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DRAFT ENERGY LAW – LACKING DETAIL AND POSSIBLE STEP 

BACKWARDS12345 
 

 

INTRODUCTION 

 

In early June, Indonesia’s House of Representatives approved a draft bill setting out the 

provisions of a proposed new law on so-called “new energy and renewable energy”. 

 

The House of Representatives is targeting the third quarter of 2022 for finalization and formal 

approval of the draft Energy Law so that it can be sent to the President for signing before the 

G20 Heads of State and Government Summit is held in Bali in November.  

 

The draft Energy Law is clearly intended to “showcase” Indonesia’s commitment to the 

promotion of progressive and, more particularly, “green” energy development and usage. 

 

The draft Energy Law has a number of obvious deficiencies. It is also just the latest in a 

series of actual and proposed legal, policy and regulatory initiatives which ever only seem to 

make modest incremental progress, at best, in changing Indonesia’s energy mix. The quite 

general and “broad brush” wording of the draft Energy Law certainly does not inspire 

confidence that this bill, if it eventually becomes law in anything like its current form, will 

somehow be different and otherwise do much to change the current position any time soon. 

The draft Energy Law may, in fact, be a step backwards when it comes to promoting the 

development and use of Indonesia’s renewable energy resources for the purpose of electricity 

generation. 

 

In this article, the writer will review the main provisions of the draft Energy Law before 

undertaking an assessment of its likely impact on the promotion of “green” energy 

development and usage in Indonesia. 

 

 

BACKGROUND 

 

Indonesia’s 2014 National Energy Security Policy identifies nuclear power and the products 

of coal liquefaction and coal gasification (including underground coal gasification), together 

with various other energy sources, as types of “New Energy” recognized by the Central 

Government.  
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Article 102(2) of the 2009 Mining Law, as amended by the 2020 Job Creation Law (“New 

Mining Law”), provides that holders of Coal IUPs/IUPKs “may” (i.e., it is 

discretionary/optional) carry out “Coal Development/Utilization” once they reach production 

operation. Article 169A(4) of the New Mining Law, though, provides that holders of 

Continuation Coal IUPKs “must” (i.e., it is compulsory/obligatory) carry out Coal 

Development/Utilization. Coal Development/Utilization is, in fact, the local value-added 

obligation of Indonesia’s coal producers. 

 

The Elucidation to Article 102(2) of the New Mining Law provides that “Coal 

Development/Utilization” may include, in respect of “Coal Development”, (i) coal upgrading, 

(ii) coal briquetting, (iii) coke making, (iv) coal liquefaction, (v) coal gasification (including 

underground coal gasification) and (vi) coal slurry or coal water mixture.  

 

Much has been said and written about Indonesia’s potentially vast renewable energy 

resources/sources including solar, wind, hydro, biomass, biogas, city waste, geothermal, tidal 

and liquid biofuel energy (together, “Renewable Energy Sources”).  

 

Numerous reasons can be advanced for why Indonesia has, so far, made very modest progress 

in developing and utilizing its Renewable Energy Sources. It is, however, unquestionably the 

absence of a commercial pricing structure or tariff for electricity generated from Renewable 

Energy Sources that is the most significant problem (“NC Tariff Problem”).  

 

The history of the NC Tariff Problem is long and complicated. The NC Tariff Problem, 

however, has its origins in the following two principles which presently still determine the 

price the State electricity company (“PLN”) pays for electricity generated from Renewable 

Energy Sources: 

 

(a) where the base cost of electricity production in a particular region of Indonesia 

(otherwise commonly known as the “local grid price”) (“Regional BPP”) is higher 

than the average base cost of electricity production across all regions of Indonesia 

(“National BPP”), the maximum electricity purchase price payable by PLN will be 

85% or 100% of Regional BPP depending upon the particular Renewable Energy 

Source used to produce the electricity; and 

 

(b) where Regional BPP is not more than National BPP, the electricity purchase price 

payable by PLN will be directly negotiated and agreed between PLN and the relevant 

independent power producer (“IPP”) (together, “BPP Pricing Strategy”). 

 

In the last couple of years, the Central Government has sought to address at least some of the 

problems facing the development and utilization of Indonesia’s Renewable Energy Sources 

through numerous regulatory changes. The Central Government has to date, however, left the 

BPP Pricing Strategy substantially in place despite some modest “tinkering” with the same 

and numerous assurances (all wholly undelivered upon) that a new pricing structure, for 

electricity purchased by PLN from power plants utilizing Renewable Energy Sources (“RE 

Power Plants”) (“Electricity Purchase Price”) would “soon” be in place. 

 

Early in 2021, a very advanced and apparently near final draft Presidential Regulation on the 

Purchase of Renewable Energy Electricity by PLN (“2021 Draft PR on RE Electricity 

Purchase”) was widely circulated. With no explanation provided, however, the Draft PR on 

RE Electricity Purchase then simply “disappeared” and was otherwise never finalized and 
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issued despite all the time and effort that had been devoted to the same by both the Central 

Government and industry groups.  

 

In a plenary session of the House of Representatives (“DPR”), held on 14 June 2022, the 

Indonesian Parliament approved a draft bill setting out the main provisions of a “New Energy 

and Renewable Energy Law” (“Draft Energy Law”). 

 

 

ANALYSIS AND DISCUSSION  

 

1. Overview of Draft Energy Law 

 

1.1 Objectives: The objectives of the Draft Energy Law may be summarized as being to 

(i) ensure and increase the availability, resilience and independence of national energy 

in a sustainable manner, (ii) accelerate the transition of the energy system to a 

sustainable national energy system, (iii) create clean and environmentally friendly 

energy and (iv) ensure there is sufficient energy available to meet the requirements of 

local industry (Article 2 of Draft Energy Law).  

 

1.2 Categories of Energy: The draft Energy Law recognizes three categories of energy 

being (i) New Energy, (ii) Renewable Energy and (iii) Non-Renewable Energy. 

 

The energy sources/resources covered by each of the categories of New Energy and 

Renewable Energy are as follows: 

 

New Energy Sources Renewable Energy Sources 

1. Nuclear 

2. Hydrogen  

3. Coal-bed methane  

4. Coal liquefaction  

5. Coal gasification  

6. Other sources of New Energy 

1. Geothermal  

2. Wind  

3. Biomass 

4. Solar  

5. Hydro 

6. City Waste 

7. Waste from agricultural and farming 

products  

8. Farm animal waste  

9. Tidal and temperature shifts 

10. Other sources of Renewable Energy 

 

Non-Renewable Energy comprises energy sources that will “run out” (i.e., cease to 

exist in commercial quantities) if exploited continuously (Articles 1.7, 9(1) and 30(1) 

of Draft Energy Law). 

 

As part of its recognition of Non-Renewable Energy, the Draft Energy Law 

introduces the concept of an unspecified “Renewable Energy Portfolio Standard”, 

being the minimum standard that business entities, generating electricity from Non-

Renewable Energy, must meet in transitioning to electricity generation from 

Renewable Energy (Article 1.8 of Draft Energy Law). 
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1.3 Outline: The Draft Energy Law makes provision for (i) categorization of New Energy 

Sources and Renewable Energy Sources, (ii) transition to and roadmap for the 

development of New Energy and Renewable Energy, (iii) control of New Energy and 

Renewable Energy development, (iv) supply and utilization of New Energy and 

Renewable Energy, (v) environmental management and occupational safety and 

health, (vi) research and development, (vii) the price of electricity generated from 

New Energy and Renewable Energy, (viii) incentives for development of New Energy 

and Renewable Energy, (ix) availability of funding for New Energy and Renewable 

Energy development/usage, (x) guidance for and supervision of New Energy and 

Renewable Energy development/usage, (xi) society participation in New Energy and 

Renewable Energy development/usage and (xii) implementation of the Draft Energy 

Law (Article 4 of Draft Energy Law). 

 

Some only of the main provisions of the Draft Energy Law are summarized in Part 2 

below. 

 

The wording of the Draft Energy Law leaves a lot to be desired in terms of clarity and 

intended meaning. It has not proved possible for the writer’s staff to satisfactorily 

resolve all the areas of uncertainty. Accordingly, some of the points made in Parts 2 

and 3 below are necessarily speculative and may change in due course. 

 

 

2. Main Provisions of Draft Energy Law 

 

2.1 Transition and Continuing Need to Use Coal: It is expressly recognized that 

Indonesia’s transition to New Energy and Renewable Energy will require continuing 

reliance upon Non-Renewable Energy and, more particularly, coal. As such, the Draft 

Energy Law (a) confirms that there must be a coal supply mechanism in order to meet 

domestic power generation needs for coal (i.e., the so-called “Domestic Market 

Obligation”) and (b) restates the two elements of the Domestic Market Obligation as 

being (i) the recently increased coal supply quota of 30% of annual planned coal 

production and (ii) a maximum price, for coal supplied to “domestic electricity 

generators” (i.e., PLN and IPPs), of US$70 per ton for coal with certain quality 

specifications (Article 6(5) and (6) of Draft Energy Law). 

 

2.2 Early Phase Out of Diesel Power Plants: Existing diesel power plants are to be 

converted to or replaced by power plants using New Energy or Renewable Energy not 

later than 2024 (Article 6(7) of Draft Energy Law). 

 

2.3 Possible Use of Nuclear Power: Nuclear power is included in the category of New 

Energy and provision is made for the possible construction and operation of nuclear 

power plants in Indonesia.  

 

The construction, operation and decommissioning of nuclear power plants is to (i) be 

confined to PLN and (ii) require prior approval from the DPR (Article 10 of Draft 

Energy Law). 

 

2.4 Business Activities and Licensing: New Energy and Renewable Energy business 

activities may be carried out by (i) State-owned companies (“SOEs”), (ii) Regional 
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Government-owned companies, (iii) village-owned companies, (iv) cooperatives, (v) 

private sector companies and (vi) other types of business entities which are 

recognized by the prevailing laws and regulations (Articles 16(1), 16(2), 32(1) and 

32(2) of Draft Energy Law).  

 

Any business entity wanting to carry out New Energy or Renewable Energy business 

activities must: 

 

(a) comply with various as yet unspecified administrative, technical, 

environmental and financial requirements; and 

 

(b) obtain a business license from: 

 

(i) the Central Government in the case of New Energy business activities; 

and 

 

(ii) the Central Government or the relevant Regional Government, in 

accordance with their respective authority, in the case of Renewable 

Energy business activities (Articles 16(3), 16(4), 32(3) and 32(4) of 

Draft Energy Law). 

 

New Energy and Renewable Energy business activities comprise, in general terms, (i) 

generation of electricity, (ii) supporting industrial activities, (iii) transportation and 

(iv) other relevant activities in the fields of health, research and scientific 

development of knowledge and technology as well as activities for the purpose of 

meeting household demand for electricity generated from New Energy and 

Renewable Energy (Articles 21 and 36 of Draft Energy Law).  

 

The above described general categories of New Energy and Renewable Energy 

business activities specifically include (i) construction of New Energy and Renewable 

Energy industrial facilities and auxiliary facilities, (ii) operation and maintenance of 

New Energy and Renewable Energy facilities and (iii) construction of New Energy 

and Renewable Energy storage, distribution and waste management facilities (Articles 

22 and 37 of Draft Energy Law).  

 

2.5 Export and Import of Electricity: Subject to various conditions, licensed business 

entities may: 

 

(a) export and import electricity generated from all types of New Energy;  

 

(b) export electricity generated from certain types only of Renewable Energy 

being: 

 

(i) biomass; 

 

(ii) waste from agricultural and farming products; and 

 

(iii) farm-animal waste; and 
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(c) import electricity generated from certain types only of Renewable Energy 

being: 

 

(i) biomass; 

 

(ii) city waste; 

 

(iii) waste from agricultural and farming products; and 

 

(iv) farm-animal waste (Articles 23(1), 38(1) and 38(2) of Draft Energy 

Law). 

 

The export of electricity generated from New Energy or Renewable Energy is subject 

to the (i) obligation to satisfy domestic demand/need for New Energy or Renewable 

Energy generated electricity and (ii) payment of an export levy (Articles 23(3) and 

38(3) of Draft Energy Law). 

 

The importation of electricity generated from Renewable Energy is subject to the 

obligation of business entities utilizing/wanting to utilize such imported electricity to 

prioritize the use of Renewable Energy generated electricity available domestically 

(Article 38(2) of Draft Energy Law).  

 

2.6 Prioritization of Domestic Products and Potential: Business entities carrying out 

New Energy and Renewable Energy business activities must:  

 

(a) prioritize “domestic products and potential”, being 

 

(i) Indonesian workers; 

 

(ii) domestic technology; 

 

(iii) domestic materials; and 

 

(iv) other domestic components; and 

 

(b) carry out transfer of knowledge and technology (Articles 23(2), 24(1), 24(2), 

24(3), 39(1), 39(2) and 39(3) of Draft Energy Law). 

 

2.7 Preparation and Utilization: The Central Government may “assign” (i.e., appoint, 

direct or order?) (i) PLN to buy electricity generated from Renewable Energy, (ii) 

private sector companies to buy electricity generated from Renewable Energy and (iii) 

SOE oil & gas companies to buy fuel produced from Renewable Energy (Article 43 of 

Draft Energy Law). 

 

2.8 Renewable Energy Portfolio Standard: Business entities, which supply electricity 

generated from Non-Renewable Energy Sources and enter into power purchase 

agreements with PLN after the Draft Energy Law comes into force, are obliged to: 
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(a) achieve a Renewable Energy Portfolio Standard or, failing which, purchase 

Renewable Energy “certificates”, such purchases to be funded by the Central 

Government where the relevant business entity is PLN; and 

 

(b) report regularly to the Minister on progress in the realization of their plans to 

transition to the supply of electricity generated from Renewable Energy 

(Article 44 of Draft Energy Law). 

 

2.9 Pricing of New Energy and Renewable Energy: Prices of electricity generated from 

New Energy and Renewable Energy are to be determined based on:  

 

(a) agreement between the electricity supplier and the buyer, taking into account: 

 

(i) “economic value”; and 

 

(ii) the need for a “reasonable rate of return” for the supplier; and 

 

(b) the highest applicable benchmark price for the electricity to be supplied as set 

by the Central Government taking into account: 

 

(i) “fair” economic value; and 

 

(ii)  the need for a “reasonable rate of return” for both the supplier and the 

 buyer.  

 

“Economic value” means the economic value of using New Energy and/or Renewable 

Energy to generate electricity having regard to (i) investment costs, (ii) production 

efficiency, (iii) environmental benefits and social benefits, (iv) health benefits, (v) 

benefits of a reduction in greenhouse-gas emissions, (vi) profitability and (vi) public 

purchasing power. 

 

Where it proves impossible to determine the price of electricity generated from New 

Energy or Renewable Energy, due to lack of agreement between the supplier and the 

buyer as to the applicable economic value and/or what constitutes a reasonable rate of 

return, the electricity price is to be determined by negotiation between the parties 

having regard to site specific costs and capacities and based on applicable 

procurement procedures. 

 

Where (i) it proves impossible to determine the price of electricity generated from 

Renewable Energy due to lack of agreement between the supplier and the buyer as to 

the applicable economic value and/or what constitutes a reasonable rate of return and 

(ii) PLN or a private sector party is nevertheless “assigned” to buy the electricity (see 

Paragraph 2.7 above), the electricity price may also be determined on the basis of: 

 

(a) (i) type, (ii) characteristics, (iii) technology used, (iv) location and (v) installed 

capacity of the relevant power plant;  

 

(b) in the case of power plants using biomass/biofuel, the biofuel market price 

index; and/or 
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(c) a reverse auction mechanism. 

 

In the case only of electricity generated from Renewable Energy in the form of 

blended fuel oil, the electricity price may be determined on the basis of (i) production 

cost, (ii) market index price of biofuel mixed into oil fuel, (iii) cost of distribution and 

processing of biofuel and (iv) availability of State subsidies. 

 

In the event that (i) PLN is “assigned” to buy electricity generated from Renewable 

Energy (see Paragraph 2.7 above) and (ii) the price of the electricity is higher than 

PLN’s cost of electricity production, the Central Government “guarantees” that it will 

refund to PLN the difference between the electricity price payable by PLN and PLN’s 

cost of electricity production (Articles 53 and 54 of Draft Energy Law and the 

Elucidation).  

 

2.10 Provision of Incentives: The Central Government and the Regional Governments 

will provide fiscal and non-fiscal incentives in order to encourage/facilitate the 

carrying out of activities by business entities that are consistent with the objectives of 

the Draft Energy Law as outlined in Paragraph 1.1 above (Article 55 of Draft Energy 

Law). 

 

2.11 Arranging of Funding for New Energy and Renewable Energy Purposes: The 

Central Government and the Regional Governments will arrange/provide/seek 

funding in order to facilitate the achievement of Indonesia’s national energy targets as 

well as for the purpose of (i) financing the construction of New Energy and 

Renewable Energy infrastructure, (ii) financing the provision of New Energy and 

Renewable Energy incentives, (iii) providing “compensation” for businesses that 

develop New Energy Sources and Renewable Energy Sources, (iv) financing research 

and development activities related to New Energy and Renewable Energy and (v) 

financing the enhancement of the capacities and qualities of human resources within 

the field of New Energy and Renewable Energy.  

 

The contemplated funding is to come from (i) Central Government revenue and 

expenditure budgets, (ii) Regional Government revenue and expenditure budgets, (iii) 

export levies on electricity generated from Non-Renewable Energy, (iv) carbon 

trading funds, (v) Renewable Energy Certificate funds and (vi) other sources that are 

legal and do not otherwise conflict with applicable regulations (Article 55 of Draft 

Energy Law). 

 

2.12 Implementation: Numerous implementing regulations will be required to give effect 

to the various provision of the Draft Energy Law. 

 

The Central Government is given (i) two years to produce the required implementing 

regulations and (ii) three years to report to the DPR on the implementation of the 

Draft Energy Law, in each case calculated from when the Draft Energy Law comes 

into force (Articles 60 and 61 of Draft Energy Law). 
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3. Assessment & Evaluation of Draft Energy Law 

 

3.1 Broad Scope and Lack of Detail: The Draft Energy Law is both very broad in its 

scope and very short on detail. This “broad brush” approach is typical of Indonesian 

laws which are only intended to set out the basic parameters of a new regulatory 

regime while all the detail is to be found in subsequent implementing regulations to be 

issued by the Ministry with administrative responsibility for the new regulatory 

regime.  

 

The lack of much detail, however, makes it impossible to arrive at a definitive 

assessment of the Draft Energy Law.  

 

The Draft Energy Law introduces but then leaves undefined/unexplained/unspecified 

numerous potentially important concepts such as the (i) “Renewable Energy Portfolio 

Standard”, (ii) “Renewable Energy certificates”, (iii) “Renewable Energy certificate 

funds”, (iv) proposed trading of Renewable Energy certificates, (v) possible 

“assignment” of PLN, SOE oil & gas companies and/or private sector parties to 

purchase electricity generated/fuel produced from Renewable Energy Sources, (vi) 

Central Government “guarantee” of refund payments to PLN in the event it is 

assigned to purchase electricity generated/fuel produced from Renewable Energy 

Sources and (vii) possible “compensation” for business entities developing New 

Energy Sources and Renewable Energy Sources. The Draft Energy Law’s use of 

possibly different concepts such as “economic value” and “fair economic value”, 

when dealing with the future pricing of electricity, is also not helpful in terms of 

making clear what is the Central Government’s actual intention. It will only be once 

the implementing regulations for the Draft Energy Law are issued (assuming the Draft 

Energy Law is eventually finalized and approved by the DPR) that we will know what 

these concepts really involve or mean and whether or not they are workable in 

practice. 

 

3.2 New Energy Inclusions: Some people might question whether nuclear power and 

fossil fuel derivatives, such as the products of coal liquefaction and coal gasification, 

really belong in a law that purports to deal with New Energy and Renewable Energy. 

Nuclear power and fossil fuel derivatives have, however, long been part of the 

Indonesian concept of “New Energy” as highlighted in the Background. 

 

3.3 Potential Use of Nuclear Energy: It remains to be seen whether or not only allowing 

PLN to carry out the construction, operation and/or decommissioning of nuclear 

power plants, as well as requiring prior DPR approval for such PLN activities, will be 

sufficient to overcome some people’s concerns that the susceptibility of Indonesia to 

serious natural calamities means the development of nuclear power plants might not  

be the best choice for Indonesia. However, with available projections indicating that a 

nuclear power plant, utilizing molten salt fission technology, can produce clean, 

reliable, CO2-free electricity for as little as 3 U.S. cents per kilowatt-hour, assuming 

an efficient and evidence based regulatory environment, it is entirely 

understandable why the Central Government is interested in nuclear power, as a 

potential, cost effective answer to Indonesia’s energy needs, so long as the associated 

risk of a nuclear power plant disaster in Indonesia can be minimized.  In this regard, 

the writer understands that (i) molten salt fission technology is able to minimize the 

risk of a nuclear power plant disaster in Indonesia resulting from a natural calamity 



 

22WAS022 04 10 

and (ii) PLN has already been cooperating with a leading and highly regarded 

international provider of this technology.  

 

It is surely questionable, though, whether the DPR has sufficient technical knowledge 

and understanding of nuclear power plant technology to be able to undertake a 

meaningful review and assessment of any proposal by PLN to carry out the 

construction, operation and/or decommissioning of nuclear power plants. 

Accordingly, the proposed requirement for prior DPR approval is only likely to add 

considerable cost, without any commensurate benefit, to every nuclear power plant 

project in Indonesia and, as such, may not be consistent with the need for an efficient, 

evidence based regulatory regime for nuclear power.  

 

In the writer’s “painful” experience, efficient and evidence based regulatory regimes 

are also rarely to be found in Indonesia, regardless of industry sector. It may, 

therefore, be unrealistic to expect that this will be achievable in the case of 

Indonesia’s nascent nuclear power industry. Given its obvious potential, however, 

every effort should be made to ensure that the nuclear power industry is an exception. 

 

3.4 Restrictions on Export of Electricity from Renewable Energy: Making exports of 

electricity, generated from both New Energy and Renewable Energy, subject to (i) 

fulfilment of domestic needs and (ii) payment of an export levy is consistent with 

recent statements by the Minister of Investment that there would be restrictions on the 

export of electricity generated from Renewable Energy. The existence of these 

proposed restrictions and the possibility/likelihood of a Domestic Market Obligation 

for electricity generated from Renewable Energy (as well as for electricity generated 

from New Energy) may, however, prove to be a significant impediment to the 

development of Renewable Energy projects intended to supply electricity to 

Singapore and other neighbouring countries.  

 

Potential financiers of and investors in export-orientated Renewable Energy projects 

are likely to be understandably concerned that any Domestic Market Obligation will 

include a coal industry style, below market price cap on electricity supplied to 

domestic industry as well as a percentage quota on electricity generation that must be 

supplied to domestic industry. Given that export-orientated Renewable Energy 

projects are not likely to be as profitable as coal production has traditionally been in 

Indonesia, any below market price cap clearly has the potential to make export-

orientated Renewable Energy projects uneconomic and, therefore, unable to attract 

financing and investment.  

 

3.5 No Provision for Export of Solar Generated Electricity: The fact that, in its present 

form, the Draft Energy Law makes no provision for the export of electricity generated 

from solar energy should surely be a matter of particular concern. This because some 

of the most promising commercial opportunities for the export of Renewable Energy 

generated electricity are, apparently, in respect of the proposed export of solar 

generated electricity to Singapore.  

 

3.6 Pricing of Renewable Energy Electricity: Arguably the most significant weakness 

of the Draft Energy Law and, possibly, a material step “backwards”, in terms of 

promoting the development of Indonesia’s Renewable Energy Sources, is the relative 

lack of any specificity in the Draft Energy Law about the pricing of electricity 
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generated from Renewable Energy and sold to PLN or to private sector parties.  

 

The Draft Energy Law reflects what might be called a “back to basics approach”, 

merely setting out (i) how the price of electricity generated from Renewable Energy 

will be determined and (ii) itemizing some of the elements which will be factored into 

that determination in various situations.  

 

The Draft Energy Law’s “back to basics approach” is to be contrasted with the 2021 

Draft PR on RE Electricity Purchase which would, if finalized and issued in its last 

circulated form, have reformed the BPP Pricing Strategy by (i) removing any specific 

reference to Regional BPP or National BPP and (ii) including a feed-in tariff 

component among other things.  

 

The pricing structure envisaged by the 2021 Draft PR on RE Electricity Purchase was 

quite sophisticated and detailed. More particularly, the 2021 Draft PR on RE 

Electricity Purchase provided for three different pricing structures (with each pricing 

structure set out in very considerable detail) in determining the Electricity Purchase 

Price payable by PLN for electricity from RE Power Plants depending upon (i) the 

type of Renewable Energy Source used to power a particular RE Power Plant and (ii) 

the capacity of the particular RE Power Plant. The three very specific pricing 

structures were to be (i) Feed-in Tariff Price, (ii) Highest Benchmark Price and (iii) 

Strike Price. In the case of each of the Feed-In Tariff Price, the Highest Benchmark 

Price and the Strike Price, the Electricity Purchase Price, otherwise payable by PLN 

for electricity from a particular RE Power Plant, was to be subject to adjustment, 

depending upon just where that RE Power Plant was located, utilizing a so-called 

location factor or “F” that varied between 1.00 and 1.70. 

 

Although far from perfect and possibly in need of further work, the pricing structures 

set out in 2021 Draft PR on RE Electricity Purchase at least provided potential 

financiers of and investors in Renewable Energy projects with precisely the sort of 

detail they needed in order to determine whether or not a sound business case could 

be made for any particular Renewable Energy project under consideration for 

development. This is to be contrasted with the pricing approach in the Draft Energy 

Law where, even with the extra information provided in the Elucidation, the use of 

“motherhood” terms like “fair economic value”, “reasonable rate of return” and 

“public purchasing power” are of little real help in determining whether or not a 

sound business case can be made for any particular Renewable Energy project that is 

under consideration for development. 

 

If the Central Government was truly interested in making sure that electricity 

generated from Renewable Energy was a major part of Indonesia’s energy mix any 

time soon and given the previously highlighted limitations of Indonesian laws, it 

would have, arguably, been much more sensible for the Central Government to 

finalize and issue the 2021 Draft PR on RE Electricity Purchase rather than to focus 

its attention and effort on bringing into existence the “generalist” Draft Energy Law. 

The almost inescapable impression, created by the pricing provisions of the Draft 

Energy Law, is that Indonesia is, once again, only at “square one” when it comes to 

determining/setting prices for electricity generated from Renewable Energy.  
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3.7 Timeline for Issuance of Implementing Regulations: Giving the Central 

Government two years to produce the implementing regulations for and three years to 

report to the DPR on the implementation of the Draft Energy Law indicates that it is 

likely to be a long time indeed before we know much more about the new concepts 

introduced by the Draft Energy Law and how they are intended to be applied, even 

assuming the Draft Energy Law is finalized and approved by the DPR not later than 

November this year as presently proposed.  

 

If potential financiers of and investors in proposed Indonesian Renewable Energy 

projects have to wait two more years for the implementing regulations, setting out the 

details of the pricing structure for electricity generated from Renewable Energy, it is 

hard to imagine that there will be much interest in developing Indonesia’s Renewable 

Energy Sources for the foreseeable future. Potential financiers and investors are, in 

fact, likely to refocus their attention on proposed Renewable Energy projects in other 

South East Asian countries where there is more certainty as to what are the applicable 

prices for electricity generated from Renewable Energy. 

 

 

CONCLUDING REMARKS 

 

The Draft Energy Law is very much a “work in progress” and is likely to undergo significant 

changes before it is finalized and approved by the DPR.  

 

The process of finalizing and approving the Draft Energy Law is a long one, with numerous 

intermediate steps, each of which intermediate steps needs to be successfully completed. 

Accordingly, it is possible that the Draft Energy Law will never be finalized or approved by 

the DPR owing to intervening political considerations. 

 

The Draft Energy Law is, nevertheless, important as it provides useful (if only quite general) 

insights as to the Central Government’s current thinking about how Indonesia should 

approach the complex subject of energy development and utilization.  

 

Given the ambitious scope of the Draft Energy Law, it hardly seems realistic for the Draft 

Energy Law to be finalized, approved by the DPR and then signed by the President before 

November which is the current schedule.  

 

It would be a mistake to “rush” the process of finalizing and approving the Draft Energy Law 

simply so as to have a new law in place and thereby ensure “bragging rights” for the 

President and Indonesia at the G20 Heads of State and Government Summit in Bali in 

November. 

 

Having regard to the urgent need for progress in developing Indonesia’s Renewable Energy 

Sources, the Central Government may be taking the wrong approach in focusing its attention 

on the Draft Energy Law with its “broad brush” concepts and lack of much detail. It might 

well have been a much more sensible approach to, instead, quickly finalize and issue the 

2021 Draft PR on RE Electricity Purchase, or some variation of the same, so as to at least 

achieve some early progress in promoting the use of Renewable Energy.  
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This article was written by Bill Sullivan, Senior Foreign Counsel with Christian Teo & 

Partners and Senior Adviser to Stephenson Harwood. Christian Teo & Partners is a Jakarta 

based, Indonesian law firm and a leader in Indonesian energy, infrastructure and mining law 

and regulatory practice. Christian Teo & Partners operates in close association with 

international law firm Stephenson Harwood which has eight offices across Asia, Europe and 

the Middle East: Dubai, Hong Kong, London, Paris, Piraeus, Seoul, Shanghai and Singapore.  
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