILITIES DENOMINATED IN FOREIGN CURRENCIES
(continued)

311212003
Foreign Equivalent to
currencies Million Rupiab
Assets
Cash and cash aquwalents USD 38.397.479 325,035
Trade receivables UsSD 2815116 ; 23830
Total Assets 348 865
Liabilities
Trade payables UsD 23,011,841 194,795
EUR 6,469 570 68,856
SGD 72,023 359
Other payables uso 1,264,925 10,708
Cutrent matunties of long term loan UsD 55,000,000 465,575
Long term tenders loan net of current maturities USD 236873105 ; 200513
Total Liabilities 2,745,424
Not Liabifities 2,396,559
31/12/2002
Foreign Equivalent to
currencies Million Rupiah
Assets
Cash and cash aquwvalents UsD 12,300,131 108,963
Trade receivables usD 2,045 396 18.286
Total Assets 128,249
Liabilities
Trade payablas UsSD 35,501,235 N7.381
AUD 261.714 1,326
EUR 1,650,675 15.466
SGD 89.145 459
Gep 35.455 508
Other payables usD 1,388 831 12,416
Current maturities of tang term loan usD  15,000.000 134,100
Long term lenders loan net of current maturities USD 351323694 = 3,140.834
Total Liabifities 3,622,490

Net Liabilties 3,494,241
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20.

21.

22.

MONETARY ASSETS AND LIABILITIES DENOMINATED IN FOREIGN CURRENCIES
(continued)

While the Company's revenues are denominated in Rupiah and the Company's liabilities are
mainly denominated in US Dollars, tho Company is oxposod to fluctuatons in foreign
exchange rates resuling mainly from its debt denominated in US Dollars. Most of the
liabitities denominated in US Dollars are long-term and management is continually evaluating
feasible long term hedging structures.

The Company did, in 2002 enter into an “interest rate hedge” contract to reduce exposures to
interest rate movements affecting existing foreign currency denominated borrowings The
Company purchased an interest rato cap that i indexed to USD-LIBOR-BBA with a USD
223 miflion notional amount for the first period declining gradually to USD 88 milion by the
end of the contract, the cost of which was expensed in December 2002. This contract wall
expire on 31 March 2006

SEGMENT INFORMATION

The Group operates and manages the business under one segment which provides GSM
mobile and telecommunication network servicos lo its customers. Management allocates
resources and assesses performance at the Group level.

RECLASSIFICATION OF ACCOUNTS

Some accounts n the consolidated Iinancial staterments as at 31 Decamrber 2003 and 2002
have been reclassified to conform with the consolidated financial statements as at 31
December 2004, The details are as follows:

a. Tax expenses based on the tax audil results for the 2002 fiscal year amounting to
Rp 334829 have been reclassified from the general and administration expenses
account to other expenses account,

b. The 2002 gross revenue from other telecommunication services arsing from the sale of
starter packs amounting to Rp 81,441 671 was reclassified to GSM telecommunication
sarvico rovenue and the related expenses amounting to Rp 48,657 560 was reclassifiod
to othar GSM telecommunication and iterconnection charges.

¢. The 2003 cash flows used in financing activities amounting to Rp 35923,152 was
reclassified to cash flows used in operating activities

d. The 2003 other non-current assets amounting to Rp 44 531,250 was reclassdied to other
current asset,

e. The 2003 bond issuance cost amounting to Rp 25,867,918 was reclassifiod from other
assels account to long term bond account.
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23. SUBSEQUENT EVENTS

On 11 January 2005, TM International (L) Limited acquired all of the shares of Indocel
Holding Sdn. (formerly known as Nynex Indocel Holding Sdn ) which holds 523,215 erdinary
shares (representing 23. 1% equity interest) of PT Excelcomindo Pratama

As stated in Notary Deed No 24 dated 4 February 2005, made before Mercy Mareta SH.
MKn.. substitution of Harun Kamil SH, Notary m Jakarta, on 13 January 2005, the
Extraordinary Shareholdors’ Meeling has appointed new composttion of the Company's
Board of Directors and Board of Commissioners as follows:

Board of Dwrectors
Prosident Director: Chustion Manuel de Farnia
Dirgctors. Rudiantara

Kusnadt Sukarja

Mavin Sonthalia

Wernor A Noz

Joris de Frotes

Arsero Putranio
Mohamad ldas bin Ahmad

Board of Commissioners
President Commissioner.  Peter Sondakh
Commissionars. Cato’ Abdul Wahd bin Omar
Y B Dato’ Nur Jazlan bin Tan S0 Mcehamed
Rosh bin Man
Bazian tin Osman
Gerald Francis Rossi
Or Lim Lek Suan
Shigeru Dohs

24. NEW ACCOUNTING STANDARDS

in 2004, the Indongsian Institute of Accountants has issued the following accounting
standards.

SFAS No. Effective

SFAS 24 (Revised 2004) - Employee compensation Far financial statements
covering pericds beginning on
or after 1 July 2004

SFAS 38 (Revised 2004) - Accounhling for restructunng For financial statements
of entity under common covering periods beginning on
control or after 1 January 2005.

The Group's managemen! is in the process of determining the effects of the new
pranouncement on their consolidated financial position and results of operations.



