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I. THE PROPOSAL 

 
1. I submit for your approval the following report and recommendation on a proposed loan 
of up to $350 million without government guarantee for the Tangguh Liquefied Natural Gas 
Project in the Republic of Indonesia.  
 

II. INTRODUCTION 

 
2. Indonesia started exporting LNG in 1977 and is currently the world’s largest LNG 
exporter with a market share of nearly 20%. LNG export is a significant earner of foreign 
exchange for the country. In 2004, it comprised $7.8 billion, or 10.8% of the nation’s total 
exports. Indonesia has supplied natural gas for conversion to LNG from two primary centers: 
Arun in Aceh province and Bontang in East Kalimantan province. Arun’s natural gas reserves 
are widely recognized to be depleting, and Arun is likely to cease to be an important source of 
natural gas by 2012 or soon thereafter. Bontang production recently experienced a shortfall due 
to operational constraints.  
 
3. The Project is expected to be the Indonesia’s third primary LNG center and the largest 
private sector financing in Indonesia. Following the discovery of a total of seven gas fields in 
Bintuni Bay in Irian, the Project is being developed to implement the upstream development of 
the gas fields and the subsequent processing of this feed gas into LNG for export. In 
anticipation of the development of this valuable resource located in one of Indonesia’s most 
rugged and backward regions, in 1997 the Project was named “Tangguh,” which in Bahasa 
means “strong and resilient.” 
 

III. BACKGROUND 

 
A. The Liquified Natural Gas Subsector  
 

1. Overview 
 
4. Indonesia has 2.56 trillion cubic meters (m3) of “proven” natural gas reserves, the 13th 
largest in the world and the largest in Asia and the Pacific. The proven gas reserves are 
equivalent to three times Indonesia’s oil reserves and can supply the country for 35 years at 
current production rates. If the “possible” gas reserves are included, future supply could be 
longer than 50 years. However, not all of these reserves are commercially viable and not all of 
their gas is exportable, due to gas quality and distance to market.  
 
5. Indonesia’s natural gas production reached 73,300 million m3 in 2004, 8th largest in the 
world and largest in Asia and the Pacific. The country’s gas exports have grown 60-fold from 661 
million m3 in 1977, when LNG exports started, to 39,600 million m3 in 2004. Indonesia’s natural 
gas exports have traditionally been in the form of LNG. Indonesia presently is the largest LNG 
producer in the world with nearly a 20% market share. In 2004, Indonesia’s LNG was exported to 
Japan (63.3%), Republic of Korea (21.8%), and Taipei,China (14.9%).  
 
6. LNG exports are the country’s main energy export, and thus a principle source of revenue. 
LNG exports averaged 9.5% of the country’s total exports during 1998–2004. During the same 
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period, the contribution of LNG to the country’s gross domestic product averaged 3.5%. However, 
Indonesia’s two primary LNG centers, Arun in Aceh and Bontang in East Kalimantan are 
reportedly facing various production constraints. Arun’s gas production is now in steady decline 
after peaking in 1995; 90% of Arun’s gas resources are now considered depleted, and committed 
reserves will run out entirely in 2018. Bontang began experiencing LNG shortfalls in 2004 due to 
underproduction as a result of poor maintenance, accidents, and low field performance. The 
production constraints faced by Arun and Bontang underline the importance of developing the 
Project, the third LNG center, in order to maintain the country’s leadership in the world LNG 
market and to secure stable revenues from LNG exports in the future. The LNG subsector in 
Indonesia is described in Appendix 2. 
 

2. Sector Regulations 
 
7. As part of a wider program for deregulation, the Government announced reforms in the 
oil and gas subsector in a letter of intent signed in January 2000. Subsequently, in 2001 then 
President Megawati Sukarnoputri signed a new oil and gas law providing a new framework for 
the oil and gas industry: Law of the Republic of Indonesia (Number 22 of 2001) Concerning 
Natural Oil and Gas (the new oil and gas law). It recognizes the importance of a certain and 
transparent legal environment in which to conduct business activities, and contemplates the 
establishment of upstream and downstream environments with an appropriate regulatory 
framework for each. LNG plants may be flexibly considered as either upstream or downstream 
activities depending on their commercial objectives. Historically, all of Indonesia’s LNG projects 
have been integrated with gas production arrangements, and are thus considered an upstream 
activity. The new oil and gas law also provides for the creation of the Indonesian Oil and Gas 
Upstream Regulatory Body (BPMIGAS), a nonprofit state-owned legal entity, to be responsible 
for upstream activities taking over rights and obligations of PERTAMINA, the former National Oil 
and Gas Company of Indonesia. Accordingly, PERTAMINA's supervisory role in the upstream 
and its downstream monopoly have ceased.  
 
B. Asian Development Bank Operations 
 

1. Country Strategy 
 
8. The new country strategy currently under preparation for Indonesia states that ADB will 
be guided by the Government’s five priority areas to achieve sustainable economic growth, 
which is needed to absorb the large number of entrants to the labor market annually and to 
reduce poverty. The five areas are (i) job creation and poverty reduction; (ii) macroeconomic 
stability; (iii) increase of investments, exports, and tourism; (iv) human resource improvements; 
and (v) infrastructure development by improving the efficiency of services and increasing private 
sector participation.  

 
9. To support the Government’s goal and drawing on lessons learned, ADB will focus on (i) 
development of infrastructure, (ii) promotion of decentralization, (iii) reduction of regional 
disparities, (iv) enhancement of natural resource management, and (v) reform of the financial 
sector. 
 
10. ADB has played a significant role in the development of the gas transmission 
infrastructure, and in developing the regulatory capacity for the oil and gas sector in Indonesia. 
ADB’s Loan 1357-INO: Gas Transmission Project in Sumatra supported the construction of the 
trans-Sumatra gas pipeline that not only enhanced domestic utilization of natural gas but also 
established an important segment of the trans-ASEAN gas grid promoting regional energy 
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cooperation.1 An important policy covenant under the ADB loan required the conversion of 
Perusahaan Gas Negara (PGN) from a state corporation to a limited liability company which 
was completed in 1996. ADB conducted extensive and high-level policy dialogue on the 
participation of the private sector. As a result, a subsidiary with a 40% private sector 
participation was formed to own, and operate the transmission system comprising the Grissik-
Duri line completed in 1998 and the Grissik-Sakernan-Batam-Singapore pipelines completed in 
2004 and the Batam distribution network completed in 2005. ADB has provided several 
technical assistances (TAs) to support the establishment of the regulatory framework and 
restructuring of the gas sector, development of the gas sector master plan, and for gas 
distribution and utilization.2 An ongoing TA supports the development of the least cost option for 
gas supply to meet the growing energy demand in Java.3

 
2. Energy Sector Strategy 
 

11. ADB’s energy sector strategy supports, as operational priorities, (i) poverty reduction, 
including by creating energy infrastructure for sustainable economic growth; (ii) promotion of 
private sector involvement by restructuring the energy sector, and creating an enabling 
environment for the private sector; (iii) addressing regional and global environment impacts by 
supporting measures to address acid rain problems and use of clean energy; and (iv) promotion 
of regional cooperation.  
 
12. The Project supports and contributes to the promotion of ADB’s operational priorities, 
particularly by (i) generating substantial financial benefits for both the central and local 
governments to enable sustainable economic growth, which can reduce poverty, as well as 
directly assisting various poverty reduction initiatives in Irian; (ii) supporting government policy 
of restructuring the oil and gas subsector with the largest private sector investment since the 
financial crisis in 1997; (iii) supplying clean energy to countries in the region, e.g., the People’s 
Republic of China (PRC), where serious environmental degradation including acid rain have 
resulted from the overuse of coal as a primary fuel; and (iv) promoting regional cooperation 
through increased energy trade in the region. 

 
3. ADB’s Private Sector Operations 

 
13. To support the Government’s goal of reducing poverty by achieving sustainable 
economic growth, ADB proposes to revitalize its private sector operations in Indonesia to serve 
as a catalyst for the return of private sector investments in infrastructure, especially in the 
energy and transport sectors. During its January 2005 Infrastructure Summit, the Government 
identified 91 projects totaling $22.7 billion for possible private sector participation to enhance 

                                                 
1 ADB. 1995. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 
Republic of Indonesia for Gas Transmission and Distribution Project. Manila (Loan 1357-INO). 

2 ADB. 1988. Technical Assistance to the Republic of Indonesia for Natural Gas Rehabilitation and Expansion. Manila 
(TA 990-INO); ADB. 1993. Technical Assistance to the Republic of Indonesia for Gas Utilization Study. Manila (TA 
1906-INO); ADB. 1995. Technical Assistance to the Republic of Indonesia for A Study to Establish the Gas 
Regulatory Framework. Manila (TA 2344-INO); ADB. 1996. Technical Assistance to the Republic of Indonesia for 
South Sulawesi Gas Transmission and Distribution. Manila (TA 2572-INO); ADB. 1997. Technical Assistance to the 
Republic of Indonesia for the Study for Development of Gas Infrastructure in Java. Manila (TA 2783-INO); ADB. 
1997, 2002. Technical Assistance to the Republic of Indonesia for Implementing a Regulatory Framework for the 
Gas Industry. Manila. (TA 2933-INO); ADB. 2001. Technical Assistance for the Gas Sector Development Plan. 
Manila (TA 3671-INO). 

3 ADB. 2004. Technical Assistance to the Republic of Indonesia for Gas Transportation Project Through Public- 
Private Partnership. Manila (TA 4360-INO). 
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economic growth and reduce unemployment. ADB private sector operations will complement 
such Government initiatives by mobilizing various financial assistance and expertise in 
cooperation with ADB’s public sector operations. 
 

IV. THE PROJECT 

A. Background 
 
14. As part of Indonesia’s economic policies of maintaining the security of LNG supply and 
encouraging the development of projects earning foreign exchange, the Project is designated as 
a national project and its realization is recognized by the Government as a national priority. 
 
B. Investors 

 
15. Interests in the Project are held by subsidiaries of major oil and gas companies: BP; 
China National Offshore Oil Corporation (CNOOC); Mitsubishi Corporation; INPEX Corporation; 
Nippon Oil Exploration, Ltd.; Japan Oil, Gas, and Metals National Corporation (JOGMEC); 
Kanematsu Corporation; Overseas Petroleum Corporation; and LNG Japan Corporation. The 
investors’ corporate profiles are in Appendix 3. 
 
C. Project Description 
 
16. The Project is a major greenfield development to extract natural gas from gas fields in 
the Berau and Bintuni bay area of Irian, and to liquefy it into LNG for shipping to export markets.  
 
D. Environmental Aspects and Social Dimensions 

 
1. Environment, Safety, and Health 
 

17. The Project will meet high standards in responsible resource development through the 
environmental and social impact assessment (AMDAL) process, which was carried out during 
2000–2002 using Indonesian regulations and standards. Many aspects of relevant international 
standards were also considered. The assessments produced three documents required under 
the regulation: (i) Environmental and Social Impact Analysis (ANDAL), (ii) Environmental and 
Social Impact Management Plan (RKL), and (iii) Environmental and Social Impact Monitoring 
Plan (RPL). As the Project includes components subject to different government jurisdictions, 
the Central AMDAL Evaluation Commission of the Ministry of Environment undertook the 
AMDAL using an integrated approach. The environment minister confirmed environmental 
approval of the Project on 25 October 2002. 
 
18. ADB has classified the Project as environmental category A. The summary 
environmental impact assessment was prepared and posted on the ADB website on 8 July 
2005. The assessment used the ANDAL, RKL, and RPL as source documents and includes 
information not required under the Indonesian system. Details of the final project design and the 
results of additional studies undertaken since the original AMDAL documents were prepared 
and are reflected in the summary environmental impact assessment. 
 
19. Key environmental issues include the need to protect air and water quality, and effects 
on terrestrial, freshwater aquatic, intertidal, and marine ecosystems. Extensive and intensive 
environmental inputs were included in project planning. The Project, as designed, minimizes the 
risk of adverse environmental impacts. A wide range of environmental protection measures and 
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safeguards have been incorporated to protect against adverse impacts to the physical, 
biological, and social components of the environment. With the implementation of the RKL  and 
RPL, the Project will comply fully with all Indonesian and ADB environmental requirements. The 
RPL presents emission/discharge standards based on the strictest of Indonesian, World Bank, 
and World Health Organization guidelines. Covenants related to the RKL and RPL will be set 
out in the financing documents. 
 
20. Health and safety aspects feature prominently as a major BP corporate policy. Health 
and safety management measures are included in the construction contracts for implementation 
by the contractors. During the operation of project facilities, health and safety management will 
rigorously adopt standard measures and practices well-established in the gas industry. The 
environmental monitoring program includes health and safety aspects to ensure the compliance 
required as part of the environmental management plan. 
 

2. Resettlement  
 

21. Land acquisition and physical relocation of 127 households from within the LNG plant 
site was completed by mid-2004. Resettlement was undertaken in accordance with a Tangguh 
Project Land Acquisition and Resettlement Plan (LARAP) which forms part of the Government 
approved AMDAL for the Project. The AMDAL LARAP was prepared in accordance with the 
Government legislation and World Bank standards. Amongst other issues, national and 
international NGOs expressed some concerns about resettlement and compensation aspects of 
the Project during the AMDAL process. A ‘due diligence’ of those resettlement activities 
completed prior to ADB’s involvement was undertaken. Some gaps were identified. 4  
Subsequently, with guidance from ADB, the Project has prepared a second LARAP referred to 
as the “Implementation LARAP”. This addresses gaps identified during the ‘due diligence’ and 
provides additional detail on livelihood restoration for affected people. The ‘Implementation 
LARAP’ is in accordance with ADB policy and operation requirements. 
 
22. For the LNG terminal, a 3,266 ha site was acquired through negotiated agreements with 
several clans of the Simuri tribe, which held customary (adat) rights to the land, and with the 
Tanah Merah community who occupied it. A further 200 ha of land, also belonging to the Simuri, 
was acquired for a replacement village and garden plots for the Tanah Merah resettlers. 127 
households (694 people) from the village of Tanah Merah were relocated from within the site. 
The standard of replacement housing, community facilities and supporting infrastructure 
provided to resettlers is high. ADB’s due diligence study found that resettlers are very satisfied 
with their replacement living conditions. Well resourced livelihood restoration programs for 
affected people are underway and will be supported by the Project until 2009. The due diligence 
assessed the resettlement program as well planned and executed, and in conformance with 
ADB requirements. An appraisal mission was conducted in early November 2005 to review 
amongst other matters (i) progress with resettlement implementation; (ii) the adequacy of 
affected people’s access to replacement forest and coastal resources; and, (iii) relations 
between clans following resources reallocation. Progress was assessed by the Mission as 
satisfactory. 
 

                                                 
4  Gaps with respect to ADB’s involuntary resettlement policy included: (i) lack of an explicit basis for compensation 

for loss of use of coastal resources and fishing grounds resulting from Project safety exclusion zones; and, (ii) an 
inconsistent approach to compensating for certain plantations within the LNG site.  The Project has included 
commitments to address these gaps in the ‘Implementation LARAP’. 
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23. Total affected population is 249 households (1,165 people). This consists of the 
relocated village (127 households), and two host communities, Onar (28 households), and 
Saengga (94 households). The host villages will benefit through renovation of housing and 
infrastructure by the project. The host communities will experience some intensification of use of 
their coastal resources as a result of the need to share with resettler households. All villagers 
will experience some loss of access to fishing area as a result of restrictions around the LNG 
plant, subsea pipelines and offshore platforms. An endowment trust and livelihood programs 
have been set-up to offset livelihood coastal resources and fishing grounds affected by Project 
marine safety exclusion zones. 

 
3. Indigenous Peoples Development Plan 
 

24. The Project has prepared and is implementing an indigenous peoples development plan 
prepared in accordance with ADB’s Indigenous Peoples Policy. Two related indigenous peoples 
safeguards documents were prepared for the Project. The first document is the Integrated 
Social Program (ISP), which is the equivalent of an Indigenous Peoples Development Plan, to 
address anticipated indigenous peoples' issues and other social development issues during 
project construction period and transition to the project operations period (2006-2010). The ISP 
sets out principles for (i) informing and promoting participation of local indigenous peoples in 
project preparation and implementation; (ii) delivering benefits to local indigenous people; and, 
(iii) safeguarding them from adverse Project impacts. Principal Project impacts and risks for 
indigenous people have been identified. The plan was prepared within the context of the 
Papuan Special Autonomy Law (1999) which obligates the Government of Papua to 
acknowledge, protect, empower, and develop the rights of indigenous communities.  Enabling 
legislation has now been passed for formation of a Papua People’s Assembly (Majelis Rakyat 
Papua) which includes indigenous representation. The second document is the Indigenous 
Peoples Development Framework (IPDF), which is to address unanticipated indigenous peoples 
issues and other possible social development issues over the lifetime of the Project. IPDF is 
required in recognition that (i) the project lifespan and project loan maturity extends beyond the 
current ISP planning period, and (ii) the long-term socio-economic environment, in which the 
project is being developed, is relatively unpredictable. 
 
25. The ISP has the following components: (i) a diversified growth strategy (DGS) developed 
in partnership with UNDP and the Government to reduce impacts of population influx, to support 
development of a regional development plan and to increase the capacity of local government; 
(ii) a community mobilization and development program developing small social and physical 
infrastructure projects in nine villages in the immediate vicinity of the Project; (iii) a basic health 
program focusing on maternal and child health, malaria control, TB detection and treatment and 
HIV/AIDs prevention; (iv) establishment of a community-based security network; (v) 
microfinance and SME development program (in collaboration with USAID); and, (vi) 
strengthening of adat institutions and local civil society. Mechanisms and forums to facilitate 
information dissemination, consultation, grievance and dispute resolution have been defined. 
ISP expenditure to date is $18.7 million. A further $58.3 million is budgeted for 2006-2010. 
According to IPDF, beyond 2010 the Project, together with the Government, will provide on-
going support to social-economic development initiatives based on an assessment of needs and 
risks. 
 

4. Development Impacts 
 
26. The Project will build a facility to serve as the third LNG primary center in Indonesia. Its 
LNG exports will earn revenue in foreign currency, which will be shared by the private sector 
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investors and the Government based on the PSCs. In accordance with the Indonesian Autonomy 
Law, these revenues will be shared between the central and provincial governments. The Project 
supports the Government’s goal to achieve sustainable economic growth to reduce poverty 
through macroeconomic stability and infrastructure development with private sector participation.  
 
27. The Project will increase the supply of clean energy to importing countries such as the 
PRC, which is endeavoring to reduce air pollution caused by the overuse of coal and to diversify 
energy sources while achieving sustainable economic growth. The Project contributes to regional 
cooperation by energy trading.  
 

5. Development Effectiveness 
 
28. Based on the standards being contemplated by ADB for implementation of the Good 
Practice Standards for Evaluation of Private Sector Investment Operations, the Project is 
assessed and described within the design and monitoring, and development effectiveness 
frameworks (Appendix 1). The Project is deemed to be developmentally effective, and its 
performance measurable. A brief summary discussion follows on each of the three parameters.  

 
a. Project Performance 

 
29. The Project will be assessed against its specific investment capital, construction, 
operational, and financial objectives. Essentially, effectiveness will be measured against how 
successfully the Project attracts private sector capital (both debt and equity); how the Project 
secures fixed construction costs and contracting arrangements for on-time construction, within 
budget and within specifications; and how the Project secures suitable operational arrangements 
to enable optimal production of LNG for export. The Project will be also measured by financial 
profitability and sustainability through timely debt repayment capacity and investor returns. 
  
 b.  Economic Sustainability 
 
30. The Project will be assessed, from an economic sustainability point of view, on its ability to 
provide Indonesia with new LNG production and export capacity, supply LNG at competitive 
prices, and contribute to economic growth by generating additional revenue to the central and 
local governments. Additional employment created as a result of project implementation will be 
taken into account. The Project’s successful implementation will promote the Government’s sector 
reform. 
  
 c.  Private Sector Development 
 
31. The Project will be assessed and measured on how it contributes to private sector 
development. The focus of this assessment is on the Project’s commercial and financial viability, 
and its demonstrative and catalytic effect on future private sector investments in the energy 
sector, and the broader economy as a whole. 
 

V. THE PROPOSED ASSISTANCE 

A. The Loan 
 

1. Nature and Amount 
 

32. ADB assistance for the Project will comprise a loan of up to $350 million  
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B. Justification for ADB Assistance 
 
33. The Project merits ADB support for the following reasons: 
 

(i) By generating financial benefits to both central and local governments in the long 
term, the Project, the first phase of the nation’s third LNG center, will contribute 
significantly to the Government’s goal of achieving sustainable economic growth 
and thus reduce poverty, as supported in the ADB country strategy.  

 
(ii) The Project will supply natural gas at competitive prices and promote as a 

priority, as the ADB energy strategy designates, environmental improvements in 
other countries such as the PRC, which are endeavoring to lessen environmental 
degradation and broaden their energy mix. The Project will contribute to regional 
cooperation by energy trade, another priority designated in the ADB energy 
strategy. 

 
(iii) Success of the Project will demonstrate resumption of private sector confidence 

in Indonesia and in the Government’s reform initiatives to promote deregulation 
and improve transparency in the critical energy sector. 

  
(iv) The Project is the first phase of a large LNG project, which will contribute, in the 

long term, by increasing energy supply to alleviate energy price hikes and 
fluctuations, the main challenge that developing member countries are facing for 
sustainable economic development. 

 
(v) By participating in the Project, ADB will indicate its strong commitment to help 

develop the energy infrastructure sector in Indonesia, which requires a large 
amount of private sector investment. 

 
(vi) ADB’s participation in the Project is critical to reassuring project participants (the 

Government, private investors, LNG purchasers, and financiers) that this 
Indonesian national project is structured, financed, implemented, and operated in 
line with international standards and best practices with critical environment and 
social requirements being fully satisfied. 

 
VI. ASSURANCES 

 
34. A framework agreement relating to ADB’s status, privileges, and immunities with respect 
to its equity investments and lending operations in the private sector is in effect between the 
Government and ADB. Consistent with the Agreement Establishing the Asian Development 
Bank (the Articles of Agreement), the Government will be requested to confirm that it has no 
objection to the proposed assistance to the Project. No funding will be disbursed until ADB 
receives such confirmation. In addition, ADB will enter into suitable loan and guarantee 
documentation on terms and conditions satisfactory to ADB which will include, without limitation, 
provisions addressing anti-corruption, anti-money laundering and anti-terrorism matters.  
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VII.   RECOMMENDATION 

 
35. I am satisfied that the proposed loan would comply with the Articles of Agreement of the 
Asian Development Bank (ADB) and, acting in the absence of the President, under the 
provisions of Article 35.1 of the Articles of Agreement of ADB, I recommend that the Board: (i) 
approve the loan of up to $350,000,000 for the Tangguh LNG Project; and such other terms and 
conditions as are substantially in accordance with those set forth in this Report, and as may be 
reported to the Board;  
 
 
 

 Joseph Eichenberger 
 Vice President 

 
 

17 November 2005 
 



10    Appendix 1 

DESIGN AND MONITORING AND DEVELOPMENT EFFECTIVENESS FRAMEWORKS 
 

A. Design and Monitoring Framework 
 

   

Design Summary Performance Targets/Indicators Data Sources/Reporting 
Mechanisms 

   
   

   
Impact 
   
• Earn revenue for the 

Government for sustainable 
economic growth to reduce 
poverty 

 

• Increase the nation’s LNG 
production and export by 7.6 
mtpa 

• Increase the nation’s LNG 
export revenue 

• Payments by the Project to 
the Government totaling $1.2 
billion (estimated) during the 
concession 

• National and local government 
budget 

• Operation reports 
• BPMIGAS reports 

 

   
Outcome 
   
• Attract private sector 

investment of $6.3 billion. 
• Implement a new LNG center 

to produce and export LNG. 
• Contribute to the national 

goal of maintaining a leading 
role in LNG supply in the 
region. 

• Realize additional revenue 
for central and local 
governments totaling $1.2 
billion (estimated) during the 
concession. 

• Supply LNG to countries in 
need of environmental 
improvement and energy mix 
diversification. 

• Project costs financed by 
private capital. 

• LNG production of 7.6 mtpa 
as per the agreements with 
the Government and 
operational capacity 

• Shipment of LNG for up to 
7.6 mtpa to purchasers under 
LNG sale and purchase 
arrangements 

• Marketing to new LNG 
purchasers 

• Increased private investment 
in the energy sector 

 

• Project financial close 
• Project construction and 

operational reports 
• BPMIGAS reports 

 

   
 
 
 
 
 
 

 



  Appendix 1     11 

 
 
Outputs 
 
• Installation of offshore 

platforms and LNG facilities 
with the production capacity 
of 7.6 mtpa 

• LNG production and export 
for up to 7.6 mtpa in 
accordance with the offtake 
agreement with LNG 
purchasers 

• Project completion occurs in 
2008 as scheduled and within 
budget 

• Commercial operations begin 
in 2008 as per construction 
contract 

• Project operates as per 
technical design agreed with 
the Government  

• Project construction and 
operational reports as prepared 
by the Project 

 

   
Activities 

   
• Project development and due 

diligence 
• Attract private equity and 

debt financing 

• Project approvals, permits, 
agreements, and contracts 
allowing for project 
implementation 

• Signed investor agreement(s) 
• Signed financing 

agreement(s) 

• Financial close 
• Clearance of all loan drawdown 

conditions 
• Loan drawdown(s) 

 

   
BPMIGAS = Badan Pelaksana Kegiatan Usaha Hulu Minyak Dan Gas Bumi (Indonesian Oil and Gas Upstream 
Regulatory Body), LNG = liquefied natural gas. 
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B. Development Effectiveness Framework 
 

  

Item Impact 
  
  

 
Project Performance 
 
  
• Private Equity • International private capital formation 
• Debt Capital • Attract international debt capital 
• Fixed-Price and On-Time Construction • Construction efficiency 
• Operational Efficiency • Optimal technical performance 
• Debt Repayment and Equity Returns • Economic and financial validation of the Project  

  

 
  

 
Economic Sustainability 
 
• Physical Facility • Contribution to sustainable economic growth  
• New LNG Production Capacity • Produce LNG for export  
• Efficiency • Competitive LNG price 
• Oil and Gas Sector Development  • Meets the Government’s objective to build the third LNG center 

with private sector assistance 
• Environmental Development • Supply of clean energy 
• Economic Growth • Project adds to Indonesia’s GDP via LNG production and export 
 • Direct employment  
 • Additional revenue source for central and local governments 

 
 • Direct support for community development 
• Sector Reforms • Project validates sector reforms and policies, especially New Oil 

and Gas Law 2001 
• Sector Reforms • Project validates sector reforms and policies, especially New Oil 

and Gas Law 2001 
  

 
  

 
Private Sector Development 
 

• Commercial/technical viability • Demonstrative effect 
• Financial viability • Demonstration effect 
• Oil and gas sector development • Demonstration effect 

• Validation of sector policies, reforms, and incentives, 
including the new oil and gas law 

• Private sector investment • Highly visible example of private sector investment in 
Indonesia 

• Increased private FDI 
  

DSCR = debt-service coverage ratio, EPC = engineering, procurement, and construction, FDI = foreign direct 
investment, GDP = gross domestic product,  IPDF =  indigenous peoples development framework, ISP = Integrated 
Social Program, LNG = liquefied natural gas. 
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THE LIQUIFIED NATURAL GAS SECTOR IN INDONESIA 
 
 
A. Gas Reserves 
 
1. Indonesia has 2.56 trillion cubic meters (m3) of proven natural gas reserves, the 13th 
largest in the world and the largest in the Asia and Pacific region. Gas reserves are equivalent 
to three times Indonesia’s oil reserves and can supply the country for 35 years at current 
production rates. If the possible reserves are included, supply would be longer than 50 years. 
According to the Government, over 71% of natural gas reserves are located offshore, with the 
largest reserves found on Natuna Island (34.4%), East Kalimantan (30.2%), Irian Jaya (15.1%), 
Aceh (6.8%), and South Sumatra (6.4%). However, not all of these reserves are commercially 
viable nor is the gas exportable, due to both the quality of the gas as well as its distance to 
market.  
 
B. Liquefied Natural Gas Production and Export 
 
2. Indonesia’s natural gas production has steadily increased, rising to 73,300 million m3 in 
2004, the world’s 8th largest and Asia and Pacific’s largest, followed by Malaysia, the People’s 
Republic of China (PRC), and Australia. Indonesia’s gas exports have grown from 661 million 
m3 in 1977, when the export of liquefied natural gas (LNG) started, to 20,342 million m3 in 1986, 
a 31-fold increase, and to 39,600 million m3 in 2004, a 60-fold increase. Natural gas exports 
from Indonesia have traditionally been in the form of LNG. Export by pipeline commenced to 
Singapore upon completion of a subsea pipeline in 2001. Indonesia presently remains the 
largest LNG producer in the world, with almost a 20% market share. In 2004, Indonesia’s LNG 
was exported to Japan (63.3%); Republic of Korea (21.8%); and Taipei,China (14.9%). While 
natural gas export by pipelines is expected to increase, LNG exports will remain the majority 
due to the geographic distance between Indonesia and large gas demand centers in the region. 
Figure A2.1 presents Indonesia’s natural gas production and export during 1986-2004. 
 

Figure A2.1: Natural Gas Production and Export
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3. LNG is the country’s main energy export and a principle source of revenue and a major 
contributor to the economy. In 2004, LNG exports generated revenues of $7.8 billion 
representing 10.8% of the nation’s exports and 3.1% of its gross domestic product. LNG exports 
represented an average of 9.5% of the country’s total exports in 1998–2004. During the same 
period, its contribution to the country’s gross domestic product averaged 3.5% (Figure A2.2).  

 

Figure A2.2: LNG Export Revenues and GDP
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4. To maintain reserves and production for oil and gas, Indonesia will require $49 billion of 
investment capital through 2020, of which more than $46 billion will be needed for oil and gas 
exploration, processing, and petrochemical installations. However, annual investment reported 
in 2001–2003 was only $1.2 billion on average. Historically, substantial financing for 
development of the energy sector has come from government, export credit agencies, and the 
private sector (mostly foreign). Among export credit agencies, Japan Export Import Bank 
(presently, Japan Bank for International Cooperation) has played a leading role. 
 
C. LNG Demand 
 
5. The fastest growing component of world energy consumption is expected to be natural 
gas according to the International Energy Agency. Currently, natural gas accounts for 23% of 
total energy consumption, but this is projected to increase to 28% by 2020. The growth of 
natural gas consumption in developing countries is expected to be significantly greater than in 
the rest of the world, averaging 5.3% per year, as compared with 2.4% per year for developed 
countries. Gas importing countries and regions include Japan; France; Republic of Korea; 
Spain; Taipei,China; and the United States.  
 
6. The largest increments in natural gas use are expected to be in developing Asia and 
North America. Natural gas consumption in Australia, Japan and New Zealand is projected to 
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increase by 1.9% per year from 1999 to 2020; however, in the rest of Asia, gas consumption is 
expected to increase 6.1% per year over the same time period. Among the developing 
economies, the PRC will be one of the most prominent LNG purchasers in Asia in the future. 
While it is currently the world’s second largest energy market, the PRC’s energy consumption 
per capita remains low. To maintain rapid economic growth and lessen environmental 
degradation, the PRC government is strongly promoting the use of natural gas. By 2020, natural 
gas is predicted to increase to 12% of the PRC’s total energy mix from only 2.5% in 2000. The 
projected increase of natural gas consumption will create a demand-supply gap for the PRC in 
natural gas of 24 billion m3/annum by 2010, which is predicted to grow to 100 billion m3/annum 
by 2020. The PRC government plans to meet the demand-supply gap by importing LNG through 
newly constructed LNG terminals as well as by transporting natural gas from the western region 
by pipelines. 
 
D. Emerging Challenges 
 
7. Indonesia’s LNG production commenced in late 1970s at two primary LNG centers: Arun 
in Aceh province and Bontang in East Kalimantan province. The two primary LNG centers are 
reportedly facing various production constraints. Arun’s gas production is now on a steady 
decline after peaking in 1995. Ninety percent of Arun’s gas resources are now considered to be  
depleted, and its committed reserves will run out entirely in 2018. As Indonesia’s largest LNG 
center, Bontang produces about 20 million tons/annum of LNG. However, Bontang began 
experiencing LNG shortfalls in 2004 due to underproduction resulting from poor maintenance, 
accidents, or low field performance. These production constraints faced by Arun and Bontang 
have underlined the importance for Indonesia of developing the Project as the third LNG center 
in order to maintain its leadership in the world LNG market and secure stable revenue from LNG 
exports in the future. 

 
8. In recent years, new LNG producers in Australia, Malaysia, Russia Federation, and 
Qatar, are challenging Indonesia’s leading position in the LNG market by increasing supply and 
offering more flexible and competitive sales contracts. Indonesia’s LNG exports have been 
under long-term contracts between PERTAMINA and its LNG purchasers. However, Indonesia’s 
key LNG markets in Japan and Republic of Korea are exploring new sources of LNG, offering 
lower prices and more flexible contracts. In addition, these buyers are starting to rely more on 
the spot market for their LNG supply as part of their fuel management and procurement strategy. 
Consequently, Indonesia is exploring alternative marketing opportunities in the PRC and the 
United States. 
 
E. Regulatory Frameworks 
 
9. The new Indonesian Oil and Gas Law No. 35/2004 was promulgated on 14 October 
2004 replacing Oil and Gas Law 44/1960 and Law 8/1971 on PERTAMINA. It provides a new 
framework for the oil and gas industry. The law recognizes the importance of a certain and 
transparent legal environment in which to conduct the business activity of Indonesia's oil and 
gas industry.1 It contemplates the establishment of upstream and downstream environments 
with an appropriate regulatory framework for each. It aims to (i) open all sectors of the 
petroleum industry to competition, (ii) lower costs through increased transparency and 
efficiency, (iii) allow market mechanisms to determine prices, (iv) create legal certainty to raise 

                                                 
1  Indonesia supports the Extractive Industries Transparency Initiative proposed by United Kingdom Prime Minister 

Tony Blair. 
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investor confidence, and (v) end PERTAMINA’s control of upstream activities and monopoly of 
the downstream sector. 
 
10. Under the new law, investors conduct (i) upstream activities under cooperation contracts 
with the state-owned implementing agency (BPMIGAS) or (ii) downstream activities under a 
business license issued by the state-owned regulatory agency. LNG plants may be flexibly 
considered as either upstream or downstream activities depending on their commercial objectives. 
Historically, all of Indonesia’s LNG projects have been integrated with production-sharing contract 
assets, and are thus considered an upstream activity.2   

 
11. In January 2001, the new Fiscal Decentralization Law was promulgated. Under the new 
revenue-sharing formulas, 15% of the Government’s net oil revenues and 30% of its net natural 
gas revenues are directed to provincial and district governments. The Government’s net 
revenues can be realized as profit after cost recovery and deduction of the production-sharing 
contractor’s share. Of the 15% of the Government’s net oil revenue flowing to the regions, 6% 
will go to the region of origin, 6% will be shared among the other districts in the province, and 
3% will go to the provincial government. In the case of the Government’s net gas revenues, 
12% goes to the region of origin, 12% will be shared among the other districts in the province, 
and 6% will go to the provincial government. However, special autonomy provisions for Aceh 
and Irian give those two provinces 70% of net oil and gas profits, with the remaining 30% going 
to the central Government. 
 

                                                 
2  Noting the success of past projects and the familiarity of all parties with the upstream structure for LNG plants (both    

from a development and a financing standpoint), the Project is pursuing an upstream designation.   
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CORPORATE PROFILE OF INVESTORS 
 
 
A. BP PLC 
 
1. BP PLC (BP) is one of the world's largest integrated energy companies with operations 
in over 70 countries. The company, which was formed in 1998 from the merger of British 
Petroleum and Amoco, grew further with the purchase of Atlantic Richfield Company in 2000. 
BP’s principal activities comprise exploration and production, gas and power, refining and 
marketing, and chemicals. BP has proven reserves of 18.6 billion barrels of oil equivalent, 
including large holdings in Alaska, the North Sea and Russian Federation. It is the largest oil 
and gas producer in the United States, and a top refiner (6.4 million barrels of oil per day 
capacity) and petrochemical manufacturer. Gas accounts for approximately 42% of BP's total 
hydrocarbon reserves, with gas resources of more than 100 trillion cubic feet around the world 
and daily sales of approximately 8.5 billion cubic feet. BP produces natural gas in many 
countries worldwide, with significant gas positions in Angola, Algeria, Caspian Sea, Egypt, 
Indonesia, North America (Alaska, Canada, and Gulf of Mexico), Norway, Trinidad and Tobago, 
United Kingdom, and Venezuela. BP, in partnership with China National Offshore Oil 
Corporation, produces natural gas from offshore Hainan Island, People’s Republic of China 
(PRC), which supports sales in the PRC. BP has been involved in the liquefied natural gas 
(LNG) industry since 1977 and has a broad portfolio of global LNG assets in Australia, 
Indonesia, Trinidad and Tobago, and United Arab Emirates. BP is one of the endorsers of the 
Extractive Industries Transparency Initiative, proposed by United Kingdom Prime Minister Tony 
Blair. 
 

Table A3.1: BP PLC Selected Consolidated Financials  
($ million) 

 
Item 2000 2001 2002 2003 2004 
Income Statement      
Turnover/Net Sales 161,826 175,389 180,186 236,045  294,849 
Operating Profit (Loss) 17,679 16,027 10,032 17,107  22,784 
Net Profit (Loss) 10,120 6,556 6,795 10,482  15,731 
Balance Sheet      
Current Assets 40,119 36,108 41,167 47,651  63,878 
Fixed Assets 104,383 105,596 113,900 123,011  127,230 
Total Assets 144,502 141,704 155,067 170,662  191,108 
Current Liabilities 38,528 37,614 46,301 50,584  64,525 
Noncurrent Liabilities 39,964 38,349 44,294 48,358  48,584 
Total Liabilities 78,492 75,963 90,595 98,942  113,109 
Minority Interest 568 598 638 1,125  1,343 
Shareholder Equity 65,442 65,143 63,834 70,595  76,656 
Cash-Flow Summary      
Cash Flow (operating) 14,604 17,568 16,043 16,941  24,274 
Cash Flow (investing) (6,262) (11,652) (11,065) (9,862) (12,162) 
Cash Flow (financing) (7,916) (5,886) (5,141) (6,803) (12,851) 
Financial Ratios      
Return on Assets     8.23% 
Return on Equity     20.52% 
Debt to Assets     59.19% 
Corporate Rating      
Moody’sa     Aa1 
Standard & Poor’sb     AA+ 

 

   a Issuer rating. 
   b Long-term foreign issuer credit. 
  Source: BP PLC Annual Report 2004, and Moody’s and Standard & Poor’s websites. 
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B. China National Offshore Oil Corporation  
 
2. Authorized by the Regulations of the People's Republic China on Exploitation Offshore 
Petroleum Resources in Cooperation with Foreign Enterprises, the PRC State Council approved 
the establishment of China National Offshore Oil Corporation (CNOOC) in 1982. CNOOC is a 
state-owned corporation with headquarters in Beijing. It has a registered capital of CNY50 billion 
and employs over 20,000 people nationwide. CNOOC’s primary business scope is the 
exploitation of offshore petroleum and natural gas resources in the PRC in cooperation with 
foreign enterprises to include exploration, development, refining and processing, and marketing 
activities. CNOOC, the parent company, has a majority stake in CNOOC Ltd., a listed oil/gas 
company engaged in the exploration and production sector. CNOOC has numerous other 
subsidiaries in the research, chemical, engineering, shipping, and financial services industries, 
including a petrochemical joint venture with Shell. CNOOC is rapidly leading the development of 
the LNG sector in the PRC. CNOOC holds 33% of the Guangdong terminal, 60% of the Fujian 
terminal, and various ownership stakes in upstream supply sources and downstream gas and 
power projects.  
 

Table A3.2: CNOOC Selected Consolidated Financials  
 

Item 2000 2001 2002 2003 2004 2004 
 (CNY billion) (CNY billion) (CNY billion) (CNY billion) (CNY billion) ($ billion)a

Income Statement       
Turnover/Net Sales 28.35  26.88 34.34 53.86 70.92 8.57 
Operating Profit (Loss) 9.84  8.67 11.09 14.56 22.80 2.75 
Net Profit (Loss) 7.56  4.62 5.51 7.27 11.77 1.42 
Balance Sheet       
Current Assets 23.82  39.70 47.94 61.28 69.69 8.42 
Fixed Assets 29.46  33.49 49.13 58.56 83.57 10.10 
Total Assets 53.27  73.19 97.07 119.84 153.26 18.52 
Current Liabilities 6.87  8.03 11.19 16.01 18.14 2.19 
Noncurrent Liabilities 4.85  5.24 12.81 18.69 31.82 3.84 
Total Liabilities 11.72  13.28 24.00 34.70 49.96 6.04 
Minority Interests 1.55  10.20 13.96 16.68 20.23 2.44 
Shareholder Equity 40.00  49.71 59.12 68.47 83.07 10.04 
Cash-Flow Summary       
Cash Flow (operating) 14.44  14.37 16.23 21.66 27.38 3.31 
Cash Flow (investing) (6.72) (16.40) (13.72) (38.69) (34.77) (4.20) 
Cash Flow (financing) 3.16  9.45 5.37 7.74 11.70 1.41 
Financial Ratios       
Return on Assets      7.68% 
Return on Equity      14.17% 
Debt to Assets      32.60% 
Corporate Rating       
Moody’s      A2 
Standard & Poor’s      BBB+ 

  a Exchange rate: $1 = CNY8.2765 as of 31 December 2004. 
 Source: China National Offshore Oil Corporation annual report.  

 
C. Mitsubishi Corporation 
 
3. Mitsubishi Corporation is a leading Japanese trading company with worldwide 
operations and is one of the core companies in the huge Mitsubishi industrial family. The 
corporation’s operations are organized around seven business groups: living essentials 
(agricultural products, food and beverages, textiles, and construction materials), metals, 
machinery, energy, chemicals, information technology and electronics, and a new business 
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initiatives unit focused on developing software and logistics to support its other businesses. The 
diversity of Mitsubishi Corporation’s operations is manifested in its 694 subsidiaries and 
affiliates, and its network of 36 offices in Japan and 115 overseas. Mitsubishi Corporation ranks 
among the world's major suppliers of liquefied natural gas. It is the major supplier of LNG to 
Japan, which represents approximately three quarters of current market demand in Asia. As a 
leader in LNG development, Mitsubishi Corporation has an investment portfolio of major 
projects in Australia, Brunei, Indonesia, Malaysia, Oman, and Russian Federation. 
 

Table A3.3: Mitsubishi Corporation Consolidated Financials  
 

2001 2002 2003 2004 2005 2005 Item (Year-End March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 13,995 13,231 13,329 15,177 17,133  159.79 
Operating Profit (Loss) 78 68 101 131 183  1.71 
Net Profit (Loss) 92 60 62 115 182  1.70 
Balance Sheet       
Current Assets 4,112 3,980 3,922 4,270 4,874  45.46 
Fixed Assets 3,955 4,166 4,176 4,123 4,276  39.88 
Total Assets 8,067 8,146 8,098 8,393 9,150  85.34 
Current Liabilities 3,771 3,286 3,273 3,446 3,860  36.00 
Noncurrent Liabilities 3,244 3,696 3,677 3,539 3,554  33.15 
Total Liabilities 7,014 6,982 6,950 6,985 7,415  69.15 
Minority Interest 83 134 211 181 231  2.15 
Shareholder Equity 969 1,030 937 1,226 1,504  14.03 
Cash-Flow Summary       
Cash Flow (operating) (37) 162 270 234 149  1.39 
Cash Flow (investing) 113 38 (24) (63) (52) (0.48) 
Cash Flow (financing) (230) (130) (283) (35) 3  0.03 
Financial Ratios       
Return on Assets      1.99% 
Return on Equity      12.12% 
Debt to Assets      81.03% 
Corporate Rating       
Moody’sb      A3 
Standard & Poor’sc      A- 

 a Exchange rate $1 = ¥107.22 as of 31 March 2005.  
 b Senior unsecured debt. 
 c  Long-term foreign issuer credit. 
Source: Mitsubishi Corporation annual disclosures and company website.  
 
D. INPEX Corporation 
 
4. INPEX Corporation was established in 1966 with a mission to promote overseas 
development of hydrocarbon resources to secure a stable supply of oil and natural gas for 
Japan. Since 1970, it has discovered a number of large oil and gas fields in Indonesia and is 
one of the largest suppliers of natural gas to the Bontang LNG plant in Indonesia. In this 
capacity, INPEX is responsible for more than one quarter of all the LNG exported to Japan from 
Indonesia. INPEX has been actively engaged in petroleum exploration and development in 
Australia and Indonesia as core areas, as well as in Caspian Sea, Central Asia, Middle East, 
and South America. INPEX has 22 shareholders comprising Japan National Oil Corporation 
(50%), Japan Petroleum Exploration Co., Ltd. (13.47%), Mitsubishi Corporation (10.72 %), 
Mitsui Oil Exploration Co., Ltd (10%) and numerous others in the energy, shipping, materials, 
insurance, and financial sectors. 
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Table A3.4: INPEX Corporation Selected Financials  
 

2001 2002 2003 2004 2005 2005 Item (Year end March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 143.116 151.714 201.533 218.831  478.586  4.46 
Operating Profit (Loss) 87.946 86.829 97.270 93.876  268.662  2.51 
Net Profit (Loss) 26.540 27.604 27.912 34.781  76.493  0.71 
Balance Sheet       
Current Assets 71.888 97.319 119.077 106.952  238.419  2.22 
Fixed Assets 179.932 184.095 219.670 418.345  540.807  5.04 
Total Assets 251.820 281.414 338.747 525.297  779.226  7.27 
Current Liabilities 6.634 15.219 27.275 28.895  122.910  1.15 
Noncurrent Liabilities 18.356 18.570 57.008 185.410  209.738  1.96 
Total Liabilities 24.990 33.789 84.283 214.305  332.648  3.10 
Minority Interest 0.000 0.000 0.894 32.878  35.283  3.09 
Shareholder Equity 226.830 247.625 253.570 278.114  411.295  4.17 
Cash-Flow Summary       
Cash Flow (operating) — — 51.282 44.464  131.206  1.22 
Cash Flow (investing) — — (40.553) (218.121) (119.956) (1.12) 
Cash Flow (financing) — — 28.639 151.120  9.791  0.09 
Financial Ratios       
Return on Assets      9.82% 
Return on Equity      17.13% 
Debt to Assets      42.69% 
Corporate Rating       
Moody’s       
Standard & Poor’s       

a Exchange rate $1 = CNY107.22 as of 31 March 2005. 
Source: INPEX Corporation financial statements. 
 
E. Nippon Oil Corporation 
 
5. Nippon Oil Corporation, formerly Nippon Mitsubishi Oil, is Japan's largest oil importer 
and distributor. Its business activities include exploration; import; refining; distribution and 
marketing of oil and petrochemical products; and exploration, import, and distribution of coal 
and natural gas. It has experience in LNG projects in Malaysia, and is growing its Asian LNG 
business to include Indonesia. Nippon Oil Corporation has other exploration and production 
activities in Australia, Canada, North America, the Gulf of Mexico, the North Sea, Viet Nam, and 
other Southeast Asia countries. Nippon Oil Corporation, which has a 23% share of the 
Japanese gasoline market, operates approximately 11,000 service stations across Japan. Its 
activity in the Tangguh LNG Project is via Nippon Oil Exploration, Ltd., a wholly owned 
subsidiary, which is making a joint investment in the Project with Japan National Oil Corporation. 
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Table A3.5: Nippon Oil Corporation Consolidated Financials  

 
 

2001 2002 2003 2004 2005 2005 Item (Year-End March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 4,076.890 3,949.571 4,187.392 4,279.751 4,924.163  45.93 
Operating Profit (Loss) 70.079 75.231 96.586 55.918 201.470  1.88 
Net Profit (Loss) 29.787 24.006 32.281 (133.526) 131.519  1.23 
Balance Sheet       
Current Assets 1,875.218 1,419.282 1,329.230 1,395.336 1,569.328  14.64 
Fixed Assets 2,096.034 2,025.460 2,021,007 1,870.137 1,945.023  18.14 
Total Assets 3,971.252 3,444.742 3,350.237 3,265.503 3,514.351  32.78 
Current Liabilities 1,807.176 1,411.434 1,388.397 1,433.424 1,536.810  14.33 
Noncurrent Liabilities 1,127.316 999.662 920.879 909.763 927.431  8.65 
Total Liabilities 2,934.492 2,411.096 2,309.276 2,343.187 2,464.241  22.98 
Minority Interest 138.676 109.505 110.973 101.113 96.870  9.49 
Shareholder Equity 898.083 924.14 929.987 821.202 953.240  9.79 
Cash-Flow Summary       
Cash Flow (operating) 195.768 195.608 (49.549) 279.969 115.731  1.08 
Cash Flow (investing) (186.222) 145.685 (16.170) (79.060) (99.491) (0.93) 
Cash Flow (financing) (36.014) (509.414) (55.948) (139.309) (49.984) (0.47) 
Financial Ratios       
Return on Assets      3.74% 
Return on Equity      12.52% 
Debt to Assets      70.12% 
Corporate Rating       
Moody’sb      Baa1 
Standard & Poor’sc      BBB- 

  a Exchange rate: $1 = ¥107.22 as of 31 March 2005. 
  b Senior unsecured debt. 
  c Long-term local issuer credit. 
 Source: Nippon Oil Corporation annual disclosures.  

 
F. KG Group 
 
6. KG Group is a consortium comprising Kanematsu Corporation; Japan Oil, Gas, and 
Metals National Corporation; and Overseas Petroleum Corporation. Kanematsu Corporation 
was founded in 1889, and grew to be Japan’s ninth-largest general trading company. In recent 
years, Kanematsu Corporation refocused its business model and now specializes in four core 
businesses (information technology; life science and energy; foodstuffs; and iron, steel, and 
industrial plants) to improve earning power and reduce liabilities. Under this financial reform, 
Kanematsu Corporation has developed a profitable business model within these core segments, 
and generates sustainable revenue. 
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Table A3.6: Kanematsu Corporation Consolidated Financials 
 

2001 2002 2003 2004 2005 2005 Item (Year-End March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 1,112.920 902.477 838.975 818.473 886.876  8.27 
Operating Profit (Loss) 21.608 15.779 15.716 13.554 15.762  0.15 
Net Profit (Loss) 17.252 4.024 2.233 3.247 2.469  0.02 
Balance Sheet       
Current Assets 469.346 353.707 303.644 295.349 317.946  2.97 
Fixed Assets 303.209 252.010 223.696 212.642 202.171  1.89 
Total Assets 772.555 605.717 527.340 507.991 520.117  4.85 
Current Liabilities 659.907 400.272 458.793 267.505 252.430  2.35 
Noncurrent Liabilities 95.111 186.588 55.378 216.087 227.285  2.12 
Total Liabilities 755.018 586.860 514.171 483.592 479.715  4.47 
Minority Interest 3.150 3.121 2.406 1.116 2.373  (0.23) 
Shareholder Equity 14.387 15.734 10.762 23.283 38.029  0.38 
Cash-Flow Summary       
Cash Flow (operating) 65.770 30.897 22.324 19.268 10.122  0.09 
Cash Flow (investing) 44.872 53.545 13.303 6.614 5.382  0.05 
Cash Flow (financing) (96.571) (127,274) (44.241) (24.822) (2.913) (0.03) 
Financial Ratios       
Return on Assets      0.47% 
Return on Equity      6.11% 
Debt to Assets      92.23% 
Corporate Rating       
Moody’s       
Standard & Poor’s       

a Exchange rate: $1 = ¥107.22 as of 31 March 2005. 
Source: Kanematsu Corporation annual disclosures.   
 
G. Japan Oil, Gas, and Metals National Corporation 
 
7. Japan Oil, Gas, and Metals National Corporation (JOGMEC) was incorporated on 29 
February 2004 as an independent administrative agency established by the Law Establishing 
Independent Administrative Agency JOGMEC, which was adopted in 2002. It is wholly owned 
by the Japanese government with its scope of business stipulated by government regulations 
and budget managed by the government. Key management members of JOGMEC are 
appointed by the Japanese government. JOGMEC is a de facto successor of Japan National Oil 
Corporation (JNOC), which was previously one of the production-sharing contract contractors, 
and a sister entity of the Metal Mining Agency of Japan, also owned by the Japanese 
government. JNOC was established in 1967 as a state-run company to promote overseas oil 
exploration via extensive investment programs and loan guarantees to Japanese exploration 
firms. In 2002, the Japanese government adopted a policy of streamlining Japanese national oil 
and gas exploration and production. A principal feature of this reform was the dissolution of 
JNOC, which was completed by the end of March 2005. As required by law, JNOC disposed of 
all of its shares in oil and gas exploration and production projects, including its shares in KG 
Berau Petroleum Ltd. (KG Berau), KG Wiriagar Petroleum Ltd. (KG Wiriagar), and Nippon Oil 
Exploration (Berau) Ltd. (Nippon). JNOC’s shares in KG Berau, KG Wiriagar, and Nippon, as 
well as the major functions of JNOC, have been transferred/assumed by JOGMEC. At all times 
before and after the share transfer, KG Berau, KG Wiriagar, Nippon will retain their interests in 
the Berau-Wiriagar production-sharing contract and JOA. JOGMEC has been established with 
the mission to ensure the stable supply of energy and nonferrous metals for Japan. Its key 
activities include assistance to Japanese companies engaged in oil and natural gas exploration 
and production in accordance with their requirements at various stages ranging from acquisition 
of exploration and production rights to actual production and support for exploration and 
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development of nonferrous mineral resources, ranging from planning of exploration projects to 
finance for exploration and development projects.1
 
H. Overseas Petroleum Corporation 
 
8. Overseas Petroleum Corporation was founded in 1970 for the purpose of acquiring 
overseas long-term energy resources. The corporation is a conglomeration of Japanese 
companies in the oil, gas, electric power, steel, automobile, insurance, trading, and banking 
industries, most of which are members of the first section of the Tokyo Stock Exchange. 
Overseas Petroleum Corporation is majority owned (96.55%) by Mitsui & Co., Ltd. 
 

Table A3.7: Overseas Petroleum Corporation Consolidated Financials  
 

2001 2002 2003 2004 2005 2005 Item (Year-End March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 572 527 509 420 98  0.91 
Operating Profit (Loss) 18 79 3 (4) (436) (4.07) 
Net Profit (Loss) (5,242) (11,039) (950) (103) (503) (4.69) 
Balance Sheet       
Current Assets 2,129 2,371 2,543 1,487 2,135  19.91 
Fixed Assets 14,446 3,188 2,254 2,343 1,367  12.75 
Total Assets 16,575 5,559 4,797 3,830 3,502  32.66 
Current Liabilities 49 25 174 16 907  8.46 
Noncurrent Liabilities 1,350 1,398 1,458 738 22  0.21 
Total Liabilities 1,399 1,423 1,632 754 929  8.66 
Minority Interest 0 0 0 0 0  12.54 
Shareholder Equity 15,176 4,136 3,165 3,076 2,573  24.00 
Cash-Flow Summary       
Cash Flow (operating) 100 401 246 (877) (33) (0.31) 
Cash Flow (investing) (395) 722 60 (124) 145  1.35 
Cash Flow (financing) 0 0 0 0 0  0.00 
       
Financial Ratios       
Return on Assets       
Return on Equity       
Debt to Assets      19.68% 
Corporate Rating       
Moody’s       
Standard & Poor’s       

a Exchange rate $1 = ¥107.22 as of 31 March 2005. 
Source: Overseas Petroleum Corporation financials. 
 
I. LNG Japan Corporation  
 
9. LNG Japan Corporation (LNG Japan) was formed on 1 October 2001 as a 50/50 joint 
venture between the LNG divisions of former Nissho Iwai Corporation (merged with Nichimen 
Corporation and renamed Sojitz Corporation) and Sumitomo Corporation. Nissho Iwai was a 
general trading company and operates in several industries, including machinery, metals, 
commodities, construction, and energy (LNG, nuclear fuel, oil, thermal coal, and new fuels). By 
continuing a 30-year trade relationship in the LNG business with Indonesia, Nissho Iwai was 
handling about 30% of the nationwide imports in Japan ranking it as number two in this industry. 
Along with its interests in Indonesia, it had an equity share in the Ras Laffan Project in Qatar. In 

                                                 
1  As JOGMEC is a newly incorporated entity, it does not currently have a set of financials. 
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2004, Nissho Iwai Corporation merged its business operations with Nichimen Corporation; the 
merged company is named Sojitz Corporation with total capital of ¥107.2 billion. 
 
10. Sumitomo Corporation is a general trading company that specializes in the importation 
and exportation of metals, machinery, electronics, fuels, chemicals, textiles, and food products. 
It is also active in construction, shipping, finance, and leasing. In terms of the energy business, 
Sumitomo Corporation’s activities include exploration; development and import of coal, iron ore, 
ferroalloys, and nonferrous metal raw materials; exploration, development, and import of 
petroleum, natural gas, and liquefied natural gas; trading of raw materials and semifinished and 
finished products relating to petroleum, liquefied petroleum gas and batteries; and domestic 
power and energy.  
 
11. LNG Japan was strategically created to leverage the assets and experience of both 
parent companies in an effort to secure a top position in the field of LNG. The new company is 
involved in LNG trading, investment, and financing. LNG Japan aims to broaden its overall 
business by expanding its existing interests in such countries as Indonesia and Qatar and by 
actively undertaking new projects.  
 

Table A3.8: Sumitomo Corporation Consolidated Financials  
 

2001 2002 2003 (Res) 2004 2005 2005 Item (Year-End March 31) 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ billion)a

Income Statement       
Turnover/Net Sales 10,080.062 9,645.379 1,538.328 1,708.596 2,049.299  19.11 
Operating Profit (Loss) 88.853 88.368 28.601 109.035 151.349  1.41 
Net Profit (Loss) 40.344 45.216 13.874 66.621 85.073  0.79 
Balance Sheet       
Current Assets 2,626.590 2,415.135 2,436.774 2,621.233 3,095.033  28.87 
Fixed Assets 2,323.489 2,437.419 2,419.383 2,391.232 2,438.094  22.74 
Total Assets 4,950.079 4,852.554 4,856.157 5,012.465 5,533.127  51.61 
Current Liabilities 2,452.840 2,220.617 2,089.915 1,927.204 2,198.058  20.50 
Noncurrent Liabilities 1,805.327 1,906.686 2,058.946 2,268.107 2,311.141  21.56 
Total Liabilities 4,258.167 4,127.303 4,148.861 4,195.311 4,509.199  42.06 
Minority Interest 68.955 74.885 88.584 86.306 89.037  1.18 
Shareholder Equity 622.957 650.366 618.712 730.848 934.891  9.55 
Cash-Flow Summary       
Cash Flow (operating) 85.748 72.726 67.038 61.754 (20.831) (0.19) 
Cash Flow (investing) (62.823) (78.823) (59.878) 57.929 (55.833) (0.52) 
Cash Flow (financing) 14.017 26.651 43.011 (23.582) 115.825  1.08 
Financial Ratios       
Return on Assets      1.54% 
Return on Equity      8.31% 
Debt to Assets      81.49% 
Corporate Rating       
Moody’sb      A3 
Standard & Poor’sc      A- 

   Res = Restated. 
   a Exchange rate: $ = ¥107.22 as of 31 March 2005. 
   b Issuer rating. 
   c Long-term foreign issuer credit. 
   Source: Sumitomo Corporation annual disclosures (Japanese) www.sumitomocorp.co.jp. 
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Table A3.9: Sojitz Holdings Corporation  
 

2001 2002 2003 2004 2005 2005 Item (Year-End March 
(¥ billion) (¥ billion) (¥ billion) (¥ billion) (¥ billion) ($ million)a

Income Statement       
Turnover/Net Sales 6,474.402  5,464.524 4,619.072 5,861.737 4,675.903  43.61 
Operating Profit (Loss) 62.253  49.460 35.462 59.948 65.521  0.61 
Net Profit (Loss) 20.041  1.183 (73.850) (33.609) (412.475) (3.85) 
Balance Sheet       
Current Assets 2,056.572  1,631.390 1,120.872 1,734.918 1,423.129  13.27 
Fixed Assets 1,557.405  1,326.188 983.387 1,342.103 1,025.348  9.56 
Total Assets 3,613.977  2,957.578 2,104.259 3,077.021 2,448.477  22.84 
Current Liabilities 2,590.041  2,166.903 1,657.183 2,212.318 1,754.681  16.37 
Noncurrent Liabilities 848.505  617.646 418.622 536.460 380.206  3.55 
Total Liabilities 3,438.546  2,784.549 2,075.805 2,748.778 2,134.887  19.91 
Minority Interest 55.154  66.300 8.126 12.009 33.349  6.02 
Shareholder Equity 120.277  106.729 20.328 316.234 280.241  2.92 
Cash-Flow Summary       
Cash Flow (operating) 132.977  178.043 110.094 87.160 (19.774) (0.18) 
Cash Flow (investing) 308.448  230.495 128.518 73.030 238.410  2.22 
Cash Flow (financing) (470.305) (531.278) (262.345) (68.602) (212.264) (1.98) 
Financial Ratios       
Debt to Assets      87.19% 
Corporate Rating       
Moody’sb      Ba2 
Standard & Poor’sc      BB- 

a Exchange rate: $1 = ¥107.22 as of 31 March 2005. 
b Senior unsecured debt. 
c Long-term local issuer credit. 
d Year ended March 2004 figures are combined with those of Nichimen Corporation. Nissho and Nichimen merged  
   on 1 April 2004. The merged company is Sojitz Corporation. 
Source: Sojitz Corporation annual disclosures (Japanese) and www.sojitz-holdings.com. 
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