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Executive Summary

Indonesia is endowed with fossil fuel resources such as coal, oil and gas. The country also has
abundant potential for renewable sources of energy such as geothermal, solar, biomass and hydro.
However, fossil fuels have dominated the energy portfolio of the country for decades, and the use of
renewable energy sources has been limited so far. Fossil fuel subsidies provided by the government
over the past four decades kept the price of fossil fuels significantly below the market price, and to
some extent are posing problems for increasing the affordability of sustainable energy options in the
country. Being an archipelago, the use of decentralized off-grid renewable-based energy applications
is important for Indonesia from the point of view of ensuring energy security and energy affordability.

National Enabling Environment for Sustainable Energy Options

In order to increase the share of renewable energy in the energy mix of the country, the government of
Indonesia stipulated 17% target share of renewables by 2025 in the country’s energy mix.> The
electrification ratio in the country was about 75.79% in 2012, and is targeted to grow up to 83.4% by
2016.%2 The Directorate General of New, Renewable Energy and Energy Conservation (DGNREEC)
administers the development and promotion of renewable energy (RE) under the aegis of the Ministry
of Energy and Mineral Resources (MEMR) in Indonesia. The power market is dominated by the state
owned company PLN which has 85% share in power generation and is a vertically integrated utility
responsible for transmission and distribution of power.3 The PLN has taken a few initiatives in
sustainable energy development in the country, e.g., the <1000 Islands Programme’ and establishing
geothermal power plants to promote sustainable energy options. In Indonesia, the renewable energy
sector is governed by several policies, laws and regulations notified by the government. Programs
such as ‘Energy Self- Sufficient Village (ESSV) programme’, ‘Domestic Biogas Development
Programme’ and ‘Solar Home System Programme’ promote the use of sustainable energy
technologies in Indonesia. The ESSV programme encourages the use of locally available resources
and aims to improve infrastructure and economic condition of the villages. Fast-track programmes
create a conducive environment for massive investments in the renewable energy sector. Fiscal and
financial incentives facilitate investment in sustainable energy. Feed-in tariff and business viability
guarantee are provided for attracting more Independent Power Producers in the sector.

Sustainable energy technologies and projects are entitled to income tax reduction, accelerated
depreciation benefit, exemptions on import duties and Value Added Tax. Besides, subsidies are
available for biofuels. Geothermal fund facility provides financial support to geothermal developers.
Farmers get loans at lower interest rates for biofuel plantations. Apart from finance from banks,
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