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l. STRATEGIC CONTEXT AND RATIONALE
A. Country and sector issues
Country issues

1. Egypt is a Middle Income Country (MIC) with strong ownership of its development
strategy. The Government has established a good track record of economic reforms in the Middle
East and North Africa Region (MENA). Its reform agenda has included trade liberalization, an
overhaul of the tax system and substantial financial sector reforms and privatization. This has led
to a friendlier investment climate, which in turn has yielded a strong private sector response. A
favorable external environment and increased regional liquidity have further contributed to
economic performance.  This economic growth has been broad-based, with non-oil
manufacturing and wholesale trade contributing to about half the overall total, and with
construction, the Suez Canal, communications, and tourism among the fastest- growing sectors.

2. Egypt’s economic performance during the period preceding global economic crisis of
2008-09 was very strong. Between Fiscal Year 2005 (FY05) and FYO08 its Gross Domestic
Product (GDP) grew on average 6.4 percent, reaching about USD162 billion in 2008 in nominal
terms. By FY08, unemployment declined to 8.4 percent and the overall general government
budget deficit fell to 7.5 percent, despite increased public spending to accommodate the rise in
food and energy prices at the time. The total share of investment in GDP increased from an
average of 17.5 percent during FY01-FY04 to 22.3 percent in FYQ08, with share of private
investment increasing from 8 percent to 15 percent and Foreign Direct Investment (FDI) from
0.6 percent to 7.5 percent over the same period.

3. The global economic crisis had an adverse impact on Egypt. Earnings from tourism fell
as did the traffic through Suez Canal and foreign investment. GDP growth declined to 4.7
percent in FY09 and unemployment increased to 9.4 percent. Declining exports led to a current
account deficit of 2.3 percent of GDP, for the first time since FYO0L1. Smaller capital inflows,
especially FDI (down by 39 percent), led to an overall balance of payments deficit of 1.8 percent
of GDP compared with a 3.3 percent surplus in FY08. The stock market index fell 20 percent
from its FYO08 close. Inflation increased by August 2009 to 24 percent, decelerating since then
but continuing to be high -- 13.6 percent in January 2010.

4. In response to the crisis the Government of Egypt (GoE) implemented a response plan
featuring fiscal, monetary and direct support measures. The first stimulus package was approved
in October 2008 in the amount of Egyptian Pound (EGP) 15 billion (USD 2.7 billion). The
second package of EGP 8 billion (over USD 1.4 billion) was approved in June 2009
simultaneously with the state budget, and the third package of EGP 11.2 billion (USD $2 billion)
was announced in January 2010. Most of the stimulus funds have been allocated to infrastructure
investments. The funds also supported exports and social programs. The government temporarily
suspended the implementation of its plan to increase energy prices for energy-intensive
industries, initially due to be accomplished by the end of 2010. On the monetary side, the Central
Bank of Egypt cut its lending rates several times in 2009.
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5. There are signs that the economic growth is improving. Some exports are increasing and
Suez Canal traffic is recovering. The stock exchange has been on the upswing since March 2009.
After depreciating by 7.7 percent between August 2008 and March 2009, the Egyptian pound has
been stable or appreciating in response to renewed capital inflows. Moody’s has changed its
outlook for Egypt from negative to stable. This upgrade reflects factors such as easing inflation,
contained fiscal pressures as well as a relatively resilient economy and banking system. The
economic outlook for the future is cautiously optimistic. GDP growth is forecast at 5.2 percent
for FY10, an improvement over the FYQ9 but still below the pre-crisis level.

6. However, this economic growth has been accompanied by a growth in energy use and,
consequently, increased air pollution and greenhouse gas emissions. Egypt ranks among the 11
countries in the world showing fastest growing GHG emission. The growth of the GHG
emissions in Egypt is primarily linked to the strong economic growth and the associated
increases in energy demand, especially through higher demand for electricity and transport
services. Electricity demand is growing at 7-8% per year, which implies adding about 1,500-
2000 MW per year over the next several years (current installed capacity is close to 22,000
MW). The increase in energy demand has been met primarily by increased use of fossil fuels,
leading to the high energy and carbon intensity of the economy. As a result, the CO, emissions
from energy uses have increased by over 7 % per year since 2000, reaching about 168 Mt in
2007 (see figure 1).

Figure 1: CO, Emissions from Energy Uses

Egypt: CO2 Energy Related Emissions
(Mt, source: IEA)
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Sector Issues:

7. Primary Energy Resources: Among its neighbors in the region, Egypt is considered
energy-resource endowed with its crude oil and natural gas reserves meeting 95% of its overall
needs. Egypt has significant primary energy resources, both in traditional fossil fuels (especially
oil and gas) and in renewable energy. Egypt’s proven oil reserves stand at 3.7 billion barrels® and
natural gas reserves as of 2007 were estimated at 67 trillion cubic feet (Tcf)* with yet-to-find
reserves by 2040 at 90 Tcf; Egypt’s gas consumption was about 1.3 bef in FY07. Natural gas is
likely to be a key growth engine of Egypt's energy sector, which is illustrated by the fact that its
production increased over 30 percent between 1999 and 2007. About 60% of the domestic
natural gas production is utilized by the power sector and the domestic gas demand is increasing,
both in power generation and in other uses, competing with increasing gas exports through
pipelines and LNG terminals.® The Government’s objectives are to (a) reduce the use of fuel oil,
gasoline and LPG in the domestic market; (b) to position itself as a global exporter of natural
gas; and (c) foster regional integration through the interconnection of natural gas pipelines.
However, these trends are placing increasing pressure on the national natural gas reserves (see
figure 2 below). In view of the increasing demand for natural gas, the GOE is actively pursuing
more efficient power generation options and renewable energy options. Hydropower is the third
major energy resource in use, but most of the Nile's hydropower potential, about 85 percent, has
already been exploited to generate about 13 TWh of electricity per annum. Egypt also has limited
coal reserves estimated at about 27 million tons (Mt)* .

Figure 2: Total Primary Energy Supply in Egypt

Egypt: Total Primary Energy Supply
(ktoe, source: IEA)
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1 U.S. Energy Information Administration, http://www.eia.doe.gov/emeu/cabs/Egypt/Qil.html.

% (ECA gas pricing study)

% Egypt is connected via the Arab Gas Pipeline with Jordan, Syria and Lebanon and by pipeline to Israel.

* The International Development Research Center, http://www.idrc.ca/en/ev-132146-201-1-DO_TOPIC.html.
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8. In view of the increasing pressures on fossil fuel resources and the resulting increases in
local and global environmental impacts, one of the key pillars of the GOE’s energy strategy is
greater reliance on renewable energy sources. As renewable energy electricity generation
technologies, particularly wind and Concentrated Solar Power (CSP) have matured, the
renewable energy strategy of Egypt has given the utmost priority to the large scale renewable
energy electricity generation projects which can serve both national and regional objectives of
achieving fossil fuel savings, environment protection, creation of jobs and technology transfer.
Egypt’s solar thermal electricity generating potential has been estimated at 73,656 terawatt-hours
(TWh)/year which translates to several thousand MWs of installed capacity”.The electricity
generation expansion plan for Egypt includes achieving a total solar capacity of 150 MW by
2017. Some of the world’s best wind power resources are in Egypt, especially in the areas of the
Gulf of Suez where at least 7,200 MW could be potentially developed by 2022, with further
3,000 MW that could be developed on the west and east banks of the Nile®.

9. External Energy Trade: Egypt has been traditionally a net exporter of oil until 2006,
when domestic consumption (645 thousand barrel/day) outstripped production (639 thousand
barrel/day)’, due to a steady decline in domestic production since mid-2006 and increasing
domestic demand.

10. Egypt, however, still has a strategic importance in the international oil trade because of
its operation of the Suez Canal and Sumed (Suez-Mediterranean) oil pipeline, two routes for
export of Persian Gulf oil. Egypt has the largest refining capacity on the African continent with
nine refineries and a combined crude oil processing capacity of 726,000 bbl/d. Egypt exports
natural gas to Jordan, Syria, and Lebanon through the Arab Gas Pipeline, with further planned
connections to Turkey and Europe, and to Israel through the Arish-Ashkelon gas pipeline
(completed in 2008). There are three Liguefied Natural Gas (LNG) trains for natural gas exports.
Egypt’s electricity network is interconnected with neighboring Libya and Jordan and through
these countries further on with Maghreb and Mashreq countries, respectively. Given its
excellent renewable energy resources, particularly the solar resources, there is also a good
potential for trading “green energy” within the region and outside the region, particularly to high
paying European markets. This vision has been elaborated in the MENA regional CSP
Investment Plan that received endorsement in December 2009. Egypt is also the co-chair of the
“Mediterranean Solar Plan,” one of the six flagship projects under the Union for the
Mediterranean. As such Egypt is not only a leader in wind power development in the region, but
also plays a central role in solar scale-up in the region.

11. Electricity Sector Institutional Organization. The Ministry of Electricity and Energy
(MOEE) is the principal policy agency in the electricity sector®. A number of the authorities and
companies report to the MoEE, including Egyptian Electricity Holding Company (EEHC), New
and Renewable Energy Agency (NREA), Rural Electrification Authority, Hydropower Projects

® “Clean Technology Fund Investment Plan for Concentrated Solar Power in The Middle East and North Africa
Region”, Climate Investment Fund, CTF/TFC.IS.2/2, November 10, 2009

® «Clean Energy Investment in Developing Countries: Wind Power in Egypt”, by Mohamed Elsobki (Environics,
Egypt), Peter Woodersm and Yasser Sherif (Environics, Egypt), International Institute for Sustainable Development,
October 2009; http://www.iisd.org/pdf/2009/bali_2_copenhagen_egypt_wind.pdf.

" http://www.indexmundi.com/energy.aspx?country=eg

& The Ministry of Petroleum manages oil and gas.



Authority, and nuclear energy agencies. The MoEE thus acts as the owner of the state-owned
companies operating in the sector, such as EEHC and NREA. The Supreme Council for Energy,
established in 2006 as a Committee of the Prime Minister’s Cabinet and reporting to the
President, deals with strategic issues in the energy sector, including major policy initiatives,
investment programs, and energy pricing. Egyptian Electric Utility and Consumer Protection
Agency (EEUCPA) (hereinafter: Electricity Regulatory Agency -- ERA) was established in
1997. Its main functions include licensing and sector supervision, but not electricity tariffs,
which are approved by the Cabinet of Ministers at the proposal of the MoEE. Minister of
Electricity and Energy is also Chairman of the Board of Directors of ERA, with the other nine
members of the Board appointed by the Prime Minister and selected to represent the various
stakeholders in the industry.

12. Electricity Industry Structure. The electricity industry, vertically integrated under
Egyptian Electricity Authority (EEA) until 2000, has been structurally unbundled, both
“vertically” (along the functional lines of generation, transmission, and distribution/supply) and
“horizontally” in the generation and distribution/supply segments, with a number of companies
operating in each segment. This unbundled structure is linked together under the umbrella of
EEHC, whose subsidiaries include: one hydropower and five thermal electricity generation
companies; nine electricity distribution companies; and a transmission-and-dispatch company,
Egyptian Electricity Transmission Company — (EETC). In addition, there are three privately
owned Independent Power Plants (IPPs) constructed in late 1990s/early 2000s with total
capacity of 2,050 MW, operating under Build-Own-Operate-Transfer (BOOT) arrangements
underpinned by 20-year Power Purchase Agreements (PPAs) with EEHC/EETC. There are
several very small private power suppliers serving isolated load pockets, mainly tourist areas.

13. Renewable energy development has been led by NREA that has developed and operated
renewable energy generation facilities with concessional financing from donors, which include
about 460 MW of wind power plants and a 150 MW hybrid solar-thermal power plant with a 20
MW concentrated solar power (CSP) field.

14. Electricity Market. Wholesale electricity trading at this stage is based on a “single
buyer” model, with EETC acting as the wholesale single-buyer/single-seller of electricity,
procuring electricity from generation companies and selling it to distribution companies and
transmission network customers (‘direct customers”) which are connected to the transmission
network directly (as opposed to being indirectly connected through a distribution network). All
generation companies, including three BOOT projects, wind power plants, and four industrial
plants sell their electricity to EETC, which — in turn -- sells it to direct customers and nine
distribution companies. This single buyer market relies in dispatch on production cost curves of
the plants and, as such and in the context of centralized governance and financial management of
EEHC, offers limited space for commercially-based competition for dispatch among the
incumbent generation companies. This is intended as an intermediate step towards the
establishment of a more liberalized electricity market, which is to start gradually, with
liberalization of supply to large industrial consumers.

15. Electricity Sector Reform. EEHC and its predecessor, EEA, have been quite successful
in developing the sector, as it now serves more than 99 percent of households. Egypt has put in



place a number of measures to gradually reform its sector from a vertically integrated state-
owned monopoly into a commercially oriented flexible structure, although the transition has
been and remains very cautious and gradual. A semi-autonomous electricity regulator agency
has been established, although with strong links to MoEE and EEHC through its governance
structure and without authority over tariffs. EEHC has been unbundled, but operates as a tightly
controlled holding company, with the holding having a strong sway over its subsidiaries in
financial and governance matters. EEHC still has strong links to the government, through
subsidies, facilitation of investment financing, fuel prices, and electricity tariff regulation. The
three IPPs have been in successful operation since early 2000s. After a pause of about ten years,
the government is restarting its private investment program.

16.  The government is preparing the ground for advancing the sector reform further. A new
Electricity Law, awaiting parliamentary approval, introduces a number of changes toward
strengthening sector’s commercial orientation and its opening to private investment and
competition. The law, inter alia, gives the authority for tariff regulation to the electricity
regulatory agency; grants more independence to EETC, converting it to an independent system
operator with open access for bilateral trading between generation and consumers; and promotes
introduction of a competitive end-user market. On renewable energy, the supreme energy
council has already approved several incentives and these are described in a subsequent section
and in Annex 4. These provisions are also in the new Electricity Law.

17. Electricity and Energy Pricing and Subsidies. The prices of energy products in Egypt
are generally below economic cost and the resulting implicit subsidies to the economy are quite
large. The government partially compensates energy companies for selling at below-cost prices.
In FY08, such energy subsidies in the government budget reached EGP 60.2 billion and in FY09
62.7 billion, largely subsidizing gasoline prices and Liquefied Petroleum Gas (LPG), widely
used by households for cooking. Direct budget subsidies for electricity consumption are by an
order of magnitude smaller in comparison, as electricity prices benefit from low cost of fuel used
in electricity production.

18. In order to bring the sector finances and energy consumption to a more sustainable path
and to reduce the fiscal burden of energy consumption, a few years ago the government initiated
a series of energy price increases. Gasoline price increased in early 2000s, although they are still
below cost. Annual increases of electricity tariffs were approved in 2004 and implemented every
year since then except in 2009 due to the global economic crisis. In addition, in June 2008 the
government announced an increase in the price of natural gas and electricity for energy-intensive
industrial users from USD1.25/mmbtu to USD3/mmbtu, and for other industries an increase from
USD1.25/mmbtu to USD2.65/mmbtu to be done in three stages. As a consequence, electricity
price for energy-intensive industrial users was also increased at that time to US¢6.1/kWh,
US¢4.6/kWh and US¢3.7/kWh for medium, high voltage and ultra high voltage, respectively,
with a fixed charge of USD1.9/kw-months for medium voltage users Electricity price for other
industrial users was to increase in three stages to US¢5.4/kWh, US¢3.2/kWh and US¢3.2/kWh
for medium, high voltage and ultra high voltage, respectively, with a fixed charge of
USD1.9/kw-months for medium voltage users.



19.  There has been a significant nominal increase in electricity tariff since 2004. Average
price of electricity in FY09 was US¢3.4/kwh (0.187 EGP/kWh), compared with US¢3.2/kWh
(0.174 EGP/kWh) in FY08, US¢2.9/kWh (0.162 EGP/kWHh) in FY07, and US¢2.35/kWh (0.141
EGP/KWh) in FY04. A comprehensive Energy Pricing Study, financed by Energy Sector
Management Assistance Program (ESMAP), was completed in June 2009, with
recommendations on price adjustment program, including social mitigation measures. The
government is expected to resume in 2010 annual adjustments of electricity prices of about 7.5
percent, although it remains to be seen whether any price adjustments in electricity and fuel
prices will take place until the impact of the global economic crisis is fully absorbed and before
parliamentary elections in 2010 and presidential elections in 2011.

20. Energy Efficiency. The GoE has prepared a National Energy Conservation plan and has
set up an interministerial energy conservation coordination group to coordinate activities of
energy consumers and suppliers in promoting more efficient use of energy. The current activities
are focusing on increasing use of compact fluorescent lamps (CFLs), improving energy
efficiency in street lighting and public buildings, and scaling up Solar Water Heating (SWH).
An energy efficiency program for small and medium enterprises is under implementation by the
Credit Guarantee Company (CGC). On the supply side, the main effort is on improving the use
of fossil fuels through the increased use of combined cycle gas turbine power plants and
supercritical technology for steam power plants.

21. Electricity Sector Investment Program and its Financing. The power system in Egypt
needs to grow in tandem with the economy. Even with somewhat lower electricity consumption
growth rate in comparison with the GDP growth -- to allow for energy efficiency improvement --
the needs for new investments in the power generation, transmission, and distribution are very
significant. The MoEE, with endorsement of the Cabinet, adopted the following strategy: (i)
increased use of efficient fossil-fuel generation technologies (CCGT and supercritical steam
boilers); (ii) large scale development of Egypt’s renewable resources with the goal of having
20% of its installed generation capacity in the form of renewable by 2020 (including the existing
hydropower); and (iii) stepping up efforts for more efficient consumption of electricity. The
government is also considering development of nuclear power plants — the first such plant is
planned to be put in operation in about year 2018 -- and the nuclear energy law is under
consideration by parliament.

22. EEHC and NREA are executing a number of generation projects that will add in the next
five years about 7,240 MW, of which 6,500 in thermal generation, 600 MW in wind power, and
140 MW in hybrid solar thermal technology. These projects, which are part of the FY07-FY12
five-year investment plan, have obtained financing commitments and are at various stages of
construction. The FY12-FY17 five-year investment plan includes adding 15,080 MW, of which
11,850 in thermal generation, 3,600 MW in wind power, and 150 MW in concentrated solar
power technology. The total investment needs during the FY07-FY12 investment plan amount to
about USD24 billion, including USD20 billion for generation and USD 4 billion for transmission
and distribution.

23.  The accelerating demand growth is causing a significant increase in investment
requirements in the coming years relative to the past. The acceleration started in FY08, when the



annual investment expenditures grew from about EGP 5 billion (USD 0.9 billion) per year in the
preceding years to about EGP 8 billion (USD 1.5 billion) in FY08. In FY09 investment
expenditures exceeded EGP 13 billion (USD 2.4 billion) and are projected to average at about
USD 3.5 billion per year for the next 6-7 years.

24.  With such rapid growth in the investment needs EEHC, already highly leveraged, is
becoming increasingly limited in its ability to fund the investment program on its own. To
alleviate the pressure on EEHC balance sheet and public investment expenditures, the
government is looking at the private sector to finance a significant portion of the investment
program in electricity generation, both in renewable and conventional technologies. In parallel,
EEHC has to press ahead with some of its own investments in order to ensure timely increase in
generation capacity and mitigate the risk of disruption in power supply.

25. Private Investment: Restarting IPP program. In the mid-1990s, Egypt initiated efforts
to obtain private investment in generation under the framework of independent power producers
(IPP) with 65-70 percent take-or-pay long-term off-take agreement with the utility. This effort
yielded to the construction of three privately developed power plants with combined capacity of
2,048 MW, completed in 2002 and 2003, under the build-own-operate-transfer (BOOT)
arrangements, with 20-year Power Purchase Agreements (PPA) supported by Central Bank
guarantees and prices denominated in USD. Although this was considered as one of the most
successful IPP programs® in developing countries, there have been no new private investments in
power plants since 2003, when currency devaluation led to a significant increase in payments
under the PPAs in terms of local currency.

26. In late January 2010 the government invited applications from private developers to
prequalify for a tender to construct a 1500-MW combined cycle gas turbine plant (with option to
expand its capacity to 2,250 MW) at Dairut (Behera Governorate). The government expects to
select a private developer by end of 2010 through a competitive tender. Other private investment
projects on conventional generation may follow.

27.  Wind Power Development: As a means to diversify its energy supply options and
mitigate the environmental impacts of fossil fuel based power generation, the GOE has made an
ambitious commitment to renewable energy. The 20% renewable energy target set by the
supreme energy council is expected to be met largely by scaling-up of wind and solar energy as
the hydro potential is largely utilized. The council has also recently approved key policy steps
related to wind power scale-up in the country. These include: (a) Approval by the supreme
energy council of the need to cover additional costs for renewable energy projects; (b)
Finalization of the land use policy for wind power developers; (c) Approval of zero customs duty
on wind equipment (d) Acceptance of foreign currency denominated PPAs and confirmation of
central bank guarantees for all BOO projects and (e) Permitting support for developers with
respect to environmental, social and defense clearances. These measures are already being
implemented pending their adoption as part of the new electricity law.

28. A focal point of the large scale development of renewable resources will be wind energy.
Egypt has some of the best wind resources in the world along the Gulf of Suez with mean wind




speeds and power densities of 7-10.5 m/s and 350-900W/m2, estimated for a height of 50 m
above ground level in roughness Class 1 (In comparison resources in Yemen, Syria and Jordan
are modest at 7-8 m/s). Given the low density of inhabitation, the region can easily host several
thousand MW of installed wind capacity. The current approach for developing wind resources
relies largely on donor financed public projects implemented by the NREA.

29. In order to accelerate the wind program to be able to achieve the ambitious target, the
Government is pursuing a wind commercialization program that will focus on engaging the
private sector. The different public and private business models being pursued and planned for
wind scale-up are discussed in Annex 4 (detailed project description)- these include private
Build, Own, Operate (BOO) projects, feed-in-tariffs for small projects, public projects, auto
generation and joint ventures, One of the key models is the competitive bidding approach where
the EETC will issue tenders requesting supply of power from large scale renewable energy
resources for specific pre-determined sites on a Build, Own, Operate (BOO) basis. It is expected
that the competitive bidding approach will result in additional capacity of about 2500 MW of
private sector capacity. The BOO program targets to achieve competitive electricity tariffs
through an international tender and stimulate private investment from international and local
investors into Egypt’s power sector.

30.  Egypt’s competitive bidding program for wind power consists of initially tendering a 250
MW wind farm on a predetermined site in the Gulf of Suez area in 2010, with 2 x 250 MW to be
tendered in each of the subsequent three years and a final 3 x 250 MW in the year thereafter. In
2008 the Ministry of Electricity set up a cross-departmental Steering Committee for the project
pipeline. The committee is comprised of top officials and experts from the EEHC, EETC,
NREA, the Energy Regulator, and the Ministry of Electricity. The Wind Tender Steering
Committee oversees the work of the Gulf of Suez Wind Project task force of the EETC with
technical assistance from NREA. Staff and consultants with extensive experience from the
previous three thermal BOO projects are working on this task force.

31.  The task force has been preparing the tendering process and associated activities for the
first 250 MW wind farm to be tendered in the pipeline of projects. A request for prequalification
of bidders was issued in May 2009. By December 2009 the EETC completed the pre-
qualification of ten bidders, about half of which are among the leading international wind
developers. In January 2010 the EETC issued a set of mandatory minimum technical standards
for required site measurements for pre-qualified developers, using a set of norms equivalent to
best practice in the international wind industry. Simultaneously the EETC proposed a highly
innovative voluntary joint wind measurement program to be financed and operated jointly by the
pre-qualified bidders, with EETC acting as an agent for the bidders.

B. Rationale for Bank involvement

32. The World Bank has become an increasingly important development partner in the
Egyptian electricity sector in recent years, beginning with the El-Tebbin Power Project that was
approved by the World Bank Board in February, 2006%°. This project constituted a re-
engagement by the Bank in the Egyptian electricity sector following a long period of limited

% The project is a 700 MW power generation project, with US$259 million of Bank financing.
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dialogue due largely to disagreement over policy reform and pricing issues. Since then, the Bank
has assisted the Government in the preparation of its first solar-thermal power project (150 MW
of which 20 MW is CSP) which includes a grant from the GEF in the amount of US$49.8
million, and represents Egypt’s first concentrated solar power plant. Financing has also been
provided for the1200 MW Ain Sokhna power plant, and a lending project is in advanced stages
of preparation for a 1500 MW CCGT at Giza North. All the ongoing projects are being
successfully implemented.

33.  The investment operations have created conditions for the Bank to develop its policy
dialogue and technical assistance for a number of priority issues which are part of the
government’s energy strategy: demand-side management, generation planning, public-private
partnership, electricity market financial transactions management, carbon capture and storage,
etc. In the policy dialogue, the Bank has focused in particular on the following areas: (a)
development of renewable energy; (b) energy pricing and subsidies; (c) private investment in
traditional generation technologies (gas-fired power plants); and (d) regional energy integration.

34.  After completing a study on commercial framework for large-scale wind power
development in 2009, supported by ESMAP, the Bank working with partners helped the
government to secure endorsement of a resource envelope of USD 300 million from the Clean
Technology Fund (CTF) in support of an investment plan to scale up development of wind
power and promote modal shifts in urban transport (studies were completed on urban transport
with funding support from the Japan PHRD grant). In addition, the CTF has also endorsed a
regional investment program for scaling up the CSP technology in MENA region. The program,
supported by a USD 750 million CTF allocation, envisages development of about 1000 MW of
CSP plants in several MENA countries (Algeria, Egypt, Jordan, Morocco, and Tunisia). The
government policy is to attract private financing both for wind power and the CSP projects.

35. In the area of energy pricing the Bank, also with assistance from ESMAP, completed
studies on domestic gas pricing; time of use pricing for electricity; and a comprehensive study on
pricing of all types of energy in the domestic market, with recommendations on a transition path
and a methodology for maintaining cost reflective pricing taking into account and mitigating the
social impact of such policy. These studies provide a comprehensive analytical base and a set of
policy instruments that can be used to derive an appropriate tariff adjustment program.

36. In addition, policy work on private investment in traditional fossil fuel based generation
was supported through a grant from Public Private Infrastructure Advisory Services (PPIAF),
which financed a study on options for public-private partnership in electricity generation,
completed in late 2009. The study is followed by activities on development of a commercial
framework for private investment in the context of gradual liberalization of end-user electricity
market in Egypt.

37.  Activities on regional energy integration in MENA region include Egypt as a key player.
In addition to the already mentioned regional CSP investment program, the Bank has prepared a
study on integration of electricity and gas networks in the Mashreq region and is collaborating
with the Arab League on extending the study to all Arab countries.
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38. Through these investment operations and technical assistance activities, the Bank has
become an important development partner in Egypt’s energy sector and at the forefront of its
power sector development. Such deep involvement has helped achieve a number of important
outcomes:
e maintaining the security of energy supply, by financing electricity generation projects
and thus helping avoid disruptions in electricity supply, which would have had large
economic and social costs;

e contributing to the improved financial position of the power and gas sectors by
providing analytical background for energy pricing. The average electricity prices
have significantly increased since mid-2000s, although still not fully catching up with
the costs driven up by the increasing consumption and investment needs;

e scaling up development of renewable energy: with support from the Clean
Technology Fund (CTF) and following up the completed analytical preparatory work,
the Bank is involved in initiating a major scaling up of the commercial, privately
funded, wind power program. Also, with support of the CTF funds, the Bank is
assisting with expanding the use of concentrated solar power (CSP) as part of the
regional CSP program;

e reengagement with private sector: following a study on options for private-public
partnership in the power sector, funded by the Public-Private Infrastructure Advisory
Facility (PPIAF), the government is calling on the private sector to invest in
conventional power plants. The government is also in the process of engaging private
sector in funding wind power program;

e regional integration: there is an increasingly active partnership between the
government of Egypt and the Bank on regional energy issues, promoting more
sustainable energy solutions for the region, including through scaling up renewable
energy and regional energy integration, both within MENA region and between
MENA and its neighboring regions.

39.  There is strong partnership between the Government of Egypt and the World Bank that
has developed over the past few years on policy dialogue and investment lending. The rationale
for Bank involvement is clear and based on high and sustained demand for Bank assistance in
this area by this middle-income client. —The Bank’s global experience in supporting
wind/renewable energy scale-up in client countries is valued by the Government. The
Government of Egypt has formally requested support from the Bank and the CTF for scale-up of
wind power development.

C. Higher level objectives to which the project contributes

40.  Access to reliable and affordable electricity services is critical to achieve the sustainable
growth and economic and social development goals articulated by the GOE in its five-year
National Development Plan (2007/08-2011/12). Given the strong growth in demand, investment
in new generation capacity of around 1,500 MW per year will be needed in order to meet these
objectives. Much of this new generation is likely to be government funded and fueled by natural
gas, placing further strains on the GOE budget, and on the country’s natural gas resources.
However, the proposed development of wind power generation in the Gulf of Suez offers an
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opportunity to provide a substantial share of new capacity from renewable resources, primarily
financed by private developers.

41.  As described in the 2008 Country Assistance Strategy Progress Report (CASPR),
substantial progress has been made towards the goals that were articulated in the Country
Assistance Strategy (CAS) discussed by the Board on June 15, 2005. The most pertinent goal for
the energy sector has been to enhance the provision of public services. This project also
facilitates private sector development of wind projects by providing critical public transmission
infrastructure. Looking forward, the CASPR lists in its Results Framework for FY06 — FY11
funding for a project related to “clean technology for energy”. As such, the proposed project is
consistent with both the broader CAS goals and the specific lending framework.

42. A key high level objective of the project is to support development of the country’s
extensive wind resources on the Gulf of Suez and Gabel El-zait, both to provide additional power
supply to meet Egypt’s growing electricity demand, and to increase the share of renewable
resources in the country’s generation mix. An adequate and reliable supply of electricity is
necessary to sustain the country’s rapid economic growth. Equally important, however, is
providing support for the GoEs objective of increasing the share of renewables to 20 percent of
total generation over the next 10 years. The proposed intervention will support both of these
outcomes by providing the necessary transmission linkages between wind power resources in the
Gulf of Suez region and Gabel El-zait and the main load centers.

43.  The project will make a substantial contribution to the reduction of global emissions of
greenhouse gasses (GHG). The Government of Egypt prepared and presented an Investment
Plan in support of scaling-up of wind power and urban transport programs to the Clean
Technology Fund (CTF) and received its endorsement in January 2009. In addition to this
project, the investment plan included support for developing other public-private models for
wind power development such as concept that is being developed by the GoE together with the
MASDAR (Future Energy Company of Abu Dhabi).

Il. PROJECT DESCRIPTION

A. Lending instrument

44.  The proposed operation is a Specific Investment Loan (SIL) with financing from two
sources: the Bank Group would provide funding of US$ 220 million of which US$ 70 million
would be a Specific Investment Loan (SIL), and US $150 million would be provided through a
Clean Technology Fund (CTF) loan and grant. In the recent projects, the Government of Egypt
opted for a Variable Spread Loan (VSL) in US dollars with a 21 year term including a 6 year
grace period. Terms of repayment for the CTF loan are a 40 year term, including 10 years grace,
with an annual interest rate of 0.25 percent and a fee option of [0.10 percent management fee on
the undisbursed loan amount]/ [a lump-sum 0.25% upfront fee]™.

B. Project development objective and key indicators

1 To be confirmed during appraisal/negotiation
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The development objective of this project is to develop infrastructure and business models for
scaling-up wind power in Egypt.

45.  The project will connect the future wind parks at Gulf of Suez and Gabel El-zait to the
national network. AIll project components are interrelated and the completion of these
components expected to bring up the following outcomes:

o Implementation of the first private sector investments in wind power generation
and progress of the competitive bidding program

. Infrastructure to evacuate over 3000 MW of wind power from the Gulf of Suez
and Gabel El Zait to the main load centers; and

o Reducing GHG emissions through facilitating the development of clean energy
resources (wind power) which result in displacing thermal (fossil fuel-based)
generation

o Leveraging of public and private funds for the transmission and the first BOO
project.

46.  The following monitoring indicators are proposed for this project:

o Annual reduction in GHG emissions (tons)

o Status of implementation of first 250 MW BOO wind project
o Wind competitive bidding program status

. Construction status of the transmission line

C. Project components

47.  The project comprises transmission infrastructure development and support for the
construction of the first 250 MW BOO wind project along with technical assistance for (i)
facilitating the competitive bidding and (ii) to establish procedures to enable the system operator
to manage the integration of large blocks of intermittent wind generation within the power
system. The transmission infrastructure development for wind power development in the Gulf of
Suez and Gabel El-Zait area requires 220kV and 500kV transmission lines and associated
substations to evacuate about 3000 MW of wind energy. By 2015 wind power would reach
2,530MW at Elzait and Ras Gharib in addition to the existing 545MW in Zafarana (1) and (2)
and 540MW at Gulf of El-zait by 2013. The new 500 kV transmission line funded under the
project would be required by 2015 to reinforce the capability of the grid to enable the evacuation
of an additional 2,530 MW of wind power from Suez Gulf to distant load at the national
network. The 500kV transmission line would initially transmit the power from the 250MW IPP
wind farm along with another two upcoming wind farms to reach 2,530MW by 2015 in the Ras
Gharib (Gulf of Suez). In particular, the project will be undertaken through the following major
components:

Component A- Transmission Infrastructure (US$ 342 million, of which IBRD is US$ 70
million, CTF is US$ 148.25 million, EIB is US$ 70million and GoE is US$ 54 million). This
component involves several sub-components that together contribute to the full transmission
infrastructure development and brings together financing from IBRD/CTF, European donors led
by European Investment Bank (EIB), but including Agence Francaise de Développement
(AfD)/Neighborhood Investment Funds (NIF) and Kreditanstalt fur Wiederaufbau (KfW)/NIF.
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e Al- 500KV double-circuit Overhead Head Transmission Line (OHTL):

This sub-component involves construction of the transmission line from Suez Gulf to
Samallout (about 280 km). This includes the single responsibility Design, Supply and
Installation rate based contract for all components (towers, cable, insulators and materials,
ground wires with fiber optics communication links, and foundations for the complete
construction of the Transmission Line. Tendering for the transmission line will be based on a
preliminary route survey to provide estimated quantities of tower types, foundations ,
conductors etc provided by EETC’s consultant EPS.

e A2 Construction of 500kV/220kV GIS Substation in Ras Gharib (at Suez Gulf):

This sub-component to be financed by the EIB includes a single responsibility Design Supply
and Install contract for the provision of all components (switchgear, breakers, switches,
protection, control, telecommunication, etc.) for the complete construction of the Substation
based on design details provided by EETC’s consultants. The sub-component also includes
one Supply and Install contract for one transformer 500kV/220kV, 500 MVA.

e A3 Extension of Samallout 500kV/220kV _GIS substation: This sub-component to be
financed by EIB includes a single responsibility Design, Supply and Install contract for the
provision of all components (switchgear, breakers, switches, protection, control,
telecommunication, etc.) to accommodate a new 500MVA 55/22kV transformer and the
associated GIS busbars. This contract will be based on a design provided by EETC’s
consultants that includes the supply and installation of one 500kV/220kV, 500 MVA
transformer.

e A 4 Construction of double—circuit 220 KV line from Ras Gharib to Gabel El-Zait:
This sub-component involving construction of about 50 km of 220 kv transmission line that
will be financed by the borrower in accordance with EETC’s standard procurement practice.

Component B Technical Assistance to support the expansion of Egypt’s wind generation
program (US$ 2.9 million of which CTFE is US$ 1.75 million)

e Bl Technical Assistance for the development of the wind BOO program ( US$ 1.5
million of which CTF is US$ 1 million): This component would provide consultant support
to the EETC in the competitive bidding program for the first 250 MW project. The advisory
services are being provided in two phases with the first phase having already commenced
with support from the PPIAF to provide support in the preparation of the Request for
Proposals (RFP) and the second phase to be supported under the CTF to provide legal and
financial advisory support through financial closure.

e B2 Technical Assistance to support Management of Wind Power Integration in
Eqgyptian Power Market (CTF $500,000): This objective of this component is to support
the rapid development of the wind energy market in Egypt by recommending guidelines to
the system operator for the optimal scheduling of complementary generation and demand so
as to integrate wind generated power into the Egyptian power market while ensuring the
security of the transmission system operations
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e B3 Technical Assistance to perform Environmental Assessment including
Ornithological survey (KfW $650,000) An environmental and social assessment including
ornithological survey is underway covering roughly 200 Sq km area (roughly 1000 MW)
including the site of the proposed 250 MW BOOT project with support from the KfW.

e B4 Knowledge Management (CTF $ 250,000) This sub-component would be expected
to address three basic elements : (i) communications with local stakeholders, including Civil
Society Organizations (CSOs) and the private sector on project activities, results and lessons;
(ii) capture of lessons during the project implementation process; and (iii) the sharing of such
lessons with other CTF country partners.

Component C- Gulf of Suez 250 MW BOO project (US$ 450 million): This component will
involve development and construction of a 250 MW wind farm in Gulf of Suez by a private
sector operator under a BOO approach. As described earlier, the pre-qualification of bidders has
been completed and the wind measurement program is scheduled to begin during July 2010.
This will be the first in a series of competitive bidding tenders for wind power. The EETC is
considering monetization of the GHG benefits of the overall competitive bidding program
including this first project through the development of a CDM program of activities.

D. Lessons learned and reflected in the project design

48.  One key lesson learned through prior engagement with the Egyptian energy sector is that,
while there is a willingness to consider and implement substantial sector reform (pricing,
restructuring, etc.), the agencies involved prefer that these to be part of general sector dialogue
rather than conditions of lending projects. With respect to transmission projects in general, prior
Bank experience has highlighted the advantages of single responsibility design supply and install
contracts, particularly for complex components. At the same time, the project management
capacity of the implementing agency is critical to ensure that Bank-financed and Borrower-
financed components are fully coordinated. Careful attention to environmental issues during
route selection is another lesson that will help to avoid later problems with stakeholders.

49.  The project design has also drawn extensively on the lessons learned from prior
government sponsored wind farm developments. A core lesson is the need for considerable risk
sharing on the part of the government, particularly in the early stages of new PPP initiatives. In
the planning and design of private wind development in the Suez Gulf area the GOE has already
financed a substantial amount of site research and presented it to the client. The GOE proposes
that the initial wind projects be done on a tender basis, with EETC requesting bids from
developers for a defined number of megawatts, and signing PPAs at the tendered prices. Finally,
the GOE intends to purchase the energy at the high voltage side of the wind farm substation
covering the capital and operating cost of the transmission lines from its own budget.

E. Alternatives considered and reasons for rejection

50. The Wind Atlas of Egypt identifies several geographic regions with wind resource
potential including along the Gulf of Suez, large regions of the Western and Eastern Desert- in
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particular west and east of Nile valley, and parts of Sinai Peninsula. But wind resources in
particularly high along the Gulf of Suez and comparable to those of the most favorable regions in
NW Europe. In view of this favorable resource base, Gulf of Suez has been chosen for scaling-up
wind power development.

51. Eight alternative routings for the transmission line were investigated by EETC’s
consultants (Tractebel of Belgium) as part of the project feasibility work and the proposed route
offered the best combination of cost effectiveness and minimized environmental impacts. A
range of options were also considered in terms of location and financing of substations, and
extension of feeder lines north and south towards other areas of high wind potential along the
Gulf of Suez coastline. Taking into consideration the likely timing of wind power development,
and the amount of risk/investment cost that developers were likely to be willing to carry, the
components described above were selected as appropriate for inclusion in the current project

52.  The idea of requiring developers to contribute to the construction of the transmission line
was rejected at an early stage as being an unacceptable burden to impose, especially given that
the transmission line will have a capacity far in excess of the first stage wind farm development.
The concept of allowing developers to sign power purchase agreements (PPAs) directly with
wholesale customers was also given serious consideration but ultimately rejected. One of the
lessons learned from prior experience was that projects with several developers worked best
when there was a single arrangement in place for power sales. In the case of Egypt, it was
believed that only EETC had the capacity to serve as the single buyer for all of the power that
could be made available from the wind farm development.

1. IMPLEMENTATION

A. Partnership arrangements

53.  As the project involves parallel financing of sub-components from European donors led
by EIB, close coordination has been maintained during project preparation and these
arrangements will continue during project implementation. The EIB is the lead European donor
and working with Agence Francaise de Développement (AFD) and Kreditanstalt fir
Wiederaufbau (KfW) to finance large number of transmission components in Egypt including the
two substations in this project'?. The larger EIB led project, involving a number of other donors,
has already been appraised and is expected to get EIB Board approval in April 2010.

B. Institutional and implementation arrangements

54.  The project will be implemented over a (5) year period from 2011 to 2016. The Egyptian
Electricity Transmission Company (EETC), which is one of the companies under the EEHC will
be the main executing agency. The EEHC has strong institutional capacity with respect to the
Bank’s policies and procedures having two large Category-A projects under supervision and a

12 . . . . L .

The large transmission project includes the financing of large number of transmission components for three main
purposes (1) reinforcing the national grid (2 promoting renewable energy, and (3) facilitating regional
interconnections, All of these components including the wind development project are part Power Transmission
Network Master Plan (2008-2030).

16



similar one under preparation. EETC, however, has not implemented any prior bank projects.
The following agreements will govern the project financing and implementation:
(1) a Loan Agreement (LA) between the Government of Egypt (Ministry of
International Cooperation-MOIC) and the World Bank for the IBRD;
(i) alLoan Agreement between the GoE (MOIC) and the World Bank on behalf of
CTF;
(iii) a Grant agreement between the GoE (MOIC) and the World Bank on behalf of
the CTF
(iv) aProject Agreement between EETC and the World Bank;
(v) a subsidiary loan agreement between the GoE (MOIC) and EETC, by which
the GoE will on-lend the Bank loan proceeds to EETC,;

55. Project Implementing Unit (PI1U): EETC has established a Project Implementation Unit
(PIU) to manage co-ordinate, expedite, supervise, monitor and cost control the project
implementation as detailed below. The PIU will be responsible for preparing a Project
Implementation plan and ensuring that the technical support and various reports by other
departments of EETC and its consultants are prepared in a timely manner. The PIU will also
coordinate project preparation activities with other the International Financing Institutions (IFIs)
to ensue an early start to project implementation.

56.  The PIU carries out its tasks through three main teams under a Project Manager. The
initial set-up of the teams comprises three procurement/technical engineers, two financial
specialists, and two environmental engineers. EETC advised that they have commissioned their
consultant Electric Power Systems Engineering (EPS) to undertake a preliminary transmission
route survey of the 500kV lines. EPS is similarly involved with the project design, engineering,
procurement, and supervision of the under-construction Cairo region 500kV Abu Quir
interconnection project. EPS have completed the transmission line preliminary right of way
survey and estimated the initial quantities and types of towers. The preliminary transmission line
survey was used for the ESIA. The PIU will oversee the activities of its engineering consultant
(EPS) to prepare draft tender documents for submission to the Bank.

57. During implementation, PIU and EPS staff will be responsible for carrying out
procurement in accordance with Bank Guidelines. The PIU will be assisted in engineering,
procurement, construction and project management by an engineering consultant (EPS) funded
by EETC own resources. The selected firm, EPS, has several contracts with similar role in other
large power transmission projects in Egypt. The PIU will also be responsible for project
Financial Management, including the maintenance of project accounts, arrangement of annual
audits, and preparation of quarterly and annual progress reports to the Bank. Assessments of the
PIU’s capacity has been carried out in procurement and financial management functions the
necessary areas of capacity building and operational arrangements have been identified and
discussed with the PIU (for details see Procurement and Financial Management Annex).

C. Monitoring and evaluation of outcomes/results
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58.  The PIU will monitor progress and achievements against the agreed indicators laid out in
Annex 3. Data and statistics on actual project output and outcomes will be gathered, analyzed,
and included in progress reports to be submitted to the World Bank.

D. Sustainability and Replicability

1. The GOE is strongly committed to renewable energy development as evidenced by the
20% target set by the Supreme council on energy (including 12% from wind energy) and the
actions being taken to meet this objective through scaling-up of wind and solar energy
development. Local institutions have gained sound operational experience related to windpower
over the course of the last 15 years and this foundation would be adequate to launch the scale-up
of the wind program. Much of the new generation will be privately financed and operated which
removes it from one level of dependence on the budget. A second level of budget dependence,
government subsidies to cover the differential between the cost of windpower and the retail
power tariff is addressed as part of the ongoing tariff reform in the medium term whereby the
government has committed itself to an average annual increase of about 7.5% which is being
implemented. The GOE also established a “Petroleum Fund” that provides economic incentives
to producers of non-fossil fuel based energy although the incentive of 2 Pt/kWh is insufficient to
mobilize significant investment.

59.  Therefore, the Supreme council on energy has decided that additional costs linked to
renewable energy to be covered in the interim by the Government. This could be implemented
either directly through a tariff mechanism or through the Renewable Energy Fund (REF), to be
created under the new Electricity law. In view of the fact that wind resources in Egypt are of
unusually high quality, long-term costs are likely to be highly competitive. As discussed in a
previous section, the GOE is also undertaking efforts in the area of energy efficiency that will
help transition to cost-reflective pricing (by keeping consumer electricity expenditures close to
existing levels).

60. In addition, The World Bank is engaged with the government to enhance the overall
sector policy framework and advance reforms aimed at improving sector commercial
environment and financial sustainability. The government recognizes that EEHC operates under
tight financial constraints and has demonstrated its willingness to gradually increase tariffs
toward cost covering levels and provide budget and other support in the meantime. Measures to
improve the sector’s financial performance are discussed in detail under Section IV Appraisal
Summary.

61.  The project has several elements that make a strong case for replicability; (a) The project
supports development of the first large scale private sector competitively bid project in
renewable energy. The experience in preparation of bid documents, development of grid code,
and legal agreements will all be helpful for future renewable energy projects, including solar
projects. The joint wind resource measurement program will also provide valuable experience
for future wind projects. Thereby, this project would make a direct and significant impact on the
7200 MW of wind projects that the Government hopes to achieve by 2020(and 150 MW of CSP
projects by 2017); (b) The Egyptian experience, being the most extensive in the region, will be
applicable for many of the other MENA countries and several of countries such as Jordan, Syria
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and Yemen are already beginning to look closely at the BOO approach to wind development; (c)
The policies being introduced by the GOE in course of development of the first BOO project
such as land use, customs duties, bank guarantees, foreign exchange denominated PPAs, and
permitting are likely to help future development of wind as well as solar projects.

E. Critical risks and possible controversial aspects

Risk Rating
Risks Risk Mitigation Measures with
Mitigation

To Project Development Objectives
Weakened financial sustainability of The Govt. has made a commitment at the Modest
renewable energy in Egypt due to the highest level to incorporate 20% renewable by
political economy of prices for fossil 2020. Energy sector dialog will help move this
fuels and higher than expected capital forward. The Government has a commitment to
costs reforms and is currently implementing a reform

program with average annual increase of about

7.5% in the electricity sector. Further, the

government has announced a strategy for

comprehensive energy price reforms in 2007.
Reduced private and public sector The Government has put in place an Modest
interest in wind power development as a | interdepartmental task force that is integrating
result of global economic slowdown global best practices in providing clear

information to the bidders. The program will

closely interact with the private sector through

pre-bid meetings to monitor the situation. The

GOE, through NREA, is actively pursuing

donors and developing a pipeline of public

projects s well
Inadequate Capacity to manage the The EETC will incorporate lessons from the Substantial
BOO program implementation of the thermal BOO projects

and a steering committee including staff with

previous experience has been created at the

level of the Ministry. The proposed framework

for wind development allows different PPP

models. The project also includes technical

assistance to support the BOO program that is

already underway.
To Component Results
Technical Design: Suboptimal technical | This Project will utilize technologies that have Low

performance

been implemented globally and in Egypt.
Based on the experience in developing over
400 MW of capacity, there is substantial local
capacity in wind power (within the
Government and in the private sector) ranging
from resource assessment to wind farm
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Risks

Risk Mitigation Measures

Risk Rating
with
Mitigation

operation and maintenance.

Procurement Delays in view of the
limited experience at EETC with Bank
procurement

The Project will benefit from the experience of
the EEHC and its engineering consultants who
have good experience in procurement,
including applying World Bank procurement
guidelines. Project schedule can accommodate
some delays and physical implementation
comprises only one large, single responsibility
contract

Modest

Social and Environmental Safeguards:

The implementing agency has undertaken an
environmental impact assessment and
developed a mitigation plan, which have been
reviewed by the Bank. Social impacts are
relatively limited.

Low

Risk that implementation of wind
projects would be slow and the
transmission capacity built would not be
utilized suitably

Given the large scale potential in the Gulf of
Suez region and the active development of
projects there, it would be important to develop
adequate transmission capacity in advance of
the project development which would
otherwise be constrained as in many parts of
the word today, e.g. USA. Transmission
investments are only a small fraction of the
total investments for development of over 3000
MW of wind energy. The EETC will install
suitable reactive power compensation to
manage optimal operation of the transmission
lines if the wind power development is slower
than expected.

Modest

Overall Risk Rating

Modest

F. Loan/credit conditions and covenants

1. Conditions of Effectiveness:

e The Subsidiary Loan Agreement signed between Ministry of International

Cooperation and EETC;

2. Dated Covenants:

e Co-financing agreements signed no later than [two months after effectiveness date]

3. Standard Covenants:

e Standard annual auditing requirements.

20




V. APPRAISAL SUMMARY
A. Economic and financial analyses

62.  The proposed project is expected to benefit the Egyptian economy both through the
additional energy provided to consumers, and through capture of the value of avoided global
GHG emissions. An assessment of customer willingness to pay (WTP) for power supply in
Egypt was recently carried out for the proposed Giza North Power Project. The wind project
used this as a basis for computing the consumer benefits, multiplying the calculated unit benefit
of the additional electricity supplied in each year of the project by the net amount of electricity
from the wind farm that is delivered to customers. With respect to the value of avoided GHG
emissions, forecasts of long term prices for carbon credits and the assumptions on which they are
based vary so widely that it is impossible to set a single figure, or even a narrow range, as the
basis for judging the viability of the project. Similarly, while the Giza North project assumed a
base case price elasticity of -0.30, there is at least an equal probability that the price elasticity is
higher. Owing to these uncertainties, the valuation of carbon credit benefits for the project
covered a wide range of prices from US$5 to US$50 per ton, and the price elasticity of demand
was tested at both -0.30 and -0.40 without offering in either case a “most likely” option

63.  The economic analysis also used two discount rates as a basis for assessing the economic
viability of the proposed project. The first discount rate is 10%, which is generally considered to
be the opportunity cost of capital for government investments in Egypt. The second discount
rate reflects the inclusion of CTF concessional financing and results in an Opportunity Cost of
Capital (OCC) of 5.7 percent.

64.  The table below summarizes the highlights of the economic analysis. The first column
shows the EIRR and NPV of the project including only the WTP benefits of increased power
supply. The subsequent columns show the project returns at different assumed levels of carbon
prices. Net Present Value is shown at discount rates of 10% and at the project OCC of 5.7%.
Table 2 also shows the project's benefit-cost (BC) ratios based on discount rates of 10% and the
CTF weighted OCC. BC ratios are not generally used as a criterion for economic viability in
Egypt; however, they are often applied for public and public/private sector projects elsewhere
(e.g., the Mid-west ISO in the U.S uses a 1.25 BC ratio for transmission projects)

Table 2: Highlights of Economic Analysis
0

Carbon Price $5 | $13 | $20 | $30 $50 |
e 03 0.4 03 -0.4 03 -0.4 03 04] -03 04 ] -03 0.4
EIRR (%) 9.2 2.6 99 33 11.2 44 125 55 | 146 73| 211 11.9
NPV at 10% (279) | (2,199) (22) | (1,942) 389 | (1,531) 748 | (1,171) | 1262 | (658) | 2,289 370
NPV at OCC 2,764 | (1987) | 3,233 | (1518) | 3983 | (767) | 4,640 | (110) | 5579 828 | 7,455 2,704
BC at 10% 097 |072 1.00 | 0.76 1.05 | 0.81 1.09 |08 |1.16 |0.92 1.29 | 1.05

BC at OCC 120 | 0.86 1.23 | 0.89 129 [094 |133 [099 | 140 | 1.06 154 | 1.19

65.  The economic analysis indicates that there are some scenarios under which the proposed
project is economically viable without CTF financing. However, the analysis also demonstrates
that the investment faces risks to its viability as a result of potential changes in the price of
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carbon and price elasticity of demand. Assuming a low price elasticity of -0.30, the EIRR does
not exceed 10% until the value of carbon benefits approaches $13 per ton. , Assuming a higher
price elasticity of -0.40, the EIRR only exceeds the 10% threshold for viability in Egypt when
the price of carbon exceeds US$50 per ton. Similarly the break-even NPV, without CTF
financing, will require a carbon price between $5 and 13 per ton, if price elasticity is -0.30;
however, the carbon price would have to be more than $30 per ton for the NPV to be positive if
price elasticity is -0.40. Therefore, the CTF concessional loan plays a critical role in mitigating
risks and thereby improving prospects of attaining economic viability of the investment.

Financial Assessment of EEHC and EETC

66. EETC, along with six electricity generation companies and nine distribution companies,
are wholly-owned subsidiary of EEHC. This group of companies represents the majority of the
electricity supply industry in Egypt, accounting for about 90 percent of electricity supply. As the
companies are closely managed and financially interdependent, a financial analysis of EEHC on
a consolidated basis evaluates the overall financial situation of the group. This is followed by a
brief assessment of EETC financial performance on an individual basis.

Past and Current Performance of EEHC (Consolidated Basis)

67.  Overall profitability in recent years. EEHC’s revenues stem from the sale of electricity
generated by its subsidiaries and purchased from IPPs and NREA. Based on audited accounts of
the past five fiscal years (FY 2004/05 — FY 2008/09), the company has been profitable mainly
due to rising average selling tariff (regular annual increases in electricity tariffs'® resumed in
2004, after a 12-year period in which the retail price of electricity remained unchanged).

68. Rising operating cash flow as a result of prolonged repayment of current liabilities.
Operating cash flow has been positive and rising, although this is substantially a result of
prolonged repayment of current liabilities, including past due and accrual debt obligations owed
to the Ministry of Finance, other governmental entities and local banks. The accumulated
prolonged repayment reached EGP 35.2 billion in FY2008/09, equaling 1.5 times EEHC’s
annual revenue and about two-third of its long-term debt.

69.  Long bill payment and collection time. Bills collection averaged over 300 days in the
past five years, reaching 305 days in FY 2008/09. The average collection rate was 90 percent in
the past three years. On the other hand, bill payment averaged over 375 days in the same period,
but declined to 286 days in FY2008/09. Inventory holding averaged about 240 days in the past
five years. Collectively, working capital requirement associated with business activities
(changes in receivables and inventory relative to current payables) rose by EGP 2.2 billion in FY
2008/09, equivalent to about 35 days of revenue.

70. Past due receivables and payables are being offset. On receivables side, about EGP 8
billion are due from governmental entities (42 percent of business receivables). As for payables,

3 The average selling tariff increases 7.3 percent over the fiscal years 2003/04 to 2008/09.
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about EGP 35.3 billion (72 percent of current liabilities) are considered past due, including EGP
5.2 billion of payable to the Ministry of Finance. According to EEHC, it has been offsetting
electricity sales with past due payables at a rate of EGP 1 — 2 billion per year (about 6 percent of
revenue in FY2008/09). The company is contemplating a larger annual offset amount of EGP 3
— 4 billion per year in the coming years, however, this is subject to an agreement with the
Ministry of Finance.

71. Rising indebtedness (leverage). The rapid growing demand for electricity required
large investments over the past years. These investments have been largely funded by
borrowings. As a result, EEHC’s long-term debt reached LE 51.7 billion (about US$9.4 billion)
in 2008/09, pushing up the long-term debt-to-equity ratio to 4.4 times. As indicated above, a
large portion of the company’s current liabilities comprise of past due loan and interest payments
owed to the government and local banks. All together, EEHC’s total liabilities-to-equity ratio
reached 8.3 times in FYY 2008/09.

72. Financial performances targets under risk. Financial performance targets set in the
earlier projections — getting current ratio above 1 and maintaining a debt service coverage ratio
higher than or equivalent to 1.4 by about FY14 — are at risk, especially for current ratio. For the
fiscal year 2008/09, current liabilities reached LE 48.8 billion (US$ 8.9 billion) against current
assets of LE 28.9 billion (US$5.3 billion), resulting in a current ratio of 0.6. The debt service
coverage ratio on current debt obligations is estimated at 1.14 on the EBITDA basis** and at 1.7
on the basis of net operating cash flow.

Past and Current Performance of EETC.

73.  EETC’s financial results reflect electricity purchase and sales arrangement between
EETC and the generation companies on the one hand, and the distribution companies, high-
voltage transmission customers and interconnected countries on the other. The average EETC
selling tariff was 14 piasters per kwWh of sold electricity in FY2009 (2.5 US cents), while the
average purchase cost was 10.7 piasters per kWh of sold electricity (2 US cents).

74. EETC’s main revenue stems from electricity sales to distribution companies, high-
voltage transmission customers and interconnected countries. Electricity sales reached LE 16.8
billion (US$ 3.1 billion) in FY2009. In the same year the major expense was the cost of
purchased electricity of LE 12.9 billion (US$ 2.3 billion), equaling about 77 percent of revenue.
The company has been profitable in the past three fiscal years, with EBITDA' margin averaged
12 percent and net profit margin averaged 3 percent. The cost of purchased electricity from the
first 250 MW wind IPP is estimated to be less than five percent of the cost of purchased
electricity in recent years. As such, EEHC is in a position to financially absorb the incremental
cost of the project.

75. Operating cash flow before changes in working capital reached LE 1.5 billion (US$ 0.3
billion) in FY2009. However, capital expenditures in the past three years exceeded operating

4 Earnings before interest expenses, taxes, depreciation and amortization (EBITDA) divided by debt service for the
year.
15 Earnings before interest expenses, taxes, depreciation and amortization.
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cash flow, thus requiring more debt financing. In the same period, self-finance ratio (after
deducting debt services) averaged 29 percent, and the company maintained capital expenditures
at a level of 13 percent of net-fixed assets per year to balance high depreciation rate of 23 percent
of gross assets.

76.  The company’s main creditors are the National Investment Bank, Misr Bank, National
Bank of Egypt and JICA. Higher debt financing resulted in rising long-term debt to equity ratio
of 2.6, 3.6 and 3.1 in FY2007-2009. As of 2009, the long-term debt outstanding was LE 12.4
billion (US$ 2.3 billion), of which current portion was LE 672 million (US$ 122 million). Debt
service coverage ratio (based on EBITDA) averaged 1.2 in the past three years.

77. Regarding receivables and payables, an unbalanced situation exists with 144 receivables-
days and 524 payables-days. This is also reflected in the low current ratio, which averaged 0.5 in
the past three years.

78.  The government recognizes the sector financial problems -- high debt and low tariffs --
and the need to address these problems. To reduce further borrowing, the government is now
turning to the private sector to help fund the investment program. Regular tariff increase has
been in effect since 2004, interrupted only last year due to the global financial and economic
crisis which affected Egypt as well. Since 2004, the average selling tariff increased by about 50
percent, and for some consumer categories almost tripled. The government has opted to combine
tariff increases with explicit and implicit subsidies to the sector (through debt rescheduling, fuel
pricing, allowing EEHC to retain profits, etc.), carefully managing the political risks of social
reaction if tariffs were to increase too quickly. This remains a critical area where further
improvements are needed, especially if the government is to attract private investors, as it intends
to do. The fiscal pressures, which have increased -- in part due to the government's stimulus
program to counter the effects of the global economic crisis -- will also strengthen the need to
reduce energy sector subsidies. With respect to strengthening commercial orientation of the
sector, the new Electricity Law which the Cabinet has adopted, has a number of important
provisions in this regard, such as including separation of the transmission company, strengthened
role of the regulator in tariff setting, and establishment of a decentralized, more competitive
trading arrangements with stronger participation of private investors. The team will continue to
pursue this agenda as part of project preparation and implementation.

B. Technical

79.  Technology development : Currently majority of wind turbines in Egypt at Zafarana are
Gamesa 850 kW turbines in addition to Vestas 660 kW and Nordex 600 kW turbines. All these
turbines are very reliable and proven designs. It is expected that the current state of the art wind
turbine technology of the 2 to 2.5 MW class will become a standard also for Egypt with this
program. These turbines have a track record of several thousands of turbines and a number of
manufacturers have already gained experience with high temperature versions which are able to
operate at conditions up to 45°C ambient temperature. These turbines have a rotor diameter of 80
to 93 m for the high wind versions which are approved for IEC Class 1. As the wind conditions
exceed IEC Class 1 for the average wind speeds but without gusts, the manufacturers have to
apply for a special type certification for these projects. Currently most of the suppliers also offer
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low wind versions with rotor diameters extended by up to 10 m in the range of 90 to 100 m. The
hub height may be 80 m or 100 m for the Nile region. New developments in the 3 — 3.6 MW
class, which will be ready for serial production by 2010 have rotor diameters of 107 — 116 m
with respective hub heights up to 100 — 140 m.

80. On the transmission infrastructure, there is good experience in Egypt in the
implementation and operation of 500 kV transmission lines and associated substations, including
GIS based substations. EETC currently operates over 2,400km 500KV lines and over 15,600km
220kV and their associated substations. The Egyptian transmission system is interconnected with
Jordan and Libya through the 500kV and 220kV respectively which are part of the seven-country
consortium (EIJLLST) interconnection project’®. The Egyptian Power System Engineering
Company (EPS) has been hired by EETC as Project Management Coordinator for this project,
financed by its own resources. One of EPS’s recent projects Abu Quir Power Station
Interconnection which includes double-circuit 500kV OHTLs and the associated substations. As
such, no technical issues are envisaged during appraisal

C. Fiduciary

81.  Procurement of all contracts financed by the Loan will follow the Bank Procurement
Guidelines. The procurement will be done using the Bank’s Standard Bidding Documents
(SBD) for all ICB including the agreed modifications to accommodate the simultaneous receipt
but sequential opening of the technical and commercial envelopes (“Two Envelope Bidding”).
All packages financed by the Bank are subject to prior review. The packages not financed by the
Bank will be procured in accordance with the guidelines of the corresponding financial
institution (IFI) or the Egyptian law.

82.  An assessment of the capacity of the Implementing Agency to implement procurement
actions for the project was carried out by the Bank. The assessment reviewed the organizational
structure for implementing the project and the interaction between the project’s staff responsible
for procurement and the relevant unit for administration and finance.

83.  An assessment of the Financial Management (FM) arrangements for the Project was
undertaken in February 2010, to assess existing financial management arrangements and whether
or not such arrangements are acceptable to the Bank and also agree on the risk mitigating
measures.

84. The EETC, from a financial management perspective, has its FM responsibilities and
activities distributed between different departments within the EETC financial sector (accounting
and budgeting, investment audit, cost accounting) and various sub-sections within these
departments. Although the current arrangements may best serve the company’s information
needs, yet they do not provide for the proposed project accounts to be compiled and consolidated
at any point or stage given the current structure. Also the EETC has no recent previous
experience in implementing World Bank financed projects. As a result, it was agreed with the
Head of the Financial Sector of EETC to maintain the special Financial Management Unit

18 EJJLLST interconnection represents the power grids of Egypt, Irag, Jordan, Lebanon, Libya, Syria, and Turkey.
The interconnection would over 400kV and 500KV OHTLs.
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(FMU) within the envisaged project PIU that will have the overall responsibility for the project’s
FM activities including recording, budgeting, bank reporting requirements, and handling the loan
disbursement arrangements including supporting documentation. The structure of this unit will
be headed by a financial officer along with two accountants, seconded from EETC for the life of
the project, for record keeping, finance and disbursements, and planning and reporting.
Acceptable accounting software will be procured, from EETC local resources, and installed
within a maximum period of three months after project’s effectiveness. Such software will be
used for the recording and reporting purposes of the project. As the project will receive funds
from IBRD and the CTF and as most of the project’s disbursements will be through the direct
payment method, one Designated Account will be opened. However, it was agreed during the
assessment that the project reporting should set out and separate the sources from IBRD and
CTF, the uses of funds by category and component in addition to a six month disbursement
forecast and deviation analysis for differences that exceed 15% between actual and planned
figures. Also it was agreed, that as soon as the financial team of the FMU is determined and
assigned, financial manual will be developed for the financial management arrangements of the
project and such manual will be reviewed and approved by the Bank. During the meeting,
reference was made to the Tebbin project’s FMU and it was recommended to the EETC team to
visit the Tebbin FMU and benefit from the already established model for possible replication
under this project.

85.  An assessment of the financial management (FM) arrangements for the Project was
undertaken in February 2010, to assess existing financial management arrangements and whether
or not such arrangements are acceptable to the Bank and also agree on the risk mitigating
measures.

86. The EETC, from a financial management perspective, has its FM responsibilities and
activities distributed between different departments within the EETC financial sector (accounting
and budgeting, investment audit, cost accounting) and various sub-sections within these
departments. Although the current arrangements may best serve the company’s information
needs, yet they do not provide for the proposed project accounts to be compiled and consolidated
at any point or stage given the current structure. Also the EETC has no recent previous
experience in implementing World Bank financed projects. As a result, it was agreed with the
Head of the Financial Sector of EETC to maintain the special Financial Management Unit
(FMU) within the envisaged project PIU that will have the overall responsibility for the project’s
FM activities including recording, budgeting, bank reporting requirements, and handling the loan
disbursement arrangements including supporting documentation. The structure of this unit will
be headed by a financial officer along with two accountants, seconded from EETC for the life of
the project, for record keeping, finance and disbursements, and planning and reporting.
Acceptable accounting software will be procured, from EETC local resources, and installed
within a maximum period of three months after project’s effectiveness. Such software will be
used for the recording and reporting purposes of the project. It was accentuate during the
assessment that the project reporting should set out the sources and uses of funds by category and
component in addition to a six month disbursement forecast and deviation analysis for
differences that exceed 15% between actual and planned figures. Also it was agreed, that as soon
as the financial team for the FMU is determined and assigned, a manual will be developed for the
financial management arrangements of the project and such manual will be reviewed and
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approved by the Bank. During the meeting, reference was made to the Tebbin project’s FMU and
it was recommended to the EETC team to visit the Tebbin FMU and benefit from the already
established model for possible replication under this project.

D. Social

87.  The social and environmental issues of both the transmission lines as well as the
generation site are being reviewed by the Bank, although generation will be financed by the
private sector. The NREA is coordinating an ESIA study for the wind power generation site
including a study to see if the site falls in the path of migratory birds. It is expected that any land
acquisition along the expected 280 km transmission line will be limited to compensation for
tower footings, if placed on private land. An RPF has been prepared that will guide preparation
of any subsequent resettlement action plan, if required. The expected number of towers will be
approximately 75, avoiding en-route cultivated land as much as possible. With the exception of
about 30-35 km near the Nile River where the 280 km 500kV double circuit east-west line would
cross agricultural land where there would be potential for land acquisition, the line will go
through uninhabited desert land.

E. Environment

88.  This project is classified as category ‘B’ according to the World Bank’s Operation Policy
on Environmental Assessment (OP 4.01). Therefore, an Environment and Social Assessment
(ESA) including preparation of site specific Environmental Management Plan (EMP) and a
Resettlement Policy Framework (RPF) is required. The draft EMP has been prepared and
disclosed by the EETC.

F. Safeguard policies

Safeguard Policies Triggered by the Project Yes No
Environmental Assessment (OP/BP 4.01) [x] []
Natural Habitats (OP/BP 4.04) [] [x]
Pest Management (OP 4.09) [] [x]
Indigenous Peoples (OP/BP 4.10) [] [x]
Physical Cultural Resources (OP/BP 4.11) [] [X]
Involuntary Resettlement (OP/BP 4.12) [X] []
Forests (OP/BP 4.36) [] [X]
Safety of Dams (OP/BP 4.37) [] [x]
Projects on International Waterways (OP/BP 7.50) [] [x]
Projects in Disputed Areas (OP/BP 7.60)" [] [x]

G. Policy Exceptions and Readiness

No exception to Bank policies are sought

N By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties’ claims on the
disputed areas
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Annex 1: Country and Sector or Program Background
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

Country Issues:

1. Over the last four years the government has implemented structural reforms including
trade liberalization, a complete overhaul of the tax system, restructuring of the financial sector,
and privatization of State-Owned Enterprises (SOEs) and banks. This led to a friendlier
investment climate which, supported by a favorable global economic environment, yielded a
strong private-sector supply response. Real Gross Domestic Product (GDP) growth increased
from an average of 3.5 percent during FY01-04 to around 7 percent between FY06 and FY08, a
record over the previous twenty years. The strong supply response was driven largely by an
expansion of private investment. It increased from an average of 8 percent of GDP in FY01-04,
to 15 percent in FY08. Also, Foreign Direct Investment (FDI) increased from an average of
0.6 percent of GDP during FY01-04, to 8.1 percent in FY08. This increased total investment
from an average of 17.6 percent of GDP over FY01-04, to 22.3 percent in FY08. Real GDP
growth is expected to fall in tandem with the rest of the world particularly in the United States
and Europe, Egypt’s two main trading partners. GDP growth is expected to be about 4.5 percent
in FYQ9 and slightly lower in FY10. Assuming that the global economy will begin recovering in
2010, Egyptian growth is expected to stabilize around 5.5 percent in FY11, closer to its potential
growth rate.

Energy Sector Issues:

2. Egypt began exports of LNG in January 2005, and soon after that commenced exports of
piped natural gas, through the Arab Gas Pipeline, initially to Jordan. Recently, Egyptian piped
natural gas also started flowing via Jordan to Syria and Lebanon. Despite the large increase in
hydrocarbon and other energy resource prices, cost of energy products in Egypt continues to be
largely subsidized, this subsidy has reached 63 Billion LE (11 B$) in FY07/08 (or 8% of GDP).
The energy base of Egypt has more than doubled since the early 1980s to reach 84 million tons
of oil equivalents (MToE) in FY08/09 of which local consumption has reached 63 MToE (75%).
This expansion is expected to continue. Egypt is aggressively shifting to natural gas in thermal
electricity generation (80% of power produced uses natural gas), industry and for domestic
consumption, as a result of major gas discoveries in recent years. Energy and water are two of
the most vital issues in this country.

3. The energy base of Egypt has more than doubled since the early 1980s to reach 73.3
million tons of oil equivalent (MTOE) in 2006/07 and local consumption has reach 54.7 MTOE,
this expansion is expected to continue. Egypt is aggressively shifting to natural gas in thermal
electricity generation (80%), industry and for domestic consumption, thanks to major gas
discoveries in recent years, this trend will be accelerated in view of an increase in reserves of this
clean source of energy. Energy and water are two of the most vital issues in this country. Egypt's
75 million people live on 5% of the land area along the Nile Valley and the Delta region. A
rapidly growing population is now posing a huge challenge for Egypt to boost the productivity
and sustainability of its energy and water use. Egypt has become an oil importer once again, with
its oilfields being in steady decline.
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4. The latest forecasts show that the country will account for 5.73% of MNA regional oil
demand by 2010, while providing just 1.57% of supply. MNA regional oil demand rose to 10.7
Mb/d last year and should average 10.9 Mb/d in 2006, before reaching 12.2 Mb/d by 2010 *'.
Local oil consumption has risen to 575,000 b/d while Egypt's crude oil production has fallen to
570,000 b/d, causing the government to increase the import of clean fuels. Egypt's proven
reserves of natural gas having reached 72 TCF, is helping to improve the environment. Egypt’s
gas production in 2006-07 was 41 million tons/year, up from 23 Million tons/year in 2001-02,
with Mediterranean fields accounting for 60% of the total, the Western Desert for 24%, the Gulf
of Suez for 10% and the Nile Delta for 6%. Gas consumption rose from 19 Million tons/year in
fiscal 2001-02 to the average of 26.6 Million tons/year in fiscal 2006-07, with the power sector
accounting for 63% of the total. The national gas transmission network by 2006 had reached
16.156 km, and the number of users then had reached 2.4 million, including industries,
households and the transportation sector.

5. Egypt became a gas exporter for the first time in 2004, with the sale of gas to Jordan
through a pipeline to the Agaba power plant. An Egyptian consortium is currently extending the
pipeline north through Jordan to supply the country's other power stations. The Mashreq pipeline
has already reached Syria to Der Ali PP and will continue to Lebanon. Also Egypt has
developed its LNG exports. SEAGAS LNG exports from January 2005 in Damietta with
capacity of 5 Mt/Y were joined in March and September by exports from the country's other
LNG producer, Egyptian Liquefied Natural Gas (ELNG). ELNG is behind the $1,900 million
development of two 3.6 Mt/y trains at Idku, which went on stream in March and September.
Further additions to trains in Idku and Damietta were put on hold pending the state of gas
production and pipeline exports.

6. A key issue for gas firms selling to the domestic market is subsidy cuts. The government
is phasing cuts in gasoline subsidies, but gasoline is generally still below the cost price. This is
the key risk factor, with Egypt paying a lot in energy subsidies. It is also importing many oil
products at high world prices and selling them at subsidized rates. So a major concern is that the
financial burden on the government from increasing oil prices means it will have less money to
spend on infrastructure. It also limits growth in the energy sector, because the subsidies mean
there is no incentive to use energy efficiently, and to switch from oil (LPG) to gas.

7. The transportation sector is the largest energy consumer with 27.1% followed by the
industrial and electricity sectors with 20.7% and 15.7% respectively. Egypt’s gas production in
FY06/07 was 41 million tons of oil equivalent, up from 23 million tons in FY01/02. Domestic
gas consumption rose from 19 million tons/year in fiscal FY01/02 to 26.6 million tons/year in
fiscal FY06/07, with the electric power sector accounting for 63% of the total.

Energy institutional structure and pricing:

8. Egypt’s energy sector falls under the responsibility of two Ministries, namely (i) the
Ministry of Petroleum (MOP), and, (ii) the Ministry of Electricity and Energy (MOEE). The
MORP is responsible for exploration, production, refining, transportation and marketing of oil and
natural gas. The MOEE is responsible for electricity generation, transmission and distribution

7 0il & Gas Report from BMI, 2008
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through 6 generation companies, one transmission company and 9 distribution companies
organized under a holding company structure and company (the Egyptian Electricity Holding
Company, see more below). In addition to these two ministries, the Transportation, Water
Resources and Irrigation, Trade and Industry and Environmental Affairs (MOSEA) ministries are
also involved in setting policies for the sector. Furthermore, the Egyptian Electric Utilities and
Consumer Protection Regulatory Agency (EEUCPRA) regulates activities in the electricity sub-
sector and the Egyptian Environmental Affairs Agency (EEAA) handles issues related to
environmental protection, including issuing permits to construct power plant and associated
infrastructure based on environmental impact assessments (Law 4/1994). Finally, in 2006, the
Prime Minister issued Decree No. 1395 for the formation of the Supreme Council for Energy to
oversee the various policies and strategies of the sector. The supreme council is responsible for
setting energy strategies, approving tariffs and any major energy regulations and policies.

9. In August 2007, the Egyptian government announced a 3 year plan to remove subsidies
from Gas and electricity tariffs for energy-intensive industries (targeting specifically the steel,
cement, aluminum and fertilizer companies). In June 2008, this plan was accelerated for the
increases to be implemented with immediate effect at the following prices: 20.2 Pt/kWh
(3.8US¢/kWh), 24.5 Pt/kWh (4.6US¢/kWh) and 33.4 Pt/kWh (6.3US¢/kwh) for UH, HV and
medium voltage respectively. For other industrial consumers (e.g., engineering, food, textile and
pharmaceutical sectors), the energy prices will increase to 17.8 Pt/kWh (3.35US¢/kWh), 21.6
Pt/kWh (4.08US¢/kWh) and 29 Pt/kWh(5.47US¢/kwh) for the UHV, HV and medium voltage
respectively over a three year period.

10. For natural gas, the price to the energy-intensive firms will increase to US$3/mmbtu,
while for other industries the increase will be US$2.65/mmbtu. In 2009 and due to the financial
crises increase in regular industry prices for electricity and Gas was put on Hold. It was
announced in October 2009 that the second phase of regular industry increase will be resumed in
2010 with a 27% increase in electricity and Gas.

Electricity sector structure:

11. In early 2000, the Egyptian Electricity Authority (EEA) was transformed into the
Egyptian Electricity Holding Company (EEHC) under the ownership of the Ministry of finance.
EEHC was restructured into 16 affiliated companies, including 6 generation, one transmission
and 9 distribution companies and still operating within a single buyer model. All companies
remain state owned under EEHC, although the forthcoming law envisages and allows for a sale
of up to 49%. Indeed, the new law aims at encouraging the private sector to invest in generation
and distribution projects. It will also establish the regulatory agency as the entity for tariff
approvals and monitoring the performance of service providers. The law furthermore paves the
way for the creation of a competitive electricity market, development of renewable energy, and
encouraging the private sector’s involvement in renewable energy through competitive bids and
feed-in tariffs. The law will also re-enforce the use of the renewable energy fund and provide
mechanisms to encourage co-generation and other EE measures. The electricity law is under
discussion in the Cabinet and is being prepared to be presented to the Parliament for ratification
during its next session (from November 2009 to June 2010).
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12. EEHC plays a strong role in coordinating the plans and investments in the sector, and
also manages the sectoral finances. To manage overall cash-flow, EEHC relies on cross-
subsidies between the affiliated companies to achieve a levelized return in equity (investment?).
Each company operates as a commercial entity with a management team, board, and a balance
sheet. The EEHC board selects senior management for the affiliated companies. Therefore, to
date several levels of unbundling has taken place with the exception of ownership unbundling.
The EEUCPRA approves regulations under which the companies operate as well as issues and
renews licenses. To date, given that the scope of sector regulation activities is limited, it also
monitors the companies’ performance through financial and technical benchmarking.

Electricity sector issues and strategies:

13.  The electricity sector is facing a number of challenges and constraints in securing
electricity demand for Egypt in the coming decade. The most pressing issues include having
sufficient base and peak load capacity, ensuring the availability of natural gas for power
production (at price levels that can be absorbed by the retail electricity tariff), succeeding with
the ambitious renewable energy, as well as other energy efficiency measures and continuing the
path of tariff and subsidy reform.

14. In response to the rapid electricity demand, EEHC has developed a least-cost generation
expansion plan. This plan has two phases: a fast track phase (2002—-07) and medium-term phase
(2007-12), during which 4,500 MW and 7,375 MW of capacity have been and are being installed
respectively. Financing for the medium-term phase is completed. The North Giza power plant is
part of the 2012-17 planning cycle.

15.  Private generation is also becoming a key element in the expansion of the generation
capacity and to supply the needs of several heavy industry requirements. A framework is being
prepared, by which private generation can enter into the market, contract industrial firms, build
its own generation plants and deliver electrical energy to its customer.

16.  To complement the implementation of conventional power projects, Egypt is working
very hard to develop its renewable energy (RE) resources, including hydro, wind and solar.
Hydro-electric power capacity has been almost fully explored with an installed capacity of 2,780
MW and annual energy production of about 12,650 GWh. Wind and solar energy are in the
early stages of exploration and utilization. In April 2007, the Supreme Council for Energy
adopted an ambitious plan which aims at having 20% of the country's installed capacity in the
form of RE by 2020. Notably, over 12% of this is expected to come from wind energy, which
translates into about 7,200 mega watts (MW) of grid- connected wind farms. The development
of this at such a large-scale is being designed based on a private-sector led strategy, of which the
World Bank is providing technical assistance.

17.  The New and Renewable Energy Authority (NREA), established in 1983, is the main
agency for promoting RE technologies. At present, wind and solar energy projects are at the
core of NREA's current and future plans. A Wind Atlas for the entire country was issued in 2005
indicating about 20,000MW of wind potential in the Gulf of Suez area. A series of large-scale
wind energy projects were constructed with a current operational capacity of 430 MW connected
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to the national grid. Egypt is also implementing its first solar thermal power plant of 140MW
(solar share of 20MW) south of Cairo, planned to be operational by 2010.

18. In wind, a competitive bidding process has been initiated for a 250 MW wind farm in
Gabel-El-Zeit as a first phase to a series of competitive bidding farms in the region. The first
stage which included a prequalification has been finalized. A second stage which includes
measurements and bidding preparation is underway.

19. In 2007, the President of Egypt announced that nuclear power will become an integrated
part of the local energy production system, with multiple new nuclear plants to be built. The first
being 1,000 MW by 2017, and another comprising 4,000 MW by 2027. The nuclear plants are
envisaged to be constructed using local expertise in cooperation with foreign partners.
Legislative and structural modifications to the sector structure are also envisaged to implement
the nuclear generation plan. A Supreme Council for peaceful uses of Nuclear Energy was given
an additional role in setting policies and approving nuclear energy projects by a presidential
decree. An RFP was issued by the Nuclear Power Plant Authority (NPPA) in early 2008 for
consultants to review and update previous data prepared 25 years ago for the Dabaa site and to
prepare the tender for the first plant. The consultant has been selected and is preparing the report.

20. Egypt has some of the best wind resources in the world along the Gulf of Suez with mean
wind speeds and power densities of 7-10.5 m/s and 350-900 W/m2, estimated for a height of 50
m above ground level in roughness Class 1. Given the low density of inhabitation, the region
can easily host several thousand MW of installed wind capacity. The current approach for
developing wind resources relies largely on donor financed public projects implemented by the
NREA and a total of 430 MW of plants are either commissioned or under implementation. The
20% renewable energy target is expected to be met largely by scaling-up of wind and solar
energy as the hydro potential is largely utilized.

21. In order to accelerate the wind program to be able to achieve the ambitious target, the
Government is pursuing a wind commercialization program that will focus on engaging the
private sector. The different public and private business models being pursued and planned for
wind scale-up are discussed in Annex 4 (Detailed Project Description)- these include private
Build, Own, Operate(BOO) projects, feed-in-tariffs for small projects, public projects,
autogeneration and joint ventures, One of the key models is the competitive bidding approach
where the EETC will issue tenders requesting supply of power from large scale renewable
energy resources for specific pre-determined sites on a Build, Own, Operate (BOO) basis. It is
expected that the competitive bidding approach will result in additional capacity of about 2530
MW of private sector capacity and a total of about 3000 MW capacity. The commercialization
programme targets to achieve competitive electricity tariffs through an international tender and
stimulate private investment from international and local investors into Egypt’s power sector.

22. Policies and institutional arrangements ensure that development of renewable energy
resources and the associated reduction in GHG emissions is a central focus of all power sector
institutions and is supported by extensive technical and administrative expertise. This will
facilitate technology transfer within the country, while Egypt’s growing reputation as a center for
renewable energy development will facilitate transfers within the broader region. Sustainability,
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however, will require continued focus on sector finances. In the short term, it is extremely
unlikely that wind energy will be financially viable when compared with the cost of gas-fired
generation. The marginal electricity production cost in Egypt is about US cents 3.75/kWh (based
on a gas price of $3/mmbtu), whereas the cost of wind power cost is estimated to be in the range
of 7-11 US cents/kWh, depending on site conditions. Over time it is likely that the gap between
gas fired and wind generation will narrow as tariffs increase. In view of the fact that wind
resources in Egypt are of unusually high quality, long-term costs are likely to be highly
competitive. In the interim, support from concessionary financing sources to develop the
transmission infrastructure and thereby offset some of the cost and risk premiums associated
with private development of wind generation, is critical to support the scale-up effort.

23.  The competitive bidding program targets to achieve competitive electricity tariffs through
an international tender and stimulate private investment from international and local investors
into Egypt’s power sector. In addition, large scale wind development will also encourage
Egyptian participation in the projects through local manufacturing and transfer technical know-
how to Egypt by including state of the art operation and maintenance practice from international
developers.
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Annex 2: Major Related Projects Financed by the Bank and/or other Agencies
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

Sector Issues Project PDO Rating
Private Sector Power | Port Said and Suez East (IFC)
Power Generation Kureimat Power Project (World Bank 1992) | U

El Kureimat Power Project (AfDB)

El-Tebbin Power Project (P091945)(World
Bank, 2006)

HS (last ISR 6/23/09)

Ain Sokhna Power Project (World Bank,
2009)

S (6/23/09)

Power Development

Walidia Thermal Power Station (JBIC)

Abou-Zaabal Substation (JBIC)

Sidi Krir Transmission and Substation
Project (JBIC)

Clean Energy
Development

Kureimat Solar Thermal Hybrid
Project (GEF)

KfW-sponsored Wind Farm

Danida-sponsored Wind Farm

JBIC-sponsored Wind Farm

Spanish-sponsored Wind Farm

Wind Energy Scale-up Project

Under preparation

Gas Sector

Gas Investment Project (World Bank 1992)

S

Natural Gas Connections Project (World
Bank 2008)

S
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Annex 3: Results Framework and Monitoring
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

Results Framework

PDO

Project Outcome Indicators

Use of Project Outcome
Information

e Infrastructure and
business models
developed for scaling up
wind power

e Transmission
infrastructure to
evacuate 3,000 MW of
wind power

e Financial close of first
private sector
investment in wind
power (250 MW)

e 9 progress in
implementing
remaining wind
competitive bidding
program (2,250 MW)

e Projected GHG
emission reductions
from 2,500 MW of
new wind capacity

e Public and private
investments leveraged
for transmission and
first BOO wind project

e Progress toward
govt. renewable
energy
commitments

Intermediate Outcomes

Intermediate Outcome Indicators

Use of Intermediate
Outcome Monitoring

Construction of
transmission
infrastructure

e 500 kV transmission line
from Suez Gulf to
Samallout

e 500kV/220 kV substation
in Ras Gharib

e New 500 kV/220 kV
transformer at Samallout

e 220 kV transmission line
from Ras Gharib to Gabel
El-Zait

e Monitoring
development of
transmission
infrastructure for wind
power development
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Technical assistance for
wind program

Legal and financial
advisory services to EETC
for first 250 MW BOO
wind project

Procedures for wind power
integration by system
operator

To monitor building of
institutional capacity
at EETC capacity for
wind scale-up

Wind competitive
bidding program
launched

Development and
construction of 250 MW
BOO project at Gulf of
Suez

Competitive tendering of
2X250 MW 2011, 2012
and 2013, and 3X250 MW
in 2014

Monitoring the
involvement of private
sector in wind power
development in Egypt
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Arrangements for results monitoring

Target Values

Data Collection and Reporting

Project Outcome
Indicators

Baseline

YR1

YR2

YR3

YR4

YR5

Frequency
and Reports

Data
Collection
Instruments

Responsibility
for Data
Collection

Transmission
infrastructure
to evacuate
3,000 MW of
wind power

% progress in
implementing
remaining
wind
competitive
bidding
program
(2,250 MW)

Projected
GHG
emission (MT
annually)
reductions
from 2,500
MW of new
wind capacity

Public and
private
investments
leveraged for
transmission
and first BOO
wind project

0%

0%

1.2

Transmission
line reaches
financial
closure

0%

10%

1.9

30%

20%

24

BOO project
reaches
financial
closure

60%

40%

41

85%

50%

55

100%

60%

7.0

6 monthly
reports as part
of Bank
supervision
missions

Same as above

Same as above

Same as above

Reports from
EETC

Same as
above

Same as
above

Same as
above

EETC/NREA

Same as above

Same as above

Same as above

Intermediate Outcome
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Indicators

500 kV transmission Pre- Pre- Contract Construction | Commissioning | Commissioning | Quarterly Contractor EETC
line from Suez Gulfto | qualification | qualification | award for begins tests reports provided | reports
Samallout documents completed transmission by Egyptian

completed : Electricity

line and Transmission
500kV/220kv substation associated Company
in Ras Gharib infrastructure (EETC)
New 500kV/220kV
transformer at
Samallout
220 kV transmission
line from Ras Gharib to
project site
Development and Pre- RFP Issued Bidder Construction Commissioning
construction of 250 qualification selected and begins
MW BOO project at of bidders financial
Gulf of Suez completed closure
p reached
Competitive tendering Environmental | Pre- RFP issued; Bidder selected Construction
of 2X250 MW 2011, and social qualification and and financial begins for
2012 and 3X250 in assessment starts for prequalification | closure reached 2X250 MW
2014 completed for | 2X250 MW starts for next RFP Issued for project and
200 Sq m area project next project financial
closure reached
for next project

Technical Assistance RFP issued Advisory Advisory Knowledge Wind Integration Quarterly Contractor EETC
for wind program for BOO services services TA management TA completed reports provided | reports

advisory contract completed; TA plan and operational by the EETC

P award; contract award | completed procedures
services; - :
RFP issued for wind adopted by the

TQRS for for wind integration TA Government

wind integration TA

integration

prepared
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Annex 4: Detailed Project Description
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

1. The Government of Egypt has been actively engaged in wind power development for
about 25 years, beginning with the construction of the Hurghada test station for wind power built
in the early 1980s, financed by Danish development grants and managed by NREA. This early
start led to a close cooperation in capacity building between NREA and Risoe National
Laboratory, Denmark. Risoe has been extensively engaged in mapping the Egyptian wind
resource in cooperation with NREA, initially publishing a wind atlas for the Gulf of Suez area,
and culminating with the publication of the Wind Atlas for Egypt in 2005. The wind atlas
includes a modern state-of-the-art numerical GIS-based atlas based on both ground-based
precision measurements over 15 years, satellite (remote sensing) mesoscale data, and microscale
(high spatial resolution) modeling of six of the most promising zones.

2. The Government’s power sector development is based on a strategy comprising the
following: (i) increased use of efficient power production technologies (CCGT and supercritical
boilers); (ii) large scale development of its renewable resources with the goal of having 20% of
its installed capacity in the form of renewables by 2020; and (iii) stepping up efforts for more
efficient consumption of electricity including demand side management. The current plan for the
next five years is as follows:

Egypt's Electricity Generation Expansion Plan(2008/2009- 2015/2016)

Generation | 200872009 | 2009/2010 | 20102011 | 20112012 | 201222013 | 201372014 | 20142015 201572016
Type MW MW MW MW MW MW MW MW
C. Cycle+ Gas 8819 10843 10843 10843 11469 137119 14969 15469
Thermal 11458 12158 12858 13508 15008 16308 16938 18908
Hydro 2800 2800 2800 2800 2800 2800 2832 2832
Solar - - 140 140 140 140 140 140
& =~ add 700 at
Lafl+zaf1l | add60at | add 60at | add 320at | add220at | add 780 Ras add 1060 at Ras
Total Wind Zafll Zaf 1l Lait Lait at Zait Ghareb Ghareb
425 485 S H 863 1085 1855 , :’5 3615
Total Zafarana = 345 MW on Total E1Zait 340 MW From vear 201372014 until 201572016 we
Zafarama (1 ]1) &S evacuated through | vear2012/2013 evacuated need to construct a new 5007220 kv
connection | existing 220 K.v network in this through the under substation to evacuate the new wind farm at
area(Figl) construction 220 kv OH.T.L | E1Zait 780MW capacity , and Ras Ghareb
Zafarana / Hurghada (Fig7) | 17S0MW capacity
3. NREA is continuing its pre-project wind prospecting activities in two additional zones

that the Wind Atlas for Egypt has deemed as potentially promising, even if not at the wind speed
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level found at the Red Sea coast: The areas East and West of the upper Nile, a largely
unpopulated 7,000 km2 area, which NREA as of 2010 has the right to administer for wind
development purposes, plus an area near Kharga in South-Eastern Egypt. This work is likely to
be financed by Japanese development assistance.

4. The GoE is currently pursuing five parallel strategic programs (described in paras 5-9
below) for wind power development. Two of the programs are in actual operation, while the final
three are in the planning stage. The GoE also recognizes that timely transmission investment is
the main facilitator of the rapid development of wind farms. Like most other transmission
operations in the world, the GoE accepts that in the event of slower than expected investment in
wind generation the lower risk/cost of investing too early in transmission will be outweighed by
the much higher risk/cost (to the BOO investors) of investing late. It is also important to
appreciate that over the 40-60 year projected lifetime of a transmission line its function will
change over time depending on load growth and system expansion. In the case of the Samallout-
Ras Gahrab 500kV line this is very likely in the next decade to also provide greater diversity to
facilitate the evacuation of solar power generation planned in Southern Egypt and to support a
possible future HVDC line across the Red Sea to Sharm el Shiekh and onwards to Jordan and
Saudi Arabia.

5. Public Program: NREA soft loan financed wind projects have been the basis of all wind
power development in Egypt until the present, based on loans from Denmark, Germany, Japan
and Spain. The area around Zafarana in the Northern end of the windy Gulf of Suez area has now
been completely exploited for wind farms under this program. Additional wind farms are
planned for the Southern area of the Gulf of Suez, all of which will ultimately be connected to
the planned 500 kV grid extension (through local 220 kV circuits). A 200 MW project financed
by KfW, Germany, is close to announcing an Engineering Procurement and Construction (EPC)
tender. Electricity sold to EETC from these projects is basically charged on the basis of a cost-
plus principle.

6. BOO (Build Own Operate) Competitive Bidding Program: In 2006 NREA began
preparations for a 5-year pipeline of 2,500 MW of commercial wind farms to be tendered as
BOO/IPP projects with technical assistance from the World Bank. Trust funds administered by
the World Bank ESMAP unit financed a feasibility study for the program, which was completed
in 2008. The project consists of initially tendering a 250 MW wind farm on a predetermined site
in Ras Gharib (at Gulf of Suez) area in 2010, with 2 x 250 MW to be tendered in each of the
subsequent three years and a final 3 x 250 MW in the year thereafter. In 2008 the MoEE set up a
cross-departmental Steering Committee for the project pipeline. The committee is comprised of
top officials and experts from the EEHC, EETC, NREA, the Energy Regulator, and other
members from the MoEE. The Wind Tender Steering Committee oversees the work of the Gulf
of Suez Wind Project PIU with technical assistance from NREA. A consultant with extensive
experience from the thermal BOO/IPP projects in Egypt heads this task force. The task force has
been preparing the tendering process and associated activities for the first 250 MW wind farm to
be tendered in the pipeline of projects. A request for prequalification of bidders was issued in
May 2009. By December 2009 the EETC completed the pre-qualification of ten bidders, about
half of which are among the leading international wind developers. In January 2010 the EETC
issued a set of mandatory minimum technical standards for required site measurements for pre-
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qualified developers, using a set of norms equivalent to best practice in the international wind
industry. Simultaneously the EETC proposed a highly innovative voluntary joint wind
measurement program to be financed and operated jointly by the pre-qualified bidders, with
EETC acting as an agent for the bidders. The lessons learned from the experience from other
countries like China and Morocco have been incorporated. In these programs, wind projects
were attempted based on predetermined sites with wind measurements undertaken only by the
electricity off taker. The wind measurement tasks in the program, which includes wind
measurements, a topographical survey and a geotechnical survey of the site are to be executed by
an independent third party, i.e. a top ranking bankable international wind resource assessment
firms at the choice of the bidders. The proposal was accepted by the bidders, who after a two-day
site measurement workshop in Cairo in January 2010 approved the statutes and modalities of the
joint measurement program. The plans call for starting wind measurements by May/June 2010.
In late autumn 2009 the EETC started international procurement of consultants to assist the
EETC in drafting the RFP package for the first 250 MW wind farm. The pre-qualification of
consultants has now been completed and ToRs and call for proposals are being issued in March
2010 with a view to commencing work by the consultants by August 2010.

7. Feed-in-Tariff: A fixed-tariff scheme for smaller wind projects outside the Gulf of Suez
area, possibly with a size limit of 25-50 MW is being prepared by the Energy Regulator with
assistance from consultants. Preparations began in late 2009 with a report expected by end 2010.

8. Joint-Ventures: A NREA-MASDAR joint venture for government-to-government
cooperation in wind development has been in the planning phase throughout 2009 and in early
2010. The basic concept is a 50-50 partnership between NREA and MASDAR, initially for a 200
MW wind farm in the Gulf of Suez area, with potential subsequent development in the East and
West Nile area with some 200 MW per year. The tariff for energy sold by the project to EETC
has not been determined but will presumably be some form of cost-plus tariff similar to the soft
loan projects of NREA. The initial project would share the 500 kV system for its grid
connection.

9. Autogeneration: A project for autogeneration by a private developer, Italgen, for a wind
farm of 100-300 MW in the Gulf of Suez area had been under preparation for more than five
years (by early 2010). Wind measurements and an environmental impact assessment including a
bird study for the site were in progress in early 2010 for an area adjacent to the site for the
commercial 250 MW wind farm. Italgen is a subsidiary of the cement manufacturer Italcementi,
which has a major cement factory Northwest of the Gulf of Suez area. Although this project in
principle is an autogeneration project, it is not clear which rules will govern wheeling and
balancing power services from the EETC, nor is it clear whether banking will be allowed in
some form of tariff scheme. The project would share the 500 kV system for its grid connection.

10.  This project comprises support for infrastructure development and provides technical
assistance for facilitating the competitive bidding for the first 250 MW BOO wind project. The
transmission infrastructure development for wind power development in the Gulf of Suez and
Gabel El-Zait area requires 220kV and 500kV transmission lines and associated substations to
evacuate about 3000 MW of wind energy. Initially the project will interconnect 250 MW IPP
wind farm and another two upcoming wind farms in the Gulf of Suez with the main 500kV grid.
In particular, the project will be undertaken through the following major components:
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11. Component A- Transmission Infrastructure (US$ 342.30 million, IBRD US$ 70 million,
CTF US$ 148.25 million, EIB 70m and GoE 54million). This component consists of four sub-
components that together contribute to the full transmission infrastructure development to evacuate
the wind energy from Suez Gulf and Gabal El-zait to the national grid. The sub-components will
bring together financing from IBRD/CTF, European donors led by European Investment Bank, but
including AfD/NIF and kfW/NIF. The physical position of these sub-components as part of the Wind
Power Development Project is highlighted in the following schematic diagram.

305MW °\
=

Zafarana 1 Wind farm

Source of financing
[] 1eroandcTF+ Gok - (‘ \v Existing 220kV, double-circuit, OHTL
G EIB/kfW/French Funds+GoE *523"1‘3’/;:
D e Zafarana 2 Wind farm
Component A ! Under construction 220kV, double-

gresesssstissniiatenienaa s . circuit, OHTL, 100km

1,750MW by ( \ .
2015/16 :
:
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1 1

_: (Fiu'fg:] Sue; I_ 220kV, double -circuit,
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500kV, |
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1X375MVA | 1x375MVA Gabal Elzait Hurghada
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e Al- 500kV double-circuit Overhead Head Transmission Line (OHTL):

This sub-component involves construction of the transmission line from Suez Gulf to Samallout
(about 280 km). This includes the supply of all components (towers, cable, insulators and
materials, ground wire lightning protection, and high frequency carrier communication) and
Installation (including civil works) for the complete construction of the Transmission Line based
on a basic design given by EETC’s consultants but having the Contractor full responsibility for
the final design. The justification for the voltage level and line transfer capacity have been
selected (as part of the Egyptian Power Transmission Network Master Plan) according to the load
flow and contingency analysis studies to assure the best utilization of line capacity up to at least
2030 at minimum cost. The sequencing of the OHTL and wind farms construction would be
reflected in a project timeline. Different technical options of operating the OHTL will be
considered by EETC’s consultant to mitigate any uncertainties in loadings that might result in a
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requirement for additional investment to ensure power system stability. These options include (1)
the possibility of operating the OHTL at 220kV until adequate generation capacity is available at
the wind farms (2) installation of switchable reactive compensation if required.

e A2 Construction of 500kV/220kV GIS Substation in Suez Gulf : This sub-component to
be financed by the EIB includes Supply and Install contracts for the supply of all components
(switchgear, breakers, switches, protection, control, telecommunication, etc.); and the Installation
(including civil works) for the complete construction of the Substation based on a basic design
given by EETC’s consultants but having the Contractor full responsibility for the final design.
The sub-component also includes one Supply and Install contract for the supply and installation
of one transformer 500kV/220kV, 500 MVA.

e A3 Extension of Samallout 500kV/220kV_GIS substation: This sub-component to be
financed by EIB includes one Supply and Install contract for the supply of all components
(switchgear, breakers, switches, protection, control, telecommunication, etc.); and Installation
(including civil works) for the complete construction of the substation based on a basic design
given by EETC but giving the contractor full responsibility for the final design to accommodate
one new transformer 500/220kV and their associated GIS busbars.

e A 4 Construction of double-circuit. 220 kV line from Ras Gharib to Gabel El-Zait:
This sub-component involving construction of 50 km of 220 kV transmission line is being
financed by the borrower.

Component B Technical Assistance to support the expansion of Egypt’s wind generation
program (US$ 2.9 million of which CTF is US$ 1.75 million)

o Bl Technical Assistance for _the development of the wind BOO program (
US$ 1.5 million of which CTF is US$ 1 million) This component would provide
consultant support to the EETC in the competitive bidding program for the first 250 MW
project. The advisory services are being provided in two phases with the first phase
having already commenced with support from the PPIAF to provide support in the
preparation of the Request for Proposals (RFP) and the second phase to be supported
under the CTF to provide legal and financial advisory support through financial closure.

o B2 Technical Assitance to support Management of Wind Power_Integration
in_Egyptian Power Market (CTF $500,000). The objective of this component is to
support the rapid development of the wind energy market in Egypt by recommending
guidelines to the system operator for the optimal scheduling of complementary
generation and demand to integrate wind generated power into the Egyptian power
market while ensuring the security of the transmission system operations.

. B3 Technical Assistance to perform Environmental Assessment including
Ornithological survey (KfW $650,000) An environmental and social assessment
including ornithological survey is underway covering roughly 200 Sq km area (roughly
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1000 MW) including the site of the proposed 250 MW BOOT project with support from
the KfW.

o B4 Knowledge Management (CTF $ 250,000) This sub-component would be
expected to address three basic elements : (i) communications with local stakeholders,
including Civil Society Organizations (CSOs) and the private sector on project activities,
results and lessons; (ii) capture of lessons during the project implementation process; and
(iii) the sharing of such lessons with other CTF country partners.

Component C- Gulf of Suez 250 MW BOO project (US$ 450 million): This component will
involve development and construction of a 250 MW wind farm in Gulf of Suez by a private
sector operator under a BOO approach. As described earlier, the pre-qualification of bidders has
been completed and the wind measurement program is scheduled to begin during July 2010.
This will be the first in a series of competitive bidding tenders for wind power. The EETC is
considering monetization of the GHG benefits of the overall competitive bidding program
including this first project through the development of a CDM program of activities.
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Annex 5: Project Costs
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

Project Costs By Component and/or Activity
Total
Local Foreign Us$

Project Costs By Component and/or Activity US$Million US$Million  Million % Total

Component A- Transmission Infrastructure
Al 500kV double-circuit Overhead Transmision

Line (OHTL) 56.9 135.5 192.4 24.2%
A2 Construction of 500kV/220 kV Substation at

Ras Gharab (at Suez Gulf) 55 55.0 60.5 7.6%
A3 Extension of Samalut Substation 3.6 31.4 35.0 4.4%
A4 Costrauction of Double Circuit 220kV Line

from Ras Gharab to Gabel El Zait 5.9 5.9 11.8 1.5%

Component B Technical Assistance for the
Development of Wind BOO program

B1 Consulting Services for Development of

Wind BOO program 15 15 0.2%
B2 Consulting Services for TSO Management of

Wind Integration 0.5 0.5 0.1%
B3 Environmental Assement and Bird Migration

Stidy 0.7 0.7 0.1%
B4 Knowledge Management 0.1 0.1 0.3

Subtotal Base Costs for EETC 71.9 230.6 302.5 38.0%
Physical Contingencies 10% 7.2 231 30.3 3.8%
Price Contingencies LC 7% 55 7.6 13.1 1.7%

FC 3%

Subtotal Costs of Transmission Project 84.7 261.3 345.9 43.5%
Component C BOO Wind Project 67.5 382.5 450.0 56.5%
Total Project Costs 152.2 643.8 795.9 100%

Project Financing Plan

Total

Project Local Foreign uUS$
Comp US$Million US$Million  Million % Total
IBRD Al 9.0 61.0 70.0 9%
CTF Al,B1,B2,B4 10.2 139.8 150.0 19%
PPIAF Bl 0.5 0.5 0.1%
kfw B3 0.7 0.7 0.1%
EIB/kfW/French Funds A2,A3 10.7 59.3 70.0 9%
BOO C 67.5 382.5 450.0 57%
GoE A2,A3,A4 54.8 0.0 54.8 7%
Total Financing 152.2 643.8 795.9 100%
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Annex 6: Implementation Arrangements
EGYPT, ARAB REPUBLIC OF: Wind Power Development Project

1. The project will be implemented between October 31, 2010 and October 31, 2014. April
30, 2015 is the Loan’s scheduled closing date. EETC, an affiliate of EEHC, will be responsible
for implementing the project.

2. In terms of lending arrangements and flow of funds, there will be a Loan Agreement
between the World Bank and the GoE (Ministry of International Cooperation-MOIC), and
another Loan Agreement between the World Bank (on behalf of CTF) and the GoE (MOIC); a
Project Agreement between the Bank and EETC. The latter would be consistent with intended
arrangements to be considered by the EIB’s co financed project. By virtue of a Subsidiary Loan
Agreement between the GoE and the EETC, the GoE will on-lend the Bank Loan proceeds funds
to EETC.

3. The New and Renewable Energy Authority (NREA) under the ministry of Electricity and
energy MOEE coordinates the expansion and implementation of the wind development program
in Egypt. Their role is to keep EETC updated on all wind farms activities that will be established
and connected to the grid. They also offer technical advice from past and present experience on
grid connected wind farms performance and operation. In 2008 the MoEE set up a cross-
departmental Steering Committee for the project pipeline. The committee is comprised of top
officials and experts from the EEHC, EETC, NREA, the Energy Regulator, and other members
from the MoEE. The Wind Tender Steering Committee oversees the work of the PIU with
technical assistance from NREA.

4. As with all other projects of this nature implemented by generation affiliates in EEHC, a
Project Implementation Unit (PIU) has been established at EETC to supervise, coordinate and
monitor overall implementation of the project. The composition of the PIU staffing includes a
qualified Project Manager, who will head the unit, three procurement/technical engineers, two
financial specialists, and two environmental engineers. The PIU will be assisted by an
engineering consultant, which will conduct the project design, engineering, procurement, and
supervision.

5. In addition, within the PIU, a Financial Management Unit (FMU) will be established at
EETC main office to better integrate with the other departments in EETC’s financial sector such
as investment audit, planning, treasury, etc. The key functions of the FMU will be to have
overall responsibility for the project’s financial recording, budgeting, reporting requirements,
and handling the loan disbursement arrangements including relevant supporting documentation.

6. Regular meetings are held in EETC’s main office, chaired by EETC’s chairman, with
Project Managers of all on-going projects in EETC to review progress and identify any issues
and potential problems. In addition, each Project Manager will report progress and address day-
to-day issues as needed to the Sector head dealing with projects in EETC.

46



Organizational Structure of the Egyptian Electricity Holding Company

Minister of Electricity and Energy
Chairman of General Assembly for Egyptian Electricity Holding Company

Chairman of Board of Directors
Chairman of General Assemblv for Affiliated Companies

EEHC Board Member for Financial & Administration Affairs

EEHC Board Member For Production, Transmission & Distribution Company Affairs
EEHC Board Member for Planning, Research and Electric Service Companies Affairs

v , v

Distribution Companies Egyptian Electricity Transmission Co. Generation Companies
Cairo North i Cairo (CEPC)
Cairo South East Delta
Alexandria v West Delta
North Delta PIU Middle Delta
South Delta Y Upper Eqypt

e Project Manager
Canal e Technical Engineers Hydro Plants
e Procurement Specialist
El Behera e Financial Specialist
Middle Eaypt e Environment specialist
Upper Eqypt
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Preliminary fluxogram between PIU and Engineering Consultant (EPS)
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ANNEX 7: Financial Management and Disbursement Arrangements
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

1. Executive Summary and Conclusion: An assessment of the financial management (FM)
arrangements for the Project was undertaken in February 2010, to assess existing financial
management arrangements and whether or not such arrangements are acceptable to the Bank and
also agree on the risk mitigating measures.

2. The EETC, from a financial management perspective, has its FM responsibilities and
activities distributed between different departments within the EETC financial sector (accounting
and budgeting, investment audit, cost accounting) and various sub-sections within these
departments. Although the current arrangements may best serve the company’s information
needs, yet they do not provide for the proposed project accounts to be compiled and consolidated
at any point or stage given the current structure. Also the EETC has no recent previous
experience in implementing World Bank financed projects. As a result, it was agreed with the
Head of the Financial Sector of EETC to maintain the special Financial Management Unit
(FMU) within the envisaged project PIU that will have the overall responsibility for the project’s
FM activities including recording, budgeting, bank reporting requirements, and handling the loan
disbursement arrangements including supporting documentation. The structure of this unit will
be headed by a financial officer along with two accountants, seconded from EETC for the life of
the project, for record keeping, finance and disbursements, and planning and reporting.
Acceptable accounting software will be procured, from EETC local resources, and installed
within a maximum period of three months after project’s effectiveness. Such software will be
used for the recording and reporting purposes of the project. As the project will receive funds
from IBRD and the CTF and as most of the project’s disbursements will be through the direct
payment method, one designated account will be opened. However, it was accentuated during the
assessment that the project reporting should set out and separate the sources from IBRD and
CTF, the uses of funds by category and component in addition to a six month disbursement
forecast and deviation analysis for differences that exceed 15% between actual and planned
figures. Also, it was agreed, that as soon as the financial team of the FMU is determined and
assigned, financial manual will be developed for the financial management arrangements of the
project and such manual will be reviewed and approved by the Bank. During the meeting,
reference was made to the Tebbin project’s FMU and it was recommended to the EETC team to
visit the Tebbin FMU and benefit from the already established model for possible replication
under this project.
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Financial Management Risks

General Risks:

Risk
Risk Risk | \jitigating Measures (MM) | After
Before MM MM
The Observance of Standards and
Codes (ROSC) report (2007), Countr . .
Financi(al Accgun?abili(ty As?sessmenty - Hire an independent
(CFAA) report (2007), identified q”a'g'eo' private a“dF'F firm. |
weaknesses in the Egyptian financial ;\/Iana emrc)arrgtjeﬁnit wﬁrc'&
accountability, in both the public and Substantial | assi n%d within EETC which | Moderate
the private sector. Another issue that willgbe responsible for the
affects inherent risk is the level of P
corruption within Egypt as according FM arrangemen'gs a’n d carry
to the 2008 Corruption Perception out the project’s FM
Index Egypt is at 2.8. activities
) ) Overall Inherent Risk
Overall Inherent Risk Before MM | Substantial | after MM Moderate
Specific Risks
Risk Risk
Risk Before Mitigating Measures (MM)
MM After MM
- Part of the FM staff who will be
assigned for this project will have
previous experience with other donors’
financed projects. In addition, the project
FM team will coordinate meetings with
the Tebbin project FM unit to benefit
. from their experience and replicate the
Lack of experienced EM design
staff with WB- Substantial | ° he B k EM t il ith Moderate
financed projects The 'an’ eam will convene wi
the project’s FM team before and right
after effectiveness to provide guidance
on the Bank’s FM guidelines.
- Quarterly reviews of the project reports
will be conducted by the external auditor
to ensure accuracy of reported
information.
Recording may not . - Develop a chart of accounts that is
be in |inegwithythe Substantial based on project's financing sources, Moderate
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project’s categories'
classification and/or
project components.

categories, components, activities and
subcomponents.

- Project’s policies and procedures
manual, which will be developed by the
project FM team, will clarify accounting
treatment, controls and flow of
information.

Accounting system
may not provide
comprehensive

- Project accounting will cover all
sources of project funds and all
utilization of said funds.

- All project-related transactions would
be recorded in the automated books of
accounts and supporting documents will
be kept at the FMU (audit trail).

- The project financial reports will be
subject to quarterly reviews by the

) . Substantial - Moderate
information on all external auditor to ensure
sources and uses of comprehensiveness and accuracy of
funds information before submission to the
Bank.
- Funds received from different sources,
would be identified separately and
reflected on the project’s accounts,
guarterly IFR, and annual Financial
Statements.
- Ensure timely submission of
Delays in flow of Substantial withdrawal applicat_ions. Moderate
funds - Develop annual disbursement plan that
is consistently updated.
The FMU will develop a clear, detailed
and written financial and accounting
policies and procedures in the FM
Manual. The manual update will ensure
Inconsistent coverage of: (i) treatment of
application and expenditures, including their
adherence to . classification,  (ii)  eligibility  of
unified and Substantial expenditures to be reimbursed from the Moderate
documented policies loan and the CTF, (iii) efficient
and procedures management of funds, (iv) project
accounting policies, including those
related to authorization and payments
system, and (v) internal control systems.
- EETC Investment Audit department
No internal auditor will conduct ex-ante review over
in the FMU Moderate expenditures. Moderate
R . q A financial management system will
eporting an Substantial | be installed to assist the project in Moderate

budgeting

recording and  reporting  its
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transactions in a timely and accurate
manner. As part of the quarterly
project IFRs, the FMU will prepare a
forecast of the project’s expected
disbursements for the next 6 months
for proper cash management with a
deviation analysis of differences
exceeding 15% between actual and
planned figures of previous periods.

An independent and qualified private
auditor will be hired in accordance with
TOR acceptable to the Bank. Part of the
audit ToR will be the review of project’s

Lack of timely IFRs before submission to the Bank.

aUdF',t/r.ev'tE\l’:VSr/eIEgts Substantial Such review is to ensure issues are dealt hipdérais
on Frojec S with in a timely manner which will

contribute to achieving yearend audit

compliance.
Overall Control
Risk Before MM .| Overall Control Risk After MM Moderate

Substantial

Accounting system
3. The project will use cash basis of accounting and the outline of budget components for financial

reporting. The books of accounts for the project will be maintained on double-entry bookkeeping
principles. Commitments will be monitored and tracked to ensure that a full picture for the projects is
available.

4. It is agreed that Project Accounting (cash basis) will cover all sources of IBRD and CTF funded
project transactions and all utilization of said funds. All project-related transactions will be recorded in
books of accounts and supporting documents will be kept at FMU. Direct disbursements made by the
Bank and from DA will be included in the project accounting system. Funds received from different
sources would be identified separately and reflected in project accounts, quarterly IFR and annual
Financial Statements.

5. Project-related transactions and activities are distinguished at the data-capture stage. An
identifiable Trial Balance for the project capturing all projects receipts, expenditures, and other payments
under the project will be prepared. A Chart of Accounts for the project will be developed. The Chart of
Accounts will conform to the classification of expenditures and sources of funds as indicated in the
project documents. The Chart of Accounts allows data to be captured in a manner to facilitate financial
reporting of project expenditures by: (i) project components; (ii) subcomponents, (iii) expenditure
categories, (iv) disbursement categories, and (v) contracts.
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Information System

6. The FMU will maintain its books of accounts using computerized accounting system
managed under its responsibility. It will prepare and disseminate the financial management
reports, and ensure timely transmission of these documents. The automated accounting books
will reflect the government contribution, the balances related to the amounts disbursed, reflecting
the transactions of the designated accounts and the remaining balance at the end of each period.
The Financial Officer of the FMU will be in charge of the issuance of the annual project
financial statements and the quarterly Interim Financial Reports (IFRs) as well as the submission
of these documents on a timely basis to the IBRD and to the auditors.

Budgeting:

7. The Project’s Finance Officers at the FMU will prepare, on annual basis, budgets and
disbursement plans reflecting the project cash needs per quarter. The initial plan will be
developed based on the initial procurement plan, implementation schedules and estimated
payments cycles, and revised thereafter. The budget will be used as a monitoring tool to analyze
variances and manage cash. Updating the annual budget will be the responsibility of the FMU
through the quarterly forecasts that will be developed as part of the quarterly Interim Financial
Reports (IFRs).

Flow of Funds/Flow of Documents

A. Between the Bank and the Project:

8. It is expected that high percentage of expenditures under this project will follow the
direct payment method. However, to ensure that funds are readily available for project
implementation and as the project will receive funds from IBRD and the CTF, one Designated
Account will be opened, the FMU would open, maintain and operate the Designated Account
(DA) at a bank acceptable to the IBRD. Deposits into, and payments from the DA, will be made
in accordance with the provisions stated in the legal agreements of the project. Disbursement
under this loan will be made according to the transaction-based disbursement procedures that
include withdrawal applications for direct payment, reimbursement and requests for the issuance
of special commitments. Withdrawal applications and replenishments of the DA will be prepared
and sent by the FMU signed by authorized signatories. Each withdrawal application will be
signed by two authorized representatives. The name and corresponding specimen of signature of
authorized signatories will be submitted to IBRD. The project shall apply to get access to the
Bank’s disbursement website (called “Client Connection”) in order to follow up on the status of
its withdrawal applications and to reconcile its records with the Bank records.

B. Between the Project and its beneficiaries:

9. Since the project will be implemented by EETC, the regular accounting cycle of EETC
will continue as it is. Meanwhile, the FMU will act as a focal point to maintain parallel records
for all project related transactions, prepare withdrawal applications from IBRD and produce
project financial reports in accordance with IBRD requirements. A monthly reconciliation of
project costs will take place between the FMU and EETC records.
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After procurement procedures are concluded and contracts are signed, the original contracts are
kept with EETC projects sector. The original LCs documents are kept at the LCs department.

10. The contractor’s payment certificate/supplier’s invoice is first reviewed and approved
EETC engineers and project manager in the site and then by the project consultant. The
invoice/certificate is then submitted to EETC district head office for additional technical and
financial review before submission to the EETC General Administration for Foreign Financing
(FOREX Department) at the Head Quarter for further technical and financial reviews.

11. If the claim is to be paid from the local contribution, if any, the package goes to the
investment audit department for review (and then to FOREX department if it is in foreign
currency), then to the treasury department to issue checks/bank transfers. The treasury
department sends the original payment package to the bookkeeping department for recording and
sends a copy to the FMU. The invoice/payment certificate copy would be stamped to indicate
that the original is kept at EETC’s filing system. The FMU records the transaction in the project
accounting system and files a copy of the payment package at the FMU.

12. If the claim is to be paid from the IBRD loan or the CTF, the package goes to the
investment audit department then to the project FMU to prepare the payment documents
(application for direct payment from IBRD or disbursement from the special account). The
transaction is then recorded in the project accounting system maintained at the FMU and the
original payment package is filed with the FMU. The FMU forwards copy of the payment
package to the bookkeeping department for recording with the invoice/payment certificate copy
would be stamped to indicate that the original is kept at the FMU. At month end, FMU forwards
the DA reconciliation to EETC treasury department.
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Documents flow cycle:
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Internal Controls

13.  Anintegral part of the internal control system is the development of financial policies and
procedures manual. This is crucial for ensuring transparency, providing clarity regarding
financial aspects to the various stakeholders and finance staff, ensuring uniformity, and enforcing
accountability. As soon as the FMU team is assigned, FM manual will be developed for the
project which will reflect the project’s categories, components and activities. The manual will
cover the following aspects: (i) expenditures that would be treated as project expenditures
including their classification; (ii) expenditures, which would be eligible for reimbursement from
IBRD loan; and (iii) project accounting policies. These policies include aspects such as efficient
management and deployment of funds, internal control policies, etc.

14. Financial policies and procedures manual shall also outline: (a) job responsibilities within
the financial department, (b) accounting principles and policies (e.g. evaluation of non USD
expenses), (c) accounting system, and (d) operational procedures (e.g. for withdrawal from
Designated Account, replenishment, payments to contractors, etc), (e) the accounting cycle and
entries, the chart of accounts, and templates of forms to be used.

15. The FMU team must ensure that proper segregation of duties is maintained throughout the life of
the project and such duties are outlined in the FM manual.

The FMU will maintain separate register for all goods procured under the project and will track
on monthly basis the project’s commitments to avoid over commitment of project’s categories.

Reporting

16.  The FMU will be responsible for issuing monthly automated financial reports (FR),
quarterly Financial Monitoring Reports (IFRs) and annual Project Financial Statements (PFS):

Report | Frequency Due Date By Sent to: Language

FR Monthly 2 weeks from end of | FMU EETC Arabic/English
month.

IFR Quarterly | 3 weeks from end of | FMU Bank/EETC | English
quarter

PFS Annual 3 months from end | FMU Bank/EETC | Arabic/English
of FY.

(i) Monthly un-audited FR. The reports will be prepared, generated from the automated
system, by the FMU on a monthly basis. They will not be sent to the Bank, however
as part of the Bank supervision, they will be reviewed and reconciled with the monthly
withdrawal applications and quarterly IFRs sent to the Bank. The format of the reports
should be quite simple (a trial balance listing all sources and uses of funds and bank
reconciliation/s).

(i) Quarterly reviewed IFRs. The format and content of the Interim Financial Reports
(IFRs), which will be produced within 45 days from each quarter closing date will be
agreed by negotiations, and included in the financial management manual. IFRs
include sources and uses of funds by category and component, financial commitment
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information, Designated Account reconciliation as well as six month cash flow and
deviation analysis.

(iii) Annually audited PES. The PFS should be ready 3 months from the end of fiscal year
to enable the submission of the audit report within 6 months after the closing date of
the fiscal year. The PFS would have to include: (i) a statement of sources and uses of
funds indicating funds received from various sources, project expenditures, assets and
liabilities; (ii) schedules classifying project expenditures by components, sub-
components, and category; (iii) a DA reconciliation statement and (iv) detailed
statement of withdrawals made on the basis of SOEs.

(iv) EETC Audit: As the continuing entity entrusted with project implementation, EETC is
required under Bank rules to have its financial statements audited on an annual basis.
Since it is required by the Egyptian law, such audits will be conducted by the Egyptian
Central Audit Organization. Copies of the annual financial statements and their
respective audit reports are required to be submitted to the World Bank within six
months after the closing of EETC’s fiscal year.

Attestation Arrangements

17.

The project and EETC will be subject to three types of attestation engagements as follows:

. Annual Audit: Annual audits for the project will be conducted by independent private

auditors acceptable to the Bank and procured by the EETC no later than 90 days after
loan effectiveness. The audit would be performed for the project as a whole (i.e., all
components and sources of funds). The audit report, accompanied by a management
letter, will cover the project’s financial statements, reconciliation and use of the DA, use
of direct payments, and withdrawal based on SOEs. The report should be submitted by
EETC to the Bank no later than six months following the closing of the fiscal year subject
of the audit (fiscal year July 1 to June 30). The external audit report should be in
accordance with the Bank auditing requirements/TOR and conducted according to
International Standards on Auditing (ISA).

. Quarterly Reviews: The same auditor will also be involved in conducting quarterly

reviews of the project's IFRs within 45 days from the end of each calendar quarter.
Withdrawals from the loan, whether in the form of SOEs or direct payments, that are
included in IFRs will be part of the scope of these quarterly reviews.

Report Due Date Responsibility Sent to: Language Scope

IFR 45 days from end | External Bank/EETC | Arabic/English | Review
of quarter Auditor

PFS 6 months from end | External Bank/EETC | Arabic/English | Audit
of FY Auditor

EETC | 6 months from end | CAO Audit | Bank Arabic or Audit
of FY Report English
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Supervision Plan

18. A Bank-accredited FMS will assist in the supervision process. At least two supervision
missions for the project will be carried out annually in addition to follow up visits as deemed
necessary. The IFRs for the Project will be reviewed on a regular basis by the Project FMS and
the results or issues will be followed up during the supervision missions. Financial audit reports
and management letters will be reviewed and issues identified will be followed up by the FMS.
Also, During the Bank's supervision missions, the Project's financial management and
disbursement arrangements (including a review of a sample of SOEs and movements on the
Special Account) will be reviewed to ensure compliance with the Bank's requirements and to
develop the financial management rating to the Implementation Status Report (ISR).

Disbursement Arrangements

19.  To ensure that funds are readily available for project implementation, the EETC, through
the FMU, would open, maintain and operate a Designated Account (DA) at a bank acceptable to
IBRD. Deposits into, and payments from the DA, will be made in accordance with the provisions
stated in the loan agreement. Disbursement under this loan will be made according to the
transaction-based disbursement procedures that include withdrawal applications for direct
payment, reimbursement and requests for the issuance of special commitments. Withdrawal
applications and replenishments of the DA will be prepared and sent by the FMU signed by
authorized signatories. The name and corresponding specimen of signature of each of the
authorized signatories will be submitted to IBRD.

Allocation of loan proceeds: The allocation of loan proceeds by disbursement category and
percentage to be financed is shown in the table below:

Amount of Loan .
0)
CATEGORY Allocated Y% of Expenditures to be

(US$ million) Financed

(i) Civil Works

(ii) Goods

(iii) Consulting Services

(v) Unallocated
Total Project Cost

20. Use of Statements of Expenditures (SOEs): Withdrawals from the loan account may be
made on the basis of SOEs. All records and documents must be made available for the review of
the external auditor and the visiting World Bank supervision missions.

21. Designated Account (DA): A Designated Account would be maintained in a bank in
Egypt acceptable to IBRD and would be operated by the EETC, through FMU. The DA would
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be operated in accordance with IBRD’s operational policies. The authorized allocation of the
Designated Account would represent ---- of the total loan. At the start of the project, the initial
deposit to the DA will be limited to ---- of the total loan until the cumulative disbursements
under the loan reach the equivalent of ----- million. The Designated Account would be
replenished monthly or when half of the advance to the DA has been utilized, whichever occurs
first.

22. Direct Payments and Special Commitments: The minimum amount for applications for
direct payments and for special commitment will be ..... % of the authorized allocation to the
DA

23.  Corruption: Fraud and corruption may affect the project resources. The above fiduciary
arrangements including ring-fencing, reporting and audit arrangements will reasonably tackle the
risk of corruption from a technical perspective through the fiduciary arrangements but may not
be effective in case of collusion.
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Annex 7: Procurement Arrangements
EGYPT, ARAB REPUBLIC OF: EG- Wind Power Development Project

A. Gene