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ADB CTF Private Sector Geothermal Program: Indonesia & Philippines) 

ADB response to the CTF Trust Fund Committee with regard to questions from: 

1. United Kingdom (July 15, 2016)  
2. Germany (July 19, 2016) 
3. United States of America (July 26, 2016) 
4. Tebtebba (27 July 2016) 

 

Questions from the United Kingdom 

      
1. Additionality - Indonesia already has 5 projects with a focus on the geothermal sector.  What is 
this project adding to the development of the sector that the other programmes are not?  And if there is 
something unique and essential to the development of the sector why has it not been addressed in any of 
the other programmes previously? It is stated that several projects (440 MWe) are at an advanced 
construction including the Sarulla and Rantau Dedap projects, partially financed by the CTF country 
programme for Indonesia. However, the proposal doesn’t highlight very well how this is additional to other 
geothermal projects by CTF – in particular what specific barriers this project will address to create an 
enabling environment for private sector to invest in geothermal projects.   
 
ADB: This program is largely a continuation of ADB’s initial 2013 $150 million (3 project) CTF 
Geothermal Program in Indonesia (https://www-cif.climateinvestmentfunds.org/projects/private-sector-
geothermal-energy-program). This program has similar objectives, and adds the Philippines as an eligible 
country, where roughly half of the capital is expected to be deployed. Evidence suggests private sector 
interest in the geothermal sector in both countries is increasing from initial projects financed with 
concessional capital. However, more momentum is arguably needed for the sector to scale up to its full 
potential. Under the 2013 program, Sarulla received $80 million of CTF support, Rantau Dedap received 
$50 million, and a third project currently under processing will likely receive $19.25 million. The projects 
under this proposal are likely to receive roughly $14 million of capital each. While project sizes have been 
decreasing, so also has CTF support. 
 
2. We are unclear as to how the decision to opt for option (i) or (ii) is taken.  The cost of insurance is 
likely to be very high so we are not sure how this option could ever be more attractive to private investors 
than the provision of CTF financing covering the exploration drilling, even taking account the fact that 
debt will be more expensive under (ii), reflecting the increased exploration risk for the banks. We’d be 
grateful if the project team could explain this further.  
 
ADB: The cost of geothermal insurance is roughly a 10% premium (e.g., $1 million is required for an 
insured sum of about $10 million) plus an own risk share (deductible) of about $1 million1. This premium 
is high partly because geothermal insurance has not yet been provided in Indonesia and the Philippines. 
Part of the aim of this component of the program (if utilized) would be to help demonstrate the use of 
insurance products in this area, provide a benchmark transaction, and help to lower premiums for future 
sponsors who would not have access to CTF. 

1Asian Development Bank and The World Bank. 2015. Unlocking Indonesia’s Geothermal Potential. © Asian 
Development Bank and The World Bank. https://openaccess.adb.org; https://openknowledge.worldbank.org. 
Available under a CC BY 3.0 IGO license. 
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3. On option (i) and in the event that the insurance is triggered as the exploration and drilling are not 
successful, the sponsors would have no obligation to repay the contingent grant but we were wondering 
what type of control we hold for the utilisation of the insurance proceeds?  
 
ADB: ADB would negotiate policies such that in these circumstances, insurance proceeds would flow to 
CTF (through ADB) for CTF financed drilling and to ADB for ADB financed drilling. 

 
4. It seems that option (ii) would be favoured for expansion projects where “resources are partially 
proven and the cost of a premium may be prohibitively expensive” – as pointed out above, we should 
understand the decision process for opting for (i) or (ii): if resources are proven, no insurance should be 
needed and if they are unproven the insurance is likely to be very expensive.      
 
ADB: If resources are semi-proven insurance will likely not be used. ADB would determine the need and 
cost effectiveness of deploying insurance products through due diligence in line with CTF’s guidance on 
the principle of minimum concessionality.  

5. The geothermal exploration risk insurance proposal seems an in innovative concept and this 
project could demonstrate proof of concept. However, has any assessment been conducted on whether this 
has worked in other regions (e.g. Africa or Latin America)?  
 
ADB: Geothermal insurance has been used in Africa and Latin America on a small number of wells (e.g., 
in Kenya2) but not yet at scale or over a sufficient time to make a significant impact. However, insurance 
in other contexts, for example in large/complex construction projects has proven to be an effective tool for 
de-risking projects for financiers. Evidence suggests the price of insurance decreases over time as its uptake 
increases. 

6. Both the Philippines and Indonesia have seen moves by their governments to encourage private 
investment in the energy markets previously dominated by state owned utilities for quite some time (2009 
and 2008 respectively). How confident can we be that this programme will unlock private investments in 
the development of the pipeline of geothermal projects, is the ADB confident that the policy and regulatory 
structures put in place will enable the private sector to invest? In the Philippines in particular, the structure 
of the power market due to the WESM (and the non bankability of projects due to the inherent merchant 
risk ) sounds like a structural obstacle to private investments (even if the programme unlocks some of these 
investments, we are concerned about the future replicability without the programme if the structure of the 
market is not reformed).  
 
ADB: Both countries have made efforts to encourage private sector investment, as demonstrated through 
efforts to introduce feed in tariffs for geothermal power. These efforts have made good progress in 
Indonesia and are ongoing in the Philippines.  In Indonesia (in addition to reform of geothermal laws and 
regulations as discussed in q. 17 below) the government has been taking steps to improve the attractiveness 
of geothermal PPA tariffs3. However, even at the high end of the new ceiling, equity IRRs remain low, 
which limits the appetite of investors. In the Philippines, due to the challenges presented by WESM and the 
merchant market, there are ongoing discussions between developers and government to regarding the 
introduction of a feed in tariff for geothermal projects. In addition, diminishing domestic sources of natural 
gas are pushing developers to increasingly explore long term PPAs with distribution utilities for geothermal 
projects. These factors are both increasing pressure on the government to respond with appropriate policy 

2 https://www.munichre.com/en/media-relations/publications/company-news/2015/2015-07-30-company-
news/index.html 
3 Taking Sumatra region for example, the PPA tariff ceiling has evolved as follows: 2008 - USD 0.045/kWh; 2009 - 
USD 0.097/kWh; 2012 - USD 0.10/kWh; 2014 - USD 0.134/kWh   
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and regulatory support for geothermal projects. In the meantime, concessional CTF funds are expected to 
stimulate private sector investment in the sector by offering more attractive risk return profiles for investors. 

7. As part of this project, has it been considered whether additional incentives from respective 
governments – other than CTF concessional financing – will be needed to increase private sector 
involvement?  
 
ADB: As of August 2016, the Government of Indonesia is considering a new feed-in tariff “mechanism” 
to assist geothermal developers in a bid to boost the development of the geothermal energy sector4. Efforts 
in the Philippines to introduce a feed in tariff for geothermal power in line with feed in tariffs for other 
renewable energy technologies are ongoing5. 

8. Could you split up the estimate of co-finance? Currently private sector and bilateral co-finance are 
combined  
 
ADB: The co-financing would likely come entirely from the private sector (proposal has been adjusted) 
 
9. We note that even if all of the co-finance was from the private sector the leverage ratio is still 
relatively low (1:3) for a DPSP project  
 
ADB: The low leverage ratio is a worst case scenario representing drilling and exploration costs only. 
However, projects are likely to be financed on an integrated basis (including drilling, exploration and power 
generation) and therefore the leverage ratio is expected to be much higher. 

10. How are the results from this project being attributed? If CTF funding is being used for exploration 
phase then the results should not be fully attributed as that could lead to double counting once the later 
phases begin. How will ADB/CIF AU ensure that there is no double counting for this project?  
 
ADB: As mentioned above, projects are likely to be financed on an integrated basis (including drilling, 
exploration and power generation). If projects are financed in phases, results will be attributed only to the 
phases supported by CTF. 

11. Please could the project team provide more detail on the development impact of the project, 
currently the PAD focuses on the direct impacts but what are the wider development impacts of the project? 
E.g. jobs, environmental improvements, air quality, energy prices etc.  
 
ADB: The main development impact of the program would be reducing emissions and lessening the impacts 
of climate change. The graph below shows Indonesia in particular, and the Philippines to a lesser extent, 
are high emitters per capital in comparison to their Southeast Asian peers. Both countries are also 
experiencing growth in emissions as their economies develop. This program is designed to help these 
countries transition to less carbon intensive economies. The main additional co-benefits include job creation 
and improvements in the reliability and stability of electricity supply (including trickle down impacts for 
SMEs, schools, health facilities etc). 

4 http://www.thejakartapost.com/news/2016/08/11/govt-prepares-feed-in-tariff-mechanism-to-boost-geothermal-
energy.html 
5 http://www.thinkgeoenergy.com/developers-in-the-philippines-ask-for-specific-geothermal-technologies-feed-in-
tariff/ 
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Figure 1 - GHG emissions per capita - selected Southeast Asian nations 1960-2012 

 
Source: World Development Indicators6 

12. It is clear that CTF funding in the short-term is needed to enable the private sector to invest, 
however, what assessment have been done on when the geothermal market will be sufficiently developed 
and will no longer need concessional financing?  
 
ADB: As with other CTF program, the use of concessional finance is intended to finance demonstration 
projects that act to serve as benchmarks for future sponsors and financiers. ADB has gathered evidence 
from extensive discussions with project developers and assessment of the identified project pipelines in 
Indonesia and the Philippines, and arrived at the conclusion that there is potential for scale up in the order 
of ~600MW of new capacity from this program. This represents 10% of the joint pipelines of both countries. 

13. We understand from our country office in Indonesia that a similar previous project between ADB, 
WB and GoI was carried out in 2010 (via PIP of MoF) which was not successful, what is different about 
this project and what lessons have been learned from the 2010 project?  
 
ADB: We understand the Geothermal Revolving Fund Incentive Fund Managed by PIP (Government 
Investment Center) remains undisbursed to date as it required loans to be fully collateralized by sponsor’s 
balance sheets. This failed to adequately address the high exploration risk issues7. 
 
14. The country office in the Philippines flagged that it would be beneficial if this project could be 
targeted towards tackling the power deficits in the Visayas and Mindanao regions in particular but we do 
appreciate that this could depend on the decisions made once the project is underway. 
 
ADB: ADB will focus on underserved areas of the Philippines’ grids if possible. 

6 https://www.google.com/publicdata/ 
7 Climate Investment Funds, 2015. Indonesia - Investment Plan (Revised). Endorsed by the Trust Fund Committee 
on May 27, 2015, Washington DC. 
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Questions from Germany 

15. The presented concept to encourage private sector participation in the development of geothermal 
power resources in Indonesia and Philippines seems plausible and suitable to lower barriers for private 
sector investments in the geothermal sector. We agree with the analysis, that the use of concessional finance 
for geothermal drilling, exploration and power generation due to limited levels of government support in 
Indonesia and the Philippines, and high potential in these countries is needed to unlock significant private 
sector investment in this subsector. Especially, the use of geothermal exploration risk insurance has a 
significant potential to increase private sector participation as high cost and risk of drilling and exploration 
are preventing the development of many geothermal projects. We highly recommend, if not already done, 
to coordinate the project concept with a World Bank proposal for using CTF Funds in the amount of 50 
Mio. USD to facilitate investments in geothermal energy in Indonesia (“Geothermal Energy Upstream 
development project”), primarily by setting-up a Risk Mitigation Facility for Geothermal Exploratory 
Drilling, in order to maximize synergies between these two projects 
 
ADB: Noted. ADB will coordinate this program with the World Bank and other DFIs.  

 
 

Questions from the United States of America 

16. What is the expected breakdown of the $30 million CIF investment between Indonesia and the 
Philippines? 
 
ADB: Amounts will be determined over the course of diligence applying the principal of minimum 
concessionality. However, at this stage, ADB expects the program will likely support two projects with 
CTF capital of roughly $14 million in the Philippines and $14.5 million in Indonesia. 

17. Our understanding is that there have been significant changes to the laws governing geothermal 
in Indonesia over the past few years, yet the discussion in the proposal does not reflect these changes. 
Please provide an updated explanation of the legal and institutional context and better explain how the use 
of CTF funds will address current barriers. 
 
ADB: The Indonesian 2014 Geothermal Law replaced the 2003 Geothermal Law, with differences in 
several key areas.  Firstly, the 2014 law delegates the authority for tendering and licensing to the central 
government (rather than to central and regional governments), thereby standardizing and simplifying 
application processes for project developers. The 2014 law also classifies geothermal exploration activities 
for power generation purposes as non-mining activities, thereby alleviating some of the administrative 
burden previously placed on sponsors.  These changes are positive in terms of reducing legal and regulatory 
hurdles, and streamlining administrative processes.  However, they do not address the fundamental 
imbalance between risks inherent in geothermal development and the return to compensate for taking such 
risks.   
 
18. We have some concerns that the amount requested from CTF is too small to for scale up and driving 
transformation in the market because exploration programs conducted following previous PPA signings 
have tended to result in lower proven reserve and lower capacity output. Thus, more exploration wells must 
be drilled to meet the necessary reserve and capacity output commitment in the PPA. Has the ADB 
considered the use of a PPP scheme to help mitigate this problem and leverage the CTF resources?  
 
ADB: The concern is valid that resource assessments for previous projects have been revised downward as 
exploration progresses and wells are drilled. However, estimates are based on the leading independent 
geothermal firms, who often work with years of data collected from sites. If anything, this illustrates the 
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risky nature of geothermal drilling at significant depths (2-3 km underground) and the highlights the 
uncertainty that sponsors face when developing projects. PPA’s are often re-negotiated after resources are 
better quantified, and in some cases tariffs are adjusted. In ADB’s case, CTF assistance has been staggered 
and reducing over time in order to only provide the minimum amount of concessionality needed to allow 
projects to progress. Sarulla received $80 million of CTF support, Rantau Dedap received $50 million, a 
third project currently under processing will likely receive $19.25 million, and the projects under this 
proposal are likely to receive roughly $14 million of capital each. While project sizes have been decreasing, 
so also has CTF support. 
 
Regarding PPPs, ADB has yet to structure as successful PPP project for geothermal power in Indonesia or 
the Philippines. However, ADB has been engaging with governments in these countries over many years 
to improve the enabling environment and provide greater support for renewable energy projects. In 
Indonesia, ADB is engaging with PLN on regulatory reform for renewable and clean energy (including 
policy based lending) and the introduction of feed in tariffs. In the Philippines, ADB supported the 
liberalization of the country’s electricity market. ADB’s Office of Public Private Partnerships (OPPP) has 
been advising Southeast Asian governments on potential PPP projects, particularly in the energy and 
transport sectors. Currently increased private sector participation appears to be the most promising option 
for the sector in these countries to alleviate pressure on public financial resources. 
 
19. When do ADB staff expect this project to come to the ADB Board? 
 
ADB: The projects will likely be presented to the ADB Board towards the end of 2017. 

20. What is the likelihood these projects will be Category A projects? 
 
ADB: Projects will likely be classified as Category “A” for Environment. They may be classified as 
Category “A” for Involuntary Resettlement and Indigenous Peoples depending on the location. Projects 
would be implemented in accordance with ADB’s Safeguards Policy Statement. 

 

Questions from Tebtebba 

21. Our main concern is on the assurance that ADB will ensure the implementation of its policy on 
Indigenous Peoples,  in this proposed program, especially in its partnership with the private sector and the 
concerned agencies of the governments of Indonesia and the Philippines, referring to the link below: 
http://www.adb.org/sites/default/files/institutional-document/33441/files/policy-indigenous-peoples.pdf 
 
ADB: All projects will undergo rigorous screening and processing to ensure full compliance with ADB’s 
Safeguards Policy Statement. The ADB’s Board of Directors will not grant approval to projects that are not 
considered to be in full compliance with ADB’s Safeguards Policy Statement. (Please note the link provided 
above is to the previous policy statement. The latest policy statement can be accessed at: 
https://www.adb.org/site/safeguards/main.) 

22. In line with this proposed program, we sincerely hope that ADB will ensure the compliance of  
necessary WB and ADB safeguards, as mentioned in its policies, summarized as follows: (with reference 
at http://www.adb.org/site/safeguards/indigenous-peoples) "ADB’s indigenous peoples safeguards aim to 
ensure that the design and implementation of projects foster full respect for indigenous peoples’ identity, 
dignity, human rights, livelihood systems, and cultural uniqueness as defined by the indigenous peoples 
themselves so that they receive culturally appropriate social and economic benefits, are not harmed by the 
projects, and can participate actively in projects that affect them. For a project with impacts on indigenous 
peoples, the Safeguard Policy Statement (SPS) requires borrowers to carry out meaningful consultation 

http://www.adb.org/sites/default/files/institutional-document/33441/files/policy-indigenous-peoples.pdf
http://www.adb.org/site/safeguards/indigenous-peoples
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and to prepare and implement an indigenous peoples plan. The plan includes measures to ensure that 
indigenous peoples benefit, and that adverse impacts are prevented, or where this is not possible, mitigated. 
The SPS requires that broad community support of affected indigenous peoples’ communities be 
ascertained for project activities to which indigenous peoples are deemed particularly vulnerable. 
Assessment reports are required depending on the project's impact. See the Indigenous Peoples Safeguards 
Categories." 
 
ADB: ADB undertakes rigorous due diligence to ensure a project’s compliance with ADB’s Safeguards 
Policy Statement, and works closely with borrowers to ensure they carry out meaningful consultation with 
all affected persons and communities including indigenous peoples. ADB safeguards specialists directly 
participate in consultation activities to confirm meaningful consultation has taken place. 
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