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L'i'TRODLCTION

The PURSE Project prepared a scope of work for a shon-tem assIgnment to develop a senes
of Harvard Busmess School-type' trammg case smdies based on pUblIc-pnvate oar..nershm
mfrastrUcture projects m IndoneSIa The case studIes were constructed around eXIStmg BuI1d
Own-Operate and BuIld-awn-Transfer (BOO/BOT) proJects, and were drawn from a lIs! of
projects IdentIfied and dIscussed In a report prepared by MIchael Conlon, PURSE
Demonstration Projects AdVIsor The scope of work for thIs assIgnment was earned out m
support of PURSE Annual Work Plan Task 202

After conSIderable dISCUSSIOn WIth the USAID PURSE Project Officer, and WIth PURSE
AdVIsors, the deCISIon was made to modIfy the scope of work to focus on two Important,
Interesting and InstruCtIVe publIc-prIvate partnerslup projects -- the Nusa Dua Water Supply
Project on BalI, and the PaIton One Power Project In East Java A copy of the revIsed scope
of work IS Included as an annex to thIs document

The actIve pamCIpatlOn of private sector Investors In the proVISIOn of publIc servIces IS a
relatively new phenomenon In IndoneSIa and elsewhere Consequently, publIc offiCIals are
only begmnmg to understand the benefits and nsks assocIated WIth mvolvmg the pnvate
sector to bnng new sources of capItal and expemse to prOVIde baSIC urban servIces Many
offiCIals are troubled or confused about a perceIved COnflICt m therr own roles In thIs process
- to at once prOVIde needed to servIces to the people, wlule enablIng the Investors to make a
reasonable return on therr Investments

The use of case studIes as trammg matenals IS an effectIve means to mtroduce government
offiCIals to the compleXIty of Issues and deCISIon-makIng praCtIces Inherent In BOO and BOT
projects Because the process of structunng such publIc-pnvate transactions may seem at
first overwhelmmg, PURSE IS pursumg a multifaceted strategy of onentatIons and tralDlng
programs, both m-country and elsewhere, to raIse the "comfon level" of offiCIals who will
be responsIble for such programs As the role of government offiCIals evolves from one of
bemg provzders of publIc servIces to th~t of managers of the process of servIce provlSlon,
new SkIlls and attItudes need to be developed By Involvmg offiCIals actlvely m the
discusslOn of eXIStlng BOO/BOT projects m IndoneSIa, and exammmg the needs and
concerns of all partIes participatlng In the publIc-pnvate pannerslup transactlon, these case
studIes are mtended to help faCIlItate thIs transltIon

The narratIve case studIes and accompanyIng trammg matenals, mcludmg handouts and
overhead transparancles, were prepared by Mr Anton DeIters, under a short-term
consultancy to the PURSE Project
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!Irlusa Dua 'Water Supplv System, Bah

1 0 Background

lIThe ~usa Dua area In Bah has expenenced a rapId growth In tounsm marked b" the
constructIon of a number of new hotels The Increase In tounsm has, In tum attracted
local resIdents With further Improvements of the tounsm Infrastructure trus process of
groVvth IS projected to contInue As a result, the area's demand for water IS projected to

grow substantIally for the foreseeable future

1 2 The Perusahaan Daerah AIr Mmum Kabupaten Daerah TIngkat II Badung (PDo\"1),
Denpasar IS the local water authonty responsIble for proVldmg water supphes to the
Kabupaten Badung In winch Nusa Dua IS located The kabupaten encompasses a long and
narrow area extendIng from the southern tIp ofBall to the area ofBon some 20 kilometers
north The kabupaten has a land area of418 52 square kilometers With a 1992 populatIon
of272,513 persons (from a PDAM estImate) and mcludes the CIty ofDenpasar, the beach
resorts of:Nusa Dua and Kuta and several adjacent reSIdentIal areas to the north of
Denpasar

1 3 PDAM offiCials recognIzed years ago that assunng the development of water
supphes was key to encouragmg contInued growth of the tounst Industry
Dunng the 1980s, several attempts were made to develop water supphes USIng the
traditIOnal methods ofgovernment financmg They were not altogether successful

2 0 Private Sector Involvement

2 1 On March 19, 1990 Permendagn No 4 of1990 was Issued It opened up the way for
local government enterpnses to form JOInt ventures With third, pnvate, partIes An
Interdepartmental team was formed to make a proposal for the formatIon of a
pubbc/pnvate entity ThIs was new temtory There were at that time no such JOint
ventures (JVs) for water supplv m IndoneSIa

2 2 The team concluded that a N wl!s feaSible and suggested the formatIon of a lumted
habl1Ity company, InItIally for the Nusa Dua area The conclUSIOn In favor of the N was
complemented With a suggestion for a cross-subsIdy program to bnng affordable water to
low Income groups In the area as well The new company would get a 20 year concession
to sell water to the Nusa Dua area

2 3 The team then IdentIfied and selected N partners and started negotIations With a
group of three pnvate compames winch would hold 55% ofthe share capital of the yet to
be establIshed N company, a separate legal entIty They were
PT Mahasara Buana, Jakarta, 30%, PT lotan Dyandra Muha, Jakarta, 20%, and
PT Dewata Anha Kharhsa, Denpasar, 5%
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The local government partner would be the PDAM, and It would own 45~o of the shares

3 0 The JOlOt \' enture

3 1 The first document to be executed between parties was a Memorandum of
understandmg, MOG, (Kesepakatan Bersama) dated September 24 1990) In tt the
partners agreed on the fundamentals of the new enterpnse A text of the vIOL 15 attached
(10 Bahasa IndoneSIa) The MOV gIves the basIC parameters of the competence of the IV
and the roles of each of the partners and what each WIll bnng mto the IV to JUStify hIS
eqUIty share

32 Eventually the MOV led to the executIOn ofa Jomt Venture Agreement (.TVA) the
formal arrangement between the parties, and the basiS for the articles of aSSOCIatIOn of the
legal entIty IOta whtch the N culmInates The N A was concluded on March 5, 1991 A
copy, 10 Bahasa IndoneSIa, "Kesepakatan Membentuk Perusahaan Patungan" IS attached
The N A calls for a lnruted IIablhty company (10 Bahasa IndoneSIa "perseroan terbatas ')
to be formed for a 20 year term (comcIdmg WIth the 20 year conceSSIon to treat and sell
water), to be extended by mutual agreement Profits WIll be shared pro-rata but upon
diSSolutIon of the N, all assets wtll flow to the PDAM, the mInonty shareholder

3 3 The POAM 45% share IS based on the net asset value of ItS contnbutlons to the N,
whIch mclude the recently constructed Tukad Ayung I (TkI) treatment plant, the balance
of the eXlstmg PDAM system 10 the conceSSIOn area, semce nghts and rate
compensatIons The total value of the POAM contnbutlon IS reported to be Rp 659
bllhon The total cost ofTId IS reported to be Rp 154 btlhon, to whtch POAJ.Vf
contnbuted Rp 659 btlhon and a lender furmshed Rp 88 btlhon PDAJ.\1 WIll remam
responSIble for the debt semce for the first two years, an amount ofRp I 7 bIllIon per
year, thereafter, the debt semce WIll become the responsIbtlity of the new company

4 0 The Investments

4 I The project to be undertaken by tpe N partners conSIsts of two phases Phase I of
the project encompasses the mtegratIOn of the already completed TId mstallatIon (the
project adopted thts plant, whIch had been constructed pnor to the formatIon of the N), ~

the development of a new treatment plant, Tk Ayung II (Tkll), whIch cost Rp 15 3
btlhon The pnvate partners contnbuted Rp 8 btlhon for thIs phase m the form of cash and
letters of credIt TkII was completed at the end of 1992, and o{'erations began early 1993
The operatIons ofTId and TkII are mtegrated

42 In 1991, before the start of the actIVItIes of the N, the PDAM Badung Water Supply
system had a total productIon capaCIty of approx 750 Llsec Of thIs amount, 450 Lisee
came from deep wells and 300Llsec from the new Tk Ayung I plant ThIs modern plant

2
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mcludes a barrage a lift pump statIon treatment plant reservOIrs and dIstnbution svstem
and draws from the Tk Ayung RIver Just Nonh ofDenpasar to provIde water to the
Kotamadva Denpasar

4 3 Bv the end of 1993 the project was servmg seven luxury hotels one golfcourse and
2600 residentIal connectIons The collection rate IS reponed to be 98~0 and there IS 2900
leakage reported

...... Phase n of the project will call for the expendIture ofRp 15 bllhon In Improvements
to the dlstnbutlOn system Tlus IS to be financed by bank loans The Improvements Will
upgrade the e'IQstmg dIstnbution system and extend It so that It can serve all ofNUSa Dua
Kuta and the adjacent beach resorts ofTanJung Benua, Belang and Legian as well as
several COntiguOUS reSIdentIal areas Tlus phase Will also complete the appropnate
management systems, such as the blllmg and collectIon system

4 5 As a separate actIVIty, the N will partiCIpate m the development and operation of a
portIon of the estuary reservoir located m a saltwater mangrove wetland at the mouth of
the Tk Ayung nver Tlus reservOIr IS bemg developed by a French firm and IS partially
funded by a soft loan from the French government The reservOIr IS scheduled to produce
InItIally 300 Llsec, wluch capaCIty IS later to Increase The output from the reservOIr Will
be sold to the N under undisclosed terms

50 The BOT

5 1 The legal entIty formed by the Jomt venture partners IS called PT Tlrtaartha Buana
MulIa (TBM) It IS a Buudlown-operate/transfer, or "BOT", company It Will be allowed
to recoup ItS mvestment, make a profit, and after a fixed penod of time, 20 years, long
enough to realize these obJectives, It Wl11 hand over Its assets to the publIc Interest, m tlus
case to the government ffilnonty share- holder/partner, PDAi.\I1 PDAM wIll not have to
pay compensation, or reSIdual value, to IBM Along With the asset, however, PDAM Will
acqUIre the responSIbIlIty for the operatIon and mamtenance

5 2 The bffilted lIabilIty company, IBM, has control over the water supply and
dIstnbutlOn In the southern sector oftpe Kabupaten PDAM, by bnngmg Into the N the
assets It owned before the N was formed, Includmg ItS dlstnbutIon nghts, has effectIvely
gIven up control But what about the water Itself, whose property IS It? Accordmg to
IndoneSIan Law, water can never be the propertY of the pnvate sector The new
regulatIons have only made pOSSIble pnvate sector partICIpatIon m water treatment and
dIstnbutIon, but not m water-ownerslup

5 3 In order to finance the actIVItIes enVIsaged for the second phase, the BOT wIll need to
obtaIn bank finanCIng, to be added to the cash the pnvate partners are WIllIng to bnng In
The PDAM IS not lIkely to bnng In cash Its contnbutlOn conSIsts of an already
constructed faCIlIty (Tk I), and certaIn other assets The second phase capItal expendItures

3
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are estImated to run to Rp 15 bIllion whIch IS to come In part from the equItv vet to be
brought In from the pnvate panners, and the balance from loans

54 The BOT, as does any PT In IndonesIa has a Board ofComrrussIOners and a Board of
DIrectors The Board of COmmISSIOners has five members, three of ""hom represent the
publIc Interest, and two that of the pnvate Investors The Bupati ofKabupaten Badung IS
President CommIssIoner The Board of DIrectors whIch IS responsIble for the day to day
management IS composed of three pnvate dIrectors, one of whom IS the PresIdent
DIrector, and two publIc dIrectors

60 Fundmg

6 1 There are three capItal expendItures for whIch fundmg from shareholders andlor thIrd
partles was or wIll be requIred
-- TkI facIlIty, completed before the BOT was formed, and brought Into the BOT as an
asset by PDAJ.Vf
-- TkII faCIlIty, accomplIshed dunng Phase I
-- Improvements In the dlstnbutlon system, Phase IT

62 The Tid facility was brought mto the BOT by PDAM as the basIS of ItS equIty
contnbutlon Along WIth PDAM's net eqUIty contnbutlOn ofRp 659 bIllIon came an
outstandmg loan of Rp 8 8 bIllIon For the first two years PDAM alone IS responsIble
for the debt servtce, whIch IS reported to amount to Rp 1 76 bl1hon Thereafter, debt
servIce WIll become the responsibulty of the BOT The terms of thIs loan, Its secunty
arrangements, are not disclosed

6 3 The constructIon ofTkD reportedly reqwred fundmg ofRp 15 3 bIllIon ThIs has
been financed In part by the pnvate mvestors, In pan from loans It IS lIkely that the entIre
equIty portlOn of the pnvate Investors (Rp 8 06 bIllIon) went mto the Till facdIty It IS
not dIsclosed how and by whIch InstItutIon the balance was financed

6 4 The constructIon for phase II, the Improvements In the dIstnbutlon system, WIll cost
an estImated Rp 15 bIllIon as well GIven that all shareholders have patd Up theIr shares In
full at the completIon of phase I, the cost ofPhase IT WIll have to be financed entIrely WIth
borrowed funds There appear to be the follOWIng optIons

6 5 BAPINDO, a domestIC state owned bank WIth a specIal mandate to finance longer
term proJects, has offered a term loan for 15 years, WIth two years grace, to be repatd In
equal annual Instalments, at an Interest rate of21% pia, payable annually In arrears

6 6 In additIon there IS an offer from a regIOnal development bankmg mstltutlon for a
loan at a rate of9% pa

4
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70 Customers

It IS expected that 80% ofthe water volume WIll be sold to hotels, 20% to households

7 3 The follOWIng tanfT IS proposed

In the whole PDAM: servIce area
1,350 Vsee
1,950 Vsec

Rp 1,3001M3 (hkely to be Increased to Rp 1,600 M3)
Rp 300/M3

Hotels
Households

In the BOT semce area alone
by 1995 300 Vsec
by 2000 500 Vsec

Homes 20x300x60x60x24x365x300 == Rp 567,648,000
100xl000

Homes 20x500x60x60x24x365x300 = Rp 946,080,000
100xl000

2000 - on Hotels 80x50Ox60x60x24x365xl,600 = Rp 15,137,280,000
100xl000

74 Assunung the full demand can be satIsfied from the Increased capaCIty, the annual
revenue stream WIll be as follows
1995-1999 Hotels 80x300x60x60~4x365xl,300 = Rp 9,839,232,000

100xlOOO

7 2 The demand for water In the BOT servtce area, and In the PDMvf servtee area, has
been projected as follows

6 7 The World Bank has been approached as well, but only In an indIrect wav The
kabupaten would borrow from the !v1Imstrv of Finance (MoF), whIch In turn would seek
reImbursement from the World Bank under the East JavaIBah Urban Development
Project ThIs project has eannarked $180 3 nulhon, $ 50 nulhon of whIch can be used for
reImbursements of so-called DomestIC Lending Arrangements (DLA) The terms of a
DLA should be keyed to the econonuc hfe of the Investment, and Its [nterest rate mdexed
to the SBI mdex m such a way that It gradually approaches market rates

7 1 The busmess areas to be covered by the BOT are both the Nusa Dua and Kuta
tounsm resorts and theIr Vlclmty Excluded from the reach of the BOT IS the
adnurustratlve town ofDenpasar ThIs means that there are WIthIn the Kabupaten sull
areas served exclUSIvely by the PDAM However, the facIlIty Tid whIch can prOVIde
water to Denpasar has been handed over to the N by PDAM, as a baSIS for ItS eqUIty
share
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8 0 Case JDstructJons

Tlus project can be seen from the perspectIve of each of at least three mam pames
mvolved

-- the pnvate mvestors
-- the lenders
-- The governmentIPDAJ.\1

Put vourselfm the posItIon ofmvestor, of lender and of the governmentIPADM see what
nsh. each may run, what rewards each may obtam What are theIr respectlve concerns,
what are theIr mterests? The folloWing may help you do that

8 1 The PrIVate Investors

8 lIThe pnvate IOvestors are reported to also have an mterest 10 the hotels and the
golfcourse that were, or Will be, developed on Nusa Dua A relIable and plentIful
watersupply IS key to the ViabIlIty of theIr tounsm mvestments Is It therefore not possIble
that the pnvate mvestors m TBM are motIvated by somethIng other than Just the profit
potentIal of the water supply proJect? Key IS that It IS bwlt, that the capacIty IS created,
because Without It, the hotels wIll not flounsh, and the golfcourse WIll wluther

8 1 2 What the pnvate lDvestors are puttmg up lD equIty funds (Rp 8 06 bilhon) may
actually be all borrowed money We know that at least part of theIr equIty IS put up 10 the
form ofletters ofcredIt, whIch ImplIes credIt from the bank The IOvestors Will be very
eager to see the water facIlIty buIlt, and be WillIng to approve as shareholders TBM's
Incumng bankloans at commercIal rates, and Will try to conVlDce the bank that the
proJect's cashflow Will cover debtsemce adequately But Will they be WillIng to guarantee
the loans?

8 1 3 Most revenues earned by the BPT, however, are operatmg expenses for the hotels
(the other SIde of the COlD1) What rates can the hotels absorb, pass on to their guests
Without endangenng theIr profitabIlIty or occupancy rate? Are the pnvate lDvestors 10 the
BOT really representatIve of the Investors m the hotels? How much "overlap" oflDterest IS
there?

8 1 4 The pnvate mvestors own 55% of the stock Would they have lDvested If only a
nunonty pOSItIon had been avaIlable? Does the 55% pOSItIon give them enough control?

8 1 5 The conceSSIon penod IS 20 years Would the pnvate lDvestors want to negotiate
for a longer or a shorter penod, and why?

6
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8 2 The Lenders

8 2 I The lenders are Interested In one thmg only to get paid, pnnclpaI and Interest If
they are commercIal bank lenders, they Will have not even have a partIcular 'development"
agenda But what If thev happen to be Involved In the financmg of the hotels'" \Ai auld the"
not have an added motive for seemg the water supply secured"

8 2 2 Banks wIll want to understand the cashflow of the proJect, and how well It covers
debt service Would you dunk that thIs project generates enough cash to do that"

8 2 3 Would the bankers want a "bullet" loan, (I e, a loan where the pnncipal sum IS
repaId entIrely or largely at the end of the tenn, WIth or WIthout a take-out comnutment
from a major finanCIal instItutIOn)? Or would they rather want a gradual repayment year
by year, m accordance WIth the major dIctates of the cashflow?

8 2 4 How would the banker secure hIs Interests as a lender? Would he go for a
mongage? Would he inSist on an an escrow arrangement to secure that ponion of the
cashflow that WIll cover debt servIce (Interest, and pnncipal due at any pomt m time) for
at least one year In advance?

8 2 5 What are the major nsks the bank runs? AnythIng that mterrupts the cashflow and
thus endangers debt servIce What could cause thIs to happen? Drought, drop m tounsm,
earthquake etc? Are these nsks the bank WIll accept?

826 The lenders WIll want guarantees from the borrower's shareholders (recourse), but
the shareholders want no such thIng (no recourse, or lumted recourse) Would the bank be
able to obtaIn any guarantee at all? Would the bank go for a government guarantee, or for
a guarantee from the pnvate shareholders?

8 2 7 Would the bank want a mongage on the land, the plant and eqUIpment, the
dIstnbutIon system? Would It make sense to establIsh such secunty? Would It be legally
possIble?

83 ThePDAM

83 1 The PDAM represents the pubhc Interest It IS m the Interest of the development of
Bah and Its mhabitants that tounsm IS developed Tlus reqUIres an adequate Infra
structure PDAM IS gOIng to be a 45% shareholder m the BOT, and thus has a measure of
controlm the operatIons of It It IS however a rmnonty mterest What nsks are Involved
for the PDAM In haVIng the pnvate Investors own the maJonty of the stock? What
safeguards does PDAM have to protect Its Interest?

7
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8 3 2 What powers does PDAl\1 have In tlmes of emergency lIke drought" Who WIll
decIde on pnontv In water-ratlorung" As PDAl\1IS to protect the publIc's mterest, It IS
probably not dIfficult to guess how thev wIll vote between watenng a golf course or
dIvertIng water to populated areas But do they have the power to do so"

8 3 3 PDAM IS not puttmg up any cash as part of Its equIty contnbutlon to the BOT It
contnbutes as equIty Its recently buIlt water treatment plant, and certaIn other assets Trus
means that these assets wIll also fall under the control of the maJonty shareholder What
possIble nsk may tills bnng? What adrmrustratlve problems may arIse when water IS to be
sold outsIde the concessIOn area" At what tarIff should such water be sold"

8 3 4 After the conceSSIon penod of 20 years, the entIre faCIlIty WIll become the property
ofPDAM, free of charge By that time the pnvate Investors should have recouped theIr
Investments, and, more Importantly, the bank be repaId Wtll the facIlIty be In good
workIng order by the tIme It IS handed over? Wtll new Investments or major repaIrs be
necessary? PDAN.1 WIll have the sole responsIbilIty for proVIdIng water to Its clIentele
wruch may have grown much larger than It IS today

8 3 5 What IS PDAl"\1 to do WIth the dIVIdends It may earn? Should It put them aSIde to
meet future capItal expendItures, or for bonuses to theIr staff members? Would It be In
PDAM's Interest to negotIate a longer or a shorter conceSSIon penod"

8
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PURSE Project
Nusa Dua Water Supply System, Ball

-------------------------------------~----------------

Map of Ball, markIng Kabupaten Badung
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PURSE Project
Nusa Dua Water Supply System, Bali
-~----------------------------------------~~----------

Map of Area served by PDAM, shovvlng
three sectors

1 pedesaan
2 perkotaan
3. PI IBM
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PURSE Project
Nusa Dua Water Supply System, Bali

-----------------~------------------------------------

History:

• Development of tourism
• Try to get government financing
• Permendagri No.4, 1990
• Joint ventures allowed
• Study teams set up
• Feasibility Study
• Partner search, selection
• Negotiations
• Memorandum of Understanding, Sept. '90
• Joint Venture Agreement, March '91
• PI Tirtaartha Buanamulia formed, Oct. '92
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PURSE Project
Nusa Dua Water Supply System, Bali

---------------~-------~-~----------------
---~----~---

Why private investors?

• water-supply Investment demand dnven

• demand from Investor-held hotels

• prIvate Investors can mobIlIze funds from theIr bankIng sources

(addItlOnahty of funds)

• prIvate Investors may conVInce hotel owners to pay hIgher tarIffs

• pnvate Investors may proceed WIth greater speed

• pnvate Investors may have access to better technology

• pnvate Investors WIll watch costs more carefully (bottom hne

effect)
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PURSE Project
Nusa Dua Water Supply System, Bali

----------------------~-------------------------------

The BOT-Company created:

PI Tirtaartha Buanamulia

majorIty o\VIled by
private interests 55%

minority owned by
PDAM 45%

Life: 20 years

Purpose:
• to construct a watersupply system
• to operate it: take:in, treat and sell water in.
conceSSIon area
• to tum assets and business over to
government after 20 years

•



-----~~---~-------------------------------------------

PURSE Project
Nusa Dua Water Supply System, Bali

PDAMBadung
CondItIons eXIstIng before Joint venture:

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I
I

I

\

• productIOn capacity (L/s)
• deep wells 450
• Tukad Ayung I (TkI) 300

• annual productlOn (m3/yr)

• water tariff (Rp/m3)

• revenue (Rp/yr)

750

23,652,000

125

2,956 5 mIllIon
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PURSE Project
Nusa Dua Water Supply System, Bali

-------~---~------~-----------~--------------~--------

JOInt Venture Development progam

Phase I

• IvIanage eXIstIng Tukad Ayung I, "Tk I", InstallatIOn

• Develop, bUIld and operate Tukad Ayung II, "Tk TI", plant

• Integrate Tk I and Tk II.....

Phase II

• Improve, extend and operate the dIstnbutIOn system

• partICIpate In the estuary reservoIr development project

•
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PURSE Project
Nusa Dua Water Supply System, Bali

~--~---~--------~--~--~-------~~--------------~-----~-

JoInt Venture Development progam

Phase I

TlrvfE SCALE

• Begun Late 1991....

• Completed Late 1992

• OperatIOnal January 1993

ACCONIPLISHMENTS

• Tk II treatment plant, capacIty 300 l/sec

• addItIOnal reservOIr capaCIty

• transmISSIOn pIpelIne

• InItIal dIstnbutIOn system

• servIng 7 luxury hotels and 2600 residences

• 98% collectIon rate

• 29% leakaae::;,

•



TO BE ACCO:rvIPLISHED

• To be completed Late 1995

• Upgrade eXIstIng dlstnbutlOn system

Phase II

Late 1993

End of 1995

• PartICIpate In development and opeartlon
of a portIon of the estuary reservOIr In saltwater mangrove
\-"etland at mouth ofTukad Ayung RIver
(a separate actIVlty)

• Complete Insta1latlOn of management systems,
bIllmg and collectlOn system

• Extend dlstnbutlOn to all ofNusa Dua, Kuta,
TanJung Benua, Belang and Leglan beach resorts,
Several contIguous areas

~------------------~----------------------~-----------

• OperatIonal

• Begun

TIlVfE SCALE

JOInt Venture Development progam

PURSE Project
Nusa Dua Water Supply System, Ball
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PURSE Project
Nusa Dua Water Supply System, Bali

• Improvements In dlstnbutlOn system

• ConstructIOn of Tk II treatment plant

Rp 15 Bllhon

Rp 15 3 BIllIon

Rp 15 4 BIllIon

Rp 15 Bllhon

Rp 7 24 Bllllon

Rp 8 06 BIllIon

Rp 6 5 BI1llon

• loans

• prIvate Investors

• loans

• net equIty PDAM

• outstandmg bankloan Rp 8 8 BI1hon

Phase II

Phase I

• ConstructIOn ofIk I plant

Pre Phase I

Costs

•

I
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PURSE Project
Nusa Dua Water Supply System, Bali

------~-----------------------------------------------

FinancIng Options Phase II

• Baplndo Loan

• 15 years

• 2 years grace

• repayable In equal annual Instalments

• Interest rate 21 % per annum payable In arrears

• RegIOnal Development Account

• Interest rate 9% per annum

• World Bank

• reImbursable Domestic LendIng Arrangement (DLA)
under East Java Bah Urban Development Project

• Interest rate Indexed to SBr Index to approach market rate

• term keyed to economIC hfe of Investment

\~



• 80% to be sold to hotels

• 20% to be sold to residences

------------------------------------------------------
Demand
In BOT service area

500 l/sec

3001/sec

• by 2000:

• by 1995:

PURSE Project
Nusa Dua Water Supply System, Bali

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



----------------------------~-------------------------

Tariff

TarIff and Revenues in BOT servIce area

Annual revenues (100% collectIon rate)·

Rp.15.1 billion
Rp .9 billion

Rp. 9.83 billIon
Rp. .56 billion

• Hotels
• Residences

• Hotels
• ResIdences

2000 - on

1995 - 2000

• Hotels: Rp 1,300/m3
Rp 2,OOO/m3 (yr. 2000)

• ResIdences: Rp. 300/m3

PURSE Project
Nusa Dua Water Supply System, Bali

•
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PURSE Project
Nusa Dua Water Supply System, Bali

----------------~----~---~~--------~-----------------~

Lenders

Concerns

• anythmg that Impedes the cashflow

• drought, water ratiOnIng, water dIverSIon

• drop In tOUrIsm, caUSIng hotels to use less water, or to be slow m
payIng theIr water bIlls

• enVIronmental changes, natural dIsasters

• enVIronmental laws and regulatiOns may curtaIL activItles,
reqUire addItiOnal Investments and cause Increase In costs

• secunty arrangements guarantees, mortgages, escrow of
cashflow for debt servIce

• gradual repayment (Instalments), well wIthIn economIC hfe of _
facIhtv

'"

•
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PURSE Project
Nusa Dua Water Supply System, Bali
~-------~---~--~------------------------~-~----~------

Private Investors

Concerns

• anythIng that Impedes the cash flow, out of WhICh the
Investments are to be recouped, dIvIdends to be paId, after
payment of O&M costs and of debt servIce

• drought, water ratIOnIng, water dIverSIOn

• drop In tOUrIsm, causIng hotels to use less water, or to be slow In
payIng their bills

• senIOr lenders will take over ill case of default on loan

• Investlnent must be recouped solely from cash flow, there IS no
market for the assets

• enVIronmental changes, natural dIsasters

• envlfonmentallaws and regulatIOns may curtaIl actIVItIes,
requIre addItIonal Investments and cause Increase In costs

• conflIct of Interest WIth PDA1Y1
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PURSE Project
Nusa Dua Water Supply System, Bali

~-----------------------------------------------------

PDAM

Concerns

• mmOrIty' posItIOn may be weak

• Interests conflIctIng WIth those of pnvate Investors
(1 e dIvIdend polIcy retaIned earnIngs versus dIvIdends paId)

• emergency powers

• abIlIty' to sell water outsIde BOT conceSSIOn area, but wIthIn the
larger PDAM servIce area

• obtaInIng a modem well maIntamed facIlIty after 20 years

• bUIldmg funds to Invest for repaIrS and Improvements

•
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PURSE Project
Nusa Dlla Water Sllpply System, Ball

--~----------------~--------~-~--~--~-----
~------~---~

Agreements/Documents

• FeaSIbIlrty study by Interdepartmental study team

• SelectlOn of pnvate sector partner

• NegOtlatlOns leadmg to an understandIng/agreement In pnnciple

• SIgnIng of the Memorandum ofUnderstandIng

• ApplIcatIOn for BKPM Approval

• NegotIatIOns wIth lenders

• Formal offerslLetters ofIntent from lenders

• ApplIcatIOn for ConceSSIOn

• BKPM Approval

• SIgnIng of the JOInt Venture Agreement

• GrantIng of the ConceSSIOn

• SIgnIng of the ArtIcles of ASSocIatIon
FormatIOn ofPT Tirtaartha Buanamuba

• SIgnIng of the Loan Agreements
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PURSE Project
Nusa Dlla "Vater Supply System, Bah

~-~--~--------------~---~--~---------------
-----------

Agreements, the main elements
1 Jomt Venture Agreement
• purpose, establIshment, capltahzation of Project Company

• nghts and responslbl11es ofshareholders

• commIssioners, directors, votmg procedures

2 ArtIcles of ASSocIatIOn
• officIal document establIshmg the new legal entIty

• to be notanzed, and publ1shed In the GOr gazette

3 Loan Agreements
• amount, terms and condItIOns of loan

• secunty arrangements, mortgages, assIgnments

4 Project ImplementatIOn Agreement

• conceSSIOn to buIld, own, operate and transfer

• tanffs and adjustment mechanIsms

• tImetables
• envIronmental parameter~
• ta'( conceSSIOns/treatment

5 Escrow agreement
• appOIntment escrow agent
• cashflows of constructIOn and operatIon phases



--------------~---------------------------------------

PURSE Project
Nllsa Dua Water Supply System~ Ball

8 consent to asSignments
9 ConstructlOn contract

10 EquIpment supplIer contract
11 0 and M contract
12 Power supply contract
13 RetaIl sales contracts
14 Insurances

•

1 Jomt Venture agreement
2 ImplementatIon agreement
3 ConcesslOn Agreement
4 Loan agreement
5 AsSignment Agreements
6 Escrow agreement
7 ArtIcles of assoclation

AQ:reements
'-'

The project IS the result of a number of partIes, WIth dIfferent
t d h t 1mteres s an concerns, reac mg agreemen or gIvmg approva

PartIes\Agreements 1\:\31~1516 71 8 1 9 \ 10 11! 12 i 13 i 14 \ 15

• Government, Jakarta I I I I \ I \ \ \ I \

• ProvIncial
government

• Kabupaten Badung I I I I I I
• PDALV1 I I I I I I I I
• PrIvate mvestors I I \ I I I I
• The project company I I I I I I I I
• Lenders I I I I I
• Customers I I I I I I I I
• Contractors I I I \ I
• BuIlding supplIers I I I I I I I I
• Insurers I I
• Escrow agent I I I I I I I I
• pOVver supplIer PLN I I \ I \ I I I I
• Operator I I I I I \ I
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PURSE Project
Nllsa Dua "Vater Supply System, Bali

8 consent to assIgnments
9 ConstructIOn contract

10 EqUIpment supplIer contract
11 0 and M contract
12 Power supply contract
13 RetaIl sales contracts
14 Insurances

1 Jomt Venture agreement
2 ImplementatIOn agreement
3 ConcessIOn Agreement
4 Loan agreement

"-

5 AssIgnment Agreements
6 Escrow agreement
7 ArtIcles of assocIatIOn

Agreements
'-'

The project IS the result of a number of partIes, WIth dIfferent
t t d h ae t 1In eres s an concerns, reac mg gr emen or gIvme: approva

PartIes\Agreements 1 1213 I ~ 1
5

1
6 71 8 91 10 11 112 113 11~ 11)

• Government Jakarta I I I I I I I I I I I
• PrOVInCIal
government
• Kabupaten Badung '9/ I I I I
.PDMI f .,.,

I" I I
• Pnvate mvestors I'll \'1 .J I
• The project company i vlv !,f., ., ., ., vl~ "I~
• Lenders I~ 'VI~I I I
• Customers I I I I I 't
• Contractors I I I I ~ wlf [I) t\lI

• BuIldmg supplIers I I i I .."I y Y (..,,1
.;j

• Insurers I I I 19' I ~

• Escrow agent I I I YI I
• po""er supplIer PLN I I I I Iv l~ I
• Operator I I I V -i I
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PURSE Project
Nllsa Dlla Water Sllpply System, Bali

-----------~----------------------------------------~-

Deal-analysIs

The most Important aspect of thIS deal IS can the pnvate partners
recoup theIr Investment and theIr cost of capItal, and meet all other
project costs, from the Income to be earned from the sale of water
In the conceSSIOn area

The ans'wer must come from a cash flow analysIs a predlctlOn of
moneys earned and expended over the hfe of the project ThIS, In

turn, requires knowledge, or reasonable assumptIOns of
• cost of the project
• SIze, terms and condItIOns of the loans (debt servIce)
• sales-volume Tanffs
• costs of operatIOn and maIntenance In partIcular cost of power
• ta"Xes, levIes

ThIS necessItates early stage "soundIng outff dIscussIOns wIth all
partIes Involved The debt servIce and the main operatIOns costs
WIll be l'givens\~ and serve as gUideposts In the tarIff negotiatIOns

•
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PUR'SE PrOject
Nusa Dlla vVater Supply Sytstem, Ball

Cash Flovv AnalysIs
1 Cost of ProJect The costs of the facIlrty total Rp 46 billlOll
The O"vTIers brmg III Rp 15 bIllIon The balance of Rp 31 bIllIon wIll be
financed by outsIde lenders
2 Debtsemce
• Rp 15 bl1hon BAPINTIO 15 year loan at 21 %,
• Rp 7 25 bIllIon BPD loan for 10 years at 9%,
• e'Gstmg loan Rp 8 8 bIllIon 10 years at 15% (ll1terest first two years pard

byPDNvf)
3 The costs of operatIon and mamtenance are estImated at Rp 1 bllhon

mcreasmg annually, by Rp 0 05 bIllIon FIrst year Rp 6 bIllIon
4 The water sale revenues are estlmated to be
• 1995 - 2000 Rp 104 billIon
• 2000 - on Rp 16 bIllIon

•

( R lbll )- C h f1) as 0\" ana YSIS In .p 1 IOn
'rcnr I 93 I 94 9) 96 I 97 I 98 I 99 I 00 01 02 03 04
bnl1nc:: bf I I -428 -6 31 I -] 15 I 004 I 302 603 I 1-1. 6 I 23 1 I 316 400
In sales I I J 00 10.j. I 10 ~ I 10 4 I 10.j. I 160 I 160 160 160 160
out I I I I I I I I I I
dcbtscr; I I 1-3 b -31) 1·331 1-331 1-331 1-331 1-331 1-331 ·3 31 I -3 31 I -3 31
dcbtserv 2 I I -I 13 113 -I 13 ·1 13 I -I 13 I -1 13 -1 13 -1 13 I -I 13 I -1 13
debtser; 3 I I -1 75 -1 7) -1 7:J I -I 7:J I -I 75 -1 75 I -1 7) -I 7) I -1 7) -175
ooe-aUn!! I I I -100 I -105 - 1 10 I -I 1J I -I 20 -12:J I -130 I -135 -140 -145
out tOll1 I I -i03 1·72~ -i 29 I iJ-l. I -739 l-j-l.-l. j-7-l.9 1-754 -j J9 I -6.51
'tcct! flow I I -4 28 I -6 31 , -3 15 I -0 0..1 ! 3 02 I 6 03 I 14 6 I 231 I 316 400 495

I I I I I I I I
velf 1 0) I 06 Oi I 03 09 I 10 I 11 I 12 13 I~ 15 16
baI1nce be I 49.:J 1607 I i1 9 I 330 I 9-+0 I 104 , 113 r" I 1-1.6 [60 , 1i4 138-'_

In slles I 160 I 160 160 160 160 I 160 I 160 I 160 I 160 I 160 I 160 160
out I I I I I I
debtscrv [ I -3 31 I -3 31 -3 31 I -3 31 -331 I I I
debtserv 2 I , I I I

I I If
debtscrv 3 I I I I I I I
ooeratm!! I -I 50 I -1» I -1 60 I -1 6J I ·1 70 I -I i5 I -180 -1 8) -1 90 -I 9J I -200 -205
out total I -+ 31 I -486 -491 I -496 I -) 01 1 ·1 751 -1 80 -185 -190 -195 -200 -205
'tccd flow I 60 i I 719 830 I 940 104 I 118 I 132 1~6 160 174 IS8 202
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A) debtservlce durmg constructIon B) revenues for one\alf year sales
C) first year of posltlve accumulated cashflow D) hIgher ,nff starts

$!fsr AVAILABLE copy

Cash Flow A.nalysis
1 Cos. of Project The costs of the facI1nv total Rp 46 bllhon
Tre owners brmg m RD 15 bllllon The balance of Rv 31 billion Will be fInanced bv outside
lenders
2 Debtservlce

Rp 15 bIllIon BAPINDO 15 year loan at 21 %,
RD 7 25 bl1llon BPD loan for 10 years at 9%,
e"{Istmg loan Rp 8 8 bIllIon 10 years at 15% (mterest first two years pard bv .t?DAM)

3 The costs of operatlon and mamtenance are estunated at Rp 1 bIIltoIllyear mcreasmg
annually by Rp 0 05 bIlllon

4 The water sale revenues are estImated to be
1995 - ?OOO Rp 10 4 bullon

PURSE Project
Nusa Dua \\ ater SupplY System, Bah
---------------------------------------------------------- ~-----------------------

- :~2000 - on Rp 16 bIllIon
In the first year (' 95) only half a year's revenue IS earne "-?'

5 Cash flow AnalysIs (m Rp 1 billIony..B. •

yw 9J \101 I 9S I V rn , 95 'l9 f 00 ~ I ll" I 00 (\4

ballllCl: b( I -l 3 /-6JI J 5 I .01» J71 ~ 146 2.11 I JI 6 JO

In siIolcs I '500...1 104 10. I 104 ~. fl'" 16.0 r 160 160 I 16.0 I 160

out ~~~ I I I ........ , I I-
deblS.rv 1 ''"..... t/ -J IS Y 31S JJI J JI I J JI 1 3J1 3 JI I 331 J JI I J JI ~ -"dctJul/:rY _

I I 13 I 13 I 1 13 I 1 IJ r 1 13 II 1 IJ I I IJ I 13 113 I ( 113 .~V
del>U.rv 3 I '-' 17S 1 7S I $ I 11S I 17S I 11S I 7$ I 17S I 175 \,. I'~

opcr.lU"I I I 00 I 1 OS I 1 0 I 1 IS 1-0 1..5 130 I I JS I IJO 14$

outro~J I 703 7 4 I • 9 I 22::. I
7 J9 "44 749 7 S4 I 759 -6S1

xed no"" I I -l-S I ..i31 J 15 I ., 04 "30. 6 OJ I 146 :!JI 31 6 I 400 019",

I I r-""" I I I I
yw os 06 I 07 I 08 I 09 I 10 11 I I' 13 14 I 15 I 16

ba'~nce bf 495 flJ7 I '1 9 330 I 94 0 I 0<1 113 13' I 146 I IfIJ I I"' I 133

In :saleJ 160 160 16 a I 16~ I 160 I 160 160 160 I 160 160 I 160 160

OIll I I~ I I I I
debt5erv I I 331 I 331 I 331 J JI /, 3 JI I I I I II

debtserv l. I I ~1 I I
dcbtserv J I I I I ~ I I I
~nnc loSO 1 S5 I 160 16S I '"01 's ISO ISS I 190 19S I 200 I 20S

OUllou,l I -l31 I -l36 I -l91 -l96 I 501 I 1· ISO I 1 3S I 190 195 I 2.00 I ZOS

xed now 607 719 330 \WO 104 I lIS t\ lJ I 146 160 174 I 183 0%
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PURSE Project

Private Participation in Urban Services

Paiton One Power Project, East Java

Case Study

Jakarta, July 1994
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Paiton One Power Project

1.0 Background

1 1 IndonesIa has a large, and unmet, demand for power, on Java and Bah m particular
Power IS sold by the state power company, PLN There IS also pnvate sector Involvement
m the sector "CaptIve powerplants" supplv local mdustrIal parks and companIes With the
power they need Pnvate mvestment In power productIon on a large scale IS hO\\lever a
new phenomenon m IndonesIa It IS consIdered deSIrable, as the funds needed for the
necessarY mvestments are not available to the government

1 2 IndonesIa has very large coal deposIts, m KalImantan These need to be put to use
The plan for a large-scale coal-fIred powerplant m East Java was formulated m the late
70's It was revIved m the late 80's The sIte selected for such a plant IS on the north coast
of the eastern end of Java, some 50 Km east of Probolmggo It can accommodate coal
barges

1 3 The project as proposed Will be the largest pnvate powerplant m the country Its
capacIty WIll be 1320MW IndoneSIa's Installed capacIty IS some 11,000 MW The proJect,
called Palton One (P-I), IS only part of a larger desIgn, callIng for a total Palton-area plant
of some 4000 MW

20 PrIvate sector Involvement

2 1 In June 1990, GOI selected "umts 7 and 8" of Palton for pnvate mvestment The
Imtlal terms of reference were Issued to two pnvate bIdder,,) m December 1990, With
proposals due by May 31, 1991 Two consortIa were formed, known as BNIE and
BM11G The BNIE COnsOrtIum more than once Jomed, then Withdrew, from the race It
finally qUIt altogether, presumablv under pressure from GOI, when It was dIscovered that
the group lacked senollS fmanclal muscle The only party that remamed m contentIon was
BMMG

2 2 The Government negotIatmg team was not always empowered to make concessIons
and deCISIons The IndoneSIan partner was m such mstances helpful m arrangmg access to
the Mimster mvolved, so as to expedIte the matter, and keep the negotIatmg process on ~

track

2 3 After vanous rounds of negotIatIons that took more than two years, B.MMG and GOI,
finally reached agreement The process culmmated m the Slgmng of the key agreement, the
Power Purchase Agreement, between PLN and the Jomt venture company formed by the
members of the consortlum The slgn'ng took place on February 12, 1994

1
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30 The JOInt Venture Company

4 0 The Blddmg Process

General Elecmc Fmancmg C V IS a Dutch legal entIty, wholly-owned bv US gIant
General Electnc

325%
325%
20%
15%

~IEC InternatIonal BV (SUbSIdIarv of MISSIOn Energy)
Palton Power Investment Company Co, Ltd
General ElectrIC FInancIng C V
PT Batu Hltam PerKasa

4 1 The project has not been publIclv tendered Two groups had been InVIted to submIt
bids, BNIE and Bl'vfMG The BNIE group dId not submIt Its bId m tIme, and It Withdrew
from the race more than once It never submItted a senous bId and was elImmated from
the contest The bId evaluatIon process was complIcated by the fact that the tender
documents called for an unusual amount of detaIl (1500 plus lme Items) Such detaIl mIght
have been acceptable had the PLN wanted to become owner of the plant But It seemed
exaggerated m tllls case

3 3 PEC IS a so-called "BOO-company" Its purpose IS to bul1d, operate and forever own
the plant PEC has only one customer PLN Under a long term agreement With PLN, the
Power Purchase Agreement, the output of the plant WIll be sold to PLN for the penod of
30 years The plant WIll remaIn the property of PEC, but PLN has an optIon to buy It, as
per the Power Purchase Agreement •

Each of these shareholders has a certaIn expertIse that bodes well for the success of the
venture The Amencan comparues have the technologIcal and managenal capabilItIes
MItsUI IS very expenenced In Importmg eqUIpment mto IndoneSIa, whIle the local partner
bnngs excellent relatIons WIth the GO! at vanous levels as well as access to coal, as one
of ItS shareholders owns a coal termmal/transshIpment faCIlIty off the KalImantan coast

PT Batu Hltam Perkasa IS an IndoneSIan Company Its PreSIdent DIrector, and one of Its
major shareholders, IS Mr Haslnm S DJoJohadikusumo

Palton Power Investment IS a Japanese company, wholly-owned by MItsUI & Co , Ltd a
major Japanese manufacturIng and tradIng conglomerate

3 2 l'vIEC InternatIonal BV IS Dutch company, wholly-owned bv MIssIon Energv
Company, a US entIty, WhICh In turn IS owned by Southern CalIfornIa Energy, a large US
power company

3 1 The company that was formed by the consortIum IS PT Palton Energv Company
(PEC) It IS a lImIted lIabIlItv company ( Perusahaan Modal ASIng, "P!'vLA.") under
IndoneSIan law It IS entirely pnvatelv owned, and IS for 85% In the hands of foreIgn
entItles, whIle 15% IS owned bv IndoneSIan Interests It has the followmg shareholders

•

•
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50 The Power Purchase Agreement (PPA)

5 3 The PPA lIsts as condItIons precedent (condmons which must be fulftlled for the PPA
to become effectIve, even after It has been SIgned) the followmg

52 The three step pnce mtroduced m June '93 reflects the debt servIce schedule The
bank loans are to be patd off dunng the ftrst seven years, wlule the ftnancmg from the US
and Japanese Export Import Banks should be repaId by year 14

5 1 The PPA was concluded on Februarv 12, 1994 It IS the kev document of the entIre
prOject It spells out the responSIbIhtIes of the seller (PT Patton Energy Company) and the
buver (PT PLN) In Annex G It gIves full detatl of the calculatIon of the power purchase
pnce The pnce IS based upon a very complIcated formula Progress dunng the pnce
negOtIatIons looked as follows

98

GOl

8 195
6 005
3905

'98

856
841 I)

569 2)

998
873
57

103151

'96

77100

'91

75375

62151

0-7
8 - 13
14 - 30

3

the xmt1al borrowmg of Semor Debt shall have occurred,

Seller shall have receIved a legal opmIon from Legal AffaIl'S PLN on the
power of PLN to enter mto the transactIon

•

RepresentatIons and WarrantIes of both partIes are to have been duly
certified and handed to the other party,

all Governmental AuthonzatIOns, m connectIon WIth the PPA and the
Fmancmg Date documents are to have been obtamed,

each of the documents and agreements lIsted m AppendIX D to the PPA,.
"Fmancmg Date Documents", are to be m full force and effect,

year 0 - 7
8 - 13
14 - 30

•

•

•

I) Syndicated Bank loan paid off
2) EXIM Bank loans paid off

8/93 (agreement)

US CentsJkWh

6/93

Br.llvlG

9/91

4/93

I
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4

5 4 The documents that are to be m place as condmon precedent are the folloWIng

6 1 The Total cost of the plant IS US$ 25 bl1lIon It WIll be financed as follows

6.0 FInanCIng

US$ 6 bullon
US$ 5 billion
US$ 1 4 bl1lIon

Owners equity
Banks
EXIm US/Japan

The ConstructIon Contract
The Techmcal Asststance Agreement
The Fuel Supplv Contracts
The Fmancmg Agreements
The Sponsors Agreement (The Shareholders Agreement)
CopIes of CertIficates of Insurance
The Coal SupplY Plan
The GO! Support Letter
An amendment to SPPP Issued to Sponsors by BKPM, m form and
substance satIsfactorY to Sponsors and Seller
The ASSignment and Assumption Agreement between Shareholders and
Seller
Copv of the Letter from the Mmlster of Mmes and Energv to PL~

mstructmg PLN on the pnce

•
•
•

•

•

•

•
•
•

•

•
•

7 0 Security Package

7 1 From the pomt of view of both lenders and sponsors the Letter of Awareness and
Support from the MInlster of Fmance IS a cruCial document It states "In conSIderatIon of
Seller enterIng mto the PPA, the Government of the RepublIc of IndoneSIa WIll cause
PLN, Its successors and pemlltted asSIgns, to dIscharge PLN's payment obhgatIons under
the PPA whIch are due and payable and unsatIsfied by PLN " ThIs IS not an
uncondltlonal guarantee, but It IS a senous moral oblIgatIon on the part of GOI

6 2 The Chase Manhattan Bank IS lead manager for the bank syndIcate The loan
documentation IS confidentIal at tlus tIme The two EXIm banks, of the USA and Japan,
are studymg the deal but have not yet made theIr fmal cOmmItment WIthOut tlus
commItment, It would be unlIkely that the project could be realIzed MeanwhIle, m
antICIpatIOn of the finalIzatIOn of the fmancmg arrangements, SIte cleanng has begun, and
groundbrealang IS expected by MId August, all to be financed by owners eqUIty

The eqwty WIll first be "sunk. mto" the proJect, followed by the bank loans The banks are
fundmg the first phases of construction, and WIll be taken out by the EXIM Banks upto a
certaIn amount, and over a certam tIme The EXIm loans are scheduled to be substantIally
off the books after year 14

I
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80 The Price

8 2 The CapaCIty Payment represents payment for the net dependable capaCItY' and
conSIsts of two components, A and B and each shall be calculated on the basIS of a three
step dechnmg structure over penods of tlme vear 1 - 7, 8 - 13, and 14 - 30

8 1 The electnclty urnt pnce to be pard for Net Dependable CapaCIty and Net dependable
Output COnsIstS of two parts, CapaCIty Pavment and Energy Payment In addltlon,
supplemental payments shall be payable In the case of

74 Lenders WIll find further comfort and securIty In assIgrunent to them of all major
contracts PPA, The ConstructIon Contract, The Techmcal ASSIstance Agreement, The Fuel
Supplv Contracts, The Take-out Comnutment from the EXlm Banks, The Insurance
CertIficates

5

Component A relates the CapItal Cost Recovery Charge Rate (CCR),
Contract CapaCIty, Net Dependable CapaCIty, AvaIlabIlIty Factors
(prOjected and actual), Total hours In bIllmg penod

•

• Emergency output
• Start-up fuel costs attnbutable to PLN actIons
• Net electrIcal output pnor to COnllnISSlOn Date
• Fuel m1lllIIlum payment

7 5 The revenue stream, and the pnce IS denommated In US Dollars PLN WIll of course
earn Its Income from the retaIlmg of electrICIty In RUpIah It mav make Its payment to PT
Palton Energy In RupIah, but In amounts that correspond to the oblIgated US Dollar
eqUIvalent The full cOnvertIbIlIty of the RUpIah Will be guaranteed by the GOI

7 3 It IS therefore ImperatIve for the lenders to have some control over the cashflov. ThIS
IS achIeved by usmg an escrow account The funds paId bv PLN WIll be put In an escro\\
account from whlch the major payments of debt servIce, and of operatIons e,<pendltures
are to be made

7::: The detaIled secunt\- oackage avarlable to the lenders IS not known at thIS pomt due
to the confidentlalirv of the negotIatIons and of the draft documentatIon Vve do knOv. that
there wIll be no guarantees from the parent companIes or from the GOr The project IS
financed only on the basiS of ItS prOjected cashflov. PLN IS oblIgated to purChase the
output of the plant at agreed upon pnces that can be corrected for certam changes In me
cost structure such as the pnce of fuel Thus, PT Palton Energ\' s abl1lt\- to produce and
delIver electnclrv and PLl'< s abilIrv to take delIvery and to pay for It are the ke'v stones
of thIS project As the obltgatIons to lenders are denominated In 'L S Dollars the pnce
calculatIon mecharusm allows for changes In the RUPIah-USDollar parm ove" a base
pant\- (See below under 8 0 The Price)

•
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Component B relates the FIxed OperatIon and Mamtenance Cost Recoverv
Charge Rate (FONfR), Contract Capacrtv ~et Dependable CapacIty
Avallabl1lty Factors, Total Hours FOMR m turn has two components
FOMR(fm), m respect of non-Rp based fixed O&M costs and FONfR(lm)
m respect of Rp based fixed O&.M costs

8 3 The Energy Payment represents payment for the net electrIcal output and also conSIsts
of two components, C and D

Component C relates the Energy Rate Charge (ECR) m respect of fuel costs
per kWh of energy produced In bIllmg penod Actual Energv receIved bv
PLN as read from the kWh meterIng system, the WeIghted Ayerage SpeCIfic
heat Rate, the SpeCIfic heat Rate at Contract CapaCIty The ECR s value for
the bl1lmg penod IS detemuned by the SpeCIfic Heat Rate the HIgher
Heat10g Value of Coal, and the Allowance for the Cost of Coal

• Component D relates the Vanable OperatIon and Ma10tenance Cost
Recoyery Charge Rate (VOMR) and Actual Energy receIved by PLN
VONfR 10 turn has two components, VONfR(fm), 10 respect of non-Rp
based vanable O&M costs, and VONfR(lm), 10 respect of Rp based
vanable O&M costs

8 4 Each of the four charge rates used 10 the components A - D IS subject to adjustments,
so Its speCIfic value for the bIllIng penod can be determ10ed

• The CCR IS adjusted for the Rp to US$ exchange rate vanatlon over a base
rate, applIcable to the bIllIng penod

• The FONfR(fm) IS adjusted for the Consumer Pnce Index for the Uruted
States, and the Rp to US$ exchange rate vanatlon over a base rate,
applIcable to the bIll10g penod

• The FONfR(lm) IS adjusted for the IndoneSIan Consumer Pnce Index

• The ECR IS affected by adjustments 10 the allowance for the cost of coal,
whIch, 10 part, IS based on foreIgn currency costs SpeCIal calculatIons apply
In case of a Coal Supply Force Majeure Eyent

The VOMR(fm) IS adjusted for the Consumer Pnce Index for the Umted
States, and the Rp to US$ exchange rate vanatIon over a base rate,
apphcable to the blllmg penod

The VORlV1(lm) IS adjusted for the IndoneSIan Consumer PrIce Index

8 5 Each of the factors mentIoned above IS Itself the result of a comphcated calculatIon

In tins case descnptIon, we have SImplIfied the calculatIon of revenues of the proJect, to
obtaIn "ball park figures"

6
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9 0 Cash Flow AnalysIs

9 1 The projected cash flow of the project IS a kev tool for lenders and Investors to
determme whether they are gOIng to recoup theIr Investment or loan and get an adequate
return In the form of dIvIdends or Interest A verY sImple cash flow has been prepared It
IS based on assumptIons, as detaIls on finanCIng arrangements are not known at thIs tlme

9 2 AssumptIons

1 Cost of Project The cost of the two unItS totals USS 25 bIllIon The owners brmg
In US$ 0 6 bIllIon The balance of US$ 1 9 bIllIon wIll be fInanced bv outsIde
lenders

2 Debtservlce
ConstructIon Phase, years CO- C4, Interest only
OperatIon Phase, years 01 - 030, Interest and pnncIpal

CommercIal Bank SyndIcated loan of US$ 0 5 bIllIon Taken down In vears
CI and C2
One tranche of US$ 250 mIllIon amortIzed over years 01-07
The other tranche of US$ 250 mIllIon to be paid back as "bullet" based on
take-out comnutment by EXIM Bank, USA, at the end of year 07 Average
Interest rate 10% per annum

• EXIM Bank USA
One tranche of USD $ 800 mIllIon to be taken down m year C3, amortIzed
over years 01-013
One tranche of US$ 250 mIllIon to be taken down at the end of year 07
Interest rate 9% per annum

EXIM Bank Japan $ 600 mIIhon to be taken down In year C4, amortIzed
over years 01-013 Interest rate 9% per annum

3 Cost of OperatIon and MalDtenance IS estImated at US$ 250 mIlhon/year As
cost of coal makes up 75% of 0 and M cost, and the pnce calculatIon mecharnsm
allows for adjustment In the sale~ pnce If there IS a vanatlon In the pnce of coal,
and any other mflatlonary effects result In pnce adJusnnents as well (Consumer
Pnce Inde'<.-related), the 0 and M costs are kept flat for the purpose of thIs
analysIs, as are the annual revenues

4 Revenues are based upon the pnce agreement reached, and set forth In the PPA
year 1-7 US$ 765M/yr, year 8-13 US$ 745'M1year, and year 14-30 US$
505'M1year

5 Cash Flow AnalysIS (10 usn 1 mIllIon)
Spreadsheet attached

7



10 0 ConstructIOn MIlestones

11 Other Matters Covered In the PPA

The Power Purchase Agreement IS Wlde 10 scope In addItIon to the already mentIoned
matters, It covers

10 1 The Project has two phases, ConstructIon and OperatIon For the constructIon penod,
there IS the follOWIng MIlestone Schedule

Bl1IIng, payment and metenng

OperatIOn and ma10tenance of the plant, 10cludIng pollutIon control

8

ConstructlOn, mcludmg the connectIon Wlth the PLN gnd system Start-up and
commIssIonmg

The ImplementatIon of the proJect, mcludIng the obtammg of the necessary
approvals

•

•

MIlestone Urnt 7 urnt 8
Month Month

• Fmancmg Date 0 0
• Start of Site MobIlIzatIon 1 1
• Commencement of Works 2 2
• MechanIcal completlOn dates

Turbme Foundatlon 23 17
Boller SteelJDrum LIftmg 26 20
Inlet/dIscharge Canal 30 30
ChImney 34 34
Coal Jeny/hand1mg system 34 34
Waste water treatment plant 37 37
Transformer System 37 31
Turbme Bwldmglcontrol room 37 31
Backfeed power for testIng 38 "t':J_

BOller pressure test 39 ......
:J:J

Turb1Oe-generator mstallatIon 41 35
• Turbme roll 44 38
• Irntlal synchrornzatIon 45 39
• IrntIal fmng (coal) 46 40
• ComnllSSIOn Date Urnt 8 43
• Reqwred commercIal operatlon date (Urnt 7) 49
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The appendIces to the PPA cover

Force Majeure

Insurance, mdemmficatlon and habilIty

AssIgnment, PLN's consent to asSIgn to lenders

9

project descnptlOn and desIgn COnditlons
techrucal lumts
pnce adjustments m certam events
techrucal detaIls on mterconnectlon
electncity measurement and testmg procedures
operatmg procedures
envIronmental requIrements and procedures
mvoIcmg and payment procedures
coal pnce determmation
sIte plans

•

Covenants among others, on fuel supply, complIance WIth laws and use of shared
facI1mes

TenmnatIon, RepresentatIons and warrantles, settlement of dIsputes

•
•

•

•
•

•

• Purchase optIon for PLN to buy the plant

•

• MorntorIng, access to books and records, audIts

•

•
•
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----------~--------

CASH FLOW ANALYSIS PAITONONE

-L
-to-

c 0
Year I 2 3 4 I 2 3 .. 5 6 7 8 9 10

Revenue 400 765 765 765 765 765 765 745 745 745

Debl service I 25 25 25 25 51 51 51 51 51 51 51
Debt service 2 25 25 25 25 25 25 25 25 25 25
Debl service 3 56 56 56
Debl service 4 36 72 107 107 101 101 107 101 101 107 107 107
Debl service 5 27 80 SO SO 80 SO 80 SO 80 80 80
O+M 250 250 250 250 250 250 250 250 250 250
TolalOll1 25 SO t 86 149 513 513 513 513 513 513 513 493 493 493
Nel now 25 50 86 149 il3 252 252 252 252 252 252 252 252 252
Accd Flow 25 75 161 310 423 171 81 333 585 837 1089 !loll 1593 1845

0
Year II 12 13 14 15 16 17 18 19 20 21 22 2J 24

Revenue 745 745 745 745 504 504 504 504 504 504 504 504 504 504

Debl service I
Debt service 2
Debl service J 56 56 56
Debl service 4 107 107 107
Debl service 5 80 80 80 -- ---
O+M 250 250 250 250 250 250 250 250 250 250 2'i0 2')0 2S0 2S0---- -- - --- ---- ----
Tolalolll 493 493 493 250 2)0 250 2)0 250 2'iO 250 2'i0 l'iO 2S0 250

- --- ---
Nel now 252 252 252 254 254 254 254 254 254 254 2')4 2')4 2')4 2')4

- --- -
Aced Flow 2097 2349 2601 2855 3109 3363 3617 3871 4125 4379 46H 4HH7 5141 5195


