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A. Background 
 
1. In December 2005, the Board of Directors of the Asian Development Bank (ADB) 
approved a loan of up to $350 million from ADB’s ordinary capital resources to Tangguh 
Liquefied Natural Gas Project for the construction of a $6.303 billion greenfields gas production 
facility for liquefied natural gas (LNG) to ship to export markets.  The project is to extract natural 
gas from gas fields in the Berau and Bintuni bay area of Irian, Indonesia, and to liquefy it into 
LNG.  The project was established by 10 sponsors: BP PLC (37.2%); China National Offshore 
Oil Corporations (16.9%); Mitsubishi Corporation and INPEX Corporation (together 16.3%); 
Nippon Oil Exploration Ltd. and Japan Oil, Gas, and Metals National Corporation (together 
12.2%); Kanematsu Corporation, Japan Oil, Gas, and Metals National Corporation, and 
Overseas petroleum Corporation (together 10%); and LNG Japan Corporation (7.4%).   
 
2. In May 2003 BP approached multilateral and bilateral financial institutions to seek 
financial assistance together with a commitment to assist the project in implementing best 
practices following international environmental and social guidelines.  ADB processed a concept 
clearance paper in June 2004, followed by due diligence that was completed in October 2005.  
ADB’s loan to the project is covered by the unconditional and irrevocable guarantee of BP 
Corporation North America Inc. The Tangguh project contributes to Indonesia’s LNG industry 
with new production and export capacity and was designed to set new standards in 
environmental and social risk assessment and management for sustainable development. 
ADB’s participation in the project was part of its long term focus on and contribution to 
Indonesia’s energy sector through gas sector development.  The project is designated as a 
national project by the Government of Indonesia and its realization is recognized as a national 
priority. ADB’s loan was fully repaid on 31 January 2014. 
 
B. Project Scope and Objectives 
 
3. LNG exports are Indonesia’s main energy export, and at the time of project approval it 
had a 20% share of world LNG exports. The country’s two primary LNG centers, Arun in Aceh 
and Bontang in East Kalimantan, were facing various production constraints and the Tangguh 
project was established to create a third primary LNG center. The project is the first to be 
developed under the Law of the Republic of Indonesia (Number 22 of 2001) Concerning Natural 
Oil and Gas. The Law establishes separate regulatory frameworks for upstream and 
downstream process operations and a new regulator, the Indonesian Oil and Gas Upstream 
Regulatory Body. The Tangguh project was supported by ADB to help reestablish the 
confidence of the private sector to participate in Indonesia’s gas sector, as well as maintain 
Indonesia’s economically important LNG exports. At the time of project approval, Tangguh was 
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expected to produce two thirds of Indonesia’s LNG by 2020. The Tangguh project is comprised 
of a gas production facility and an LNG facility. The gas production facility includes two offshore 
platforms with capacity to develop up to 10 production wells each. The onshore LNG facility 
comprises two trains with capacity of up to 7.6 million tons per annum, onshore receiving 
facilities, and storage and loading facilities. Two subsea pipelines connect the offshore gas 
production facility to the onshore LNG facility. Commercial operations for the first train were 
expected to begin in December 2008; the second train in June 2009.  The first train began 
production in June 2009 and the second train in October 2009. The project revenues are 
derived from a series of production sharing contracts and committed sales and purchase 
agreements to purchasers in PRC, Republic of Korea, and the United States. Over the terms of 
the purchase contracts, buyers in PRC will purchase 113.2 billion cubic meters (bcm) of the 
project’s reserve allocation; Republic of Korea, 39.6 bcm; United States, 104.7 bcm. 
 
4. The project was designed to meet high standards in responsible resource development 
and serve as a demonstration project for new standards in environmental and social 
assessment and monitoring.  During 2000-2002, extensive and detailed works were undertaken 
that were focused on Environment, Resettlement Plans, and Indigenous Peoples to comply with 
ADB policy, World Bank policy, Indonesian regulations, and multiple local jurisdictional 
regulations using the Indonesian environmental and social impact assessment (AMDAL) 
process. Land acquisition and physical relocation of 127 households was completed by mid-
2004, prior to ADB’s involvement. Some gaps were identified in the AMDAL process and ADB 
provided guidance to the project which in turn provided additional works on livelihood restoration 
programmes that were meant to be in effect by 2009, when the project reached the operational 
stage. An additional Indigenous Peoples Development Plan was implemented under ADB’s 
policy requirements and within the context of the Papuan Special Autonomy Law (1999), which 
came into effect during 2006–2010, the transitional period from construction through to 
commencement of the operations.  
 
C. Major Concerns Raised During Project Processing 

 
5. The following potential risks to the project and ADB were identified and considered 
mitigated during project processing: 
 

(i) LNG market risk: The project was designed to produce a large quantity of LNG 
for which there may not be a market. This risk was mitigated by take or pay 
contracts requiring purchases of 257.7 bcm of the project’s reserves. 

(ii) LNG price: The risk that the sales price of the LNG may be too low to cover 
project costs was mitigated by the sales contracts which included price 
arrangements based on a formula using the international petroleum price of 
crude oil. The financial sensitivities modeled indicated the project would be able 
to meet its debt payment obligations with a crude oil price as low as $20 per 
barrel.  

(iii) Project Completion risk: The construction risk was mitigated by a fixed-price, 
turnkey, date-certain contract with contingencies included in the contract. The 
contractor, a consortium of Kellogg Overseas Corporation, JGC, and 
Pertafenikki, had an excellent track record with similar projects. BP’s own 
technical and project management experience also mitigated the risk. 

(iv) Operation and maintenance risk: Operations were the responsibility of BP 
Berau Ltd., a wholly-owned subsidiary of BP, a world leader in LNG development 
and operation.  BP would deploy experienced personnel to the project. 
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(v) LNG transportation risk: The project entered into long-term charter contracts 
for seven LNG ships with three international shipping liners to ensure available 
shipping capacity for the delivery of LNG into the non-PRC contracts. The PRC 
contracted amounts would be shipped using the purchasers’ arrangements.  

(vi) Currency exchange risk:  Revenues would be entirely paid in foreign currency, 
in line with debt repayment obligations.  Local currency expenditures would be 
limited to local labor costs and sundry expenses, making the exposure to 
exchange risk negligible. 

(vii) Availability of foreign currency: Revenues would be deposited in an offshore 
trust account for debt payment. 

(viii) Gas reserves risk: Sufficient gas supply was available to deliver contracted 
obligations. The project had proven reserves of 407.5 bcm and contracted 
obligations of 257.5 bcm.  The proven reserves were sufficient to supply the 
project’s 7.6 mtpa capacity for 25 years. 

(ix) Guarantor risk: ADB’s loan was guaranteed by BPCNAI, BP’s largest 
subsidiary.  BPCNAI’s credit rating at the time of project approval was Aa2/AA+. 
ADB had the right to prepayment of the loan in the 7th year if BPCNAI’s credit 
rating materially deteriorated. 
 

D.  Major Findings of the Extended Annual Review Report 
 

6. The Extended Annual Review Report (XARR) was completed November 2012, 7 years 
after the December 2005 Board approval. The XARR rated development impact excellent with 
subcomponent ratings for contribution to private sector development rated excellent, business 
success rated excellent, economic sustainability rated excellent, and environment health and 
safety performance rated excellent. The XARR rated ADB’s investment profitability satisfactory, 
work quality as satisfactory, and rated ADB’s additionality excellent. The overall XARR rating of 
the project was highly successful. 
 
7. The issues identified by the XARR were:  

 
(i) Delayed start-up: Project completion was 24–30 months behind the original 

schedule, with final handover of the plant in June 2011. The offshore facilities 
were completed in May 2007 and drilling works were completed April 2009.  
Onshore facilities were ready for start-up in January 2009 (Train 1) and June 
2009 (Train 2), and first production on Train 1 commenced in June 2009.  
Technical issues associated with equipment suppliers and plant modification 
works caused the delay in achieving full production capacity.  These issues have 
been resolved and have not impacted on debt service.  The project established a 
supplier quality management function and improved key plant components as a 
result of lessons learned from the start-up process.  

(ii) Developing regulatory framework: Sector regulations enacted over the life of 
the project potentially amend requirements for revenue sharing, taxes, domestic 
gas allocation, and revenue flows through onshore accounts that may create 
future uncertainties for the sector and the Tangguh project.  At the time of the 
XARR Indonesia was considering further regulatory revisions which could affect 
the project.  

(iii) Sustainable development: The project undertook extensive environmental and 
social protection activities to achieve sustainable community development for the 
project’s affected people. At the time the XARR was prepared, the project was 
redirecting its safeguard process from “development for communities” to 
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“development with communities” with a long-term goal of “development by the 
community” in order to foster a stronger sense of ownership of the development 
process in the communities, counteract the community dependency culture. The 
XARR noted there was an on-going need to facilitate the issuance of land titles 
for resettled households in Onar Baru (no issues were reported in the other 6 
villages with affected people). 

  
E. Objectives and Scope of the Proposed Project Performance Evaluation 

 
8. Evaluation objective. The main objective of the independent evaluation is to derive 
lessons from the project which can be used to assist in the design and implementation of future 
ADB private sector operations in the region, particularly investments in similar projects. The 
evaluation findings will be presented in a PPER that is expected to provide inputs to the planned 
Indonesia Country Programming Strategy 2011–2013 Final Review Self-Evaluation Validation. 
 
9. Evaluation scope. The evaluation will assess the project against the evaluation criteria 
of development results, ADB profitability, ADB work quality, and ADB additionality in accordance 
with the Guidelines for Preparing Performance Evaluation Reports on Nonsovereign 
Operations.1 The Evaluation Matrix in Appendix 2 presents the evaluation criteria, main 
evaluation questions, method of evaluation and Information sources for this PPER of the 
Tangguh project. 
 
10. The PPER will focus on the following major areas: 

 
(i) Contributions to private sector development and ADB strategic objectives . 

The PPER will assess whether the project contributed to private sector 
development in Papua Barat Province and Indonesia’s LNG sector through (i) 
contribution to Indonesia’s competitive position in the global LNG sector, (ii) 
production of reliable and sizable LNG supply, (iii) increase in sector 
investment,(iv) creation of technical and managerial skills as well as industry 
standards, and (v) contribution to national and local fiscal accounts.  

(ii) The project’s business success and economic sustainability. The PPER will 
assess whether the project contributed to the oil and gas sector of Indonesia, 
measured primarily by the financial viability and economic stability of the project 
and will include FIRR and EIRR calculations. The project’s compliance with ADB 
environmental and social safeguards will be assessed. The project is classified 
as category A for environmental impacts, involuntary resettlement and 
indigenous people’s impacts. The XARR notes extensive on-going monitoring of 
the stability and performance of the integrated social programs put in place in 
coordination with ADB. The PPER will consider the studies commissioned by the 
project, the external monitoring reports prepared by the independent External 
Panel and the compliance reporting regarding these matters. 

(iii) ADB’s work quality. The RRP and the XARR note the prominent role ADB 
played in developing the project through due diligence, transaction structuring, 
and risk mitigation, the systems and implementation arrangements established 
by ADB and the leadership role ADB (its staff, advisors and external monitors) 
has played in the monitoring and dialogue on the implementation of the 

                                                 
1 ADB. 2014. Guidelines for the Preparation of Project Performance Evaluation Reports on Nonsovereign Operations. 

Manila.  
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integrated social program (ISP). Prior to the development of the Tangguh LNG 
project, ADB and other development partners had worked extensively with the 
government to support development of the oil and gas sector strategy and 
enabling environment for private sector participation in Indonesia’s oil and gas 
sector. The PPER will assess ADB’s work quality in the immediate context of the 
Tangguh LNG transaction by reviewing transaction documents, correspondence, 
risk mitigation measures, available due diligence reports and interviews with staff 
from ADB, external monitors, lenders’ advisors, Tangguh LNG, Ministry of 
Finance Indonesian Oil and Gas Upstream Regulatory Body (Skkmigas), IRM, 
and local communities.  

(iv) ADB’s additionality. The RRP and XARR note the prominent role ADB played 
in catalyzing long-term debt financing from both private financial institutions and  
Japan Bank for International Cooperation; and in developing the project in-line 
with national and regional sector development strategy and ADB environmental 
and social safeguards policies.  

 
11. The evaluation will include the following activities: (i) desk review of relevant project 
documents; (ii) gathering and review of secondary data; (iii) discussions with project staff from 
PSOD, RSES, RD and RM, external monitors, and/or lenders’ advisors; (iv) discussions with 
officials of relevant government offices including MOF and Skkmigas; (v) meetings with 
Tangguh LNG (BP Berau, as operator) in Jakarta and, inspection of the project (project site, 
resettlement site and/or selected villages covered by the ISP); (vi) verification of financial and 
economic rates of return for the project; and (vi) draft and finalize the PPER.   

 
F. Implementation Arrangements and Resource Implications 

 
12. The evaluation team will include the following staff and consultant: (i) Lauren Hauck, 
Senior Evaluation Specialist; (ii) Rosel Isidro-Cajilig, Evaluation Assistant; and (iii) one 
international consultant with expertise in environmental and social safeguards, with priority 
given to the indigenous peoples social safeguards expertise. The peer reviewer will be Henrike 
Feig. The time commitment for the PPER will be about 3 months intermittently for the Team 
Leader and about 30 working days for the consultant. 
 
13. The proposed schedule for the PPER, subject to potential adjustments to reflect 
availability of relevant stakeholders including BP and governmental agencies in Indonesia, is as 
follows: 

 
Approval of Evaluation Approach Paper  IV Mar 2014 
Recruitment of Consultant   IV Apr-May 2014 
Independent Evaluation Mission   II Jun-Jul 2014 
IED Internal Review    II Jul-Aug 2014 
Interdepartmental Review    II Aug 2014 
Draft to Editor     II Sep 2014 
Submission to Director, IED2   I Oct 2014 
Submission to Director General, IED  II Oct 2014 

 
Appendixes: 1. Basic Data 

2. Evaluation Matrix 
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BASIC DATA 
Indonesia: Tangguh Liquefied Natural Gas Project  

(Investment 7224-INO and Loan 2214-INO) 
 
Key Project Data  As per RRP Actual 
Total Project Cost ($million) 6,303   5,997 
ADB Senior Loan ($million) 350   350 

   
 
Key Dates  
Concept Clearance Approval    18 June 2004
Board Approval     14 Dec 2005
Loan Agreement     31 July 2006
Loan Effectiveness      31 July 2006
First Disbursement      1 Sept 2006
Final Disbursement     15 Nov 2010

 
Mission Data 
Type of Mission No. of Missions  Mission Dates 
Fact-Finding and Appraisal  8 Missions/47 person days  NAa 
Loan Negotiation      2 Missions/14 person days NA 
Review/Administration Missions 7 Missions/39 person days      NA 
XARR Mission    1 Mission/32 person days        NA 
a Dates not provided in XARR. 
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EVALUATION MATRIX 
 

Evaluation Criteria Evaluation Questions Method Information Source 
A. Development Results 
1. Contributions to 

Private Sector 
Development and 
ADB Strategic 
Development 
Objectives 

Did the project contribute as 
a pioneer for private sector 
participation in the oil and 
gas sector?  For mobilizing 
local or foreign financing in 
the sector? Demonstration 
effect through successful 
delivery of contracted 
volumes? 

Did the project contribute to 
maintaining Indonesia’s 
leading position in the LNG 
sector?   

Did the project contribute to 
local and national fiscal 
accounts? 
 
Did the project contribute to 
improved laws, sector 
regulation and/or industry 
practice for oil and gas 
sector?   

Interview various 
stakeholders and 
government officials 
 
Gather secondary data 
and check whether 
project contributed to 
overall development of 
the private sector and 
the oil and gas sector 

PSOD staff, Skkmigas, 
Tangguh LNG 
 
 
 
Economic statistics from 
government regulator; 
Tangguh LNG reports; 
Global oil and gas 
industry reports; BP 
industry reports  

2. Business Success What was the financial 
performance of the project 
and how did this compare 
with approval assumptions 
and expectations? 
 
 
 
 
Did the project contribute to 
other business goals stated 
during project approval? 
 
 
 
 
 
 
What are the overall 
prospects for sustainability 
and growth of the project 
company or entity? 

Calculate Tangguh 
LNG’s real financial 
internal rate of return 
(FIRR) and compare 
this to the weighted 
average cost of capital 
(WACC) and FIRR 
estimates at approval 
 
Review project 
documents for other 
business goals which 
may have been stated 
and interview 
stakeholders to 
determine if these were 
achieved 
 
Interview various 
stakeholders and 
industry observers 

Financial statements and 
financial model 
 
 
 
 
 
 
 
 
ADB documents, 
interviews with 
stakeholders 
 
 
 
 
 
 
ADB staff, Tangguh LNG 
(i.e. BP Berau as 
operator), industry 
experts, government 
officials; external 
monitoring reports 
verification of operations;  

3. Economic Did the project contribute to Calculate the real Financial statements of 
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Evaluation Criteria Evaluation Questions Method Information Source 
Development economic output and 

growth? 
economic rate of return 
(EIRR) and compare 
these to hurdle rates 
defined in the 
Guidelines 
 
Gather secondary data 
and check whether 
project contributed to 
economic growth 

the project, financial 
model 
 
 
 
 
Statistics from 
government regulator and 
other sources 

4. Environment, Social, 
Health, and Safety 
Performance 

Did the project adhere to 
ADB’s policies on 
environmental, social, 
health and safety issues? 

Review ESHS and 
project documents to 
determine if the project 
complied with agreed 
ADB standards  

ADB documents, project 
documents, interviews 
with PSOD staff, External 
Panel, lenders’ advisors  
and/or Tangguh LNG (i.e. 
BP Berau as operator) 

B. ADB Investment profitability 
 Was ADB’s loan profitable? 

 
 
 
 
 
 
 
 
 
 
What were the factors that 
contributed to the 
investment performance or 
underperformance of the 
project? 

Compare margin and 
profitability to ADB’s 
return 
requirements/pricing 
policies; review loan 
interest payment and 
principal repayment; 
consider comparable 
market transactions for 
noting 
 
Analyze factors that 
affected the project 
performance such as 
economic, political, 
regulatory; interview 
stakeholders; gather 
secondary data 

PSOD disbursement and 
receipt records; 
secondary sources for 
comparable financings 
 
 
 
 
 
 
 
Interviews with 
stakeholders and industry 
experts 

C. ADB Work Quality 
1. Screening, Appraisal, 

and Structuring 
Did ADB’s screening, 
appraisal, and structuring 
performance meet high 
standards of multilateral 
development banks? 

Review project’s 
processing and project 
documents and 
interview PSOD, RD, 
RM  staff 

ADB documents; 
interviews with ADB staff 

2. Monitoring and 
Supervision 

Did ADB keep itself 
promptly and fully informed 
about the project’s material 
areas and use this 
knowledge proactively to 
improve development and 
investment outcomes? 

Review project 
administration 
documents 

ADB documents, 
interviews with PSOD 

D. ADB Additionality    
 Was ADB financing a 

necessary condition for the 
timely realization of the 
project? 
 

Interview various 
stakeholders 
 
 
 

Interviews with PSOD 
staff, Tangguh LNG (BP 
Berau as operator), 
Skkmigas, MOF 
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Evaluation Criteria Evaluation Questions Method Information Source 
Was ADB involvement 
effective in providing the 
project with an additional 
measure of credibility by 
ensuring the project’s 
accountability and 
transparency of its reporting 
mechanism? 
 
What was ADB’s 
contribution to the design 
and functioning of the 
project to improve 
development impact? 

Interview various 
stakeholders 

 
Interviews with PSOD 
staff, Tangguh LNG (BP 
Berau as operator), 
Skkmigas  
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