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U.S. Treasury Office of Technical Assistance

The mission of the Department of the Treasury’s Office of Technical Assistance (OTA) is to help finance

ministries and central banks of developing and transition countries strengthen their ability to manage
public finances effectively and safeguard their financial sectors.

U.S. Treasury OTA’s Technical Assistance model:

OTA engagements are constructed on a resident- or intermittent-advisor basis with OTA advisor
working directly with counterpart agencies.

Treasury’s program consists of six core areas:
eGovernment Debt Issuance and Management
eBudget and Financial Accountability
eBanking and Financial Services

eEconomic Crimes

eRevenue Policy and Administration

e nfrastructure Finance

U.S. Treasury OTA has been supporting PLN, Indonesian State Owned Electric Utility and other related
agencies of GOI agencies since 2013 in development of robust fiscal and transactional management
practices for implementation of Renewable Energy programs in Indonesia.

https://www.treasury.gov/about/organizational-structure/offices/Pages/Technical-Assistance-.aspx




Some Good News

HER
== Bloomberg

There Are MoreJobsin Solar than Oil and Gas, Coal ExtractionintheU.S.

Employment grew 6 percent in solar and slumped 18 percent in upstream oil and gas and
support services
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Clean-Energy Jobs
Surpass Oil Drilling for
First Timein U.S.
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Some Good News

All thanks to RE Incentives!!




What are Incentives?

Incentives — above market tariffs, prices or any other direct and/or fiscal

mechanisms provided, to benefit, and directed toward certain sector or industry
development and investment.

Beneficiary — Mechanism < Sources of Funds

Renewable Energy ] Pasz;c)l*\\/r(;t;g:lzfs:ues: ] * Governments
Industry  REBU v  Utilities
Utilities

Taxes I Levies

v

Renewable Energy Incentives are not an expense, they are
an Investment, just like any other public infrastructure!




Targeting Incentives

Policy makers, government and regulatory agencies have a variety of fiscal and
direct incentives tools that allow them to target specific segment of the society
that will ultimately pay for the incentives and exactly who will be the
beneficiaries and via what mechanism.

Low Cost Finance

Tax Holiday Levies

FIT Tax
ITC

Grants

Credit Guarantees

Import Duty Exemptions

Focus on getting the incentives correct




Case Study: RE Incentives Indonesia

(GWh)
PLTA 4,88%
11.163,62

Sewa

Pembangkit 9,81%
22.443,56

PLTU 39,05%
PLTG 2,38% 89.249,38
5.445 68
PLTD + PLTMG + PLTP 1,87%
PLT Surya + 428537
PLT Bayu 2,03%
4.640.93 PLTGU 16,66%

38.068,45

Produksi Sendiri

Dibeli 23,30%
53.257,93 GWh

Produksi Sendini + Sewa
76,70%
175.296,98 GWh

Produksi Total

Source: PLN Statistik

QUICK FACTS:

PLN: Fully vertically integrated state owned
electric utility. Generation, Transmission,
Distribution

* Total generation capacity 37GW (PLN + IPP)
* 23% of generation portfolio IPP

* PLN operates over 4,000 separate systems
* Indonesia Electrification ratio 81.7%

Regulator: Ministry of Energy and Mineral
Resources (ESDM) plays a role of market
regulator, although there is no independent
market regulator. ESDM regulates consumer
tariffs and issues RE related regulation (FiT
programs)

Subsidies: USD 7.9 Billion in 2014




Case Study: RE Incentives Indonesia PLN Subsidies

PLN Cost of Generation (July 2015 USD/kWh)

0 Unit Sale Price Costof Gen % Gen kWh PLN Subsidies:
1 ACEH [T0.06 020 ——=63%»| Costs of electricity generation and
2 sumut 0.07 0.17 431% 1 delivery exceed revenues collected
3 SUMBAR 0.07 0.10 1.51% ¢ lectricit |
5 S2JB 0.07 0.10 3.20%
o L] L] [ ] L]
6 BABEL 0.08 0.20 0.42% | pLN Subsidy USD 7.9 Billionin 2014
7 LAMPUNG 0.07 0.10 1.77%
9 KALBAR 0.07 0.20 0.97%
10 KALSELTENG 0.06 0.12 159% Current RE FiT (S/kWh):
1.46% .
11 KATM 0.08 0.14 * Geothermal 0.122 (progressive)
12 SULUTTENGGO 0.07 0.16 1.31% fird .
13 SULSELRABAR 0.07 0.11 2.67% C M|n|'HYdrO 0093 (Ievellzed)
14 MALUKU 0.07 0.23 041% e Solar Pv none
15 PAPUA 0.09 0.20 0.60% Wind Power none
16 NTB 0.07 0.18 0.68%
17 NTT 0.08 0.22 0.37%
19 BALI 0.09 0.09 2.27%
15.22% .

ig jﬁxﬁ CE;\ISTTRAL gg; 882 T 72% of gen kWh. Most attractive for

: i ' 00 investment due to access and robust
22 JAVA WEST 0.07 0.08 25.37% 9
23 JAVA METRO JAK 0.09 0.08 20.35% liel.
Forex USD/IRD 13,499 08/03/2015 Source: PLN




Case Study: RE Incentives Indonesia RE Cost Paradox

PLN Cost of Generation (July 2015 USD/kWh)

Sale Price Costof Gen % Gen kWh PLN Subsidies:

0 Unit

1 ACEH 0.06 0.20 1.03% Costs of electricity generation and

2 SUMUT 0.07 0.17 431% delivery exceed revenues collected

3 SUMBAR 0.07 0.10 1.51% ..

4 RIAU 0.08 0.13 5,079 from electricity sales.

5 S2JB 0.07 0.10 3.20%

o BABEL 0.08 020 242% PLN Subsidy USD 7.9 Billion in 2014

7 LAMPUNG 0.07 0.10 1.77%

9 KALBAR 0.07 0.20 0.97%

10 KALSELTENG 0.06 0.12 1.59% | Current RE FiT (S/kWh):

L KADIM 0.08 0.14 146% 1+ Geothermal 0.122 (progressive)

12 SULUTTENGGO 0.07 0.16 1.31% -

13 SULSELRABAR 0.07 11 757%r| ¢ Mini-Hydro 0.093 (levelized)

14 MALUKU 0.07 23 0.41% | » Solar Pv none

15 PAPUA 0.09 20 060% | o \Wind Power none

16 NTB 0.07 18 0.68%

17 NTT 0.08 22 0.37%

19 BAL 0.09 .09 2.27%

;2 jﬁxﬁcE:l\?TTRAL gg; 882 ﬁ;i: 72% of gen kWh. Most attractive for
' ' investment due to access and robust

22 JAVA WEST 0.07 0.08 25.37% )

23 JAVA METRO JAK 0.09 0,08 20.35% grid.

Forex USD/IRD 13,499 08/03/2015 Source: PLN




Case Study: RE Incentives Indonesia RE Implementation Costs

RE implementation program will require additional subsidy as costs remain
relatively high due to two factors:

e Cost of average generation cost remains low (35GW program)

* High level of RE Tariff requirement

RE Funding Gap

RE Funding Gap is additional funding
o Fundling (subsidy) required to bridge the gap
Gap between PLN’s cost of generation and
RE FiT levels, (excluding cost for
transmission, distribution, and

RE
PLN FiT independent of electricity subsidy).
Cost of (IDR/
Gen kWh) Funding required to implement 14GW
|(<Iv[3/|:1/) of RE is between USD 6 and 10 Billion

over 10 years up to 2025.
(Excluding recent 5GW Solar Pv plan)




Case Study: RE Incentives Indonesia RE Tariff

High level of RE Tariff requirement

 Underdeveloped industry, not yet optimized. (This will change with time)
e High cost of finance

Cost of Finance Indicators

Country Rp Total Rp Ke Govt 10 Yr Benchmark CreditInterest Moody's

@ Beta 1.0 Bond Yield Interest Rate Rate rating
Thailand 2.47% 8.72% 11.0% 2.29% 1.50% 7.10% Baal
Philippines 2.94% 9.19% 13.6% 4.37% 3.00% 6.86% Baa2
Indonesia 3.40% 9.65% 17.5% 7.88% 6.75% 12.86% Baa3

Solar Pv FiT TH: 15.8 ¢/kWh
PH: 19.1 ¢/kWh

Govt 10 Yr Bond Yield, Benchmark Interest Rate TradingEconomics 06/06/16, Benchmark Rp for mature market 6.25%, Country Rp & Total Rp NYU Damodaran
Credit Interest Rate Businis Indonesia




Case Study: RE Incentives Indonesia PLN Stance on RE

Although FiT exist the source of funds (Cost Recovery Mechanism is not robust)

S S
Beneficiary — Mechanism abREEEELLEL Sources of Funds
Renewable Energy W ( PLN- implementation | ,
Industry J L ESDM - regulation '

In 2015 PLN rejected implementation of Mini-Hydro FiT program citing lack of
government support.

What's next?

©CJOTA




Case Study: RE Incentives Indonesia GOl Position

GOl has taken steps to establish strong supporting RE incentive programs.
 Performance Based Regulation (Ministry of Finance)

 PLN EBT — an effort to decouple RE and PLN’s subsidies (Multi agency effort)
* RE Resilience Fund- Special task force P2EBT (Ministry of Energy)




RE Incentives

Development of effective and sustainable incentive program for RE requires a disciplined approach:
* |dentifying sources of funds and its beneficiaries

* Designing funds disbursement programs (FiT, auctions, etc.)

* Synchronized planning and budgeting across all responsible agencies

* Establishing financial safeguards and fund management practices

* Establishing multiyear appropriation

Q From Whom?
Pass through agencies:
Q Gov, Regulatory,
Q Utilities

For Whom?

LHOTA




U.S. Treasury OTA
Government Debt and Infrastructure Finance Team: Provides strategic and technical assistance to
develop market-based means of public finance through the issuance of domestic government securities;
increases the efficiency of government debt management; and implements comprehensive debt
strategies that diversify sources of finance, reduce liability risk and lower debt service burdens. The
team also provides technical assistance to accelerate the development of financially sound
infrastructure projects.

Thank you.

Contact:
milosz.mogilnicki@otatreas.us




