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Third Party Evaluator’s Opinion on
Java-Bali Transmission Line/Substation Development Project (East Java) (I&II)

Dr. Pande Radja Silalahi
Vice Chairman/ Indonesia Antimonopoly Authority
Staft/ Center for Strategic and International Studies-Jakarta

Relevance

The report is concise and covers all the relevant subjects set out in the DAC Evaluation Criteria.
Development of the power transmission and distribution grid in East —Java has very high relevance
especially in supporting or facilitating the power demand from industry, both mining and manufacturing. In
fact, it could be argued that the development of the power transmission and distribution grid will become
even more important as the economy of Indonesia and East Java is now on course for recovery after the
economic crisis in 1997. Enhancing the stability and reliability of power supplies continues to be an critical
issue especially due to the potential an energy crisis within Java-Bali, even though there are indications at
this stage that supply capacity and the transmission and distribution network remain deficient.

By improving of the reliability and stability of power supplies by meeting increase in demand it
might be expected that economic activities will increase and as a result the added value received by the
people at large or companies in the region will increase significantly. This project had positive impacts on
local economic activities due to the cost reductions, which achieved via decreases in transmission and
distribution loss. The actual cost of the projects was much lower than the estimate at the time of appraisal
(about 44,47%) resulted mainly from international competitive bidding for transformer equipment,
followed by, depreciation of local currency. Even though that the project was completed approximately 15
month behind schedule this project had contributed in guaranteeing better supply capacity in East Java.

Impact

It might be admitted that the project resulted in positive economics and social impacts. The project
resulted in regional development in terms of improved availability and continuity of power supply to
household as well as companies in the targeted region (East-Java).

The increase in the substation capacity by approximately 30% of medium voltage transformer
capacity expansions, increase in transmissions from all substations, increase in the number of
customer handling capacity, improvement of SAIFI and SAIDI indexes, decreases in transmission
loss had contributed to development of industrial sector in East Java. However, the economic
crisis in 1997 resulted in the demand for power dropped and standstill after the year of crisis. This
development had an impact on the calculation of the effectiveness of this project. Due to the
impact of economic crisis and the price policy of electricity applied by government, the accurate
economic benefit derived from this project is very difficult to quantify, and as a consequences the
estimated economic rates of return (EIRR) also is very difficult to calculate. Therefore, in order to
show whether this project was cost-efficient accurately, we need to compare the unit cost of the
project with unit cost of a similar project and taken into account the subsidy policy implemented
by government.

The report pointed out that the actual cost was much lower than the estimate at the time
of appraisal (about 44,47%). The significant cost under-run, about 44,47% lower than originally
estimated, resulted from the excessive competition among bidders and the appreciation of the
Yen vis-a-vis the Indonesian Rupiah.
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