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THL WORLD HANK INTl HNI\ T ION/\L F IN/\NC!:. CORPORATION 

OFFICE MEMC RANDUM 
D/\H 

TO 

fROM 

E:XH NSION 

SUBJECT 

July 11, 1984 

Files ~ 

Horst Eschenberg, Senior Loan Officer, EM2DA 

3-2854 

TURKEY - Karakaya Hydropower Project (Loan 1844-TU) 
Supplemental Loan - Decision Memorandum 

1. Mr. Clements called to convey Mr . Stern's conunents on the above 
Decision Memorandum of June 14, 1984 and my supplemental memorandum to 
Mr. Clements of July 3, 1984. Mr . Stern concurred with the proposed approach 
on the following understanding: 

(a) disbursements should be suspended if the Treasury should fail 
to make the required advance payment of local currency into the 
revolving fund covering one month's requirements; 

(b) details of proposals for tariff action and institutional 
changes in TEK would be presented at the Loan Committee stage; 

(c) no local currency financing would be provided under the loan. 

2. Mr. Stern wondered why the Bank should finance a funding shortfall 
due to a decrease in the dollar value of an EIB loan. I explained to 
Mr. Clements that, because of a trade dispute between Turkey and the EEC, EIB 
is not in a position to lend to Turkey . 

Cleared and cc: Mr. ClementsVCSVPOP) 

Distribution 

Messrs. Stern (SVPOP), Wapenhans, Reitter, Hasan (EMNVP), Picciotto (EMP), 
Stoutjesdijk, Asfour (EM2), Gregory, Dewey (EMP), Hittmair (CTRVP), 
K. Jor, .:: s (EMP), Dherse (EISVP), Rajagopalan (PPD), Bane th (EPD), 
Rovani, Mejia (EGY), Goodland (PPD), Chaffey, Roy (EM2), 
Barahona (LOA), Swahn (EDC), Reekie, Schroeder, Roa, Posada, 
I. Johnson (EMP), Reichelt (EM2) 

Mesdames Krueger (VPERS), Meek-Foote (EMP), Hunt (LEG), El Khatib (EM2) 

HEschenberg:zv 
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Tr' !:: WORLD BANK / INTERNATIONAL Fl. ,CE CORPORATION 

OFFICE MEMORANDUM 
DATE July 3, 1984 

TO Mr. Richard Clements, Senior Operations Adviser, SVPOP 

Horst Esch~rg, Senior Loan Officer, EM2DA FROM 

EXTENSION 3-2854 

SUBJEC T TURKEY - Karakaya Hydroelectric Project (Loan No. 1844-TU) 
Supplemental Loan - Decision Memorandum 

You requested additional information on the above. 

Cost Overrun 

2. As mentioned in the Issues Paper of April 20, 1984, the latest 
project cost estimate prepared in April 1984 leaves a foreign exchange funding 
shortfall for the Karakaya Hydro Project of $111.7 million. The two principal 
causes of this shortfall are: 

(a) a net increase of the foreign exchange costs of the project of 
$68.7 million (12 percent) - attributable mainly to a price 
increase of the civil works contract to which the Bank agreed. 
The price increase resulted from a renegotiation of the 
construction contract in 1981 following the withdrawal of a 
Turkish contractor from the construction joint venture. Also, 
a decrease of the US dollar equivalent of the Swiss franc costs 
of the project due to exchange rate fluctuation is taken into 
account; 

(b) a net decrease of $43 million in the available financing due 
principally to a decrease of the dollar value of a European 
Investment Bank loan of ECU 85 million (from $110 million in 
1980 to $76.6 million in 1984). A detailed comparison of the 
foreign exchange costs and financing plans as appraised in 1980 
and 1984 is shown at Annexes 1, 2 and 3. 

Local Cost Financing 

3. The Loan Agreement (Article III, Section 3.0l(c)) for the Karakaya 
Hydropower Project (1844-TU) provides for a revolving fund into which the 
Borrower is required to deposit or cause to be deposited by the first of each 
month an amount sufficient to meet local currency payments for the cost of the 
project for the subsequent three months. While local currency payments for 
the project have been satisfactory and have been made when due, the project 
revolving fund has not been maintained at covenanted levels in recent years. 
We are concerned that with anticipated sharp increases in local currency 
requirements during the balance of the construction period local currency 
funding may become a problem. According to cash flow estimates prepared by 
DSI in May 1984, monthly requirements of TL funds will amount to between 

P-1866 



- 2 -

TL 1.3 and TL 1.6 billion plus physical contingencies during the period 
July 1984 to December 1985. This is about six times the amount required 
monthly during 1983. In view of the tight budget situation in Turkey we do 
not consider it necessary to insist on premobilization of funds for three 
months' expenditures in the project's revolving fund. Howe~er, it is proposed 
that agreement be reached with the Turkish Government during negotiations as 
follows: 

Section 3.0l(c) of the loan agreement would be amended to provide for 
payment into the revolving fund on a monthly basis so that on the 
first day of each month, there would be available in the fund amounts 
of TL sufficient to meet payments due by DSI during that month. Also 
agreement would be reached, and confirmed in a side letter, on the 
estimated monthly local currency funding requirements. 

Proposed Financing Plan 

4. The proposed foreign exchange financing plan includes $6.7 million to 
be provided by the Government. Of this amount $2.1 million would be 
ineligible for Bank financing because it would cover contingencies for 
equipment which was not procured in accordance with Bank guidelines. We will 
propose to include the eligible balance of the foreign exchange requirements 
under Bank or Calender financing. 

Attachments 

Cleared with and cc: Ms. Hunt (LEG) 

CSchroeder/HEschenberg:zv 



TURKEY 

LOAN 1844-TU 

KARAKAYA HUDROPOWER PROJECT 

Comparison of Foreign Exchange Costs and 
Financin Plans as A raised in 1980 and 1984 

Millions of US Dollars 

1984 

ANNEX 1 

1980 
Appraisal Appraisal Difference 

( SAR No. 2848) 

Foreign Exchange Costs D. 
Total (1980-88) 
Less: Indirect for. exch. (1980-88) 
Subtotal - Direct for. exch. (1980-88) 
Sunk costs (Pre-1980) 
Total - Direct Foreign Exchange 

Foreign Exchange Financing Plan /1 

Total (1980-88) 
Less: Indirect for. exch. (1980-88) 
Subtotal - Direct for. exch. (1980-88) 
Sunk costs (Pre-1980) 
Available Financing 
Financing Gap 
Total - Direct Foreign Exchange 

480.4 
29.6 

450.8 
121.5 
572 .3 

480.4 
29.6 

450.8 
121.5 
572 .3 

572 .3 

D. Excluding Financial Charges during construction. 

(1858P) 

(Annexes 2 & 3) 

641.0 
===== 

529.3 
111.7 
641.0 
===== 

68.7 

43.0 
(111.7) 

68.7 
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l.Q\N 1844...l!U 

~ l:l'illO'OloER. pinm:;r 

Caipari.soo of Project Cost Estimate as 
AR,raised in 1900 anl as Revised in March 1984 

dn millions) 

1900 Ar,praisal Estimate 
1983 anl 
Before 1984-67 Tctal 

l. Access !loads, Pe:cmanent Village, Hi.gt,;ey anl n. 3,558.8 477.7 4,036.5 
Railway Relocaticn US$ 8.3 2.1 10.4 

2. Civil an:! Hydrailic lbrks n. 5,421.3 2,477.3 7,898.6 
US$ 1)).9 77.2 208.l 
US$ - /b - fE. - /b 

3. Turbines, E lee tri.cal F.quiµnent TI. 260.2 37.5 297. 7 
s.i" 465.0 465.0 

4. E~ineeri~, Aaninistratioo TI. 323.7 210.2 533.9 
us$ .1 1.5 1.6 
s.E' 13.3 6.8 20.l 

5. Lani AR,~ion, !hmm Resettlment TI. 8,987.1 3,236.2 12,223.3 

Base Line Costs (1-5) TI. 18,551.1 6,438.9 24,990.0 
ust 139.3 00.8 220.l 
US$ - /b - /b - /b 
s.E' 478.3- 6.8- 485.1-

~sical Cat:~ies TI. 2,519.6 1,064.9 3,584.5 
US$ 23.6 15.8 39.4 
US$ - /b - /b - /b 
s.E' 15.3- .3- 15.6-

Price Cont~ies TI. 3,595.3 3,496.0 7,091.3 
US$ 10.7 7.6 18.3 
US$ - /b - /b - /b 

Totals TI. 24,666.0 10,999.8 35,665.8 
US$ 173.6 104.2 277.8 
US$ - /b - /b - /b 
s.E' 493.6- 7.1- :J:YJ.7-

Total Local Cost US$ 431.0 157.2 588.2 
Total Direct Foreign Costs US$ 464.7 107.6 5n.3 

Total Project US$ 895.7 264.8 11160.5 

I a EJcz:: hxiir€ withho ldi~ for taxes oo foreign costs payable in TI.. 
7h Witlnold~s for taxes oo foreign costs payii>le inn.. . 

( 1858P) 

AR£X2 

March 1984 Rel1ise:I Estimate 
1983 anl 
Before 1984-68 Total 

7,601.7 12,525.7 20,127.4 
.3 6.2 6.5 

7,720.3 /a 38,111.4 /a 45,831.7 /a 
138.5 /s 202.l /a 340.6 /a 

8.7 7f, 12.l 7f, 20.8 ]b 

432.5 42.2 474.7 
4&4.4 4&4.4 

3,260.7 2,453.0 5,713.7 

21.7 16.9 38.6 

12,6n.o 16,193.9 28,826.9 

31,648.2 /a 69,326.2 /a 100,974.4 /a 
138.8 /a 208.3 /s 347.1 /a 

8. 7 7f, 12.1 7fj 20.8 7fj 
486.1 16.9 503.0 

6,843.8 /a 6,843.8 /a 
21.5 /a 21.5 /a 

1.3 7fj 1.3 7fj 
5.4 5.4 

22,947.6 /a 22,947.6 /a 
13.4 /a 13.4 /a 

.8 7[i .8 7[i 

31,648.2 99,117.6 /a lll, 765. 8 /a 
138.8 /a 243.2 Ta 382.0 Ta 

8.7 /b 14.2 /b 22 .9 /b 
486.1 22.3 500.4 

337.0 296.0 633.0 
387.6 253.4 641.0 
724.6 549.4 1 274.0 



LQ\N 1844-'nl 

KAP&AYA Rmll'aER PIOJECT 

Tentative Foreign Exch1u,w F:inan::itJs Pl.an 
(In millions) 

ExistiiE loans: 

!Bm) Loan 1844-'IU - H~y Rel.ocatim & Civil Wcrl<s 
EIB (ml 85m) - Civil 'lbrks 
Italiim ~rmient Loans - Civil Works 
~s loans - Civil W:n:ks (s.E 27.lm) 
Turlci.sb Finds - Civil Works 

Total - Relocation an:! Civil W:n:ks 

Swiss Loans - Turbines & Electrical F.quipnent (s.E 4fl4 .4m) 
- E~inee~ Services (SwF U.9 + 2.7 • 15.6m) 

'l\nicim fulds - E~ineeri.r@ Services (S!E 8.an + l.$).U7m) 
Total Exi.stiil: loans 

Finan: ll"€ to be Provided: 

IBRD - Civil Works 
- E~~ Services (SiE 7. 7m) /b 

Italiim Govemnea: - Civil W:>rlcs 
Turlci.sb F\nds - Civil Wcrl<s 

- TurbiIEs & Electrical Equipnent (Sil' 4.6m) 
- E~ineeri.r@ Services (S!E 7 -~ 

Total F:inan::iil: To Be Provided 

Total Duect Foreign l!.la:haIJle Costs 

/a At Jlll1l!lry 1, 1984 ~ rate of EXlJ 1.0 • fisio.s:i. 
7b At January 1, 1984 ~ rate of US$1.0 • Si.f' 2.18. 

(18581') 

US$ 

US$ 

us; 

US$ 

1963 arrl 
Before 

49.4 
43.0 
23.7 
16.8 
5.9 

138.8 

237.6 
6.9 

4.3 
387.6 

387.6 

42.1 27.2 L3 
16.5 /a 17.1 /a 
36.3- -

9..9 44.3 1.3 

96.1 44.3 1.3 

53.3 36.5 
1.9 1.6 

55.2 38.1 

.6 /b - .2 /b 

.6 55.2 38.3 

96.7 99.5 39.6 

1.7 

1.7 
10.0 
1.2 
2.1 /b 
1.2 /b 1.4 /b 

16.2 1.4 

16.2 1.4 

Alff:X3 

Stbtotal 
1984-88 Total 

70.6 120.0 
33.6 /a 76.6 
36.3 - 60.0 

16.8 
5.9 

140.5 279.3 

237.6 
1.2 /b 8.1 

4.3 
141. 7 529.3 

91.5 91.5 
3.5 3.5 

95.0 95.0 
10.0 10.0 
1.2 1.2 
2.1 /b 2.1 
3.4 /b 3.4 

111.7 111.7 

253.4 641.0 
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DECISION 

THE WORLD BANK 

MEMORANDUM TRANSMITTAL SHEET Commercw.; 'oy c.o.b.J~4-;)..+I ________ ,-:--,--,.,..-.,.---~ 

TO: Distribution DATE: June 12, 1984 
Id 

FROM: James Chaffey, Division Chief, EM2DA Chairperson, Decision Meeting 

COUNTRY /PROJECT: TURKEY - Karakaya Supplemental Loan 

Issues Paper Date : Decision Meeting Date: Loan Committee Date : 

April 20, 1984 May 30, 1984 Sept. 28, 1984 

Scheduled Board Presentation 
Date : 

Dec. 11, 1984 

Yellow Cover Review : 

Waived 0 
Not Waived K) 

Estimated Costs: Proposed Loan/Credit Amount : Amount in Approved Lending Amount and Source of Co-Financing: 
Program: Total : $12 7 4. Orn 

Foreign :$ 641. Orn $95 million $100 million (SAP Italy $10-20 million 

1. DECISIONS SOUGHT 

2. SPECIAL FEATURES 

Special Action Program Project. 

The riparian issue will need to be reviewed before Loan Committee, in the 
light of the results of the model of the Euphrates river flows. 

3. SECTOR POLICY ISSUES 

(a) List Problem Projects in sector: 

There are five problem projects in other sectors and one in the power 
sector (Afshin-Elbistan Thermal Power Station and Lignite Mine). 

(b) List major covenants not in compliance : 

(c) List major sector policy issues covered. Use simple descriptions, e.g. , prices, staffing, maintenance, etc . 

Pricing. 

1. Mr. Stern, SVP0, through J' [ (initial) 

2. Standard Distribution: / 

(Distribution as shown on 

DISTRIBUTION 

(3 copies with Issues Paper and Project Brief) 

page 2 , of attached memorandum) 



THE WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEM01.'"ANDUM 
DATE' June 14, 1984 

TO Distribution 

FROM Horst Eschenbe~ Senior Loan Officer, EM2DA 

E.XTENSION 3-2854 

SUBJ CT TURKEY - Supplemental Loan for Karakaya Hydropower Project (Loan 1844-TU) 
Decision Memorandum 

1. A Decision Meeting was held on May 30, 1984, chaired by Mr. Chaffey, 
to discuss the Issues Paper, on the above project, dated April 20, 1984. The 
meeting was attended by representatives from EMP, EM2 and EGY (see attached 
attendance list). The recommendations contained in the Issues Paper were 
approved with modifications and clarifications as described below. 

Co-financing 

2. Regarding co-financing the mission reported that, while the 
Government would prefer to have a Bank loan covering the entire additional 
foreign exchange cost of the project, DSI management saw no difficulty with 
getting additional cofinancing from Italian sources. Representatives of the 
Italian Development Cooperation Department had expressed interest in providing 
additional financing for the project. It was agreed that efforts should be 
made to obtain cofinancing for the project and that we should inform the 
Turkish authorities accordingly. 

Local Cost Financing 

3. It was agreed that the Turkish authorities should be advised of Bank 
concern about significantly higher levels of local funds being required for 
completion of the project. Given current constraints on availability of local 
funds in Turkey, it was agreed that the Bank should not insis t on a dvances I 
!!!..to the revolving f ~ , est.!!_blished under the original loan, covering three 
month s expenff1c ure, but that ~ssurartce st regarding the supply of local funds 
should be obtained from the Ttirlns ft -etrv rnment. It was agreed that 
consideration of some local currency financing may be warranted under the 
Special Action Program. 

Tariffs 

4. It was agreed that it would be appropriate to discuss the 
Government's outstanding action on power sector investment planning and 
financing in the context of the Bank's discussions on energy strategy, but the 
recommendation of the Issues Paper that the problem of power tariffs should be 
addressed in the context of the discussion of the Energy Strategy Paper and 
SAL V was not accepted. The issue of adequate power tariffs should be 
addressed under every loan proposed for the sector. Therefore, implications ) 
for tariffs of the cash generation covenant agreed under the ongoing Karakaya 
loan, need to be drawn to the attention of the authorities. 

P-1866 
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Riparian Issue 

5. Project staff explained that consultants are in the process of 
rerunning the model of the Euphrates river flow and that the issue would be 
reviewed in the light of the results. In the meantime, it was agreed to 
continue processing as outlined in Mr. Chaufournier's memorandum to Mr. Stern 
of April 17, 1984. Copies of the relevant memoranda to and from Mr. Stern are 
attached. 

Archeological Sites 

6 . Finally regarding the project's impact on archeological sites it was 
agreed that financing in the order of $200,000, should be offered to the 
authorities to help identify and recover valuable archeological artifacts. 

Attachments 

Cleared with and cc: Messrs . Chaffey (EM2), Reekie, Schroede r (EMP), 
Mejia (EGY). 

Distribution 

Messrs. Chaufournier, Reitter, Hasan (EMNVP), Picciotto (EMP), 
Stoutjesdijk, Asfour (EM2), Gregory, Dewey, Ljung (EMP), 
Hittmair (CTRVP), K. Jones (EMP), Dherse (EISVP), 
Rajagopalan (PPD)(S), Baneth (EPD)(2), Rovani (EGY)(3), 
Goodland (PPD), Roa (EMP), Roy (EM2), Barahona (LOA), 
Swahn (EDC), Posada, I. Johnson (EMP), Reichelt (EM2). 

Mesdames Krueger (VPERS), Meek-Foote (EMP), Hunt (LEG)(2), El Khatib (EM2) . 

HEschenberg:zv 



Attendance List 

TURKEY - Karakaya Supplemental Loan 

J. Chaffey EM2DA 

H. Eschenberg EM2DA 

A. Mejia EGYOP 

I. Johnson EMPPE 

L. Meek-Foote EMPPE 

A. Posada EMPPE 

R. Reekie EMPPE 

A. Roa EMPPE 

c. Schroeder EMPPE 



THE WORLO BI\NK !INTFRNI\ TIONI\L rtNI\NO COF~PORI\ TION 

f o:.~I~~u~.~~01,ANDUM 

TO Mr. E. Stern, SVPOP 

F-ROM 

EXTfNSION 

R. Chaufourr, Vice-President, EMENA 

3-2676 

SUBJECT TURKEY Proposed Supplemental Loan to Loan 1844-TU for 
the Karakaya Hydroelectric Project 
International Riparian Issue 

1. In 1980 the Bank approved Loan 1844-TU to assist with the 
construction of the Karakaya Hydroelectric Project on the upper basin of the 
Euphrates River. Additional external financing was provided by Switzerland, 
EIB and Italy. The project at present faces a foreign currency shortfall, 
estimated at about US$100 million, due basically to an increase in the foreign 
exchange cost of the project and to exchange rate fluctuations which have 
reduced sharply the value of the EIB loan. After the initial delay of two 
years, project implementation is now proceeding well and the Bank has been 
approached for additional financing. A supplemental loan of $100 million has 
been included in the proposed FY85 lending .p~ogram. A recent supervision 
mission has gathered sufficient information to complete kn appraisal. Further 
Bank involvement is desirable mainly to ensure efficient cocpletion of the 
project. Upon completion, the project would generate about 7350 GWh per 
annum, the equivalent of about 1.6 million tons of imported oil, valued at 
about $290 million in 1983 prices. The purpose of this memorandum is to bring 
to your attention the international riparian issue that is likely to be raised 
again if we proceed with the supplementary project, and our proposals for 
dealing with it. 

2. Karakaya is a non-water consumptive project once the reservoir is 
filled. It, therefore, does not raise technical questions of long-term 
sharing of water with the two lower riparians, Syria and Iraq. It does, 
however, involve the need to ensure that, during the initial filling of the 
reservoir, the interests of the downstream riparians are not adversely 
affected. This matter was thoroughly studied during the preparatory stages of 
Loan 1844-TU, following a request by Iraq for the Bank's good offices to help 
achieve a just and equitable solution between the riparian countries on the 
division of the Euphrates waters. Turkey's filling and operational proposals 
for Karakaya were evaluated by the Bank in 1974 using a simulation model of 
the Euphrates river which had been developed by consultants. The evaluation 
showed that if Turkey maintains an average discharge of at least 500 m3/sec, 
as the Euphrates passes from Turkey into Syria near Birecik, this would ensure 
that: 

(a) the existing requirements of downstream riparians for power 
generation and irrigation, including reasonable growth in these 
requirements during 1975-1985, would be met; 

(b) the Karakaya reservoir could be filled within a period of three 
to seven months, depending on the point in time in the year 
filling starts; and 

l'-1866 
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(c) the Turkish hydroelectric power plants on the Euphrates (Keban, · < 
upstream of Karakaya, and Karakaya) could be operated for 
maximum energy output. 

3. ln 1979, Turkey's Minister of Energy stated officially to Parliament 
that during construction, initial filling and operation of Karakaya, the 
monthly average flow of the Euphrates waters would not fall below 500 m 3/sec 
at Birecik; any shortfalls in any monthly average would be made up in the next 
month. He also announced that this "Rule of 500" would be adhered to by 
Turkey unless abnormal hydro-meteorological conditions existed, and as long as 
Turkey had not developed a project involving large consumptive use of the 
Euphrates waters in its territory. Turkey also formally represented to the 
Bank that for the purpose of Loan 1844-TU, the Bank could rely on this policy 
statement regarding the international riparian aspects of the project. Since 
consumptive use was limited to initial filling of the Karakaya reservoir, and 
since in the opinion of the Bank, the "Rule of 500" agreed upon by Turkey 
would adequately protect the downstream riparians, the Bank considered, in 
accordance with OMS No. 2.32, para. 4(c), that it was appropriate to 
participate in the financing of the project. The loan was approved on 
May 15, 1980. 

4. On May 20, 1980 the Bank received a telex from the Iraqi authorities 
requesting the Bank to consider deferring financing of the Karakaya project 
until equitable agreement was reached amongst the riparian countries involved, 
on the use of the Euphrates waters. In a telex dated May 30, 1980, the Bank 
maintained its position on the grounds that it had received no substantiated 
and quantified comments from Iraq on the proposed "Rule of 500" 1.__/. By telex 
dated June 11, 1980, Iraq reiterated its objections to the project. Moreover 
in a telex dated June 8, 1980 to their Executive Director in the Bank, the 
Syrian authorities objected to Bank financing of projects on the Euphrates in 
Turkey before a treaty on sharing the river waters between the riparian 
countries had been concluded. The Bank responded by referring to the relevant 
sections in the President's and Staff Appraisal Reports. On Augus'l: 22, 1981, 
Iraq collllllunicated further objections to the financing of Karakaya until a 
final agreement was reached among the riparian countries on the sharing of the 
Euphrates waters. The Bank's answer (December 29, 1981) questioned the 
soundness of the technical objections presented by Iraq, but acknowledged that 
the riparian problem had reached a stage where no meaningful technical 
~nalysis could be carried out by the Bank without a firming up of the data by 

·the riparian countries concerned. The Bank stated that no Bank initiative 
could substitute for direct tripartite talks between the three riparian 
countries. The Bank expressed anew its willingness to provide technical 
assistance if all three riparians requested it. 

!/ The telex of May 30, 1980 was not as clear as it might have been in 
stating that observance of the "Rule of 500" is important only during the 
initial filli~g of the reservoir as the project consumes water only 
during this stage. Lines 16 through 19 read - "••••••••we determined 
that as Karakaya is not a water consumptive project, the interest of 
downstream riparians, including Iraq, would be protected during reservoir 
filling and after if reservoir is operated under rule of 500 ••••••• '' 
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5. To date Turkey has observed the "Rule of 500". However, contracts 
have recently been awarded for the civil works for the construction of the 
Ataturk dam on the Euphrates river downstream of Karakaya. This is to be a 
large multi-purpose project for power and irrigation and hence potentially a 
large consumptive user of the Euphrates waters in the sense indicated in 
Turkey's 1979 official statement. However, the Ataturk dam is not expected to 
be completed before the early 1990s (and could be much later), about seven or 
eight years after the projected completion of the filling of the Karakaya 
reservoir, which is now scheduled for 1986/87. 

6. The Legal Department has examined the issue (see attached cemorandum) 
and suggests that since work has commenced on the Ataturk project, Turkey may 
no longer consider its·elf obligated to observe the "Rule of 500", since the 
commitment was conditional (i.e. "until . such time as Turkey develops a project 
involving large consumptive use of the Euphrates waters in its territory"). 
The Legal Department goes on to propose that the technical data should be 
updated to assure that the conclusions remain valid. 

7. We are, therefore, proposing to do the following: 

(i) update the data and analysis on which the "Rule of 500" was 
based. We consider it likely that this will show that the 
''Rule of 500" is still appropriate. Updating is expected to 

(ii) 

take about two months; and · 

upon completing the updating, ask the Turkish authorities to 
give assurances that they will adhere to the "Rule of 500," or 
such other rule as the analysis may suggest, until the initial 
filling of the Karakaya reservoir has been completed. 

8. Provided we obtain this commitment from Turkey I am satisfied that 
the Karakaya project will not be harmful to the interests of the other 
riparians. This is the position we would take if objections were raised by 
the other riparians. Do you agree? 

Attachment 

Cld. with and cc: Messrs. Hassan (LEG), Reekie (EMP) 
cc: Messrs. Hussain (OPSVP), Shibata (VPG), Stoutjesdijk (EM2), Picciotto, 

Finzi (EMP), Chaffey (EM2), Fish (EGY), Eschenberg (EX2) 1 

Posada (EMP) 
Ms. Hunt (LEG) 

APosada/HEschenberg/JChaffey:zv 



Record Removal Notice 
FIie Title 

Turkey- Karakaya Hydropower Project - Loan Committee Project File 

Document Date 

02 March, 1984 

Correspondents / Participants 

Document Type 

Memorandum 

Barcode No. 

1059570 

To: Mr. James Chaffey, Division Chief, EM2DA and Mr. Robert Reekie, Division Chief, EMPPE 
From: Elizabeth Hunt, Counsel, LEGEM (through Mr. Sherif 0. Hassan, Chief Counsel) 

Subject/ Title 
TURKEY - Proposed Supplemental Loan for the Karakaya Hydroelectric Power Project; the Euphrates Riparian Issue 

Exception(s) 
Attorney-Client Privilege 

Additional Comments 

The item(s) identified above has/have been 
removed in accordance with The World Bank 
Policy on Access to Information or other 
disclosure policies of the World Bank Group. 

Withdrawn by 

Sherrine M. Thompson 

Date 

June 27, 2022 

Archives 01 (March 2017) 



OFFICE MEMORANDUM 

DATE: April 19, 1984 

TO: Mr. Roger Chaufournier, RVP, EMENA 

FROM, Ernest Stern, SVP, Operations .ff})' 
SUBJECT: TURKEY: Karakaya Hydroelectric Project Supplemental Loan 

International Riparian Issue 

I agree that we should first update the data and analysis 
on which the "Rule of 500" was based and that we then seek an 
assurance from the Turkish authoriti es that they will adhere to 
that rule if still valid, or such other rule as the analysis may 
suggest. 

Before we seek such assuranc es we should, however, be 
satisfied that the standard c onditions for financing cost overruns 
are met, in particular (i) that the Governme nt is unable to finance 
the additional co sts or t o obtain additional contributions on 
satisfactory terms from other lenders, and (ii) that the causes of 
the overrun are due to exceptional circumstances b eyond the control 
of the Government . 

cc: Messrs. Husain, Shihata, Picciot~~ 
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CDUN'IRY: TURKEY 

LAST CPP: 08/09/83 

CDST SHARING 

OOUNI'RY OreRATIONAL n\TA 

GNP PER CAPITA: 1330 

r..cx:ru, CDSTS FINANCI!-l;: NO 

BANK: % 

'mRMS: 4/17 

EXTERNAL: 

FY84 FY85 FY86 FY87 FY88 'lOTAL 
BANK rm BANK rm BANK rm BANK rm BANK rm BANK rm 

$MILLIONS 

NUMBER 

7 94 730 800 850 850 4024 

6 5 6 7 6 30 

APPRavED 'lHm 05/31 BY LOAN CDMMITI'EE 2 YEAR PROORAM (RE.Vill'l GROOP) 
mRD rm . IBRD IM 

-$MILLICNS 7 94 .3 1280.0 
-KJMBER 6 

PAGE 1 

FY84-85 axJmRY LENO:m; PROORAM 

FISCAL YE.AR DEC. MEMJ APPRVD BOARD 
PROJECT NAME SUBMI'l"I'ED BY LC APPRfNAL IBRD 

FY84 
5'IUREE04 INOOS'IRIAL '.mAINIR; YFS YES 3/27/84A 36.8 
5'1URIY01 TEOI.ASST.'10 SEF.s YFS YFS 3/27/84A 7.6 
5'IURAR01 AGR. EX'IN. & APPLD.RESROI. YFS YE.S 4/17/84A 72.2 
5'IURAI05 IAEE IRRIGATION YE.S YE.S 6/05/84A 115.3 
5'IURIH03 HIGil'lAYS II YFS YE.S 6/07/84A 186.4 
5'IURMY02 SAL V NO YE.S 6/14/84A 376.0 

SUB'IOTAL 794.3 

FY85 
SWR_PHO 9 KARAKAYA SUP. (SAP) YFS :00 12/11/84 110.0 
5'IURM01 AGR.SECTOR WAN I NO :00 2/26/85 300.0 
SWRmlO HYDROfOlER (SIR mM) :00 NO 4/01/85 120.0 
S'IURPP05 ELBISTAN SUP :00 :00 4/01/85 100.0 
5'IURDS03 SYKB (LAB. INT. IND) :00 :00 6/01/85 100.0 

SUB'10TAL 730.0 

'IOTAL 1524.3 

% 

IM 



THE WORLD BANK t lNffRNA TIONA~ .-INANCE CORPORATION 

OFFICE MEMORANDUM 
DATE 

TO 

FROM 

EXTENSION 

SUBJE C T . 

32604 and 32610 

TURKEY - Supplemental Loan for Karakaya Hydro
power Projec t (Loan 1844-TU) 

- ISSUES PAPER 

1. In accordance with tenns of reference dated February 23, 1984, we 
visited Turkey during the period March 18 - April 2, 1984 to reappraise the 
Karakaya Hydropower Project in preparation of a Supplemental Loan which would 
be made during FY85 as part of the Bank's Special Action Program. The 
information obtained during the mission makes it possible to process the 
Supplemental Loan in accordance with the attached timetable (Annex 1) on the 
basis of a President's Memorandum (rather than a President's Report and 
Appraisal Report) as for other, similar financing operations (e.g., Loan 1561 
YU - 1983; Loan 879 NI - 1975). 

2. The Project (construction of an 1800 MW hydropower dam) and sectoral 
context have been described in detail in the Project Brief of January 27, 
1984. During our mission we found that organization of construction, 
available construction equipment and implementation program are now excellent 
and that it should be possible to meet the current construction schedule, 
which calls for the start of reservoir impounding in May 1986, without major 
problems provided the very important TL funds needed for the project during 
the next 24 months will be available as required. 

Issues and Recommendations 

3. The following issues affecting the project require decisions; 

(i) financing plan, co-financing and supplemental loan amount; 

(ii) international riparian issue; 

(iii) project impact on archeological sites; 

(iv) sectoral issues. 

Financing Plan, Co-financing and Supplemental Loan Amount 

4. The latest project cost estimate leaves an estimated foreign exchange 
funding shortfall of USSlll.7 million, including USS102.7 million for 
relocation (highway, railroad) and civil works (Annex 2, page 1). Since the 
precise amount of the additional foreign exchange funds required to complete 
the project will depend on the extent to which the assumed physical and price 
contingencies will materialize and also on the exchange rates which will 

?-1866_ 
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prevail at the time of disbursement of the existing loans, it seems 
appropriate that the Bank should finance only a portion of the shortfall, the 
balance (which may or may not be fully required) being covered by an 
additional stand-by credit facility from the Italian Government and/or by 
Turkish Government funds. The Italian Government has already made available 
facilities amounting to USS60 million for the civil works contract with the 
Italian contractors and is likely to agree to an additional facility of 
another USSl0-20 million. However, the Turkish Treasury has indicated that it 
would prefer the Bank to provide the additional financing required for the 
project in its entirety, and without recourse to any of the other 
co-financiers. 

5. The latest cost estimates also show (Annex 2, page 3) that very 
important local (TL) funds will be required for the project during 1984 and 
1985, far in excess of the funds required in previous years. The 
representatives of the various government agencies (DSI, SPO, Treasury) with 
whom the availability of local funds was discussed, all assured the mission 
that the funds required for the project would be made available as needed (by 
reallocation from other projects and out of a special fund "for the 
acceleration of investment projects"), but in light of the budget restrictions 
agreed between Turkey and the IMF there remains, nevertheless, some doubt 
whether local funds can be made available for the project in 1984 and 1985 to 
the extent required. Compared with actual 1983 TL expenditures reported by 
DSI as TL 12.2 billion (and by SPO as TL 9.3 billion after an initial SPO 1983 
budget of TL 13.5 billion), the SPO budget for 1984 provides for only TL 4 
billion local expenditures, whereas according to the latest project cost 
information obtained from DSI, local costs for 1984 are expected to amount to 
a total of TL 37.4 billion. While there may be some flexibility in the 
payments arrangements between DSI and other government agencies with regard to 
the TL costs of some of the items included in the TL 37.4 billion, such as 
highway and railway relocation work or of land appropriation and resettlement, 
this flexibility does not exist in the case of the cost of the civil and 
hydraulic works, estimated at TL 19.4 billion for 1984. It was for this 
reason that the Bank provided for the establishment of a Revolving Fund equal 
to three months' TL requirements in the Karakaya Loan Agreement (Loan 1844-TU, 
Section 3.01 (a) and (b)), but this fund now receives only sporadic credits 
and generally has a nil balance. While so far payments to the civil and 
hydraulic works contractor and engineering consultants have generally been 
made within contractual conditions, the monthly TL funding requirements for 
the civil and hydraulic works will increase rapidly now that dam concreting 
has started and are expected to triple between now and the end of the year. 
Should the TL funds available in 1984 for the civil and hydraulic works remain 
limited to those actually expended during 1983, and the contractor not be paid 
for his work, this could lead to a suspension of work and the project could be 
in serious jeopardy. It is not possible to foresee by how much the project 
could be delayed in this eventuality. 

Recounnendation 

6. The mission recounnends that the Turkish Government be informed that 
the Bank would be prepared to process a supplemental loan of US$95 million for 
the project if the Government can provide formal assurances (possibly tied to 
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tranche release under SAL V) that it will be able to provide the local funds 
required for the project as and when needed, and if agreement can be reached 
on the following foreign exchange financing plan (for further details, see 
Annex 2): 

Foreign Exchange Financing Plan 
Italian Turkish 

IBRD Gov't. Gov't. Total 

Fi nancing Gap for: 

Relocation, Civil & Hydraulic Works 
Turbines, Electrical Equipment 
Engineering Services 

Total 

91.5 

3.5 
95.0 

(US$ Millions) 

10.0 1.2 
2.1 
3.4 

10.0 6.7 
==== ---

102.7 
2.1 
6.9 

111. 7 
===== 

This financing plan implies that the Loan Agreement would be amended to 
provide for financing of up to 100% of foreign civil works expenditures 
(presently 45%) and of a portion of the existing foreign engineering services 
contract (presently not covered under the Loan Ageeement). 

International Riparian Issue 

7. This issue has been addressed in a separate paper (memo 
R. Chaufournier to E. Stern dated April 13, 1984). 

Environmental Matters - Project Impact on Archeological Sites 

8. Although our information at the time of the original appraisal of the 
Karakaya Project was that there were no significant archeological sites in the 
area which will be flooded as a result of the project, the mission has been 
informed that there are presently several sites which are still being actively 
explored, some dating back to the 4th Millenium B.C. (Ur civilization), which 
will be submerged and which, according to the Middle East Technical University 
official responsible for coordinating the salvaging work, include artifacts 
which would be worth saving. Salvaging progress has been slow because 
available local funds are limited, but it seems that the flow of the local 
funds and the salvaging efforts could be speeded up in case of cooperation 
with an international organization such as the World Bank. While the Turkish 
Treasury has indicated informally that it sees no need for any Bank financing 
for this purpose, the responsible university offic ial s have expressed great 
interest. 

Recommendation 

9. In view of the very limited time (less than three years) which 
remains before the archeological sites will be flooded, the mission recommends 
that the Turkish Government be: 
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(a) requested to make available the relatively limited means needed 
to speed up salvaging operations in the dam area; 

(b) informed that the Bank would be prepared to make available an 
amount of, say, US$200,000 (roughly corresponding to the lower 
Euphrates basin archeological salvaging budget for one year) out 
of the existing or supplemental loan to assist in these efforts. 

Sectoral Issues 

10. As mentioned in the Pro j ect Brief of January 27, 1984, Sections 4.05 
and 4.06 of the Karakaya Loan Agr eement which provide for the study and 
subsequent implementation of improvements of (a) the financial aspects related 
to the development of the power sector in Turkey and (b) the coordination of 
the development and investment plans of TEK, DSI and TKI have only been 
partially fulfilled so far. Similarly, TEK is experiencing difficulties in 
meeting the cash generation requirements for the power sector (Section 4.08 of 
LA 1844-TU) which were last discussed with the Turkish Government in 1983 in 
connection with the Third Transmission Loan to TEK (Loan 2322-TU). The 
preliminary results for 1983 indicate that the internal cash generation target 
for 1983 of 12% was met, but only because the covenanted monitoring formula 
permits the inclusion of working capital reductions resulting from increases 
of current liabilities. Present forecasts are that the target for 12§!!_gf 21% 
will be reached only if an additional electricity rate increase of 20-30% is 
implemented in mid-1984. 

Recommendation 

11. Since the Bank will shortly discuss with the Turkish Government a 
Bank report on Electricity Planning and Investment in Turkey (Yellow Cover 
Report No. 5031-TU of March 30, 1984) and an Energy Sector Strategy Paper 
(Draft Report No. 4973-TU, February 29, 1984), which will be an appropriate 
framework for further dialogue on the sectoral issues covered in Sections 
4.05, 4.06 and 4.08 of the Karakaya Loan Agreement, it is recommended that 
these issues be pursued in the context of these discussions and of SAL V 
rather than as part of the negotiations of the Karakaya Supplemental Loan. 

cc: Messrs. Chaufournier, Picciotto, Stoutjesdijk, Hasan, Gregory, Fin~i, 
Chaffey (4), Eschenberg, Elliott, K. Jones, Rajagopalan (?AS-8), 
Rovani (5), J.E. Lee, Goodland, Reekie, Roa, Barahona (LOA), 
Swahn {EDC), P~osser, Posada, I. Johnson, Schroeder 

Mdmes. Hunt (LEG), El Khatib, El"$aifi 

EMENA, Division & Chron. Files 

CJSchroeder/aci 
(1215P) 
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11JRKEY 

LOAN 1844-ru 

l(AIW(AYA IIYDROPOl.t:R PROJECT 

Tentative Forei15n Exchan11e Financing Plan 

EKi1tint5 Loan_!: 

1111111 l.oan 11144 - 'l'U - II iahway Relocation & Civil Worka 
El8 (t:CU 115■) - Ci vii Work a 
I ta I ia1l Cuverrneent l.oan ■ - Civil Works 
Swi•a l.uans - Civil Work ■ (SwF27.l,a) 
Tu1·kisl1 t' ,mlta - C ivil Work a 

Total - Kt!locacion and Civil Works 

S1i1i MIi L0,a1u - t·urbinea & t: lectrical t:quipiaent ( SwF 464 .4 ■) 
- Engineering Services (SwF 12. 9 + 2.7 - 15. 6■) 

'fu1 Id uh Funds - t: ng i nee ring Services (Swl' 8.6n + usto . 121 .. ) 
Total Kxht ing Loan• 

f inane in15: to be Provided; 

I UUll - c i vd Wo rka 
- Engi1H~d1· ing Sdrvicda (SwF 7. 7m) /b 

Ital iuu Govcrn .. ent - Civil Works 
Tur·kitth Fuo,ls - Civil Works 

- Tur~inea ( Electri c al Equi prwent (SwF 4. 6rw) 
- t:ni;ineering Services (Sw~· 7 . )w) 

Tul a l Fiuunc inx ·ro 8t! Provided 

Tula I U i re c t fundgn t:xchauge Cott ta 

~tJ;~uary J, 1984 excl1a.nge rate of ~ClJ 1.0 • us$0.82 . 
I~ Al January I , 19811 e xc hange rate of 11st1.o a SwF 2.18. 

( 121 51') 

(In 11i l lione) 

198) and 
Before 1984 

ust 49.4 42.l 
4),0 16.5 I• 
23.7 )6.) 
16,8 
5.9 

US$ 138.8 94. 9 

237.6 
6.9 1.2 /b 

4.J 
us$ )li7.6 96 . l 

ust 

. 6 /b 

US$ .6 

ust 387.6 96,7 

Subtotal 
1985 1986 1987 1988 1984-88 Total 

27.2 l.) 70.6 120.0 
17. l /a )).6 /• 76.6 

36.3 60.0 
16.8 
5.9 

44 .) 1.) 140. S 279.1 

237.6 
- '· 2 

/b 8.1 

4.) 
44 .) 1.3 141. 7 s2,.1 

5).) 36. 5 I . 1 91. 5 91. 5 
l. 9 1.6 J.5 3.5 

55.2 38 . l l. 7 95.0 95.0 
10.0 10.0 10.0 
l. 2 1.2 1.2 
2. l /b 2.1 /b 2.1 

- • 2 /b l. 2 /b 1.4 /b J.4 /b 3.4 

55.2 )8.3 16.2 1.4 111.7 111. 7 

99.5 39.6 16.2 1.4 25).4 641.0 
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I. II i gh.,ay Ke location; 
H.:ise L iut! Cost 
Phy• ical Contingenciea (8%) 
Pdce Contingencies /a 
Tot al Contract 

2 •. Civil Work• Contn,ct (Contract No. I); 
Hase Lin" Co•t /b 
l'hyoical Contingencie• /b 

Pri..:e Co11tingenciea /c 

Le,""; Withholdi11111 for Taxes(Payable in TL) /d 
Total Contrac t (Net) 

J. Turbin.,s, ~l~ctri c al ~quipment 
llasc l.ine Co•t 
Phy•ical Cont in11encie1 ( 1%) 
1-'ri ..: e Contingcnciea /a 
Tot•I - Contucu Noa. 2 and J 

4. t:u~iuet!rin~ s~rvicea 
H~•e 1.ine Cost ( incl. addendm1 under ne11otiation) 
Phy•ical Contingencieo (5%) 
l-'ri.::e Contingencies /a 
Tutd) -

Total Direct Foreign Exc han~e Co•t• 

,.-rrxe d"c or,tract price • 
/b t· or Jdail•, see \lorki1111 paper file. 

LOAN 1844-TIJ 

URAKAYA IIYOROPOWR PROJECT 

Direct Foreign Exchange Cost• 
(In millions) 

US$ 

ust 

SwF 

s.,..· 
us$ 

SwF 

SwF 
usl; 
US$ 

1983 and 
Before 1984 

.3 

.3 

124 .9 

124.9 

124 .9 
22.3 

147.2 
(8. 7) 

138. 5 

464 .4 

464.4 
237.6/e 

21. 7 

21. 7 
ll. 2 /e 

387 .6 

2 .o 
.2 

2.2 

101.7 
9.2 

110. 9 
2.3 

113.2 
( 14. 9) 

98. 3 
(5.6) 
92 . 7 

3.7 
.2 

J.9 
I. 8 

96 . 7 

1985 

3.0 
.2 

3.2 

92.5 
8.5 

101.0 
6.4 

107.4 
(7 .4) 

100.0 
(5.6) 
94 .4 

3.9 
.2 

4.1 
I. 9 

99.5 

1986 

1.2 
• l 

l.3 

31.6 
3.4 

15.0 
J.7 

38.7 

38.7 
(2.2) 
36. 5 

3.8 
.2 

4.0 
I. 8 

39.6 

1987 

10. 1 
l.2 

l I. 9 
1.8 

13. 7 

13. 7 
(.8) 

12.9 

4.6 

4.6 
2. I 

2.6 
.I 

2.7 
l. 2 

16.2 

1988 

2.9 
• l 

3.0 
l.4 
1.4 

Sul,total 
1984-88 Total 

6.2 6.5 
.5 .5 

6.7 7.0 

236. 5 361.4 
22 .3 22 .3 

258.8 383.7 
14 .2 14 .2 

273.0 397. 9 
(22 .3) 
250. 7 397.9 
( 14 .2) (22 .9) 
236.5 375.0 

464 ·" 
4.6 4.6 

4.6 ~69.o 
2. I/ f 239. 7 

16.9 38.6 
.8 .8 

17. 7 39.4 
A.I If 19.3 

253.4 641.0 

Tc AL rnulrac t f-,nauh ( contract pri c e x evolution of Cl'I x 0.9) - 1984; 2.3% x 0.9 • 2.07%; 1985; 7.0% x 0.9 • 6.3%; 1986; 11.9% x 0.9 • 10.71%; 1987; 
17 . 0% x o.~ • 15.3% . (Daaed on IJ.S. Cuvern,nent Council of Economic AJvisor1 projections of 4.6% p.a. for 1985-86 and 4.5% for 1987.) 

!~ Adudl "I' tu Dec.,11,her JI, 198); 5.921; prujected 1984 - 87; 5.65%. 
/e. Al 11 idto1· i,:al avt=rage ~xc hange ratt!H for the years iu which the coats were incurred. 
[J_ At .Jo1111ary I, 1984 , exc hange cut e of U$j;I = :-;.,F 2.18. 
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Local (TL) Pro~ect Coot• ,. 
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1983 and 
Before 1981, 1985 1986 1987 1988 Total 

I. Ac t: tHi1 a RoaJ, ft:: r•anent Village, 
llai lway un.J Highway Relocation 'fL 7,601.7 7,503.2 7,686.5 279.6 196.4 23,267.4 

2. Civi I iUht lly.Jraulic Works /b 7, 720.l 19,435.5 22,043.l 9,790.6 4,363.6 63,151.J 

J. ·rud.dn~a. i,: lect rica I Eq uipment 432 .5 17. I 7.2 8.4 1.7 486 . ~ 

4. t,; ngine~riuK, Adminia,tration 1,260.7 685.l 940. 5 965.4 736.6 6H.7 , • 214.0 

5. Laud Appn>p r i at ion, lluuaan Resett len,ent 12,63l.O 9, 703. l 11,885.2 2,222.9 36,444.2 

Tut a I ( 1- 5) - TL Tl. jl,i>4lU H/W,.o 42 I 562. 7 ll 1 266.9 5,298. J 625.7 130,765.8 
- us$ Equivalent 11S$ 328.J 119.2 116. 5 32. 9 12.0 -.:-I 610. t 

b . Witl,hul ~i11i; for Taxes on Foreign Coit& 
1• ayal, le in TL 8.7 5.6 5.6 2.2 .8 22.9 

Tula I l. oc al (Tl.) Projec t Cos ta us~ TIT:1! TIO Tir.l n-:-T IT:11 TT nJ.O 
-- --- -- -- --- - -- ---

/a l.o .: "1 l'roj1:c t coat• incluJe physical and price contingencie1. Price contingenciea are baaed on the following inflation etti .. tea: 
Tl. - 25% for 1984; 20% for 1985; 15% p.a . thereafter. 
u:;$ - 4.61 p.a. for 1984 - 86; 4.5% p.a. thereafter (U . S. Covern11ent Council of Econoaic Adviaora). 

!.}!. t•,· i c ., cvntin11encies for the Civil and llyJuulic Works Contract are baseJ on the contract fon■ula (contract . price x evolution of CPI x 0.9), taking into 
1u.: c o1111l th,~ inflation rat~a in note (a). 
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i. Turkey's economy is energy constrained; it is deficient in the supply 
of hydrocarbons from domestic sources but has considerable hydropower 
potential and extensive lignite deposits. The further development of these 
indigenous energy resources constitutes the core of Turkey's energy policy in 
its drive to reduce as much as possible reliance on imported fuel. In tune 
with this policy Turkey has actively studied plans for the development of the 
Euphrates Basin since 1962, and formulated projects for irrigation and water 
power using the waters of this international river. Three main hydropower 
projects are included in these plans, Keban, Karakaya, and Ataturk. Karakaya 
represents the second stage--after Keban (completed in 1983)--in the basin 
development program and like Keban does not involve abstraction of water from 
the river except for initial filling of the reservoir. 

11. The Bank's knowledge of the Turkish Power Sector can be considered 
adequate, and is fully described in a nlll'Ober of documents. The salient 
features of the sector are: inability to fully meet electricity demand at 
least until 1990; inefficiency in public sector organizations involved in the 
development and operation of the Turkish Power System; shortage of competent 
professional staff; inappropriate lignite and power pricing; heavy dependence 
on imported hydrocarbons; and inefficient investment program implementation. 
The Bank has endeavoured to address these sectoral and institutional problems 
through 6 loans and a technical assistance grant (five other loans were for 
projects in a private group concession), and IDA has granted three credits. 
Bank efforts have focussed on broad institutional policy actions on 
organization, integration of the power sector, and the introduction of 
accepted utility practices. In this context, the Bank has played a 
significant role in the consolidation of the power sector and in the creation 
~fa national ele~tric power authority. While progress has been made in some 
areas, overall improvement of the sector has been slow. Nevertheless, all 
distribution facilities are now being taken over by the national electric 
power authority (TEK), thus completing the consolidation of the sector under a 
single entity. 

iii. The project involves the construction of an 1, 800 }fiJ hydropowe r dan 
downstream of Keban. It was appraised in 1976 and reappr a ised in 1979. A 
loan for US$120 million was app"oved in 1980, Current plans are to comp let e 
the project in 1987. The major excavation wor \ is now finished and plac ing oi 
concrete for the arch- gravity dam is underway. All equi ?=e nt has been 
manufactured and is at the project site. 
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iv. On the ba s is of an updated project cost estima te and a c a reful r ev i ew 
of the construction schedule it is estimated that the for e i gn excha nge funding 
has a USSl0l.5 million shortfall. Furthermore, the fo r eign currency 
disbursement schedule for civil and relocation works , which r epres ents the 
largest part of this shortfall (US$93.5 million), indicates th a t foreign l oa ns 
currently available will run out by the end of 1984. New funding arrangements 
will therefore have to be developed during 1984 in order not to cause delays 
in the construction of the project. A satisfactory mechanism must also be 
found for a regular and timely flow of local funds for the project. 

v. Prior to loan approval in 1980, the Turkish Government issued a 
statement regarding Turkey's filling and operating proposals for Karakaya, 
which had been evaluated by the Bank through a model study and found 
adequate. Although Syria and Iraq disagreed and made their views known to the 
Bank, which connnented thereon, it was felt nevertheless that both countries ' 
riparian rights were protected as far as Karakaya wa s concerned by thP. above 
indicated statement, and the loan was approved. However, a new development 
has taken place since that time which involves the decision by Turkey to 
proceed with the construction of the Ataturk dam downstream of Karakaya, which 
will make heavy use of Euphrates waters for irrigation. Although Bank 
participation in the financing of this very large project is not under 
discussion at this time, its impact on the rights of the downstream riparian 
states would be reviewed during the proposed appraisal of the Karakaya 
supplemental loan. 
vi. Resettlement of the population affected by the construction .of the 
project and the reservoir filling is underway in accordance with a 
resettlement plan and implementation schedule submitted to the Bank. 
Nevertheless, this issue will be reviewed during a ppraisal to assure that 
resettlement will be completed in time before the planned commencement of 
reservoir filling operations. 
v11. The existing loan agreement calls for Government measures to 
strengthen the finances for power subsector development and the procedures for 

. integrated investment planning and coordination. The forthcoming discussions 
with the Turkish Government of an Energy Sector Strategy paper in connection 
with the preparation of SAL V and the proposed review of the public investment 
program would be an appropriate framework for furt her dialogue on these 
issues; it is recommended that any action plans which may result from this 
dialogue be monitored in the context of SAL V rather than supervison of the 
Karakaya project. 

v111. A mission is scheduled for March 1984 to check pro gress in the 
preparation of an updated capital cost estimate and invest~ent schedule, and 
to firm up the current timetable for appraisal in June 1984 and Board 
presentation in February 1985. A US$100 million su pplemental loan for 
Karakaya is shown in the FY85 lending program. 
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A. SECTORAL CONTE>..'! 

Sectoral Development Issues, Objectives, and Strate gy 

1. · The Bank's knowledge of the Turkish Power sec tor is adequate. The 
sector is fully described and discussed in the following documents: 

Energy Sector Strategy Paper, Yellow Cover, to be issued 
January 1984; 

TEK Transmission Project III, SAR, May 31, 1983; 

Issues and Options in the Energy Sector, Blue Cover, March 1983; 

Electric Power Subsector Study, Green Cover, February 19, 1982; and 

Public Sector Investment Review - The Energy Sector, March 2, 1981. 

The salient features of the Power Sector are: inability to meet electricity 
demand at least until 1990; inefficiency in public sector organizations 
involved in the development and operation of the Turkish power system; 
shortage of competent professional staff; inappropriate lignite and power 
pricing; heavy dependence on imported hydrocarbons; and inefficient investment 
program implementation. 

2. The optimum utilization of indigenous energy resources to reduce 
Turkey's heavy dependence on imported hydrocarbons is a major Government 
policy objective. As the core of this policy, Turkey is endeavouring to 
develop further its considerable hydropower potential and extensive lignite 
deposits. These resources are located inconventiently from a logistic point 
of view, being mostly in the eastern part of the country while demand is 
mainly concentrated in the urbanized western part of Turkey. Because of 
delays in its energy investment program, demand for electricity is likely to 
exceed available supply well into the 1990s; urgent remedial action is 
required to reduce the energy deficit as much as possible. It is planned that 
power· sector development beginning in the mid-1990s will depend heavily on 
nuclear energy. Apart from measures to develop other indigenous energy 
resources like geothermal, and to restrain the pace of hydrocarbons demand 
through appropriate pricing and conservation, the Government plans to expand 
petroleum exploration activities through joint-venture efforts in 
collaboration with intei:-national oil companies. However, Turkey is unlikely 
to accomplish its proclaimed objective of meeting 60% of the hydrocarbons 
demand from domestic sources during this decade, unless sizeable new reserves 
are discovered in the near future. The heavy bill for imported oil, and the 
prolonged power shortages because of unmet power plant implementation targets, 
makes energy supply one of the most critical factors constraining the growth 
of Turkey's economy. 

Sectoral Organization 
3. The energy sector in Turkey is characterized by the predominance of 
government-owned enterprises and agencies. The Turkish Coal Enterprise (TKI), 
the Turkish Petroleum Company (TPAO), and the Mineral Research Institute ( ~li'A) 
have responsibility for the extraction of fossil fuels and radio-active 
minerals. The development of hydroelectric resources is entrusted to the 
General Directorate of State Hydraulic Works (DSI). The Turkish Electricitv 
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Authority (TEK) is responsible for the generation, transmission ·and, since 
November 1982, the distribution of almost all the electricity sold in Turkey. 
TEK is also responsible for implementing the Government's rural 
electrification program, and the construction of generating and transmission 
facilities with the exception of hydroelectric schemes for which DSI has 
responsibility. 

4. Participation of the private sector in the supply of electricity is 
confined to two small utilities (CEAS and KEPEZ) and to selfproducers which 
~enerate electric power often in conjunction with process steam. 

Demand Growth 

5. During 1965-1970 the growth in power consumption which averaged 12% 
per annum, rose in 1976 to 19% and subsequently declined sharply to only 5% 1n 
1980. Nevertheless, in 1981 and 1982 power consumption at the bulk level 
increased at average annual rates of 8.5% and 7.2 % respectively, reaching 
25,905 GWh in 1982. It is estimated that access to electricity rose from 51% 
to 75% between 1970 and 1979, while gross per capita electricity consumption 
increased from 240 kWh in 1970 to 550 kWh in 1980, at an annual rate of 9%. 
1he development of electricity supply, which grew at an average annual rate of 
9% over the 1972/82 period, has not been able to keep pace with the growth in 
demand, resulting in frequent power shortages and increased reliance on 
imports of electricity. 

6. Turkey's total installed capacity is 6,363 MW, of which 3,406 MW 
(54%) is thermal, and the remaining 2,957 MW (46%) is hydro. The peak load 1n 
1982 reached 5,100 MW, and total gross generation 26,562 GWh, of which TEK 
accounted for 88% (23,240 GWh); self-producers for another 6% (1,642 GWh), and 
CEAS, KEPEZ and municipalities for the remaining 6% (1,680 GWli). Generation, 
however, was not able to meet demand, estimated at 29,500 GWh. The power 
supply shortage would have been even more severe but for imports from Bulgaria 
and the USSR, which amounted to 1,800 GWh in 1982. A relatively high level of 
system losses (about 20% including distribution losses) contributed to the 
supply shortages. 

Bank' Role and Power Sector Lending Strategy 

7. The Bank has made eleven loans and a technical assistance grant 
(total US$630.7 million) to the .Turkish power sector, and IDA has granted 
three credits (total USS55.7 million). The projects that were partially 
financed with the loans/credits comprise: two thermal power stations (one 
oil-fired and the other lignite-fired); a lignite mine; and several 
transmission and distribution networks extensions. The technical assistance 
grant helped reorganize the power sector. The first five loans/credits were 
for projects in the CEAS concession area. All the projects were completed 
successfully, although with long delays. The Bank has made three loans to 
TEK, for the First, Second, and Third Power Transmission Projects, and another 
loan to TEK and TKI for the Elbistan Mine and Power Project. The original 
Karakaya Hydropower Loan (Loan 1844-TU) for USS120.0 million was made to the 
Government, with DSI as executing agency. 

8. A Project -Performance Audit Report (PPAR) distributed to the Board in 
November, 1981, on the Keban Transmission Project (Loan 568-TU) and the First 
Tek Transmission Project (Loan 763-TU) found tha t the projects had met their 
physical objectives notwithstanding delays and -cost overruns. A Project 
Comoletion Report on the Istanbul Power Distribution Project (Loan 892-TU), 
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presented to the Boa rd in Dec ember 1982, also reported physical compl P. tion of 
the project after considerable delay. Shortage of local counterpa rt fin~nce 
and, in the case of Loan 892-TU, late preparation of tender documents were 
identified as major obstacles to timely project completion Both reports 
indicated that the projects had been only partially successful in addressing 
sectoral and institutional problems such as financial and managerial autonomy , 
staffing, and pricing. A project completion report for the Second TEK 
Transmission Project (Loan 1194-TU) recently completed found that the physical 
completion of the project had been delayed inordinately by shortcomings in 
project management, and that progress in the institutional development of the 
power sector had been rather limited. 

9. The Bank, nevertheless, has played a significant role in the 
consolidation of the power sector and in the creation of TEK. The Bank has, 
furthermore, continued to advocate much needed institutional reform to provide 
an adequate framework within which TEK could develop, although progress has 
been slow. Under a decree promulgated in November 1982, TEK is absorbing 
distribution facilities from the municipalities, completing the consolidation 
of the power sector under a single public entity. Another decree, promulgated 
in May, 1983, set out the principles of reorganization and greater autonomy 
for State Economic Enterprises (SEEs), including TEK, but specific provisions 
affecting TEK have not yet been implemented. Under the Third TEK Transmission 
Project (Loan 2322-TU), which became effective in December, 1983, TEK is using 
technical assistance to: improve its accounting and management information 
systems, implement an expanded training program, and carry out load management 
and tariff studies. 

B. PROJECT FORMULATION A'ND PREPARATION 

10. In tune with the policy of priority utilization of indigenous energy 
~esources (para. 2) Turkey has actively studied plans for the development of 
the Euphrates Basin since 1962, and formulated projects for water power and 
irrigation. In 1974, it completed the first stage of the Keban hydropower 
project with 630 MW installed capacity; expanded in 1983 to 1,350 MW. 
Karakaya represents the second stage in the basin development program and 
involves primarily re-regulation of the water released from the Keban 
reservoir for power generation. Karakaya, like Keban, would have no 
irrigation uses and does not involve abstraction of water from the Euphrates 
River, except for initial filling of the reservoir. Bank consideration of the 
water flow aspects of this and other projects on the Euphrates River in the 
lower riparian countries started in 1972, and in 1975 the Goverriment requested 
Bank advice on the filling and operational principles to be applied during the 
construction and operation of Karakaya which would ensure that the project 
would not adversely affect the interests of either Turkey, Syria, or Iraq, 
with regard to the use of the Euphrates waters. Turkey then communicated 
these principles to Iraq and Syria, and offered to discuss the development of 
a tripartite system to monitor the application of these principles. It was 
only then that the project was appraised (in late 1976). However, with a 
change of government in 1977, consideration of the project was deferred until 
mid-1979, when Turkey renewed the request for financing to the European 
Investment Bank (EIB) and the Bank. The project was re appraised in November 
1979 with EIB participation. The loan was approved by the ao~rd on Hay 15, 
1980 an~ signed on May 21, 1980; it became effective on August 15, 1980. 

11. The project involves the establishment of a r ese rvoir having 9, 600 
million m3 of _total storage and 5,600 million m3 of use f u l storage, locat ed 



- 6 -

about 160 km downstream of the Keban hydropower plant, through the 
construction of a concrete arch-gravity dam (173-m high) with an overflow 
spillway, intakes, and penstocks. The powerhouse located at the foot of the 
dam will comprise six 300-MW turbo-generator units. The project also includes 
a switchyard to interconnect the power plant with the 400 kV Turk ish national 
grid, the relocation of a railway line, roads, and bridges, and the 
resettlement of about 17,000 inhabitants in the reservoir area. A Staff 
Appraisal Report (2848-TU) entitled "Appraisal of the Karakaya Hydropower 
Project" was issued on April 25, 1980. 

12. Project construction began in late 1976, but due to unavailability of 
adequate foreign exchange financing, only preliminary works had been completed 
by the end of 1979 when the project was reappraised (para. 10). The latest 
construction and erection schedule calls for completion by 1987 • . The 
excavation work for the dam and powerhouse has been completed (about 3 million 
m3) as well as stabilization work on the rockwalls on both abutments of the 
arch-gravity dam. The contractor has completed the installation of the 
concrete mixing facilities and of the cableway for placing concrete, and has 
begun casting operations on the dam (estimated volume: 2 million m3). ·Main 
hydro and electromechanical equipment has been manufactured and delivered. A 

_large storage facility was constructed at the railroad station about 30 km 
from the project site for temporary storing of the main equipment. 
Construction of the 400 kV Karakaya-Keban transmission line that will inter
connect the Karakaya power plant with the Turkish national grid, is being 
carried out within the TEK Transmission III Project financed partially through 
Loan 2322-TU. 

13. DSI, which is responsible for project execution, has retained for 
construction supervision and inspection the joint-venture of engineering 
consultants which prepared the design of the project. This joint-venture is 
made up of ELECTROWATT (Switzerland), TAMS (USA), SOGEI (Switzerland), and 
DOLSAR (Turkey). In addition, DSI employs a board of consultants to monitor 
the construction of the project. The members of this board are 
internationally-known experts in the fields of engineering geology, arch dam 
design, large construction techniques, and hydro and electromechanical 
equipment. 

Project Objectives and Relation to Sector 

14. The Karakaya project is very important for the Turkish economy. It 
accounts for a substantial share of Turkish investment (10% of investment in 
the power sector during 1983-1987) and is considered one of the pillars of 
Turkey's drive toward reducing its energy deficit. Success or failure of 
Turkey's policy to increase energy autarchy will determine the destiny of the 
country's economic development. Lignite and hydro are the most significant 
indigenous energy resources. With an estimated generation of 7,350 GWh per 
annum Karakaya is second only to Ataturk (8,100 GWh per annum) as a potential 
source of hydropower. · Even before the oil crisis, the development of the 
Euphrates hydropower potential at Keban, Karakaya, and Ataturk was the 
centerpiece of Turkey's energy development program. Karakaya hydrcpower 
generation will displace about 1.6 million tons of imported oil annually 
estimated to cost about US$290 million at · 1983 prices. 
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Project Cost 

15. The original project cost estimate at the time of reappraisal (1979) 
was the equivalent of US$1,160.S million, including US$241 million in ·sunk 
costs (1979 and before). The most recent project cost update (Oct. 1983) for 
the project amounts to US$1,371.6 million (see Annex 1), about US$211 million 
more than the 1980 SAR estimate. 

Main Project Issues 

16. Foreign Currency Funding Shortfall. On the basis of the project cost 
update mentioned in the preceding paragraph and a careful review of the 
construction and investment schedule, particularly for the civil works 
contract, it is estimated that the foreign exchange funding for the project is 
short by about US$101.S million. (see Annex 2). The shortfall is due 
basically to the increase in the foreign exchange cost of the project and to 
exchange rate fluctuations which have reduced sharply the value of the EIB 
loan (denominated in ECU) vis-a-vis its original US dollar equivalent. A good 
part of the increase in foreign exchange cost originates in a settlement 
reached late in 1980 of claims by the civil works contractor against DSI 

· involving, basically, reimbursement of foreign exchange cost escalation in 
excess of the allowance made by the contractor in the original tender rates. 
Most of the shortfall--US$93.S million--corresponds to additional funding 
needed for the civil and relocation works. The foreign currency funding 
schedule for these works is shown in Annex 3. According to this funding 
schedule the foreign loans currently available will run out by the end of 
.1984. New funding arrangements will therefore have to be developed during the 
course of 1984 so as not to cause delays in the construction of the project. 
This project is suitable for cofinancing and efforts should be made to attract 
other sources of financing, particularly Italy's, since the civil works 
contractor is Italian. Nevertheless, the magnitude and timing of additional 
foreign exchange funding will have to be reviewed during the proposed 
appraisal taking into account updated estimates of construction costs and 
construction schedule. Another question to be reviewed during the proposed 
appraisal is the adequacy of the contingencies used by the consultants in 
updating the project cost estimate. 

17. Funding of Turkish Lira Project Expenditures. Because of the impact 
on project progress and costs .of local funding problems experienced before 
conclu.sion of the Karakaya Loan Agreement (Loan 1844-TU), Section 3.0l(c) of 
that agreement provides that the Borrower ''shall on a monthly basis make or 
cause to be made such deposits in the revolving fund as are required so that 
on the first day of each month there shall be available in the fund amounts 
sufficient to meet payments for the cost of the Project required on the part 
of DSI to cover the forthcoming three months of such costs ••• " While payments 
of local currency costs have recently been made within contractual conditions 
(60 days) without serious impact on project progress, DSI is still period
ically experiencing difficulties in meeting payments obligations promptly 
because of delays in the replenishment of the revolving fund set up for this 
purpose. A 1983 review of the revolving fund movements showed that the rule 
of monthly replenishment of the fund up to the total required for the next 
three months was not being followed. In view of the very important local 
funding required for the proiect in the coming years (TL 104 billion for the 
period 1983-87 compared with TL 20 billion for the period 1976-82--see Annex 
1), the Turkish Government will have to be approached with a view to findin g a 
mutually satisfactory solution to the issue of the funding .of the local 
currency costs of the project. While there may be merit in a reduction of the 
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level of the revolving fund balance below the project funding requ ice rnen ts for 
three months, it is recommended that the revolving fund principle be retained 
and that the fund be operated in the manner envisaged in t h e Loan Agreenent, 
or a suitable alternative be found in order to provide the appropriate 
mechanism for a regular and timely flow of funds for the project. 

18. Riparian Rights. Karakaya is a non-water-consumptive project once 
the reservoir is filled. It therefore does not directly raise technical 

- questions of long-term sharing of water with the two lower riparians, Syria 
and Iraq. It does, however, involve the need to ensure that, during initial 
filling and subsequent operation of the reservoir, the interest of the 
downstream riparians are not adversely affected. This matter was thoroughly 
and very carefully studied during the preparato7y stages of the project. With 
a view to ensuring that the Karakaya dam will not adversely affect the lower 
riparians, Turkey's filling and operational proposals for Karakaya were 
evaluated by the Bank in the model developed in a technical study which the 
Bank undertook in 1974, following a request by Iraq for the Bank's good 
offices to help achieve a just and equitable solution between the riparian 
countries on the division of the Euphrates waters. This evaluation □ade known 
that if Turkey maintains an average discharge of at least 500 m3/sec., as 
the Euphrates passes from Turkey into Syria at Birecik, it would ensure that: 
(a) the existing requirements of downstream riparians for power generation and 
irrigation, including reasonable growth in these requirements during 1975-85, 
would be met; (b) the Karakaya reservoir could be filled within a period of 
three to seven months, depending on the date of closure and actual water 
flows; and (c) the Turkish power plants (Keban and Karakaya) could be operated 

·for maximum energy output. This operating rulf:: is called the "Rule of 500." 

19. In 1976, Turkey informed Syria and Iraq that it would observe the 
Rule of 500 during the construction, initial filling, and operation of the 
Karakaya Project, until such time as any large water consumptive project is 
implemented in Turkey, and also of its readiness to initiate tripartite 
discussions on the better use of the common water. Subsequently, in ~farch 
1979, Turkey's Minister of Energy recorded an official policy statement in the 
Turkish Parliament that during construction, initial filling, and operation of 
Karakaya, the monthly average flow of Euphrates waters would not fall below 
500 m3/sec at Birecik, with shortfalls in any average period of not more than 
a month being made up in the ne~t period. He also announced that this Rule of 
500 would be adhere to by Turkey unless very abnormal hydrometereological 
conditions existed, and as long as Turkey had not developed a project 
involving large consumptive use of the river's waters in its territory. 
Turkey also formally represented to the Bank that in considering Karakaya for 
financing, the Bank could rely on this policy statement regarding the 
international riparian aspects of the project. 

20. The Bank has repeatedly tried since 1965, when the problem of 
riparian rights was raised in connection with the Keban darn in Turkey, to 
bring about negotiations between .the riparians to resolve the question of 
long-term apportionment of Euphrates and Tigris waters. The long-t erm 
interest at stake as well as political differences have, however, proved to be 
obstacles difficult to overcome. In all cases where the Bank has been 
involved in the financing of projects on the Euphrates and Tigris (Lo~er 
Khalis in Iraq, Balikh in Syria, Karakaya in Turkey), it has carried out 
detailed studies to ascertain that the projects would a dve rsel y 2ffect 
developments in the other riparian countries, and it has also al~2ys 
endeavoured to use its good offices to bring about tri par tite discussions with 
a view to making progress towards an agreement on water shar ing . In the ca s~ 
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of Karakaya, since consumptive use is limited t o initial filling , and since 
the ''Rule of 500" agreed upon by Turkey woul d adequately protect the 
downstream riparians, the Bank conside red it appropriate to pa rticipat e in the 
financing of the project. However, a new development has take n place since 
tha t time which involves the decision by Turkey to build the Ataturk dam 
downstream of Karakaya with a heavy cons umpt i ve use of Euphrates waters for 
irrigation. Although the Bank has not been approached for financing for t h is 
very large project, its implications on the riparian rights of Syria and Iraq 
would be reviewed during appraisal, since Turkey would no longer be comm itted 
to observing the Rule of 500 on completion of the Ataturk project. 

21. Ecology and Resettlement. In view of the potential importance of the 
ecological a spects of a project as large as ~arakaya, the Government ap pointed 
independent consultants to study these aspects in detail. The study did not 
identify any significant adverse enviro~menta l effects. However, it 
highli~hted the importance of dealing adequately with the re s ettlement of 
about 17,000 inhabitants who would be displaced by the cons truction work s and 
the filling of the reservoir. Turkey has a comprehensive re se ttlement 
~ethodology, so that resettlement is carried out within a legal framework in a 
coordinated manner. The resettlement work at Karakaya is be i ng carried out 

- under the responsibility of the General Directorate of Land and Resettlement 
Works. The plan of resettlement action and its implementation program 
(Section 3.06 L.A.) was submitted to the Bank late in 1981. As of Septe□~er 
1983, resettlement of 650 families is underway. During the proposed appraisal 
the resettlement implementation program would be reviewed to ascertain the 
timeliness of its completion ahead of reservoir filling. Up to the time of 
_the Karakaya reappraisal in 1979 archeological investigations conducted with 
the assistance of numerous foreign scientific institutions over the past 
decade, had not revealed any sites of archeological or historic significanc e 
in the reservoir area. During the proposed appraisal, appropriate scientific 
authorities would be contacted to confirm the above findings. · 

22. Sectoral Issues. In accordance with Section 4.05 of the Karakaya 
Loan Agreement (Loan 1844-TU), the Turkish Government undertook (a) to set up 
a comr:iittee of experts for the completion of a comprehensive review of the 
financial aspects related to the electric power subsector development in 
Turkey; (b) on the basis of such review, to furnish recommendations to the 
Bank and Ce) after consider_ing the Bank's comments (and no later than 
December 31, 1983) to implement such recommendations in accordance with a 
timetable to be furnished to the Bank by December 31, 1982. Section 4.06 
calls for a review by the Government of existing arrangements for the 
coordination of the development and investment plans of TEK, DSI and TKI 
(coal-mining) and submission to the Bank by December 31, 1981--and subsequent 
implementation--of recommendations on strengthening integrated investment 
planning _and coordination procedures for power subsector development. A 
report on power subsector finances has been submitted to the Bank and a major 
etep to improve the subsector's finances was taken in 1982 with the trans f er 
of all municipal electricity distribution activities to TEK. However, 
discussion of other measures to strengthen the finances for power subsector 
development and procedures for integrated investment planning and coordina tion 
has not, so far, resulted in the submis s ion of Government proposals t o t he 
Bcnk. The Bank is presently preparing a report on Electricity Planning and 
Investment in Turkey, and an Energy Sector Stra te gy paper in connection with 
the preparation of SAL V and the future lending program, wh ic h will be 
discussed with the Governm~nt. The discuss i ons of the strate gy pape r in 
particular will be an appropriate fr ame work for any furth e r d i a lo gue on t he 
sectoral issues covered in Sections 4.05 and 4.06 of the Ka r a~ay a Loan 
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Agree:oent, and it is recommended that any action plans which may result fr om 
this dialogue be monitored in the context of SAL V operations rather than 
supervision of the Karakaya project. 

23. The Karakaya Loan Agreement also contains a cash generation coven ant 
for the power subsector (Section 4.08 of LA 1844-TU). In a supplemental 
letter of June 27, 1983, the original targets for 1983 and 1984 of 25% and 29 % 
were reduced to 12% and 21%, respectively. Recently the Bank was informed 
that electricity tariffs were increased by an average of 43% as of January 1, 
1984. Details of the increase and its impact on cash generation are not yet 
available but, since the increase is higher than had been expected, the 
chances of attaining the 1984 cash generation target are greatly improved. 

C. BA.~K PROCESSING OF THE PROJECT 

Critical Path for Loan Processing 

24. The Bank has informed DSI of the need to prepare, prior to appraisal, 
detailed updates of capital cost and inv~stment schedules for the work 
remaining to complete the project. A mission is scheduled for March 1984 to 
check progress and firm up the current timetable for appraisal in June 1984 
and Board presentation in February 1985. No intra-Bank coordination is 
required for the proposed appraisal and no manpower problems are anticipated. 
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