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INDONESIA: SEMARANG STEAM STATION AID-DLC/P-974/2 
LOAN AMIENDMENT Ocotober 5, 1973 

SUMMARY AND RECOMMENDATION 

A. Borrower: The Government of Indonesia (GOI)
 

B. Beneficiary: Perusahaan Umun Listrik Negara (PLN), a wholly

Government-owned utility responsible for public power generation,
 
transmission and distribution.
 

C. Amount: U.S. $6.2 million; thereby increasing A.I.D. Loan
 
No. 197-H-024 from U.S. $19.7 million to U.S. $25.9 million.
 

D. First-Step Terms: Repayment to the U.S. by the GOI in 4O years

including 10 years of grace; 2 percent interest during the grace period

and 3 percent interest thereafter.
 

E. Purpose: 
 Finance the foreign exchange portion of' estimated
 
increases in the cost of procurement, installation and construction of
 
a 100 megawatt steam station.
 

F. Revised Total Cost: 
 U.S. $35.0 million equivalent: U.S. $25.9
 
million for foreign exchange costs and the equivalent of U.S. $9.1
 
million for local currency (rupiah)1 costs to be provided by the GOI.
 

G. Other Sources of Financing: Other donor nations in the Inter-

Government Group on Indonesia (IGGI) are financing other electric power
 
sector projects in Indonesia. 
The Ex-Im Bank is not interested in
 
financing this project.
 

H. Issues: None
 

I. Statutory Criteria: All statutory criteria have been met.
 

J. Mission and Embassy Views: 
 The Country Team recommends authorization
 
of this project loan amendment. 

K. Recommendation: Authorization of an amendment to Loan No. 497-H-024 to
 
increase the loan from U.S. $19.7 million to U.S. $25.9 million in
 
accordance with the terns and conditions set l'orth in the draft 
authorization in Annex A. 

IRupiah 415 to U.S. $1 exchange rate has been used throughout this 
paper. 
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INDONESIA: SEMARANG STEAM STATION
 
LOAN AMENDMENT
 

I. PURPOSE OF LOAN AMENDMENT 

The purpose of the proposed $6.2 million increase in this loan is 
to finance the foreign exchange portion of the estimated increased 
costs for the acquisition, installation, construction and initial
 
operation of the two 50 megawatt steam turbine generators. A request
 
for increasing the loan by this amount has been received from the GOI. 

II. BACKGROUND 

Rehabilitation of Indonesia's electric power systems was recommended 
by the IBRD in 1968 and was assigned highest priority in the GOI's
 
Five-Year Development Plan for the years 1969-70 through 1973-74. 
A.I.D. thereafter financed power sector feasibility studies in Central
 
Java that were carried out by the Charles T. Main Company of Boston. 
Among other such studies, one was for a major power generation increment 
in Central Java. Main also conducted a long range planning study of 
Central Java electric power demand. 

The long range planning study found that the general economy of the
 
Central Java areas and all classes of customers suffered from a
 
shortage of power. Power interruptions, low voltage, regressive rates, 
waiting lists for new service, captive industrial and commercial gen
eration, and suppressed residential and commercial power demand were
 
major characteristics of that power system. Main projected net peak
 
power demand growth from 45 megawatts in 1971 to 177 megawatts in 1981
 
and 335 megawatts in 1991. 

Accordingly, Main recommended construction of a 100 megawatt steam 
power plant at Semarang to begin operation in 1975 as the principal 
power generation station in Central Java. The plant was to consist of 
two oil-fired, non-reheat, pressurized steam generators and two 50
megawatt condensing, turbo-electric generators; boilers were to fire
 
residual "Bunker C" fuel oil; units were to be connected to a 150 
kilovolt substation. Total project cost was estimated to be $25.5
 
million of which $19.7 million would be foreign exchange.
 

In mid-1972 PLN contracted with Black & Veatch International of 
Kansas City to perform engineering design and supervision of construc
tion of the steam power plant pursuant to the $19.7 million A.I.D. loan 
(Loan No. 117-H-024). Black & Veatch engineers foresaw a fund shortage 
shortly after they began their own cost evaluation of the project.
 
Thereafter a careful and intensive review of all factors was made, and
 
all requirements and estimates were checked with the Main Company
 
engineers that had conducted the original feasibility study. A new
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total project cost of $35.0 million was defined $9.5 million more than
-
the original $25.5 million total poject cost.
 

III. DESCRIPTION OF COST REVIs, ___ 

The $9.5 million project cost increase (dollars snd dollar equivnlent. 
o f rupiah) represents three kinds of increases: (1) escalation of 
prices of basic equipment and construction costs; (2) differences betweon
 
the cost estimates in the original feasibility report and the BVI
 
estimates for the same items; (3) the cost 
of new items that Main did
 
not include in its estimate and Black & Veatch subsequentlyz found to be 
essential.
 

Inflation of prices of basic plant and equipment and related
 
construction services amounted to $3.5 million. 
This price escalation
 
is attributed to two basic factors. 
 First, because the project completion
 
schedule had slipped from projected generator start-up dates of June
 
and August, 1975 to new generator start-up dates of August and November
 
19(6, the period of time during which price inflation would affect project 
cotv_ was extended from four years to five years. Secondly, BVI increased 
the rate of price inflation from the 4 percent per year used by Main to 
6 percent per year reflecting changed economic conditions. 

In addition, Main underestimated either the quantity or the particular
 
character of certain items necessary to meet project requirements. See
 
Annex B for a breakdown of these items. Such underestimation increases
 
totalled $5.1 million.
 

A final category of increases represents new items in a total
 
amount of $0.9 million that Main omitted from its analysis of project

requirements and BVI found essential for proper completion and operation
 
of the steam power pl&at; these items are listed in Annex B. Of the
 
$9.5 million total project increase thus defined, $6.2 million is the
 
additional amount required for foreign exchange costs and $3.3 million
 
is the dollar equivalent of local currency.
 

IV. REVISED PROJECT COST ESTIMATES 

Figure 2 shows the revised total cost of the project.
 



FIGURE 2
 
Revised Summary of
 

Project Costs
 
($000) 

Total
 

U.S. $ andRupiah stated Rupiah stated
Item 
 U.S.$ as $ as $ 

Mechanical Equipment 10,870 750 
 11,620

Electrical Equipment 
 2,260 
 -- 2,260
Structural Equipment 
 1,330 
 40 1,370

General Construction Work 
 7,280 4,780 
 12,060
Indonesian Contracts -- 2,960 2,960
Contingency 
 1,100 
 430 1,530

Engineering & Training 3,060 14o 39200 

TOTAL PROJECT COST $25,900 $9,100 $35,000 

See Annex C for a more detailed breakdown of the project costs 
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V. ECONOMIC AND FINANCIAL CONSIDERATIONS 

A. Economic Justification 

A review of relevant considerations and the latest projections
from Indonesia indicates 
 that the fundamental Justification for this
 
steam power 
plant has not changed. There is a long-standing and

clearly defined shortage of electric power generating capacity in

Central Java that is needed for development of the economy and welfare

of the population. Peak load demand is expected to increase at an 
average annual growth rate of over 20 percent for the next several years. This
100 megawatt steam power plant at Semarang will furnish the majorpower output required for the entire region as 
part of a larger plan

to develop transmission, distribution and other generation facilities.
 

The proposed steam power plant remains the most efficient and
economical alternative to provide the required new power generation,
 
the only alternatives being diesels or gas turbines.
 

While the initial capital investment is quite high  $340
 
p(2r kilowatt  the figure reflects both the expensive site preparation

characteristic of the Central Java area plant sites and includes
 
contribution to the general infrastructure at the Semarang site

required for eventual expansion of the plant to a 300 to 400 MW size.
For example, construction of' a dock, purchase of a hoist and derrick,

provision for water desalinization, atAndby diesel, and construction
 
of an 
offshore fuel pipeline are investments essential to the

successful construction and operation of the initial 100 MW plant.

These instruments also will be sufficient to meet the needs of the
 
plant expansions. 
 An estimated cost per kilowatt, averaging the
 
infrastructure investments 
over 300 MW, approximates $315 per kw, a
 
not unreasonable figure considering the small size units and the
 
unfavorable site conditions.
 

B. Recent Changes in PLN's Financial Operations
 

PLN is taking appropriate action to increase electric power

rates so that the various classes of power users pay in a way that

permits PLN to move toward a self-sustaining financial basis while
 
encouraging the socially and economically beneficial aspects of
increased consumption. 
A rate study has been prepared by SOFRELEC,

the French, IDA-financed, management consultant to PLN. Based on
this study, a new rate structure was put into effect June 1973. PLN 
increased its average power rate from 1.9¢ per KWH to 2.7¢ per KWH, an
 
increase of about 40%.
 

The internal rate of return of the major capital projects in
 
Central Java taken as 
a group, including this project, had been

calculated in the original loan paper assuming various rate structures. 
Taking into consideration the increased costs of this loan and the above
mentioned rate increase, the internal rate of return now approximates 
13%. 



Under the third credit from IDA, PLN is required to rapidly

implement additional reforms recommended by SOFRELEC. These involve
 
cost cutting and revenue increasing steps which should aid in moving

PLN toward a more efficient operation and financial self-sufficienty.
 
IDA has targeted 1978-79 as 
the time when PLN is to reach the break
 
even point, covering operating costs and depreciation.
 

VI. IMPT-EMENTTION PLAN 

Engineering design and project supervision is being carried out by

Black & Veatch International (BVI) of Kansas City, engineering consul
tants to PLN. 
 The project will consist of a number of contracts for
 
different components of the steam station to be supplied to the site 
with a final contract for construction of the plant. BVI has completed
preliminary design work and has issued the bidding documents for certain 
loig-lead time items. Additional bidding documents for other components
of the project will be issued in accordance with the schedule listed 
below. Site preparation will be carried out by Indonesian contractors 
and the bidding document for the first aspect of this work has been
 
issued. All construction and installation work will be under the
 
general coordination and control of BVI.
 

The current implementation schedule for the Semarang steam power
 
plant follows.
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No. Component/contract IFB £ssuance
 

1 Steam generator Aug. 1973
 
2 Turbine generator Aug. 1973
 
3 Surface condenser Aug. 1973
 
4 Site fill I May 1973
 
5 Piling and pile caps May 1973
 
6 Hoist and derrick Sept. 1973
 
7 Site fill II Aug. 1973
 
8 Electrical equipment Sept. 1973
 
9 Heat exchangers Sept. 1973
 

10 Pumps Sept. 1973
 
11 Piling, pile caps (II) Aug. 1973
 
12 Structural steel Nov. 1973
 
13 Site Development Nov. 1973
 
14 General construction May 1974
 

The first generation unit is scheduled to be in commercial operation
 

during October 1976; the second will follow during January 1977.
 

VII. COVENANTS AND CONDITIONS PRECEDENT
 

No change to the covenants and conditions precedent described on 
pages 38-40 of the original CAP for this project is contemplated 
except that the GOI will be required to agree to provide the additional 
$3.3 million rupiah equivalent now required to complete the project. 

VIII. ENVIRONMENTAL CONSIDERATIONS
 

There has been no change to the evaluation of environmental aspects 
of the steam power provided on page 6, Annex II, of the original loan 
CAP. 
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ANNEX A 
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CAPITAL ASSISTANCE LOAN AUTHORIZATION AMENDMENT 
Provided from: Development Loan Funds 

(Indonesia: Semarang Steam Station) 

Pursuant to the authority vested in the Administrator of
 
the Agency for International Development (hereinafter called 
"A.I.D.") by the Foreign Assistance Act of 1961; as amended, and
 
the delegations of authority issued thereunder, I hereby authorize 
pursuant to Part I, Chapter 2, Title I, the Development Loan Fund,
the amendment of A.I.D. Loan No. 497-H-02h to the Government of 
the Republic of Indonesia ("Borrower") for reloan to Perusahaan 
Umum Listrik Negara ("Beneficiary") as follows: 

(a) The amount of the loan is increased by $6.2 million
 
to a total not to exceed $25.9 million;
 

(b) The loan shall be subject to such other terms and
 
conditions as A.I.D. may deem advisable consistent with the terms
 
and conditions of the original Loan Authorization signed June 15,
 
1971, as amended herein.
 

D. G. MacDonald
 
Bureau for Asia
 

Date
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AnW_Ily:-IJ;o,F t:, ,:l , [ c c~ 

Alt.hoiijh th, ei u:;t Lial.,tu-; iirluded in the feasibility study and
1[111t. preparod by Pl W(k N- Veat,1ch do not :,,roup the individual plant

componzent.: in t.he wno way and thusare not readily comparable, it is
 
pon-sible Ito idontii'y the areas 
 in the feasibility estimate where the
 
shortfall s ocetr.
 

(inmillions of dollars)

Item Underestimate Escalation 
 New Items Total
 

Boiler Plant
 
Equipment 
 1.5 1.3 
 2.8
 

Turbine ,lonerator
 
Equipment 0.2 0.2- o.4
 
Electrical Equipment 
 1.1 0.7 
 1.8

Civil Work 
 1.5 1.1 

Submarine Pipeline 0.6 

2.6
 
0.2 
 0.8


Spare Parts 0.2 -- 0.2
 
Equipment Not in
 
Original Estimate* 
 -- 0.9 0.9 

TOTALS -5.1 
 3.5 
 9.5 
*Equipment Not Included in Original Estimate
 

The following items of equipment and construction were not

included in the feasibility study estimate but have been identified
 
as necessary for the construction and proper operation of the power
 
plant.
 

Item 
 Cost
 
New heavy duty dock 
 $400,000
 
Hoist and derrick 
 230,000

Water intake structure housing )0,000

Emergency Diesel generator 
 60,000
 
Desalinization equipment 
 160 000
 

TOTAL $900,00()
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ANNEX C 

Revised Sluunary or 
Project Cost.; ,

($o00o) 

All-IC/I'(y /; 

'oLal 

Item No. Item U.S.$ 
Rupiah 
stated as $ 

U.S. $ wid 
rupiah stated 
as $ 

MECHANICAL EQUIPMENT 

1 

2 
3 
4 
5 
6 
7 
8 
9 

10 

Turbine generators 
Hydrogen equipment 
Condensers and auxiliary 
Travelling screens 
Heat exchangers 
Desalinization equipment 
Spare parts 
Auxiliary pumps 

Steam generators 
Diesel generator 

$4,350 

100 
990 
87 

514 
180 
500 
400 

3,700 

49 

$150 

--
--

--

--

--
--

--

600 

--

$4,500 

100 
990 

87 
514 
180
500 
400 

4,300 

49 

ELECTRICAL EQUIPMENT 

11 

12 

Control and instrumental 
equipment 

Plant and substation 
elec. equipment 

530 

1,730 

530 

1,730 

STRUCTURAL EQUIPMENT 

13 
14 
15 

16 

Hoist and derrick 
Travelling cranes 
Sheet piling 

Structural steel grating 
& handrails 

230 
140 
140 

820 40 

230 
140 
140 

860 

GENERAL CONSTRUCTION WORK 

17 

18 

19 

20 
21 

Electrical construction 

(of Item 12) 
Mechanical construction 

(of Items 2,3,4,5,6,8, 
and 11) 

Structural construction 
(of Items 13,14,15,16) 

Intake building 
Submarine fuel pipeline 

1,830 

3,500 

1,070 
50 

830 

750 

730 

2,700 
10 

590 

2,580 

4,230 

3,770 
60 

1,420 

(cont'd)
 



Revised imnmary of
 

Project Costs
 

(Cont'd)
 

Total
 

U.S. $ and
 
Rupiah rupiah stated
 

Item No. Item U.S.$ stated as $ as $
 

INDONESIAN CONTRACTS
 

22 Site fill $750 $ 750
 
23 Piles and pile caps 1,300 1,300
 
24 Site devel,,pment 250 250
 
25 Oil storage tanks 220 220
 
26 Water storage tanks ho 4o
 
27 Dock (incl. sheet piling
 

erection) 400 400
 
28 Contingency (5 percent) 1,100 430 1,530
 
29 Engineering & training 3,060 140 3,200 

TOTAL PROJECT COST $25,900 $9,100 $35,000
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STATUTORY CIHECKLIST
 

I. COUNTRY PFORMQ1CE 

A. Progress Towards Country Goals
 

1. FAA fi 201(b)(5). 201(b)(7),
 
201(b)(8). 208. Discuss the
 
extent to which the country is: 

(a) MIaking appropriate 

efforts to increase food 

production and improve 

means for food'storage and 

distribution, 


(b) Creating favorable 

climate for foreign and 

domestic private enter-

prise and investment, 


(c) Increasing the people's 

role in the development 

process. 


(a) Indonesia is giving
 
priority attention to projects
 
which aim at increasing food
 
production, particularly the
 
production of rice. 
There are
 
currently 100-110 donor sup
ported technical and capital
 
assistance projects in support

of food production. The major
ity of the above projects are
 
directly concerned with in
creasing food production, and
 
improved food storage, distri
bution and marketing.
 

(b) The GOI enacted a compre
hensive law with built-in in
centives for encourening foreign

capital investment and concluded
 
an investment Guaranty Agreement
 
with the US. 
Credits are extended
 
at favorable terms to importers
 
of capital goods and nubject 
to

negotiation up to five-year tax
 
credits may, be obtained for new
 
investment in plant and facili
ties.
 

(c) Although the Government owns 
the majority of the large enter
prises tho Government is en
couraging private domestic in
vestment. Officials of State 
Enterprises are ruceiving more 
freedom in management and some 
State Enterprises are being 



(d) Allocating expenditures 

to development rather than 

to unnecessary military pur-

poses or intervention in 

other free countries' 

affairs, 


(e) Willing to contribute 

funds to the project or 

program. 


(f) Making economic, social,

and political reforms such 

as tax collection improve-

ments and changes in land 

tenure arrangement;'and 

making progress toward res-

pect for the rule of law, 

freedom of expression and 


.of the press, and recog-

nizing the importance of 

individual freedom initia-

tive, and private enter-

prises. 
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converted to semi-private
 
corporations. Politica;parties

have been active, press has had
 
considerable freedom and national
 
elections were carried out in
 
July 1971. The Parliament is
 
playing a role in the budgetary
 
process inasmuch as the annual
 
budget must be authorized by
 
Parliament and expenditures re
ported in "Annual Report of
 
Budgetary Accounts."
 

(d) With the ending of confron
tation with Malaysia in 1966
 

the Suharto Administration
 
reversed the foreign interven
tion pblicy of the Sukarno
 
regime. Military expenditures 
have been sharply reduced as 
the Government has concentrated 
the nation's domestic resources 
and foreign aid receipts- n 
athieving economic stability and
 
starting an ambitious development
 
program.
 

(e) The recipient Government will
 
contribute local currency from
 
the development budget to meet
 
the local currency expenditure
 
requirement of the project.
 

(f) and (g) Indonesia has made
 
significant gains in freedom of
 
speech and of the press under
 
the Suharto Government. Major

economic reforms have been in
stituted with It1/IBRD assist
ance including incentives to
 
growth of individual initiative
 
and private enterprise. In
flation has been curbed and the
 
country has stabilized prices

and exchange rates. Effective
 
December 9, 1970 the GOI esta



(g) Responding to the 

vital economic, political, 

and social concerns of its 

people, and demonstrating 

a clear determination to 

take effective self-help 

measures, 


B. Relationswith the United States
 
P 

1. FAA R.'120(c). Is the Govern-
ment inde:btcd to any U.S. citizen 
for goods or services furnished 

or ordered where: (a) such citi
zen has exihausted available legal

remedies, including arbitration, 
or (b) Lhc debt is not denied or 
contested by the Goverrmnent, or 
.(c) the indebtedness arises under 
such Governaent's, or a prede
cessor's uricoriditiona guarantee? 

UNCIASSIFIED 
ANEX D ,Page 3 of 20 

blished one uniform exchange
 
rate for all types of foreign
 
exchange. On August 9, 1971,
 
to reduce the trade gap, the
 
Rupiah was devalued by about
 
10% to Rp.415/US $1. A fur
ther devaluation in December
 
1971 was pegged to devaluation
 
of the dollar; the Rupiah has 
remained stable since then. 
The rate of inflation has been 
reduced from 636.8 percent per 
annum in CY 1966 to about 25% 
in CY 1972. This increase over 
the CY 1971 figure of la% was 
due to an abnormal shortage of 
rice. Tax revenue in real terms 
has increased each year at the
 
rate of 10 to 40 percent since
 
1967 and is projected at the
 
rate of 22 percent for FY 73/74.

Approximately 12 percent of the
 

development budget is devoted 
to the social field which in
cludes education, health, family 
planning, housing, manpower,
social welfare, drinking water 
supply, culture and religion. 
The cooperating Government has 
encouraged self-help projects
such as Food for Work and other 
irrigation and road building

projects carried out through its 
Department of Nanpower.
 

620(c) We are not aware of any 
cases that make Indone',ia in
eligible under this section.
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2. FAA E620(d). If the 620(d) The entity to be
 
loan is intended for con- assisted by this loan will
 
struction or operation of Rny not compete with U.S. en
productive enterprisc that will terprise.
 
compete with U.S. enterprise,
 
has the country agreed that it
 
will establish appropriate pro
cedures to prevent export to
 
the U.S. of more than 20% of
 
its enterprise's annual pro
duction during the life of the
 
.loan?
 

3. FAA §620(e)(1). Has the 620(e)(1). 
The majority of
 
country's government, or any businesses and property owned
 
agency or subdivision thereof, 
 by U.S. citizens which was
 
(a) nationalized or expropriated nationalized during the Sukarno
 
property owned by U.S, citizens 
 regime (principally in 196h and
 
or by any business entity not 
 early 1965) has been returned
 
less than 50% beneficially 
 to U.S. owners or mutually

owned by U.S. citizens, (b) acceptable settlement negotiated.

taken steps to repudiate or The Government of Indonesia in
 
nullify existing contracts or a Presidential Decree dated
 
agrecments with such citizens 
 December 14, 1966 indicated its
 
or entity, or (c) imposed or willingness to return the
 
enforced discriminatory taxes 
 remaining nationalized assets.
 
or other exactions, or re
strictive maintenance or ope
ration conditions? If so, and
 
more than six months has elaps
ed since such occureuce, iden
tify The document indicating
 
that the Government, or appro
priate agency or subdivision
 
thereof, has taken appropriate
 
steps to discharge its obliga
tions under international law
 
toward such citizen br entity.
 
If less than six months has
 

elapsed, what steps if any has
 
it taken to discharge its
 
obligations?
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4. FAA 062o(j). Has the Z.r
620(j). country has not
 
country permitted, or failed 
 so permitted nor has it failed
 
to take adequate measures to 
 to take adequate measures.
 
prevent, the df'nage or de
struction by mob action of U.S.
 
property, and failed to take
 
appropriate measures to prevent
 
a recurrence and to provide
 
adequate compensation for such
 
damage or destruction?
 

5. FAA §620(1). Has the 620(l). 
Yes.
 
Government instituted an
 
investment guaranty program
 
under FAA &221(b)(1) for the
 
specific risks of inconverti
bility and expropriation or
 
confiscation?
 

6. FAA 9620(0). Fisherman's 620(o). No. The remainder of
 
Protective Act of 954, 
as 
 the question is therefore in
amended, Section 5. Has the 
 applicable.
 
country seized, or imposed any
 
penalty or sanction against,
 
any U.S. fishing vessel on
 
account of its fishing acti
vities in international waters?
 
If, as.a result of a seizure,
 
the U.S.G has made reimburse
ment under the provisions of the
 
Fisherman's Protective Act and
 
such amount has not been paid 
in full by the seizing country,
 
identify the documentation
 
which describes how the with
holding of assistance under the
 
FAA has been or will be accom
plished. 

7. FAA 562o(q). uras the 620(q). No; however, repayment

country been in default, during 
 of one FAA loan has been re
a period in excess of six months,
in 

scheduled by bilateral ac:reemcnt
payment to the U.S. on any 3/16/71dated An accordance wLt.hFAA loan? terinn of the Parii Agreed MinuLesof April 24, 1970. 
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b. 	 FAA .@620(t). Have
diplomatic relations between 

620(t). No. They have not
been severed.
 
the country and the U.S. been
 
severed? If so, have they

been renewed?
 

C. 	Relations with Other Nations
 
and the U.N.
 

1. 	FAA s620(j). Has the 620(1). We have no informa.country been officially tion as to any such reprerepresented at any interna-
 sentational activity.

tional conference when that
 
representation included
 
planning activities involving

insurrection, or subversion
 
directed against the U.S. or
 
countries receiving U.S.
 
assistance?
 

2. 	FAA 962(a) 62(n. Has 620(a), 620(n). We have no
the country sold, furnished or information of any such
permitted ships or aircraft 
 action by Indonesia.

under its registry to carry

to Cuba or North Viet-Nam
 
items of economic, military,
 
or other assistance?
 

3. 	FAA 262O(u);App. 
s18. 620(u); App. 9108. Indonesia
 
What is the status of the 
 is not delinquent with respect
country's U.N. dues, assess-
 to U.N. obligations. The loan
ments, or other obligations? 
 agreement limits the use of
Does the loan agreement bar 
 loan proceeds to importation
any 	use of funds to pay U.-K. 
 of goods and services from AID
assessments, dues, or 
 Geographic Code 941 (Selected
arrearages? 


Free World) sources.
 
D. 	Military Situation
 

1. 	 FAA ,2(i). Has the No.620(i).

country e.nZgred in or prepared
for 	aggressive military efforts
 
directed a,,ainst the 	U.S. or 
countries receiving U.S.
 
assistance?
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2. FAA What is (a) 
the percenLne of the country's 
budget devoted to military pur-
poses, and (b) the amount of the 
country's foreign exchange re-

620(c). (a) The Department of 
Defense portion of the State 
Budget (which includes foreign 
assistance) has ranged from a 
high of 33% in CY 1967 to 22% 

sources used to acquire military 
equipment, and (c) has the coun-
try spent money for sophisticated 
weapons systems purchased since 
the statutory limitations became 
effective? Is the country di-
verting U.S. development assist-
ance or PL-480 sales to military 
expenditures? Is the country 
diverting its own resources to 
unnecessary military expendi-
tures? (Findings on these 
questions are to be made forL 
each fiscal year and, in addi-
tion, as often as may be re-
quired by a material change in 
relevant circumstances.) 

in the FY 1973/74 budget, and 
as a percent of domestic reve
nues Defense expenditures for 
FY 73/74 are 28%. (b) We have 
no knowledge of any signifi
cant expenditures of foreign 
exchange for the military. 
Less than 10% of the military 
portion Budget is allocated for 
foreign exchange of the state 
purchases. Moreover, the 
Department of Defense budget
includes substantial amounts 
for construction of roads. 
bridges and other civil work 
projects. (c) The Government 
is placing primary emphasis on 

L each country at least once 
economic development and not 

diverting its own resources for 
unnecessary military expenditures. 

II. CONDITION OF THE LOAN 

A. 	General Soundness
 

Interest and Repayment
 

1. 	 FA. k20(d), 20].(b)(2). 201(d), 201(b)(2). Although
Is the rate of interest Indonesia's debt burden is heavy,
excessive or unreasonable for 
 there has been very rapid growth

the 	borrower? Are thpere 
 in real Government revenues andreasonable prospects for re-
 favorable economic performance.

payment? What is the grace 
 With the high current level of
period interest -ate; the 
 foreign assistance, it is recogfollowing period interest rate? 
 nized that future debt burden
Is 	the rate of interest higher 
 will be heavy, but a comprelien
than 	the country's applicable 
 sive agreement providing for the
 
legal rate of interest?
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cons. 1 ,tit, ion and rescheduling 
of Indonsi..'a pre-1966 debts 
has been made between Indonesia 
and its Free World creditors,
 
including the U.S. 
The various
 
donors agree this gives Indonesia
 
a debt burden for which the pros
pects of repayment would appear
 
reasonable. Country terms of a
 
4 0-year loan, 10-year grace 
period, 3% thereafter, pertain.
 
The rate of interest is not
 
higher than the country's appli
cable legal rate of interest.
 

Financing
 

1. FAA 0201(b)(1). To what 201(b)(1). Loan assistance to
 
extent can financing on reason- Indonesia is provided within the
able terms be obtained from 
 frame-work of the Inter-Govern
other free-world sources, in-
 ment Group on Indonesia (IGGI),

cluding private sources within 
 advised by the IBRD and the IPT.

the U.S. 
 This project has been selected
 

by AID as part of the U.S.
 
Government contribution to the
 
IGGI consortium and as such has 
been supported by the IBRD resi
dent mission. Other donors are
 
also participating in loan
 
assistance to the power sector
 
(e.g. IBRD, FRG, Japan and ADD).
 
The Exim Bank does not currently
 
make loans of this type to
 
Indonesia and has expressed no
 
interest in financing this project.
 



2conomic and Technical Soundness
 

1. FAA §2O1(b)(2), 201(e). 

The activity's economic and 

technical soundness to undertake 

loan; does this application, 

together with information and 

assurances, indicate that funds 

will be used in an economically 

and technically sound manner, 


2. FAA @611(a)(l). Have 

engineering, financial, and 

other plans necessary to carry 

out assistance, and a reason-

ably firm estimate of the cost 

of assistance to the U.S., 

been completed.
 

3. FAA -611(b); n D. §101.
If the loan or grant is for a 
water or related land-resources 
construction project or program, 
do plans include a cost-benefit
 
computation? 
Does the project
 
or program meet the relevant
 
U.S. construction standards and
 
criteria used in determining 
feasibility?
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20j(b)(2), 201(e). This loan
 
will finance goods and services
 
for improved facilities for
 
electric power service. Faci
lities are expected to be
 
effectively utilized and it is
 
expected that the system will
 
be operated in a sound manner.
 
The Government has entered into
 
an agreement with a management
 
consultant to make recommenda
tions regarding governing laws,
 
asset revaluation, traffic
 
schedules employement practices

and operating procedures. This
 
loan agreement provides for
 
training and technical assistance
 
in coordination with these reforms.
 
611(a)(1). Financial and other
 
plans necessary for the effective
 
utilization of this loan and a
 
reasonably firm estimate of the
 
cost of assistance to the U.S.
 
have been completed.
 

611(b); App. 6l10. 
 Not appli
cable. This is not a 
water or
 
related land-resources con
struction project or program.
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4. FAA 9611(e). If this is a 
Capital Assistance Project with 
U.S. financing in excess of $1 
million, has the principal AID 
officer in the country certified 
as to the country's capability 
effectively to maintain and 
utilize the project? 

611(e). Yes. 

B. Relation to Achievement of 
Country and Regional Goals 

Country Goals
 

1. FAA 0207, 281(a). 
 207, 281(a). (a)Technical
 
this loan's relation to: assistance and training will be
 

provided under this loan. More(a) Institutions needed over, assistance is being pro
for a democratic society 
 vided to the PLN central orga
and to assure maximum nization under IDA loans. De
participation on the part 
 velopment of PLN personnel ca
of the people in the task 
 pability is a key requirement

of economic development. in assisting economic develop

ment through the provision of
 
electric power. Moreover, ade
quate electricity itself will
 
provide a means for participa
tion by the people in the task
 
of economic development by
 
facilitating development of new
 
enterprises and increasing
 
employment opportunities.
 

(b) Enabling the country (b) Increased and reliable
 
to meet its food needs, electric service capacity will
 
both from its own resources assist expansion of those food
 
and through development, 
 processing and distribution
 
with U.S. help, of infra- facilities dependent upon

structure to support in-
 electricity for their operation.
 
creased agricultural
 
productivity.
 

(c) Meeting increacing 
 (c) Technical assistance and
 
need for trained manpower, training will be carried out
 

as part of this project. 



(d) Developing programs 

to meet public health 

needs. 


(e) Assisting other im
portant economic, political,
 
and social development ac-

tivities, including indus-

trial development; growth 

of free labor unions; co-

operatives and voluntary 

agencies; improvement of 

transportation and commu-

nication systems; capabi-

lities for planning and 

public administration; 

urban development; and mo-

dernization of existing 

laws. 


2. FAA s201(b)(4). Describe 
-the activity's consistency 

with and relationship to 

other development activities, 

and its contribution to 

realizable long-range 

objectives. 


3. FAA §201(b)(9). How will 

the activity to be financed 
contribute to the achievericnt 
of elf-sustaing growth? 
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(d)No direct relation. Indi,_-__
 
rect benefits to public health
 
will be obtained by improving /
public access to such things as.-,-
refrigeration, hot water, etc.
 

(e) This project will improve the
 
basic infrastructure of Central
 
Java, will facilitate new com
mercial and industrial enter
prices with resulting encourage
ment of new employment opportu
nities, including scope for
 
labor unions and cooperatives and
 
opportunity for voluntary agency
 
activity. Electric power is a
 
corollary factor to improvement
 
of transportation and communica
tions systems in the context of
 
economic development. Planning

and public administration are
 
elements of project implementa
tion. Where necessary laws will
 
take cognizance of project re
quirements, and urban develop

ment is directly dependent upon
 
increased and reliable electric
 
power both for basic economic
 
development and social satis
.faction.
 

201(b)(4). This loan is given 
in a multilateral context and
 
furthers Indonesia's ability to
 
achieve longer-range development
 
objectives through providing
 
reliable and increased electrical
 
power.
 

201(b)(9). Electric power capa
city is a basic input in the in
fraztructure and productive fa
cilitics necessary for self
sustaining growth.
 



Lresource 
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4. FA L201(f). If this is 
a projcct loan, describe how 

such project will promote the

country's economic develop-

ment, taking into account the
country's human and matcrialL 

requirements and the relation-

ship between ultimate objec-

tives of the project and 

overall. economic development, 


5. FAA 9201(b)(3). In what 
ways does the activity give

reasonable promise of contri-

buting to development of 

economic resources, or to
 
increase of productive
 
capacities?
 

6. FAA §281(b). 
 How does
the pro-ram under which21(.Thprec
tuprimarily 


assistance is provided re-

cognize the particular needs,

desires, and capacities of 

the country's people; utilize 

the country's intellectual 

resources to encourage 

institutional development;

and support civic education 


201(f). 
 In part the activity

will utilize local material and

human resources in a manner
 
contributing to economic deve
lopment productivity. 
Provision

of adequate electric power will 
promote economic development byencouraging new commercial and
 
industrial enterprises, with
 
the resulting opportunity for
 
increased employment opportunity

and incone distribution.
 

201(b)(3). 
 Increased and
 
reliable electrical power capa
city will provide a necessary

basis for economic development.
 

281(b). The pr6ject is designed
 
seigd
to increase electric power


capacity. 
 It will enhance
 
the emansion of industry and
improvement of agriculture and
make possible creation of more
Jobs and assist the goal of income 
distribution. It will also
 
increase the availability of

electricity for private conand training in skills 
 sumption with increased social


required for effective 
 satisfaction.
participation ia political The project will
 
processes? make possible training in basic


technical skills for additional
 
personnel 
-- the imorovement of
skills and increased self-reliance
 
are relevant factors in the con
text of effective participation

in the political process.
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7. FAA 0601(a). How il 6 01(a). The project will
 
this loan encourage the 
 Btimulate industrial andcountry's efforts to: (a) commercial activities, increaseincrease the flow of inter-
 the probable quantity and value

national trade; (b) foster 
 of commodities available for
private initiative and compe-
 e -port,and assist Indonesia intition; (c) encourage develop-
 developing more sophisticated
ment and use of cooperatives, 
 products which may be competitive

credit unions, and savings in international trade. 
 (b)
and loan associations; (d) through improved opportunities
discourage monopolistic for new commercial and industrial 
practices; (e) improve 
 enterprises; (c) no direct effect
technical efficiency of newalthough employment opportuindustry, agriculture, and nities may encourag. such developcommerce; and (f) strengthen 
 ment in the long term. (d) no
free labor unions? 
 direct effect; (e) through avail

ability of improved quality 
electric power service together
 
with a prol'ram to increase 
electric p er sor;. i-ption;(f) 
no direct effect ai9.nough new
 
employment opportunities may 
encourage greater labor-manage
ment activity with possibility

for growth of free labor unions. 

8. FAA §202(a). Indicate 
 202(a). The total amount of the

the amount of money under the 
 loan will be used to finance

loan which is: going directly procurement from private 
sources. 
to private enterprise; going
 
to intermediate credit insti
tutions or other borrowers for
 
use by private e Lerprise;
 
being used to finance imports
 
from private sources; or other
wise being used to finance
 
procurements from private
 
sources.
 

9. FAA P611(a)(2). 
What 611(a)(2). No legislative action

legislative action is required 
 will be required as a condition
within the recipient country? precedent to this loan.
 
What is the basis for a reason
able anticipation that such
 
action will be completed in time
 
to permit orderly accomplishment
 
of purposes of loan?
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Regional Goals 

1. FAA E619. If this loan 
is assisting a newly independ-
ent country, to what extent 
do the circumstances permit 
such assistance to be furnished 
through multilateral organiza
tions or plans? 

619. Not applicable. Indonesia 
is not a newly independent country. 

2. FAA 9209. If this loan 209. The loan is not directed 
is directed at a problem 
or an opportunity that is 
regional in nature, how does 
assistance under this loan 
encourage a regional develop-

ment program? What multila-
teral assistance is presently 
being furnished to the country? 

at a regional problem. However, 
it is being furnished in the 
context of multilateral aid to 
Indonesia by a number of donor
countries (the IGGI). The 

assistance is being coordinated 
with the advice of the IBRD. 

C. Relation to U.S. Economy 

Employment, Balance of Payments, 
Private Enterprise. 

1. FAA 0S201(b)(6); 102, Fifth. 
What are the possible effects 
of this loan on U.S. economy, 
with special reference to areas 
of substazntial labor surplus? 
Describe the extent to which 
assistance is constituted of 
U.S. cozunodities and services, 
furnished in a manner consis-
tent with improving the U.S. 
balance of payments position. 

201(b)(6); 102, Fifth. The 
goods and services financed 
by this loan will be obtained 
from AID Geographic Code 941 
(Selected Free World) sources. 
It is anticipated the U.S. will 
supply a substantial amount of 
these goods and services. In 
addition, increased electrical 
power availability will create 
demand for industrial and con
sumer goods which maybe imported 
from the U.S. 



2. FAA 9612(b); 636(h). 

What steps have been taken to 
assure that, to the maximum 
extent possible, foreign 
currencies owned by the U.S. 
and local currencies con
tributed by the country are
 
utilized to meet the cost of
 
contractual and other services,
 
and that U.S. foreign owned
 
currencies are utilized in
 
lieu of dollars?
 

3. FAA 6ol(d); App._O9. 
If this loan is for a capital 

project, to what extent has 

the Agency encouraged utili-

zation of engineering and
 
professional services of U.S.
 
firms and their affiliates?
 
If the loan is to be used to
 
finance direct costs for con
struction, will any of the
 
contractors be persons other
 
than qualified nationals of
 
the country or qualified
 
citizens of the U.S.? 
 If so,
 
has the required waiver been
 
obtained?
 

4. FAA 6608(a. Provide 

information on measures to be 

taken to utilize U.S. Govern-

ment excess personal property
 
in lieu of the procurement
 
of new items.
 

5. FAA 2602. What efforts 

have been made to assist U.S. 

small business to participate 

equitably in the furnishing 

of coT-modities and services 

financed by this loan? 
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612(b). 636(h). Local currency 
prov'id by the recipient 
Governmen5 will be used to 
mee* local currency needs of 
the project. 

601(d); App. 9109. All services 
financed under the loan will be
 
from AID Geographic Code 941.
 
sources.
 

608(a). U.S. Governent excess
 
property will not be used for
 
this project.
 

602. The loan agreement will
 
contain a proVision that
 
American small business will
 
have an opportunity to parti
cipate in furnishing eligible
 
items.
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6. FAA §621. If the loan 621. 
The entire project

provides technical assistance implementation will be carried
 
how is private enterprise on 
 out by private enterprise under
 
a contrpct basis utilized? 
 loan financed contracts on the
If the facilities of other 
 basis of'applicable AID regu-

Federal agencies will be 
 lations.
 
utilized, in what ways 
are
 
they particularly suitable;
 
are they competitive with
 
private enterprise (if so,
 
explain); and how can they
 
be made available eithout V
 
undue interference with
 
domestic programs?
 

7. FAA §611(c). If this loan 
 611(c). Yes, construction and
involves a contract for con-
 commodity procurement will be
 
struction that obligates in awarded on a competitive basis.
 
excess of $100,000, will it be
 
on a competitive basis? If
 
not, are there factors which
 
make it impracticable?
 

8. FAA 9601(b). Totality of 
 .601(b). Private enterprise
 
effort by the President in host 
 will be utilized to maximum
 
country to encourage and faci-
 extent practicable on this
 
litate participation of private project.
 
enterprise in achieving pur
poses of the Act.
 

Procurement
 

1. FAA 0604 (a). Will commo- 604(a). Yes, procurement is
dity procurement be restricted 
 limited to AID Geographical
 
to U.S. except as otherwise 
 Code 941 sources.
 
determined by the President?
 

2. FAA 6o04(b). Will any part 604(b). No. 
of this loan be used for bulk 
cominodity procurement at adjust
ed prices higher than the market 
price prevailing in the U.S. at 
time of purchase?
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4. FAA §620(b), 620(f). 

Has the President determined 

that the country is not domi-
nated or controlled by the 

international lommunist move-

ment? If the country is a
 
Communist country (including,
 
but not limited to, the coun
tries listed in FAA B620(f)

and the loan is intended for
 
economic assistance, have the
 
findings required by FAA §620

() been made and reported to
 
the Congress?
 

5. FAA 9620(h). What steps 

have been taken to insure that 

the loan will not be used in a 

manner which, contrary to the
 
best interest of the United
 
States, promotes or assists
 
the foreign aid projects of
 
the Communist-bloc countries?
 

6. App. 'j138. Will any funds 
be used to finance procurement
 
of iron and steel products for
 
use in Viet-Nam other than as
 
contemplated by 1ll8?
 

7. FAA 9636(1). Will any 

part of this loan be used in 

financing non-U.S.-manufactured 

automobiles? 
If so, has the 

required vaiver been obtained?
 

8. FAA H620(a)(l)aril (2), 
620( TI.L any assi:itancc be 
furnishcd or funds made avail
able to the Government of Cuba 
or the Unitcd Arab Republic? 
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620(b), 620(f); Yes, the
 
required determination has
 
been made. Remainder of the 
question is therefore not
 
applicable.
 

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

118. No.
 

636(i). The loan will not be
 
so used and therefore the second
 
part of the question is not
 
applicable.
 

620(a)(1) and (2), 620(p). No. 
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w620(g). 	 No.
9. FAA Wil any 	 620(g). No assistance has 
part of this loan be used to 	 been used for such purposes in
 
compensate owners for expro-	 the past.
 
priated or nationalized
 
property? If any assistance
 
has been used for such purpose
 
in the past, has appropriate
 
reimbursement been made to the
 
U.S. for sums diverted?
 

10. FAA 9201(f). If this is 	 201(f). It is expected that
 
a project loan, what provisions a portion of the work will be
 
have been made for appropriate done through direct hire of
 
participation by the recipient personnel and subcontract with
 
country's private enterprise? 	 private firms in the recipient
 

country.
 

I1. App. §104. Does the loan 	 104. The loan agreement will 

agreement bar any use of funds 	 cover this requirement. 
to pay pensions, etc., for persons
 
persons who are serving or who
 
have served in the recipient
 
country's armed forces?
 

12. .MA 99Ol.b. Does the loan AR90l.b. The loan agreement
 
agreement provide for compliance vill cover this requirement.
 
with U.S. shipping requirements,
 
that at least 50/, of the gross 
tonnage of all commodities fi
nanced with funds made avail
able under this loan (computed
 
separately by geographic area
 
for dry bulk carriers, dry car
go liners, and tankers) be 
transported on privately owned 
U.S.-flag co:muiercial vessels 
to the extent such vessels are 
available at fair ard reason
able ratcs for U.S.-flag vessels? 

13. An,. 0I02. Have obli-a- 102. Any such fees here will 
tions for enfineerin, and be reportcd to Congress in the 
architectural fees and Services manner required by the law. 
over $'25,000on any one project 
been reported to Congress bi
annually? 
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14. FAA P481. Has the 481. No.
 
President determined that the
 
recipient country has failed
 
to take adequate steps to
 
prevent narcotic drugs pro
duced or procured in, or
 
transported through, such
 
country from being sold ille
gally within the jurisdiction
 
of such country to U.S. Govern
ment personnel or their de
pendents or from entering the
 
United States unlawfully?
 

15. App. E11. Is the loan 11. No.
 
being used to transfer funds
 
to world lending institutions
 
under 209(d) and 251(h) of
 
the FAA?
 

16. App. 9501. Are any of 501. No.
 
these funds being used for
 
publicity or propaganda within
 
the United States?
 

17. FAA 0612(d). Does the 612(d). Indonesia is not an
 
United States own excess excess currency country.
 
foreign currency, and if no,
 
what arrangements have been
 
made for its release?
 

18. baA E6cW(d). Will pro- 604(d). Yes; An appropriate

vision be made for placing provision will be included in 
marine insurance in the U.S. the loan agreement. 
if the recipient country dis
.criminates a inst any nrine 
ins'arance company authorized 
to do business in the U.S.?
 


