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INDONESIA - WEST JAVA TRANSMISSION AND DISTRIBUTION - PHASE II

SUMMARY AND RECOMMENDAT IONS

A. BORROWER:
1. Borrower is the Government of Indonesia (GOI).

2, Beneficiary is Perusahaan Umum Listrik Negara (PLN) a
wholly owned Covernment enterprise, exclusively responsible for
generation, transmission and distribution of electric power in
Indonesia.

B. LOAN:
1. Amount: Not to exceed U.S. $19.7 million
2., Terms:
a. U.S. Government to GOI: A 40-year loan to the Govern-
ment of Indonesia, 2 percent interest for the first 10 years without
amortization payments: thereafter 3 percent interest for 30 years,

during which %be loan will be fully amortirzed in level semi-annual
installments of principal and interest, payable in U.S. dollars.

b. GOT to PLN: AID approval v111 be required of the
terms under whilch the GOI relends to PLH the proceceds of
this loan. TDA-financed consultants have developed a financial
plan and rate structwre for PLN which when approved by INA end
the (OT will provide the basis for determining these terms. (See
Section V.)

C. TOTAL COST OF THE PRCJECT:

Total project cost is estimated at U.S. $22.6 million of which
AID will finence foreign exchange costs of 1.S. $19.7 million and
local currency costs of U.S. $3.9 million equivalent will be provided
from the GOI Natvional Development Budget.

D. DESCRIPTION OF THE PROJECT:

— The project provides for engineering, design and construction
of a 150 KV double circuit transmission line linking Jakarta, Bogor
and Bandung, a distance of approximately 180 km. Transmission
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includes substation terminal facilities at Jakarta and Bandung and

! 150/20 KV stepdown substation at Bogor. The line connects at
Bandung with the terminal point substation for the 150 KV 1line
from the Jatiluhur hydrogeneration station, and is then extended
to connect that substation to the terminal point of the 150 KV
line from Tegal to Bandung.” The line will be the primary trans-
mission link between Jakarta and Bandung, with the Jatiluhur

. line formirg the loop, and completes a transmission grid from

: the Semarang Steam Station in Central Java to Jakarta. (The AID
| West Java T&D Phase I loan provides transmission from Tegal to

| Bandung. Both the connecting Ketenger system line and steam

! station are being constructed under AID loans.) The project
Ljffludes distribution rehabilitation and expansion at Bogor,

i
b
|
|

the principal city between Jakarta and Bandung.

E. PURPOSE O) LOAI:

( To finence the foreign exchange costs of imported equipment,
engineering and construction gervices for the project described
in D. above.

F. BACKGROUND OF ACTIVITY:

This trancmission is a priority project in the Chas. T. Main
West Java supplemental Generation and Transmission Report 1973 -
1979 financed hy the IBRD. The Bogor distribution is an essential
requirement of the basic IBRD study of West Java Power done by
Main. This project is in sequence and corollary to AID loan West
Java Phase I which establishes a transmission link from Central
Java to Bandung and (inances distribution rchabilitation in Cirebon.
This 1oan tekes the transmission link to Jakarta and carries out
distribution rehabilitation and expansion at Bogor, a major West
Java load center close to Jakarta. The IBRD has already undertaken
U.S. $15.0 miLtlion of distribution rehabllitation at Jakarta with
a second phase U.S. $40 million loan already signed. This project
is & principnl component of a long range electric power program
Cor Jave and hus been identified as a highest priority by the GOI.

G. ALTERNATY FINANCING:

This project is part of the U.S. commitment under the Inter-
Government Greup on Indonesia. Other donors working in the Indonesian
power sector include IBRD (Ja.karta); Federal Republic of Germany
(Central Java); the Government of Japan (principally in East Java);
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‘the ADB (Sumatra, Sulawesi ard West Kalimantan); France, The
‘Netherlands, the United Kingdom and Denmark (number of areas).
ExIm Bank has expressed no interest in financing this project.
H. ISSUES: None.

I. STATUTORY CRITERIA:

This loan meets all statutory criteria, See AnnexesXVIII and XXI.

J. MISSION AIlD EMBASSY VIEWS:

USAID and +he Country Team recommend the loan be made.
(See Annex XIX).

K. RECOMMENDATION:

Authorization of a loan to the Government of Indcnesia in an
amount not o exceed U.S. $17.7 million in accordance with the
terms and conditions set forth in the proposed authorization shown
in Annex ¥X. An outline of conditions precedent and covenants
is set torth ian SecricnIX.

USAID CAPLTAL ASGISTANCE COMMITTEE MEMBERS:

Chairman ..o iiieienenas et G. Reginald van Raalte
Loan Orticer coevvennnn Ce et e erae aeaens .. Dennis J. Brennan
Enginser ........ et er et cessess. dohn P. Glaws
Fcononist ...veveveenerans tiiiierenesesss. James A. Norris
Controller ....... e tcensenne ceeesecess.s Richard L. Warin

AID/W GAPITAL ASSISTANCE COMMITTEE MEMBERS:

Chairman ...... tessessssssssesessesssessss Alexander R. Love
108N O L 00T vievenserecsssoesssasessssass Peter J. Bloom
Enmineei cooveens tesesasessaceessanssaass BArl F. Clark

Teral AQ7I80T vuvieaeesesessssssssssssasss otephen W, Stein
Desk Otfficer ..... teeesesscsssessssasses Louis C. Stamberg
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I. PROJECT DEFINITION AND JUSTIFICATION

A. Purpcse and Amount of Loan

This loan will finance the foreign exchange cost of imported
equipment, materials, engineering, instruction and training services
required tec rehabilitate and expand transmission and distribution
facilities in the West Java electric power system. The loan will
finance US $19.7 million of an estimated total US $23.6 million for
the projecc. Rupiah in the equivalent of U3 $3.9 million will be
provided by the Government of Indonesia to meet local currency costs.

B. Project Justification

This is a priority project for the Government of Indonesia.

It follows and is corollary to AID Loan 4L97-H-028 West Java Trans-

’ mission and Distribution Phase I which establishes the basic trans-
mission link f'rom Central Java to Bandung and finances distritution

‘ rehabilitation at Cirebon. The loan will continue the transmission

+ line to Jaksrta and eff'ectively complete a transmission grid

| connecting Jakarta through West Java to Semarang in Central Java.

" This will permit transfer to power from generating facilities in

! Central Java s Jakarta and Region XII during periods when power

\ availability is low (e.g. during periods of reduced hydroelectric

' power output from Jatiluhur because of low water levels). It will
;also permit trensfer to power from Region XII to the Central Java

| system once excess power becomes available in West Java. The
foregoing capability is required to ensure the efficiency and value
of generating tacilities being constructed toth in West ani Central
Java, including the 100 MV gteam plant to be constructed in Semarang
under Loan 497-H-024 and the prospective 200 MY IDA financed plant
jat Muara Karang in West Java. See Annex I.

An ef'teclive distribution system, especially in the urban
cenlers, is a necessary adjunct to an improved wransmission networXk.
AL present, the distribuiion facilities in Bogor and vicinity are
antiquated 204 unreliable. Accordingly, the loan will provide
lunds for the complete rehabilitation of the distribution system
in the City of Bogor and adjacent areas as well as its expansion
to meet rapidly increasing power needs. Provision of adequate and
reliable power in this major load center and completion of the
link between West and Central Java are fundamental to long range
growth of the electric povwer system.
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Equally. provision of reliable electric power is essential
to basic economic growth and the capacity to meet social need.
Annual consumption of clectricity in Indonesia 1s no more than
15 KWH per canita, among the lowest figure in the world.
Flectricity demand in Indonesia is depressed. This is directly
a reflection on PLN inability (Perusahean Umum Listrik Negara,

ﬁi the State Eiectricity Authority) to provide increased service,
: rreliable or not, and equally reflects the application of pre-
judicial roates for industrial and commercial use and restrictions
against industrial use during peak periods. These factors have
had a discourazing effect on industries and resulted in many
enterprises generating their own electricity.

; Continuation of a failure to supply adequate electricity

i (éan only result in further retardation of economic progress.
Development of an efficient electric power system is not a
guarantee of the pace of economic development, but it is certainly
an essential precondition. It is rudimentary to industrial and
commercial growth, and critical to any resulting employment
opportunity vwhich in this country of chronic lack of jobs becomes
an essential element in any effort at income distribution. This
game adequate and reliable availability of electricity is equally
important Lo aany scrious prospect of increased consumer use and
social satiafaciion.
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II. PLACE CF PROJECT IN THE PROGRAM

The objectives of United States aid policy in Indonesia are to
sustain the economic and political stability achieved in the post-
Sukarno years and develop & sound infrastructure for e.snomic gromth
and social development. The United States directs its aid and seeks
to accomplish these objectives through the Inter-Government Group
on Indonesia (ICGI). The IGGI is composed of Indonesia, thirteen
other member ccuntries, including the United States, the World Bank
(IBRD), International Monetary Fund (IMF) and the Asian Deveopment
Bank (ADB). Assistance through this multilateral framework while
permitting member countries to coordinate assistance leaves a high
degree of initiative to the Indonesian Government in responding to
the separate aid interests and capacities of the IGGI members.

The IGGI fremework also minimizes problems which could arise from

a government unilaterally using its economic assistance as leverage
to require Indonesia to take the difficult decisions necessary for
development. The PLN rates guestion is a case in point, as discussed
below.

This project is part of a concentrated erfort on the part of
a number of denors to rehabilitate and develop the Indonesian
electric power system. IGGI donor financing to this sector, including
executed loans and those under negotiation and in process, now totals
US $304.6 million, of which the AID share is $99.7 million. See
Annex II. With this loan for $17.7 million and the West Java Interim
Generation loan currently being proposed for AID financing at $7.0
million, this AID figure will reach US $12€.1 million.

This projecet is & major component in a lons range electric power
program for Injoresia. This loan and its predecessor (AID Loan
g r-n-026 ror H17.0 million, West Java Transmission and Distribution
Phase 1) and the currently proposed loan for West Jave Interim Financing
a8sign 8 principal role to AID in West Java power devealopment. IDA
with financing of US $5%.3 million for Jakarta distribution and a
prospeclive US $38.7 million loan for steam power eneration at Muara
Karang is the ALD nain partner in West Java. but the Jananese Govern-
ment and the French are also active. See Annex II.

This loan is a priority recommendation of the Chas. T. Main
West Jave Power System Study financed by the IBRD. The total Main
study recommends over the next five years an expansion of generation,
transmission and distribution facilities for West Java at an estimated
total cost of US $21(» million of which two-thirds is foreign exchange.
With this loan, AID will have undertaken US $h3-9 million of this task.
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In Centrael Java, AID is primary lender with loans providing
for distribution rehabilitation and g=neration expansion in the
Tuntang (eastern) region of the province (AID Loan 497-H-019 for
U.S. $16.8 million); construction of a 100 M{ steam power plant
at Semarang, capital of the province (AID Loan 497-H-024 for
US $19.7 million); and distribution rehabilitation with 150 KV
transmission expansion in the Ketenger (western) half of Central
Java (AID Loan L97-H-025 for $21.0 million).

AID is also taking part in power development in the outer
islands. AID Loan h97-H-022 for US $13.8 million provides for
generation expansion and distribution rehavilitation in Medan,
North Sumatra. At the same time, AID has assisted in carrying out
a power development study for East Kalimantan and will probably
loan-finance a long range power study for the provinces of North
Sumatra and Acsh. This loan and the existing AID loans are
integral parts of the total IGGI program for the power sector.

The reach o' thic program is indicated by the map at Annex III.

PIN makes a4 substantial commitment of funds as partner in this
program, and is also carrying out its own activities in rehabvi-
litation and expansion of facilities. See Annex IV. The financial
burden for PWN is imposing and indicative of the commitment made.



UNCLASS IF IED
AID-DLC/P-1078

III. BORROWER AND BENEFICIARY

A. General

Borrower is the Government of Indonesia. Beneficiary is
Perusahaan Umm Listrik Negara (PLN), a wholly owned Government
enterprise,

PLN was organized in 1965 as the successor to three Dutch
utility companies which had been nationalized between 1953 and
1957. The three companies were consolidated over the next few
years and finally established as PLN (the National Electricity
Company) in 1965. Operations from the outset were handicapped
by difficult organizational and operating problems. Circumstan-
ces of the na%ionalization had been difficult and ihere had been
neither transition nor carryover of expatrieate personnel, Even
more of a problem in the long run was the fact that acquisition
of the three companies had been accompanied by a loss of records
of all kinds - operational, technical and finencial - the funda-
mentals for any system of management. PIN's difficulties in over-
coming this initial set of unfavorable circumstances were compounded
by the chaotic economic conditions during the mid-1960's combined
with completely inadequate budgetary support even for routine ad-
ministration ond operating expenditures. In the face of these
problems, it is to the credit of PLN that the organization was
nevertheless able to provide a continuing and slowly expanding
range of service during the years 1965-1970,

Until this past year, PLN was a direct Government agency
under the Ministry of Public Works and Power. On June 31972, l/
however, the President of Indonesia approved a Government Regulation
establishing PLN as a '"Perum," a form of State enterprise with
capital owned by the Government. See Ammex V for a sumary of the
charter and initial implementing regulation of the Minister of
Public Works end Power. This step was taken as part of a program
initiated by the IDA to establish PLN cn a solid manegement and
financial basis. Agreements between IDA and the GOI also ob-
ligated the GOI to pay Government arrears due PLN and ensure
promyt payment of current charges. PLN in turn was obligated
to revalue assets, establish a schedule of tariffs and reorganize
the electric vower administration on a businesslike and functional
basis. FEach of the AID power loans contains covenants by the GOI
and PLN providing for compliance with the IDA agreements.

1/ Government of Indonesia Regulation Ne. 18/1972
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B. PLN Organization and Management

The crganization of PIN and its establishment as a sep-
arate State enterprise was one of the first principal steps taken
under the IDA-supported program of reform. Under the new charter,
PLN operations and basic management are under a Board of Directors
appointed by the President of Indonesia. There are currently six
directors, including the PLN President Director and heads of the
five main departments: Research and Planning, Personnel and Organ-
ization, Operations and Logistics, Commerce and Finence, and
Construction. The Board of Directors reports to the Minister of
Public Works and Power who in turn has responsibility for general
control and ganeral policy of PLN. He 1s assisted by an Advisory
Board including the Minister of Finance, Minister of Industry and
Minister for Netional Development Planning (Chairman of Bappenas).
See ANNEX VI, Recommendation of basic tariffs is the responsibility
of the Board of Directors, to be decided by the Minister of Public
Works and Power and subject to the approval of the President. PLN
is directed from a Central headquarters in Jekarta through fifteen
operating regions throughout the country. This project 1s located
in Regions XJ and XII,

C. Progress of PLN Reforms

In addition to overall institutional reorganization, the
IDA agreements state specific GOI end PLN obligations with respect
to financial and management capacity, Among these are the require~
ments thet the GOI pay ell Govermment agency arrears and ensure
prompt payment of current charges. Rupiah 2,3 billion was paid by
the GOI during fiscal yeoar 1971-1972 ending March 31, 1972, PLN
records chowed Ruplah 3.5 billdon a8 the remaining balance duc and
this was raported by the Minister of Finance to be paid through =a
supplement to the PLN 1971-1972 budget allocation. See ANNEXES VII
and VIII,

With respect to payment of current billings, PIN dis-
cussions with the Ministry of Finance during the first months of
1972 regarding non-Armed Forces government entities resulted in
an agreement which is just now being applied beginning in gor Fy 72/73.
Under this agreement a procedure has been established where in the
first week of each month the PLN Regions submit current electricity
bills to the respective owing government offices for confirmation,
By the fifteenth of the month a recepitulation sheet covering these
bills should then have been submitted by PLN to the local office of
the GOI Treasurer., After certification, the recapitulation for that
Region for the month is then sent by the local PLN office to
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PLN Central to be further confirmed with the Director General of

the Budget and paid. Separate appropriations for electric power
consumption arc shown for each government entity and made avail-

able in monthly installments. PLN is authorized to cut off

service to any agency that falls in arrears more than two months.

If on March 31, 1973 there are billings outstanding to PLN, the

GOI will make a supplemental appropriation to the owing department

to be paid to PLN not later than September 30, 1973, See ANNEXES VII
and VIII.

For tne Armed Forces, PLN will submit a certified bill
(cleared through the State Treasurer) to the Ministry of Defense
end Security which will then pay. The payment provisions are re-
flected in the budget regulation in 1972/73 approved by the
President of Indonesia. ?i}

In the opinion of PLN these procedures for payment by
both the Defenre Department and the GOI civil departments should
ensure expedaitlous payment. Both agreements were reached only
within this current budget year, and therefore while PILN indicates
the procedures should yield results, it 1is not possible definitely
to say yet whether they will in fact result in the prompt payments
hoped for. A improvement however 1is certainly indicated. AID is
coordinating with IDA to keep currently advised. The question ob-
viously remains criticel to PLN financial capability.

Ascets revaluation is an equally essential requirement to
adequate PLN rinancial management. Under its IDA obligations, PLN
was to have completed assets revaluation by February 1972. This was
in fact done and approved in principle by the Minister of Finance
in April 1972 and recorded in a letter to IDA noting Minister of
Finance approval of the principles employed by PLN in revaluing
its assets, Q/ The figures are reflected in the draft balance sheet
for calendar year CY 1971 which appears at Annex XV  and is discussed
in Section V below. The final balance sheet for CY 1971 is cur-
rently being printed by PLN and will be provided to AID as soon as
it is complete.

In accordance with the IDA agreements, PIN contracted
with the French firm of SOFRELEC to provide management consulting
services, specifically to develop operating standards wnd recomuen-
dations and to act as consultants with respect to PLN's institutional

2/ Presidentlul Decision No. 28/1972 Article 67. See ANNEX IX.

3/ Ministry of Finance letter No. B330/MK/IV/L/1972 of 13 April 1972.
See ANNEX VIII.
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reorganization. SOFRELEC in turn has subcontracted with the inter-
national accounting firm of Peat, Marwick and Mitchell to provide
for the financial administration side of these services. The new
charter and assets revaluation are initial main products of this
IDA-financed program.

In addition, Peat, Marwick and Mitchell has completed
a study of consumers administration directed to billing and col-
lection procedures and mechanization of accounts. The recommendations
of the study were approved by PLN last year and have been implemented
on a pilot basis in two PLN branches, one in Region XI and the
second in a suburb of Jakarta. The new consumers administration
procedures arc expected to be implemented in all PLN Regions by
the end of 1974. A second part of the consultant's recommenda-
tions cells for phused mechanization of accounts. This is now
planned initizily for Jakarta, Bandung and Surabaya, three princi-
pal cities in Jova, with the first IBM units for these citles ex-
pected to arrive for Jakarta by the end of 1973. As another first
stage in this program, two sites are being selected for pilot use
of IBM software. One of these is the city of Medan, North Sumatra,
where AID is financing a loan for distribution rehabilitation and
generation expansion (AID Loan 497-H-022). The second is Palembang,
the main city of South Sumatra. The machine for Medan is already
installed and is expected to be in commercial operestion by March
1973. PLN has not advised a date yet for Palembang. An electronic
data processing depertment has been established in Central PIN
especially to manage thls mechanization program. Finally, Peat,
Marwick and Mitchell recommendations with respect to a code of
accounts were eccepted last year by PLN, have been translated into
Indonesian, end are scheduled to be implemented by all PLN regions
as of January 1, 1973.

The question of tariffs which is directly related to the
prospects for PIN financial capacity has been extensively studied
and discussxed but not yet decided. The amount and Interval for a
rote increase is one issue but another 1s the question of deferring
appl ication of higher rates to subsidized residenticl consumers.,

On the lattar question, the GOI may consider that the political and
social considerations compel deferment for a pericd.

Article 17 of the new PLN charter states that basic rates
shall be such as to provide sufficient revenues to PIN to cover all
operating expenses, including maintenance and adequaete depreciation,
payment of interest, debt service in excess of depreciation, taxes,
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and leave & surplus to contribute to financing of further expansion.
The amount of this surplus is to be determined by the Minister of
Public Works and Power, bearing in mind the desirability for PLIN to
provide from its own resources & reasoneble portion of the cost of
its expension program. This statement of policy is consistent with
the terms of reference set forth in the IDA agreements and should
be the basis tor the SOFRELEC recommendations to PLN. These recom-
mendations have been submitted by PLN to the GOI and to IDA and are
now under review by both. It is expected that GOI Cabinet consider-
ation and recommendations on the basic rate, which must then be
approved by the President, will follow once IDA has completed and
acted on its review,

PLN regerds the substance of the recommendations as con-
fidential uptil the GOI has made its decisions. Indications are
however that an average nationwide rate increase is proposed in
stages probably commencing this year to be followed by further in-
creases either annually or at predetermined intervals. For example,
there would be increases in 1973 and 1975 of 25% each. These would
be followed by a third increase in 1978 at & rate to be determined
depending on PLN financial condition. A rate inerease of such
1imited effect would be completely inedequate in terms of the cri-
terin establisred not only in the IDA agreements but even in
Article 17 of PIN's own charter. It would represent a compromise
of need based on e prior assessment of political considerations
which under test would very likely prove invalid. AID is raising
this issue with the GOI, PLN and IDA in an effort to bring about a
more realirtic adjustment in the rates. The rate question is
directly concerned in the whole issue of terms for GOI subloans to
PLN under each of “he AID loans. This 1s discussed in Section V
below.

D. Personnel and Training

With the expansion both under way and expected in the
electric power sector, PLN personnel capacity becomes a critical
factor in the ability of the organization to meet its responsibilities.
This is recognized by each of the lenders and the IDA consultants
have specifically addressed this in their recommendations. The
need is clearly recognized by PLN which has itself and in cooperation
with the IDA consultants proposed or actually put under way the
following training for PLN personnel in both technical and admin-
istrative flelds.
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- PIN undertook itself in basic technical and admin-
istrative fieids to train instructors capable of carry-
ing out additional training throughout all the PLN
regions. In the period 1970-1971 this training in-
cluded 97 diesel power plant foremen, 51 foremen for
distribution work and 21 personnel in clerical admin-
istrative duties.

- At the end of 1971, with the assistance of SOFRELEC,
PLN opened a training center in Jakarta in connection
with rehabilitation of Jakarta distribution. Training
covers erection of substations, laying of underground
cables, erection of overhead lines, and voltage change-
over. Up to the present, 208 PLN employees have been
trained in distribution work under this program, and
150 additional specifically for voltage changeover.

PLN has sgreed with the consultants to establish this
training center as a permanent "Distribution Training
Center" with a program including: general operation and
maintenance of networks, electro-mechanics fo: workshops
and vower stations, work organization for distribution
activities, etc.

- In September 1973 with the assistance of the French
Goverument, a center will be established in Bogor to
train 312 employees each year in the fields of diesel
generation and distribution work. Initially this center
will be used primarily for the tralning of skilled
workers and foremen. Eventually however PIN expects the
center will be directed to training of instructors who
wlll then carryout training in other centers to be
established.

- An accounting center was opened in Jakarta in
April 1972 and by January first of this year 100 PLN
employeces had completed training courses. The course
curriculun wes developed by Peat, Marwick and Mitghell
and ra=lates to all financial systems and procedures
proposed by the consultants for PLN implementation.

~ PLN held three higher management seminars of two
weeks each in Novenber and December 1972 and a total
of 40 higher level PLN executives participated.
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- Under its proposed new contract with PLN, SOFRELE]
will undertake training of 300 employees (100 per year)
in the fields of operation and maintenance of steam
power and gas turbine generating plants. This program
is expected to begin in March/April 1973 once it is ap-
proved. PLN has the program now under review and recog-
nizes the "utmost importance” of this training.

- Finally, PLN has asked the IDA consultants to under-
teke a general training study, including a review of all
novw under way and a plan for the long range. For PLN,

the purpose of this study is to improve "as quickly and

as fer as possible” the overall qualifications of PLN
personnel., In accordance with this request, SOFRELEC

has alreedy submitted recommendations under which 7 or 8
training centers would be opened as soon as practicsble,
Further, to ensure appropriate priority be given to training
problems, SOFRELEC has recommended that responsibility for
training should rest with a special department to be set
up In thke PLN Central Directorate of Personnel.

PLN is establishing a solid record of progress in training and
improvement of its staff. With the extensive power construction and
rehebilitaticn program already under way and in prospect, the need
however remains great. AID procedures ensure effective project
implementation through use of qualified consultants and contractors,
but at the same time each AID loan addresses the question of building
up PLN personnel capuability through provision of loan-financed
training. Thi: loan will provide for the same.

E. Coordlnation

In view of the size of the multidonor electric power
sector program, which now stands at $304.6 miliion, the necessity
for coordination among the donors and with PLN is clear. On an in-
formal basis, this already exists and is implemented through dis-
cussions on a bilateral basis, with the IBRD taking an overall role
in coordineting the whole sector. Both the IBRD and AID however have
felt that a general power conference or a series of such conferences
by PLN with all lenders has become a necessity. These could address
not only donor coordination itself but also such issues as personmnel
capacity, training and general system standards. They could provide
a working forum for PLN and lenders alike. PLN has now agreed to
hold such a conference and has already set dates of 22 and 23 February
1973. The thame for this initial seassion will be an overall ‘'Review
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of the Indonesian Power Sector'; the detailed agenda is under
preparation. Participants will be interested IGGI members.

Thic is a significant step, for which AID has been a
prime mover. it holds out lmproved prospecte not only for the
basic question of coordination, but more importantly in the long
run perhaps, for enhanced recognition in Indonesia of the role of
PIN. This is &n essential precondition to translating the words
of the new charter into the goal of PLN as the sole and effective
national electricity authority.
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IV. TECHNICAL ANALYSIS:

A, The Existing Electric Power System in West Java

1. General

The proposed project is located in PLN Regions XI and
XII (see map, Annex X). Region XI covers the eastern two-thirds
of West Java and includes a population of approximately 15 million
people within its boundaries. Principal cities are Bandung (Region
XI headquarters) and Cirebon. Rehabilitation of the Cirebon dis-
tribution systen and the construction of a double-circuit 150 KV
transmission lire tie from Tegal in Central Java through Cirebon
to Banlung have been funded under AID Loan 497-H-028. Region XII
covers the western third of West Java. It includes the capital
city of Jakarta, which has the largest population (approximately
.8 million people) and the heaviest load concentration in
Indonesia (114 MW peak). Rehabilitation of the Jakarta distribution
system and the construction of a major (200 MW) new steam power
plant in Jakarta are being financed by the World Bank. The second
largesl city in Region XII is Bogor, with & population of approximately
200,000 people. Rehabilitation of the Bogor distribution system and
the conatruction of a double-circuit 150 KV transuission line from
Jakarta through Bogor to Bandung are major elements of the project
now proposed for AID loan financing, as described in IV-B below.

2. Syslem Statistics and Performance

Total 1970 net production in Region XI was 363 million
KWH, and 1970 seles totaled 267 million KWH. Unaccounted system
losses exceeded 30 percent. Excluding Jakarta (which is considered
a separate entity), 1970 net production in Region XII was 84 million
KWH, and 1970 sales totaled some 65 million KWH. Unaccounted system
losses exceeded 25 percent. System reliability is poor, both in
Region XI and Region XII. Power outages are common and voltage drops
far exceed normal tolerances. Due to a combination of factors including
an unusually dry year, West Java suffered a severe and extensive power
crisis in the iate Summer and Fall of 1972. Particularly hard hit
were the hcavily concentrated load centers in the Jakarta-Bogor-Bandung
"corridor". These circumstances have made system correction a matter
of highest priority. To be effective, such correction must entail not
only added generation but the concurrent improvement of transmission

-and distribultion systems to curtail system losses and improve system

P

reliability.
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3. Existing Generating Capacity

Region XI is an operating entity but is not directly
responsible for power generation planning within its area. Existing
Region XI power generating capacity is predominantly hydroelectric,
with seven hydroelectric plants having an installed {(rated) capacity
of about 58 MA. However, this capacity is severely restricted by
low water during the annual "dry season”. The Regicn XI system also
includes diesel generating units having a combined installed (rated)
capacity of about 2.5 MA. 1In addition to the foregoing, the largest
single hydroelectric station in Indonesia (Jatiluhur) is located ,
within the Region XI boundaries. Jatiluhur is not under the author-
ity of PLN, however. It is operated and controlled by the Jatiluhur
Power Authority, which sells power both to Region XI and Region XII.
Jatiluhur has an installed (reted) capacity of 125 MWd. Realization
of this capaclty has been limited by water availability to meet the
(primary) necds of irrigation. Irrigation needs are expected to
increase markedly in the future with consequent further decline in
the availability of water for power generation. 1In 1570, Region XI
produced 40 M/ internally and purchased 22 Md from Jatiluhur.
Generally, the hydroelectric generating facilities operated by Region
XI are in reasonably good condition, although a majority of the units
now in service date back to the 1920's and 1930's. The small amount
of diesel generating capacity now in service is old and in relatively
poor shape due to the cumulative effects of deferred maintenance.

Two hydroelectric gtations having a combined installed
capacity of 33 MA are located within Region XII. A thermal station
located in the port area of Jakarta (Priok) has en installed capacity
of 150 MW (2 x 25 and 2 x 50). There is about 20 MA of diesel gene-
roting capavility in Jakarta which is used mainly for peak shaving
or standby duty. To supplement Region XII requirements, PILN purchases
power from the Jatiluhur Hydroelectric Plant described in the preceding
paragraph. During tae wet season, Jatiluhur has in the past been able
to provide a maximum of 50 MW to Jakarta. During the 1972 dry season,
this capability was reduced to below 15 M. As a start toward pro-
viding the 200 M4 of interim generation which will be required prior
to the completion of a new Jakarta (Muara Karaeng) steam plant being
undertaken with World Bank financing, the GOI has recently purchased
one 19.8 MW gas turbine unit (John Brown, UK). AID is currently
considering the financing of a further 4O MW increment of gas turbine
generation (West Java Interim Generation). The hydroelectric facili-
ties are in reasonably good condition, although old. The diesel
generating units are generally past the age of dependability. The
new steam generating increment (Japanese) at Priok (2 x 50) has been
experiencing difficulties, but should improve in roliability over the
next few montha,
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L. Existing Transmission System .

The original transmission in Region XI was a 30 KV
radial system from the first isolated hydroelectric plants to the
nearest load centers. With the completion of the Cikalong hydro
project in 1960, & 70 KV transmission line was built from Cikalong
north to Bandung and was continued from Bandung via Purwakarta to
Jakarta. This provided an interconnection Letween Regions XI and
XII and permitted interchange of small amounts of power. With the
completion of the Jatiluhur hydroelectric project in 1964 & double
circuit 150 KY line was constructed from Jatiluhur to Jakarta and,
in the opposite direction, from Jatiluhur to Bandung. This pro-
vided a second double circuit interconnection between the two
regions, but the 70 KV system 1s not operated in parallel with the
150 KV system. The 70 KV system is now normally open between
Purwakarta in Region XI and Jakarta in Region XII. Thus, although
the town of Purwakarta is immedjiately adjacent to Jatiluhur, the
power from Jatiluhur is transmitted south to Bandung, a distance of
about 50 miles over 150 KV lines, and then returned to Purwakarta
the same distance over 70 KV circuits from Bandung.

One 30 KV feeder extends from Bandung to Cirebon and
another 30 KV feeder goes eastward from the hydroelectric project
south of Banaung to Garut and Tasikmalaja. There is a connection
between Tasikmelaja and Parakan midway between Bandung and Cirebon.
However, as mentioned above the system is not operated in closed
loops. Radial operation varies depending upon the availability
of’ water in the varioun hydroelectric plants, in order to obtain
the most fevoreble generation. Cirebon and Tasikmalaja are: both
approximately 80 miles from Bandung, and voltage regulation at these
remote ends of the system is extremely poor. During pesk load, severe
loss of voltage on the secondary distribution is exparienced. See
Annex XI.

Generally, the transmission system is totelly inadequate for further
load growth in many areas of the system. The original 30 KV trans-
mission system was designed with very small conductors and extremely
long spans. In the mountainous areas of West Java, towers located

on ridge lines span several thousand feet with no practical possi-
bility of installing intermediate towers in the valleys between.
Replacing the existing conductors with substantially larger conductors
would generally not be feasible. Upgrading the 30 KV transmission to
70 KV would improve the voltage regulation in the system and might

be adequate for the system load today. However, this would piovide
lilktle of the new capacity required for future expansion.
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5. Existing Distribution Systems

In Regions XI and XII as in other parts of Indonesia,
electric power service is limited almost exclusively to the large
cities and towns. The major portion of the population in general,
and the rural population almost in its entirety, have no electric
power service. Within the large cities and towns recelving electric
power service, distribution systems are predominantly 6 KV under-
ground installations. The greater part of the underground systems
are old and susceptible to frequent failures causing long power
outages. In addition, portions of many of the underground systems
are (of necessity) located in or near rice fields which are flooded
for much of the year. Since the thermal and operational limits of
the underground cables are uncertain, the systems are rarely operated
at voltages higher than 5.5 KV. Three-phase distribution trans-
formers, eoch serving a large area, are used. Service lines extend
for inordinate distances from transtormers. Voltage regulation is-’1
very unsatisfactory and overall reliability is poor, causing many |
industrial users to install captive generation. Poor volteze regu-
lation reflects the use of old and inadequate equipment and high
losses in the secondary and primary feeders. In large part, losses
are caused by unusually long runs of unaersized conductors. There
is no possibility of carrying additional load in any of the systems. ‘!

J
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B. Scope of the Proposed Project

The scope of this proposed project reflects the considered
findings and recommendations presented in a long-range planning
study and accompanying feasibility grade analyses conducted by
Charles T. Main International, Inc., under an IDA-funded contract
with PIN in 1972. The study has properly considered and evaluated
alternate approaches and has assessed relative priorities within
the overall work found to be required. The scope of the project
selected for this proposed funding increment is summarized as
follows:

1. Erglneering Design and Supervision

The project provides for the services of & qualified
U.S. consulting firm for design, preparation of bidding documents,
assistance to the PIN with respect to prequalification of construction
. firms, analysis of construction bids. and engineering supervision
| of construction (see Annex XIII).

2. Distribution System Rehabilitation

_— The project will provide for the rehabilitation and

. expansion of the distribution system in Bogor and adjacent areas

‘a8 required to meet present needs and to permit normal growth at
ileast through 1977. It is proposed to replace the existing (mainly
underground) 6 KV system with a system consisting of 20 KV over-
head primary lines and 220 volt secondary service. Secondaries
will be shortened and & lurger number of digtribution transformers
will be provided, most of which will be pole mounted. Service will
be single-phase except wren the type of load (e.g. industrial)
requires three-phase sevvice. Aluminum conductors will be used for
the 20 KV overbead and for new secondaries. Existing copper secondary
wiring will te reused to the fullest extent practicable. The pro-
posed distribution system will be designed in accordance with U.S.
standards and vractices. An estimated construction schedule for
this work is shown in ANNEX XII. Proposed method of implementation
is described in ANNEX XTIII.

3. Transmission System and Substations

- The project will provide for the design and construction
of approximately 180 km of 150 KV double circuit tresnsmission line
connecting the Cawang Substation at Jakarta with a new substation to
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be constructed at Bogor and the Cigereleng substation at South
Bandung. The Cigereleng subst:.;ion is also the terminal point for the
150 KV line from the Jatiluhur Hydroelectric Station. The line to

be constructed under this project will therefore complete a 150 KV
loop for Jakarta-Bandung service and will serve as the primary trans-
mission line for trausfers of power.

/| Also under this project, the Cigereleng substation in
l ' South Bandung will be connected with the Dago substation in North
. Bandung via & double circuit 150 KV intra-city tie. The Dago sub-
i station is the terminal point for the transmission line being
i constructed under AID Loan 497-H-028. This connection will therefore
' complete the transmission line tie between Jakarta and Pekalongan
in Central Java. A further tie between Pekalongan and Semarang, to
be constructed with Federal R:public of Germany financing, will be
“the final link in a Jakarta-Semarang interconnection which will
_permit transfers of power between the West Java and Central Java
| gystems.
\‘\ —
\ Further, the project will provide for design and
!construction or a 150 KV substation at Bogor and 150 KV substation
,’terminal facilities at Jakarta (Cawang substation) and at Bandung
. (Cigereleng and Dago substations).
[—
An estimated construction schedule for the foregoing
transmission lines and substations is shown in ANNEX XII. Proposed
method of implementation is described in ANNEX XIII.

4. Communications System

The project will provide for a reliable communications
network between Region XI in Bandung and Reglon XII in Jakarta.
Facilities will include voice c¢ircuits for operationul control and
tone equipment for high speed relaying. A power line carrier system
is envisaged. Communications systems inter-connection between
Region XII and Region XI headquarters at Bandung will be provided
through the Cigereleng and Dago substations.

5. Technical Agsistance and Training

Technical assistance and training will be important
aspects of the services to be provided by the engineering consultant
under this project. On-the-job training will be conducted by persons

" having substantial experience in performing similar tasks for compa-
rable U.S. utilities. Participant training in the United States
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and/or third countries will emphasize practical rather than academic
aspects., Major effort in training will be concentrated on operation
and maintenance of distribution and transmission systems, accounting,
’Wq;ehousing and records. The engineering consultant will be charged
with the resporsibility for coordinating the training to be provided
under this project with the training being provided under other
AID-financed projects in West and Central Java, and with the manage-
ment standards and proccdures being developed under an on-going
IDA-financed project in Jakarta,

6. Tools and Service Equipment

The project will make provision for acquisition anduse
of essential tools and service equipment as required for training
and to assure capability for adequate operation and maintenance of
the transmission and distribution systems to be constructed under
this project.

C. Environmental Considerations

Tmplemantation of this project will be carried out with
full rerard to envirormental considerations. Values to be considered
inctude visunl actthelics, multiple land use, drainage, prote.cion of
apricultural and grazing areas, protection of forests, safeguarding
against fire and flooding, etc. Environmental protection will be
addressed in each project phase, design and construction. The
consultant in meeting his responsibilities under this heading will be
governed among other applicable standards by the general guide
"Fnvironmental Criteria for Electric Transmission System," prepared
by the US Department of Agriculture and Department of Interior and
published by the US Govermment Printing Office, Washington, D.C.

D. FEmployment Generation and Labor Intensive Considerations

Improved electric power will encourapge new commercial and
industrial enterprise, with resulting increased employment opportunity.
Local labor will be used on the project to the extent compatible with
the technical nature of the work. See page 12, ANNEFX XXT.

I, Mindings of Technical Soundness

The project ceope has been detined and a reasonable implemen-
Lation plan h been developed as outlined above and as further
detailed in ANNEXES X, XI, XII and XIII. Provision has been made for
technical assistance, training, and basic tools and equipment as
required to provide PLN a capability to operate and maintain the facil-
ities to be constructed. The project and the estimated costs thereof
reflect the findings of a well qualified U.S. consulting firm, as
.expressed in a 1972 study financed by the World Bank. The project is
considered technically sound as presented.



20
UNCLASSIFIED

AID-DLC/P-1078
V. FINANCIAL ANALYSIS

A. Alternative Sources of Financing

This project is part of the U.S. Govermment contribution to

the IGGI non-food assistance for Indonesia through GOI FY 1973-
T4. The GOI has specifically requested our assistance for this
project, and the IBRD Resident Mission concurs. The project,is
part of a major effort by a number of donors to rehabilitate
and develop the Indonesia power sector, with significant loan
assistance being provided by the IBRD, Japan, the FRG and the
ADB, See ANNEX II. Accordingly, within the overall IGGI levels
established for assistance to Indonesia and the large total re-
quirement remaining for assistance to electrical power, alter-
native financing from other donors is not now available.

ExIuia Bank has expressed no interest for financing this project.

B, Financial Requirement - Project Cost

Total project cost is established at $23.5 million, consisting
of a U.S. dollar cost of $19.7 million and local currency costs
of $3.9 million equivalent, A summary of project costs and
schedule of annual disbursement follows:



21

SUMMARY OF PROJECT COSTS

($ 000)

Item

1. Transmission
A. Cawang-Bogor 22,5 m,

B. Bogor-Bandung (Tjigereleng) 81.8 nmi.
C. Bandung (Tjigereleng-Dago) 7.6 mi.

Subtotal

2, Transmission Substations/Switching Stations

A, Cawang Switching (2)
B, Tjigereleng Switching (4)
C. Dago Switching (2)
D. Bogor Transmission
Substation & Switch Station

150/70 Kv., 2-40 mva Auto, Transf,

Subtotal

3. Distribution System
A, Bogor Distribution/Rehab.
B, Bogor Dist., Substation
150/20 Kv., 3-20 mva.

Subtotal
Total, Items 1, 2, and 3
Engineering
Training/Library

Maintenance Equipment
Communications Equipment

~N Oy
-

Total (1 through 7)

8. Contingency @ 15%

TOTAL COSTS

1/ Costs have been escalated at 52 per annum through project completion,

UNCLASSIFIED

Local

Currency
US§£/ Eguivalenp£/ TotaL£/
1,030 260 1,290
3,744 943 4,687
348 88 436
5,122 1,291 6,413
256 28 284
512 56 568
256 28 284
1,274 137 12411
2,298 249 2,547
5,823 1,469 7,292
- 1,187 5 1!192
7,010 1,474 8,484
14,430 3,014 17,444
1,730 360 2,090
140 20 160
700 0 700
110 0 110
17,110 3,394 20,504
2,590 506 3,096
19,700 3,900 23,600



UNCLASSIFIED

22

SCHEDULE OF DISBURSTMENTS
($000)

Local Currency

Year us$ Equivalent Total
1973 50 50 100
1974 400 50 450
1975 2,200 400 2,600
1976 7,806 1,400 - 9,200
1977 7,800 1,700 : 9,500
1978 _1,450 __300 _1,750

Total 19,700 2'200 22,600
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1. Arrangement for Pral:lsion of Funds

This loan will meet the estimated foreign exchange costs of the
project. The loan will be made to the Govermment of Indonesia,
with 2% inierest for the first 10 years without amortization
payments; thereafter 3% interest will be charged for 30 years
during which the loan will be fully amortized in level semiennual
installments of principal and interest, payable in U.S. dollars.
Local currency for the project wili be provided through the GOI
National Development Budget. PLN will provide necessary local
currency financing for such project elements as site preparation,
land clearance, etc. and will also provide sufficlent rupiah to
cover the local currency costs for both the consultant and the
contractor,

As noted in Sectlon IX, the loan agreement will contain conditions
precedent and covenants to ensure sufficient and timely availability
of local currency funds to PLN from the GOI, and in turn from PLN to
meet project costs. The loan agreement will provide for assurance

of the establishment of a budgetary allocation for the project local
costs and for the avallability of these funds under arrangements agreed
to by AID.

Second Step Loan Terms

The procesds of this loan will be provided by the GOI to PLN on terms
agreed to and approved by AID. The GOI is currently considering the
SOFRELEC esnd PLN recommendations regarding the proposed financial
structure of PLN, particularly the proposed ratic between equity and
loans. Present thinking of the Govermment is set forth in the letter

of April 13, 1972 from the Minister of Finance to IDA (See ANNEX VIII).
Except for payments duw from GOI agencies to PIN for electricity ser-
vicegs rendered, all GOI contributions made before June 3, 1972, the

date on which the new PLN charter went into effect, would be considered
equity. 7his would be the case whether they had been made to PLN direct-
ly in the form of GOI budget payments or as the proceeds of foreign loans.
All or pa: ' of the proceeds of forelgn credits after June 3, 1972 would
be relent under second step subloans from the GOI to PLN. This whole
matter is etill under review and the GOI has stlll tc indicate the pre-
cise criteria for the balance between equity and locans and for relending
terms.

Establishment of PLN on a sound financial basis without Government sub-
sidies will require that PLN revenues be sufficient to meet its obli-
gations, including servicing of dsbts.
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Accordingly, the division of exlisting and prospective foreign assis-
tance to PLN between loan-financed capital and equity contribution
is directly tled to the question of tariff revision. The need to
revise the existing rate structure and the status of the pertinent
recommendations are discussed in Section III.

Previous AID loans to the electric power sector (AJD loans h97-H-019,
022, 024 and 025) each provide that the determinaticn of appropriate
second step ioan terms to PLN will be deferred until reorganization

of PLN is complete and the financial condition of the organization is
clear. May 22, 1973 was selected as the date by which this was expected
to be done. In current negotiations with the GOI for the signing of AID
loan 497-H-G28, West Java Transmission and Distribution Phase I, we have
agreed that reference to the May 22, 1973 date should be deleted as un-
realistic in present circumstances.,

Final decisions with respect tc PLN financial conddtion and its ability
to service post and prospective debt will be taken in context of the re-
view of IDA rcforms described in Section II[1. As that discussion indi-
cates, progress has been suvbstantial with respect to determination of
the basic Tinancial copacity of PLN; however, a number of steps remain
to be completed. Among others, financial statements based on the PLN
evaluation of esgets still remnin to be issued and the critical question
of a revised rate structure iz not yet decided. These and other points
- are expected to require considerable review and negotiation during
the next monihs. Without fixing a precise date at this point, the selec-
tion of May 22, 1974 as a new terminal date for setting the loan terms
would appear to the rcascnable. This revised date will be determined by
agreement with the GOI eand FLN during loan negotiations.

Financiel Condivion of PLI

As noted ubove and discussed in Section II1, PLN is in process of a
financlal reorganization to put the enterprise a solid financial basis
as an efficlent cperating utility. Carrying out these reforms is as
essential vo PLN perf{ormance as is technical improvement in providing
electrical services.

As noted in ANPEX VIII, the Minister of Finance has approved the prin-
cipals applied by PLN in revaluing its assets, i.e. current replarcment
costs less accumulated depreciation. At the time the Minister's letter
was written to IDA in April 1972,the GOI expected to submit to IDA by
October 1972 PLN's balance sheet as of December 31, 1971, which would
reflect the revaluation. PLN has advised that this balance sheet . is
still in preparation.
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The pro forma balance sheets and financial statements prepared last
year by PLN with the assistance of the IDA consultants are included
at ANNEX XV with the assumptions listed at ANNEX XIV. Current notes
on the assumption are included in the seme annex. The statements are
regarded as indicative only in view of the wide range of essumption
upon which they were based,

Implementation of improved management practices and revised uniform
accounting policies and procedures will help in developing the finan-
cial data necessury to prepare financial statements accurately re-
flectlng the financial structure and condition of PLN. Mechanization
of phases of' the accounting system, now currently in process, will
also contribute to providing financial date on a more timely basis
with a highe:r degree of accuracy. These are prospective improvements,
however, and at the present time this kind of data is not available.
The completion of the financial statements for the Year ending
December 31, 1971, which are to be based on the revalued assets, will
establish the only firm and accurate base from which to evaluate PLN
financial condition,

Impact on U.S. Balence of Payments

Goods and services financed by this loan will be obtained from AID
Geographic (ode 941 (Selected Free World) sources and it is expected
the U.S. will provide a substantial amount of these, with corresponding
follow-up orders of spare parts, equipment and material resulting in
additional U.S. exports on a commercial basis,
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VI, ECONOMIC EVALUATION

A, Forecast for Growth in Electric Power Demand in West Java

1. Irojected Economic Growth in West Java

Although historical economic statistics in Indonesia
are at best sketchy, available data indicates that West Java had a
real economic annual growth rate of 6.3 percent during the period
1967 - 69. C.T. Main has maw. three projections of economic
growth in West Java for the periods 1969-80 and 1980-90. These
correspond to a high, a low, and a most probable, middle projection.

These projections
are shown below,

to be reagonable and adequately supported and have used them in

the subsequent analysia,

NET REGIONAL PRODUCT - WEST TAVA
(MILLION RP AT CONSTANT 1969 PRICES)

o
S

o
X3

Annual

and the sectorial details for the middle estimate
We consider the most probable middle estimates

1969 Annual 1980 1990
Increase Increase
Agriculture 158.8 4.5 257.7 3.5 363.4
Industry 18.2 11.0 57.5 9.0 136.1
Wholesale & Retail Trade 31.8 9.0 £2.2 9.0 194, 7
Communications and 2.6 10,0 7.5 10,0 19.3
Transportation -

Building Construction 9.1 12.0 3.7 12.0 98.5
Housing 7.2 3.0 9.9 3.0 13.2
Services 29.2 5.0 49.9 7.0 98. 1
Government 4.8 15.0 22.5 8.0 48,5
Public Utilities 1.7 14.0 7.4 1.0 20.9
Banking & Finance .3 8.0 .8 14.0 3.0
Mining a,6 5.0 15.7
Net Regional Froduct 263.9 6.7 536.6 6.5 1,011.6

High Estimate 8.6 9.3

Low Estimate 3.7 3.8
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2. Projected Load Growth in West Java

In the period 1968-1970, the increase in total gross
consumption for West Java was as follows:

Millicns KWH

Region XI Region XII Jakarta
1968 327.9 77,1 432.1
1970 364.3 84.0 550.9
Increase, % year 5.2% 4,4% 13.0%

Annual increases during the period since 1960 were
erratic, reflecling curtailment due to poor hydro conditions in 1963
and lower economic activity due to political uncertainty in 1966 and
1967. lowever, the generally low rate of load growth was to a
considerable extent due to PLN's inability to meet the demand of
all classes of consumers for reliable power at reasonable rates.
Distribution systems became overloaded, re sulting in voltage
problems, high losses, and frequent service interruptions., Load
growths were severely restricted by high connection costs and
capacity charges and for some users by high repressive rate
structures. Industrial plants were required to reduce their load
on PLIN to zero between 6 P. M. and midnight, with severe rate
penalties for those unable to do so. “any larger industrial plants
chose to depend partially or entirely on self generation. The
current amount of captive generation is estimated at 58 MW for
region XI, 44 MW for region XII, and about 60 MW for Jakarta.
Despite the poor quality and high cost of PLN service, the waiting
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of its potential, the balance to be absorbed in later years, This
abrupt load increase is the most realistic outlook, and it would

be unwise io assume that PLN's load potential would be realized

at a more moderate rate. A detailed presentation of the projected
growth in power consumption in West Java is presented in Annex XVI.

B. Economic Analysis of Jakarta-Bogor-Bandung Transmission,
Substations, and Distribution Investments at Bogor

1. Analysis of Alternative Investments

The DBogor and Bandung loads together amount to
about 60 MW at present, are forecast to grow to over 200 MW by
1980, and then to continue growing at about 13 percent p.a. An
economic analysis was made of the following alternative methods of
supplying this increased power to the area.

Alternative 1. Install local generation to supplement
present supply facilities.

Alternative 2. Construct a 150 KV transmission line
from Jakarta through Bogor to Bandung and supply the area from
central steam.

The regults of this analysis show that the integrated
development i3 less expensive than insular developrnent for discount

rates of up to about 30%,

2. Calculation of Internal Rate of Return

in addition to the above analysis of alternatives, an
internal rate of return was calculated to determine the economic
viability cf the transmission extension to Bogor and Bandung.
Benetits result from increased energy sales made possible by the
project. This analysig is based on the projection that existing
facilities will reach the limit of their capacity by 1977 and that
revenues attributable to the 150 KV line extension and distribution

investments correspond to the growth in total energy requirements
in the arca after 1977, These revenues essentially represent the

benefits of the recommended investments. The incremental costs
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involv: r 1. = the cost of generating the incremental energy, the
investme .. iLr transmission and substation capacity, the investments
in distributicn facilities, and related maintenance expenses, The
cost of znergy generation is based on the schedule of generation
plants recommended by C.T. Main,

The benefits of the project are the economic value of
the increased power use, The current electricity rates (average
rate of Rp, 8/KWH or 1. 9¢/KWH) are well below the real economic
value of electricity in Indonesia., Indicative of this are the substantial
waiting lists of customers of all categories desiring electricity and
the large amount of high price captive generation in the area.
Analysis undertaken to date indicates that the average charge per KWH
should increase between 50% to 100% to reflect more accurately the
real economic value of electricity. This would correspond to average
rates of 2,9¢/KWH and 3.8¢/KWH., We have used a rate of 3, 0¢/KWH
in evaluating the economic viability of this project.

The results of the above calculations indicate that the
project has an internal rate of return of 30% for sales at 3,0¢/KWH.,
This rate of returnis in excess of the cost of capital in Indonesia
and shows that the proposed project is fully justified economically,
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VII. INDONESIA'S ECONOMIC PERFORMANCE AND DEBT SERVICE

A. General Economic Developments

During 1971, the econnmy grew at an estimated 6 -7 percent.
In 1972, although most sectore of the economy continued to expand,
agricultural output is thought fo have declined and overall growth
in GDP will probably be some'what less tan in 1971. Production of
rice which had increased sub itantially during the four prcceeding
years, fell appreciably during 1972, The cause of this fall is
primarily due to a combination of inadequate price incentives to the
farmers and a serious drought during a portion of the year. Although
nothing can be done about the drought, the GOI has taken steps to
encourage farmers to increase rice production in the future. These
steps include increased price incentives for rice production and a
liberalization of agricultural credit programs.

In the industrial sector, especially in textiles, there was
substantial growth., With implementation of private foreign invest-
ment accelerating, and the rehabilitation and expansion of domestic
enterprises being fostered under official programs, the near term
prospects for industrial growth from the present small base are good.

Nevertheless, cnly the beginnings of progress in develop-
ment have heen made and the problems which remain to be tackled
are enormous., l'rogress is being made in formulating concrete
plans, programs and projects and in arranging and organizing for
the execution of such plans. One of the serious constraints on
domestic economic progress at this point continues to be the limited
material and financial resources available. The pressure on these
resources ig evidenced by the continuing high rates of inlerest which
prevail in the economy and by the necessity for a Rupiah devaluation
in August 1971, and a further devaluation (pegged tc dollar devaluation)
in December 1971. In the current Indonesian fiscal year there has
been a significant increment in both foreign exchange reserves ($339
million increase) and Government revenues (33% increase). A major

cause of these increments has been a sharp increase in the volume
and egpecially the value of oil exports. However, in the case of

foreign exchange reserves, a large portion of the increase appears
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to be due to conversion of sizeable foreign currency borrowings by
Pertamina in the 1-5 year range., This element of the balance of
.payments could be cuickly revarsed over that period, Also,
approximately $50 million of foreign exchange will unexpectedly
have to be used for commercial rice imports to help rebuild stocks
following the current shortfall in rice production.

The demand for physical resources remains great.
Although the balance of payments is in much better condition than
previous years, a high level of need continues to exist for additional
resources to supplement the domestic resources available for private
enterprise and Government investment and the improvement of
essential Government services,

D. Price Policy

The objectives of the Government's stabilization program
now appear to have been achieved. Although the official price index
showing a rate of inflation of only 2 percent for the year ending
September 1972 understates the rate of actual price increases, a
more realistic estimate of about 10 pzrcent still represents satisfactory
performance. As a result of a shortfall in rice production this year,
Indonesia has begun to experience a rather rapid increase in the price
of rice. This increase, which amounted to about 80 percent hetween
September and the end of December, was inevitable if the level of
demand were to be brought down to available supplies. Itis to the
credit of the Indonesian Government that it has recognized that this
increase was eassential, sincs imports cannot completely fill the
supply-demand gap, and has sought to use increased rice imports
to control rather than eliminate *" e price inflation. IFrimarily as
a result of the September-December rice price increase, for CYv 1972
as8 a whale the rate of inflation was about 25%. We do not expect much
reversal of the rice price increases before M ay, if then, Cther
prices have penerally remained flat despite sharp rice price increases.

It should be emphasized ti:at the desirable goal of price
stabilization should not be perceived as being equivalent to price

rigidity., In a developing economy in particular, it is essential that
prices be allowed reasonable latitude for adjustment to economic

changes, if serious distortions are to be avoided. The Government's
recent decision to increase the floor support price for rice production
is an example of such an adjustment,
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C. Dudgetary and Fiscal Policy

Government routine revenues continue their steady upward
trend. Revenues increased 23 percent in GOl FY 1971/72; for FY
1972/73 the projected increase is 33 percent based in major part on
an estimated 85 percent increase in oil revenues; for FY 1973/74
the tentatively estimated increase is 22 percent. Thre GOl's greater
efforts to collect sales and corporate income taxes coupled with a
glightly lower increase in routine expenditures should re sult in a
30 percent increase in the routine budget surplus for GOI FY 1973/74.

Investment levels in Indonesia are still comparatively low,
13-14 percent of GNP being the most recent estimate., Although private
dome stic invastment, aided by the tax incentives provided under the
Dome stic Investment Law and by the medium-term credit program,
has expanded rapidly, itis still a small part of tota! investment in
the economy. Government investment, investment by Government-
owned enternrizcs and private foreign investment in the aggregate
are far iarger. 7There is considerable evidence, however, that the
principal constraints at this time are not the paucity or caution of
domeslic enterprixe but the limitations on the financing resources
available and procedural and bureaucratic obstacles. Petained
earnings of enterprises are limited, private savings which can be
mobilized through the banking system are growing but limited, and
credit creation is of necessity restricted by consideration primarily
of balance of payments effects. Although some Government savings
derived from the excess of Government revenues over Government
expenditures are being transferred through the barking system to
meet the investment capital needs of a few Government enterprises,
no other Government budget transfers either through the medium-
term credit program or otherwise appear to have been made to
the private sector in the current or previous two fiscal years., In
the short run, and the longer run as well, such transfers need to
be made and their amount augmented by foreign private invest-
ment and aid inflows if domestic enterprise is to grow at a significant
rate. The reorganization and reactivation of Bapindo (The Indonesian
Development Bank), the effort to create several other development

finance institutions and the request for project aid for what are called
"Development Loans through the Banking System'' are responses to

this need, along with efforts to devise additional mechanisms for
the stimulation and mobilization of private domestic savings.
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1/

D, Palance of Payments —

AnnexurXVII summarizes Indonesia's Balance of
Payments for 1971/72, 1972/73 and the forecast for 1973/74,

During 1971/72, the goods and services account of the
balance of payments showed a deficit of $462 million. This deficit
was $112 million higher than that incurred in 1970/71; a reduced
trade surplus accounted for $12 million of this increase, and a higher
deficit on services accounted for $100 million. Miscellaneous
capital receipts increased by 65 percent to $190 million as a result
of a larger foreign direct investment inflow. Receipts from official
transfers and capital increased by 13 percent to $417 million, and
debt service payments were $107 million. Allowing for an allocation
of SDR 27.5 million, equivalent to $30 million, and for unidentified
capital and net errors and omissions of minus $43 million, the
1971/72 balance of payments recorded an overall surplus, as
measured by monetary movements, of $25 millior as compared with
a surplus of $2 millionin 1970/71.

Revised balance of payments estimates for 1972/73 indicate
a deficit on goods and services of $624 million, an increase of $116
million over the original estimate; the principal changes were a down-
ward revision of $46 million in net exchange receipts from the oil
seclor because of lower than expected crude oil production, and an
upward revision of $94 million in rice imports., Debt service payments
were revised upward by $9 million, but receipts from miscellaneous
capital and from official transfers and capital were revised upward by
a total of 353 million. Thus, excluding unidentified capital movements
and net errors and omissions, the revised estimates show a surplus
of $18 million compared with the original estimate of $90 million.
Taking into account unidentified capital movements and net errors and
omissions estimated at $321 million, an overall surplus of $339
million is expected in 1972/73,

The forecast for 1973/74 (Annex XVI[) indicates an
increase by $96 million to $720 million in the current account deficit,
together with further substantial growth in inflows of project aid and
direct investment which finance the bulk of this deficit. Frogram
aid utilization is expected to increase only marginally from this year
to the next, by under 5 percent, and known official debt service
payments also show only a modest increase, from $107 million
to $120 million.

_1/ Based on IMF Report subtitled ''Recent Economic Developments"
November 29, 1972
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The official forecast provides for an improvement in the
basic balance of $50 million, On present estimates the net reserves
available to the monetary authorities may amount to about $340
million at the end of the 1972/73 fiscal year, enough to finance
approximately 2 1/2 months imports of goods and services.

E. Debt Service Capacity _1/

. 1. Foreign Indebtedness

Bilateral agreements for the rescheduling of the pre-July
1966 debts in accordance with the FFaris “finute have been signed with
all the participating countries. Agreements with nonparticipating
creditor countries have been concluded with Bulgaria, Czechoslovakia,

Eastern Germany, Polard, Rumania, and the U.S.S.R.

According to available data on Indonesia's pre-July 1966
guaranteed debts, evaluated at exchange rates in effect on December 31,
1971, the total principal together with rescheduled contractual
interest and moratorium interest accrued prior to January 1, 1970,
amounted to $1, 988, 6 million; of this total, $709,1 million was owed
to the participating creditor countries, $1,261.1 million was owed to
the CMEA countries, mainland China and Yugoslavia, and $18.4 million
was owed to other creditor countries. Total interest payments,
excluding those already rescheduled and moratorium interest accrued
before January 1, 1970, amounted to $266. 4 million. Qwing to the
realignment of currencies of December 1971, the dollar value of the
principal, rescheduled interest and accrued moratcrium interest due
to the three groups of creditor countries increased by the following
amounts: $49,7 million for participating countries; $98.5 million
for the CMEA countries, Yugoslavia and mainland China; and $0.1
million for other creditors. The remaining interest increased by
$7.0 million for participating countries; $1.9 million for CMEA
countries, Yugoslavia and mainland China; and $0.1 million for other
creditors. With the application of the Bisque clause, annual repaye-

_1/ Based on IMF Report subtitled '"'Recent Economic Developmentsg"
dated November 29, 1972 (p.50-54)
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ments of principal on pre-July 1966 debts would amount to about

$36. 6 million during 1971-75, and increase to about $91.3 million
during 1992-99. In addition to the annual interest payment of about
$17.9 million during the years 1985-99, deferred interest will be
paid, increasing from about $0. 7 million in 1971 to about $13. 6
million in 1993 and declining thereafter to about $10.3 million in 1999

‘Total government loans contracted from July 1, 1966
through December 31, 1971, amount, at the new exchange rates, to
$2,276.6 million, Service payments on these loans are estimated
at about $48,4 million in 1972 and are expected to increase to about
$129.9 million in 1982. Available data on other forecign debts of
the public sector (primarily foreign debts of PPertamina), indicate
total liabilities exceeding $500 million, predominantly in the 3-5 year
range. Means are being considered to pr vent these borrowings
in the 1-15 year range from becoming excessive. Service payments
due in 1972 were about $60.5 million; service payments on the se
debts are expected to increase to a minimum of $1i5 million in 1974,
remain near that level in 1975, and decline thereafier.

2, Debt Service Requirements

As a reault of the rescheduling of Indonesia's pre-1966
external debt, the ratio of debt service requiremen!s to export
carnings currently is low--about 12%. It will rise appreciably
throughout the 1970's as grace periods expire on aid received after
1966 and as medium term obligations fall due but shoud remain
manageable during the decade. Taking into account service payments
on rescheduled loans, total service payments on public sector
external debts amountto $147. 0 million in 1972, $177.0 million
in 1973 and reach $215. 0 million by 1982.

Given Indonesia's debt service capacity, we feel that
A.I.D.'s most concessional terms--40 years, including a 10-year
grace period with 2 percent interest during the grace period and
3 percent thereafter continue to be appropriate for Indonesia. Aid
from the IGGI donors has been given on concessiona! terms

approximating the standards set by the DAC and other IGGI donors
have gradually been softening the terms of their concessional aid.
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With-the soft terms of the loan proposed herein,
particularly the 10-year grace period, the over-all rescheduling of
old debts already agreed upon, and the potential for Indonesia's
export expansion, the repayment prospects for the proposed loan
appear reasonable. Our assessment of Indonesia's répayment
- prospects is shared by other IGGI donors who are raking loans
for similar project activities,
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VIII, Loan Administration

A. Timetable for Implementation

A schematic construction teble appears in Annex XII.
Loan Authorization February 23, 1973

Loan Agreement Negotiated
and Signed May 1, 1973

Conditions Precedent to Opening
Letters of Commitment Met November 1, 1973

Proje:t Engineer Selected and
Contract Negotiated November 1, 1973

Invitation for id for
Construction Contract Approved March 1, 1975

Conditions Precedent to

Construction Met and Construction

Contract Approved September 1, 1975
Construction Work Completed June 1, 1978
Bngineering Supervisory

Services Completed August 1, 1976

B. Project Execution

1. Project Plan

/ The project includes: a) design; b) technical
assistance and training; c) construction; and d) supervision.

The consultant will be responsible for final design
of all systems, bills of materials, specifications for all equip-
ment, and IFBs for procurement. He will define construction
standards, material specifications and warranties. He will also
prepare the construction IFB, evaluate bids, recommend the award
for the construction contract, and supervise construction.
Finally, he will be responsible for carrying out inspection and
testing, and will recommend to PLN whether to accept the completed
work. See Annex XTII.
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The consultant will train PIN personnel assigned
to the project and will plan and carry out participant training
for selected personnel from the PLN counterpart iteam.

The conatruction contractor will carry out con-
gtruction as scheduled by the consultant in accordance with
standards established for the project and will train work crews
and maintenance personnel during the course of the project.

2. Terminal Dates for Conditions Precedent, Disbursing
Authorizations and Disbursements

a. Conditions precedent to opening letters of
commitment (selection of consultent) will be met within six months
of the loan agreement, and for construction within twenty-eizht
months.

b. Terminal date for requests for new disbursing
authorizations will be forty months after the loan agreement.
This permits one yecar for opening letters of commitment after
all conditions precedent have been met.

c. Terminal date for digbursement will be eighty-
one months after signing of the loan agreement. This provides
twelve months for opening the letter of credit for construction,
thirty-five months for construction and completion of engineering,
and six months Tor final accounting and disbursement.

C. Use of 1.8. Government Excess Property

U.S. Government Excess Property cannot be used for this
project in view ol the particular specificaiions required for
project components. To the extent equipment other than that
procured under this loan is required. the contractor will use
his own.
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IX. Conditions Precedent and Covenants

A. Conditions Precedent to Opening Letters of Commitment

1. Opinion of the Indonesian Minister of Justice, or
other legal counsel satisfactory to AID, that the loan agreement
has been duly asuthorized or ratified by, aud executed on behalf
of, the GOI and 1s & velid and legally binding obligation in
accordance with its terms.

2. Opinion of the principal legal officer of PIN, or
other legal counsel setisfactory to AID, that the loan agreement
has been duly authorized or ratified by, and executed on behalf
of, PIN and is a valid and legally binding obligation in
accordance with its terms.

3. Mames of the persons who will act as the represen-
tatives of the GOI1 and PLN, together with evidence of their
authority and specimen gignature of each.

Y, A draft contract between PLN and a consultant. The
selection of 3aid congultant nnd terms of the contract shall be
in accordance wlth AID Capital Projects Guidelines for engineering
services.

B. Conditions Precedent to Opening Letters of Commitment
for Construeiion Financing

1. Plan jor project implementation, including the
transmisgsion asystem and designation of basic system standards for
the Bogor distribution system. The latter shall include standards
for gervice wiring and voltage level of primary and secondary lines.

2. Asgsurance that rights of way or entry, real property
leases or acgulsitions necessary for project implemerntation and
gystem operaticn have been obtained or plans made and financing
provided thereror.

3. Assurance of the estabiishment of (1) a budgetary
allocation for #he project for the first fiscal yeer in which funds
will be required, in an amount based on the estimate of the consultant
as approved by PIN and (2) an approved payment authorization of
Indoneslian curreincy in the amount required for the first three months
of project operations, based on the estimate of the consultant as
approved by PLN.
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L., Contract or contracts for construction. Selection
of the firms and the terms of the contracts shall be in accordance
with AID Capital Projects Guidelines for construction services.

C. GOI Covenants

1. Perform its obligations concerning PILN organization,
authority, structure, and operations as set forth in AID and IDA
agreements.

2. Make avallable to PLN foreign exchange over and
above the proceeds of this loan if necessary to purchase third
country spare and replacement parts for maintenance, repeir and
operation of existing facilities until the project is completed.

3. Make available to PLN on a timely basis any Indonesian
currency necessary for implementation and completion of the project,
and any foreign exchange necessary to complete the project if the
loan proceeds are not sufficient.

4, From completion of the project until such time as
PIN may become an autonomous, non budget-supported eatity. ensure
that PLN has funds sufficient to meet the operating and maintenance
expensces necessary [or effective utilization of the project.

5. Assist PLN to carry out the project, or cause the
project. to be carried out, with due diligence and efficiency, and
in conformity with sound engineering, construction, financial,
administrative, and management practices, and any plans, specifi-
cations, contracts, schedules and other arrangements, together
with all modifications therein, approved by AID.

D. PLN Covenants

1. Perform its obligations concerning its orzanization,
authority, structure and operations as set forth in AID and IDA
egreenments.

2. Mske available any Indonesian currency necessary for
timely implementation and completion of the project to include
quarterly apportionment of funds as determined from the consultant's
estimate of Indonesian currency requirements.
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3. Submit for AID approval prior to implementation,
issuance or execution all plans, specifications, construction
schedules, bid documents, documents concerning solicitation of
proposals relating to Eligible Items, all contracts, and all
modifications of any of these documents.

L. Carry out the project, or cause the project to be
carried out, with due diligence and efficiency, ané in conformity
with sound engineering, construction, financial, acministrative
and manegement practices, and any plans, specifications, contracts,
schedules and other arrangements, and with all modifications
therein, approved by AID.

5. Adequetely maintain, repair and operate, in
accordence with sound public utility practices, all Eligible Items
and any facilities constructed by PIN in connection with their use.
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Convertion Rate used :

FF
Dcr
DM
f
NFS
£
NTS

oo

HHKMIERPRPP

2/ See also ‘'loans in Process' on page i
of this Annex for total IGGI
commitments of $304.6

Us $ 0,1953125

0,1432815
0,3101565
0,003245315
0,37969
2,605313
0,025

9%ud ‘II XNV

#30€

QAT A SSYIONN



3.

e

Name of Project

Loan in Process

Wesf Java Transmission and Distribution
( Phace I )

Amendment No.4 to Loan Agreement
No.497-4~019 ( An additional lcan for

Central Java klectrification Project )

Central Java bElecrification Project III

& 1V

Ujung rFandang tower Froject

Loan Under Irocess - Total
Loan Commited

Yast Java Transmission &« Distribution

Jystem Project

Isolated Diesel ant vistribution Fower

Projeat ( fer Cumutra % tast Java )

wast Java 1ower ilant

loan Commitment - Total

UNCLASSIFIED
ANREX II, Page 4 of b
ATD-DLC/P-1078

Proposed Donor

AID

AID

KFN

ABD

Japan

vapan

Japan

Froposed Loan

( US ¢$. 1000 )

17,200

10,900

11,191

5,200

44,591

11,870

2,200

9,410

23,580



{mantan

14 Tact ¥alimamtan
L Sulavesi

:th Sulawesi

Islends

Yest Sumetre
¥=s5t Irian

- I-therlivis (Scattere2 Sites)

- i (Seattered Gites)

@
v
[
S

{Scattered Sites)
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PLANNED BUDGET CELLING SUPPORT
( Still to be approved by Min, of Fimanee & Bappenas ).

Ao DONOR ASSISTANCE RELATED PROJECTS

AID-DIC/P-1078

Noe

PROJECT

Rupiah
Budget
X Rpe l.m,-

us ¢
qu
x US $§ 1000

DONOR
CQUNTRY

NOTES

S

6o

8.

9.

10,

1l.

13,

Central Java Distribution

East Java Distribution
Banda Aceh Distribution

Noxrth Sumatra Distribution

West Sumatra Distribution

Jambi Distribution

South Sumatra Distribution

Lampung Distribution
Benululu Distributien

West Kalimantan Distribution
Central Kalimanten Distribution
South Kalimantzn Distribution
East Kalimantan Distribution

SOURCE: PLN Central

January 26, 1973

967,000

400,000

60,000

400,000

140,000

15,000

140,000

35,000

40,000

126,000

10,000

130,000

2’ 3&. m

963,855

144,578

963,855

337. 349

36,144

337,349

84,337

96,335

303,614

24,096

312.251

13¢.120

Denmark
US AID

Denmark
Japan
(Yugoslavia)

Denmark
Netherland
Japan

Denmark
Netherland
US AID
Japan

Denmark
Netherland
ADB

Denmark
Netherland

Denmzrk
Netherland
Japan

Denmark
Japan

Denmart:
France

Denmark
Netherland
ADB
Japan

Denmark
Netherland

Denmark
Netherland
Japan

Denmark
Netherland
US AID
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Rupiah us $
Nos PROJECT Budget Bqs DONOR NOTES
x Rpe1.000,« | x US $ 1000 CQUNTRY
14, | North Sulawesi Distribution 100,000 240,963 Denmark
Netherland
ADB ».
Japan »
15. | Central Sulawesi Distribution 15,000 364144 Denmark »
Netherland
Japan »
16, | South Sulawesi Distribution 115,000 277,108 Denmark
Netherland
Japan #
17. | south East Sulawesi Distribution| 20,000 48,192 Denmark »
Netherland
18, | M a 1l v k u Distribution 50,000 120,481 Denmark
Netherland
Japan »
19, | B al3l Distribution 175,000 421,686 Denmark
Netherland
U, Kingdom
20. | West Musa Tenggara Distribution 15,000 36,144 Denmark
Netherlend
Ue Kingdom »
21. | East Nusa Tenggara Distribution 20,000 48,192 Denmark
Metherland
U. Kingdom »
22, | Tonsea Lama Hydro Power 106,000 255,421 Denmark
Netherland
ADB »
23, | Microhydro Pover 194,000 467,469 France .
. Kingiiom *
Canada) *
24, | West Java Transmission 865,000 2,084,337 France
US AID *
25, | West Java Distribution 400,000 963,855 France
Us AID »
26¢ | Garung Hydro Power 175,000 421,686 West Germany »*
|
7.1 Central Java Diesel Power (KFW) 28,000 67,469 West Germany
(KFW) I
B, | Central Java Transmission 900,000 2,168,674 West Germany
29,1 Asahan Hydro Power 170,000 409,638 Japan »
30,| Riam Kanan Hydro Power 540,000 1,301,204 Japan
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Rupiah us s
Now PROJECT Budget Eqe Py | noTES
X Rp¢1,000,~} x US § 1000
31, | Kerang Kates / Selorejo 352,000 848,192 Japan
Hydro Power
32, { Banda Aceh Diasel Power 25,000 60,240 Japan »
Netherland
33. | Karang Kates III Hydro Power 948,000 2,284,337 Japan »
34, { North Sumatra Diesel Power 300,000 722,891 Japan *
Netherland
UsS AID
3% | West Sumatra Diesel Power 80,000 192,771 Japan #*
Netherland
A.D.B.
36. | Riau Diesel Power 4£,000 108,433 Japan *
Netherland
AD.Be *
37. | West Kalimantan Diesel Power 115,000 277,108 Japan *
Netherland
A.DB.
e | South Sulawesi Diesel Power 19,000 45,783 Japan »
Netherland
39, | Malulu Diesel Power 30,000 724289 Japan »
Netherland
40, | Surabaya Steam Power 64,000 154,216 Japan »
41e | East Java Transmission 900,000 2,168,674 Japan
(Yugoslavia)
42, § Riau Distribution 60,000 la4, 578 Japan »*
Netherland
A.D.B. *
43, | Priok III & IV Steam Power 230,000 524,216 Japan
44, | East Java Diesel Power 25,000 60,210 Netkerland
45, | Jambi Diescl Power 5,000 12,048 Netherland
46, | East Kalimantan Diesel Power 50,000 120,481 Netherland
Us AID -/ *
47, | Central Kalimantan Diesel Power 5,000 12,048 Netherland
48, | North Sulawesi Diesel Power 25,000 00,240 Netherland
ALlBe »*
49, | Bali Diesel Power 724,000 1,744,578 Netherland
Us Kingdcln
50. | East Nusa Tenggara Diesel Power 10,000 24,096 Netherlang

Us Kingdom
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Rupiah

Nos PROJECT Budget DONOR InoTES
X !@olomj- x US § 1000 COUNTRY
51s | West Nusatenggara Diesel Power 7,500 18,072 Netherland
Ue Kingdom »
520 | South Sumatra Diesel Power 5,000 12,048 Netherland
53, | Central Sulawesi Diesel Power 5,000 12,048 Netherland
54, | Central Java Diesel Power (USAID) 60,000 144,578 Netherland
Us AID
95, | Lempung Diesel Power 5,000 12,048 Netherland
564 | Survey & General Planning 135,000 1,686,746 Netherland »
(UNDP) *»
I.DJA. *
57¢ | Yoojakarta Diesel Power 153,000 368.674 US AID
98, | Semarang Steam Power 450,000 1,084,327 US AID
59. | Ketenger System 650,000 1,506,265 US AID
60, | Jakarto Gas Turbine 250,000 602,409 US AID *
6ls ; Power Reseach Institute 130,000 313,253 US AID Yy »*
(UNIDO/Sweden) »
(Colombo Plan) *»
Japan *
(New Zealand) »
62, | Elactric Power Survey 150,000 361,445 | us amp 2/ *
Japan »
I.D.A. »*
AJD.B./{Canada) »*
53, | Batang Agam Hydro Power €00,000 1,445,783 AJD.B.
64, | Jakarta Raya Distribution 1,800,000 4,337,783 I.D.A.
65, [ Muara Karang Steam Power 700,000 1,686,746 I.D.A »
60. | Management & Engineering Service 95,000 228,915 I.D.A.
TOTAL DOHOR ASSISTANCE 154612, 500 37,620,438 (A)

RELATED PROJECTS

1/ Dieng Geothermal
Exploratory Drilling

g

2/ Study for North Sumatra Long Range Plan
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Be P.L.N. SEPARATE PRQJECTS
Rupiah
Noa PROJECT Budget US'$ Eq DONOR | yoTES
X Rpels000,=| x US $ 1000 CQUNTRY
1, South Sulawesi Diesel Power 4,000 9,638 -
2, Palembang Steam Power 341,000 821,688 (Yugoslavia) -
3 North Sumatra Transmission 1,000 2909 -
4, Bengkulu Diesel Power 8,000 19,277 -
Se Surabaya Gas Turbine Power 1,250,000 3,012,048 -
66 Power Equipment 429,000 1,033,734 -
To Training and Upgrading 75,000 180,722 -
TOTAL P.L.N. SEPARATE PROJECTS =| 2,108,000 5,079,516 (B)
GRAND TOTAL (A) + (B) = 17,720,500 | 42,699,954
. — = sorTe =ocemr a::u~..=-.~=.—.Jr_' = === = -

* PROPOSED 1973 / 1974

( secece ) NON = IGGI DONOR CQUNTIRY
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SUMMARY OF PLN CHARTER

1. The Charter is in the form of Government Regulation
No. 18/1972 decreed by the President of the Republic on
June 3, 1972 and promulgated in the State Gazette on the
sane date,

. The object of PLN 1s '"to participate in the development
of the economy and the national resilience pursuant to the
policy of the Government and to carry out activities in the
whole field of electric power to improve the Indonesian stan-
derd of living."

3. It is to carry out activities in the fields of:
"a, generation, trensmission énd distribution of power;
b. planning and conatruction of power faciiities;
c. operation and development of power facilities;
d. provision of services in the fleld of power."

4., PIN is granted the exclusive right and responsibility for
generating, transmitting and distributing electric power in
Indonesia. It 1s expected to follow sound commercisl and
industrial practices in carrying out these responsivilities,
It is also responsible for construction of new generating
plants and power networks including procurement according

to sound commercial end industrial practice.

5+ Private generatior plants are permitted to the extent
necessary to satisfy the owner's requirements. They are,
however, required to reglster with PLN and conform with eny
imposed couditions of operation. Plants and systems existing

at the time the regulation was enacted are exempt from regis-
tration. Generation in excess of an owner's needs may be
authorizedand PLN may in such cases permit or impose obligations
to distribute power to prospective consumers in the surrounding
areas,
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6. The powers of PLN enable it to:

a. acquire and ovn land;
b. have access to thoroughfares not for public use;

c. enter public or private property and/or occupy 1t
temporarily;

d, install lines above or under public or private
+properties;

e. open trenches in both public and private roeds,"

PLN has land rights in accordance with the provisions
of the Agrarian Law.

7. The capital of PIN are assets of the State and are initially
equal to the net value of assets owned by PIN at the time of
establishmert as a State enterprise. This value has been deter-
mined by the Minister of Flnance. Revaluation of assets will be
permitted Jrom time to time,

8. PIN may acquire funds by the issue of bonds or debentures.

9. Basic tariff rates are to be proposed by the Board of
Directors to the Minister who will obtain the approval of the
President. The basic rates will be sufficient to cover operating
expenditures, depreciation, debt service, taxes, and leave a sur-
plus to meet a reasonable portion of the rost of ils expansion
program. The Minister of Public Works and Power determines the
amount of surplus.

10, The Minister of Public Works and Power also decides general
policy and =xercises general control over the activities of PLN.
He 15 advised by an Advisory Board comprising:

Minister of Finance
Ministry of Industry
Minister of National Development Plamning (Chairman of Bappenas)

on all major policy, including annual and long-range development
and investment programs, revision of rates, and annual audits.
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11. Menagement of PLN is assigned to a Board of Directors cm-
sisting of a President Director responsible to the Minister,
and at least two other Directors, The Board undei the

general authority, policy and control guldance of the Minister
performs all basic management functions. Members of the Board
are appoinfied by the President of Indonesie on the Minister's
recommendations for a maximum term of 5 years -- they may be
reappointed,

12. The Directorate General of State Finance Control audits
the annual accounts. All personnel responsible for money for
PLN~owned financial securities and for materials are accountsable
to the State Financial Control Board.

13. The balance of net profit remaining after meeting cor-
poration taxes and less provision for reserves s, may be dis-
tributed:

55% to the overall capital investment fund

20% to general reserve, but not to exceed a
total of twice the capital of PLN

25% to various employee benefits in amounts
determined by the Minister.
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SUMMARY

Implementing Regulation of the Minister of Public Works & Power

Reference: Iresidential Decision No. 18/1972

Estaeblishment of PIN as a "Perum'"

1. Objectives: Promote the welfare of the Indonesian people
by supplying electricity and exploiting natural resources for de-
velopment of electrical energy. In accomplishing this, PLN must be
attentive not only to industrial requirements but also to promoting
energy which can be distributed to the people.

2. Implementation: In additlon to taking into consideration
industrial and business principles, PIN must also pay attention to
the principles of sociology, ecology, technology and general safety
in carrying out its tasks.

3. Supply of Equipment: PIN has the authority to supply and
arrange for the equipment it needs whether financed by PLN budget
or by GOI expenditure, and whether supplied domestically or from
abroad but in sccordance with appropriate GOI regulations.

Lk, Permits for Generators: Installation of generators with
cgpacity exceeding 25 KVA must have a prior permit from PLN, Gen-
erators of cepacity exceeding 2 KVA must be registered, and those
under 2 KVA ere free from any obligation either to register or obtain

a permit.

5. Salc of Electricity: Anyone intending to sell electricity
to the public must first apply for a permit from PLN.

6. Reg.stration: Power plants and networks established as of
the time the basic charter became effective (June 3, 1972) are not
required to apply for a permit, but must register with PLN within
three years,

7. Regulation and Intervention: PLN is to stipulate rules
and requirements for connectlon, Installation and standardization
of electrical equipment, and services and rules regarding safety
requirements for high tension wires. To carry out technical
guidance and supervision of electrical power activities not
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sponsored by PLN, the enterprise may intervene to conduct pre-
ventive control, control of maintenance, etc. and tc acquire any
pertinent informstion with respect to costs of the elctricity.

8. Land Rights: PLN has the authority to use public or
private roads and the right to land use in accordance with the

laxr.

Y. Budgets: The PLN routine budget will be submitted to the
Minister, at the latest three months before the commencement of
the fiscal year. Consideration by the Minister may be postponed
a total of three months in the fiscal year. Disupproval of the
budiget by the Minister means the preceding year's budget remains
in effect., Procedure for submission of the investment budget is
similar to the routine budget but can be done at any time of the
year.

10. Reporis: Quarterly reports from the Board of Directors
concerning the activities of PLN are required to be submitted to
the Minister and Advisory Board for each quarter. Annusl income
reports are also required to be submitted including balance sheets
and profit and loss statements.

11. Reserves: Use of reserves will be carried out in accordance
with Article 31, Paragraph 2 of Presidential Decision No. 18/1972
(see Point 13 of Summary of PLN Charter, this ANNEX).

12, Rates: To reach its target for internal financial ex-
pansion, PLN nmust suggest a "basin rate" =znd a "structure of rate"
based on the considerations set fort™ in Article 17 of Presidential
Decision No. 18, 1972 (see Section II1,C,basic text this CAP).
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c MINISTER OF FINANCE
0 OF THE REPUBLIC OF INDONESIA
P
Y
No. B-U26/MK/1Y/5/1972 Djakerta, May 31, 1972

International Development Association
1818 H Street, N. W.,

Washington, D. C.

U.S.A. 20433

Gentlemen:

Referring to the provisions of section 4.05 of Development Credit
Agreement IDA 165-IND and section 3.02 of Development Credit Agreement
of Second Electricity Distribution Project, regarding payments of
current billings for services provided by P.L.N. to government depart-
ments and agencles, the Government herewith ensures thet action shall
be taken to effect prompt payments of amouncs due to P.L.N. for such
services.

For that purpose, action shall be taken as follows:

1. P.L.N. will submit bills currently to consuming
departments within the first week of each month;

2. Departments concerned will pay the bills at the latest
on the 15th of the current months.

In the event that the amount of payments due exceeds the allocated
budget availabtle to the department, the department ccncerned will inform
the Ministry of Finance, The Ministry of Finance will settle the payments
due within the current fiscal year after consultation of debt certificaticn
with the departments concerned.

The balance of estimated arrears owed by government agencies
up to March 31, 1972 is settled in the manner that the arrears amounting
to Rp. 3.4 billicn incurred in fiscal year 1970/71 is consolidated with
the Government contribution paid to P.L.N. for 1971/72; and the arrears
of the presently estimated amount of Rp. 2.1 billion incurred in 1971/72
will be paid by the Government to P.L.N. in cash in fiscal year 1972/73.
The payment will be made on the actual amount as certified by independent
auditors.

Very truly yours,

(signed) Ali Wardhana
ALI WARDHANA
Minister of Finance
SOURCE:
Provided to USAID/Indonesia
by PLN Central
January 29, 1973
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Y MINISTER OF FINANCE
OF THE REPUBLIC OF INDONESIA

No.: B-330/MK,’IV/)+/1972 Djakarta, April 13, 1972

International Development Association
1818 H Street N.W.

Washington D. C. 20433

U.8.A.

Att.: Mr. Raymond J. Goodman,
Director East Asia and Pasific Department

Gentlemen:

Referring to the several provisions of Credit 165 IND concerning
the finance and tariffs of PIN, and to preliminary discussions regarding
related provisions of a possible second IDA Credit to PIN, I wish to

inform you as follows:

1. Transfer of Assets and Approval of Balance Sheets

The Ministry of Finance approved in principle the balance sheets
of PIN as of December 31, 1967, 1968, 1969 and 1970 as submitted by PLN.
Related documents will be provided to the association shortly.

The Ministry of Finance has approved the transfer to PIN of all
the assets listed in the balance sheet as of December 31, 1970, and
shall arrange for the transfer of the new assets being added through
its investment program until the date the proposed new charter of PLN
shall come into effect. After that date PIN as a Perum shall own all

the facilities it shall build.

The Ministry ¢ Finance has also approved the principles according
to which PIN is presently re-valuing its assets (current replacement
costs less accumulated depreciatiog§ and we expect to submit to the
Association by about October of this year PIN's balance sheet as of
December 31, 1971 which shall for the first time reflect the revaluation.

2. Texes Payable due to Revaluation of Asiats

The Ministry of Finance approves that PLN is exempted from paying
the taxes due to the revaluation of its assets mentioned under 1) above,
or, if PLN reguired to pay them, PLN shall not be required to pay thenm
in cash but aliowad to re-invest them in the future expansion of its
facilities.

3. Arrears .....
SOURCE:
Provided to USAID/Indonesia
by PLN Central
January 29, 1973
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3. Arreara of Payments from Government Agencies to PLN

In partial settlement of the payments due from Government agencies
to PIN up to March 31, 1972, the Ministry of Finance has made up to
March 31, 1972 the following payments to PLN:

Date of Letter of Authorization Amount in Rupiahs
1. June 8, 1971 575.000.000
2. July 15, 1971 575.000,000
3. October 1k, 1971 575.000. 000
L. Janusry 29, 1972 591.979.277,49

5. - 1971 1.823.Zlh,hh x)
Total 2.316.504.992,95

x). Pald by the Government agencles concerned.

In addition, the Bureau of the Budget and PILN have agreed to the
amount estimaied at Rupiahs 3.500.000.000 as representing the balunce
of the arrears owed by Government agencies up to March 31, 1971. This
balance is paid to PIN as part of the budget allocation to PIN for the
fiscal year 1971/72.

L. PLN Cash Flow Forecast for 1972

PIN's revised cash flow forecast for 1972, supported by PIN's
detailed fcracast of construction expenditures for 1972 which consolidates
the expenditures for the Pelita and non-Pelita projects will be submitted
tc the Aasczlation as soon as possible.

5. Payments by Government Agencies during the Current
Fiszal fear \1C72/73)

The budgets of the Government agencies for the current fiscal year
show separate oppropriations for electric power consumption considered
as being reamsoncble estimates of the expected billings to these agencies
during the fiscal year 1972/73.

The Bureau of the Budget shell meke funds available to the Government
agencies in accordance with these appropriations in monthly installlents,
the first installment to b= transferred to the Govemment agencies on
May 1, 1972. PIN shall bill the agencies monthly and is authorized by
existing rezulations to cut off service to any agency that falls into
arrear with its payments by more than two months.

Ifon .....
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If on March 31, 1973 there should be any payments outstanding
to PLN because of the budget allocations mentioned above not having
been adequate, the agencies concerned shall be given a supplemental
appropriation for tvhe fiscal year l973/7h to meet that outstanding
amount, and the corresponding payment shall be made to PIN not later

than September 30, 1973.

6. Payments by Government Agencics in Subsequent Fiscal Years

Payments by Government agencies in subsequent fiscal years shall
be based on edequate budget allocations and prompt billing and collection
in the same manner as outlined =under 5) above.

7. Adjustment of PIN's Tariffs on January 1, 1973

The Government is reviewing PLN's request for a restructuring and
an increase in the generel level of its tariffs by January 1, 1973
that would result in an increase of its sales revenues by about 25%. We
shall shortly inform the Asgociation of our views regarding the proposed
specific increases and their timing.

8. Future Financial Structure of PIN

The Goveranment is presently reviewing PIN's recommendations regarding
the future financial structure of PIN, especially regarding the ratio
between equity and loans. Except for payments for services rendered to
Government agencies, all Government contributions to PLN until the date
the proposed new churter for PIN will come into effect, may be considered
as equity, whether they were made in the form of budget contributions
or proceeds of foreign credits.

The present thinking of the Government is that all or part of the
proceeds of foreign credits after that date should be relent by the
Government to PILN. We shall inform the Association shortly in more detail
about our intentions regarding the precise criteria of this future balance
between equity and loans, and regarding the terms of the re-lending.

At the game time we shall furnish the Association with forecasts
of the income and expenditures and forecasts of the balance sheets of
PIN based on these concepts and terms.

9. All related documents concerning the above menticned matters
will be furnished to the Asgsociation as soon as possible.

' Sincerely yours,
(signed) Ali Wardaana
ALI WARKDHANA
Minister of Finance
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AID/DLC/P-1078

PRESIDENT
REPUBLIC OF INDONESIA

DECKEE OF THE PRESIDENT OF THE REPUBLIC OF INDONESIA

NO. 28 YEAR 1972
ON

1972/19712 STATE REVENUE AND EXPERDITURE BUDGET EXECUTIVE
DIRECTIVES.

CHAPTER V.

STATE REVENUE AND EXPENDITURE ?/UDGEI‘ EXECUTIVE
1
DIRECTIVES WITHIN HANKAM SPHERE

Article 67.

Electric/telephone/gas subscription payment shgll be dis-
charged by the Department of Finance based on SK02/ of HANKAM

Department.

8. HANKAM Department and PLN insofar as it concerns
electric subscription,

within the budget limit available for it by way of transfer
of account imposed to BUN (State Treasurer Generel) account for

the bepefit of :
a. PIN eccount at bank designated by P.L.N.,

1/ HANKAM - Indonesian Department of Defense and Security
2/ S8KO - Budgetary payment authorization
SOURCE: Provided to USAID/Indonesia

by PLN Central
January 29, 1973
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Article 69
HANKAM Department shall convey a monthly report to
the Minister of Finance and Audit Board on budget receipt
and expenditure consumated.
Article 73
This Decree shall be effective as of April l., 1972.
Stipulated in Djekarta
on March 30, 1972

PRESIDENT OF THE REPUBLIC OF
INDONESITA

Signed,

SOEHARTO
T.N.I. General
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WEST JAVA TRANSMISSION AND DISTRIBUTION ANNEX XIII, Pg. lof 3
PROJECT NO. 2 AT D-ILC/P-1078
PROJECT IMPLEMENTATION PLAN
AND

DESCRIPTION OF SERVICES

A, SYNOPSIS

It is planned that the project will be implemented under separate
contracts let for engineering, for construction of the Bogor Distribution
System, for construction of the Jakarta-Bogor-Bandung trancmisgsion line,
and for construction of substations and substation terminal facilities.
Substations and terminal facilities may, however, be incorporated into the
transmission line contract (or the Bogor distribution contract) if such
course ultimately proves to be advantageous in terms of cost and time.

Training and technical assistance will be provided under the engineer-
ing contract in accordance with a detailed training plan to be developed
by the Engineer subject to PLN and USAID approval. Tools and service
equipment will be provided to further assure PLN capability for adequate
operation and maintenance of the facilities to be constructed under this
project, Such tools and equipment will be specified by the Engineer
subject to PLN i 'ISAID approval, and will be incorporated into the con-
struction IFB's {.  .rocurement by the construction contractors. Coordina-
tion will be effected under the engineering contract as required to u.sure
compatibility with other related on-going projects in the electric power
field and to asrure conformity with management standards and procedures
being developed for PLN under an on-going IDA-financed technical assistance
project in Jakartse.

B. CONTRACT FOR ENGINEERING SERVICES

1. Selection and Contracting Procedures

The Engineer will bz selected by PLN under the procedures outlined
in the AID '"Capftal Projects Guidelines'' for "Borrower Procurement of
Engineering and Other Professional Services'", M.0O. 1442.1. The contract
' 11 contain the provisions mandatory for AID-financed projects. AID
approval authority ‘-1l be exercised as provided in M.0. 1442.1.

2, Contract Type

The Engineering contract will be a cost plus fixed fee type with a
maximum limitation on U.S, Dollar and local currency costs. The contract
will be between PLN and the Engineer. It will make provision, however, for
AID reviews and approvals as required by M.0. 1442.2 with respect to the
IFB, etc.
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3. Contract Scope of Services

It is planned that the engineering contract will provide for
complete services cf design, preparation of construction bidding docu-
ments, pre-construction-contracting services to PLN, engineering
supervision of conetruction as the '"owner's representative", technical
assistance and training. Major elements in the engineering scope of
work are contemplated as follows:

a. Preparation of a Project Design Report which will incorporate
dzeign criteria, applicable design standards, and a comprehensive plan
and schedule for accomplishment of the work, accompanicd and supported
by a preliminary CPM analysis.

b. Engineering surveys, investigations, and analyses as required
for the preparatiou (and support) of detailed design and specifications,

c. Complete design and specifications for each element of requir-
ed construction, accompanied by & detailed estimate of construction costs
and overall costs.

d. Preparation of complete construction bidding documents.

e. Acsistance to PLN in the receipt, tabulation and analysis of
construction bids and in all procedural steps culminating in the execution
of approved construction contracts.

f. Supervisio: and incpoaction of construction work in progress;
assistance to PLN with respect to determination or coafirmation of unit
price quantities for partial and final payment purposes,

8. Assistance to PLN in final inspection, testing and acceptance
procedures pertinant to completed work.

h. Preparation and/or consolidation of as-built drawings, equip-
ment data, test reports, technical O&M manuals, etc., as required to leave
PLN with a complete job record and 0&M{ guidance.

1. Preparation of reports (progress, training and final).

C. CONTRACTS FOR CONSTRUCTION

As noted in the Synopsis given under 'A" above, at least two (and
possibly three) construction contracts wi . be let to accomplish the full
constructicn scope of the project described in Section IV-B of the CAP,
As planning and procedural steps are esgentially the same for each of the
contracts, no differentiation has been attempted in the outline which
follows: '
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1. Prequalification Procedure

PLN, with the assistance and advice of the Engineer, will
establish a 1ia¢ of prequalified bidders in accordance with the pro-
cedures outlired in the AID "Capital Projects Guidelires" for
"Borrower Procurement of Construction Services", M.0. 1442.2, AID
review and approval authority will be exercised as provided in the
M.O0.

2. The Counstruction IFB and Contract

a. Unit price contracting is contemplated, and bidding will
be on the basis of the bidder's quotation of unit prices against
quantities entimated for each unit by the Engineer and shown in the
IFB. Unit prices and extensions will show separate U.S. Dollar and
local currency components, together with a total expressrd in terms
of U.S. Dollar cquivalent. The bid will contain a total (estimated)
price in terms of U.S. Dollar equivalent, which will be the sum of all
unit price exteusions using the estimated quantities provided by the
Engineer,

b. No maximum or minimum ratios of U.S. Dollars to local
currency will be established in the IFB, but the IFB will provide that
the bidder be prepared to support his Dollar/Rupiah treakout. Any
ma jor unsupportable imbalance will be considered cause for declaring
a bid unresponsive 1if such imbalance is not corrected.

c. Avard will be made on the basis of the lowest total price
(in terms of U.S, Dollar equivalent), subject to the condition cited
in the foregoing paragraph '"b" and subject, further, to AID review
and approval.

d. The construction contract will be between PLN and the
successful bidder. It will, however, reflect the requirements of
M.0. 1442.2; contain the provisions mandatory for AID-financed contracts;
and be subject to AID review and approval.

e. Essentially; each construction contract will require the
construction contractor to provide all personnel, equipment and
materials necessary to construct the facility in strict accordance
with the plans 4nd specifications which form a part of the construc-
tion contract,

f. 1t is not contemplated that the construction contractor will
be furnished materials and/or equipment procured for PLN's account prior
to construction contracting; procurement of all new materials and equip-
ment requirad for completion of the work will be effected by the construc-
tion contractor. Provision will be made, however, for the contractor's
salvage and re-use of existing materials and equipment to the maximum
practicable extent as determined by the Engineer.
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AID-DILC/P-107¢
PERUSAHAAN LISTRIK NEGARA (PIN)

Assumptions for Financial Forecasts

The following assumptions were made for the finaneial forecasts

electricity sales would increase at the rate of 10%
per annum up to 1975 and beyond 1975 by 1u%;

tariffs would be adjusted to increase revenues by 25%
in 1973 and 1975 and a further 15% in 1978;

labor costs would double in 1972 as a result of adjustments
of PIN's salary scales in line with other Government salaries;

material costs (for maintenance) would increase at a
rate corresponding to the estimated increase in
electricity sales i.e. 10% per annum up to 1975 and
beyond 1975 by 1u4%;

provision for bad debts would increase by 3% per annum
from 1971-1974, then by 1% in the following 2 years.
From 1977 on no provision has been made;

depreciation has been calculated on all new assets
based on an estimated 1life of 30 years in the absence of
any deteiled Iinformation on assets. Assets in service
prior to 1972 have been depreclated at the rate of 10%
per annum;

an interest rate of 7% per annum has been applied to all
borrowings, and debt service has been galculated on the
basis of annulties over a period of 25 years including

5 year grace, 1972 borrowings have been treated as
Govermment equity since it is not expeoted that the
transfer of assets will be completed mch before tho end
of 1972;

the Governinent would offset PIN's tax liabilities of
approximately Rps9 billion (US$21 million) against its
unpaid electricity bills amounting to RpsT7 billion
(US$16.7 million);

the existing and the proposed credit from the Association
would be transferred to PLN by the Government as equity; and

all axistcing assets as of December 31, 1972 winild be repre~
sented by Government equity in PLN. No provision has been
made for any dividends to be fixed or declared on the equity
up to 198C,
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Wotes to Assumptions for Finaneial Forecasts

No attempt is made here to analize the validity of the Assumptions
for Financial Forecasts (page 1 of this Annex)., iuwever, assuming
their validity, the Assumptions should be modified as stated below
due to subsequent developments,

(1)

(11)

(111)
(1v)

(v)
(vi)

(vi1)

(viii)

{1x)
(x)

Flegtricity salea are projected to increase at an
average annual rate of 18% during the period 1970-
1980, See Section VI this CAP,

As discussed elsewhere in this CAP (see Sections ITI
and VI), tariff increases at levels higher than those
stated on page 1 of 1 will probably be rcquired.

No change.

Material costs would increase at a rate corresponding
to (1) above,

No change.,

With revaluation of all assets on a replacement cost
basis the depreciation expense would be substantially
more than projected in the proforms statements.

If the GOI corsiders as equity all Govermment con-
tributions to PIN as of June 3, 1972, except payments
for services rendered to government agencies, then
deht service and interest costs would be substantially
leps,

The Government has made provisions for payment of
all. PLN receivables from other Government agencies
es of March 31, 1972, Actual payment must still be
confirmed however, PLN tax liabilities have not been
resolved, A decislon favorable to PIN would reduce
PIN 1liabilities.

Ko change,

This assumption must be modified to reflect the comment
in (vii) above,
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INDONESIA

PERUSAHAAY LISTRIK NEGARA (PLN)

PROPIRN STATEMENTS OF SCERCES AND APPLICATIONS OF FUND3 1972-1930 (i- biliilon Ruplahs)
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AID-DLC/P-1078

PROJECTED ELECTRIC POWER LOAD
IN WEST JAVA

A, Introduction

P’olitically, the western third of the island of Java consists of
the . K.1, (special capital territory) of Jakarta Raya, and the
Province of West Java, This area is served by two Regions
(Exploitasi) of PLN: Region XII which includes Jakarta, Bogor,
Sukabumi and all areas west of those cities, and District XI which
includes Bandung, Tjirebon and all remaining area eastward to the
border of central Java. Each Regionis divided into management
areas called Branches,

Projection of the demand for electric power in West Java are
based on the reports prepared by Charles T. Main Company (See in
particular the CC.T. Main report, Electric Power and Economic
Davelopment Forecasts for West Java, dated November, 1972.)

In this projaction two independent techniques were used, The first
approach discussrd helow is based upon a 46 country mndel for
correlaling esonamic growth with electric growth, The second
approach is baged on a micro analysis of past trende and {future
expectations of the I’LLN systems in West Java. This latter analysis
is described in Annex XI to the loan paper prepared for AID

loan H-028 {West Java Power PPhase I). The micro projections use
data collected in August 1971, The correlation analysis, on the
other hand, involves a model which utilizes data received in October
1972, Consequently, the projections obtained from the correlation
analysis are the ones which indicate the most probable levels of
future load requirements, The micro approach indicates a minimum
and provides a thorough evaluation of historical trends in West

Java electriczl usage.

B. Correlation Analysis

The correlation model is based on the concept of interdependency
between economic and electric growth, The premise is that in
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developing countries the demand for electricity is dependent upon the
magnitude of economic development and that failure to supply adequate
amounts of electricity will result in a retardation of economic progress,

Forty six countries were included in the analysis., All of these
had a per capita income of less than $(U.S.) 1,700 and available
figures detailing their national incomes and production of electricity
for the period starting in January 1962 and ending in December
1969. A statistical analysis of these countries showed a strong
correlation between the rate of economic increase (in constant
prices) and the rate of increase in the use of electricity, Whether
studied as a single group of 46 countries or broken down into
smaller units catagorized by similarity in per capita income there
was always a correlation coefficient of at least .83 when economic
and electric growth were compared.

Two sets of curves were plotted on a graph where economic
and electric growth rates comprised the two axis, These curves
showed the least squares best fit and the 957, confidence limit (i.e.
95% of all courtries lie between the upper and lower limit bands)
for the points. A study of the recent histories of these countrics
led to three important observations: 1) a majority of the nations
which were plotted along or near to the best fit line had enjoyed
stable and relatively steady increases in their economies; 2)
countries which were below the best fit line and close to the lower
band of the 95% confidence limit were expe riencing economic
difficulties and instability; and 3) most of the countries near
the upper 95% confidence limit band we re undergoing expansionary
phases and investing relatively large sums of money into develop-
ment projects in a consciout effort to stimulate economic progress.
It is not unreasonable to assume that in countries with an adequate
supply of electricity the future rates of economic and electric
growth should be consistent with those points near the least squares
best fit line, while in countries where the existing electric system
is less than adequate, future rates should be similar to those

suggested by the upper 95% confidence limit, If a point falls close
to the lower confidence limit it is likely that the slow rate of

electric growth will he a retarding factor and that in the long-
run it will deter the country from realizing its full economic
potential.



UNCLASSIFIED
ANNEX XVI , Page 3 of U4

C. West Java

PLN District XI and District XII have experienced difficulties
throughout the past decade. The historical data and analysis,
included in the micro load forecast, demonstrate that demand has
been considerably suppressed. This has been a discouraging
influence on industrieg s»- has resulted in a situation where many
enterprises generate their own electricity rather than buying
from PIL.N,

The C.7'. Main load forecast which is used here is based
on the premise that the period before 1980 will be one of expansion
for PLLN in West Tava and that by 1980 there will be no suppression
of load due to an inadequate system. This is consistent with
Indonesian pove rnment plans, PLN'g plans, and financing schedules.
The load forecast is based on the projection that the rate of
economic growth during the 1970-1980 period will avarage almost
7% per annum and that it will decrease slightly to 6,5% during
the 1980-1990 decade. Based on these premises:

West JTava PLN Load Forecast

1970-1980 1980 1980-1990 1990

Average Annual Megawatt Average Annual Megawatt
Rate of Load Requirements Rate of Load Pequire-
Increase Increase ments
District XI 18% 316 13% 1075
District XII 187, 138 137, 470

It cannot be expected that during the 1970-1980 period the load
will increase at equal annual increments since the present g- nerating,
transmission, and distribution systems are not capable of handling

such increases, The planned improvements in the ge systems should
mean that the load will have to grow more slowly 2t {irst, By 1975

the system should be capable of meeting rapidly expanding require -
ments. The prime period of expansion then, given the capabilities
of the system and future Plans, should occur between 1975 and 1980,
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The details of the probable load forecast takes into account
Planned improvements in the PLN system and is based on 1972
load estimates which resulted from actual production figures as
of October 1972 and on PLN'g revised Jakarta forecast:

Detailed l.oad Forecast
West Java System - December of each Year (Megawatts)

Jakarta Region XI Region XII West Java
Total
1972 128 74 33 235
1973 149 83 37 269
1974 174 95 42 311
1975 204 112 49 365
1976 237 137 60 434
1977 265 169 74 508
1978 297 208 91 594
1979 333 256 112 701
1980 373 316 138 827
1985 657 582 254 1493
1990 1158 1075 470 2703

1995 2040 1980 865 4885
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AID-DLC/P-1078

Table 1. Indonesia: Balance of Payments 1970/71-1972/73
and 1973/74 Projections

(In millions of U.S. dollars)

1970/71 1971/72  1972/73 1973/74
Actual Actual Estimates Projections

A, Goods and services -350 -462 -624 -720
Oil (net) 152 204 349 460
Non-=-oil -502 -b666 -973 -1,180

Exports (761) (784) (885) ({ 1,015)
[mports (-1,008) (-1,152) (-1,468) (=1, 706)
Services (~255) (-298) (~390) (-489)

B. Miscellaneous capital 115 190 246 320
Direct investment 88 173 232 315
Other 27 17 14 5

C. Debt service payments =85 -107 -109 -120
Pre-July 1966 debts -56 -70 -62 -70
Post-July 1966 debts -29 -37 -47 =50

D. Unidentified capital
movements and net
errors and omissions -75 -43 321 -a

E. Official transfers and

capital 369 417 505 570
Program loans & grants 283 306 355 370
Nonfoocd (161) (202) (228) (210)
Food (122) (104) (127) (160)
Project loans & grants 86 111 150 200
F. Total A through E -20 -5 339 50
G. Allocation of SDRs 28 30 N see

H. Monetary movements '
(increase in agsets -) -2 =25 -339 -50

Source: IMF Report, November 29, 1972
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WEST JAVA TRANSMISSION AND DISTRIBUTION - PHASE II
CERTIFICATION PURSUANT TO SECTION 611 (e) OF
THFE. 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. existence of IDA projects encompassing management
agsistance to the Central PIN organization and a
program of reform of PLN management, operations,
rate structure, etc.;

B. inclusion in existing AID capital assistance projects
of technical assistance to PIN plus covenants to im-
plement reforms derived from those carried out by
Central PLN pursuant to the IDA projects;

C. enactment by the Govermment of Indonesia of the
charter establishing PLN as a State enterprise with
exclusive responsibility for generation, trans-
mission and distribution of electric power in
Indonesia as recommended under the IDA reform
program;

D. acceptance in principle by the Govermment of Indo-
n2sia of further recommendations under the IDA
reform program and the steps necessary to implement
them with a view to increasing PIN financial inde-
pendence from budget support,

do hereby certify that in my judgment both PLK and the Government
of Indonesia have the financial capability and the human re-
sources capability to implement, maintain and utilize effectively
subject capital assistance project.

This judgment is based on the facts that:

l., Thae Government of Indonesia and PLN are taking
reform measures in accordance with their obligations
wider the Government of Indonesia and PLN agreements
with IDA.

2. The Government of Indonesia and PIN will agree to
the obligations to be included in the authorization
for subject capital assistance project.
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Adequate plenning for project implementation and
sufficient financial support for timely project
execution will be provided if the Coverrment of
Indonesia and PLN comply with the program set
forth in the Capital Assistance Paper.

Implementation of this project will be hased upon
AID approval of engineering and construction ser-
vices, including design, preparation of IFBs, bid
awards, and contracting for services and procure-
ment.

Cochod M Caakiin

Richard M. Cashin
Director, USAID Indonesia
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WEST JAVA TRANSMISSION AND DISTRIBUTION - PHASE II

QOUNTRY TEAM RECOMMENDATION

Subject loan will be of substantial economic and social
benefit to Indonesia, is consonant with overall United
States objectives in Indonesia and constitutes an ime-

- portent element in the United States assistance program

for this country, The Country Teem accordingly recom-
mends approval,

‘{Z/L/Oc‘\ (:‘&'\'(}L- ﬂ\ . (,a 'U-"\'_/uu\
Richard M. Cashin
Director, USAID Indonesia

Erland H. Heginbdtham
Counselor for Economic Affairs
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AID-DILC/P-1078/A Draft

LOAN AUTHCRIZATION

AID Ioan

Project No.

CAPITAL ASSISTANCE LOAN AUTHORIZATION

Providcd from: Development Loan Funds
(Indonesia: Perugahaan Umum Listrik Negara;
West Java Transmission and Distribution - Phase IT

Pursuant to the authority vested in the Administrator of the Agency
for International Development (hereinafter called "AID") 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 Purt I, Chapter 2 Title I, the Development
Loan Fund, to the Government of the Republic of Indonesia (herein-
after called "GOI") of not to exceed Nineteen Million Seven
Hundred Thousand Dollars ($19,700,000) to assist Perusahaan Umum
Listrik Negara (hereinafter called "Beneficiary") in financing

the foreign exchange costs of equipment, materials and services
necessary for the construction of transmission facilities between
the cities of Jakarta, Bogor and Bandung in West Java, and rehabi-
litation an¢ expansion of distribution facilities in both urban
and adjaceut areas of Bogor, this loan to be subject to the
follcwing 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 annum for the
remaining thirty (30) years of the loan. The principal of the
loan ghall be repaid in full within forty (40) Years from the
date of the first disbursement under the loan, and such repayment
shell 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
payment of tne interest in United States dollars.
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3. Other Terms and Conditions

a. Unless AID should otherwise agree in writing, equipment,
materials, and services financed under this loan shall have their
Source and origin in countries under AID Geographic Code 941
(Selected Free World).

b. The GOI shall yrelend the proceeds of +this 1loan
to the Beneficiary for the purposes herein provided in terms and
conditions satisfactory to AID.

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

(L) GOI and Beneficiary shall ensure timely availability
of Indonesien currency for the project under such arrangements as
AID mny agree.

(2) GOI and Beneficiary shall perform or continue to
perform their various obligations with respect to improvement in
Be