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SUBJECT: Indonesia - Ketenger Transmission and Distribution
Rehabilitation

Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $21,000,000
to the Government of the Republic of Indonesia to assist in
financing the foreign exchange cosis of equipment, materials and
services necessary for the construction of certain steam generation
electric power facilities of Perusahaan Listrik Negara located in
Semarang.

. This loan prorosal is scheduled for consideration by the
Development Loan Staff Committee at a meeting on Tuesday,
June 8, 1971.
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Development Loan Committee
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b

INDONESJA - KETENGER TRANSMISSION AND DISTRIBUTION REHABILITATION

SUMMARY AND RECOMMENDATIONS
N
A. BORROWER:

1. The Borrower is the Government of Indonesia (GOI).

2. The Beneficiary is Perusehasn Listrik Negara (PIN) a wholly
owned Government utility, responsible for substantially all public
generation transmission and distribution of electrical power 4in
Indonesia.

B. IQAN:

St—

1. Amount: Not more than U.S. $21.0 mi1110n.

2. Terms:

a. U.S. Government to GOI: This will be & li0-year loan to the
Government of Indonesia, with interest of 2 percent for the Tirst 10 years
during which no amortization beyments will be required: thereafter
3 percent interest for 30 years, during which time the loan will be fully
amortized in level semi-annual installments of principal and interest,
payable in U.S, dollars.

b. GOI to PLN: A condition of the A.I.D. loan will require
that second step loan terms from GOI to PIN be agreed to by A.I.D.,
PLN and the GOI by May 22, 1973. Management consultants provided to PIN
under an IDA credit are developing a financisl plan for PIN, and the
second step loan terms will be bagsed on this plan. (See section II.A.)

C. TOTAL COST OF THE PROJECT:

The total cost of the project is estimated to be equivalent to $27,5
million of which the A.I.D. financed foreign exchange costs are $2L.0

D. DESCRIPTION OF THE PROJECT:

The project provides for the installation of 150-Kv transmission and
20-KV distribution facilities to end in the Ietenger Electrical System
in Western Central Java, and related technical assistance and training.
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The project will rehabilitate distribution in the principal cities and
towns of the area. It will also provide transmission facilities carrying
power originating in a proposed 100-M{ thermal power station (a separate
AID project proposal) at Semarang to the Ketenger System and will link
the Ketenger System with the Tuntang System, also in Central Java. The
project will provide expanded and dependable electrical power to an area
in which commercial and industrial development has been restricted by a
lack of adequate and dependable electric power.

E. PURPOSE OF LQAN:

To finance the foreign exchange costs of imported equipment,
engineering and construction services, and technical assistance.

F. BACKGROUND OF ACTIVITY:

Rehabilitation of the electric power systems was recommended in the
October 1968 IBRD Appraisal Report and is included in the GOI's current
Five-Year Plan. In 1970, AID commissioned the C. T. Main Company to
carry out feasibility studies in Central Java for rehabilitation of
Tuntang transmission lines and Keienger distribution, and construction
of a major power increment. This project is the product of the Ketenger
study, and is a major component in a scheme of projects covering re-
habilitation and expansion of Central Java pover resources.

G. ALTERNATE FINANCING:

This project is recommended as part of the U.S. commitment under
the Inter-Governmental Group on Indonesia. Other donors are also working
in the power sector in Indonesia: IBRD (in Djakarta); Federal Republic of
Germany (in Central Java); and the Government of Japan (in East Java).
Ex Im clearance for A.I.D., participation herein has been received.

H. ISSUES: None.

I. STATUTORY CRITERIA:

This loan meets all statutory criteria. See Annex X.

J. MISSION AND EMBASSY VIEWS:

USAID and the Country Team re:ommend that the loan be made.
(See Annex VII ).
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K. RECOMMENDATIONS:

Authorization of & loan to the Government of Indonesia in an amount
not to exceed U.S. $21.0 million in accordance with the terms and
conditions set forth in the proposed euthorization shown in Annex IX.

An outline of conditions precedent and covenants is set forth in Section V.

USAID CAPTTAL ASSISTANCE COMMITTEE MEMBERS:

Chairman tececssssecsssecrscnsscscsessesnsess Ernest Kanrich
Loan Officer testecssscsesssssenssescscsseseslEnnis Brennan
Engineer ... iveiieteeeenenoccoceconsnessanes John Glaws
Eeonomic ..viieeeeeioccosecenconsococansoness Paul Wenger
Controller sessecsscrsncrcsscsssssensssressse Denton larson
Program ...i.ieivssetecccncsecccncncsensssss. Donn Block

AID/V CAPITAL ASSISTANCE COMMITTEE MEMBERS :

Chairman and Ioan OffiCer «...sveeeceveveses.. Dalton A. Griffith
Power Engineer ....eveeeveseecsensasneessssss Earl Clark

- Stanley Kay

Desk .eucuieiiiierititeeeinirisenssaasanaass. Louls Stamberg
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I. The Pro;!ect.

A. Definition of the Project.

The project is the installation of 150 - KV transmission and
20 - KV distribution facilities to and in the Ketenger Electrical
System in Western Central Java, and related technical assistance and
'training. The project will rehabilitate distribution in the principal
cities and towns of the area. It will also provide transmission .
facilities from Pekalongan west to Tegal and thence south to Purwokerto
and Tjilatjap, a total distance approximately 120 miles. These facilities
will carry power originating in a proposed 100-M{ thermal power station
(a separate AIl project prozosal) at Semarang to the Presently rover-
deficit Ketenger System and will 1ink the Ketenger System witn the
Tuntang System, also in Central Java. These two systems ave now
completely separate mnd the Presently proposed project wiil link them
together into a single, continuous system for Central Java. A prime
objective of the project 1s to provide expanded and depeadable
electrical power *o an area in which commercial and industrial develop-
ment has been restricted by a lack of adequate and dependable electric
power .

B. Background of the Project.

Rehabilitation of the electric power systems was recommended
in the October 1968 IBRD Appraisal Report "Current Economic Position
and Prospects in Indonesia" and is included &t highest priority in the
GOI's current Five-Year Development Plan (1969/70 - 1973/Th). Projects
to finance system rehebilitation are already being implemented by IBRD
gIDA) in Djakarta, AID in Central Java ($16.8 million) and Medan

$13.8 mi11ion), and the Federal Republic of Germany (FRG) in Central
Jave, while Japan is well along in its systems improvement program in
East Java. In addition, AID conmissioned the C.T. Main Company to
carry out feasibility studies in Central Jave for a) rehabilitation
of the Tuntang transmission lines, b) rehabilitation of the Ketenger
system distribution facilities, and ¢) a major power increment in
Central Java. .

These three studies together are placed in context with a
comprehensive long range planning study looking to prospective Central
Java power expansion up to 40 times present capacity. The long range
study is also a C.T. Main effort. All four studies have been completed
and submitted in final form. This project for the Central Java Ketenger
system is the product of the study b) above, rehebilitation and
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expansion of the Ketenger electric system, arising from the basic
forecasts and recommendations of the long range planning study. The
analysis in study b) above includes the detailed planning and
technical justification for overall scope of the project and provides
the information required to support this loan.

: In basic development terms, provision of reliable eleciric power
is essential to expansion of industrial and commercial use. Up to the
prresent, peak demand has remained almost constant, and annual consumption
of electricity is about 15 KWH per person, among the lowest in the world.
Both these facts are a reflection of PIN's inability to provide increased
.service, reliable or not, and a reflection of other deterrent factors
such as prejudicial rates to industrial and commercial users, restrictions
against industrial use during peak periods, and excessive connection
fees. The rehabilitation and expansion of the Ketenger system under
this project is an essential step in dealing with the issue of avail-
ability and reliability of power. The question of rates and fees and
of PLN Reglon X management cepability are the subject of assistance
being carried out under the AID loan for rehabilitation of the Tuntang
distribution system (AID Loan 497-H-019 above), and this assistance
will be coordinated with that being provided the Central PLN under an
IDA credit by the French firm of SOFRELEC. This project is also
directly in phase with and is a basic element in the project rationale
for construction of the first 100 MW stage of the Semarang steam power
station which is the subject of a separate AID proposed project.
Accordingly, this project becomes an essential component in & scheme
of continuing and prospective projects covering all aspects of overall
rehabilitation and expansion of Central Java power resources and of
overall institutional improvement of PLN throughout Indonesia.

C. Program Justification.

1. Place of the Project in the Indonesian Development Program,

This project is part of a multi-donor effort to revitalize
the badly rundown and inadequate power systems in Indonesia. The IDA
appralsal report of the Djakarta Power Rehabilitation comments on the
Indonesian power sector:

"In common with other sectors, upkeep of electric power
facilities and their development have lagged during the
long period of political and economic difficulties in
Indonesia and in general power supply is now inadequate



UNCLASS IF IED

3

or worse. Improvement and expansion of electric power
services therefore rank high among the priorities for
economic action in Indonesia in the next few years and tuae
urgent need for a number of investments in the power sector
has been established. In this respect the Goverrment, as a
part of its first Five-Year Plan sibmitted to Parliament in
1969, has prepared a plan of expansion of publicly owned
electricity facilities for the period 1969 - 73, An invest-
ment of about US $260 million equivalent, of which 72% is
foreign exchange, is involved, its implementation depending
primarily on the degree of multilateral and bilateral
assistance provided to the sector".

Institutional improvements and revision of the electric power tariff
structure are being emphasized in this project, as in two previous power
rehabilitation loans funded by A.I.D., and as in the IDA Loan for the
rehabilitation of the Djakarta power distribution system. This is because
of the importance of good management and operating practices to realization
of the goals of the Five Year Plan. Iocal currency and non-A.I.D. loan
financed foreign exchange requirements for the project will be programmed
in the Government of Indonesia's Development Budget.

2. Place of the Project in the Objectives of U.S. Assistance
to Indonesia.

The objectives of our aid policy are to assist Indonesia in
preserving the economic stability achieved in the post-Sukarno years
and in developing a sound infrastructure and base for economic growth
and development. Whenever possible we want to provide aid which will
strengthen the Indonesian private sector and widen the opportunities
for i1ts growth within the framework of the Five-Year Plan. We seek to
accomplish these objectives through multilateral assistance and the
framework of the Inter-Governmental Group on Indonesia (IGGI).

Two AID loans were made in 1970 to assist the rehabilitation of the
electric power sector in Indoncsia: $16.8 million for the rehabilita-
tion of the Tuntang distribution system in Central Java and $13.8
million for the rehabilitation of the distribution system in the city
of Medan and its environs in North Sumatra. The currently proposed
loan is one of three to be developed by a survey of the long-range
power development needs of Central Java. The project is strongly
supported by the Country Team. Certification by the USAID Director
of the country's performance on previous loans and capacity to
implement this loan appears in Annex VIII.
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II. Project Evaluation,
A. Borrower and Beneficiarx.

The Borrower will be the Government of Indonesia. The
Beneficiary is Perusahaan Listrik Negara, a wholly Government-
owned corporation. PILN is under control of the ‘Directorate General
of Power and Electricity, which in turn is part of the Ministry of
Public Works and Power.

1. Orgnnization .

PIN is governed in general by Indonesian laws relating
to Govermment ageucies and enterprises and specifically by the 1965

Logistics, Finance, and Construction. De facto control of operations
reste with the Ministry of Public Works to whom the Board of Directors
is responsible. ganizational charts of the PIN central organization
and of Region X ere shown in Annex I.

2. Scope of Respongibilities ani Operations.

Through its 15 operatingz Regions, PLN is responsible
for all public utility electric pover service tnroughout Indonesia,
An exception is the Djatiluhur hydro-eisetrie authority, which is
operated separately but sells its power exclusively to PIN. PIN
has the potential of a major utility system, hut extensive expansio
and improvement are required. In addition, PIN inability to meet
the requirements for electric power in the main cities of Indonesia
has given rise to & substantig] captive (self-owned) generating
capacity owned by industrial and commercial enterprises. The most
recent data available are for 1969, and as of the end of that vear,
publicly owned and installed generating capacity in Indonesia was
661 MW (including Djatiluhur), while captive generatior was
estimated to be over 200 M. Due to diesel equipment breakdown,
with pre’ _ems in obtaining spare parts and consequent delays in
repa’ ot equipment, and also as & result of derating of older
equipment because of age, PLN's aciual installed power at the
end 1969 was 582 My,

3. Management and Operatiing FPractices.

&. General.
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PLN 1s the successor to three Dutch-owned electric
at {111ty companies which were natiosnalized between 1953-1957,
consolidated several years later and Tinally organized as PLN in
19%5. Operations at the outset were handicapped by the nature of
she transfor from the Dutch, it was not amicable, and there was
nelther iransitinn period nor carryover of Dutch personnel. PLN
ability tuv overcome the substantial organizational and operating
iifficulties presented by the circumstances of transfer was further
nampered by almost a decade of chaotic economic conditions in Indonesias,
1ccompanied by severe inflation and completely inadequate funds. That
PILN survived, grew -- though at too slow a pace -~ and established
« basic functioning level of performance and a base for expansion,
reflects well both on the record of PLN and on its potential for
growth. There is no question, however, that improvement of PLN
management and operating practices is required, both to provide
elficient current service and to meet the requirements for rapid
expansion.

b. PILN Performance and Accomplishments.

In the last two years PLN hus teken steps to reform
its organizational structure and improve the basic level of its
performance and management. In 1970 the Directorate General of Power
and Electricity -- the office to which PLN was responsible -- was
abolished and PLN put in the position where its Director reports
directly to the Minister of Public Works and Power. PLN, therefore,
now has a greater voice in the direction of its own policies.

PIN has also undertaken internal management-type
training for its own executives, including, for example, the Director
of Planning. At the present time it is operating a training course
for its own people not only in Djakarta but also in Central Java.
This training in some cases involves as much as a four month full-
time commitment on the part of the trainee.

c. PLN Self-Help Measures and Institutional Reforms.

Pursuant to the 1DA Project Agreement of Octcober 29,
1969 for rehabilitation of the Djakarta power distribution systenm,
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PLN has contracted with the French firm of SOFRELEC to provide
management consultant services, specifically to develop operating
standards zni recommend institutional reforms. These recommenda-
tions will bt~ reviewed by the ©0OI, PLN, IDA and AID, and possibly
other donors, who may then agree on an overall PLN program,

SOFRELEC has been working with PLN since August
1970, and while still preliminary, its recommendations are taking
form under the following main headings:

(1) Enactment of a new National Electricity Code
as a comprehensive and consistent legal framework for the entire
electrical power sector. A draf't of the proposed Electricity Code,
with accompanying explanatory corments, has already been submitted
to the GOI by SOFRELEC. The Electricity Code would be supplemented
by & technical and safety code to be elaborated by a proposed
"electricity authority" entity.

(2) Creation of an autonomous National Electriiity
Authority with exclusive right to generate, transmit and distribute
electricity in Indonesia, but with power to license independent
producers and to set the conditions and dvration of such licenses.
Technical and safety regulations would apply to all producers, public
and private. The proposed National Electricity Authority is
provided for in the draft Electricity Code already submitted to
the GOI. The pertinent provisions of the Code provide that
the new Authority would have a nine-member

Sources: "Management Consulting Services and Engineering Services
in the Electric Power Sector" by SOFRELEC (France)
Interim Report dated January 26, 1971
Part A - Main Report
Part B - Legal Drafts

"Report of a New Electricity Act - Draft Code of Electricity
with Explanations" by SOFRELEC (¥rance) March, 1971
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Board of Directors. The Minister of Public Woriks and Iower would be
ex-officio Chairman of the Board, two other as yot undesignated
Ministers and the Chairman of BAPPENAS (National Economic Planning
Board) would aleo be ex-officio Board members. ™o adaitional mesbers
would be appointed by the GOI as representatives of consuvers, and
finally, three prominent commnity members wcull, be appointed by the
President of Indonesia.

Contrary to the present relationthip of PLN to the
Ministry, however, the Board of the new Authority would only establigh
policies and guidelines, and 1imit itself to supervision of management 's
implementation of these policies and guidelines. The Borzd would, however,
exercise decisional authority in three major areas: (a) whera policies
of the new Authority are clearly linked with the gerieral policies of the
GOI (e.g., power development programs and stasdari rates); /L) whare the
decision involves evercise of the most important oy’ the vowers delegated
by the GOI to the aew Authority (e.g., issuing of reglations and agree-
ments with foreign organizations); and (c) where major financial deciaions
are involved (e.g., standard rates, borrowings, financial participation
in other companies or incorporation of subsidiary companies).

Management of the new Authority would consist of a General
Manager, a Deputy General Manager, and a Chier Technical Inspector. Each
of these officers would be appointed by the Board of Directors, subject
to the approval of the President of Indonesia. The General Manager would
be responsible to the Board and certain of his powers would derive from
delegations to him from the Board. It is alszo intended, however, that

policy limits decided by the Board. The General Manager would organize
and direct all branches of the new Authority, recruit ang promote

or dismiss all employees and set their rateg of ray, would propose

to the Board the standard rates to be charged for service, and would

provisions of the Electricity Code on the part of both nlants and
systems onerated by the new Authority and thosge producers licensed
by 1it.

(3) Rate revision sufficient to provide the new Authority
with revenues to cover all operatin,: expenses, including adequate
depreciation and interest charges, and leave a reasonable surplus for
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partial financing of expansion. The size of this curplus would be
deternined by the Authority, bearing in mind the desirability to meet
at least one-third of its capital expansion costs from thz Authority's
CWn resources, '

On the question of rates SOFRELEC makes the following
point:

"Wwith the present situation in Indonesia,
there can be no doubt, however, that brutal
spplication of this rule (i.e., the new
enterprise settlng new tariffs on the basis
of the above criteria, and applying them to
all consumers in all regions) would result
in a considerable increase in the price of
electricity, which in turn would provoke
considerable social and political trouble."

For this reason, SOFRELEC recognizes that the GOI may choose not to apply
the standard rates in certain areas or to certain consumers, but SOFRELEC
recommends that in those instarnces the Authority would receive from the
GOI a well identified gubsidy to meet the established loss of revenue.
Accounts would be kept in accordance with sound commercial and utility
practice, with revision of current systems to be carried out by stages,
and annual audits carried out by independent nun~government auditors.

An inventory and valuation of assets would be a first and essential

step in establishing the basls for revised accounting.

SOFRELEC has not yet formulated recommendations on the
question of centralization versus local autonomy, but in the interim
Report suggests that most of their recommendations will tend to reinforce
the central organization. Accounting and financial services, and certain
operating divisions covering the large power stations and main transmission
lines, are cited as examples of areas where central control should be
atrengthened. :

Under terms of the IDA Project Agreement, the recommen-
dations of the management consultant, SOFRELEC, are to be carried out
on a schedule calculated from June 1, 1970, the date the Agreement
became effective: 12 months <for legal reforms to be accomplished,
revaluation of assets within 20 months, and rate schedule revision
witkin 32 months. The substantive c¢tfect of the SOFRELEC activities
and recommendations will be felt “hroughout. the PLN systen in the coming
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year. 1nis will ve particularly true with respect to PLN cooperation
at the Regilon level in revaluing assets, defining alternative rate
structures, reviewing Region reporting requirements, and determining
applicability of operating procedures.

USAID is working with the IBRD Resident Mission and
SOFRELEC to ensure coordination of pwrnose and effect between the over-
all PLN reforms and their application to those Reglons where AID is
immediately concerned, Region X Central Java and Region I Medan (AID
Loan 497-H-022 for Medan Power Rehabilitation).

c. Self-Help Measures for PLN Region X.

Under the provisions of the Ceritral Java Power
Rehebilitation Losn (AID Loan 497-H-019), both a project engineer
and general consultant are provided to work with PLN Region X.
Training will be provided by both. In addition the general consultant
will extend assistance toward establishing improved utility management,
system operation and maintenance practices for all aspects of Region X
activities. The general. consultant will be the coordinating point for
all Region X training and institutional development, and will also be
reasponsible for keeping in close working relation with SOFREIEC. A
main objective of the consultant's efforts in Region X will be to
implement as rapidly as feasible the recommendations of SOFRELEC as
adopted by the central PIN organization. On-the-job training in both
management and operation of the gystems in Central Java is an objective
shared by both the general consultant and project engineer.

All of this development and training emphasis serves as
backgrouni and foundation to the present project for rehsbilitation of
the Ketenger power system. The substantive effect of the efforts of
the Central Java Power Loan general consultant and project engineer will
be felt as this Ketenger system project gets underway. Classroom trsin-
ing for PLN Region X personnel will be performed at a centrally located
training center, will include both Tuntang and Ketenger personnel, and
will be conducted by the general consultant for the Tuntang project.
This will be supplemented by on-the-job training for Ketenger personnel
carried out by the project engineer responsible for the Ketenger
system project.

4. Evaluation of PLN Capebility to Implement the Project.

For this project, GOI and PLN will in their annual budgets
include the funds needed for a revolving fund to meet on a current and
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continuing basis the local currency costs end operating expenses of
the project, and wiil provide initially the funds required for third
country replacement and spare parts for diesel generators and other
related equipment until generation is replaced by the Semarang steam
station.

Technical assistance and training are completely agreed
to by PIN, and actual design and construction of the rehabilitated
distribution and transmission system, and all related procurement
and training, will be accomplished under supervision of a gualified
and responsible engineering consultant and ccmstruction contractor.

It is our conclusion that with this basic technical
assistance and training in electric power sydtems operation and
maintenance, supplemented by that being provided overall tc PIN
Region X under the AID Yoan 497-H-019 for Central Jave, PIN has the
capability effectively to operate the rehabilitated and expanded
system so that the objectives of the project will be accomplished.
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1, Scope of Project

The project providss for rehabllitation of portions of the
Ketenger Electric Power System and the erection of a 150 KV
transmisslon inter-tie including: :

a. the complete rehabilitation of the electric power
distribution system in the major cities of Pekalongan, Tegal, Purwokerto
and Tjllatjap and including the smaller Systems located at Batang,
Pemalang, Slawl, Brebes, Probolinggo, Gombong, and Kebumen;

b. the construction of a new overhead 20 KV distribution
System and redesign of the exlsting service system at-the locations
clted in (a) above;

c. the design and construction of approximately 120 miles
of 150 KV double circult transmission line connecting Tjilatjap and
Purwokerto with Tegal and Pekalongan to provide a single interconnected
grid for Reglon X tied to the U.S. proposed 100 MW Semarang Station;

d. the design and construction of 150 KV/20 KV substations
at Tegal, Purwokerto and Tjilatjap; :

‘ 8. the provision of tools and service equipment for systems
operation and maintenance and including communications equipment; and

f, technical and management assistance (including
participant training in the United States) to PLN to develop sound
management, operation and maintenance practices,

2. The Ketenger Electric Power System

The Ketenger system serves the western portion of Reglon
X in Central Java, Major load areas are located in and adjacent to the
towns of Tegal, Pemalang, and Pekalongan on the northern portion of
the system, Purwokerto and Purbolinggo near the center of the island,
and at Tjilatjap, Maos-Kroja and Kebumen on the Indian Ocean,



UNCLASSIFIED

12

Generation {is both dlesel and hydro, and in 1969 the §ystem served
over 33000 customars, generated a total of 46,3 x 10°KWH with a peak
load at the plant of 7,38 MW, Estimated population in the cities and
towns presently served, howsever, is approximately 2 million which

is indicative of the potential load that could be realized with an
expanded and improved power system,

a. Generation Facllities

Diesel Generation is located at Tegal, Pekalongan and
Tjilatjap with a total name plate rating of 6,2 MW, The hydro plant
at Ketenger with nameplate capacity of 7,04 MW is limited due to
insufficlent water to 4,0 MW, Based on field inspection by qualified
engineers, the existing diesels should not be rehabiiitated since more
than half of the units are over 30 years old #nd repair parts are no
longer avallable. The remaining five units are 15 years old or less
and should be operated to the fullest extent possible within the
lmitation of available spares until late 1975 when the Semarang steam
station (100 MW) aud the 150-KV transmission lines are in service,
In addition three diesel units rated at 1000 KW each are in process of
belng transferred by PLN from Djakarta to - Tjilatjap. These units have
also beer derated to 800 KW each, These plus the 2,5 MW in diesel
genseration planned for installation by the FRG at Tegal, will help to
lmprove gensration capability to meet anticipated loads during the
interlm period 1971-1975 after which time they will be used for peaking
and emergency opsratlon. This situation also explains in part the
inadvisability of investing further in the 31 year old hydro units in
Ketenger. In addition, water conditions are so poor that further
expansion or improvement to the machines would not result in 4
appreclable benefit to the system and therefore, rehabilitation is not
recommended., New generation within the Ketenger System beyond that
presently planned is also not recommended primarily because the |
existing transmission and distribution systems are inadequate to handle
additional generation, and by the time the rshabilitation of the
distributlon-networks will be completed, the first steam unit planned
for Semarang Harbor will be in operation,
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b, bution S m

In the major cities of Pekalongan, Tegal, Purwokerto,
and Tjllatjap, at least 90% of the equipment is over 20 years .old and the
condition of the Secondary circuits varles from poor to very poor,

This is also the case for the smaller Systems all of which are in
disrepair with almost 100% of the équipment over 20 years old, Thus
there is no Possibility of carrying additions) load in any part of the
System,

C. Transmission System

Ketenger, Tjilatjap, and Karanganjar, The two separate portions
were {nterconnected by the occupying Japanese during World War II,

Conductor sizes are extremely small for the 30 KV transmission
presently used, Voltages Sag unacceptably during heavy load periods
and is very poor, Reliability is further hindered by extremely poor
‘Communications which consist of obsolete World War IT aircraft radio
transmitter-receivers,

3. Proposed Rehabilitation

a. Proposed Distribution System Rehabilitation

Yequires three-phase Service, Aluminum conductor will be used for
the 20 KV overhead lines and for new Secondaries, Existing copper
Secondary wiring will be utilized to the fullest extent feasible, The
broposed distribution System will be designed in accordance with U, S,
standards and Pbractices,
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b. Propesed Transmission System

The Ketenger system will be connected to the Tuntang
system and the Semarang steam station at the Djatingaleh substation
through double circuit 150 KV lines from the most distant substation
at Tjllatjap with intermediate substations at Purwokerto, Tegal and..
Pekalongan. The Federal Republic of Germany (FRG) currently are
funding the portion of the 150 KV double circuit link between
Djatingaleh and Pekalongan through a substation at Barat (Semarang
Waest). Connsction between this project and the FRG effort will be made
at Pekalongan substation at the main 150 KXV bus. See AnnexII.

c. Proposed Substations

The substation at Pekalongan will be the terminal point
connecting the FRG and thls project. The FRG will furnish the station
“with breakers and discomnects for the incoming 150 KV Barat lines,
outgoing line baj and distribution bay including 150/20 KV stepdown
transformers. The 20 KV feeders of the distribution network that is
part of this AID project (see Section IIB-3b) will connect with the 20 KV
si.de of the stepdown transformers.

Substations at T'egal and Tjilatjap to be funded under thls project will

be essentially identical. They will include 1560/20 KV transformers and
breakers, line bays and 20 KW distribution hays which will be the
termini of the 20 KV overhead distribution system. Purwokerto
substation will be similarly equipped but will also include a 150/30 KV
transformer and breakers and 30 XV line bay to connect to the present
30 KV transmission line from the Ketenger Hydro-station,

~ Construction timing schedule for a, b, and c above is shown in
Annex Il+-

d. Communications

Rellable and secure communication facilitles will be
provided for the Ketenger System. The facilities will include provision
for volce clrcuits for operational contral and tone equipment for high
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speed relaylng. A power line carrier system will be utilized,
Communication system connection between the Ketenger System and
the Distrlct X headquarters (and Steam power plant) at Semarang will
be provided,

4, Technical and Management Assistance and Training

Technical and management assistance and training services
wlll be combined with the project englneering services to be rendered
by a single consultant, It will include on-the-job training, conducted
by persons having substantial experience performing similar tasks for
comparable U.S. utilities, and participant training in the United States
and third countries for PLN employees. An important aspect of this
assistance will be coordination with the IBRD management consultants
working with the PLIN central organization on broad management and
institutional reforms, Emphasis will be glven to distribution systems

operation and maintenance, transmission line operation and maintenace,
_ accounting, warehousing. and records keeping., See Annex TII.

0. Finding of Technical Soundness

The scope of the project is defined in Section II-B 1, and
plans for accomplishing the project, including provision of necessary
technical and management assistance and training, are outlined in
Section III and in Annex 1TI. These sections define a complete and
independently justified activity. Substantive engineering and technical
planning has been completed, A reasonably firm estimate of the cost to
the United States Government of providing assistance for this project has
been derlved in accordance with Section 611 (a) of the Foreign Assistance
Act, and a satisfactory engineering plan for implementing the project
has been developed., Specifically, it is found that attainment of the
objectives of this rehabilitation project is technically feasible within the
framework set forth herein,
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C. FINANCIAL ANALYSIS

1, Alternative Sources of Financing

This project is recommended as part of the U.S. commitment for
multilateral assistance in Indonesia within the framework of the
Inter-Governmental Group on Indonesia (IGGI). This project has
been selected by A.T.D. as part of the U.S. Government contribu~
tion to the IGGI consortium and our participation in this project
has been requested by the GOI and supported by the IBRD resident
mission. Other donors are also participating in loan assistance
to the power sector (IBRD, Germany and Japan). Therefore, within
the IGGI framework and total requirement for improved electrical
power, alternative financing from other donors is not available.
The EXIM Bank does not currently make loans of this type in Indo-
nesia,

2. Financial Requirement - Froject Cost

The total cost of the project is estimated to be $27.% million,
consisting of U.S. dollar cost of $21,0 million and local currency
costs of $6.% million equivalent. A summary of project costs and
a schedule of annual disbursement follows:



Ma
Local Currency
—DPartiowler 58 quivalest ~  Total
1. 150 KV Traasmission: \2
Pekalongan - Tegal 1,425 397 1,822
Tegal - Purvokerto 2,157 b1 z:zsa
Purvokerto - Tiilatjap 1 1 1,450
Bubtotal T.n% 1731 500
2. 150 KV Substations:
Togal 1,102 206 1,308
;;:;n:;rto 990 184 1,174
atjap i 143 .888
Subtotal 2,839 531 3,370
3. Distribution Rehabilitatiom:
Pekalongan 941 400 1,341
Tegal 2,008 919 2.&."{
m:;rto 1,001 b5 1,
J ap ,
Subtetal Tﬁ’ 2,1&9_ '%:%'
k. Improvement of Small Loed Centers:2,007 985 2,992
5. Maintenance Equipment: 500 - - 500
6. Cosmunications Equipment: 60 - 60
T. Training: 85 15 100
8. Enginesring Services: 1,600 300 1,900
9. Contingemcy 1/ 2,129 531 2,660
10. Escalation @ kf 2,210 680 2,890
Grand Total 21,000 6,500 27,500

1/ Contingencies on all materials and U.S. labor 15%; on engineering
and local labor 10%4.
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1973
197h
1975
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Schedule of Disbursements
i J000;
Local
U.8. Currong! Total
2,700 900 3,600
»500 2,000 8,500
7,800 2,400 10,200
k,ooo 1,200 5,200
21,000 6,200 27,500

3. Financial Plan

K. Arrangements for Provision of funds

The proposed loan from A.I.D. will provide the U.S, dollar
portion of foreign exchange costs. The loan will be made to
the GOI with U.S. dollar repayment over 4O Years including a
10-year grace period during which interest is to be charged at
the rate of two percent and no amortization payments are reqQuired,
and at three percent for 30 years, during which the loan will be
fully amortized in level semi-annual installments of principal
and interest.

A1l local currency requirements for the project and any dollar
overruns will be met through the GOI National Development Rudget.
A plan for provision of local currency funds from the National
Develcpment Budget will be prepared, which will specify annual
levels of support required to permit P.N to timely meet its local
currency obligations including creation of a revolving fund.

PIN will establish a revolving fund in rupiahs sufficient to cover
local currency costs of construction for a six month period,

which shall be replenished at least quarterly. The fund will be
used for project implementation and for meeting operating needs
for the project during the interim period, including purchase of
spare parts and necessary inventory.
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B Arrangement for provision of the project proceeds to PLN

A.I.D. loan proceeds will be provided by the GOI to PLN on terms to
‘be agreed upon and approved by A.I.D. Because of the current financial
position of PLN (see belaw), it would be difficult to determine appro-
priate second-step loan terms or to demonstrate that PLN has the capacity
to meet such terms. The Central Java Electric Power Rehabilitation Project,
(Tuntang System), A.I.D. Loan 497-H-019, and the Medan Electric Power
Rehabilitation Project, A.I.D. Loan 497-H-022, establish precedents for
this approach. The borrower, beneficiary, and conditions are similar
with respect to all of the loans. A study leading toward the financial
reorganization of PLN is being financed by the IDA and is presently
under-way. After the recommendations of the management consultants for
financial reorganization. , SOFRELEC, are complete, and not later than
May 22, 1973, the financial condition of PLN will be reviewed and second-
step loan terms for the A.I.D. loans set tb best suit the revised financial
‘structure.

4. Finanetal Condition of PLN

Past PLN accounting procedures and practices have been inadequate to prepare
meaningful financial statements reflecting the current financial structure and
condition of PLN. Although PLN has issued detailed and uniform accounting pro-
cedures, they are not consistently followed by the various regional offices either
because - complete information is unavailable, or personnel are not
qualified or trained to maintain proper accounts. Existing financial statements
do not reflect fixed assets acquired from the predecessor Dutch companies, have
not been adjusted for inflation, and make no provision for uncollectible
Yecievables. The most recent audited combined financial statement for CY 1966
is too deficient to be usable and is not presented.

PLN is remedying its accounting and financial procedures as a condition of
the IDA Development Credit Agreement for the Djakarta Rehabilitation project. This
agreement requires that PLN employ management consultants to: review and
make recommendations on the organization in operation of the électrical power
sector, including the electricity tariff structure; review, prepare and assist
in the institution of appropriate methods and procedures for PLN related to records,
accounting system and financial practices; and assist PLN in implementation of
a valuation of fixed assets.

As discussed above, the current financial structure and condition of PLN are
under review by an IDA~financed study by SOFRELEC, a French consulting firm,
They will recommend a rather complete revamping of PLN's capital structure.
They are currently providing management and technical services to PLN headquarters

staff. Thigs assistance will provide the major reforms and guidelines neadad ra
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introduce sound utility practices and financia: management.

In order to ensure that PLN Reglon X gets on a sound financial
~basis, substantial managemeny and technical services will be
required. Under AID Loan No. 497-H-019, Central Java Electric
Power Rehabilitation (Tuntang System), the general consultant
will provide management service, technical assistance and
on-the-job training to implement sound accounting practices
and proper records management. Additional training in
accounting, financial reporting and supply management will be
provided under the terms of the loan herein.

5. Isx Consideration

The 301 levies an income tax an2 reconstruction and development
tax on Ctate enterprises. Since current PLN operations are supported
from the 30I Development Budget, tax assesments are either not sig-
nificant or meaningless, However, after revaluation of assets and
establishment of autonomous operation, tax considerations will be
a significant factor in planning future operations, particularly with
regard to internal cash generation for system maintenance and growth.
A recommendation on tax consideration is expected from the IDA mane je-
ment consultants in the financial reorganization plan.
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D. Economlic Evaluation.

l. Present Power Situation in the Ketenger Electrical System.

The economy of the area served by this system suffers from
a shortage of power including all three elements: generation, trans-
mission and distribution. All classes of customers must endure frequent
interruptions, low voltage, and severe restrictions; rates are regressive,
and applications for nes or additional service have accumulated in PIN's
waiting lists because of this lack of capacity. The greatest loss to
the economy has been in the industrial sector; a survey of factory
managers indicates that the unfilled demand for industrial power is
several times greater than the presently connected load. Because of
expensive shutdowns and motor failures caused by low voltage, many
industrial customers have been forced to install their own generating
facilities. There is also a considerable amount of suppressed demand
for residential and commercial power. Since the combination of these
factors has resulted in negligible growth for the several years annual
sales and production data have been available, they are of little value
for trend evaluation. See map at Figure A.

2. Forecast for Growth in Klectric Power Demand.

a. Projected Population Growth.

In usual electric power demand forecasting, population
and load growth show a historical relationship. However, this type of
analysis is not feasible where normal load growth has been necessarily
restricted. Since growth must be projected from 1969 levels and later
from potential levels in 1976~77, greater than usual reliance must be
placed on population growth.

Using the 1961 census data and the 1969 registration
data, it was determined that the annual population growth rate in the
Ketenger Tlectrical System area since 1961 was 1.32% for urban areas
and 1.28% for rural areas. Although this figure is substantially below
the range usually estimated for Indonesia as a whole, it is probable
that any persons missed would be of the subsistence rural or indigent
urban classes who would not be likely power customers anyway. The
population projection tables are set forth in Annex V.

b. Projected Economic Growth.

In addition to the population projection, our long range
forecast is based on the region's current economic condition and its
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economic outlook. While real income per capita for all Java is expected
to increase at an annual rate of 2.5¢, a 2.25¢ rate of annual increase
is estimated in real income per capita for our load forecast determina-
tion here. See Annex V.

3. Tariff Sctedules and Charges

The existing PLN rate structure has a flat soclal rate for residential
and small power ucers and another which applies to schools, churches and
similar institutions. These rates do not reflect the economic cost of power,
nor do they provide a reasonable return to PLN. Moreover, they provide no
stimulus or significant concession to industrialization. As indicated in
Section II.A.3, SOFRELEC of France 1s currently providing management and
technical services for improvements of the PLN managerial and tariff-
making functions which will lead to recommendations for a revised rate
structure. It is expected this work will be completed sometime in 1972
and that the proposed rate structure will reflect the criteria contained in
the SOFRELEC interim report cited in Section I1.A.3 above.

The IDA Development Credit Agreement for the Djakarta Rehabilitation
Project, under which SOFRELEC is financed, provides the following with
respect to rates: the revised schedule of electricity tariffs and charges
should provide PLN with revenue sufficient to cover all operating expenses
of PLN, including administration and overhead expenses, maintenance,
depreciation, and taxes, and interest on amortization of debt to the extent
it exceeds depreciation, and finance a reasonable portion of PLN's capital
expenditures.

In the absence of an economic rate structure and second step‘loan terms,
in order to derive a reasonable estimation of PLN's cash flow requirements,
and the economics of the proposed zdditions to PLN Region X, the Project
Committee has derived several hypothetical power rates. Certain assumptions
have been made with respect to the cost of money to PLN. Average terms of
30 years with a 5-year grace on the repayment of principal, and with
interest at 12% per annum have been established for all PLN borrowings for
capital additions or replacements. The 30-year term reflects an average
economic life of the various capital assets to be financed, ranging from
perhaps 25 years in the case of steam generating facilities to 50 years for
the high voltage transmission. The interest rate of 12% per annum reflects
a reasonable cost of capital in Indonesia, and is a rate used by the GOI
in assessing project returns. Applying these terms to the capital additions
and calculating operating and maintenance costs for all parts of the system,
total annual cash requirements are derived. .
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In order to meet these cash requiruments, cash revenues resulting from
the application of four illustrative rates have been calculated by applying
each rate against the load forecasts projected by Chas. T. Main in its
recent Central Java load forecast. See Anmnex VI-A. It is recognized that
the projected loads could vary from this projection; however, it is thought
to be a conservative one by the Project Committee. The four illustrative

rates are calculated as follows:

1) At A.I.D.'s request, Chas. T. Main calculated an illustrative rate
structure for PLN based on what the consultants regard as the consumers'
ability to pay in each rate catagory. This illustrative rate schedule is
presented in Annex VI-B and equates to an average rate based on total

KWH consumed of 2.082¢ per KWH.

2) As it is unlikely that a new rate structure can be easily imposed
on existing PLN customers now paying the low social rate, a second calcu-
lation Has been made reflecting the existing customers at the social rate
and future new customers at the higher Chas T. Main rate. This average -
rate based on total KWH sales is 1.8611¢.

3) A rate of 2.4751¢ per KWH reflects that charge which PLN would have
to apply to KWH sales over a 30~year period in order to obtajn cash revenues
adequate to meet all cash expenses, including the cost of capital additions
at the terms described above.

4) A rate of 2,7226¢ per KWH which would have to be charged by PLN
in order tc meet all of the cash requirements, and in addition achieve a
net return of 10%. '

It is clear from an examination of Anmex I¥ that neither appl;pgtiqn
of the Chas. T. Main rate will provide sufficient revenue in any year to mcet
cash requirements. The 2.48¢ per KWH rate will result in a financially
self-sustaining project in approximately 1984, and the 2.72¢ per KWH will

achieve break-even in about 1981.

5. Benefit Evaluation

In order to examine the economics of PLN Region X, calculations have been
‘made considering all of the capital additions t» be made during ‘the period
1971 through 1975, The five major capital pxojects and their amounts are
given in Annex VI-C. . An internal rate of return for each of the illus-
trative rates discussed above has been calculated and is as follows:

Rate (¢/KWH) IRR (%)
2,082 8.00
1.8611 5.97
2.4751 11.48

2.7226 13.67



UNCLASSIFIED
23

It is clear that both the financial and economic justification for this
project turns on the question of rates. The above internal rates of
return reflect only the economic benefits and costs of the project resulting
from the four illustrative rate structures. There are no additional economic
costs that have been identified by the consultant or A.I.D. There are, how-
ever, additional economic benefits that can be contemplated although perhaps
are not easily quantifiable. The provisicn of firm reliable power in the
Central Java region will serve as a btgsis for increased industrialization
and development of that area. As discussed in.earlier sections, the lack of
adequate power has been a major impediment to exparsion of the small amount
of industry that presently exists using captive power sources. Secondly, as
much of the power produced and consumed in the early years will be purchased
for residential consumption, significant social benefits should result, and
both the quality and standard or life of the residents of Central Java should

be improved.

In view of the fact that five separate but integrated power projects
are beigg simultaneously undertaken by PLN Region X, representing a total
capital investment of over $80 million, it is not considered useful to
attempt to measure the econcmics of one of the projects as a separate
entity. As the five projects are all interrelated, the deletion of any one
would have a significant financial and economic effect on the Region X
system as a whole. The important economic conclusion is that the five pro-
jects taken together result in an economic and financially viable project
at a cost of power to the consumer that is in line with established
power costs in the rest of Asia.

As i1s apparent from the foregoing financial and economic calculations,
the justification for this project depends on rates. It appears that PLN
will have to set a flat rate of about 2.48¢ per KWH if the project is to be
financially visble. It may be that such a rate would be more than the
consumers in Central Java could sustain and a cost of power nearer the
Chas. T. Main estimate of 1.861l¢ per KWH will apply. If this is the case,
1t is clear that Region X would not be financially self-sustaining without
GOI assistance which might take the form of a direct subsidy to PLN or
perhaps agreement on lower second-step loan terms than those postulated in
this anzlysis. A.I.D. has no objection to the use of lower second-step
loan terms if such terms are adequately justified and warranted by the
circumstances, Assuming, however, that an average flat rate of

-about 2% ¢ perKWH can be applied, the project economics will provide an
internal rate of return to the economy of about 12% which is considered both
reasonable and justifiable in terms of the present Indonesia economic

situation,
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An enlarged 1ist of projects - 'ch merit project aid constitutes
an 1ate basis for & project aid commitment request of $270 million
fer y/T2; total project aid disbursements (almost all under projects
ocommitted in prior yedrs) are estimated at $175 million, The resulting
total foreign aid request is $640 million in commitments for 1971/72;
disbursements ia thet year are projected at $545 million compared to an
estimated $401 miliion in 1970/71. Add disbursements of this order will
substantially sugment projected export earnings which are expected to
inerease by abowt 19 percent. The increased foreign exchange resources
thus available, after allowance is made for debt service payments and o
token increase of foreign exchange reserves, will permit an increase of
overall imports by 20 percent.. Since this includes the higher disburse-
ments projected for project aid and the larger inflow of imports financed
by private cepital inflows, other imports ere, therefore, projected to
inerease by only 13.5 percent,

B. Price end Monetary Developments

The highar level of economic activity in 1970/71 has been accompanied
by more steble prices than in previous years, The main elements making for
price stability were the 80od rice crop and the availability of sufficient
irpert supplies. A sizeable expansion of the money supply, 35.2 percent,
between December 1969 and December 1970, was not incompatible with the price
stability achieved since this expansion resulted largely from an increase
of bank credit to the business sector of the economy, and was at leest
partly offset by an increase of time and savings deposits in State Banks
(which are the only ones providing reliable data) of 50 percent.

It presently appears, however, that FY 1971/72 may see considersbly
smaller credit expansion than 1970/71, notwithstanding active efforts by
the banks to increase their deposits. The expansion of commercial credi:
to the business sector may also be somewhat limited as the medium-term
investment program-and the credit needs of the rice production program
pre-empt a larger share of totael credit resources,

Pressure on the cost of living is being largely contained by the
new strength of the economy, the decline of inflationary psychology, and
the continued supply of essential import commodities made possible by IGG.
members' program aid. The rate of inflation has been sharply reduced
(it was 635% in 1966 120% in 1967, 85% in 1968, 10% in 1969 and under %%
in 1970) and rational Pricing of goods and services is increasingly the
rule. If supplies of rice and essential imports continue to be available,
inflation should continue to be contained,
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e externg) Value of the Tupish remaineq stable in 1969, and
the PP oxXchange rate (spp1icabie to payments for Services, to leas essen-
tial iwports, and to most Private financig) trmsctions) actually im.,
oved daring tye Year from aboyt Rp 385 per yg $1 in January to 378:1.

During 1970 two separate reforms were made in the Indonegian

Monetary pung. On Apri) 17, a refornm Package Was announced Vhich in effect
devalued the Tupiah, The Package mergeq the two foreign exchange marketg
vhich were ip existence untiy that time ang set a fluctuating foreign
xchange rate Pegged at Rp 378:$1, to &pply to all foreign exchange trang.
agtions for imports financed by commodity a&ssistance programs;
inporters utiliging commodity assistance had access to g rate of Rp 326:41,
The retention of this Preferential exchange rate for foreign aiq immports
Devisa Xredit or DK) wag deemeqd necessary in orgder to compengate for the
dilinccntivel of program loan (especially U.s.) Proceduresg, However, +tnig
Va8 less then complete rate unification ang thug did net &ccord with g
basic tenet of the Inr, Consequently, &s of December 9, the DX rate was
officially fiyeq at Rp 378, equivalent to tphe regular (DU or Devigy Unnum)
rate. 'Thig final step had been éxpected by mogt observersg , including
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Payments of principal due during uie first eight years; amounts so
deferred will bear interest from deferment at 4 percent and will be
repaid no later than 1992-99 in equal annual installments. The agree-

to be accorded to any other craditor country for the consolidstion of
camparable debts, Agreement wag reached with the U.S.8.R. in August 1970
regarding the rescheduling of payments due on their debts incurred by
Indonssia before July 1, 1966. Provisions of the agreement are generally
in accordamce with the Paris Club agreement “erms, and the rest of the
Bloc countries are expected to follow suit,

The total principal together with rescheduled contractusl interest
and moratariuvm interest accrued prior to Janudry 1, 1970, amounted to
$2,00.6million, Om an annual basis principal payments would amount to
about $59 million before &pplication of the bisque .clause, and interest
Payments, which are to be repaid equally during the years 1985-99, would
amount to ebout $18 mi111ion, Individual naticns which have already signed
bilateral rescheduling agreements are the U.8.A., the U.8.8.R., Prance,
the P.R.0., and the Netherlands. See Annex VI, pages L through 7.

Past reschedulings left Indonesia with debt service ratios (caleulated
oo the basis of non-oi) exports plus net oil export earnings and includir,,,
post-Bukarno debts) of 129 in 1968 ang 8% in 1969. The debt service rati -

vhich service Payments mist be made (Indonesia since mid-1966 has already
contracted new obligations, including interest, of $1.5 billion), Indonesia'
debt service ratio ig estimated under 204 in the 1970's and slightly highe
in the 1980's. By international standards, these retios are manageal ‘e,

With the soft terms of the loan herein Proposed, particularly tr
10-year grace reriod, the overall rescheduling of old debts already g,,r2e.
upon and the Indonesian potential for export expansion, the repaymen:
prospects for the proposed $21.million loan aprear reasonable. Our
assessment of Indonesia's reéepuyment prospects is shared by other 1GG:
members who are continuing with similar progrem and project lending g
grams of their own,
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IV. Lean Administration.

A. Timetable for Implementatien.

A summary timetable for implementation of this project is
set forth below. A more detailed schematic table appears in Annex II.

B.

Loan Authorisatien
Loan Agreement Negotiated and Signed

Conditions Precedent to Opening Letters
Commitment Met

Project Engineer Selected and Contract
Negotiated

Specifications and Invitations for Bids
Prepared for Early Procurement Items

Conditions Precedent to Early Procure-
ment Met

Bids Evaluated and Awards Made for
Early Procurement Items

Conditions Precedent to Construction
Met and Construction Contract Approved

Construction Work Completed

Engineering Supervisory Services
Completed

Project Execution,

1. Project Exscution PE.
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June 30, 1971
August 31, 1971

of November 30, 1971

November 30, 1971

April 30, 1972

July 31, 1972

December 31, 1972

March 31, 1973

December 31, 1975

February 28, 1976

The project will encempass four distinct but related opera=
tions: 1) detailed design, 2) technical and management assistance and
training, 3) censtruction and 4) supervision.
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Preject implementation will require early contracting for
consulting enginsering services with the preject engineer who will provide
early preparation of specifications and IFB, analysis and precurement of
essential equipment and materials. The project engineer will also be
responsible for the detailed design, preparatien of IFB for construction
and supervision and enforcement ef the comstruction contract on behalf of
PLN.

The project engineer will also be respensible for training of
persomnnsl made available by PLN and assigned full time to this project and
will be respensible for planning of participant training for selected personnsl
from this team.

The project engineer shall be responsible for the final design
of all systems, preparation of bills of materials and specifications for all
equipment and IFB's planned for procurement. He shall be responsible for
definition ef constructien standards and materisl specifications and warranties,
preparation of the IFB fer the construction contract, evaluation of bids,
recommendations for award for the constructien contract, supervision of
censtruction and final inspection, testing and s.cceptance of completed work.
See Annex III.

The censtruction contracter will arrange ter timely perfor-
mance of censtruction as scheduled by the preject engineer in accordance
with standards established for the project and will train and schedule work
crews and maintenance persennel assignments during the course of the
preject.

Conditions precedent have been held to a minimum and include
only standard provisions divided into three groups: 1) Opening Letters of
Cemmitment, 2) C,P. to early procurement of long lead items, and 3) C. P,
to construction financing.

2. Coordinatiern.

Project execution, construction and supervision, operation
maintenance and training must be a ceordinated and scheduled effort on the
part of the project engineer, construction contractor, PLN and USAID. In
additien USAID will continue its close working relationship with PLN and
with the IBRD Resident Mission in Djakarta and undertake as part of its
monitoring responsibility to assure that adequate communications are
maintained with all the contract organisatiens. '



tiens and for Disbursements.

a. Ceuaditions precedent te epening letters of commitment shall be
moet within three months after signing the lean agreemaent.

b. Ceaditions precedeat to procurement of early procuremsnt items
shall be met within eleven menths after signing the loan agreement.

c. Conditions precedent to construction shall be met within nine-
teen months after signing the loan agreement.

d. The terminal date for requests for new disbursing authorisations
shall be thirty-one menths after sigaing the loan agreement. This will permit
one year after completien of all conditions precedent fer opening letters
of commitment,

¢. Terminal date for disbursement shall be seventy-two months
after signing of the loan agreement. (See AnnexII for implementation
schedule. ) This prevides twelve menths for opening the letter of credit
for comstructiea services, thirty-five months for construction and completion
of engineering services, and six months for finala:counting and final disburse-
ment.

C. Impact on U. S. Balance of Payments

The impact of this loan on the U.S. balance of payments should be
favorable. Goods and services finamced by this loan will be ebtained from
A.1.D. Geographic Code 941 (Selected Free World), and it is expected the
U.S. will previde a substantial amount of the goods and services supplied,
with corresponding follow-up orders of spare parts, equipment and materials
resulting in additional U. 8. exports on a commercial basis.

D. Use of U.8. Gevernment Excess Preperty

Because of the detailad equipment specifications required for the
components, it is not anticipated that U. 8. Government Excess Property can
be used for this project.
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V. Conditions Precedent and Covenants

1. Conditions Preccdent to Opening Letters of Commitment
(Projoct Enrincering) )

a. An opinion of the Minister of Justico of GOI that the losn
agreement has bcon duly authorized or ratificd by, and executed on
behalf of GOI and is a valid and legally binding obligation in accordance
with its terms.

b. An opinion of the principal legal officer of PLN, or of other
logal coursel satisfactory to A.I. D., that thip loan agreement has been
duly authorized or ratified by, and executed on behalf of PLN and is a
valid and legally binding obligation in accordance with its toerms.

¢. The names of the parsons who will act acs the representatives
of GOI and PLN, togethor with evidencoe of their authority and a specimen
signature of each such porson.

d. _A_ contract with. an engineering
firm or individual(s). The seloction of suid onginnering firrm and the
terms of said draft contract shall be in accordance with A.I. D. Capital

Projoct Guidelincs for englneoring services.

2. Conditions Y'recedent to Early Procurement

a, Advico of the Government of the Foderal Republic of Germany
(FRG) that the agreemonts with the GOI and PLN are offcctive, said advice
and agreemen:s to include firm schedules for project implementation, for
implementati sn of the FRG project for double circuit 150 KV linking of the
Semarang st:am power plant to Pckalongan including installation of required
substations,

F. A plan for implementation of the project, including training,
the procurement of equipment for the project, and the designation of basic
system standards for the distribution systems. Said system standards shall
include standards for service wiring and voltage level of primary and
secondary lines.

c. Evidence that any rights o. way, rights of entry. real property
leases or acquisitions necessary for progect implementation and system
operation have been obtained or plans made and financing provided therefor,
all in form and substance satisfactory to A.I.D.
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d. Procurement contracts for oquipment and materials between
PLN and a firm or firms, selection of which snd terrns of said contraci(s)
shall be in accordance with A.I. D. Capital Projoct Guidelines.

(When a throvgh ¢ have been mot, a Lotter of Commitment may be opened
for all procurement financed under this loan for PLN's account, but
individual Lettors of Credit will not be opencd until A.1. D. approval has
boen obtained for the respective supply contracts. )

3. Conditions Precedent to Construction Finéncing

a. Evidencs of the establishment by PLN of a reserve fund in
Indonesian currency equal to the total Indonesnian curroncy costs of the
project for the upcoming six (6) monthe as estimated by the project engincer,
said funds to be replenished to the appropriate level quarterly or more often .
in the event actual Indonesian currency expenditures substantially excecd
said estimateos, or such lesser amount as A.1.D. shall agree to in writing,
which shall be used for the execution of the project until the project is
completed.

b, A contract or contracts for construction services between PLN
and a firm or firms. The selection of said firm(s) and the terms of said
contract(e) shall be in accordance with A.I. D. Capital Project Guidecliaca
for construction sorsices.

4, GOl Covenants

GOI covenants and agrees that it shall:

8. Take all necessary actions to cnable PLN to pexform its obliga-
tions under Article II of the Project Agrecment between PLN and the
International Development Association within the time limits prescribed
in said Project Agreement.

b. Make available to PLN over and above the proceeds of the loan
foreign exchange to the extent necessary to purchase third country spare
and replacement parts for maintenance, repair and operation of existing
generation facilities and related equipment until power supply is replace
by that from tho Semarang steam power plant. :

¢. Make available to PLN any Indoaesian currency neccssary for
implementation and completion of the project and for operation up to
completion of the project. .
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d. Froem gompletion of the preject usntil such time as PLN may
become an autonamous, nem-budget-supportsd corperation, assist PLN in
obtaining funds sufficient to meet the operating and maintsnance expenses
necessary for the effective utilization of the project.

o. Assist PLN to carry out the project, er cause the project to
be carried sut, with due diligence and efficiency, and in cenformity with-
seund engineering, censtruction, financial, administrative, and manage-
ment practices.

5. PLN Cevenmants
PLN covenants and agrees that it shall:

s, Perform its ebligatiens as prescribed in Article II of the
Project Agreement with the International Development Association within
the time limits prescribed in said Project Agroement.

b. Replenish the Indenesian cucrreacy reserve fund whenever
necessary to maintain said fund at the level set forth.

c. Establish connection fees for all future service within the
project area that will encourage increased corisumption of electricity.

d. Maintain the basic system standards for the distribution
systems in accordance with the conditions precedent above.

e. Carry out the project, or cause the project to be carried out,
with due diligence and efficiency, and in confdrmity with sound engineering,
construction, financial, administrative and management practices. ‘

f. Submit all plans, specifications, contracts, schedules, and
engineering censtructien or procurement arringements for the project,
and all medifications thereef, to A.L D. for its approval prior to their
implementation, and carry out the project, or cause the preject to be
carried out, in cenformity therewith.

g. Adequately maintain, repair and operate, in accordance with
sound comraercial practices, all Eligible Items and any facilities resulting

from their use.
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ATD-DLC/P-975

PROJECT IMPLEMENTATION

A, Consulting Engineering Services
1. Selection Procedure

The consultant will be chosen by the PLN under the procedures
(outlined in C;hapter 2 of the A.I.D, "Capital Projects Guidelinss
“(M.0. 1h442.1).

2. Type of Contract

A contract with a cost ceiling will be used. A,I.D.
approval will be obtained for the contractor selection and the terms
of the contract prior to execution.

3. Scope of Consulting Services

The consultant shall be responsible for the final design of the
system, for preparation of bill of materials and specifications for all
equipment, and for IFBs for the items of equipment planned for PLN's
account, He shall also be responsible for definition of construction
standards and material specifications and warranties, for preparation
of the IFB for the construction contract, for evaluation of bids and
recommendations of award for the construction contract, for supervision
of construction, and for final inspection, testing, and acceptance of
completed work and for final accounting,

The consultant shall prepare a critical path analysis which shall have
as its objective the earliest possible start of actual construction on an
uninterrupted basis, The consultant shall also review the status of
all equipment in the system and shall use to the fullest practical
extent, serviceable equipment and materials in the possession of PLN
Region X, In preparation of final design, the consultant shall also
make maximum use of locally available materials and labor,
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The consultant shall provide a team of individuals composed of
reasonably long term personnel supplemented by short-term
assistance as needed to provide technical and management assistance
and training to PLN Region X personnel, Expertise shall be provided
in the form of individuals with considerable on~-the-job experience
performing similar tasks in operating utilities in such areas as
utility management; power System operation and load dispatching;
utility system accounting; generating and distribution system mainte-
nance/parts handling, warehousing, and management,

It shall be a principal responsibility of the consultant to coordinate
his efforts with those of the IBRD management consultants in
Djakarta and to assist in the earliest implementation within Region X
of their recommendations.

B. The Construction Contract

1. Advertisement, Bidding, and Award

The consultant shall prepare an IFB for the construction
contract (s), The contract shall be let on the basis of competitive
bidding with the award being made to the lowest responsive bidder,
under the format discussed below, and in accordance with A.I,D.
Capital Projects Guidelines (M.o. 1441, 2).

2. Construction Contract

In letting the construction contract, it is desired to achieve a
result as close as possible to a fixed-price construction contract
including provision of materials and equipment to be procured by the
construction contractor. However, final design for the transmission
and distribution systems will be completed on a plecemeal basis so
that construction can begin on portions of the system while final
design is being completed for the remainder. Thus, the construction
contract must be let on the basis of a preliminary estimate of the
quantities of construction units required.

The consultant will submit, prior to letting the contract for
construction, a preliminary design for the new and rehabilitated
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electric systems which will form the basis for the final design for each
portion of that system. He will also prepare drawings for the
construction units, complete with material lists. He will estimate the
quantity of each such unit required for complstion of the project and will
prepare a cost estimate for the preliminary design based uponthe number
of each such units and their estimated installed cost. With this
information, the consultant will prepare an invitation for bids for the
construction contract which will define the scope of the project,

identify the individual construction units and indicate the number of each
unit anticipated for the job. In submitting bids, the construction
contractor will be expected to provide a total price based on the
estimated numbers of units and to break down that bid price into a price
for each unit, specifying the dollar and local currency componant there-
of. Award will be based on either the lowest total price or lowest
dollar price, depending upon whether the local currency components
would more advisably be bid on a fixed unit price or cost reimbursable
basis., The consultant will make a recommendation to PLIN regarding
which basis will be used for bidding the construction contract.

Payment to the contractor shall be made on the basis of actual
quantities of individual installed inits at the unit price stated in the
executed contract, as amended from time to time.

C. Arrangements for Consulting Services

Selection of the consultant who will provide consulting engineer-
ing services, technicel and management assistance: and treining, will begin
as soon as possible. Conditions prece:ent to financing consulting
services will be kept at a miqin;um.

The consultant, as first priority, will identify the item and quantities
of equipment and materials which need to be procured early in order
to permit prompt initiation of the transmission system and distribution
rehabilitation, and will prepare IFBs for these items,

2. Consultant's Role

Upon approval of the IFBs, the consultant will purchase the items
for PLN on a competitive bid basis in accordance with procedures of
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A.I,D, Capital Projects Guidelines . .

(M, O. 1441,3). The consultant shall be responsible for inspection
and acceptance of all commoditios which he has procured and for
assurlng that commodities procured by the construction contractor are
in compliance with specifications.

The consultant will establish a plan for re-use or retirement and
return of existing distribution materials and equipment to PLN by the
contractor. He will prepare staking sheets and material inventory
sheets for use durlng the construction period and also will \id and
assist PLN in accounting for these used materlals.

3. Construction Contractor's Role

When = summary of the IFB for the construction contract is
published, it will announce the type of work being performed and
indicate whut items of equipment and material are included, This will
permit suppliers on their own initiative to contact U.S. construction
firms likely to bid for the project and to offer their equipment to the
construction firm, Construction firms will be seeking to minimize
their own bids, and thus, competition as to equipment supplied by the
construction contractor will be achieved through the competitive
construction contract bid price.

The invitation for bids shall identify the construction units to be
installed by the contractor, show the estimated quantities of each unit,
and include detailed specifications, In addition, it will include a list
of individual items of material and equipment which have been
procured by PLN for use on this project and which are to be taken over
oy the contractor and incorporated into the project.

The IFB will include a list of construction units and the quantity of

each which will be reused or retired from the existing electrical
system. The contractor will remove units to be retired from the
system and return all of the material to the designated PLN warehouse,

The contractor may at the completion of the project turn in for credit,
at designated PLN warehouses, small amounts of new materials which
are surplus to his needs, PLN will purchase this material at the
contractor's demonstrated cost delivered to his warehouse,
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Loss and breakage o materials handled by the contractor shall be for
his account.,

The construction contractor shall be responsible for timing of
arrivals of adequate quantities of materials and equipment as the
construction work progresses, for inspection of materials and
eqipment which he has provided, for handling, proper storage, and
utilization of all materials and equipment at the project site, including
those furnished by PLN, and for assuring that work performed is in
accordance with construction standards and specifications,

4, Shipping, Customs Clearance, Handling and Storage

In accordance with A.I.D. practice, at least 50% of eligible
items will be shipped on U.S. flag vessels, the standard marine
insurance provision will be included in the loan agreement, a GOI
commitment of foreign exchange will be required for any shipment on
non-U.S. flag carriers, and port charges shall be paid with foreign
exchange provided by the GOI and a trust fund for such purpose will be
effected through sideletter agreement.

The consultant will be responsible to obtain sarliest possible delivery
of items which he is to procure for PLN's account, which he will
inspect and turn over to the construction coatractor, The construction
contractor will be responsible for storage and handling of the materials
and equipment purchased for PLN's account and that which he accepts
from PLN, and for control and accounting of existing facilities being
retired or diverted to alternative use. The construction contractor
must arrange time and delivery for all other items and must assure that
all equipment and materials as needed are timely available, It will,
therefore, be necessary to carefully schedule shipping arrangements
to avoid possible delays.,

In the past PLN has encountered difficulties in moving imported
commodities through customs. This appears to have been due to PLN's
inability to pay customs duty on shipments, Since this is a loan
financed economic development project receiving support from the
National Development Budget, the GOI policy is to not charge customs
duties on imported commodities and equipment, Therefore, no problem
is foreseen in obtaining customs clearance, but the arrangements for
procurement which shall be provided as a condition precedent to early
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procurement shill include a plan for movement of commodities throﬁgh
customs,

5. Technical and Management Assistance and Training

a, Objective

Broad management consulting services wlll be provided to
PLN central organization as part of the IDA loan for Djakarta
rehabilitation. The technical and management assistance and training
for this project will be focused upon PLN Region X, will be coordinated
with and will support the management consultants provided to the
central organization, and will emphasize both on-the-job training in
Central Java and participant training in the U.S. and third countries
for key PLN personnel.

b. Arrangements for Technical and Management Assistance
and Training

To permit flexibility, management control and continuity
for this electric utility system, we believe it is desirable that the
project engineering service, and technical and management assistance
and training be included in a single contract, All of the training will
be completed during the period of the rehablitation project (4 years).

An important aspect of the management services will be coordination
with the IBRD management consultants worling with the PLN central

organization on broad management and institutional reforms, and this
is part of the scope of work for the consulting engineer,

c. Scope of Technical and Management Assistance and Training

The consultant will provide general utility specialists who
will train PLN personnel at the operational level. The consultant
will furnish and supervise long term specialists to assist with the
training program if required,

The consultant's speclalists will have broad experience in distribution and
transmissiasystem operation, maintenance, diesel operation and
maintenance, systems management and operation, accounting, parts
management, inventory and record keeping, rate and billing procedures
and evaluation, and system communications.
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8, Participant Training

It is planned to train selected PLN personnel, printipally
through work experience at operating utilities, in U.S. to develop
skills in systems operations and maintenance equipment procurement
and accountability, and utility accounting. The training period for
any employee will probably not exceed three months.

Participant training is recommended for the following classifications
of personnel:

Distribution Systems Superintendent

Transmission System Superintendent

Accountant

Equipment and Supply Management Control Superintendent
Systems Operation Superintendant '
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Ketenger Electrical Transmission/Distribution System

Feconomic Considerations.

1. General Fconomic Conditions in the Ketenger Electrical System
Area.

The area to be served by this transmission/distribution system
covers the Western portion of Central Java and has a population of _
approximately 8.5 million. The principal municipalities are Pekalongan
(109,000) and Tegal (104,000), with population densities in the 15=
20,000 per square mile range and TJjilatjap, Furwokerto and Pemalang.
Each of these serves as a commercial and industrial center for a larger
population in the surrounding ares.

Although the cities and larger towns are generally connected by
good all-weather highways, only dirt roads extend to the outlying
villages. The area is also covered by a railroad system which is an
important factor in the movement of freight in the area. In combination,
the area's highways and railways comprise a transportation system which
can be improved and extended as necessary to meet the requirements of
an expanding economy. From the viewpoint of export or inter-island
commerce, the area currently suffers from the absence of a fully
developed port. TJjilatjJap has great potential, however, and port
development is underway which may eventually turn it into a major port.
Tts major limitation is its South Coast location which is out of the way
for inter-island commerce, even though well suited for international

trade.

The economy of the area is predominantly agiicultural. The
fishing industry is relatively small, and there is presently very
little mining in this part of Java. However, there have been some
potentially valuable iron sands deposits discovered in the area east
of Tjilatjap and development for export is underway. Home industry,
or handcraftsmanship, employs many workers in the production of hand
batik, wood and ivory carving, metal working and other native arts.

There are also several types of industrial plants, including
mills for the processing of agricultural products; service industries
such as foundries, machine shops and railway shops; and manufacturing
plants. The latter include small shipyards, paper mills, machine batik
plants, and cotton textile plants, some of which are fairly large and
modern. Yowever, in relation to the population and the size of the work
force in the area, industrial development is at a very low level.
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2. Economic Growth Proaections.

Total real income in Indonesia as a whole increased at about 2,3%
per year between 1958 and 1966. Since this growth was roughly equivalent
to population growth, there was no significant increase in real income
per capita. After a moderate gain in 1967, total income increased L.6%
in 1968. 1In 1969 the increase in total real income was again 4.6%.

Thus for 1968 and 1969, assuming a 2.0f annual increase in national
population, there was an increase of 2.6% per year in real income per
capita, the first significant improvement in ourchasing power for many
years. Informed Indonesian economists believe that the 1968-69 increase
can be maintained for real income per capita, ahd that this rate of
growth 1s reasonable for future planning.

Real income per capita for the area served by the Ketenger
Electrical System is not capable of being broken out statistically
from the data for Java as a whole, but compared to the rest of the
island, it is more predominantly agricultural, has a higher population
density, and fewer natural resources. Its future economic prospects
appear encouraging, however, although still slightly behind its
neighbors. There are many plans to increase production and employment
when electric power is made available; some new plants have been built,
others are scheduled, and some are in the planning stage. Harbor improve-
ments are underway at TJilatJap which has the potential of becoming a
fine deep-water port; Australia is interested in this "front door" to
Indonesia and is engaged in development planning for the area. As a
result of these factors a real income per canita increase for this area
of 2.25% per year has been calculated.
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Teble 3.1t Balance of Payments Wstimates, 1969/70-1971/72

(4n millions of US dollars)

2969/70 wvom wn/e:

Experts of Goods nndv Services
O 11 exports » o 47 $80
;uo:f:ﬁ exports 659 09 840
Total Exports 1,039 1,196 1,h20

Imperts of Goods and Services

‘Foodgrains - 12 U9 143
.Other food 53 . 53 60
‘Non-food consumer goods 158 185 210
Total Consumer Goods h23 387 113
Agricultural inputs 56 26 30
Industrial inputs 23} 247 270
Investmeat related goods (excl, oil) 394 _ 560 733
011 sector goods & services 121 139 175
Investment income payments - 109 13 . 182
Non-factor services (excl. oil) 106 119 123
Total Imports 1,hhj 1,612 1,926
Current Account Deficit Lol 116 506
Financing :~
Project aid bf 52 110 175
Program aid S - ' . 307 291 370
Direct private invesiment : 51 103 135
Suppliers' credits ‘ : «17 " <30 -
Short-term credits v - 37 -
Total ' 393 511 680
.Debt service paymentsd/ -85 -120 =147
Monetary movements (excl. SIR) 768 13 -27
Total capital and monetary movements 382 Lol £06
Net errors and omissions . - 22 12 -

a/ "Including debt service -and hin-pnrchnu payments of the oll sector.
b/:Based on 1/C's opened for commitments since 1967 and arrivals for pre-1967 project aid,
g[ Based on L/C's opened.
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Table L4.21 Outotending Iialilities of Fro=-1967 Debs
28 of Jenuary 1, 1970 1/ 2/

(In millions of US dollars)

Original interost loratorim interest — _ Tota
Principal Rescheds outst. Acerucd Outst. Princi teres
() (2) (3) (4) (5) 14244 3+5

I. Participating countries?’

l. France 7706 10.1 1.4 3.8 17.8 91.5 19.2
2. Gernany 10640 9.7 6.6 3.1 17.0 118.8 23.6
- 3. Netherlands 26.8 2.2 0.9 0.6 3.9 29.8 4.8
4. Italy 110.4 8.0 3.1 4.7 23.7 123.1 26.8
5. Japan 69.4 3.6 2.2 3.4 13.5 76.4 15.7
6. U.S.A. 156.8 20.6 14,2 3.7 19.5 181.1 33.7

T. U.K. 20.2 2.3 0.2 1,2 5.5 23.7 o
5672 56.5 28.6 20.5 100.9 644.2 129.5

IX., CNEA countries, Jusoslavia
and Fainland China

10 UOSOSIR. 675.5 7608 53.9 752.3 53.9
2. Hun.gary 17.1 °o3 1.5 170‘ 1.5
3. CZGChOSIO'm. 64.5 1.3 12,7 65.8 1201
4. Germany Democ. Repe. 45.7 0.3 16.6 46.0 16.6
5« Poland 94,2 0.1 32.4 94.3 32.4
6. mlgaria 1.4 it 0.2 1.4 0-2
7. Rurania 13.1 - - 2.6 13.1 2.6
8., MNainland chm 21.0 0.5 0.7 ) 21.5 007
9. Jugoslavia . 95.1 0.6 24.5 95.7 24.9
IIT. Other Countrieay ‘ ) . 79.9 145.1 1,107.5 145.1
lo Pakistan 9.5 2.5 - - 107 12.0 107

2, India 3.7 - - - - 3.7 -
3. United Arad B‘p. 3.6 - 0.8 - - 3.6 0.8

4. Mustria 2.5 - - - - 2.5 -
19.5 2.5 0.8 = 1.7 21.8 2.5
Total ) 1,614.1 59.0 29.4 100.4 241.7 1,773.5 m_

Auzust 1970 between Indonesia and U.S.S.R.

All liabilities have been converted into US$ based upon exchange rates to which parity change since
December 1966 have been realized, except CLEA Countries, Mainland China and Jugoslavia.
3/ Excluded Non Cuaranteed Debts,

pv4 Subject to rescheduling based on asreed minutes April 1970 of participating countries and Protocol of
2/
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(In millions of US dollars) Page 5 of 7

USSR, Eastern & Non-parti-/
Participating Countrieség cipating Other Countries—l All Countries
Princi- Princi- Prineci-
Year pal Interest Total  pal_ Interest Total pal Interest  JTotal

1970 21.4 21.4 37.6 37.6 $9.0
2971 :
1972
1973
1974
1975
1976
1977 21.4
1978 a1.5
1979
1980
- 1981
1982
1983 ~
1984 37.6 9.1
1985 47.4 7.3
1986 37.6 - 47.4 . 39,1 7.
1987 31.7 47.5 59.2 77.2
1968 18.4 7.6
1989 18.5 1.7
1992 o -
1993 - , 9.8 47.5

59.0

21.4

59.9
21.5

59.1

99.0
59,1

L I I R R B I B R R R A
I I I I T I B B R B R R
L N I I R I B A B R R B R I

@
$
®
&

1995 8.7 .2
1996
11997
1998 | :
1999 21.5 8.7 30.2 377 - 9.9 47.6 59.2 18.% mn.7
2000 - -

fotal $44.2 1205  ID3.1 L1293 147.6 1:276:9  L.I73.F 7.1 + 2.080.6

/1 Option to defer part of the principal paymente.

3

Source: Bank Indonesia
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Tadle 4.4: Dedt Servics, Pre-196 Debt After Rescheduliny With 1 Use of Rigaue
(In m11110ne of US dollars)

USSR, Eastern and Non-partie

icipat Countries ¢ipating Other Countries — m
- . Deter=- Princi- Defer—- Prinei- Pafere

Year Rel Interest ment Int, Total pal Interest Bent Int, Zotal . pal Jateresy mnt Iat.  Ptal
1970 - 207 - - 10.7 23.5 - - 23.5 .2 - n.2
1971 - 0.4 11.1 - 0.2 23.7 - 0.6 34.8
1972 - 0.9 11.6 - 0.4 23.9 1.3 35.5
.1973 - 1.3 12,0 . 0.6 24.1 1.9 3.1
1974 1 07. - 1.7 12.4 - 0.8 2‘03 ".2 - 2.5 “.1
1975 17.8 - 2,1 19,9 - 0.9 24.4 41,3 - 3.0 “.3
1976 17.8 - 2.3 20,1 | - 1.1 24,6 41.3 - 3.4 44,7
1977 17.9 - 2.4 20,3 23.5 - 1.3 24.8 41.4 - 3.7 49,1
1978 2.5 - 2.6 24.1 37.6 - 1.5 39.1 59.1 - 4.1 63.2
1979 - - -
1300 - - -
1961 - - -
1982 - - -
1963 - - -
1984 - 24,1 - 39.1 - 63.2
1985 8.6 Ja.7 9.8 48.9 ) 18.4 81,6
1996 37.6 48.9 99.1 0l1.6
1987 377 : 49.0 59.2 al.7
1998 . .
1989
1”1 ZI.S N 3207 3707 . 1-5 49.0 59-2 ‘ n‘ .‘.7
1992 29.% 2.6 40.7 51.8 10,1 .7 81.3 312.7 132.4
1”, : 2.2 40-, 9.8 909 71.5 ”Q‘ u.‘ ‘l‘l.
1994 8.6 1.9 40,0 9.9 9.7 7.4 : 18.3 11.6 111.4
1995 " BeT ’ 1.6 39.8 9.5 7.2 18.6 1.1 111.0
1996 1,3 39.5 9.4 7.1 . 10,7 110.6
1997 s ] 1.0 39.2 - 9.2 T0.9 £1.3 10.2 110,1
1990 29.6 0.6 38.9 9.0 70.7 81.4 9.6 109, 6
~1999 29.6 8.7 0.3 38,6 . 51.8 9.9 8.8 70.5 8l.4 18.6 9.1 309,13

Total 644.2 129,85 59.0 832,7 1,129.3 147.6 1019 1,378.8 1,T73.5 ma 160.9 1.3

y Opuutoutumotbtuwmt--uptosoﬁfoéparuup.tmgmmnlun.sﬁthrmmm.
Sourees Jaak Indonesia
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Payments Due on External Debts
Contracted from July 1, 1966 Through Decesber 31, 19701/

(In millions of U.S. dollars)

1/ Excludes service payments

data are not yet available.

Principal Interest Total
1971 " 10.9 26.6 37.5
1972 1.6 30.8 ho.}
1973 11.7 33.1 Ly.8
1974 15.2 33.4 48.6
1975 22,2 32.9 55.1
1976 25.9 32.4 58.3
1977 38.7 31.2 69.9
1978 h7.1 30.1 77.€
1979 51.6 29.8 81.4
1980 59.7 28.3 88.0
1981 63.9 28.9 92.8
1982 - 64,2 27.8 92.0
1983 and after 1,030.9 2h.5 1,355.4
Total 1,453.6 ©89.8 2,143.4
Source: Data supplied by the Indonesian authorities.

due on $20.0 million for which
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, 1977 :
1969 1971 Potential  %/Yr. 1981 BT, 1986 % Ar. 1991 XA, 199
33.412 34.0 60.0 69.5 8.7 . 0".e
758. T 768, 1160 © 1450 1010 2220
25.338 26.1 46.3 69.8  7.57 100.5  7.24 1424 .78 197.8
v
2.839 3.0 6.1 6.5 10.1 1.3 2.7
s.224 5.5 7.6 8.6 10.0 1m.e . 13.4
4.999 5.1 73.7 107.5 134, 168. . n.
1.353 1.4 2.2 10.0 1.5 9.0 $.4 8.0 . 7.9 7.0 n.t
39.753 a.1 133.9 195.9 5.85 260.0 5.4 34s.2 s.71 ass.y
.062 .1 .2 .4 .8 . . X ]
.16 .2 .2 .2 .2 2 .2
21.6 21.5 15.0 15,0 15.0 15.0
8.585 8.9 20.1 29.4 39.0 s1.8 6.4
48.400 50.1 154.2 225.7 299.6 wr sis.e
.640
49.045 . :
6205 . 5430 $273 5340 s393 sazs
7.8 ‘8.4 28.4 42.8 e 86,1 T on " 98,9
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COMBINED TUNTANG & KETENGER FORECASTS -

1969 1971 1976 1977 1981 1986 1991 199

Tuntang Forecast Forecast
m Ketenger Estimate
# Customers {1000) 153.662 158.5 266 21 7, ] e
KWH/Customer 767 782 1293 167 2y 2e3?
Millions KWH 117.922 124.0 220 304 536 806 un
Militons KWH 17.045 18.1 27 40 31 9 148
27.533 29.5 a 47 s? (1] n
INDUSIRIAL 24.855 29.1 215 323 04 508 m
&L._& TRAFFIC LIGHTS 4.872 5.0 8 12 .19 i »
IOTAL SALES )
Millions KWH 192.227 205.7 511 766 1077 1503 en
Substa. Use (E) .298 .4 1 2 2 B -4
Usecoounted For '
Milltons KWH ‘ 53.518 57.4 75 13 159 223 308
% Sales 27.8 27.9 14.6 14.8 14.8 14.9 14.9
Millions KWH - 246.043 263.5 481 .. 587 881 1218 172 2383
Hours Use of Net Peak 5929 5880 5100 5100 - 1980 5090 5170 S0

Mat Peak, MW _ s s 91 - 115 177 243 338 sy
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1. Residential.

In preparing demand forecasts it was essential to
consider changing conditions. Assuming a continuing restrictive policy
during the period while the distribution systems are being rehabilitated
under the proposed project, no improvement was made in the projected
customers-per-household ratio between 1969 and 1977, but in 1977 this
ratio was increased to reflect the addition of the residential customer
waiting list. (Actwally, portions of the waiting list will be added
starting in 1972 as distribution systems in successive areas are '
rehabilitated, and continuing through 1975.) It was also assumed that
a significant reduction in connection and capacity charges would be
made by 1976, per Section 5.2(b) of AID Loan Agreement L97-H-019,
bringing the cost of PIN service within reach of more households.

Since the economic outlook for the area assumed an improvement in real
income per capita of 2.25% per year, a 1.25% annual improvement in the
ratin of customers to population has been assumed between 1976 and 1996
in all areas.

As the combined result of “all these factors, the
residential forecagt for the Ketenger Electrical System indicates an
increase in customers from 33,412 in 1969 to 88,900 in 1996, and in
demand from 25.3 million XWH in 1969 to L46.3 million in 1977 and 197.5
million in 1996. See Annex VI.

In 1969, the estimated average annual use of S=1
customers varied from 607 to 717 XKWH (out of a possible maximum of 960),
while average annual use by R~1 and R-2 customers ranged from 1L)O to
2185 KwWd; 92% of residential customers were served on the S-1 rate and
€7 on R-1 and R-2 rates. The average use of S-1 rate customers was
calculated to hold constant until 1977, while R rate use was allowed to
increase by a nominal 1% per year. Assuming that distribution system
rehabilitation will be complete in 1976, the average use on both S and R
rates has been 1lifted in 1977 to allow for the effect of voltage improve-
ment. Subsequently, the increase in R rate use (excluding new customers
diverted from the S rate by the anticipated revised rate policy) was set
at 47 per year through 1981, and then cut back very slowly through 1996. .

The "final consideration in forecasting consumption
per customer is the reasonableness of the level of use at the end of the
study period. [or R-rate customers (excluding these acquired by restrict-
ing the S rate) 1996 average use will range from 3800 KWH to 5,550 KWH.
These levels are comparable to the average consumption of customers '
without electric water heating in many areas of the United States today.
These levels can be reached but certainly not exceeded.

Average consumption for Re-rate customers diverted
by the S-rate restriction was estimated at a much lower level, increasing.
to 2400 KWH by 1996. VWhile the estimated consumption of these customers
hardly equals the lower fringe of the range for the other R-rate.
customers, it represents a significant load increment which would not -
have been realized without S-rate restriction. :
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ii. Commercial.
. The forecast of commercial load was based on the
assumption that revised commercial rates will be equitable and
promotional by 1976, as assumed in the revised tariff schedule above.
for 1977, allowance is madg for serving customers on the waiting list
and for increased use due to voltage improvement. After 1981 the
increase in commer¢ial connsumption was maintained at a constant rate
of 6% to 8% per year, depending on the municipality or rural area.
The totals, howsver, are-and will remain small, ranging from 2.8
million KWH in 2969 to 22.7 million KW in 1996. :

iii. Government.

This class of load is composed of sales. to military
complexes and to national, provincial and district government departments.
In 1969, sales to the government were 5.2 million KWH compared to
commercial -sales of 2.8 million KWH and industrial sales of 5,0 million
KWHe PIN has had difficulty in collecting promptly and in full for
such services, but it was agreed between the GOI and the World Bank in
~ IDA Development Credit Agreement 165 IND that any arrears would be paid
and that these charges will be handled hereafter on a completely
businesslike current basis systemwide. .

The size of this load indicates that it must have _
grown rapidly in past years, but in the opinion of informed local sources
future growth will be at a much slower rate of 3 to 4¥ per year. On this
basis, sales to povernment in 1996 are forecast to be 13.4 million KvH.

. iv. Industrial.

Industrial activity in the area served by the Ketenger
Flectrical System is low in relation to the work force. Some of the
basic problems of the area, such as overpopulation and competition from
other areas will continue for many years. However, other problems, such
as the existing shortage of electric power, will be overcome as a result
of this project, the FRG transmission project, and the proposed Semarang
Steam Station. o

Industrial sales in 1969 were 5.0 million KWH, only 12.5%
of total sales. This consumption was limited by two types of
restrictions cduring the daily peak period: 1) no consumption during
peak hours by plants with self-generating capability (parallel operation
not permitted), and 2) consumption permitted at other plants during such
hours only at special penalty rates. : ‘



UNCLASSIFIED _ '
ANREX VI-A Pege S of 6

It is estimated that total industrial self-generating
carability in the Ketenﬂer Electrical System area is approximately 10 MW.
The marnitude and importance of this existing industrial votential is-
undcrstored when compared to the current gystem peak of about 7.8 MW.

Some of this unconnected potential is on'the PIN waiting 1list and other -
plant owners or managers would apply for service if it were made avail-
2ble to them. Since small high-speed dlesels burn expensive fuel and
have a rather short 1ife, the balance of this potential will be realized.
either when PIN power becomes available or as soon thereafter as units
require replacement.

The result of field investigations has been the
conflrmation that heavy industrial load increases can be expected in
1977, or'as soon thereafter as 100% load capability is attained. The
combined result of all factors, including lénger hours of operation,
is cxpected to be an increase from 1971-77 ‘of about 1400% in industrial
sales, to 73.7 million KWH. In the next four years, by 1981, annual
growth and PIN backdovn of additional industrial generation is expected
to result in a further increase of about L45% above the 1977 level, i.e.,
to 107.5 million KWH. After 19681, growth of industrial sales has been
estimated at 5% per year. This growth rate is compatible with the
combined requirements of a work force increasing at about 1.3% per year,
a 2.57 increase in real income per capita, and an allowance of about
39 to cover greater mechanization of production. By 1996, total indus-
trial demand is projected at 211 million KWH.

Peak Load Projections.

In 1969, the net peak load in the Ketenger LElectrical
System was 7.8 M. Net generation for calendar year 1969 of LB.L million
KW'l represented a load factor of 70.8%.

There are two basic causes for this high load factor:
1) daily restriction of industrial load during peak hours, and 2) the
large number of S-1 customers who habitually leave lights burning all
nisht, partly for security, partly to inhibit rats and roaches and
partly because they pay a flat monthly charge depending on volt-ampere
demand rather than on energy consumption. By 1976, removal of industrial
restrictions and freezing of the S-~1 rate should tend to lower the system
load factor. v

However, the potential industrial load will require
power usage for long hours for 2- to 3- shift operation. Also the
residential forecast assumes an increase in consumption per customer
partly realized by an increase in the use of refrigerators and other
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long-hour-use applianges. These changes will tend to prevent a
reduction in system load factor.

It 1s estimated that the g;ault ofdtges: conglicting
' load factor, down
fluences will be an initial reduction of 8.8% in
tg 63!, when 1004 load capability is attained. The low point in 198ih
will be followed by a moderate improvement up to 1996, which covers the

balance of the period under study.

Current Powe ogt

Tariff schedules are established on' a national
basis. Until the beginning of relative economic stability in 1968,
tariff schedules changed frequently and bore’ little relationship to
cost of service. The latest revision (April 1968) established a
complex schedule which was a preliminary step toward a more rational.
tariff structure. The principal classes of customers, social,
residential, industrial, and commercial have considerably differint

average costs of power. The averaze cost/KWH for these classes™ is:

S-1 Unmetered Residential (appfox.) 1.0¢/WH

S~2 Hospitals, Churches, etc 0.84/xvH
R=1 and 2 Metered Residential ' 2.5¢/KvH
P Industrial ** 3.0¢/&vH
K-1, 2 and 3 Commercial U 7€ /KWy

The Chas. T. Main illustrative rate structured for
PLN, discussed in Section I1.D.3, appears in Annex VI-B following.

# Cost/KWH increases with consumption deterring increased use of
electric energy. - ‘
% Industrial consumers are prevented from taking service during the
5~11 p.m. peak.
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IIMBMTIVE mNTllLY RATES FOR ELECTRIC POWER SBRVICE
gChas. T Main)

Residential & Small Power Rate:

8.8 Rp/KWH for lst 50 KWH/month

8.3 Rp/KWH for next 50 KWil/month

7.8 Rp/KWH for next 100 KWH/month

7.3 Rp/KWH for all over 200 KWH/month

Large Power Rate:!

Demand: 1lst 50 KW @1200 Rp/KW/month
next 450 KW @1100 Rp/KW/month
next 500 KW @1000 Rp/KW/month
All over 1000 KW @ 900 Rp/KW/month

Energy: 1st 150 hours use of demand 4.0 Rp/KWH/month
next 150 hours use of demand 3.6 Rp/KWH/month

All over 300 hours use of demand 3.2 Rp/KWH/month
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AID Loan 497-E-019 (Tunteng Renab, )
"A. US$ :
B. Third Country
C. . Local Currency

Semarang Steam Plant
A. US$
B. Local Currency

Ketenger R;habilitation & Transmission
A- Us
B. Local Currency
FRG Transmission Protect
A. Thind Couri.;
B. Local Currency

Total Project Costs by Year
Accumulated Project Costs

TN ON X
me. eI e
($500) |
n 1972 973 197k
300 2,900 6,300 5,300
700 200 -
100 1,300 1,900 1,200
600 2,000 11,100
100 1,200 3,500
2,700 6) 500 - 7, 800
500 2,000 2,400
1,000 3,500 3,500 1,500
— 200 300 900 koo
2,300 13,100 24,300 33,500
2,386 14,558 38,670 7018

0

90,165

o
90,165

10,000

87,700
90,165

5!.6-4/0!.'(!IV
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KETENGER TRANSMISSION AND DISTRIBUTION REHABILITATION

COUNTRY TEAM RECOMMENDATION

Subject loan will be of substantial economic and social
benefit to Indonesia, will constitute an important portion of
the United States Assistance program in Indonesia and will be
consonant with the overall United States objectives in Indonesia.
Therefore the Country Team recommends approval thereof.

Richard M. Cashin

Director, USAID Indonesia

Peter A. Seip
Counselor for Economic Affairs
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KETENGER TRANSMISSION AND DISTRIBUTION REHABILITATION

CERTIFICATION' PURSUANT TO SECTION 61). (e) OF THE

- FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
I, Richard M. Cashin, the'principal officer of the Agency for ‘International
Development in Indonesia, having taken into account among other things:

A. the existence of an IBRD project encompassing both large amounts of
management assistance to the Central PIN organization and a thorough
reform of PLN's management, cuperations, rate structure, etc.;

B. the inclusion in an existing AID capital assistance project of sub-
stantial management and operating assistance to PLN Region X plus
covenants to implement reforms derived from those carried out by
Central PLN under the IBRD project;

C. the inclusion in subject capital assistance project of substantial
training for system supervision, operation and maintenance;

D. the inclusion in sub:]ect- capital assistance project of provisions
for project implementation and local currency availability;

E. the constructive attitude of the Government of Indonesia, as
expressed in the acceptance of the proposed IBRD reform program for
PLN and the steps taken to increase PIN's autonomy of operation and
financial independence from budget support

do hereby certify that in my judgment both PLN and the Government of Indonesis
will have the financial capability and the human resources capability to
implement, maintain and utilize effectively subject capital assistance project.

This Judgment is based on the facts that:

1. The Government of Indonesia and PLN are taking or have promised to ,
take the reform measures contained in the agreements relating to
IDA credit No. 165 IND and will agree to the self-help objectives
to be included in the authorization for subject project. :

2. Adequate planning for project implementation and sufficient
financial support for timely project execution will be provided if

the Government of Indonesia and PLN comply with the program set
forth in the Capital Assistance Paper.

3. The Government of Indonesia has further demonstrated its adherence -
to sound business and economic principles by stabilizing the
economy of Indonesia, which had been subject to rapid inflation.
and severe price distortions under the previous Government.

Richard M, Cashin
Director, USAID Indonesia
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AID-DLC/P-975/A Draft

A.I.D. loan

Project No. Lor~22-220-213

CAPITAL ASSISTANCE IOAN AUTHORIZATION
S S opSann LN AULTHOR IZATION

Provided from: Development Loan Funds
(Indonesia: Perusshsan Listrik Negara;
Ketenger Transmission and Distribw':ion Rehabilitation)

Pursuant to the authority vested in the Administrator of the Agency
for International Development (hereinafter called "A.I1.D.") by the
Foreign Assistance Act of 1961, as amended, and the delegations of
authority issued thereunder » I hereby authorize the establishment of
a loan pursuant to Part I, Chapter 2, Title 1,.the Development lLoan
Fund, to the Government of the Republic of Indonesis (hereinafter
called the "GOI") of not to exceed Twenty One Million Dollars
($21,000,000) to assist in financing the foreign exchange costs of
equipment, materials and services necessary for the construction of
. certain steam generation electric power facilities of Perusahaan ,
Listrik Negara (hereinafter called "Beneficiary") located in Semarang,
this loan to be subject to the following terms and conditions:

1. Interest Rate and Terms of Repayment

The interest on this loan shall be two percent (2%) per annum
on the disbursed balance of the loan during the first ten (10) years of
the loan and three percent (3%) per aynum for the remaining thirty (30)
years of the loan. The principal of the loan shall be repaid in full
within forty (40) years from the date of the first disbursement under «
the loan, and such repayment. shall include a grace period of not to
exceed ten (10) years from the date of first disbursement.

2. Currency of Repayment

Provision shall be made for repayment of the loan and vayment
of the interest in United States dollars.

3. Other Terms and Conditions

a. Unless-A.I.D. should otherwise agree in writing, equipment,
materials, and services financed under this loan shall have their ‘source
and origin in countries under A.I.D. Geographic Code 941 (Belected Free
World). , '
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b. The GOI will lend the proceeds of this loan to the

Beneficiary for the purposes herein provided on terms and conditions
satisfactory to A.I.T.

c. Unless A.I.D. agrees otherwise in writing, the GOI and
the Beneficiary shall agree, either in the form of appropriate
conditions precedent or covenants, or both, that:

(1) The GOI will make foreign exchange available to the
Beneficiary, in addition to the Proceeds of this loan for the purchase
of third country equipment necessary for spare and replacement parta
for diesel generator and other equipment maintenance.

(2) Beneficiary will establish a reserve fund in
Indonesian currency equivalent to the total Indonesian currency costs
of the project for the upcoming six months' as estimated by the
consultant, said funds to be replenished to the appropriate level
quarterly, or more often in the said estimates » Or such lesser amount
as A.I.D, shall agree to in writing, which shall be used for the

e

execution of the project until ‘the project is completed.

(3) Beneficlary shall institute reforms pursuant to
recommendations of a management consultant made in accordance with a
Project Agreement betveen, Beneficiary and the International Development
Association.

d. The loan shall be subject to such other terms and conditions
as A.I.D. may deem advisable.

John A. Hannah

" Date

Clearances:
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STATUTORY CHECXLIST

I. COUNTRY PERFORMAMNCE

A. Progress Tovards Country Goals

1. FAA BB 201(b)(5), 201(b)(7),
201(b)(E), 208, Discuss the
extent to which the country is:-

(&) Making appropriate (a) Indonesia is giving priority
efforts to increase food attention to projects which aim at
production and improve increasing food production, parti-
means for food storege and cularly the production of rice.
distribution. The Government has included over

70 technical and capital assistance
projects.in the fields of Agricul-
ture and Irrigation in its priority
list of projects for fiscal year
1971/1972. The majority of the
above projscts are directly con-
cerned with increasing fqod prow=
duction, and improved -food storage,
distribution and marketing.

(b) Creating favorable (b) The GOI enacted a comprehensive
climate for foreign and " .law with built-in incentives for

domestlic private enterprise cncouraging foreign capital invest-
and investment. . ment, concluded an Investment Cua-

‘ranty Agreemznt with the U.S.,‘cnd
eracted banking legislatien which
will permit foreign banks to open
branches in Indonesia. Credits
are extended at favorable terms to .
importers of capital goods and up .
to five-year tax credits may be
obtained for new investment in:
" plant and facilities subject to .
negotiation, :

(c) Increasing the people's (c) Although the Government owns

role in.the development the majority of the large enter-

process. ‘ . prises the Jovernment is encou-
razing private domestic investment..
Officials of State Enterprises are -
receiving more freedom in manage- -
ment and some State Enterprises
are being converted to private
corporations. Politieal porties
have been activz, rress hag had
considershle freedom and nationcl


http:projects,.in

(d) Allocating expenditures
to development rather than to
unnecessary military purposes
or intervention in other free
countries' affairs.

(e) willing to contribute
funds to th. project or
program,

(f) Making economic, social,
and political reforms such

as tax collection improvements
and changes in land tenure
arranoement,; and making
progress tow-ri respect for
the rule of law, freedom of
expression and of the pvress,
and recornizinz the importance
of individual freedom initi-
ative, and privzte enterprise.
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electior®are scheduled for July
1971. The Parliament is playing

a significant role in the budgetary
process inasmuch as the annual
budget must be authorized by Parli-
ament and expenditures reported in
an "Annual Report of Budgetary
Accounts",

(d) With the ending of confrontation
with Malaysia in 1966 the Suharto
Administration reversed the foreign
interventionist policy of the Sukarno
regime. Military expenditures have,
been sharply reduced as the govern-
ment has concentrated the nation's
domestic resources -- and foreign
aid receipts -- on achieving econ-
omic stability and starting an
ambitious development program.

(e) The cooperating Government will
contribute local currency from the
development budzet to meet the loeal
currency expenditure requirement

of the project. In addition, the
GOI has contributed local currency
and logistic support for contractor
personnel conducting feasibility -
studies and housing, local trans-
portation and per diem of USAID
techniciang through contributions
to the USAID trust fund.

(f) and (g) Indonesia has made sizni-
ficant gains in freedom of speech and
of the press under the Soeharto jovern-
ment. Major economic reforms have
been instituted with IN®/IBRD assiste
ance. Inflation has been curbed and
the country has stabilized prices and
exchange rates. %ffective December
9, 1970 the GOI established one unie
form exchange rate for all types of
foreign exchange. The rate has re-
mained stable at Rp.378/US$l. The
rate of inflation has been reduced

- from 636.8 percent per annum in CY 1966
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to 9.4 and 8.8 percent in calendar
year 1969 and 1970 respectively,
Tax revenue in real terms have -
increased each year at the rate of
10 to LO percont since 1967 and are
projected at the rate 25 to 30
percent for Y 71/72. Approximate-
1y 16 percent of the development

(g) Responding to the vital budget is devoted to the social
economic, political, and field which includes education,
social concerns of its people, health, fanily planning, housing,
and demonstrating a clear . manpower, social welfare, drinking
determination to take effective water supply, culture and religion.
self-help measures. The cooperaving Government has en-

couragedself-help projeccts such cs
Food for York and other irrization
and road building projects carried
out through its Department of Man-

power, % -
B« Relations with the United States
1. ¥4 8620(¢). Ts the zovern- 620(c) e are not aware of any ccses
ment indebted to any U.S. citizen that make Indonesia ineltgible under
for goods or service furnished or this section. ‘

ordered where: (a) snch citizen

has exhausted available legal re-
medies, including arbitration, or

(b) the debt is not denied or —
contested by the government, or

(c) the indebtedness arises under
such Jovernment's, or a predecessor's
unconditional guarantee?

iﬁﬁ%%éggé%géﬂgéns{ﬁu22§o§°2; is 620(d) The enterprise to be assisted
operation of any productive enter Swsthtztiz;:i:iil not compete with
prise that will commete with U.S. oo )

enterprise, has the country agreed

that it will est2blish appropriate

procedures to prevent export to the

T.5e of more than 207 of its enterm

prise's annual production during

the life of the loan?



3. FAA 3620(e)(1). Has the
country's iovernment, or any

anency or suhdivision théreof,

(a) nationnlized or expropriated
property owned by U.S,’citizens

or by anv business oentity not less
than 507 beneficially owned by

U.5. citizens, (b) taken steps to
repudiate or nullify existing
contracts or azreements with such
citizens or entity, or (c) imposas
or enforced discriminatory taxes

or other exactions, or restrictive
maintenan-s or oreration conditions?
If so, and more than six months has
elapsed since such occurrence,
iZentify the docnment indicating
thut, the government, or appropriate
a.sencty or subdivision thereof, has
taken appropriate steps to discharge
its obligations under international
lawv toward such ‘ven or entity?
If less than six . 15 has elapsed,
what steps if any has it taken to
discharee jts obligations?

L. FAA 8620(3). Has the country
permitted, Tor failed to take
adequate measure to brevent, the
damage or destruction by mob action
of U.S. property, and failed to
take approvriate Measures to pree
vent a recurrence and to - rovide
adeouate combensation for _ch
damage or destruction?

5. A\ 8620(1). Has the government
ir  tuted an investment guaranty
brojram under FAA g2 (b)(1) for
the specific risks ol inconverti-
bility and éxpropriation or con-
fiscation? '
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620(e)(1). The majority of businesses
and property owned by U.S. citizens
which was nationalized during the.
Sukarno repgime (principally in 196}
and early 1965) has been, returned

o U.S owners or mutually accepte
able settlement negotiated. The
Government of Indonesia has indi-
cated its willingness to return

the remaining nationalized assets
in a Presidential Decree dated
December 1k, 1966.

620( ). The country has not so
permitted nor has it failed to
take adequate measuresg,

620(1). Yes,
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6. FAA 3620(0). F1sherman's 620(0). No.
Protective Act of 195k, as

amended, Section 5, Has the .
country scized, or imposed

any penalty or sanction against,
any U.S, fishing vessel .on

account of its fishing activi-
ties in international waters?

If, as a result of a seizure, the
U.S.5. has made reimbursement
under the provisions of the Fisherw
man's Protective Act and such
amourt has not been paid: in full
by the scizing country, identify
the documentation which describes
how the withholding of assist-
ance under the FAA has been or
will be zccomplished.

7. FAA 8620(q). Has the country 620(q). MNoj howcver, repayment of

been in default, during a period one FAA loan has been resch=duled by

in excess of six months, in pay- Bilateral agreement dated 3/16/M

ment to the U.S, on any FAA loan? in accordance with terms of the Paris -
Agreed Minutes of April 2l, 1970,

8. FAA 8620(t). Have dip) »matic 620(t). No.
relations between the country and

the U.S. been severed? If so,

have they been renewed?

C. Relations with Other Mations and
the Uy, M,

1. rad_8620(i). llas the country  ,20(1). We have no information as to
been officially represented at any such representational activity.:
any internatioral conference when

that representation included

planning activities involving

insurrection, or subveision die

rected against the U.S, or

receiving U.S, assistance?



2. AA B520(a), 620(n),

- has the
counfry sold, turnished, or.
permitted ships or aircraft
under itc repistry te carry to
.Cuba or North Viet-Mam items
of economic, military, or other
asgistance?

1
3. FAA 8620(u); App. 108, What
is the status of the country's
U'.N. dves, asszcmentc, or other
obligations? Does the loan
agreement bar any use of funds
to pay U.Y. assessments, dues,
or arrearages?

D. Military Situsation

1. FAA 8620(i). Has the country

UNCLASSTFIED
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620(a). We have no information' of
any such action by Indonssia.

620(u). Indonesia is not delinquent
with respect: to U.N. obligations.

The loan agreement limits the use of
loan proceeds to importation of goods
and services of A.I.D, Geographic Code
941 (Selected Free World).

620(1). No.

engapcd in or prerpared for ageres-

gsive military effzrts directed
receiving U,S. assistance?
2. TAA 8620(s). hat is (2) the
percentacc of the country's
budzet deovoted to military pur~
poses, {(h) th2 amount of
the country's foreisn exchange
resourccs used to acquire mili-
tary equipment ,*Ts the country
diverting U.S. development
assistance or P,T. L8O sales to
military exrenditares? Is the
country diverting its own re=-
sources to unnecesscry military
expenditurac? (Tindings on
these questions are to be made
for ecch country ot least once
coch fiscal year and, in addi-
tinn, as often as may be re-
quired by a material change in
relevant circumstances.)

*sud (c) bhas the country speat
money for sophisticated weapons
systems purchased since the
statutory limitation became
effective? .

620 <), (a) The Department of Defense
rcrtion of the State Budget has ranged
from a high of 33% in CY 1967 to a low

‘of 2% in the FY 1971/72 draft bmdszet,

(b) We have no knowledge of any signi-
ficant expenditures of foreisn exchanze
for the military. Less than 109 of the
military budget is allocated for foreign
exchanze purchases. Moreover, the
Department of Defense budget includes
substantial amounts for construction
of roads, bridges and other civil work
projects.,

(c) We are aware of no such purchases.
The cooperating country is currently
distributing P.L, LRO, Title T rice
an1 cotton yarn to the armed forces.
The rice Jdistributed to the armad ’
forces ir rart of the total distrivye
tion of rice allowance to Jovernment
criployees and their dependents. The
departments (including the military)
and State Enterprises currently. pay
for the rice through budget transfers
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at the rate of Rp.USAg. which appro.
ximates the local market price. As
much as 50% of P,L. LBO Title T rics
~may be distributed to the military °
forces. Cotton yarn ».L. 480, Title

I valued at approximately 58 million
imported during the past three years
has been utilized by the military to
make uniforms. The military pays

for the cotton yarn at prices appro-
-imating the local market price.
Although the military utilize these
commodities we are of the opinion
that use of the commodities does not
constitute diversion of development.
assistance inasmuch as the transaction
1s similar to a commercial sale and
does not permit the military to expand
1ts operation beyond that which can

be accomplished through use of it's
budget allocation. Local currency
sales proceeds of P,IL., LBO imports

are channeled through the developnent .
budzet which is used alrost entirely
for economic and social .development.

The zovernment is placing primary
emphasis on econonic development and
not diverting it's own resources for
unnecessary military expenditures.



II. CONDITION OF THE IDAN

A. Jdneral Soundness

Interest and Repayment

1. FAA 58201(d), 201(b)(2).
Is the rate of interest
exessive or unreasonable
for the borrower? fre there
reasonable prospects for
repayment? VWhat is the
grace'period- interest rate;
the following period inte-
rest rate? Is the rate of
interest higher than the
coun’ry' s applicable legsl
ratc of interest?

Financing

1. FAA 8201(b)(1). To what
extent can financing on
reasonable terms be obtained

from other free-world sources,

including private sources
within the U.S.?

11,5,
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201(d). Althoush Indonesia's debt
burden is heavy, there has been very
rapid growth in real Government re-
venves and favorable econonic perfor-
mance. With the high current level .
of foreign assistance, it is recognized
that fubure debt burden will be heavy,
but a romprehensive agreement provie
ding for the consolation and rescheduw-,
ling of Indonesia‘s pre-~1966 debts has
becn made between Indonesia and its
free World creditorsz, including the

The various donors agree this.
would place Indonesia with a deby
burden for which the prospects of re
payment would appear rezsonable.
Country torme of a LO~vear loan,
10-year grace veriod, 2% interest
during the grace period,, 37 thereafter,
pertain. The rate of interest is not
higher than the country's applicable
legal rate of interest.

201(b)(1). Loan assistance to Indo-
nesia is provided within the frams-
work of the Inter-Government Group -
on Indonesia (IGGI), advised by the
IBRD and the IMF. This project nas
been selected by A.I.D. as part of
the U.S. Government contribution to
the IG3T consortium and our partici-
pation in this project nas been Sup=~
ported by the IRRD resident mission,
Other donors are also participating
in loan acsistance to the pcwer szc-
tor (IMY, FRG, Janan). ITnasmuch as
the FxIm Bank does not currently make
loans in excess of 1 year in Indone~
sla, it expressed ts A.I.D. no intew
rest in the project. '
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Economic and Technical Soundness

1. FAA 85201(b)(2), 201(e).
The activity's ecpnomic and

technical soundness to under-

take loan; does the loan
application, together with
information and assurances,
indicate that funds will be
used in an economically and
technically sound manner?

2. FAM 8611(a)(1). Have
engineering, financial, and
other plans necessary to
carry out assistance, and a
reasonable firm estimatc of

the cost of assisiance to the

U.S., been completed?

If the loan or grant is for .

a water or related land-
resources construction pro-
Ject or program, do plans
include a cost~benefit com-
putation? Does the project
or program meet the relevant
U.S. construction standards
and criteria used in deterw-
mining feasibility?

b #28 s611(c). Tf this is
a Capital Assistance Project
with U.S. financing in ex-
cess of A1 million, has the
principal A.T.D. officer in
the country certified as to
the country's capahility
effectively to maintain and
utilize the project?

201(e). This loan will finance goods
and services for improved facilities
for elecctric power service. Pacili-
ties are expected to be effectively
utilized and it is expected that the
system will be operated in a sound
manner. The Government has entered
into an agreement with a management
consultant to make recortnendations
regarding governing laws, asset re
valuation, traffic schedule, emnloy-
ment practices and operating proce-
dures. This loan agreement provides .
for training and technical assistance .
in Implementation of these reforms.

611(a)(1).”fes.

611(b). This is not a water or rela-

. bed land~resources construction pro-

Ject.

611(e). The certification of the
USAID Director is in Annex VIII .



B. 5glation to Achievement of

Country and Rejional Goals

Country Goals

1. FAA §8207, 201(a).
this loan's relation to;

a, Institutions needed
for a democratic socie=

ty and to assurt maxinmum

participation on the

part of the pzople in the
task of economic developw

ment.

b. Tnablins the country
to meet its food needs,
both from its owm re-
sources and through de-
velopment, with U.S,
help, of infrastructure
to support increased
agricultural producti
vity.

c. Meeting increasing
need for trained ian~
power.

d. Developing programs
to meet public health
needs,

UNCLASSIFIfD
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207, 281(a). A principle element of
this loan is technical and management

. assistance to PLN Region X to develop

a sound, avtonomous institution.
Additional assistance is being provie
ded to the PIN central organization
under 1DA loan. These loans will
require establishment of PIMN as a
fully autonomous institution. Deve~
lopment of capability by PLN persone
nel will be a key step in bringing
about economic development through
the initiative ol vcople within Cen-
tral Java. Moreover, the provision
of adequate.electricity itself will
rrovide a meoans for participation

by the peovle in the task of economic
development,

Increased electrie scrvice capacity

at “he major distribution genters

will assist exvansion of those food
processing and distribution facili.
ties which are dependent upon electri~
city for their operation.

A subgtantial program of technical
assistance and training for PIN Rew
gion X will be carried out as part
of this project.

No direct relation. Indirect bene=-
fits to public health will be obtained
by making availlable to the public -
such things as refrigeration, hot
wvater, etc,



e. Assisting other im-
portant economic, poli-
tical, and social deve-
lopment activities, ine-
cluding industrial de-
velopment; prowth of
free labor unions; co-
operatives and volunta-
ry agencies; improve-
ment of transportation
and communication sys-
tems; capabilities for
planning and public
administration; urban
development; and iio-
dernization of exist-
ino laws.

2, ™LA B201(h) (kY. Describe
the activity's consistency-
with and relationship to
other development activi-
ties, and its contribuiion
to realizable long-range
objectives,

3, FAA 8201(b)(9). How will
the activity to be financed
contribute to the achieva~
ment of self-sustaining
growth?

L. FAA 8201(f). If this is

a project loan, describe

how such project will pro-
mote the country's economic
development, taking into
account the countryt's human
and material resource ree
quirements and the relation-
ship between ultimate objec=
tives of the project and
overall econcmic developw~
ment.,

UNCLASSIFIED ‘
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The project will make possible sub-
stantial improvement in the basic
infrastructure of Central Java, will
facilitate new commercial and indus-
trial enterprises. There will be
extensive training and improvement

of basic labor and managerial skills
associated with the project, and there
will be encouragement of new employ-
ment oppertunities. The project will
be a stimulus to the private sector .
thereby promoting opportunity for more
free labor-management activities.

201(b)(L) . This loan is given in a
multilateral context and furthers
Incdonesia's ability to achieve longer-
rarz= development objectives throuzh
rroviding reliable and increased
electrical power. o

201(b})(9). Clectric power capacity is
a basic inout in the infrastructure
and productive facilities necessary
for self-sustaining zrowth.

201(f). The activity would utilize a
substantisl 2mount of local material
and human resources in a mauner contri-
buting to economic development produce
tivity. The provision of adequate
electric power will promote economic

- development by encouraging new commerw

cial and industrial enterpriscs.



5. FAA $201(b)(3). In what
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201(b)(3). Increased and reliable

ways does the activity give electrical power capacity will pro-

* reasonable promise of ,
contributing to develop-
ment of economic resour-
ces, or to increase of
productive capacities?

6., FAA 82B1(b). Vow does
the prorram under which
assistance is provided
recognize the particular
needs, desires, and capa-
cities of the country's
people; utilize the
country's intellectual
resources to encouraze
institutional development;
and sunport civic educats-
ion Mmd trainin: “n skilils
required for effective
participation in political
processes.

7. TALEA01(2). How will.
this loan encouraze the
country's efilorts to: (a)
increase the flow of inter-
national trad=z; (b) foster
private initiative and com-
petition; (c¢) encourage de-
velopment and use of coope-
ratives, credit unions, and
savings and loan associaw
tions; (d) discourage nmono-
polistic practices; (e) im=
prove technical efficiency
of industry, agriculture,
and commerce; and (f)
strengthen free labor
unions?

vide a necessary basis for economic

.development.

281(b). This project will enhance

the expansion of industry and azri-
culture and make possible the crea-
lion of more jobs; 1t will also
increase the availability of electri-
city for private consumption. The
projech will make pessible training
in basic technical and managerial
skilils for additional personnel,

601(a). The loan will facilitate pur-
chas=z by the country of needed eouip-
ment and services. The project, will
stimalate industrial and commercial

~activities In such areas as agricul-

ture, business, intermediate process-
ing of agriculture products, and small
manufacturing, which will increase the
probable quantity and value of commo-
dities available for export, will assist
Indonesia in developing more sophisti-
cated products which may be competitive
ir international trade and create a
demand for many new products and eaquip-
ment required for new commercial and
industrial enterprises and private cone
sumption; (b) throucgh improved oppor-
tunities for new commercial and indus-
trial enterprises; (c) no direct effect;
(d) no direct effect; (e) through avail-

"ability of better quality electric po-

ver service together with a program
to increase electric power consumption;
{f) no direct effect. '
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8. FAA §202ga). Indicate 202(a). The total amount of the loan
the emount of money under will be used to finance procurement
the loan which ds: going from private sources.
directly to private enter-

prise; going to iaterme-

diate credit institutions .

or other borrowers for use

by private enterprise;

being used to finance im-

ports from private sources;

or otheruise being used to

finance procurements from

private sources,

9. FAA S611(a)(2). What 611(a)(2). No legislative action will
legislative action is re- be required as a condition precedent .
quired within the reci- to this loan. .
pilent country? What is

the tasis for a reason.

able anticipation that

such action will te¢ come

pleted in time to permit

orderly acccmplishment.

of purposes of loan?

Regional Goals

1. FAR E619. If this loan  619. Indonesia is not a newly indew
is assisting a newly in- . pendent country.

dependent country, to what

extent do the circumstancas

permit such assistance to

be furnished throupgh rmlti-

lateral organizations or

plans?

2, FAA 8209, If this lcan 209. The lozn is not directed at a
is directed at a problem regional rroblem. However, it is
or an opportunity that is  being furnished in the context of
regional in nature, how multilateral aid to Indonesia by a’

does zesictence under this mumber of donor countries (the 13GI).
loan encourace a regional  The assistonce is being coordinated
develcpment program? Vhat  with the advice of the IBRD.
multilateral assistonce

is presently beirg fure

nished to the country?
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C. Relatien to U.S. Yconory

Employrent, Eafuﬁce cf
Payments, Private Inter-
priec '

1. FAA §8201(b)(6); 102, 201(b)(6). The goods and services .
Fifth. What are the possi~ financed by this loan will be ob-
ble effects of this loan tained from A.I.D. Geograrhic Code
on U.S. econory, with 9Ll (Selected Free World). It is
special reference to areas anticipated that the U.s. will

of substantial loter sur- Suppiy a substantial amount of
pPlus? Describe the extent goods and services under the lsan,
to which assistance is 1 addifion, increased electrical
constituted of U.S. comno- pover arailability will create a
dities and services, fur- demand for industrial and consumer

kY

nithed in a mannc. corgige goesds whigh may be imported from

tent with improving the the U.S.A.,°

U.S. bialsnce of payments )

positiocn.

IS S LT 63600, 612(b}, 636(h). Local currency pro-
Yhat steps heve been taken vided by the 50T will be uged to meet
to assure that, to the local currcncy needs of the project.

maxisiy, cutent peesibla,

foreizn currencics cvned

by the U.5. and local

currencies centributed by

the country are utilized

to meet the cost of cone-

tractunl and other scrvi-

ces, and that U.S. foreign-

owned currencies are utie

1ized in lieu of dollars?

3. FAA B601(d); App. 2116, 601(d). A1l goods and services
If this loan is for a financed under the loan will be
capital nproject, to what frem 4.I.D. Jeograrhic Code 9h1.
extent hzr the Azoney one :
cenrs ;ed utilizotion of

engineeriny and profecsic-

rol secrvices of U.S, Ffirms

and their affilistes? TF

the loar s to be nsed to

finarce direct costs for

censtruction, will any of

the eontractars be persons '

other than qualified na-

tionals of the country or

qualified citizens of the

U.S.? 1If so, has the re-

quired waiver been obtained?
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h. FAA B608(a). Provide 608(a). U.S. Government excess pro- :
information measures to perty will not be used for this project,,
be tak>n to utilizs ¥.5, »- |because the project requires standardi-
Government excess persoe zation by PIN of components for this

nal property in.lieu of and other systenms,

the procurement of new ’

items.

i

5. FAA_8602. What efforts 602, The Loan Agreement will contain

have been made to assist a provision that American small busi-
U.S. small business to nese will have an opportunity to parti.
participate rquitatly in cipate in furnishing eligible items,

the furnishing; of cormo-

dities and services fi-

nanced by this loan?

6. FAA 8621, If the loan 621, The entire project implementation
provides technical assigte will be carried out by private enter-

ance, how is privatec er- prise under logn financed contracts on
terprise on a contract . the basis of applicable A.1.D, regula-
basis utilized? If the tions. .

facilities of other Fedew

ral azencics w1l be utie

lized, in what ways are

they particularly suit-

able; are they competia-

tive with private enter-

prise (if so, explain);

and how can they be made

available without undue

interference with domes-

_ tic programs?

T. Fih 8611(c). If this  611(c). Yes, construction ang commodi ty
loan Involves a contract procurement will be awarded on a Corpe=
for construction that titive basis., ' : :
oblizates in excess of

$100,000, will it be on

a competitive basis? If

not, are there factors

which make it impractice

able?

Procurement

1. PAA 8602(2). 11411 eciro- 602(a). Yes, procurement is limited
dity procurement be res«  to A.I.D, Jeographical Code 941.
tricted to y.S. except ' : :

as otherwise determined

by the President?
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2, FAA B6ON(b). W11l any  60L(b). No.
part of this loan be, used, . 0
for bulk commodity procure=

ment at adjusted prices

higher than the markaet

price prevailing in the

U.S. at time of purchase?

3. FAA 860l(e). Will any  60l(e). No. -
part of this loan be used o
for procurement of any

agricultural commodity or

product thereef outside

the U.S. when the domes~

tic price of such cormo-

dity is less than parity?

Other Requirements

1. FAL.8201(b), Is the »201(b). Yes.
country among the 20

countries in which

devilepment loan funds

may be used to make loans

in this fiscal yrar?

2. App. £106. Does the 106, Yes.
loan agreement provide, * _

with respect to capital

projects, for U,S. appro~

val of contract terms and

firms? '

3. FAL 8620(k). If the 620(k). Not' applicable
lnan is for construction '
of a production enter~
prisc, with respect to

vwhich the aggregate value

of assistance to be fur- .
nished will excced %100
million, what preparation
has been made to obtain

the express approval of

the Congress? '



k. PAA §620§b), 620_21‘2 3
App. . Has the
President determined’ '
that the country is not
dominated’or controlled
by the international
Communist movement? If
the country is a Commiw
nist country (including,
but not limited to, the
covntries listed in FAA

" 8620(£) and the loan is
intended for economic
assistance, have the
findings required by '
FAA 5620(!)'anq App.
8109(b) been made and
reported to the Congress?

5. FAA $620(h). what
steps have been taken
to insure that the loan
will nnt be used in a
manner which, contrary
to the best interest of
the United States, proe
mntes or assists the
foreign aid projects of
the Communist-bloc
comntries?

6. App. §118. will any
furdz te uscd to finance
procurenent of iron and
stcel products for use in
Viet-Nam other than ag -
contemplated by §1182

620(b), 620(£); App.
the required determina

made,

ey
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109(b). Yes,
tion has been

620(h). The loan agreement will
contain a provision covering this

requirement.

110. No.



7. FAA 9636‘1{. Will any
part of this loan be used
in financing non-U.S.. .

manufactured automobiles?

If so, has. the required
vaiver been obtained;

& PAA §§6?0(0.)(1) and
(2), 620(p); App. B117.
Will any assistance be
furnished or funds made
available to the governw
ment of Cuba or the Uni-
ted Arab Republicy

9 . FAA 8620(). Will any
part of this loan be used
to compensate owners for
exrropriated cr nation-
alized property? If any
assistance has been used
for such purpose in the
p°rt, has appropriate ro-
imbursement been made to
the U.S. for sums diver
ted?

1Q FAA 8201(f). If this
is a project loan, what
provisions have been made
for appropriate partici-
pation by the recipient
country's private enter
prise?

11. Arp. S10k. Does the
loan agreement bar any
use of funds to pay pene
sions, etc., for rersons
who are serving or who
have served in the recie
pient country's armed
forces?

. UNCLASSIFIED
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636( 1) + No,

620(a)(1) and (2), 620(p). No.

620(g) . No. No assistance has been
used for such purposes in the past,

201(f). It is anticipated that a
portion of the work will be accome

plished through direct hire of per-
sonnel and subcontract with private
firms in the recipient country.

104, Yes. The loan agreement will
cover this requirement.



13. MMA 8 901.b. poes
the loon agrcement pro-
vide for compliance with
u.s. shipping remuire~
ments, that at least 50%
of the gross tonnage 'of
all commodities (iranced
with funds made availatle
under this 2oan (computed
serarately by geographic
area for dry bulk carriers,
dry cargo liners, and
tankers) be transported
on privately owned UiSe=
flag commercial vessels
to the extent such vege
6els are available at
fair and reasonable ratesg
for v.s. flag vezselsy

MMA B 901,b,

UNCLASSIFI®
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Yes,
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