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BACKGROUND

As one of the primary energy sources Indonesian coal presently has an excellent for government earning and
domestic energy source. Due to these important role of coal, it imperative that its utilization should be wisely and
efficiently implemented at long term period. The abundance of coal resources has been used as very important
source of energy in Indonesia, especially for electric power industry. Coal is also expected as important
alternative energy mainly to reduce dependency on oil fuel. In this regard, coal production has continued to
significantly grow and it is expected to still rise in the future to meet highly domestic coal demand and to coal
export.

To guarantee the growth of coal, actually the Government of Indonesia (GOI) has tried to develop a roadmap of
coal development based on Government Regulation No.5/2006, concerning National Energy Policy (NEP) to
replace General Policy of Energy Sector in 1998. The aims of NEP are to create sustainable national energy
supply security, to utilize energy efficiently, and to develop national energy mix optimally to 2025. These aims
are to decrease our dependency on one type of energy and to optimally develop coal as important alternative of
energy.

Resources and Reserves

It is known that the Indonesian coal resources potential spread over mainly in 17 provinces in Indonesia. Coal
resources are mainly found in South Sumatra and East Kalimantan provinces which is equivalent to 72.15% of the
total. Indonesia coal reserves is in Kalimantan and Sumatra about 46.60 % and 52.67% of total reserves,
respectively. The rest is found in Java, Sulawesi and Papua. Especially in Papua, the lack of investigation
activities resulted in less information of the area. On the basis of geological condition, the area is estimated to
have a big potential of coal reserves.

Figure 1. Map of Indonesian Coal Distribution

The total amount of coal resources are about 61.38 billion tons, while the reserves are 6.7 billion tons. According
to Center of Geological Survey (CGS) of Ministry of Energy and Mineral Resources (MEMR), the low to medium
rank coal is estimated around 74.46 % of the total coal resources, followed by high rank coal 13.02 %, and high
rank at small number. It can be calculated that coal reserves is only about 10.8% of the total coal resources.
Therefore, further investigations and explorations need urgently to conduct to expand coal resources become
reserve and that feasible to exploit economically.
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Company Investment

Today coal is one of the most attractive business in Indonesia. In fact, within the last 20 years many investors
regardless of nationality and size of company (big or small) has showed their interest to invest in coal sector,
especially through the Coal Contract of Work (CCoW) scheme. We understand that that mining industry
development is mostly affected by investment situation. The investment can bring positive impacts on economy
development and manpower absorption, either for local people or for national economy as a whole. However, on
the other side, there is a concern that recently a number of problems seriously affected to mining investment are
experienced in the mining enterprises in Indonesia, namely illegal mining, labour, forest-mining conflict, etc.

The mining investment increased about 27% in 2006 when compared with 2005 in which in majority or about
74% of the total investment was Contract of Work (CoW) companies (Tablel). The growth of investment in the
last 10 years is fluctuated which caused by many factors, mainly investment climate, regulation, and
infrastructure. Indonesia experienced economic crises in 1997-1998 which affected to all sector including mining
sector. It seems that Indonesia now is on the recovery of such condition by creating economic and politic stability
and other macro indicators during the last few years.

Table 1. Indonesia Mining Investment

billion US$
2007 2008
2005 2006 PLAN PLAN
CoW*) - Mineral 506,09 778,34 701,74 877,06
CCoW**) — Coal 239,24 275,46 248,03 328,58
State Own Company (Mining Authorization) 135,07 72,11 181,34 222,50
TOTAL 880,40 1.12591 | 1.131,12 | 1.428,13

Production and Marketing

It is quite interesting to notice that in 2006 Indonesian coal production has reached 193 million tons, which means
about 26% production higher when compared to 2005 production. Majority of the production came from 29
companies of PKP2B. Coal production of PT.Tambang Batubara Bukit Asam (PTBA) was about 9.3 million tons,
while coal production of Mining Authorization (KPs) was about 21.83 million tons.
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Figure 2. Coal Production, Export and Domestic Demand

About 75% of PKP2B production was exported to any countries, especially to Japan, Taiwan, South Korea, India,
Hongkong, etc. PTBA production was mainly sold in the domestic market to supply coal of Suralaya coal-fired
power plant. In addition, about 57% coal production from KP companies was also exported and the rest was
supplied to meet other domestic demands, such as coal-fired power plant, cement plant, textile industries, pulp and
paper, etc.
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Up to now, domestic supply of coal is used by many industrial companies as a direct combustion of coal. The
biggest coal consumer in this country is coal-fired power plant, followed by cement industry, pulp and paper,
textile, steel making, coal brigquetting , etc. Indonesia is the second world coal supplier after Australia.

There is a number of coal program for fulfilling domestic coal demand (Table 2), as follows:

e Utilization of Low Rank Coal
— Mine Mouth Coal Fired Power Plant
— Coal Liquefaction and Coal Gasification
— Upgrading Brown Coal (UBC)

e Convert the diesel-fired power plants, which have 7,753 megawatts (MW) capacity, into coal-fired power
plants and build 10,000 MW-capacity new coal-fired plants in year 2009/2010.

e Total demand of Low Rank Coal for development of power plants in 2010 is app. 72,3 Million ton, using
lignite coal for 17.753 MW electricity. The total demand of coal for electricity, in the year 2015 and 2025 will
be app. 96 million ton and 113 million ton respectively.

e Coal briquette is used for small industry and household industries

o Development of Integrated Coal Transportation System to link between coal mines and terminals, which are
located in the southern part of Sumatra, and the whole area of Kalimantan.

Table 2. Indonesia Domestic Coal Demand to 2010

Million tons
COAL DEMAND
1, DESCE'PT'O 2005 | 2006 | 2007 | 2008 | 2009 | 2010 Remarks

1 Electricity 252 | 311 | 364 40 61.7*) | 72.3*) | *) Source data:
PLN, 2006

2 Cement **) 5.2 5.7 6.3 6.9 7.6 8.4 **) Cement
growth 10%
yearly

3 Pulp industry, 1.6 1.9 2.3 2.7 3.3 4 ***)industrial
Metallurgy, growth about
Textile, etc. 20% yearly
***)

4 Upgrading - - - - - 1 UBC for semi
Brown Coal commercial
(UBC)

5 | Others 8.9 6.3 4 3.4 2.4 4.3 Household, etc
Total 414 45 49 53 75 90

Trends and Issues

Production development of Indonesia coal in the last five years showed a significant increase, and that tends to
uncontrolled. Many KPs issued by regional government without applying stage of activities which should be
started from general survey to exploitation. Illegal mining activities were also identified as one of the problem.

Today, coal is still considered the very interesting commodity. Besides relatively easy to exploit, the exported
price coal is also competitive compared with other energy commodities. The increase of coal demand in China
that resulted in the decreased of coal supply to the Asia-Pacific region has consequently increased Indonesia coal
export volume. There is a growing concern in Indonesia that In the future the Government of Indonesia needs to
have a formulation to guarantee the domestic market demand by using domestic market obligation (DMO),
production controlled, and national coal stock mechanism.

Coal production in Indonesia is still predominated by medium to high rank (subbituminous to bituminous). There

are some aspects related to this conditions:

e Many high rank coal of Indonesia such as in Central Kalimantan till now is not yet optimally exploited due
to the burdened problem of land-transportation.

o In the future, the GOI will mainly develop low-rank coal for domestic use.
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e The GOI has also considered underground mining in the near future.
e The GOl has also to again consider and specify share production and tariff values of low-rank coal that can
be competitively exploited.

Coal reserve of subbituminous and bituminous tend to reduced, in this matter, in the future the long-term coal
supply of electricity in Java can be a problem. One of the solution is by developing of mine-mouth power plant
and use low-rank coal for domestic use. In this matter, the Government of Indonesia has launched acceleration
program of coal electricity by capacity of 10.000 MW in Java and outside Java island.

Policy
The government issued some regulation related to coal policy enterprises, as follows:

e MEMR Decree N0.1128/2004, concerning National Coal Policy
e Government Regulation N0.5/2006, concerning National Energy Policy;
e President Instruction No.2/2006, concerning Coal Utilization for Liquefaction

The target of national energy mix stated that in 2025 the contribution of coal should achieve 33% of the total

energy mix, which means as the highest compared with other energy resources, this is due to:

e The current coal resources is 61,3 billion ton, and coal reserve is 6,7 billion ton (Geological Resources Center,
2005).

e Coal can be used in the massive form or convert to gaseous or liquid.

e  Coal price is competitive compared by other types of energy.

e Clean coal technology has been developed.

National coal policy divided into three aspects:

1. Supply Policy, includes: the policy of investment climate, intensification of exploration & production,
conservation, environment, etc.

2. Utilization Policy, includes: the policy of diversification, price, lignite, coal briquette, coal bed methane, etc.

3. Development Policy, includes: the policy of R &D, training, organization, data/information, coal technology
center, etc.

Closing Remarks

In line with the Government Policy in Energy Sector, National Coal Policy is prepared for the purposed of coal
resources management, enterprises, utilization and development policy. In this matter, the Government of
Indonesia has considered that coal is the most important alternative energy for the country.

There is a mechanism of DMO that should be applied for coal enterprises. On the other hand, to fulfill domestic
energy and securing coal export needs, the Government is now promoting the development and utilization of low
rank coal (LRC) for mine mouth power plant, upgrading brown coal and coal liquefaction. In general, coal supply
both for export and domestic needs can actually be fulfilled from national production and existing coal resources.
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