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Appendix 2
ESTIMATED AND ACTUAL PROJECT COSTS
($ million)
As Appraised Actual Variance
Component Total Total Total
Forcign __ Local Cost Foreign  Local Cost Foreign Local Cost __ Percent
A. Basc Cost
1. Kuching Gas Turbines (Units 5 & 6) 24.80 8.20 33.00 31.60 9.82 41.42 -6.80 -1.62 -8.42
2. Bintulu Gas Turbines (Unit 4) 23.60 7.90 31.50 15.72 4.85 20.57 7.88 305 1093
Bintulu Gas Turbines (Units 5.& 6) 29.10 1.45 30.55 ~29.10 -145 -3055
Subtotal (2) 23.60 7.90 31.50 44.82 6.30 51.12 -21.22 160 -1962
3. Kuching & Bintulu 33/11-kV System
Reinforcement (1992 to 1995) 17.90 18.50 36.40 282 ® -2.82 15.08 18.50 33.58
Subtotal (1+2+3) 66.30 3460  100.90 79.24 16.12 95.36 -12.94 18.48 5.54 5.5
4. Consulting Services 0.50 2.10 2.60 0.10 09 1.01 0.40 1.19 1.59
5. SESCO Overheads 0.00 5.00 5.00 0.00 0.10 0.10 0.00 4.90 4.90
Subtotal (4+5) 0.50 7.10 7.60 0.10 1.01 1.11 0.40 6.09 6.49 85.4
Subtotal (A) 66.80 41.70  108.50 79.34 17.13 96.47 -12.54 24.57 12.03 111
B. Contingencies
1. Physical 470 290 7.60 0.00 0.00 0.00 4.70 2.90 7.60
2. Price 5.90 3.80 9.70 0.00 0.00 0.00 5.90 3.80 9.70
Subtotal (B) 10.60 6.70 17.30 0.00 0.00 0.00 10.60 6.70 17.30 100.0
Subtotal (A+B) 77.40 4840  125.80 79.34 17.13 96.47 -1.94 31.27 29.33 233
II1. Interest and Other Charges
During Construction
1. On Bank Loan 4.00 0.00 4.00 1.75 0.00 1.75 225 0.00 225
2. On Other Project Loans 1.70 2.90 4.60 0.00 0.00 0.00 1.70 2.90 4.60
Subtotal (C) 5.70 2.90 8.60 1.75 0.00 1.75 3.95 2.90 6.85 79.7
Subtotal (A+B+C) 83.10 5130 13440 81.09 17.13 98.22 2.01 34.17 36.18 26.9
IV. Taxes and Dutics 0.00 16.60 16.60 0.00 0.00 0.00 0.00 16.60 16.60
Total (A+B+C+D) 83.10 6790 151.00 81.09 17.13 98.22 2.01 50.77 52.78 350

Included in the civil works contract under Part A.
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IMPLEMENTATION SCHEDULE
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Main Contractor
Main Plant Supplier
Balance of Plant Supplier
Erection Supervision
Subcontractors:
Site Work
Mechanical Work
Electrical Work

Local Transport
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Contractual Arrangements For Part A

Sumitomo Corporation, Japan
Hitachi Ltd., Japan
Daelim Engineering Co. Ltd., Korea

Daelim Engineering Co. Ltd., Korea

Group Engineers Malaysia Sdn. Bhd.
Syn Nam Ee Contractor, Malaysia
Golden Star Sdn. Bhd. Malaysia

R. T. Cargo, Malaysia
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STATUS OF COMPLIANCE WITH LOAN COVENANTS

Covenant

Status

Carry out the Project with due diligence and efficiency, and in
conformity with sound administrative, financial and engineering
and public utility practices.

Ref.. LA 1174, Article IV Sec. 4.01(a)

Make available, promptly as needed, the funds, facilities, services,
and other resources required for the carrying out of the Project,
and the operation and maintenance of the Project fadilities.

Ref.: LA 1174, Article 1V, Sec. 4.02

Employ competent and qualified consultants and contractors
acceptable to the Bank in carrying out the Project.
Ref.: LA 1174, Article IV, Sec. 4.03(a)

Carry out the Project in accordance with plans, design standards,
spectfications, work schedules, and construction methods
acceptable to the Bank

Ref.. LA 1174, Article 1V, Sec. 4.03(b)

Make arrangements satisfactory to the Bank for insurance of the
Project facilities consistent with sound practice.
Red: LA 1174, Article IV, Sec. 4.04(a)

Maintain records and accounts adequate to identify the goods and
services and other items of expenditures financed out of the
proceeds of the Loan.

Ref.: LA 1174, Article 1V, Sec. 4.05(a)

Maintain, or cause to be maintained, separate accounts for the
Project and for its overall operation and furnish the Bank
information concerning such accounts.

Ref: LA 1174,Article IV, Sec. 4.05(b)

Furnish the Bank all such reports and information as the Bank
reasonably request.
Ref.. LA 1174, Article IV, Sec. 4.06(a)

Furnish Bank copy of unaudited financial statements not later than
six (6) months after the end of each fiscal year and certified copies
of audited accounts and financial statements not later than nine %)
months after the end of cach related fiscal year.

Ref.: LA 1174, Article IV, Sec. 4.05(b)

Furnish the Bank quarterly reports on the execution of the Project.
Ref.: LA 1174, Article TV, Sec. 4.06(b)

- Enable the Bank’s representatives to inspect the Project, the goods

financed out of the proceeds of the Loan, and any relevant
records and documents.
Ref.: LA 1174, Article 1V, Sec. 4.07

Maintain revenues from its operations sufficient to produce an
annual rate of return of at least 8 per cent of the Borrower’s
average revalued net fixed assets in operation.

Ref: LA 1174, Article 1V, Sec. 4.12(a)

Complied with.

Complied with.

Complied with.

Complied with.

Complied with.

Complied with.

Complied with, with respect to the
maintenance of separate project
accounts; not complied with with
respect to the furnishing of said
accounts.

Complied with.

Partially complied with.

Complied with.

Complied with.

Complied with.
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Covenant

Status

13.

14.

15.

16.

17.

18.

. 19,

20.

Maintain (i) its net revenues at a level which, for each fiscal year,
will produce internally generated funds equal to at least 1.3 times
the maximum debt —service requirement for such fiscal vear on its
debt; and (ii) a ratio of debt to equity not greater than 60:40.
Ref: LA 1174, Article IV, Sec. 4.013(a)

Carry our annual revaluations of its assets, using suitable and
practical trending procedures acceptable to the Bank for purposes
of complying with its obligations under Sections 4.12 and

4.13 above.

Ref.. LA 1174, Article IV, Sec. 4.14

Review within six (6) months after the end of each fiscal year the
status of its compliance with the financial covenants set forth in
Sections 4.12 and 4.13 above in respect of the fiscal year
immediately preceding the six—month review period and furnish
to the Bank the results of such review upon its completion. How—
ever, if it failed to comply or is not likely to comply with above —
mentioned financial covenants, the Borrower shall promptly take
necessary measures, including adjustments in the structure or
level of its tariffs or other equivalent efficiency improvement
measures, in order to meet said covenants.

Ref.: LA 1174, Article 1V, Sec. 4.16

Not sell, lease or otherwise dispose of any of its assets which shall
be required for the efficient carrying on of its operations or the
disposal of which may prejudice the ability of the Borrower to
perform satisfactorily any of its obligations under the Loan
Agreement.

Ref.: 1.A 1174, Article IV, Sec. 4.09

Notify promptly the Bank of any proposal to amend, suspend or
repeal any provision of the SESCO Ordinance or the Electricity
Ordinance and shall afford the Bank an adequate opportunity io ‘
comment on such proposal prior to the taking of any action thereon.
Ref.: LA 1174,Article IV, Sec.4.10 ‘

Project Implcmcntation and Other Matters

Establish Project site offices at Kuching and Bintulu appoint a
suitably qualified and experienced resident engineer to head each
Project site office, and ensure that said offices are staffed with
suitably qualified and site personnel.

Ref: LA 1174, Schedule 6, para. 1(c)

Cause the plants to be provided under the Project to be designed,
constructed and operated in strict conformity with the Malaysia
and international emission and effluent standards.

Ref.. LA 1174, Schedule 6, para.2

Keep the Bank regularly informed of its 10—year power
development 1pro am.
Ref: LA 1174, Schedule 6, para. 3

Complied with.

Complied with.

Not complied with with respect to
the furnishing of the results of
such review.

Partially complied with.

Partially complied with.

Complied with.

Complied with.

Not complied with.
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SARAWAK ELECTRICITY SUPPLY CORPORATION'S FINANCIAL STATEMENTS

Table 1: Income Statement
(RM million)
Item 1991 1992 1993 1994 1995
REVENUES
Eiectricity Sales 260 311 363 425 471
Consumer
Contribution 17 17 18 34 24
Others 1 1 1 1 1
Total Revenues 278 328 382 460 496
OPERATING
EXPENSES
Operation and
Maintenance 88 139 151 184 188
Management and
General Expenses 33 41 49 51 65
Depreciation 62 63 66 94 101
Total Operating
Expenses 183 242 266 329 354
OPERATING INCOME 96 86 116 130 142
OTHER INCOME AND
EXPENSES
Interest Expense -80 -64 -85 -61 -55
Exchange Gains -35 35 -79 -11 10
Interest income 12 9 7 7 7
Others 2 57 70 64 95
Subtotal -80 38 -67 -1 57
TAXABLE INCOME 16 124 49 130 199
Income Tax 4 3 17 -13 2
NET INCOME 12 121 32 142 197
RATIOS
Operating Ratio (%) 66 74 70 72 71
Return or: Average Net
Fixed Assets (%) 7 15 8 16 20
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Table 2: Balance Sheet

(RM million)
Item 1991 1992 1993 1994 1995
ASSETS
FIXED ASSETS
Gross Fixed Assets 1.596.6 1,726.0 1,966 8 22930 2,556.3
Accumulated
Depreciation 3798 4423 508.4 6028 7033
Net Fixed Assets
in Service 1.216.8 1.283.7 1458 4 1.680.3 1,853.0
Work in Progress 316.1 471.5 4715 4715 4715
Other Fixed Assets 247 356 294 24.9
Net Fixed Assets 1.5576 1,790.8 1.859.3 2,186.7 2.324.5
OTHER ASSETS 18.0 17.9 177 55.0 61.6
CURRENT ASSETS
Cash 14.4 177 212 380 218
Accounts Receivable 389 521 559 59.7 68.0
Inventones 63.5 76.0 75.9 717 105.5
Investments 106.2 90.0 1116 96.7 263.9
Other Current Assets 14.1 10.2 131 120 355
Total Current Assets 2371 2460 277.8 276.1 494.7
TOTAL ASSETS 1.812.7 2,054.7 2,254.8 2.517.8 2,880.8
EQUITY AND LIABILITIES
EQUITY
Capital 110.0 110.0 305.0 305.0 500.0
Reserves and Retained
Earnings 66.8 187.4 “167.8 310.2 4993
Revaluation Reserve 936 0.0 16.9 0.0
Total Equity 176.8 3811 472.8 €321 9993
CONSUMER
CONTRIBUTIONS
Consumer Fees 4176 4711 559 1 6308 703.3
Government Grants 86.0 118.5 1185 118.5 1185
Other Grants 46 49 49 4.9 4.9
Total 499.0 594 5 6825 754.2 826.7
LONG-TERM DEBT 962.3 8910 8608 8207 7393
CURRENT LIABILITIES
Current Portion of
Long-term Debt 70.2 74 4 1015 137.8 170.8
Accounts Payable 62.9 58.2 737 117.9 81.8
Prowvision for Tax 4.4 35 151 00 00
Cthers 371 421 482 551 628
Total Current
Liabiities 1746 178.1 2386 3108 31585
TOTAL EQUITY AND
LIABILITIES 18127 20547 2.254.8 25178 28808
RATIOS
Current Ratio 14 14 12 08 16

Debdt/(Debr+Equity)
Ratio (%} 58.7 475 427 372 288
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Table 3: Cash Flow Statement

(RM million)
Item 1991 1992 1993 1994 1995
SOURCES
Internal Sources
Net Income Before Interest 71 184 97 203 252
Noncash ltems
Depreciation 62 63 66 94 101
Consumer Contribution
Transfer -17 --17 -18 -34 -24
Foreign Exchange
Loss 35 -35 79 11 -10
Depreciation
Consumer
Contributions 46 71 79 86 95
Others
Subtotal 197 266 303 361 414
Government
Contribution
Government Grants 12 41 45 50 55
Borrowings 87 34 71 98 89
Others
Total Sources 296 341 419 508 558
APPLICATIONS
Capital Expenditures 277 196 216 237 261
Debt Service
Principal 63 67 74 102 138
Interest 60 64 65 61 55
Change in Working
Capital -92 12 12 12 12
Cthers -2 -1 49 82 107
Total Applications 307 337 416 494 572
NET CASH INFLOW -11 3 4 15 -14
CASH, BEGINNING 25 14 18 21 36
CASH, ENDING 14 18 21 36 22
RATIOS
Dett-service Ratio (x} 1 1 2 2 2

Self-financing
Ratio (%) 60 64 48 44 39
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FINANCIAL AND ECONOMIC REEVALUATION

1. The scope of the as built Project is not the same as that envisaged during
appraisal. It comprises (i) supply and installation of two reserve/peaking 30-megawatt (MW)
gas turbines (GTs) (5 and 6) at Kuching; (i) three 30-MW GTs (4. 5, and 6) instead of two at
Bintulu; and (iii) 33-kilovolt (kV) indoor switchgear at Kuching instead of 33-kV and 11-kV
network expansion at Kuching and Bintulu. The capital costs for the development and
reinforcement and expansion of the 33-kV and 11-kV subtransmission and distribution
networks in Bintulu and Kuching during the Project implementation period were difficult to
separate from Sarawak Electricity Supply Corporation’s (SESCO’s) consolidated accounts
because the materials and equipment were purchased in bulk including those used in
SESCO’s other systems. Therefore, rather than using only the price of the 33-kV indoor
switchgear at Kuching ($2.8 million), it was assumed these were equal to the estimates made
during appraisal ($38.9 million). The Project as built was subjected to financial and economic
reevaluation. Economic and financial nternal rates of return (EIRR and FIRR) were calculated
on the basis of notes and assumptions described in the following sections.

2. The financial and economic reevaluation of the appraised Project was carried
out also using as built data whereever possible. These included two (4 and 5), instead of three,
GTs at Bintulu for Part B. As in the case of the as built scenario, the appraisal cost estimate of
$38.9 million was used, instead of just $2.8 million for the Kuching 33-kV indoor switchgear,
because the 33-kV and 11-kV network expansion occurred in Kuching and Bintulu as planned.

A. Financial Analysis
1. Capital Costs
3. The capital costs are expressed in constant 1996 (year of Project completion)

prices.  Annual disbursements are as indicated in the records of SESCO and loan
disbursements records of the Bank.

2. Fuel Costs

4. Petronas’ will supply SESCO with natural gas at the price of RM2.70 per MBTU
untii 2001, after which it was assumed that the price will be renegotiated at the level of the
econemic value of natural gas.? Light oil is priced at RM0.61 per liter and escalated at growth
rates indicated by World Bank forecasts.

State Petroieum Company
Calcu'ated as long-run marginal cost of production plus a depletion premium. The economic value of
natural gas in the year 2002 1s RM4.06 per MBTU in 1996 terms
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3. Operation and Maintenance (O&M) Costs

5. For Parts A and B, annual variable costs are estimated at RM4.60/MWh and
annual fixed costs at RM34.80/kilowatt-hour (kWh). For the 33-kV indoor substation in Kuching
under Part C, O&M costs equivalent to 1 percent of capital cost were assumed. Transmission
and distribution losses were assumed at 12 percent.

4, Benefits
6. The financial benefits were estimated as the incremental revenues attributable
to the project. The average tariffs are as indicated in the latest fmancnal projections for
SESCO and are expressed in constant 1996 prices.

5. Financial Internal Rate of Return

7. The FIRR for the as built Project is calculated as shown in Table 1; that for the
appraisal scenario is shown in Table 2.

B. Economic Analysis
1. Capital Costs
8. The standard conversion factor for Malaysia is 1.0.
2. Fuel Costs
3. For the Bintulu units, the cost of fuel is based on the economic value of
natural gas.
3. Operation and Maintenance Costs
10. The economic costs were assumed to be the same as the financial costs.
4. Benefits
11 The economic benefits of the Project were estimated conservatively to be

equivalent to the current tariff of RM0.275/kWh projected in real terms.
5. Economic Internal Rate of Return

12, The EIRR calculation for the as built Project is in Table 3; that for the appraisal
scenario is shown in Table 4.
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Table 1: Financial Internal Rate of Return: As Built

{RM million)
item 1992 1993 1994 1995 1996 1997 1998 1999 2000 2005 2010 2015
Incremental Energy Sales (GWh) 111.7 2234 2234 2759 2759 7227 7227 7227 7227 7227 7227
Average Revenue (RM/kWh) 0.33 0313 0291 0272 0.257 0243 0.23 0218 0.211 0211 0.211
Cash Inflow
Tariff Revenue 324 616 572 660 625 1549 1465 1386 1345 1345 1345
Cash Outflow
Capital Cost 453 752 1313 896 257
Fue! cost 3.0 5.9 74 273 242 273 267 265 441 542 671
Operating Cost
Variable 0.5 1.0 1.0 1.3 13 33 33 3.3 3.3 33 33
Fixed 0.5 1.0 3.1 3.1 5.2 52 52 5.2 52 52 52
Transmission 06 086 06 0.6 0.6 0.6 0.6 0.6
Total Cost 453 791 1393 1012 580 312 364 358 356 632 633 762
Net Cash Flow -453 -46.7 -77.7 -438 81 313 1184 1107 1030 813 712 583
FIRR 23.3%
Table 2: Financial Internal Rate of Return: Project Components As Appraised
(Two GTs in Bintulu and Network Expansion as Planned)
{RM miillion)
ltem 1992 1993 1994 1995 1996 1997 1998 1999 2000 2005 2010 2015
Incremental Energy Saies (GWh) 111.7 22338 2234 2759 2759 4993 4993 499.3 4993 4993 4993
Average Revenue (RM/kWh) 0.33 03134 0.291 0272 0257 0243 023 0218 0211 0211t 0.211
Cash Inflow
Tarift Revenue 324 616 572 660 625 1070 1012 958 929 929 929
Cash Qutflow
" Capital Cost 306 655 1216 807 214
Fuel cost 30 59 74 273 242 273 267 265 441 542 671
Operating Cost
Varnable 0.5 1.0 1.0 1.3 1.3 2.3 2.3 2.3 2.3 23 23
Fixed 05 1.0 3.1 31 5.2 5.2 52 52 52 52 52
Transmission 06 0.6 06 0.6 06 06 06 0.6
Tetal Cost 306 694 1296 923 537 312 354 348 346 522 623 752
Net Cash Flow -306 -370 -680 -350 124 313 716 664 612 407 306 177

FIRK

19.0%
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Table 3: Economic Internal Rate of Return: As Built
(RM million)
item 1982 1983 1994 1995 1996 1997 1998 1989 2000 2005 2010 2015
Incremental Energy Sales (GWh) 1117 2234 2234 2759 2759 7227 7227 7227 7227 7227 7227
Wiliingness to pay (RM/kWh) 0.275 0.275 0.275 0275 0.275 0275 0275 0.275 0275 0.275 0.275
Benefits
Wiliingness to pay 270 541 541 668 668 1749 1749 1749 1749 1748 1749
Cash Outfiow
Capital Cost 393 652 1140 778 223
Fuel Cost 30 59 74 273 285 338 347 361 441 542 67.1
Operating Cost 1.0 2.1 42 5.0 7.0 9.1 9.1 9.1 G.1 91 8.1
Tota! Cost 393 692 1220 893 546 355 429 438 452 532 8633 762
Net Cash Flow -38.3 422 679 -353 122 312 1320 1311 1297 1217 1116 987
EIRR 29.7%

Table 4: Economic Internal Rate of Return: Project Components As Appraised
(Two GTs in Bintulu and Network Expansion as Planned)

{RM million)

Item 1992 1993 1994 1995 1996 1997 1998 1999 2000 2005 2010 2015
Incremental Energy Sales (GWh) 0 1117 22338 2234 2759 2759 499.3 4993 4993 4993 4993 4993
Willingness to pay (RM/kWh) 0.275 0275 0275 0.275 0275 0275 0.275 0.275 0.275 0.275 0.275
Benefits

Willingness to pay 270 541 541 668 668 1208 1208 1208 1208 1208 1208
" Cash Outflow

Capital Cost 266 568 1056 701 186

Fuel Cost 30 59 74 273 285 338 347 361 441 542 671

Operating Cost 1.0 21 4.2 50 7.0 8.1 8.1 81 81 8.1 8.1

Total Cost 266 608 1136 816 508 355 419 428 442 522 623 752
Net Tash Fiow -266 -338 -585 -276 158 312 790 781 767 687 586 457

EiRR 25.9%






