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ACTIC~ ~1E~OR~NDUM TO T~ ADMINISTRATOR

Thru; ES

Thru:

From:.

AA/PPC,

AA/NE,.

Larry smucker -(Acting)
'lS!1""OU1

W. Antoinette Ford

Problem: Your authorization is required to obligate an addi­
tional $90 million for tho Shoubrah Ell !theima Thermal. Power
Project (263-0030) in Egypt, bringing' the- total life-of-project
cost to $190 million.

Discussion: On July 19, 1979, A.I.O. authorized a Grant of
$100 million to the Government of Egypt (GOE) to finance a por­
tion of the foreign exchange costs of Qngineerinq and construc­
ting a thermal. power plant at Shoubrah Ell Kheima in Cairo. The
Project Agreement was signed on August 29, 1979. Joining
A.I.D. in financing foreign exchange costs are the World Bank
and five other multilateral and bilateral donors. The imple­
menting agency is the Egyptian Electricity Authority (EEA) ,the
entity of' the Ministry of Electricity responsible for the bulk
supply of power to the whole country.

. .
.•:.,_. !. .:. . - ~.

- .
At the time the grant was made.. it was understood that the
eventual. capacity of the plant would be 900 meg.awatts (MW).
This quantity of power was found to be needed ovar a reasonable
ti~e . horizon and recommended in the feasibility study prepared
by Sanderson and Porter, a o.s. conSUlting firo. The site
selected also was suitab~e for a plant of this size. As the
engineering design consultant, Overseas Sechte~ Inc. (OBI),
began 1:Iorking on plant design. it became apparent that con­
struction of the complete plant with three identical 300 MW
turbine generators ordered at the same time represented the
least-cost approach and was necessary to assure that the power
would be available when needed.

The World Bank has signed an agreement with EEA which incr~ases

its assistancQ to the project to permit the full development-of
the. ShQubrab site. Including A.I.D. IS original $100 million

. grant, EEA has commitments totalling $430 million in toreign
exchange against an estimated need of $535 million. The addi­
tional A.I.D. grant of $gO million will partially cover the de­
ficit. The GOE is committed to covering any additional foreign
exchange shortfall as well as local currency costs.

A.I.D. funds wil~ be used to finance the cost of engineering
services which include design, procurement assistance, con­
struction management and construction supervision. OBI is al­
ready under contract which will be amended to include the third
300 ~i unit and an increased ro le in design/construction man­
agement to SUbstantially shorten construction time. In addi­
tion, A. I.D. funds will be usee to finance the procurement of
the three turbine generators, pumps and condensors from u.s.
manufacturers. Invitations to Bid for al~ three items have
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been issued r bids for the turbine generators have been receivea
from G.B. and ~lesti"9house and evaluilt:ed by OSI and Ee.\, and
A.I.D. approval 1a awaited to permit the award and execution of
contract:3.

"rhe major issue affecting dis"burseJ:lent ot the original gr~nt
and authori:a1:ion of this grant amendment is the question of
electricity and energy pricing. The existir.; Project .Agree­
mant contains a condition precedent to disbursement for equip­
mene which raquires EEA to present:. a plan which will assure
that it achieves specified rates of return. To achieve theso,
chanqe.ll in tariffs would be required. EEA and the GOE have
arguaa that two World Bank-financed tariff studies now underway
are prerequisites to such cnsnges. A.!.D. has, however,
pressed"! for interim changes such as rate increases equal. to
one or :1lI0 p~rcent" per month until major changes are i:1ade in
en~r9y/electricitypricinq. "

Ouri.nq recent wasbing-ton meetings with President Sadat and
Deputy PriJ:le Minister Abdul Megaid, several discussions were
held with senior o.s~ ana World Sank officials in which energy
and electrlc power pricing was dlscu3sed and the GOE was urged
to undertake expeditious changes. These discussions idantified
actions that the GOE l"..as taken and plans to take in the near
terJa. Thus f.sr tbe follQwing cha•.gas. in energy/electricity
power pricing hav~ occurred* or are expected to occur:

1. Fuel prices to Law 43 cOilJpanies and private joint ·~en­

tures have increased from 7 1/2 Egyptian Pounds to 30 Egyptian
Pounds with the intention ot further raising these prices from
30 Pounds to lSQ Pounds during the next five years.

2. "An increase in electric power tariffs by 1 percent ~

~ontb has ceen approved by the Ministerial Production Co~itt~e

and is awaiting further approval t:y the SUi?reme Council so~c

time in September.

3. Other price increases, according to GeE officials, ~ill

be based on the outcome of the Petroleum Production Pricing
Study with respect to energy pric~ incre33es and the Bigh
Voltaqe Electric Power study with respect to electric power
pricing. C;CB officials have. incicated that these charJges are
t:nlikely to come about before Apr il 1982, following the return
of the rawaining portion of the Sinai to Egypt.

During discussions with Deputy Pri:lle Mini~ter Meguid at the
time of the Sadat wisit r we indicated that unlesg anergy prices
and/or electric ~ower prices were increased, A.I.O. would have
difficulty in financing additional expansions of electric power
capacity (as opposed to rehabilitation, spare parts, etc.). We
understand tba World Bank is also considering a similar pos­
ition although a firm decision has not be~n made. 'l'hc A~u

K~eir Gas Project is still ander rl!view r and this is the next
project in the energy sector up for I3RC financing.
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He believe tbat the best course of action would be to proceed
with the obligation ot the $90 million for Shoubrah El !thelma
and at the Game. tiJ::Ie wor~ closely with the World Bank to form-.
ulato a consolidated position which would be based on the out­
come of the Petroleum Procuct Study and the High Voltage Energy
Study. We should uso continue to press for interim increases
in eloctric pover prices to be implemented as soon as posu­
iole. Ifuxtber:l2ore~. at tbr:t time of our negotiation of the
Shoubrah Project Agreement Amend:1ont, we should formally inforo
Deputy Prime Minister Me<Juid of the need to rai~e energy/­
electric paver prices before A.I.O. finances future expnnsiona
of electric pavor capacity.

~ The ~propriate co~ressional Committees have been notified of
A.I.O•.' s intent to oblig4te $90 million 1n FY 1981 instead of
tho $30 ci~ioD as previounlr reported. The waiting period ex­
pired. on August l~ vithout objections.

There are no rocent: dovelopments which adversly affect Egypt ,·s
poaition respectil19 human rights under Section 502 a of the­
VAA, 48- amended •. ..

.~

Recomcendation~: ~hat you approve the obligation of ~90 million
in py ~9al by signing the attached authori:ation.

Attachments:

1. Aathorization (Tab A)
. Z. Project Paper (Tab B)

J. Bolton, GC:,=~=~__
JErlkson. AAA/PPC/PDPR~ __

Clearances: . ~~ '1.
SATaubenblatt, NE/PD:' (D~""~\
GGower, NE/EI: (Draf t)
LReadc, NE/TEC3: (Draft)
TCarter, GC/NE: '..., !~ ,,~

PSel~ers, NE/DP:~~~~~~
AWhite, DAA/NE:

Drafted: DHHandel: dhc: 8/12/81
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PROJECT AOTSORIZA~!ON

Name of Country: Arab Republic
of. Egvnt

Name of projects Shoubrah
El Kheima Thermal
Power Plant

Number of project: 263-0030

Pursuant to Part II, Chapter 4, Section 532 of the Por~ign Assistance
Act of 1961; 'as amended. the Shoubrah E~ Kheima Thermal Pcw~r Plant
Project for tho Arab Republic of Egypt was authori:ed on July 19, 1979.
That authorization 1a hereby amended as follows:

1. The amount of the Grant is revised to read: -not to exceed
one Hundred Ninety Mil~ion united States Dollars
($190,000,000).- .

2. The second paragraph shall be amended by deleting -600 A and
substituting -900 D •

3. COnditions precedent to Disbursement. Secticn b(2) (f) is
hereby deleted in its entirety.

4. COvenants.

a. sections c(4) Ca) and (b) are hereoy deleted in their
entirety.

b. The following covenants shall be added:

a9. The Cooperating Country shall ensure that the proceeds
made available under the ~irst Amendment to the project Grant will be
made available to the REA as a grant contribution to its equity
capital.

. DI0. The Cooperating Country covenants that the high and
medium/low voltage tariff studies presently underway will form the
basis for implementing major cbanges in electricity tariffs. TO this
end, the Ccoperating Country will consult vitb A.I.D. as to the ade­
quacy of the recommendations of suc~ studies before ~lementation

begins.

-11. The Cooperating Country shall ensure that any interim
changes in fuel prices will be broadly distributed and not exclude EEA.

!

f

I

I

I
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-12. Until the Parties agree that a comprehensive tariff
structure can be implemented, the Cooperating country shall ensurg
that a minimum yearly rate of return for EEA will bel established in
consultation with A.I.D. For the Year 1981, the Cooperating Country
shall allow EO-A to take the necessary action to achieve such a rate
of return on net revalued assets as is acceptable to the WOrld Bank
under' its assistance agreements for the Project."

s. E:eept as amended hereby, the project Authori%ation dated
July 19, 1979 sha~ remain in force.

""';/'~~;~

M. Peter McPherson

..~ .."

Date

Clearancesf
AA/NE:WAFord 'ls/1"om Date AUG 1 8 1981
GC:~Eolton Date _
A-AA/PPC:LSmucker _~te _

DAA/NE:ADWhite JDate~
NE/PD:sTaubenblatt~ate~
NE/EI:GXamens_: Date _

Drafter'GC/RE~28826'8/13/81

BEST AVAILABLE COpy
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Currency Unit

Official Rate

CURRENCY EQUIVALENTS

= Egyptian Pound (LE)

- ! LE 1 (or 1,000 mi11iemes)
LE 1,000
LE 1,000,000

= US S1.44
= US $1,440
= US $1.44 million

WEIGHTS -AND MEASURES

1 Kilowatt (kW) = 1,000 Watts
1 Megawatt (MW) = 1,000 Kilowatts
1 Kilowatt hour (kWH) = 1,000 Watt hours
1 Gigawatt hour (~Wh) = 1,000,000 kWh

I I



EGYPT: SHOUBRAH EL KHEIMATHERMAL POWER"PLANT

A..'1ENDMENT

SUMK~RY AND" RECOMMENDATIONS

1. Grantee: The Arab Republic of Egypt. The grant application 1.S

attached as Annex A.

2. Grant"" Amount: U.S. $90 million, increasing Grant No. 263-0030
(formerly numbered 263-0110) from SlOO million to $190 million.

3. Imp"lemen"t"i"n"g- "Agency: The Egyptian Electricity Authority (EEA) ,
a separate entity within the Ministry of Electricity.

4. Terms' 1:0- -the" "Imolemertting -Agency: A grant, to form part of the
Egyptian Electricity Authority's equity capital.

5. Project "Purpose: To augment the electricity generatins; capacity
o,f I the EEA to meet increasing energy requirements of clOmsumers
throughout Egypt.

6. Project -Description: Engineering and construction of a new 900
MW thermal power plant to be located approximately five miles

• north of Cairo on the east bank of the Nile River, together with
necessary transmission linkages and technical assistance.

7. Purpose-of- :Granr' Amendment ~ To provide financ ing for a part of
the foreign exchange- "costs of the t:hird 300 MW generating unit.
The third -unit yould complete development of this site to its
full planned capability of 900 MW. (The initial A.1.D. grant
provided financing for a" portion of the foreign exchange costs
for two 300 MW units.)

8.. Grant-" Aoplication: The GOE has requested the additional 590
million grant for -this project in order to complete the foreign
exchange financing required for the project. The application is

-attached as Annex A.

9. Mission" Vie'.Js: USAID/Cairo recommends that the requested grant
be authorized.

10. Source"of"U;S;-Funds: Fiscal Year 1981 Economic Support Fund.
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11. Statutorv Reouirements:
satisfied; see Annex D.

All statutory criteria have been

12. Recommendation: Authorize an Amendment to Grant 263-0030 to
increase it from SlOO million to S190 million in accordance with
the terms and condit ions set forth in the draft Grant
Authorization Amendment which is appended hereto as Annex B.

13. Project"Committees:

USAID/Cairo

Project Officer:
Loan Officer:_
Project Engineer:
Legal Advisor:
'!icllnomist:

AID/Washington

Mark Silverman
Mark Silve rman
Dean Moody
L. Michael Hager
Jerry Lapit tus

.

Chairperson, NE/pD: _
Project Officer, NE/PD:
Engineer, NE/pD:
Counsel, GC/NE:
Environmentalist, NE/PD:
Economist, NE/PD:
Desk Officer, NE/EI:
Program Analyst, NE/DP:
Social Scientist, NE/TECH:

David H. Mandel
David·R. Mandel
Erno M. Hanz
Judd Kessler
Stephen F. Lintner
Leonard G. Rosenberg
Jonathan L. Sperling
Sidney A. Chernenkoff
Peter Benedict
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I. INTRODUCTION

1.01 On July 19, 1979, A.I.D. authorized a grant of SlOO million
to the Government of Egypt to assist in financing the foreign
exchange costs of engineering and constructing a 600 megawatt (MW)
thermal power plant, expandable to 900 MW, to be located on a site
at Shoubrah El Kheima in Cairo, Egypt. The agreement was signed on
August 29, 1979. A detailed appraisal of the project is lncluded in
the Project Paper, "Egypt~ Shoubrah El Kheima Thermal Power Plant,
Project No. 263-0110; May 1979."

1.02 The World Bank Group and five other multilateral and
bilateral donors are also providing financing for the project. They
include the. European Economic Community, the European Investment
Bank, France, Japan and the African Development Bank.

I •

1.03 The implementing agency for the project is the Egyptian
Electric ity Authority (EEA) , a separate entity of the Ministry of
Electricity responsible for the bulk supply of electricity to the
whole country.

1.04 The project is an important 1lart· of the GOE's power -sector
development program ~o meet the future demand for electricity.
Supply. and demand studies executed under World Bank auspices
forecast an annual load growth of about· 10 percent- over the next
decade, and a serious deficit in power. generation capability in the
mid-1980's which will act as a brake on development.

1.05.. EEA I S development . program is fo~ulated with the help of
the Wien Automatic System Planning (WASP) computer model. The model
is designed to select the ~mix of new power plants which would
minimize the sum of the present value of capital cost of all new
plants and the operating cost of the entire system. Both costs are
expressed in terms of their opportunity cost to the economy. The
WASP program incoT?orating the Shoubrah project, i.e., construction
of a 900 MW the rmal power plant, was found to have the lowest
present worth of total system costs.

1. 06 The period since the signing of the A. 1. D. agreement for
the SlOO million grant has been devoted to the engineering and
procurement phases of the project. Following a prequalification of
potential consultants ·and with the concurrence of A.LD. and the
other. co-financers, EEA selected the U.S. consulting firm of
Overseas Bechtel; Inc. (OBI) to negot iate a contrac t for
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engineering, procurement, - construction -management - and training
services related to the project. The contract was signed in
December 1979, and after amendment of some of its terms to satisfy
A. LD.' s requirements, it was approved by the Egyptian Council of
State ln May IQ80.

1.07 OBI has reviewed the feasibility study prepared by
Sanderson & Porter for a 900 MW thermal plant at the Shoubrah site
and has confirmed that the plan is technically sound and' feasible.
OBI has also prepared a conceptual design of a 900 MW plant,
consisting of three 300 MW units, each of similar design, and a
procurement packaging plan for plant equipment and services, with
due regard for the different source and origin requirements of the
various co-financers of the project. In preparing its preliminary
design, OBI made - certain changes in the original plan in order to
obtain the least-cost approach to constructing, operating and
maintpining the plant. OBI's preliminary design report which was
issued September 1980 has been accept~d by EEA and the co-financers,
including A.I.D.

1.08 The feasibility contractor and OBI projected a 68-month
schedule to complete engineering, supply and construction of the
first 300 MW-unit. At a co-financers' meeting in Cairo in September
1980, OBr presented a proposal 'Which vould reduce the schedule for
the first unit to 58 months (since· reduced to 51 months' at the
request of EEA) as well as significantly reduce -the capital cost of
the -project. The proposal would require OBI to assume a larger
engineering role than presently-defined. in their contract with EEA.
OBI would perfoTTTl some critical path detailed design and take on
additional procurement responsibil it ies for certain i terns of major
equipment. This plan will permit earlier procurement of equioment
which will in turn lead to earlier design of the critical civil
works items in the power block. All of the actions taken under the
fast-track implementation' approach are supportive of reducing lead
time- of plant machinery, shortening the construction period of the
plant. and hence the project completion schedule.

1.09 OBI has estimated the total cost of the 900 MW plant to be
approximately $640 million, not including interest during
construction. The cost estimate is based On the 5i-month fast-track
schedule, and the ~chedule ln turn is based on the expanded
engineering role discussed above. The co-financers have endorsed
the fast-track approach~ and EEA has given OBI a letter of intent to
negotiate an amendment to OBI's contract to include the additional
person-months of services required for the 51-month target for
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completing the first generating unit. The' 51-month target runs from
October 1980, the .start of the drafting of invitations for bid and
technical specifications for the fast-track approach. Completion of
units 2 and 3 would follow the first unit by nine months and six
months, respectively.

1.10 Invitations for bid for several major equipment packages
were released in March and April 1981, including the invitation for
turbine generators; which will be purchased in the U.S. and financed
by A.I.D., and the invitation for steam generators (boilers), which
will be purchased from international sources with World Bank
financing. Both packages are critical to the project schedule.

1.11 Egypt's need for additional generating capacity by '1986
requires that contractual arrangements for equipment and services
for the 300 MW planned addition to the Shoubrah plant be cone luded
concurrently with equipment and services for the 600 MW plant. This
would I a'llow for sequential completion of all three 300 MW units,
each within a short interval of the other. In addition, cost
savin~s can be realized through minimization of engineering,
mobilization and demobilization expenses, and contrac tors I overhead
if there is no- interruption in work.

1.12 The World' Bank and the' International Development.
Association (IDA) have signed agreements with EEA which increase
their loans to EEA to assist in the development of the 'Shoubrah site
to its full planned capability. Several' of the other Shoubrah
co-financers have also ,increased their financial commitments.
However;.. based on "thi's estimate, there is still a shortfall.'of
approximately . Sll~ JDillion in the .foreign exchange, required for the
900 MW plant. ,Of the estimated 5535 million needed in foreign
exc;:hange, only -$430 million is presently committed for the project,
inclusive of the SlOO million A.I.D. grant obligated in August
1979. Local currency costs, estimated at approximately Sl05
million, will be provided by the GOE. In order to assist in meeting
the foreign exchange financing requirements of the plant, the GOE
has requested that A. LD. increase the grant for the Shoubrah El
Kheima Thermal Power Plant P~oject from S100 million to 5190
million. It should be noted that the GOE has provided assurance by
letter - that any potential shortfalls in foreign exchange financinS?;
will be provided by the Government of Egypt.

1.13 This paper discusses the changes from the original Projec t
Paper dated May 1979, the present status of the project, the revised
implementation plan and schedule, and, where pertinent, reappraises
the technical, economic and financial analyses of the project.
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II. THE PROJECT

A. Project Scope

2.01 The project is basically the same as described ~n the
original Project Paper of May 1979, except that its scope now
provides for complete engineering and construction of a 9~0 MW plant
at the Shoubrah site rather than 900 MW planned and 600 MW
constructed. Plant facilities will consist of three steam turbine
generating units~ each capable of delivering 300 ~ net power under
normal operating conditions to the Unified 'Power System; three
outdoor design, natural gas fired, pressurized furnace steam
generators with mazout (heavy fuel oil) as backup fuel; together
with the necessary auxiliary equipment; including on site fuel
storage and transmission facilities. The required additions to the
transmi~sion system are basically not altered by the change. in the
project's scope.

B. Fuel'SupolV

2.02 The primary fuel for the three 300 MW units will be natural
gas instead - of mazout as originally planned. This change is the
result of a determination by the Government- of Egypt (GOE) " that­
utilizing mazout (heavy fuel oil) as a primary ruel for the Shoubrah
plant -cannot meet- the environmental concerns 'of the Egyptian
Government· or the conditions precedent· to disbursement -under the
$100 million A.I.D. grant agreement with respect to air quality
standards. See Annex E.

2.03 Natu'ral gas requirements "to fuel the' three - 300 XW units
will amount to approximately 150 million cubic feet per day. Egypt­
has significant gas resources in both associated and non-associated
form which, according to the World Bank, include proven recoverable
reserves estimated to be about 7.1 trillion cubic feet.
Non-associated .gas on a commercially exploitable scale has been
discovered at four gas fields in the Western Desert. The
recoverable reserves are estimated to be 5.8 trillion cubic feet.
The bulk of Egypt's assoc iated gas comes from the 0 il fields in the
Gulf of Suez, most of which is presently being flared. Recent oil
discoveries have added further to the availability of gas, and the
recoverable reserves of associated gas in the Gulf of Suez are
currently estimated at 1.2 trillion cubic feet. The World Bank is
financing a project which will gather, process, and transport this
gas to Suez and Cairo. However, existing pipeline capacity is not
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capable of handling the whole of Shoubrah El Kheima' s fuel
requirements. The Egyptian Gen"eral Petroleum Corporation will
eventually need to build additional pipeline capacitv. The GOE has
provided evidence to AID under the existing Grant that it will take
action to allocate a supply of associated or non-associated natural
gas for the Shoubrah El Kheima Thermal Power Plant in suffic ient
amount to support the plant's 900 MW capability, and will provide
for the building of gas trunk lines to be completed in time to
ensure that the Shoubrah plant will be able to receive the gas by
the scheduled completion date of each of the generating units.

C. Technical-Analysis

2.04 The technical analysis loS omitted since it rema1.ns
basically unchanged from the original Projec t Paper. The analysis
described the plan for the three 300 MW units. The change in the
primary, fuel source does not affect plant design since the Glriginal
plan 'provided for the use of either fuel oil or gas. The 900 MW
plant will be designed to burn either gas or oil.

D. Project·Cost-Estimate

2.05 A preliminary project cost estimate was prepared by
Overseas Bechtel, Inc. (OBI), the U.S. consulting firm employed
under contract to EEA to provide engineering, procurement,
construction management and training services related to the
project. It is based on the fast-track schedule with a target of 51
months from the start of the drafting of technical specifications by
OBI for the procurement of equipment packages (October 1980) to
commercial operation of the first unit <January 1985) (para 1.08).
Commercial operation of the second unit is scheduled for nine months
later, and the third unit six months after the second unit.

2.06 Present day costs for the estimate are for July 1, 1980. A
pr1.ce escalation factor of 8% compounded annually has been applied
to the base cost of the equipment while total physical contingency
is based on 7.5% of escalated cost for equipment. The manual labor
force is presumed to· consist of a mix of local Egyptian labor and
foreign labor, with a ratio of 60% Egyptian and 40% foreign. The
composite manual labor cost is approximately $4.50 per hour and
includes payroll additives; relocation expenses, bonus; etc.

2.07 The Table below summarizes the project cost estimate. A
more detailed analysis is presented in Annex F.
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TABLE"l

S~~RY COST-ESTlMATE~/
0" X 300MW)

- - " " - " " - " " "u; s; . S· Million - " . " " " " .. "
Forei~n Local ~

a) Thermal" Power" Station
Base cost 348.5 64.3 412.8

Contingencies
Price 97.3 17.8 115.1
Physical "26~0 "13.6 " 39; 6
Sub-Total 471.8 """9D 567.5

b) Transmission·
(4 km, 220-kv loop plus a
reinforcement of existing
facilities, base cost

Contingencies
Price
Physical
Sub-Total

11. 7 1.7 13.4

3.0 .5 3.5
. " " ; 9 "; 4 " "1;3

15.6 2.6 18:2

37.2 5.2 42.4

5.8 .8 6.6
"4;6 " " "; 7 " . 5; 3
47.6 ----r;:=; S4:3

535.0 105.0 640.0
====== ===== =====

Contingencies
Price
Physical
Sub-Total

TOTAL ESTIMATED PROJECT COST

c) Technical" Assistance ~

Consulting engineering-and "
management services; studies,
research-and training, base"
cost

al Excluding interest during construction.
Base cost is at July 1, 1980 prices.
Price contingency at 8% of base cost compounded annually.
Physical contingency at 7-1/2~~ of escalated cost for equipment;
10% of base cost for technical services.
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E. Project" Financing" Plan

2.08 The project will be financed from the following sources:

TABLE" 2
PROJECT "FINANCING PLAN

(3 X 300 MW)

""." .. ·U;S~ "S"Million"

A. LD.
World Bank
IDA
European Economic Community
European Investment Bank
OECF (Japan)
French Subsidized Loan
French Private Credit
African Development Bank
Supplier Credits
Government of Egypt

Total

Foreign
190.0
145.0

37.0
35.0
32.0
23.0
6.5

43.5
8.0

15.0

Local

105.0
105.0
=====

Total
190.0
145.0

37.0
35.0
32.0
23.0
6.5

43.5
8.0

15.0
105.0
640.0

2.09 Except for the proposed $90 million increase by A.I.D., EEA
has obtained financing commitments from the bilateral and
multilateral co-financers listed above. The $190 million A.I.D.
contribution requested for' the project represents 35.5% of the total
foreign exchange requirement of the project.

F. Allocation"of"A;I;D;"Funds

2.10 The proposed S90 mill ion A. I. D. grant, together with the
SIOO million grant obligated 1n August 1979, would be used to
finance three major equipment packages for the three 300 MW units
plus U.S. consulting engineering and management services. All
equipment and servic es financed wi th A. 1. D. funds will be res tric ted
to procurement from' the U. S. Because of source and origin
restrictions imposed by the co-financers, including A.I.D., the
equipment packages cannot be broken up for individual units or for
partial financing of a package by more than one co-financer.

2.11 A. L D. funds would be allocated for the fo llowing equipment
and services:
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Allocationof-A~I.D~:Funds

(In U.S. f Thousands)

Cost-Estimate

Turbine Generators

Condensers and Heaters

Pumps

Consulting Engineering and Management
Services

Contingency
Total

G. Section-6ll{a)-Requirements

112,500

13,600

14,500

38,400

-11;000
190,000
=======

2.12 It is the conclusion of the Project Committee that the
requ;rements of Sec~ion 6ll(a) of the Foreign Assistance Act· of
1961, as -amendecj-~- -have been - satisfied. -The project is based_ upon:­
sound engineering and analysis originally performed by Sanderson - &

Porter~ Inc. and reviewed -and confirmed by Overseas Bechtel,-- Inc.,
the Consul-ting Engineer for the project. - Overseas Bechtel has also-­
prepared a reasonably firm cost estimate of the project. The
Miss.ion has reviewed the plans and_cost estimate and finds them
reasonable and accurate.
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III. FINANCIAL' ANALYSIS

A. General

3.01 EEA is an operational organizat ion within the Ministry of
Electricity and Energy. Although EEA planned to establish its own
chart of accounts when it was formed, it still follows and is bound
by the principles described in the Government I s "Standardized
Accounting System". Deficiencies in the accounting system were
pointed out in the 1976 UNOP Power Sector Survey Report by Sanderson
(" Porter, Inc.

3.02 While some progress was made in removing certain
deficiencies in the EEA accounting system during the implementation
phase of a study conducted by Sanderson (" Porter that ended in
Augus~ ~979, much rema~ns to be done to establish an app~opriate

accounting system in EEA and the distribution companies. This work,
with special reference to the distribution companies, has now been
contrac ted to NRECA International, the consul cant financed by the
World Bank.

3.03 Sanderson &. Porter could not complete- development-of the- _.
Management Information. System (MIS) concept by the time their study
contract ended in 1979. NRECA is handling the work of modifying the ­
existing accounting system -and establishing--an MIS ·for EEA and REA.
This work will help to implement- improvements in the accounting
systems - ..and the flow of information within the respec tive ..
organizations.

3.04 - The income -statements and balance sheets of EEA for the
years 1977-1986.are given in Annexes G and H. In 1977, EEA's second.
year of operation as an independent e lec tricity authority I it earned
a modest profit of LE 11.9 million. The resul ts produced a rate of
return of 10% on unrevalued assets. In 1978, EEA is estimated to
have earned a return of 5.8% on the revalued assets. EEArs internal
cash generation, which loS Ii better measure of performance
considering the valuation of its assets, was nil l.n 1977 and 7% of
expansion requirements in 1978.

3.05 While these rates of return achieved appear to be
reasonab Ie, they have been obtained in a period when EEA has reaped
the benefits of cheap Aswan hydro power; and subs idized fuel oil at
LE 7.50 a ton (US 511)/ton) compared to the recent world market
price of fuel oil of about S180 a ton (July 1980). In addition,
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sala.ries and wages were very low averaging about LE 350 per annum
per employee (US $550 equivalent), 'although this advantage is offset
by considerable overstaffing.

3.06 With the ~rowth in demand for electric energy to be met in
the next five to six years from fossil fueled plants, the
possibility of the GOE reducing fuel subsidies to EEA and government
wide wage increases put into effect, the future outlook is for
higher electricity rates.

3.07 EEA's debt/equity ratio improved from 74/26 at 1976-end Co
72/28 at 1977-ena based on its historical balance sheet figures.
With the revaluation of assets as of December 31, 1977, resulting in
the creation of_ a revaluation reserve, the debt/equity ratio
improved to 63/37 at the end of 1978. It should be noted, however,
that long-term debt has not been valued to reflec t current rates
each yeary: on the basis of current exchange rates. EEA has recently
agreed with the World Bank chough to revalue its debt each year on
the basis of current exchange rates. The bulk (90%) of EEA's
existing long-cerm debt is owed to the GOE and is repayable over 12
years at an annual .interest rate of 5%. The remainder comprises
USSR loans for the Aswanproject and short-term suppliers' 'credits.-

3.08 EEA' s debt service coverage (times annual -debt service· is---
covered by incernal cash generation) in 1977 was only about 0_7 -due
main-iyto the abnormally' high repayments made 'on its loans to the
GOE." It improved -to 1.1 in 1978 and further improved ·to a
satisfactory 1.3 in 1979. The current ratio which was 1.3. aC
1977-end~-fel1 . to 1.0. at 1978-=-end,-- 'reflecting a tight liquidity
position, but improved'significantly to 1.9 at the close of 1979.

B.' Sources and"Applicationof'Funds

3.09 The forecast of sources and applications of funds of EEA
for the period 1979-87-is given in Annex J. A condensed version for
the period of this project, 1981-86 is given below.
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TABLE· 3
Sourceand"Aoplicationof"Funds;01981-1986

- - " -Amount" (Thousands" % of Capital
_oLE --US S""· Exoenditures

Caoita1 Expenditure-Reouire­
ments" (Includingo Inceresc"
Durin~-Construction)

The Project
Other Construction
Total

.473,555
4;272;146
4;745;701

681,920
6;151;890
6;833;810

10
-'90
100

Sources "of-Funds
Internal Cash Generation
Less: Debt Service

Less:Working
Net Int:eorna1

1,669,238
-003;40'7)

965,831
Capital Increase-(768;029)
Cash Generation --197;802

2,403,703
(l; 012; 906)
1,390,797

(l; 105; 962)
. - 284; 835

20
(16)

4 •

Grants
USAID - For Project

Other
Canada/Japan/Netherlands
GOE
Total Grants

131,944
5,514

34,455
- ·860; 005

°1;031;918

190,000
7,940

49,615
1;238;407
1;485~962

3

1
018
22

Borrowin~s

Foreign- For Project;
IBRD/IDA
EEC
EIB
Japan
France" ­
French Private

Credit
African Dev. Bank

Foreign for other Construce.
Total Foreign

Local Loans
Total Borrowings

Total Sources

126,389 182,000
24,306 35,000
22,222 32,000
15,972 23,000

6.,514 6,500 -.

30,208 43,500
5,556 8,000

2;401;666 3;458;400
2,630,833 3,788,400

885,148 1,274,613
3,515;981 5;063;013

4,745,701 6,833,810
========= ------------------

3
1
1

1

051
56

18
-74

100
===
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3.10 As the above Tab le ind ica tes, EEA IS inves tment program for
1981-86 will require about LE 4;746 million (US 56,834 million)
which is expected to be financed from net internal cash generation,
from donor grants, and from borrowings. After allowing for debt
service but before, providing for working capital increases, the
internal cash generation would be about 20%, which is adequate.
Although the size of the borrowings of LE 3,516 million (US $5,063
million) calls into question the. realism of the inv~stme!lt program
given the. resources available, the program itself is not
unrealistic. It represents 20% of the GOE's total investment
program~ which is an acceptable share for power sector investments
in a developing cpuntry.

3.11 Financing arrangements for the Shoubrah project are
reasonably assured. EEA has commitments from various donors for
foreign borrowings totalling $330 million which does not include the
existing AID grant. USAID has received evidence from the EEA that
the .1 o'c a 1 currency fund required for the project has been
established and that local currency funds for the expanded 900 MW
project will be budgeted by the Egyptian Government in accordance
with Egyptian law. EEA has assured USAID that all funds needed to
cover local cost requirements of the expanded project will be
available when needed.
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IV. ELECTRICITY TARRIFSfENERGY PRICING

A. General Backzround
'<

4.01 The price system in Egypt continues to be characterized by
a great deal of centralized control. The Government subsidizes the
prices of petroleum products and electricity tariffs. The subsidy
is economic rather than financial in nature with the exception of
some financial subsidy which is extended to a few large industrial
consumers of elecrtricity. The economic subsidy is the difference
between the domestic prices and the average revenue foregone by
diverting oil and petroleum products from the export market to the
domestic market.

4.02 The Government has kept the overall price of energy low
relative' to the rest of the domestic prices to foster indtlstrial
growth through publicly owned enterprises. At present c lose to 58?
of all petroleum products is consumed by industry and the power
sector and about 82% of the electricity generated is consumed either
by industry or Government-related activities. The low prices for
energy continue to hinder the ability of the -various entities in the
energy sector to generate sufficient revenue to finance the capital
investment necessary to meet future needs. This pricing structure
obviously does not reflect the relative scarcity of energy and leads
to non-optimal use of the resource.

4.03 Moving domestic prices of energy resources to the
international level should be the goal of any national pricing
policy. This, however, is a long term objective which is primarily
det~rmined by the abililty of Egypt's economy to structurally adjust
and absorb the new higher prices. This adjustment is particularly
difficult in the Egyptian economy with extensive systems of
subsidies and price controls which make the assessment of the impact
of increases in the price of widely used good, such as energy
difficult to determine. As such, changes in the prices of energy
should be implemented through a series of short-term adjustments to
avoid sudden shocks that could disturb all other prices throughout
the economy.

4.04 In this regard and under the auspices of the World Bank, a
pr1C1ng study for petroleum products and another study for the
formulation of electricity tariffs are underway with support of
senior GOE officials. The studies aim at proposing changes in both
the prices of petroleum products and the tariffs of electricity that
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would result in the improvement of the overall pricing of energy in
Egypt .....hile having the least ·possible adverse impact on the
economy. In support of such efforts the GOE has agreed to implement
regulations to be proposed by EEA in line with energy audits in
major industrial installations being carried out by EEA as part of a
load research and management study financed by the World Bank which
would help to determine suitable plant and process modernization
programs leading to lower spec ific energy consumption through
improved utilization efficiency. .

B. Electricity'Tariffs

4.05 Indus1:-rial· -and -Commercial-Consumers. It is well known that
tariffs in Egypt continue to be subsidized like most other goods and
services in the- economy. The subsidy is two-fold: on economic
subsidy and a financial subsidy. Consumers of electricity enjoy an
economic subsidy through the low price paid by EEA for inppts (oil
and n~tural gas). -.This subsidy is in turn passed on to the
electricity consumers.

4.06 In addition to the economic subsidy, a financ ial subsidy is
extended to large industrial consumers such as the ·Kima -fertilizer
plant and the -Aluminum complex which accounted for 26:' of EEA 's
total sales, in 1"979•. ~ "The tariffs are regulated by old agreements
based. on EEA' s cost struc ture which does not relate to the present
cost structure. For ·example,.-at the time the contrac t ..ith the Kima
fertilizer plant was signed there was surplus hydro power, which is
no longer the case.

4.07 . It should.be noted, however, that EEA has initiated certain
measures with -the Government--iD an attempt to increase the tariffs

·to ·be collected from both· the fertilizer plant and the aluminum
complex•. In 1980, EEA suceeded :l.n raising the tariffs for
incremental sales to the aluminum industry from the existing
contract rate of 2.58 milliemes to approximately 4.25 milliemes/KWh,
an average increase of greater than 55% for total additional
revenues of LE 900,000. EEA has also sent a proposal to the
Government to approve which would raise the tariffs to be collected
from these two large industrial consumers to meet its present cost
of supply of 5.07 milliemes/Kwn. If this proposal is accepted,
increased revenues of more than LE 8.3 million could be added to
EEA's revenue statement for the year 1980. In this area, great room
for tariff adjustments exist .....hich would not prejudice long-term
structure reform since the prices to these large users are so low
relative to EEA's cost of supply.
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4.08 In an effort to improve electricity tariffs, the World
Bank, which 1.S one of the cofinanc'iers of the Shoubrah project, 1.S

financing the two tariff studies mentioned earlier in this paper.
The studies, now underway, will form an important basis for
determining long range tariff structures. Results of these studies
will provide GOE management with plan of action which, if
implemented, will greatly assist in providing increased revenue to
EEA to meet future needs. In addition, a staff trained In
collecting data~ administering a tariff department and managing a
tariff program will be in place to assist EEA management to
institutionalize tariff policy within the appropriate government
offices.

4.09 The high voltage study draft was completed by the
consultant in April 1981 and is presently under review by EEA
officials. It is understood that comments presented to the
consultant by EEA indicate that additional data is needed to
finalize' the study. EEA has, however, committed to present to the
World Bank a draft plan and implementation schedule to increase high
voltage tariffs based on the recommendations of the study by the end
of 1981. .

4.10 Residential··and··Small··Commercial··Consumers. The tariff
study to cover the medium and low voltage consumers has been
initiated and expected completion is January 1982. E'EA has agreed
to submit recommendations from the study to the Government and the
World Bank by April 1982 and to imp lement -such recommendations by
July 1982.

4.11 As an interim measure, the Government introduced a new
tariff structure in January 1980 for the domestic and small
commercial consumers. The new structure lS essentially an
increasing block rate (higher tariffs for higher consumption). It
provides a minimum level of electri'city needed for lighting
estimated to be about 80kWh/month at a subsidized rate. The subsidy
is more than recovered from the large domestic and small commercial
consumers. The new structure was expected to generate about LE 8.0
million of additional revenue in 1980. It is regarded as a step in
the right direction as it will induce conservation in the use of
electricity for consumption above lSOkWh/a month, a badly needed
measure 'in light of the increasing demand for air conditioning in
the principal cities.

4.12 Other··Consumers. Effective July 1979,
introduced special tariffs based on international

the
fuel

Government
prices for
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certain spec i fie industries having collaboration
foreign firms selling goods In the' export market.
that when the 120 finns or so in question begin
under this system, significant revenue ~ncrease

expected.

arrangements with
It is anticipated
to make payments
for EEA can be

4.13 On the basis that the GOE wished to establish EEA as a
financially viable entity with a level of earnings which will
provide for some of its future expansion needs fro~ internal
sources, AID and the World Bank included covenants and conditions
within their respective power agreements to require EEA to earn
specific rates of return on net -fixed assets in operation. Under
the SlOO million AID Grant Agreement and World Bank loan agreement
for Shoubrah El Kl!eima, EEA agreed to submit a plan of action which
if implemented would ensure that a financ ial rate of return on net
fixed assets of 5% in 1980, 6% in 1981, 8% in 1982 and 9% in 1983
and th'el"eafter would be achieved. In its most recent· power
agreement with the GOE, the World Bank agreed on a somewhat
different fonnulation from that contained in earlier agreements and
that agreed to by AID. Under this formula the annual rate of return
on EEA assets would be set to be not less than 5% until 1983 with
the underlying assumpti<ln that -any -increases- in fuel prices to EEA
would be passed on as tariff increases. Both the World Bank and AID·
have agreed that setting narrow financial objectives forEEA in
isolation without .regard to the _system" of subsidies and ·controlled
prices thac- pervades the economy is unrealistic. The strategy is t.o
recognize the constraints and avoid - immediate- abrupt,-and drastic
price adjustments -_which would be .socially and ~·.economically

disruptive and to help _move- the economy to a better system of
management -and- of pricing--,.policies.._= -.It has also been recognized
that the appropriate J:ime for major . tariff action should- -be after
Ell and the GOE have had time to review the recommendations of the
tariff and petroleum studies underway.

4.14 To this end~ discussions have been underway bettJeen AID,
the World Bank and the Egyptian Government to set revised targets
for the financial rate of return while attempting to obtain action
from the Government on interim tariff adjustments which would not
compromise any dec is ions that may be ind ica ted by the studies. As
such; the gradualistic approach would also lessen the economic
impact of subsequent future changes.

4.15 The GOE has under discussion at present certain measures
which will accomplish the following when implemented:
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a) Gradually increase petroleum product prices to producers
and consumers.

b) Gradually increase price of electricity to consumers (24%
increase over two-year period).

These measures have been discussed with both AID and the World Bank
as the GOE' s step forward towards energy price increases. While
they represent only initial step to redress some of the distortions
on the economy, such measures would undoubtedly help to reduce the
~ap between electricity prices and fuel costs.

c. ~ecommendation

4.16 USAID believes that the problem faced in the financial rate
of return should be placed in the context of AID overall concerns
about ~gypt I S energy cost price distortions and resolved it! that
context. Thus both the long term energy pricing issue and short
tenn project related issue must be analyzed to see what tradeoffs
exist when defining possible courses of action. In particular the
financial rate of return should not be the dominant concern. Rather
the objec tive in the long term should be to gain acceptance or a
staged implementation of across the board energy price increases
which will not cause disruptions in the economy. For this reason we
believe that it is appropriate to accept a relaxation of the rate of
return CP to the present Shoubrah agreement. In the short run we
should attempt to obtain commitment (along with the World Bank) from
the Government to initiate movement on energy prices. AID should
attempt to obtain specific understandings from the GOE relative to
interim rates of return and planning actions in order to establish a
joint World Bank/AID energy pricing position with the Government.
It should be understood, however, that these actions will require

'continued effort by both the donors and the COE as such should not
be viewed in the context of any single project.

4.17 The narrowness of the financ ial rate of return issue is
sir.tple to illustrate. If Egypt were to increase the price of fuel
to the EEA in an at tempt to reflec t movement toward international
prices of energy, then EEA's rate of return on assets will be
significantly lower than at present. If the EEA was allowed to
carry through to the consumers the full adjustment of the increased
fuel prices into tariff increases, EEA' s rate of return would not
increase at all. Should both of these events take place however,
the reduction in the gap between electricity prices and fuel costs
could be significant.
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4.18 To this. end, AID will seek td obtain from senior GOE
officials agreement on initiation" of actions which would improve
energy pricing in Egypt. However, in recogn1.t~on of the existing
situation for the purpose of timely project implementation and in
the interest of support to this most critical infrastructure
activity. AID will consider deferring for the time being the
appl ication of the financ ial rate of return requirements presently
listed in the Grant Agreement which will be contingent upon reachin~

interim agreements reflected in the draft Covenants listed under
Section IX of this paper.
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v. ECONOMIC" ANALystS

A. General

5.01 The primary benefit of this project is the economic value
of the electricity that will be generated by the Shoubrah station.
The amount of usable electricity that will be produced and delivered
to users, per year is 6300 GWh. The true economic value of "a kWh of
electric power should be based on an estimate of customers'
willingness to pay, based in turn on the shape of direct demand
curves for the products of commercial and industrial users. For
Egypt, such an analysis is not possible given the subsidies and
controls that perme~te all sectors of the economy. For electricity,
tariff structures are formulated by the Ministry of Electricity and
EEA under guidelines established by the GOE and subject to
government concurrence. Tariffs for larger customers, such as
aluminum, iron and steel and fertilizer are negotiated on an
individual basis; and special rates are charged for other purposes,
such as irrigation. Rates therefore, are based on the Government I s
desires to subsidize the users. It should be pointed out that EEA
has initiated measures to increase t-ariff rates of the aluminum and
fertilizer .complexes. To date they have- had limited success ~n

modifying existing tariff rates.

B. Economic'Rate"of-Return

5.02 The rate of return calculation included in the May 1"979
Project Paper for the Shoubrah Project was based on the full ~lanned

capability of the plant 900 MW. The rate of return was
determined to be about- 8i-,using $661 million as the capital -cost
estiinate of the Project (current estimate is $61.0 million) and the
opportunity cost of fuel at the time of appraisal of LE SS/ton
(present border price is about LE llO/ton). The incremental
electricity sales attributable to Shoubrah were valued at the
average tariffs prevailing in 1978.

5.03 A recalculation of the rate of return has not been made,
since any rate of return calculation understates the true return on
the projec t, princ ipally because electricity is undervalued in the
analysis. The value of electricity to the economy cannot be
quantified, and as a result the tariffs were used as a proxy for the
value of the project output. In the analysis the tariffs, and in
turn a major proportion of the benefits, are based on domestic
prices for the resources while most of the costs associated with the



- 22 -

project are based on international -prices~ i.e., wages and price of
fuel, etc. Since the domestic pr1ces are set by the Government
below international prices, the value of the benefits attributed to
the project is depressed relative to economic costs.
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VI. SOCIAL ANALYSIS

6.01 The May 1919 Project Paper contains a detailed social analysis, the
validity of which is not affected by the addition of a third unit to the
plant. The analysis speaks of the employment effects during the construct­
ion of the plant, noting that the inclusion of the third unit would raise
employment of construction workers from 1000 to 1500. Likewise, the anal­
ysis comments on the employment effect of the plant when it is in operation
with two and with three units. Finally, the social analysis notes that the
most significant effect of the project will result from the long term impact
of adequate electricity on the Egyptian economy as a whole. Elsewhere in
the Project Paper and this amendment, the role of the third unit and the
plant in providing an adequate total supply of electricyt is discussed in
detail.
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VII. ENVIRONMENTAL ANALYSIS

7.01 As indicated ~n the Hay
environmental assessment was prepared
contractor, Sanderson & Porter and was
the feasibility study report.

1979 Project Paper, an
by the feasibility study
submitted as an appendix to

7.02 The major concern relative to plant operations on the
environment dealt with air quality and the burning of mazout to fuel
the plant. Since that time extensive discussions have been held
with the U.S. consultant; TBRD, and GOE in an effort to give
particular attention to cost effective methods which would help
reduce air pol1uti~m from the plant. The GOE has determined that
burning mazout as a primary fuel will not meet either GOE or AID
environmental concerns and thus all three units will be fueled by
clean burning natural gas.

7.03 In addition; as part of the project and in an attempt to
develop EEA capacity to adequately monitor background air quality at
the site and in its immediate vicinity, an environmental monitoring
system will be established. The environmental system will include
three air quality monitoring stations, meteorological tower,
associated equipment and operator training. This program will
assist EEA; under adverse atmospheric conditions, to temporarily
modify, restrict or curtail plant operations in order not to exceed
established air quality standards.
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VIII. PROJECT"IMPLE}lliNTATION

A. Imolementing-Agency

8.01 The EEA will continue to have prime responsibility for
overall management of the project and for providing direction to the
Consulting Engineer, Overseas Bechtel, Inc. (OBI). EEA ha~ assigned
a special project team with authority to make day-to-day decisions
and approvals. The team is made up of a Project Manager, Project
Engineer, Procurement Specialist, Financial Manager and Legal
Advisor, and the; members now work· full time on the Shoubrah El
Kheima Power Project.

B. Implementation~Plan

8.02 I .Consulting" "Engineer. OBI is under contract to iEA to
provide professional services consisting of preliminary engineering
and engineering review, procurement assistance, monitoring of
construction, project management (to include management of initial
operations) and training related services. Their present tasks
include preparation of the preliminary design of the plant (already
completed) and performance specifications and tender documents f.or
the equipment that is to be procured:.for the plant." The results of
the preliminary des ign analysis and calculations are inc luded -in the
IFBs that are used to procure -the equipment ,which are adequate .:for
competitive bidding -by all ~ualified manufacturers and suppliers.­
Detailed engineering design is to be provided by the selected
contrac tors ... --.

8.03 - After receipt of bids, OBI will - prepare evaluations which
consider all -the technical and contractual requirements of the
tender documents and assist EEA in evaluation and selection of the
contractors while providing independent recommendations for award.
OBI will administer the various contracts and monitor expediting
functions and surveillance/inspection of contractor shop
activities. They will assist EEA by performing construction
management services, a function which will help to coordinate and
provide adequate monitoring of site construction activities in order
to ensure the continuous efficient progress of the work. As
consultant, OBI will provide startup services and arran~e for
training of EEA personnel util izing both on-the-job and classroom
procedures related to this training effort. During the period of
initial plant operations, OBI will provide the services of
operational personnel.

•
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C. Implementation" Procedure

8.04 Contracting for plant equipment and construction services
is complicated by the fact that the project is being financed by
seven co-financers, each with different regulations and procurement
procedures. OBI. has developed a multipackaging contracting plan for
the procurement of plant equipment, construction and startup
services. Packages for plant equipment will require contractors to
design, furnish, deliver and install the equipment in ~ccordance
with the specifications and the terms and conditions of their
contracts. Each contractor is fully responsible for performing the
work in accordanc~ with the schedule, and for providing an engineer
to supervise the execution of the plans and the contractor's work.

8.05 The following are the major contracting packages:

" Turbine Generators

Steam Generators

Civil Works
Power Block.
Shoreline Development
Piling
Concrete Chimney
General Services
Rebar Supply

Mechanical Supply
Condensers and Heaters
Pumps - ..
Water·T-reatment
Cranes
Piping

Electricals and Instrumentation
Transformers
,Switchgear
Panels and Controls

Mechanical Pipe

Electrical and Instrumentation

Switchyard and Transmission
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Tanks

Gas Turbine Generator

Wrap-up Insurance

Demolition

General Services

D. Imolementation" Schedule

8.06 Fast-track Approach. The Consulting Engineer (OBI) has
recommended and EEA has accepted, a fast-track approach to project
implementation, reducing the projected schedule from a 68-month
period for commercial operation of the first unit, to a 51-month
schedule. The most significant advantage of this approach 1.S the
schedul.e· reduction and the associated savings in escalation costs.
It has been estimated that escalation can be reduced from
approximately 34 percent of the project cost to 26 percent under
this new approach.

8.07 The proposal involves -a· larger engineering . role for OBI_
than is now provided for in their-contract with EEA. Under this new
approach, OBI will assume some - critical "path - design and additional
procurement--- responsibilities to- enable- EEA to reduce schedule and
material costs.· They would then specify and help EEAto procure
critical mechanical equipment separately as opposed .to inc lude such
equipment in-major contract uackages. Detailed engineering in power
block -design, mechanical systems, electrical/instrument.ation by OBI ­
will speed up the exchange of critical info!"r.lation which would have­
awai~ed -contractor definition later on in the project ~chedule.

Thus-civil construction time will be shortened and unit in operati~n

far in advance oE original -expectations. Instead of each contractor
being responsible for installing equipment provided, erection and
installation of most mechanical and electrical equipment will be
accomplished by a mechanical and an electrical contractor.

8.08 EEA and the co-financiers have -accepted OBI's proposal to
shorten the project schedule and help to provide needed power
earlier on. EEA has issued a Letter of Intent to OBI to negot iate
an amendment to OBI's contract to provide for engineering and
management services relative to Unit 3. EEA also intends to modify
OBI's contract to include the additional scope required to implement
the fast-track approach to project implementation. This amendment
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is currently under discussion between EEA ~nd its consultant OBI and
it is expected that negotiations will soon be completed.

8.09 Imp'tement"a't'ion "Schedule. The early stages of the project
are critical to the overall schedule. There are some critical areas
in the schedule which must be concentrated on and e:tpedited in order
to support the schedule. The most critical area centers on the
award of the turbine generators and the steam generators. Delays in
these procurements will not only affect the project comple"tion date,
but will increase the likelihood that project costs will rise as a
result of added escalation. OBI has estimated that a one-month slip
in the center. of' gravity of expenditures will increase the project
escalation by approximately $4 million.

8.10 The IF13s for the steam generators and the turbine
~enerators were released in March and pre-bid meet ings were held in
Cairo I i~ early April. Bids are due by the middle of June. The
steam generators are ,being procured from international sources with
World Bank financing. Financing for this package is assured. The
turbine generators are being procured from a U.S. source and are
proposed for A.I.D. financing. Proceeds from the ori~inal SlOO
mill ion A. I.D. -Grant, ar.e not adequate to cover the total contrac t,
and additional funds. from the 1>roposed $90 million -grant will be
needed as early as September 1981.

8.11 IFBs ,for t:he condensers and pumps which form the balance of
the turbine.island were released in late May and it is' expected that
bids -wilL,be due ,in early-.::JulY4' .This _equipment_ is being 'procured
from ,a 'u.s. source and is proposed for A.I.D" funding, out of the
additional funds contained in the new grant.

8.1:2 The ---project -implementation
Table below is based upon the
implementation schedule. Principal
schedule include:

schedule as set forth in the
consultant's latest - fast-track

or milestone dates of this

TABLE"4

Imnlementation"Schedule

Demolition/Site Preparation Contract Awarded
Turbine Generator Tendered
Steam Generator Tendered
Condensers Tendered
Pumps Tendered

March 1981
March 1981
~arch 1981
May 1981
~ay 1981
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Turbine Generator Contract Awarded
Steam Generator Contract Awarded
Pumps Contract Awarded
Condensers Contract Awarded
Civil Works Contract Awarded
Mechanical & Piping Contract Awarded
Electrical & Instrumentation Contract Awarded
Switchyard and Transmission Contract Awarded
Initial Operation Unit No. 1
Commercial Operation Unit No. 2
Commercial Operation Unit No. 3

E. Terminal "Dates

September 1981
September 1981
September 1981
September 1981
October 1981
May 1982
August 1982
August 1982
November 1984
August 1985
February 1986

8.13 Conditiong-' "Precedent. The terminal date for meet ing the
Conditions Precedent to First Disbursement, from the additional
funds t will be 90 days from the date of Grant signing, being the
date wnen funds will be needed to finance project eq~ipment

contracts.

8.14 Project· ~ssist'ance' 'Comp1:ecion -Date. The project assistance
completion date (PACD) will be June 30, 1986.

8.15 Disbursement. The terminal -date for disbursements·· will-be
June 30, 1987, twelve months after the PACD to allow for final
payments after the warranty period has been completed. -

F. Control-and-Monitoring

8.16 Throughout. the life of the project, the U.S. consultant
will monitor the project,· bringing all routine problems,·- together-·-·
with recommended solutions, to the attention of EEA and USAID in the
form of the monthly progress report. In addition, monthly
implementation review sessions will be held between the U.S.
consultant. EEA and USAID staff to closely monitor project
implementation. More serious problems, those requiring immediate
action. will be monitored by a USAID Project Officer and Electrical
Engineer. through frequent and timely periodic visits to the project
site. meetings with EEA principals and site personnel,
co-financiers; and others. Regular quarterly reviews of progress
will also be conducted by the USAID Missions' top management staff.
Substantive meetings on project problems will be held with EEA
senior management staff and responsible representatives of other
lenders/donors, when applicable.
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G. Evaluation

8.17 USAID will conduct annual evaluations of this project
beginning twelve months after award of the power block civil works
construction contract, or approximately October 1982. These
evaluations will be primarily based on routine monitoring
procedures, including monthly reports, disbursement records, and
normal site visit reports.

8.18 Upon completion of construction/erection and initiation of
commercial operation of the third 300 MW unit, a more comprehensive,
detailed eva1uat~on will be performed which will summarize how
actual project performance parameters compare to those projected or
estimated, i.e., was the project completed in accordance with the
technical criteria and plans originally formulated, was the project
completed within the projected schedule, was the project completed
within the estimated budgets. Where significant discrepancies are
appar~nt. between the ac tual and planned parameters, the evaluation
shall attempt to establish the reasons for such differences, and to
set forth those lessons to be learned from this project which may be
applicable to subsequent projects.

8.19 One year after completion of construction and initial
commercial operation, a second comprehensive project .~va1uation.will
be conduc ted to assess -the management, .perf~rmance and maint~nance

func tions relative -"to the plant.· This evaluation will inc lude
evaluation- of the annual' kilowatt 'production of the plant with
respect to the load demands existing during the operational year,
the actual staffing of the plant's organizational structure by EEA
during the year, the costs of operation and maintenance compared
with similar project-ed or expected costs, etc. As necessary, and as
resources permit, this final evaluation of this project will be
conducted by an independent A. 1. D. task force, composed of
individuals not previously involved tn project management, or by an
independent consulting firm.
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IX. RECOMMENDATIONS;'CDNDITIONSAND-COVENANTS

A. Recommendations

9.01 Subject to the conditions and covenants below, we recommend
that AID authorize an amendment to Grant 263-0030 to increase it
from $100 million to $190 million to provide additional financing
for a part of the foreign exchange costs of the thfrd 300 MW
generating unit as Shoubrah El Kheima power plant in Cairo, and that
the Grant be passed on by the GOE to the Egyptian Electricity
Authority (EEA) a5 a grant contribution to EEA's equity capital.

B. Conditions'Precedent-to'Disbursement

9.02 A. Prior to disbursement or to the issuance
docum~ntation pursuant to which disbursement will be
additional funds available under this amendment, the
furnish in form and substance satisfactory to AID:

by AID of
made from
GOE shall

An opinion of the Minister of Justice of the Arab Republic
of Egypt that this first amendment to the Agreement -has
been duly authorized and/or ratified by,· and executed on
behalf of the iGrantee and "that -it constitutes a valid and
legally binding obligation of ..the Grantee- -in accordance--'­
with all of its terms.---

B. The Grant Amendment - will delete the rate of return
condition precedent.

C. Co.venants·

9.03 A. The GOE will be required to covenant as follows:

1. The Grantee agrees that
this first amendment to
available to. the EEA as
capi tal.

the proceeds made available under
the Grant Agreemen t will be made

a grant contribution to its equity

2. The high and medium/low voltage tariff studies presently
underway will form the basis for implementing major changes
in electricity tariffs. AID will be provided copies of the
studies and will consult with the GOE as to the adequacy of
recommendations before implementation begins.
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Any interim changes in fuel
distributed and not exclude EEA.

prices will be broadly

.

4. Until the Parties agree that a comprehensive tariff
structure can be implemented, the Grantee shall ensure that
a minimum yearly rate of return for EEA will be established
in consul tation with AID. For the year 1981, the Grantee
agrees to allow EEA to take the necessary action to achieve
such a rate of return on net revalued assets as is
acceptable to the World Bank under its assistance
agreements for this project.

B. The Grant Amendment will delete the Sec tions 5.7 and
5.8 rate of return covenants •
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E. O. 12065: N/ A
SUBJECT: SHOU8RAH EL KHEIMA POWER AID GRANT 263-0a30

REF: CAIRO 13891

1. REGARDING PP ANNEX A. GRANT APPLICATION, FOLLOWING IS
TEXT OF LETTER DATED 11 JUNE 1981 TO USAID DIRECTOR FROM
FOUAD ISKANDAR. FIRST UNDERSECClETARY OF STATE, MINISTRY OF
ECONOMY. CUOTE: -REFERENCE IS MADE TO U. S. AID GRANT
263-121030 SIGNED ON AUGUST 29. 1979 8ETWEEN OUR TWO GOVERN­
MENTS IN AN AMOUNT OF S10a MILLION FOR THE SHOU8RAH EL
KHEIMA THERMAL POwER PLANT.

AS YOU ARE AWARE, THE GOVERNMENT OF EGYPT IN CONSULTATION
WITH THE PROJECT CO-FINANCIERS HAS DECIDED TO EXPAND THE
600MW PLANT TO 900MW IN ORDER TO MEET THE CRITICAL DEMANDS
OF EXPANDED INDUSTRIAL ACTIVITY AND DOMESTIC LOAD GROWTH.

THE U. S. CONSULTING ENGINEER, OVERSEAS BECHTEL INC. HAS
COMPLETED THE PRELIMINARY DESIGN REPORT WHICH INC~UDED A
REASONABLY FIRM COST ESTIMA7E. TOTAL PROJECT COSTS ARE
NOW ESTIMATED TO BE 5640 MILLION OF WHICH 5535 MILLION ARE
FOR THE FOREIGN EXCHANGE COSTS. WE ARE HERESY RECUESTING
THE AGENCY FOR INTERNATIONAL DEVELOPMENT TO PROVIDE
ADDITIONAL GRANT FUNDS IN THE AMOUNT OF 590 MILLION TO
COVER THE PRESENT FOREIGN EXCHANGE NEEDED 70 COMPLETE
F~NANCING FOR THIS IMPORTANT PROJEC~ ANY POTENTIAL SHORT­
FALLS IN FOREIGN EXCHANGE FINANCING AND ALL LOCAL CURRENCY
FUNDS RECUIRED FOR THE PROJECT WILL BE PROVIDED 3Y THE
GOVERNMENT OF EGYPT. UNCUOTE.

2. COpy OF ABOVE APPLICATION WILL BE HANCCARRIECl BY
SIL~ERMAN 6/22/81.

PLEASE ADVISE SCHEDULE PRC REVIE~ WENDT

UNClASSIFIED



ANNEX B

DRAFT FIRST AMENDMENT TO ~ROJECT AUTHORIZATION

Name of Country: Arab Republic of
Egypt

Name of Project: Shoubrah El Kheima
The~al Power Plant

Number of Project:263-0030

Pursuant to Part II, Chapter 4, Section 532 of the Foreign Assistance
Act of 1961, as amended, the Shoubrah El Kheima Thermal Power Plant
Project for the Arab Republic of Egypt was authorized on July 19, 1979.
That authorization is hereby amended as follows:

1. The amount of the Grant is revised to read: IInot to exceed One
Hundred Ninety Million United states Dollars ($190,000,000)."

2. The second paragraph shall be amended by deleting "600" and
substituting in its place "90011

•

3. Conditions_ Precedent to Disbursement. Section b(2)(f) is hereby _
deleted in- its entirety."

4. Covenants.-"

a. Sections c(4j(a) and (b) are hereby "deleted in their entirety."

b. The following additional covenants shall be added as follows:

"9. The Cooperating Country shall· ensure that the -proceeds. "made
available under the First Amendment to the Project· Grant will- be made
available to the EEA as a grant contribution to its equity capital.. .

"10. The Cooperating country covenants that the high and
medium/low voltage tariff studies presently underway will form the basis
for implementing major changes in electricity tariffs. To this end, the
Cooperting Country will consult with· A.I.D. as to the adequacy of the
recommendations of such studies before implementation begins.

"11. The Cooperating Country shall ensure that any interim changes
in fuel prices will be broadly distributed and not exclude EEA.
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"12. Until the Parties agree that a comprehensive tariff structure
can be implemented, the Cooperating Country shall ensure that a minimum
yearly rate of return for EEA will be established in consultation with
A.I.D. For the year 1981, the Cooperating country shall allow EEA to
take the necessary action to achieve such a rate of return on net revalued
assets as is acceptable to the World Bank under its assistance agreements
for the project.

5. Except as amended hereby, the Project Authorization dated July 19,
1979 shall remain in force.

. , Administrator

Date
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ANNEX C

CERTIFICATION PURSUANT TO
SECTION 611(e) OF THE

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Donald S. Brown, the Director of the Agency for International

Development in Egypt, having taken into account, among other

things, ~e maintenance and utilization of projects in Egypt

previously financed or assisted by the United States, do hereby

certify that in my judgment Egypt has both the financial capability

and human resources capability effectively to maintain and utilize

the capital assistance to be provided for the 900 MW Thermal Power

Plant at Shoubrah El Kheima 1n_ the Egypt~ ..
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5C (2) - PROJECT C~ECKLIST

A...'lliEX D

Lis~ed below are statuto=y c=i:eria applicable generally :0 projects
with F.~~ funds and project criceria applicable to individual funding
sources: Development Assistance (with a subcategory for criceria
applicable only to loans); and Economic Support Fund.

CROSS ~FERENCES: IS COl;"}jTRY CHECKl.IST UP to DATE? Yes
HAS ST.';""~DA.~D ITEM CHECKLIST BEEN REVIE~'[ED FOR
TIUS PROJECT? Yes

A. GE~E~~ CRITERIA FOR PROJECT

1. FY 79 Ape. Ace unnumoered; FY SO Aop.
Act Unnumbered; F~~ Sec. 634Aj Sec. 65J(b);
(a) Describe how authorizing and appro­
~~acions Cocmittees of Senate and House
have'been~ or will be notified concerning

~·-the·projecc;- (b) is assistance within
.. (Operacional'Year Budget) ~ountry or

international organization allocation
repO"t"ted d".· 'Congress' (o.r. not' more chan
Sr'million.:over chat figure)?

~_.~ FAA Seer 61I(a) (1) •. Erlor to
. obligation in excess ofSlOO,OOO. will
-~here be (a) engineering, financial.

and other plans necessary to carry ouc
che assistance and (b) a reasonably firm
esti~te of che cost co che U.S. of che
assistance?

3.~~FA..,~·Sec. 611(a) (2). If furcher
legislative action is required within
recipient country. what is basis for
reasonable expectation that such action
will be completed in cime Co permit
orderly accomplishment of purpose of
the assistance?

4. FAA Sec. 611(b); IT 79 ''-\00. Act Sec. 101;
IT SO Acp. Act Sec. (501.) If for Water
or wacer-relaced land resource construction.
has projecc met che standards and criceria
as per the Principles and Standards Ear
Planning Water and Related Land Resources
dated October 25. 1973?

a) Congressional notification
will be submitted.

'0).. The.-fntended-"obligation is
within the level of funds

- appropriated for Egypt for
FY 81.

a} Yes, firm financial plans have
- been developed as part of the
- Proj ect Paper.

c) Yes.

~one required.

~/A
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5. F..!...\ Sec. 611(e). If project is
capital assistance (e.g., construction).
and all U.S. assistance Eor it ~ill exceed
$1 million, has Mission Director certified
and Regional Assistant Ad~nistrator

taken inco consideration the country's
capability effectively to maintain and
utilize the project?

6. FAA Sec. 209. Is project susceptible
of execution as part of regional or mul­
tilateral project? If so Yhy is project
not so executed? Information and
conclusion whether assistance ~ill encourage
regional developmenc programs.

7. FAA Sec. 60l(a). Infor~~tion and
-conclusions-whether project Yill encourage
efforts oL the countri·to~ Ca) increase

-- the- floy of international-crade;.. (bl ·-·foster
~rivate_in~tiative and competition;
(c.)" encourage:· development: and use 0 f
caoper~tives, 'credit: Unions. and savings
and- loan- associations;.. (d) discourage
conopolist±c. practices; Cel "improve
technical efficiency of industry~ agri­
culture an~ commerce; and (f)-strengthen
free labor unions.

3. FP._~ Sec. 60l(b). Information and
conclusion on hoy project ~ill encourage
U.S. private trade and investment
abroad'and encourage private u.S. parti­
cipation in foreign assistance ?rograrns
(including use of private trade channels
and the services of U.S. private enterprise).

9. FAA Sec. 612(b) i Sec. 636 (h) . Describe
steps taken to assure that. to the maxicUQ
extent possible, the country is contributing
local currencies to meet the cost of
contract~l and other services, and foreign
currencies owned by the U.S. are utilized
to meet the cost or contractual and other
services.

Yes.

No.

The project is intended to
-- enhance Egyp t.! S' electricity
--generatin~ capacity,enabling

sale of-adequate poyer to any
and--all industrial,' c:ommercial
and domestic consumers. It will
therefore directly affect Ce)
anei indirectly. affect: (al & (b).

All goods and services to be
procured under the Grant will be
US source and origin. US private
industry Yill also oe eligible
Co coapete with international
firms for project goods and
services being funded by lBRD
and other untied funds.

The original project Grant Agree­
ment so provided and the GOE has
certified that all local currency
funds required will be prOvided
by GOE.
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10. F.~. Sec. 6l2(d). Does the U.S. own
excess foreign currency of. the country anc,
if so, what arrangements have been made .
for its release?

11. FAA Sec. 60l(e). Will the project
utilize competitive selection procedures
for the awarding of contracts, except
where applicable procuremenc rules allow
otherwise?

12. FY 79 ADO. Act, Sec. 608i FY 80
ACE' Act Sec. (521.) If assistance
is for the production of any commodity
for export, is the commodity likely
to be in surplus on world markets at the
time the resulting productive capacity
becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
si~lar or competing commodity?

B. F~~DING CRITERIA FOR PROJECT

1. DeveloDment Assistance-Proiect Criteria

Yes. however no local cost
financing to be provided under
proj ect.

Yes.

N/A

a. FAA Sec.· l02(b): 111; 113; 281a..-.: ~

Extent to which activity.will N/A
(a) effectively involve the poor in
development, by extending access to
economy at local level, ··increasing
labor..-intensive-production-and the use
of appropriate technology, spreading
investmen: out f~om cities· to small-
towns and rural areas, and insuring
wide participation of the poor in the
benefits of development on a sustained
basis, using the appropriate U.S.
institutions; (b) help develop
cooperatives, especially by technical
assistance, to assist rural and urban
poor to help themselves toward better lif~.

and otherwise· encourage democratic
private and local governmental institu­
tions; (c) support the self-help efforts
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of developing councries; (d) promote
the participation of ~OQen in the national
economies of developing countries and
the improvemen= of womenls statu~; and
(e) utilize and encourage regional
cooperation by developing countries?

b. FA.!... Sec. 103. l03A, 104, 105, 106, 107.
Is assistance b~ing made available:
(include only applicable paragraph which N/A
corresponds to source of funds used.
If more than one fund source is used for
project. include relevant paragraph for
each fund source.)

(1) [103] for agriculture, rural
development or nutrition; if so (a) extent
co which activity is specifically
designed to increase productivity and
income of rural poor; [103A] if for
agricultural research, full account
shall be taken of the needs of small
farmers, and extensive use of field
testing to adapt basic research to local
conditions shall be made; - (b) extent N/A
to which assistance is used in coordi-
nation ..,ith programs carried" out under --
Sec. 104 to help improve nutrition of
the people of developing countries through
encouragement of increased production
of crops with greater nutritional value,
improvement of planning, research, and
education w~th respect to nutrition,
particularly ~ith reference to impro­
vement and expanded use of indigenously
produced foodstuffs; and the undertaking
of pilot or demonstration programs
explicitly addressing the problem of
Qalnutrition of poor and vulnerable
people; and (c) extent to ~hich

activity-increases national fo~d
security by impr9ving food policies
and management and by strengthening
national food reserves, ~ith particular
concern for the needs of the poor,
through measures encouraging domestic
production, building national food
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reserves, expanding available storage
facilities, reducing post harvest food
losses, and improving food distribution.

(2) [104] for population planning
~~der sec. 104(b) or health under
sec. 104(c) j if so, (~.) extent to which
activity emphasizes low-cost. integrated
delivery systems for health. nutrition
and faoily planning for the poorest people, N/A
with particular attention to the needs
of mothers and young children, using
paramedical and au~iliary medical personnel,
clinics and health posts,commercial
distribution syste~s and other modes of
community research.

(3) (105] fot:. education. public
acoinistration. or human resources develop­
ment; if se, extent to which activity
st~engthens nonformal education. ~~kes

formal education more relevant, especially
for rural families and urban poor. or N/A
strengthens management capability of
institutions enabling the poor to parti-
cipate in'development; andCb.)-extent
to which assistance provides advanced
education and training of people in
developing countries in- such disciplines
as are required £Or planning and irnple---
mentation of public and private development­
activities.

(4) _ [106] -for technical assistance,
energy. research~_ reconstruction, and_
selected.development problems; if_so.
extent activity is: (i) (a) concerned
with data collection and analysis, the N/A
training of skilled personnel. research
on and development of suitable energy
sources. and pilot projects to test ne~

oethods of energy production; and
(b) facilitative of geological and geo­
physical survey work to locate potential,
oil. natural gas, and coal reserves and to
encourage exploration for potential oil,
natural gas, and coal reserves.
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(ii) technical cooperation and development,
especially with U.S. private and vol~~tary, N/A
or regional and international development,
organi::ations;

(iii) research into, and evaluation of, N/A
economic development processes and techniques;

(iv) reconstruction after natural or manmade N/A
disaster;

(v) for special development problems, and
to enable proper utilization of earlier N /A
U.S. infrastr~cture, etc., assistance;

(vi) for programs of urban development,
especially small labor-intensive enterprises,
marketing systems, and financial or other N/A
institutions to help urban poor participate
in.economic and social development.

c. [107] is appropriate effort placed on
use of appropriate technology? (relatively N/A
smaller, cost-saving, labor ~sing techno-
logies that are generally most appropriate
for the small farms,· small-businesses,
and small incomes of the poor.)

d. F.~ Sec. 110(a). ~ill the recipient
country provide-at least 25% of the costs
of the program, project, or activity N/A
yith respect to which the assistance is
to be furnished (or has the latter cost-
sharing requirement-been-waived for a
"relatively least developed" country)?

e. FAA Sec. 110(b). Will grant capital
assistance be disbursed for project over
more than 3 years? If so, has justifi- N/A
cation satisfactory to Congress been made,
and efforts for other financing, or is the
recipient country "relatively least developed"?

f. FAA Sec. 281(b). Describe extent to
yhich program recognizes the particular N/A
needs, desires, and capacities of the
people of the countrYj utilizes the country's
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incellec~ual resources to encourage
i~s~icucional develop~ent; and supports
civil education and ~raining in skills
required for effective participation in
gove~mental processes essential to
self-govern=ent.

g. F.~~ Sec. l22(b). Does the activity
give reasonable procise of contributing
to the development of economic resources,
or to the increase of p~oductive capacities
and self-sustaining economic growth?

N/A

, .

2. DevelonmencAssiscance Project Criteria (Loans Only)

a~ FAA Sec.~ l22(b),. Information and
.conclusion on capacity of the country
to-.:-repay the:-- loan. _at_a reasonable. rate
of:-:interes t.

h. FAA Sec.. 620(d}. If assistance is for
any proauctive. enterprise which wilL compete
with U.S.-enterprises, is there·an agreement

_by:' the. recipienc:- count~ to prevent: export
t:o the.U.S.cof.more-than 20~ of the
ent:erprise's annual production during the
life or the loan?

N/A

N/A

3. Proiect Criteria Solely for Economic Sunoort Fund

a. F.~~ Sec. S3l(a). Will this assistance
promote economic or political stability?
To the extent: possible. does it reflect the
policy directions of sect:ian 102?

b. ~\A Sec. 53l(c). Will assistance under
this chapter be used for military, or
paramilitary act:ivities?

a) Will enhance ability of GOE
to sustain economic growth and
recovery which will have
positive political results. To
the extent rural areas will be
served, policy direction of
Section 101 will ce reflected.

b) No.

SC(3) - STANDARD ITEM CHECKLIST

Listed below are statutory items which normally will be covered routinely
in those provisions of an assistance agreement dealing with its implemen­
tation. or covered in the agreement by imposing li~ts on certain uses of
funds.
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These ite~ are arranged under the general headings of (A) Procurement,
(B) Construction, and (C) Other Restrictions.

A. Procure:::lent

1. FAA Sec. 602. Are there arrangements
to percit u.s. small business to participate
equitably in the furnishing of comcodities
and services financed?

2. FAA Sec. 604(a). Will all procurement
be from the U.S. e~cept as otherwise
determined by the President or under delega­
tion from him?

3. FAA Sec. '604(d). If the cooperating
country discriminates against U.S. marine
insurance com~anies, will comcodities be
insured in the United States against marine
risk with a company or companies authorized
to dO marine insurance business in the u.S.. .
4. FAA Sec. 604(e). If offshore procu­
rement of agricultural commodity or product
is to be financed, is there provision
against such procurement when the domestic
price of such commodity is less than
parity?

5. FAA Sec. 603 Compliance ~ith

requirement in section 901eb) of the Merchant
~~rine Act of 1936, as amended, that at
least .50 per centum of the gross tonnage of
co~odities (computed separately for d~~

bulk carriers, dry cargo liners, and tankers)
financed shall be transported on privately
ow~ed U.S.-flag commercial vessels to the
e~tent that such vessels are available
at fair and reasonable rates.

6. FAA Sec. 608(a). Will U~S. Government
excess personal property be utilized
wherever practicable in lieu of the procu­
rement of new items?

7. FAA Sec. 621. If technical assistance
is financed, to the fullest extent
practicable will such assistance, goods
and professional and other services from
private enterprise, be furnished on a

Yes. Goods and services will be
procured under AID established
procedures,which include
opportun.1t:ies for small
business.

Yes.

Yes.

There will be no such
procurement.

Yes.

Consideration will be given to
use of excess propertY when
practical.

Yes.
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contract basis? If the facilities of other
:ederal agencies ~ill be utilized, are
they ~articularly suitable, not competitive
with private enterprise, and made
available without ~~due interference
with domestic programs?

8. International Air Transport. Fair
Comoetitive Practices Act, 1974.
If air transportation of persons or property
is financed on grant basis, will provision
be made that U.S.-flag' carriers will be
utilized to the extent such service
is available?

9. FY 79 Aco._ Ac:./ Sec. 105: FY 80 Apo.
.. Act Sec. (505. l - Does the contract for

~rocuremenc concain a provision authori­
--. zing the- termination of such contract for

the convenience of the United States?..
. -B~ Consttuction

r.-~ FAA Sec-=-601(d}. If.a._capiCal
(e.g.,.-conscruc:tion) projecc,. are engineer­

- ing and professional services of U.s. Eims
--and· their affiliates to be used to the
~ximuc e~tenC consistent with the
national interest?

2. FAA Sec. 611(c). If contracts for
cons~ruction are to be financed, will they
be let on a competitive basis to maximum
extent practicable?

Yes.

Yes.

Contracts wi.ll so- provide.

Yes.

Yes.

'.- ;

.._i;_

3. FAA Sec. 620(k). If for construction Yes, but ~~ Section 620(k)
of productive enterprise, will aggregate value provides exception for Egypt
of assistance to be furnished by the U.S. for FY 1980-81.
not exceed $100 million?

C. Other Restriction

1. FAA Sec. l22(b). If development loan,
is interest rate at least 2% per annum during ~/A

grace period and at least 3% per annum thereafter?
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2. FAA Sec. 30l(d). If fund is established
solely by U.S. contributions and administered
by an international organization, does Comptrol­
ler General have audit rights?

3. FAA Sec. 620(h). Do arrangements exist
to insure that United States foreign aid is
not used in a manner ~hich, contraD' to the
best interests of the United States,
promotes or assists the foreign aid
projects or activities of the Communist­
bloc countries?

4. FAA Sec. 636(i), Is financing not
permitted to ~e used, ~ithout waiver, for
purchase, sale, longterm lease, exchange
or guaranty of motor vehicles manufactured
outside the U.S.?

5. I ~ill arrangements preclude use of fi­
nancing:

a. F~~ Sec. 104(f). To pay for perfor­
mance of abortions as a method of family
planning or to, motivate.Dr coerce persons
to prac~ice abortions; to pay for perfor­
mance of involuntary sterilization as a
method of family planning, or to coerce
or provide financial incentive to any
person to undergo sterilization?_ .

b. fAA Sec. 620(g) . .Jo compensate c~~ers

for expropriated nationalized property?

c. FAA Sec. 660 •. To provide training
or advice or-provide any financial support
for police,.prisons, or other la~ enforce­
ment forces, except for narcotics programs?

N/A

The contracts will so
provide.

Yes.

Yes.

Yes.

Yes.

d. FAA Sec. 662. For CIA activities? Yes.

e. FY 79 An? Act, Sec. 104; FY 80 Ano.
Act Sec. [504. J To pay pensions, etc.,
for military personnel?

f. FY 79 Ann. Act, Sec. 106: FY 80 Anp.
Act. Sec. [506. J To pay U.N. assessments?

Yes.

Yes.
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g. FY 79 Ann. Act, Sec. 107: FY 80 Apn.
Act. Sec. (507. J To carry out provisions
of FAA section 209(d)? (Transfer of FAA
funds to multilateral organizatio~s for
lending.)

h. FY 79 Apn. Act, Sec. 112; FY 80 Apo.
Act Sec. [511.] To finance the export
of nulcear equipment, fuel, or technology
or to train foreign nationals in nuclear
fields?

i. FY 79 Aoo. Act. Sec. 601; FY 80 Ano.
Act Sec. [515.J To be used for publicity
or propaganda purposes within U.S. not
authorized by Congress?

Yes.

. Yes.

Yes.
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ANNEX E

Economic Cooperation

i·;r. Dor.ald S. 2ro.;n
Director, USAID
A:erican E~oassy

C ;,. I ~ C

Cairo

Dear i·ir. 3ro\:ln.

The Government of E;ypt has reviewec the Section ~.l (e)

:o~dition Prec~cient to first disburse~ent of the Shoubrah El Khei~a

project Agreement concernin; the desi6~ criteria for environmental

pollution centrol. In this resard J we have concluqed. th&t a plant

utilizinb ~azout as a primary or secondary fuel can not oeet the...
environoe~tal concerns of either the Egyptian or A=eri~an oovernments.

Therefore we have decided to use oore efficient and env:ro~entallJ

clean=r natural 325 as the source of fuel faT the plant.

Following recent discussions ~et~een the Egypti~-General

PetroleUtl Corporation (EGPC);- 1·1in.istr~' of Health, Hinistry 0;: Oec­

tricity and the International Sank for Reconstruction and Development,

as-reement. \'/as reached tha t n~tural ;;;as ':fill be burneli as the primary _

source fuel the 900 K'i pO....ler plant. :;J?(;' has assured -to the :--;inist:-j"

of Elactriiity that sufficie~t ~~a::~itJ of :atural Jas will b~ avail-

able to face the n~ecis o~ 3 x 3CQ ~~its be~ining in 1985.

In sU=''':la:,,~', the Sho!.lbrah :::1 i~hei;na :;o .....er 'poj~ct .jill not '1iclate

:::.;;.-"ptian la\'/ since it will function o~ t~e oasis of natural ;;as for all

three units. Since the :::~y~ti~. s~~ncia:=s for air pollution are ~o~e

stringent than the guidel :ncs cf the "iorld Eank. we ask you ;:.0 accept

this ~ssurance as satisfaction of ~he Sec~ion ~.l (e) Con~ition Precedent

to fi:"st aisbursement unde: the Shoubrah ~l Khei~a proJcc~ abree~~nt.

Since:"e~ ~~s,

I;;'~~
;.EDEL AZIZ ZA.,;,::n

Under Secre-tary of State
for Econo~ic Cccpe:at~on

EJESrAV/\/!.../lCLE copy
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EGTITIAN ELECTRICITY AUTEORITY

Notes and AssumDtions for Financial Forecasts

A. General

.
Fo~ation of Distribut~on Ccmoanies - The distribution companies

started operations on January 1, 1979 under the overall control of ~~. The
loan documents stipulate financial covenants for the sector as a ~ho1e, i.e.,
for EEA. and the distribution companies combi.:1ed. Therefore the financial
forecasts in Annexes 4.2, 4.3 and 4.5 are consolidated forecasts qf EEA and
the distr~bution companies. The Minister of E1ec=ricity proposes to place
five of the seven distribution cot:lpanies, Le., those e:'tcludi!lg the Cairo and
Alexandria cCl:1panies under REA instead of EEA from a date to be deter.:tined.
If this change takes place,. appropriate changes in the covenants ~ould be made.

:B. Income Statement _.'

1. Sales. of Electricitv are based-_on- infor.:lation furnished by EE.A
as modified in the B~ The forecasts"assuce annual k~nsa1es gro~h of
4.3% i.n 1979;,22.6% in 1980,-13.0% in 1981, 13.9! in 1982,13.1% in 1983,-~­

13.2%:in 1984,-10.27. in 1985,··8.9% in 1986 and 9.1:: in 1987. The average·
revenue per kWh sold for 1980 1s based on: (a) the average revenue per kwn
applicable to 1979; and (b) a tariff ~c~ease for domestic consumers from
January 1, 1980 resulting in an increase in revenues of about LE 8.0 million
p.a. F~her tariff increases are ass~ed as show~ in Annex 4.2 so as to
maintain the 5% return in 1981-1983 and to secure retur:s of 6% in 1984,
8% in 1985 and 9% thereafter.

2. Connection and Maintenance Char~es are assumed to increase by the
same percentages as annual kwn sales of electricity .

3. Other Ooeratin~ Revenues are assumed to increase by the same per-
centages as annual kWh sales of electricity.

4. Fuel and Lubricants are based on esticates of generation from
steam units and combustion turbines using fuel prices and heat rate as
follows:



Fuel Oil
Na'tural Gas

ea) ea) Fuel Prices

(i) For 1979 and 1980
Treated diesel fuel used by EEA - LE 35.00/~on (combustion

turbines)
- LE 7.50/ton (steam turbines)
- LE 7.50/ton equivalent as

per tEA's existing contract.

(ii) From 1981 Onwards
The forecasts assume a 200% increase in fuel prices during
1981-1983 to be reached in three equal instaliments effective
January 1 of each of these years.

(b) Heat Rates

Combustion turbines - 15,000 Btu ~ 1 kwn
Steam turbines 12,000 Btu = 1 kwn (1979 and thereafter)

5. Salaries and Wages are based on EEA's 1978 salaries and wages
escalated by lSi. each year through 1987. No specific increases in staff
are assumed since EEA is overstaffed no~ and its present staff ~ll be adequate
through 1987.

6. Purcbase of Materials and Services and Other Ooeratinsz: ExDenses.
are assumed 'to increase roughly in proportion· to the increase_ in net fjzed-­
assets in service•.

7. Detrreciation is computed at an average annual- rate -of 3%/a -.of- the - 7:.=

gross fuedassets in service at· the -beginning of the year.· -.;

8. Non-oPerat1n£ Income is based.on the average of actual. non-operating
income and expense. for the years 1973 through 1978.-- c·

9. . Interestiscalcuiated_~t the rate ~f 57-/a on all loans from the
~stry of Finan~e4 . Interest on all existing foreign loans is based on EEA's
actual calculations•. All new borroving from the ~1:listry of Finance is
assumed to beat an average interest rate of 5i./a and future foreign borroving
~~cept the identified loans, e.g., IBRD, EIB, etc., for w~ch the specific
rates would apply, is assumed to be at 87. (for presently committed generat~g

plants) and 8-1/2% (future expansion facilities). Suppliers' Credits for
the Project amounting to LE 303.6 m~lion have been assumed for a period of
10 years including 2 years' grace with a rate of interest of 7.• 5%. Interest
has been added to construction costs at 6.5% in 1978-79, 7.5% in 1980-82 and
8.5% in 1983-87.

B. Balance Sheet

•

10.
1977 •

Gross Fixed Assets in Service are valued at historical cost through
They have been revalued as of the beginning of 1978 using the con-



sultancs' valuation of LE 601 0111ion for gross fL~ed asaets and LE 199
c11110n for accuculated depreciation. thereafter, t~ey have been revalued
as of the e~d of each year beg~ing ·-tt~ 19i3 ass~~~g an ~vera8e anu~l

?rice increase as given in Ann~ ~.l.

11. Inventories - The esti=ates assuce disposal of sOQe 5urpl~ stock
in 1980. Thereafter inventories are est:iJ:1ated to increase roughly in line
..nth the increase in net: fued assets in service.

12. AcCOuntD Receivables - !he forecasts assume receivables to be the
equivalent of thre~ contha l sales, the 1i:it prescribed in the loan doc~ents,
as of the end of 1980 and thereafter.

13. Reservag ar~ increased each year by proposed contributions from
the ~~1st=Y of Sousing and Reconst=uction, Minist=Y of F~ance and proposed
grants by donors such as USA!D, CIDA, crEer and the Netherlands.

14. .\cCO~lr= Payable and Detar~ed Liabilities are est~tea each year
- roughly on, t~e iJ~ois ot annual capi~:al e.:tpend1tures and cash ope:-at1ng expenses.

15. Consucers' Deoosi:s are 3ssuced to increase in line ~~e~ the increases
in kw~ sales of electricity.

D. Sources and Aoolications of runds

16. Ccacribueions frac the M1nis~=r of Housi~2 and Recons~~c:ion and
Ministry of Finance are based on E!A's 5-Year ?lan :sti:~tes.

17. USArD Grants .c;:f ... _

18. Borrawin2S - All foreign oorrowi:gs are converted to !g1Pti~n

pounda us~g the parallel earket rate 0: ~~c~ange of LE 1 • aSS1.44. EE.\'s
?' a- eC :.c~ ?~'r3:l b.:s 'bee:. il.d~\:..St~ 0;0 :.~et t::e =.eeds 0: t~e c.;::,.s';='.lco;1:-:.
?~g:r=z. a.s -:er-SC.'d b'! :=-e !.z:::U. ar..d t;fc" -~ :::..::: a.cc::-..=.:. ':'':';' S ~:c-...1l :a.s~

;~c..-ac.= z::i e::r~~~ ~:~.

19. Construction Reauir~ents are based on EE.;'s e~t~tes ~s revis~i

by the Bank ana esc~laced using the fo110vi:g perce~tages for ?rice contin­
gencies corresponding to ~~ected ccnd1ticns in ~g;~c:

1979 1980 ~ lS8Z 1983-1985 1986-1987

Equipment and
Civil "orks 12.0 10.5 9,0 3.0

•

7.0 5.0

20. Amortization of Lon2-!ero ~ebt - ~i:istry of Finance loar.s are
assUQed repayable over 12 years after 3 years' g=ace. Acorti:at~cn of other
existing foreign loans is based on EEA' 9 calculations",

BEST /J,VAIL/;CLE COpy
, .'

.-'-



EGYPTIAN El,ECTIlICITY AUTHORITY

.~., ..
Sources and App1ic~tions of FWlds for 1979-1906

(Thousands of LE)

1979 1900 1981 i902 1903 1984 1905 1906
I !.

Sourceu of Funds
lnte rna1 Cash Goneration

Gross Income 38,361 41,325 59,312 85,660 117,950 175,835 204,129 382,300
Depreciation 26,069 33,339 43,303 57,59~ a1,181 104,042 124,916 Hi2,931

Total Internal Cash Generation ~ 65,230 74,66'4 102,615 143,259 199,131 279,877 409,045 535,311
0,

I ' ~: , .
Grants ,I I .. I •. '

USAID - For Project 20,104 45,085 35,340 20,555 10,860
- Other 5,150 8,040 3,200 2,314

Canada/JBpan/Uethcrlonds 267 4,670 7,677 4,934 11,047 2,020 3,299
GOE 4t 257 1,050 61,050 251,028 247t806 263,321 36,000

Total Grants 9,415 9,357 09,024 306,904 208,000 295,723 48,880 3,299

lJorrowings I '

l~oreign Loans -
For Project IllRD/IDA 15,972 48,134 49,556 13,572

Other's 22,597 2,958 44,002 12,'313 20,028
For Other Conntt'llction 103,540 150,643 250,054 291,735 394,442 462,806 477,TlJ 516,902
Local Loans 52,957 75,030 2,523 22,856 270,244 514,495

Total Uorrowing 236,505 150,643 349,056 365,109 445,956 54~,O71 760,204 1·j051 r Jl25
Llquida tion of Investments ....

4,~3~
. ,

Long-T~rm lleceivab1eo - :

Total Sourceo ~1~!~~~ ~~~!~~~ ~~~!~~~ ~~~!~~~ ~~~!~~Z ~!~~~!~Z1 ~!~1~!~H h~~~!~~~

Application of Funds
Cons trucUon Jloquirements ( Incl.
Interest During Construction) t;I 'I.1-

III ~~
- Pl'ojec t 54,207 101,619 113,458 123,160 41,014 45,639 U'" 1-'1

116,610 558,042 796,616 047,150
f1l .~.

- other Construction 274,450 420,644 707,930 927,714 ,--' y
Totai Cons trnc lion Jlequirements 116,610 274,458 402,851 659,661 021,396 919,776 080,164 B73,353

0, "
1'0)

! 1\)
.........
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Figura 2
PLANT SITE IN RELATION TO CAIRO
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