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, TH~ ~):ORLD BANK I INTERNATIONAL FINANCE CORPORATION 

-'OFFICE M-EMORANDUM 
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Date: October 14, 1986 

Mr. Eugene D. McCarthy, Chief, EGYDl 

::,~ Brian Sh~a~, Chief, OEDD3 

To: 

From: 

Extension: 32926 

Subject: Project Performance Audit Report 
Egypt: Cairo Gas Distribution Project 
(Credit 1024-EGT) 

1. I attach, for your review and comments, the draft of a 
Project Performance Audit Report on the above project. 

2. We expect to send the draft report to the Borrower on October 28, 
1986. Any comments you may have by that date will be appreciated. If they 
are such that revision of the draft is required prior to sending it to the 
Borrower, this will:~e done. In any event, together with any further 
comments you may have before November 18, 1986, they will be reflected in the 
final report, along with any comments received from the Borrower. 

3. I would be grateful if you could arrange for us to be provided 
with the names, titles and addresses of people in the Borrower country to 
whom the draft report should also be sent for comments. 

Attachment 

cc: Messrs. Rajagopalan, EMPDR 
Lari, EM1DR ~ 

Pranich, EMPDR ~ 
Favilla, EMlEG / 
Reekie, EMPPE 
Cllurchill, EGYDR 
Abu-Akeel, LEGEM 

P-1867 I 
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THE WORLD BANK/INTERNATIONAL FINANCE c ·oaPORATION 

OFFICE MEMORANDUM 

DATE: October 24, 1986 

TO: Mr. Brian Shields, OEDD3 

FROM: Alberto J. Fa9illa, Division Chief, EM~EG 

EXTENSION: 32464 

SUBJECT: EGYPT: PPAR-Cairo Gas:p_~b~~~~_F'f ~~iect (Cr. 1024-EGT) 

1. Reference your meuiorandum of October 14 on,Jhe above. You have 
already received the tnergy .. -\)cpartment's comments whiclt-s~quld be taken into 
account before the reports ar:e:<SeDt to the Government. 

2. The passing ·~f e~ei in the PPAR to the ~9}.ng dialQgti.e in energy 
prices, that intensified in late ~l982 and is .now progressillg positively, tend to give a 
rather partial and alm~t prejudiced view of developments. A more balanced and 
broader perspective is,}varran~ed if these references have to be made. To portray 
the dialogue and the negotiatibns (between a sovereign Q~~ent ~ the Bank) as 
being a crude process (jf rewards-and-punishments (parir.~ 10 and footnote and para. 
15), is unfair and unseemly. It-contributes ._nothing to the post-completion 
evaluation of the project, whidh is the p~ of the PCR and PP AR, and 
represents a potential danger of adversely ·affecting couhtcy.:-:Bank relations. 

3. The persons who shoilld receiv'~the reports are: 

(i) Dr. Erfan Sliafey, First Undersecretary, Ministry of Planning and · 
International Cooperation; 

(ii) Mr. Abdel Latif Waked, First.JJ nde~cre tary, Ministry of 
Petroleum and Mfu~nal Resources; 

(iii) Mr. Essam Abdel Aziz, Vice-Chairman: Finance, Egyptian General 
Petroleum C,!)rporation (EGPC); 

(iv) Mr. Hassab El Naby ;A~sal, Vice-Chairman: Projects and Planning, 
EGPC; 

(v) Mr Moustapha Hamed, Vice-Chairman: Natural Gas, EGPC; 

(vi) Mr. A.M. Abou El Seoud, Chairman: Petroleum Gas Company. 

' cc: Messrs. McCarthy (EGY), Reekie (EMPPE). 

SA WMoini:rm 
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Tt-iE. WORL n H/\NK INT r HNI\ TIONI\L F-IN /\NC E- CORf-'ORI\ TION 

' OFFICE MEMORANDUM 
O/\TE October 21, 1986 

• TO 

f'ROM 

EXTFNSION 

SUBJECT 

• 

• 

Mr. B~Shields, Chief, OEDD3 

E.D. rthy, Chief, EGYDl 

7-4081 

EGYPT: Cairo Gas Distribution Project (Credit 1024-EGT) 
Project Performance Audit Memorandum 

Attached are our comments on the draft Project Performance Audit 
Memorandum for the Cairo Gas Project. We have no major disagreements with the 
audit memorandum, but we have pointed out several errors and differences of 
view which we would be pleased to discuss with you or your staff. 

Regarding the persons and addresses to whom the draft report should 
be sent, please contact Mr. S. Moini in the EMENA Program Department, Egypt 
Division • 

cc: Messrs. P. Bourcier (EGYPP); K. Pranich (EMPDR); R. Reekie (EMPPE); 
A. Favilla (EMlEG); S. Moini (EMlEG); H. Schober (EGYDl) 

H~ber:JP 

P-1866 
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Para. 3 

EGYPT 

Cairo Gas Distribution Project 

Comments on Project Performance Report 

The statement to the effect that a greater use of specialized 
consultants would have made several conclusions, drawn from the project, self 
evident is an off-the-cuff comment which is inappropriate in this type of 
document. If a valid point is to be made, it should state which specialized 
consultants could have made what conclusion self evident. 

Para. 7 

We see no way a market survey could have foreseen the flue problem 
subsequently encountered during burner conversion. The market survey, as the 
name implies, was focused on determining the expected natural gas consumption 
(mainly based on existing LPG consumption) and the number of appliances per 
household. 

Para. 14 

This paragraph strains very hard to show that there was a project 
cost overrun when in fact there was an underrun. This erroneous conclusion is 
arrived at by: 

Para. 15 

(a) asserting that when a contingency allowance is included in a 
cost estimate, it is not part of the estimated project cost. We 
have never seen an exception to the practice of basing cost 
overrun/underrun on the total estimated project cost - including 
contingencies, if any; 

(b) excluding from the project cost the savings realized on the 
purchase of goods and services as a result of exchange rate 
fluctuations. Where more than one currency is involved, changes 
in exchange rates are automatically reflected in the cost to the 
buyer. This factor would have never surfaced except that 
Petrogas kept an account of foreign exchange savings and losses; 
and 

(c) conjecturing that the pipeline construction contractor either 
absorbed some of the pipe laying costs or the original estimate 
was much too high. Neither is correct. The contractor did not 
absorb any costs; he did not work on the pipeline for three 
years; his men and equipment when not working on the pipeline 
were employed elsewhere. The pipe laying cost was estimated on 
the basis of an expatriate contractor using mainly local labor • 

We feel a more valid retrospective evaluation of the project could 
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have been achieved by visiting Egypt and obtaining up-to-date information on 
operating and fuel costs, gas consum~tion, current and future plans, etc . 
This could have either reinforced or invalidated the audit memorandum's 
conclusions and criticisms regarding justification for the Credit and the 
economic and financial results from the project. It must be remembered that 
considerable time has elapsed since the project completion mission to Egypt. 

There were no grounds for cancelling or delaying the Credit. The 
findings of the petroleum pricing study were not yet known, and in general the 
feeling at the time was that although difficulties could be expected, some 
energy pricing reforms would eventually emerge. 

As pointed out previously and in the PCR, there was a cost underrun 
not a cost overrun • 
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THE WORLD BANK ' INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
DA TF June 26, 1985 

TO 

FROM 

EXT E'NSION 

SUBJE\.., T 

Mr. Y. W~be, _Director, OED 

E. D. Mc~~hief, EGYDl 

:::, Cairo Gas Project, Loan ~ ! · J3-
Project Completion Report 

I am attaching with this memorandum the final version of 
the Project Completion Report for Egypt's Cairo Gas Project. 

The report has been reviewed and cleared as follows: 

(a) cleared by the Assistant Director, Petroleum, of 
the Energy Department; 

(b) reviewed by the relevant Program Division whose 
comments have been taken into account; 

• 
(c) reviewed by the responsible Assistant Director 

of the EMENA Projects Department, whose comments 
have been taken into account; 

(d) cleared by the Legal Department. 

• 

H. Schober/dn 

Attachment 

cc: Messrs. V. Rajagopalan (PPD); W. Wapenhans; P. Hasan; P. Patel (EMNVP); 
R. Picciotto, C: Dew~R-.R~ekie (EMP); E. Lari, L. Moreau 
(EMlDR); A. Favilla, S. Mo1n1, J. Wall, Ms. E. Dalton 

EISIC 

(EMlEG); A, Abu-Akeel (LEG); J. Dambski (LOA); C. Ludvik, 
S. Weissman (EISVP); J, Goldberg, E. Segura (IND); P. Bourcier, 
R. Saunders, I. Hume, J. Fish, A, Heron, R, Sadove, R. Bates 
(EGY) 

Regional Information Center 

P-1866 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Credit 1024-EGT 

The project provided for the supply of natural gas to 160,000 
households in four suburban districts of Cairo in lieu of LPG, the predominant 
domestic fuel in use. Credit 1024 EGT in the amount of US$50 million to the 
Arab Republic of Egypt was onlent in support of the project to the Petroleum 
Gas Canpany (Petrogas), a wholly owned subsidiary of Egyptian General 
Petroleun Corporation (the state oil company). Petrogas was established in 
1978 for the implementation and operation of the project. The credit was 
signed on June 4, 1980 and fully disbursed in March 1983. 

The accompanying Project Completion Report (PCR) was prepared by the 
Energy Department. It is based on reports, docunents and data in the project 
files and the findings of an IDA mission which visited Cairo from September 16 
to October 4, 1984. Petrogas did not prepare a final project report, but the 
company gave its full cooperation in helping the mission acquire the data 
needed for the PCR • 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT (CREDIT NO. 1024-EGT) 

Project Completion Report Basic Data Sheet 

KEY PROJECT DATA 

Item 

Total Project Cost (US$ million) 
Underrun or Overrun(%) 

Credit Amount 
Disbursed to end of March 1983 

Appraisal 
Expectation 

155.0 

50 .o 
50.0 

Date Physical Components Completed 
Proportion Completed by Above Date(%) 
Economic Rate of Return(%) 

Dec. 31, 1983 
100 
44 

Financial Performance 
Institutional Performance 

Item 

First Mention in Files 
or Timetable 

Government's Application 
First presentation to IDA 
First official letter frcm 
Ministry of Economy 
Minutes of understanding 

Negotiations 

Board Approval 
Credit Agreement Date 
Effectiveness Date 
Closing Date 
Borrower 

Good 
Competent 

OTHER PROJECT DATA 

Original 
Plan 

From March 17, 
to March 24, 1980 

June 4, 1980 
Oct. 1980 
Dec. 31, 1985 
Arab Republic of Egypt 

Actual or 
Current Estimate 

151.2 
( 13. 7) 1/ 

50 .o 
50.0 

Dec. 31, 1983 
95 
14. 2 

Not satisfactory 
Satisfactory, except 
in financial and 
accounting areas 

Actual or 
Current Estimate 

Nov. 17, 1977 

Jan. 1978 

Feb. 1, 1979 
Oct, 31, 1979 
From March 24 to 
Apr, 1, 1980 
May 20, 1980 
June 4, 1980 
Dec. 4, 1980 
Dec, 31, 1985 

Executing Agency Egyptian General Petroleum Corporation 
Petroleum Gas Company (Petrogas) 

(EGPC) & 

Fiscal Year of Borrower July 1 - June 30 

l/ Based on fixed assets costs of US$17,4 million (not included in the SAR estimate) 
added to the US$155.0 million, Underrun is 2.5% without including these assets. 



• Follow-on Projects: 

Loan 

Amount (US$ million) 
Loan Agreement Date 

Loan 
Amount (US$ million) 
Loan Agreement Date 

Item 
Month/ 

Year 

Identification 
Preparation I 
Preparation II 

April 30/78 
July 24/78 
Feb. 26/78 

Pre-Appraisal I 

• Pre-Appraisal II 

May 28/78 

July 23/79 

• 

Appraisal 

Total 

Supervision I 

II 

III 

IV 

V 

VI 

Completion 

Total 

Name of Currency 
Year: 

Oct. 2/79 

Sept. 80 

Sept. 81 

March 82 

June 82 

Feb. 83 

Feb. 84 

Sept.-Oct. 84 

Appraisal Year Average (1980) 
Completion Year Average (1984) 

- iii -

1928-EGT, Abu Gharadig Western Desert Petroleum 
Exploration 

25.0 
Jan. 13, 1981 

2103-EGT, Abu Qir Gas Development 
90.0 
May 3, 1982 

MISS ION DATA 

No. of No. of Staff 
Weeks Person Weeks 

2.5 3 7.5 
2.0 4 8.0 
1.5 3 4.5 

2.5 3 7.5 
(Project Brief) 

1.5 3 4.5 
(Review of Project) 

3.2 7 22.4 

13 .2 54 .4 

2.5 2 5.0 

2.5 2 5.0 

1.5 1 1.5 

2.5 3 7.5 

2.5 3 7.5 

2.5 3 - - 7.5 

2.5 3 7.5 

16.5 41.5 

COUNTRY EXCHANGE RATES 

Date of 
Report 

June 12/78 
Aug. 17 /78 
not available 

Aug. 27/79 

Aug. 10/79 

April 30/80 

Dec. 31, 80 

Nov. 6, 81 

April 13, 82 

July 30, 82 

March 1, 83 

March 16, 84 

Egyptian Pound (LE) 

Exchange Rate US$1 = LE 0.69 
US$1 = LE 0.69 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Highlights 

1. The credit under review, in the amount of US$50 million was onlent in 
support of the project to Petroleum Gas Company (Petrogas) through its sole 
owner, The Egyptian General Petroleum Corporation (EGPC), a government owned 
entity. Petrogas was the implementing agency. The project comprised a 
natural gas distribution system which initially was to supply 160,000 
households in four districts of Cairo and two gas turbine driven electricity 
generating stations in the project area. The distribution network is to be 
expanded to provide gas for a total of about 630,000 households over the next 
20 years. Justification for the project was based on benefits derived from 
substituting natural gas for LPG, the predominant household fuel in Cairo and 
for gas oil used in firing the two power stations. These substitutions 
upgrade the value of natural gas as a replacement for fuel oil to that as a 
replacement for the more valuable and partly imported LPG and gas oil. 

2. Petrogas set an ambitious schedule for implementing the project; it 
reduced the originally estimated five year implementation period from five to 
four years. Experienced and ccmpetent expatriate consultants assisted in all 
project facilities required for supplying gas to the initial 160,000 
households. The project was essentially completed on schedule with a 14% cost 
underrun. However, due to unanticipated circumstances over which the 
contractor had no control, target set for appliance conversions and households 
using gas could not be met (para. 3.04). Conversion of two power stations 
using diesel oil was delayed about six months by the Egyptian Electricity 
Authority (para. 3.09). 

3. Institution building objectives were partially met. Intensive 
training of both contractor and Petrogas personnel along with the back-up 
assistance of consultants resulted in a well executed project. Performance of 
the Petrogas implementation team in coping with the ambitious project schedule 
was particularly outstanding. By completion of the project the Petrogas 
organization was capable of carrying out its operations and expansion program 
without outside assistance. The company's one area of weakness is the need 
for improving its accounting system and introducing an effective management 
information system (para. 5.02). 

4. Earnings from its natural gas operations in the project area are not 
generating the revenue expected by Petrogas and do notineet the financial 
performance agreed to by the Association. Shortfalls are made up by 
contributions from EGPC. The company needs a substantial boost in prices to 
have these gas operations become self-supporting, however, this is highly 
unlikely in the near term considering the Government's current policies on 
price increase (paras 6.06 and 6.07). This exemplifies the reason Bank Group 
lending operations in the petroleum sector have been suspended since 1982. 

I 

I 
I 

I 

I 

I 
I 

I 

I 
I 

I 

I 
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Some interesting conclusions brought out in the report are: 

(a) a single responsibility turnkey contract appears to be the most 
cost effective and time saving way to execute a project of this 
type (para 9.01); 

(b) consideration should be given to having the executing agency be 
responsible for all conversion work in a gas distribution 
project (para 9.03); 

(c) domestic gas tariffs, and associated reserves targets, should 
take full account of the constraints imposed by low danestic 
prices of competing fuels; desirable financial and economic 
price targets may not be achievable in the absence of price 
changes for other fuels (para 9.05); 

(d) domestic gas distribution systems serving low volume custaners 
should also concentrate on connecting up commercial and 
industrial custaners (para 9.06); and 

(e) along with (d) above, a gas utility has to expand its sales 
rapidly in the initial years to justify the large front end 
investment (para. 9.06) • 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

PROJECT COMPLETION REPORT 

1.01 Over the past decade Egypt has made impressive gains in crude oil 
production, first in reaching self-sufficiency and then in increasing export 
voltunes. Its major foreign exchange earnings are now derived from oil 
exports. However, domestic constunption of petroletun products is growing at a 
rapid rate, which if not curbed will erode away completely the exportable 
surplus in the not distant future. To check the burgeoning internal demand, 
drastic action is needed to promote conservation by rationalizing petroleum 
prices which are among the lowest in the world and to promote the substitution 
of natural gas for liquid hydrocarbons. ~ 

1.02 The Bank's lending operations in the petroletun sector have .·been 
concerned from the outset with this sector problem. Loan 1732-EGT (the first) 
approved in 1979 for the Gulf of Suez Project provided for the recovery of 
associated gas and LPG being flared in the Gulf of Suez oil fields and 
addressed critical sector issues through studies related to pricing, 
exploration and natural gas utilization. Credit 1024-EGT for the Cairo Gas 
Project, the project under review in this report, assisted in establishing a 
natural gas distribution network in four Cairo distric t s. Two additional 
loans (1928-EGT and 2103-EGT) for the Western Desert Gas Exploration and the 
Abu Qir projects respectively were subsequently approved in 1981 and 1982. 
The objective of both projects was to develop additional natural gas supplies, 
and to undertake sector studies aimed at developing an appropriate energy 
policy. Further Bank lending in the petroleum sector has been suspended 
pending the Government's adoption of a petroleum pricing policy which would 
begin to correct existing distortions. 

1.03 Fuel for domestic use in Egypt has to a large extent depended on 
imports. Wood, crop residue and animal waste, traditional sources of domestic 
fuel in rural areas, is available in only limited amounts because of the 
country's preponderant desert climate. The result has been a heavy reliance 
on mineral fuels, kerosene and LPG, especially the former in rural areas 
because of restricted supplies of LPG and the lack of transport and 
distribution facilities. In urban areas, LPG has ali.--a-l-ong been the preferred 
fuel for household use. A large proportion of the domestically constuned 
kerosene and LPG has had to be imported at a substantial cost in foreign 
exchange. The use of natural gas as a domestic fuel displaces an equivalent 
quantity of LPG. At the same time, by substituting for a high price import 
the domestically consumed gas has a higher value use than when it only 
replaces fuel oil, its more cOUllllon role so far in the Egyptian economy. 
Furthermore, the growing use of natural gas as a domestic fuel could free LPG 
for use in rural areas and reduce the dependence on imported kerosene. The 
project under consideration also provided an opportunity to upgrade the value 
of natural gas by substituting it for gas oil, an expensive petroleum product 
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partly imported by Egypt, at two turbine powered electricity generating 
stations. 

1.04 The primary responsibility for managing and operating the petroleum 
sector in Egypt rests with the Egyptian General Petroleum Corporation 
(EGPC). In carrying out its diverse functions EGPC acts as a holding company 
in conjunction with various affiliates and partnerships. Petroleum Gas 
Company (Petrogas) was established as a wholly owned subsidiary of EGPC in 
September 1978 to act on its behalf in implementing the Cairo Gas Project and 
subsequently to take on the role of a full fledged utility company. 

1.05 This report is based on data, documents and reports available in the 
files and on the findings of a mission which visited Cairo from September 16 
to October 4, 1984. The Borrower did not prepare a completion report for this 
project but did cooperate fully with the mission by helping it acquire the 
necessary data for this report. 

II. Project Background 

2.01 In January 1978 the Bank received a request from the Government of 
Egypt to participate in financing the Cairo Gas Project, which at the time was 
based on a survey and feasibility study by consultants appointed by EGPC. The 
project was designed to supply natural gas to 160,000 households over a five
year period (later reduced to four years) with subsequent investments bringing 
the total to 640,000 households over twenty years. Principal features of the 
project were a high pressure gas transmission line skirting the four Cairo 
districts to be supplied with gas, a medium pressure supply ring and a low 
pressure distribution network for supplying the customers. Storage tanks were 
included to meet peak demand. 

2.02 A Bank mission which reviewed the consultants' proposed system in 
August 1978 did not agree with the selection of a low pressure distribution 
network. This system design is considered outdated, being a carry over from 
the old city gas systems, and does not take a4vantage of modern materials and 
construction practices and the pressure available in the gas transmission 
pipeline. The mission recoounended a medium pressure network (the prevalent 
choice for such natural gas installations) since this would be substantially 
less costly, more flexible for future expansion and have sufficient built-in 
storage capacity to eliminate the need for gas storage tanks. EGPC accepted 
the Bank's recormnendations and appointed new consultants to prepare a new 
feasibility study based on the meditun pressure concept. Petrogas retained the 
same consultants when it subsequently undertook the necessary preliminary 
project preparation, design and planning activities, as well as later during 
the construction and operating stages. ~ 

2.03 The project was appraised in October 1979. Negotiations were held in 
Washington fra:n March 24 to April 1, 1980. The credit was approved by the 
Board on May 20, 1980 and became effective on December 4, 1980 following 
approval by the People's Assembly. 

2.04 The objective of the project was to reduce the constunption of 
imported LPG by setting up a natural gas distribution system in Cairo, to 
reduce the constunption of gas oil, also imported in marginal quantities, by 
converting two turbine electric power plants in the project area to natural 
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gas and to improve Petrogas' financial and accounting procedures. The four 
Cairo districts to be supplied with natural gas, Helwan, Maadi, Nasr City and 
Heliopolis, were heavy users of LPG and were chosen because of their proximity 
to the gas transmission line, future growth potential, accessibility and 
density of potential customers. 

2.05 

III. 

The project was defined to include the following maJor components: 

(a) a 55 km long 24 inch high pressure transmission pipeline fran 
the tie-in point to the Abu Gharadig pipeline to the project 
area; 

(b) ancillaries to the transmission line including pressure reducing 
stations at each district and tie-in provisions for the Nasr 
City and Heliopolis power stations; 

(c) a gas distribution network totalling about 900 km in length; 

(d) approximately 9,000 service connections with pressure 
regulators; 

(e) carcassing 1./ for about 160,000 dwellings; 

(f) conversion of about 300,000 appliances from LPG to natural gas; 
and 

(g) technical assistance, training and project connected studies. 

Project Implementation 

Background 

3.01 Petrogas, assisted by its expatriate consultants, had full 
responsibility for implementing the project. ·A single responsibility 
contract, after satisfactory prequalification and international competitive 
bidding, was awarded to a foreign contractor with extensive gas distribution 
experience for the supply and installation of the project facilities. 
Construction of the high pressure transmission pipeline was subcontracted to 
an EGPC subsidiary construction company. Petrogas reduced the implementation 
period for the project fran five to four years; the high pressure pipeline and 
its adjuncts were scheduled for completion in the first contract year and the 
entire project in the fourth, during December 1983. 

3.02 Awarding a single responsibility contract raised the issue of whether 
the procurement might have been packaged into smaller contracts covering the 
various discrete project components as had been proposed during project 
preparation. The decision to go the single responsibility route was made by 
the Borrower and supported by the appraisal team for the following reasons: 

J._/ "Carcassing" for a typical household connection refers to the exterior and 
interior piping, regulator and meter required fran the service outlet to 
the appliances in the premise. 
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(a) Coordinating the act1v1t1es of multiple contractors and 
maintaining the tight implementation schedule would have been a 
serious problem for an inexperienced company like Petrogas; 

(b) Safety being of paramount importance in gas distribution 
projects, it was logical to place responsibility for safety and 
quality standards with a single highly experienced contractor; 
and 

(c) A single contract was considered more cost effective than 
multiple ones because it avoided the duplication of effort in 
mobilizing a large expatriate work force and construction plant 
and establishing extensive training facilities for local 
craftsmen. 

Achievement of Project Objectives 

3.03 The project targets set in the Staff Appraisal Report (SAR) and the 
actual acccmplishments under the November 22, 1979 contract compare as 
follows: 

No. of customer connections supplied 
No of appliances converted 
No. service connection installed 
Length (km) mains and services installed 
Length (km) transmission pipeline 

~R 
160,000 
300,000 

9,000 
900 

55 

Actual 
158,314 
181,068 
22,100 

910 
57 

The contract was extended to include an additional 20
1

900 connections by June 
1984, and a contract with Natural Gas Project Company-- (NGPC) added another 
20,000 connections which were to be completed by end-1984. By June 1984 the 
actual customer connections had been increased to 190,300 and the number of 
appliances converted to natural gas to 229,800. 

3.04 As illustrated above, the contractor essentially achieved the basic 
household connections objective within the advanced four year schedule. 
However, of t~7 158,314 customers having access to gas at the end of 1983, 
only 115,000 - were actually using it. This discrepancy was largely due to 
the contractor's inability to gain access to premises which were either 
unoccupied or where the occupants were unavailable. In these situations, the 
contractor was required to make three attempts to gain entry. If 
unsuccessful, he had fulfilled his contractual obligations, and the required 
hook-up and conversion work became the responsibility of Petrogas. Other 
reasons were faulty appliances which were judged to be unsafe to operate and 
owners who opted not to convert to gas. The difference in appliance 
conversions was partly due to the large number of unsafe water heater flues 

];_/ NGPC is a joint venture between Petrogas, the foreign contractor and a 
local bank. Petrogas holds the majority ownership (65%) • 

];./ This number increased to 150,800 by June 1984 against SAR projection of 
212,000. 
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which Petrogas has been actively correcting with a new and safe design. 
Another and major reason for this difference appears to be a shortcoming of 
the original survey, conducted at the outset of t he project, which predicted 
an appliance density of 1.875 per household whereas the actual density appears 
to be approaching 1.62 as the water heater flues are corrected. The number of 
service connections greatly exceeded the forecast because of the change in 
scope which located two-thirds of the customers in Heliopolis where building 
density is relatively low and there is a large number of single story 
buildings. 

3.05 Daily gas consumption has not been growing as fast as anticipated. 
The rate of consumption was originally depressed because of the defective 
water heater flues, but by the end of FY84 when this problem was largely 
resolved daily consumption had reached approximately 0.7 cu. m. Petrogas 
expects consumption of gas to continue to grow to the level anticipated in the 
SAR (1.0 cm/per household) as customers begin to realize its superiority in 
convenience and safety over liquid fuels (kerosene and LPG). However, the 
rate at which this takes place will depend on the availability and relative 
price of competing fuels (paras. 4.02 and 5.06). 

Project Scope 

3.06 The number of customers in each of the four Cairo districts as 
defined in the SAR and the contractor's scope of work was originally based on 
plans provided by the respective local authorities. However, when the 
contractor began a detailed survey of the Helwan and Maadi areas, it became 
apparent that there would be difficulty in identifying t he prescribed number 
of customers in these two districts. As a result, it was decided to 
reallocate the customers as shown below: 

Area 

Nasr City 
Heliopolis 
Helwan 
Maadi 

Total 

Implementation Schedule 

Number of Cus t omers 
Original Plan Revised Plan 

13,000 
69,000 
40,000 
38,000 

160,000 

24,200 
107,314 

12,500 
14,300 

158,314 

3.07 Despite falling far behind schedule in the early stages, the 
contrac£?r was able to complete the project within the four year contract 
period.- This accomplishment took a greater effort than had been expected. 
A large expatriate work force, peaking at close to 200 workers, had to be 
mobilized, and over 750 local craftsmen had to be trained in the various 
required construction skills not locally available. Although the completion 

l/ Taking into account the elements over which he had no control discussed in 
paras. 3.04 and 3.05. 
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date was met, the slow progress in connecting and converting customers during 
the first two contract years greatly reduced and delayed anticipated gas sales 
as indicated below. 

FY eming JI.Ile ~: 

SAR Forecast (1,000) 

Actual (1,CXX)) 

Amual Aiiiitim of Chstaners Using Gas 

l~O 

4.0 

l~l 

26.5 

1~2 

54.0 

29.6 

1~3 

68.5 

96.4 

1984 

59.0 

21+.8 

Total 

212.0 

150.8 

3.08 The pipeline subcontractor was required to start work on the 24 inch 
high pressure transmission pipeline in April 1980 and complete the work by the 
end of 1980. Although more than half the pipeline was finished in 1981, a 
critical segment between Helwan and Maadi did not get commissioned until June 
1983. In retrospect, it was recognized that the subcontractor might not have 
the construction plant and the managerial and technical capability to complete 
the pipeline in the specified time frame, _but it was not expected that three 
years would be required to construct a 57 km-long pipeline, even under the 
most adverse circumstances. The consequences of the delayed pipeline 
completion, were not serious, however, since it was possible to tie into a 
small diameter gas pipeline running between Cairo and Suez for supplying 
Maadi, Nasr City and Heliopolis. Helwan could be supplied directly fran the 
completed portion of the pipeline. 

3.09 Delays were also experienced in converting the Nasr City and 
Heliopolis power plants. The Egyptian Electricity Authority (EEA) had 
responsibility for making these conversions. In the case of both plants, 
there was a delay of over six months between the time the gas was available 
and the February 1, 1982 and March 1, 1984 respective start-up dates of the 
Nasr City and Helipolis power plants. These delays were essentially due to 
inadequate planning, particularly in arranging timely financing, and resulted 
in the loss of gas sales by Petrogas and in the equivalent consumption of a 
high value imported petroleum product. Although fully preoccupied in 
meeting tight project schedule, EGPC and Petrogas can also be faulted to some 
extent for not intervening more actively for the conversions. The delays 
illustrate the necessity for defining institutional responsibilities more 
firmly during project preparation when more than a single implementing agency 
1.s involved. 

Project Management 

3.10 The Natural Gas Division of Petrogas through its general manager was 
directly responsible for project management. Expatriate consultants, varying 
in number from about a dozen during the early stages of the project to three 
at the finish, assisted Petrogas in this task. Local staff, generally 
recruited from the petroleum sector, were technically competent but had 
essentially no experience related to a natural gas distribution project. With 
the help of a training program designed by its consultant, Petrogas was able 
to develop in a relatively short time an effective project management 
organization. The timely and successful completion of the project was to a 
large extent due to the performance of the Petrogas project management team 
and its support of the contractor's efforts discussed earlier. 
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Use and Performance of Consultants 

3.11 Since the project was the first of its kind in Egypt, Petrogas needed 
to depend a great deal on assistance from consultants in the preparation and 
implementation of the project. In addition to helping to carry out the 
various implementation activities, the consultant introduced appropriate 
safety standards and practices, provided a wide range of technical services 
and in general assisted Petrogas to develop into a fully functional and self 
reliant gas utility. An important element in this achievement was an 
intensive training program designed and implemented by the consultant. 
Altogether around 75 Petrogas professional staff received training, mostly 
abroad but also in Cairo, in the different aspects of the gas industry. 
Petrogas has a high regard for its consultants, a view shared by IDA staff who 
have been associated with the project. 

3.12 The project provided for consultants to assist Petrogas in 
establishing a management information system and in improving its financial 
management and accounting systems. Successive supervision missions pointed 
out the need for this assistance, but Petrogas has only recently decided to 
act on this matter. Petrogas plans to appoint the same consultant who 
performed the financial management and accounting services for EGPC with 
respect to the financial management and accounting systems and obtain 
proposals from a ntunber of qualified consultants before making a selection for 
the management information system assistance • 

Project Cost and Financing 

3 .13 The final project cost compares with the SAR estimate as follows: 

(US$ Million) 

SAR Estimate Final Project Cost 

Foreign Local Total Foreign Local Total 

103 .8 51.2 155.0 83.3 67.9 151.2 

As indicated above, actual project costs underran the original estimate by 
US$3.8 million or 2.5% of the estimated cost. However, the final project cost 
shown above includes fixed assets (land, buildings, vehicles, etc.) valued at 
US$17.4 million which were transferred to Petrogas by EGPC but were not 
included in the SAR estimate. Comparing the SAR and final project costs on an 
equivalent basis, that is, excluding the transferred-as-s-ets, results in a 
13.7% cost underrun. 

3.14 Annex 1 compares the appraisal estimate with actual costs. The final 
cost has been adjusted to account for a US$10.7 million foreign exchange gain 
resulting from favorable currency movements. This amount, along with the 
foreign expenditures contingency of US$19.5 million are largely responsible 
for the foreign cost underrun. The final cost would have been higher by about 
US$7.0 million if the anount allocated for infill connections (US$2.0 million) 
had been spent and the planned 300,000 appliances had been converted (at an 
additional expenditure of about US$5.0 million). Actual expenditures for 
distribution mains and internal and external service installations 
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substantially exceeded the appraisal estimate. These increased costs were due 
mainly to an underestimate of the material quantities and labor time required 
to install these facilities and were amply covered by the contingency fund. 

3.15 A ccmparison of the FY 1980-84 project financing plan given in the 
Staff Appraisal Report and the actual financing is set out below: 

IDA Credit 
IBRD (Loan 1732) 
GOE/EGPC 
Net Internal Cash 

Generation 

Total 

SAR 

50 .o 
2.5 

96.6 

5.9 

US$ Million 

Actual 

50.0 
2.5 

98.7 

Actual/SAR 
Difference 

2.1 

(5.9) 

(3 .8) 

Due to the lack of internal cash generation, GOE/EGPC financing was raised to 
103% of the amount in the SAR financing plan. The IDA Credit and the portion 
of Loan 1732-EGT (Gulf of Suez Gas Development Project) allocated to 
consultant services for this project were fully utilized • 

Disbursements 

3.16 Annex 2 presents actual disbursements as compared to the original 
disbursement schedule. No disbursements were made in 1980 as the Credit 
became effective only on December 4, 1980. Once disbursements began, they 
followed the projected profile closely except in the last period when they 
were substantially higher than expected. The Credit was completely disbursed 
in March 1983, approximately 9 months ahead of the projected date for 
completing disbursement. 

IV. Operating Performance 

4.01 The gas transmission and distribution system was first put into 
operation in 1981. It is planned to expand services to include approximately 
630,000 customers over the next 20 years. Petrogas operates the entire system 
with its own staff and without outside assistance. Bank supervision missions 
have found Petrogas personnel well trained and competent. No operational 
problems of any significance have been observed or ~~ed. Petrogas plans 
to give a contract for maintenance and repair to its joint venture subsidiary, 
NGPC. Transferring this work to NGPC appears to be an advantageous 
arrangement in that NGPC, as a result of its ongoing expansion of the 
distribution system, possesses the skilled manpower and construction equipment 
and consequently should be able to perform these services more cost 
effectively than Petrogas. 

4.02 Domestic gas sales did not develop as projected at appraisal. By the 
end of FY84 daily sales had only reached 70% of the projected average 1.0 cu. 
m. per household (para. 3.05). However, Petrogas expects to reach this 
average sales target by 1986 based on its previous LPG sales in the areas now 
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receiving gas and considering that a growing customer acceptance of gas can be 
expected because of its superior qualities as a domestic fuel. It seems 
reasonable that average per household consumption can increase to 1.0 cu. m. 
per day, but as already mentioned, the time taken to do so will depend on the 
availability and relative price of competing fuels. To increase overall gas 
sales, Petrogas has decided to establish a department with sole responsibility 
for expanding gas sales to commercial customers. The key staff which is to be 
engaged in this endeavor was receiving training in the U.K. at the time of the 
Bank mission visit to Cairo (September 1984). To increase domestic sales, it 
would be useful for Petrogas to undertake a customer survey to identify the 
main competing fuels (i.e., kerosene, LPG or electricity) in connected 
households and the scope for increasing gas consumption by those households. 
With this information, the tariff structure should be reexamined with a view 
to reducing the marginal price for the second increment of consumption, until 
such time as competing fuel prices can be increased (see para. 506). The 
following table compares gas sales as projected in the SAR with the latest 
available actual and revised projected sales. Approximately 10% of the 
revised project domestic gas sales are assumed to go to cocmnercial customers. 

SAR Projection 

FY ending JI.I'le 30: 

Danestic 
Pa.ier 

Total 

Actual am 
Revised Projection 

FY eooing Jure 30: 

Danestic & 
Ccmnercial 

P~r 

Gas Sales (in M-tscf/Year) 

1982 1983 1984 1985 

1,214 2,200 3,100 3,739 
4,440 4,440 4,440 4,440 

5,654 6,660 7,~ 8,179 

Actual 

1982 1983 1984 1985 

88 353 885 - 1,879 
795 3,178 4,017 3,531 

1990 1995 ax)() 

5,500 7,296 9,257 
2,m 2,220 2,220 

7,728 9,516 11,477 

------

RevisErl Projecticn 

19~ 1995 

4,007 
3,531 

5,895 
3,531 

2CXX) 

7,008 
3,531 

~05 

11,402 
2,220 

13,622 

2005 

8,288 
3,531 

883 3,531 4,902 5,540 8,228 9,426 10,619 11,819 

v. Institutional Performance 

5.01 Petrogas was originally established as a fully held subsidiary of 
EGPC for the purpose of implementing and operating the Cairo gas project • 
Since then, EGPC has also turned over to Petrogas the sale of natural gas to 
power plants and industry throughout Egypt. In addition to functioning as a 
natural gas utility, Petrogas has responsibility for distributing and 
marketing LPG throughout Egypt. The Petrogas Board of Directors comprises 
nine members including the chairman, who is also chief executive officer of 

.-
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the company. Four of the Board members are the individuals holding the 
company positions of Director Finance, Natural Gas Operations, LPG Operations 
and Technical Affairs respectively; these four members are appointed by 
Ministerial Decree. The other four members are elected by the company 
employees and serve four year terms. EGPC is not represented on the Board, a 
factor which gives the company considerable autonomy in its day-to-day 
operations. In policy and other substantive matters, however, EGPC exercises 
complete control through its budgetary powers and through a system of monthly 
and quarterly reviews of the company's operations and finances. 

5.02 Considering its short existence and the employment problems discussed 
below, Petrogas is a well functioning and managed company. An area needing 
improvement, however, is its accounting system, as previously noted (para. 
3.12). This shortcoming made it difficult and time consuming to evaluate the 
company's financial performance with respect to its separate operations. 
Steps to improve this situation were identified and agreed on during project 
preparation, but planned improvements were not implemented during the project 
period (para. 6.lO(c)). As indicated earlier, Petrogas has now decided to 
proceed with the necessary improvements and progress in this regard will be 
followed up by future Bank missions. 

5.03 Petrogas currently has about 4400 employees including 1200 engaged in 
natural gas operations. Considerable credit for the company's good operating 
performance can be given to its continuing effective training program. 
Company managers along with the training department review the company's 
training needs and develop a training program which after review and approval 
by the Petrogas Board goes into effect for the following fiscal year. Newly 
recruited technicians undergo a four month training course followed by on-the
job training as assistants in the company's various operations. The program 
includes career development and special training cours es for professional 
staff. An important element is overseas tr,ining for selected staff (15 for 
1984). Petrogas has two training centers.!.. Jn the Cairo area, and also 
utilizes a former Shell Oil training center! now operated for the entire 
petroleum sector. 

5.04 Like all public sector companies in Egypt, Petrogas is subject to the 
salary, benefits and employment policies prescribed by the government. This 
largely explains the company's reported high labor turn-over of 15%, which 
essentially represents the proportion of its employees who are successful in 
finding more attractive positions outside the public sector. The company must 
also comply with restrictive employment policies, such as not being able to 
recruit anyone with more than ten years experience and having to fill 
vacancies through internal promotion. As a result -e-f--tbese restrictions, 
Petrogas finds it difficult to recruit and retain the high calibre staff it 
needs for its operation. So far, the canpany has managed to cope with this 
difficulty by maintaining an intensive training program and the fact that job 
opportunities in the Gulf oil states have fallen off as a result of the slack 
demand for crude oil. Also, the company's skilled manpower problems are 
partly alleviated by the fact that it is permitted to employ personnel with 

.!._/ Almaza for technicians and Giza for administrative and accounting 
personnel. 

1_/ At El Manar in Cairo. 
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special expertise and experience on a contract basis for a period of up to two 
years without salary restrictions. 

Natural Gas Pricing 

5.05 A detailed account of natural gas pricing is given in Annex 5. At 
project appraisal gas was priced at LE 0.19 per MCF and had not been raised in 
over a decade. However it was recognized that the level of gas tariffs was 
constrained by the low domestic prices of competing fuels such as LPG and gas 
oil. While the general dialogue on the need for higher energy prices across
the-board continued between the Bank and GOE, the pricing objectives of the 
project were: (a) to break the pattern of unchanged gas prices by increasing 
the price for gas delivered by the project as far as possible, given the 
prices of competing fuels; and (b) to establish a system for linking consumer 
and producer gas prices by defining the financial margins needed by Petrogas 
to cover its operations and contribute to expansion of the gas distribution 
system. 

5.06 For the two turbine powered electricity generating stations a minimum 
gas price of LE 0.51 per MCF was derived as a compromise between the thermal 
equivalent of the local gas oil price (LE 0.84 per MCF) and the LE 0.19 per 
MCF price to thermal power plants. The actual price to the two power stations 
has been around LE 0.55 per MCF since these stations went into operation. For 
the household consumers it was estimated from LPG consumption data that an 
average price of about LE 3.0 per MCF would generate sufficient revenue for 
Petrogas to meet the financial objectives prescribed in the Development Credit 
Agreement (para. 3, Annex 6). However, a price of LE 3 .0/MCF is equivalent to 
more than doubling the price of LPG, the fuel being replaced. At this price, 
it is doubtful that many of the residents in the area would wish to convert to 
natural gas. The Bank recoannended, and the Government established by a decree 
dated, March 24, 1981, a graduated tariff structure where the initial block 
would cost only slightly more than domestically priced LPG. The domestic gas 
tariff, shown below, was designed to generate an average revenue of LE 3.0/MCF 
while only moderately affecting the domestic fuel bill of the poor whose 
consumption level would normally not reach the higher unit price brackets 
(para. 9.05). This tariff structure was to be in effect for a period of five 
years. 

Quantities 

Per month (cum) 

0-22.5 
22.6-37.5 
37.6-52.5 

above 52.5 

Price/(LE) 

Per cum 

0.055 
0.145 
0.180 
0.330 

Per Mcf 

1.56 
4.11 
5.10 
9.34 

With hindsight, it seems apparent that IDA and Petrogas set overly high price 
objectives for domestic consumers, given the constraint imposed by the low 
prices of competing fuels. Nearly three-four3hs of all consumers in FY84 
limited their consumption to less than 22.5 m /month, to avoid the major 
increase in price for additional gas. Until a new consumer survey is 
undertaken, it is not possible to know to what extent these households are 
augmenting their gas with LPG or electricity and to what extent they are 
simply using lower total volumes of energy. However, it is probable that 



• 

• 

• 

- 12 -

total revenues could be increased by reducing the price of the second block of 
the tariff in order to stimulate increased gas consumption. Petrogas should 
review its gas tariff structure (including tariffs to power, commercial and 
industrial users) based on its initial experience and the different prices now 
prevailing for competing fuels in each sector. 

VI. Financial Performance 

Petrogas' Accounting Procedures 

6.01 Petrogas' operations comprise the transportation and distribution of 
both LPG and natural gas and separate budgets are prepared for these 
activ1t1es. Although no separate financial statements are prepared for 
Petrogas' gas operations, its accounting procedures permit identification of 
revenues, expenditures and other financial information pertaining to overall 
natural gas activities. The analysis of Petrogas accounting is a time 
consuming process, however, especially in respect to isolating relevant 
project data. The financial information given in this chapter is derived from 
Petrogas' financial statements and the necessary analysis to isolate relevant 
data for its natural gas operations in the project areas has been done with 
the assistance of Petrogas' accounting department. 

6.02 During negotiations, Petrogas agreed to revalue its fixed assets 
related to natural gas according to methods acceptable to IDA and a United 
Nations index for machinery and equipment exported by developed countries was 
to be used for this purpose. For SAR financial projec t ions, a revaluation 
rate of 10% a year was assumed (annual inflation was projected to be about 12% 
p.a.). Petrogas did not carry out this revaluation exercise. However, the 
official exchange rate between the LE and US$ remained stable during the 1980-
84 project period and worldwide inflation was below projections. Petrogas' 
book values of imported fixed assets contracted in Bri t ish pounds for the 
project and representing about 55% of total project cost, therefore, reflect 
replacement costs reasonably well. Local inflation, however, has been over 
10-15% p.a. and the official exchange rate between the LE and the US dollar 
may not be realistic. In this report, the comparison between actual financial 
results and appraisal projections is on historic cost basis. 

Petrogas' Financial Performance 

6.03 A summary of Petrogas' recent consolidated (LPG and gas) financial 
performance is given below: 

FY Ending June 30: 

Revenues, sales 

Operating costs 

Net Profit 

Rate of Return(%) 

Operating Ratio(%) 

1982 - 1983 

66.3 

60. 7 

4.3 

9.5 

92 

(LE Mil lion) 

73.3 

67.2 

3.9 

6.0 

92 

1984 

86.1 

80.8 

5.2 

4.0 

94 
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On the whole, Petrogas' financial performance deteriorated during the project 
period mainly due to the Government's pricing policy (see Annex 5), but 
operations still showed a net profit in 1984. This net profit, however, 
consists of losses on Petrogas' natural gas operations canpensated by gains on 
its LPG operations. 

6.04 A s1.mDnary of Petrogas' financial position as of June 30, 1984 is 
given below: 

LE Million % 

Fixed Assets 185 .9 102 
Less: Depreciation 38 .8 21 
Net Fixed Assets 147.1 81 
Other assets, net 34.7 19 

TOTAL ASSETS 181.8 100 

Equity 146 .8 81 
Long-tenn Debt 35.0 19 

TOTAL LIABILITIES 181.8 100 

Current Ratio (times) 1.1 

During the FYs 80-84 project period, EGPC transferred LE 98.4 million to 
Petrogas in form of equity contributions. This permit t ed Petrogas to maintain 
a low debt/equity ratio despite substantial losses on it s operations and in
vestments in i t s natural gas operations. 

Financial Performance of Petrogas' Gas Operations in the Project Areas 

6.05 Income Statements and appraisal estimates for Petrogas' natural gas 
operations in FYs 80-84 are given in Annex 3. A summary is given below: 

FY Ending June 30: 1980 1981 1982 1983 1984 

(LE Million) 

Revenues: Appraisal 1.3 3.8 6 .4 ----S) . 7 12.7 
Actual .6 2.8 4.4 

Operating Ratio(%): Appraisal 129 86 82 79 75 
Actual - 720 270 240 

Rate of Return(%): Appraisal (2.0) 1.8 2.8 3.6 5.7 
Actual -(18 .4) (7 .9) (6.4) 

6.06 Natural gas revenues fall short of appraisal estimates mainly due to: 
(i) about two years delay in gas deliveries; (ii) lower than expected per 
household gas conslDilption; and (iii) lower than projected gas prices. 
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Furthermore, appraisal estimates of increases in gas consumption, especially 
for the early part of the project period may be on the high side. A detailed 
account of natural gas pricing is given in Annex 5. The following table 
illustrates the case: 

FY ending Jme 30: 

Danestic Camections (1,000) 

~p. i;:er oouseoold (mcf) 

Sales: Danes tic (Micf) 

Power (Micf) 

Prices: 

Purchase (IE/Mcf) 

Danestic Sales (IE/Mcf) 

Power Sales (IE/Mcf) 

Appr 

84.5 

14.4 

1,214 

4,440 

.23 

3.00 

.62 

1~2 

Actual 

29.6 

3.0 

88 

795 

.3) 

1.80 

.55 

Appr 

153.0 

14.5 

2,220 

4,440 

.25 

3.00 

.68 

1~3 

Actual 

126.0 

2.8 

353 

3,178 

.19 

2.42 

.54 

Appr 

212.0 

14.7 

3,lCB 

4,440 

.28 

3.00 

.75 

1~ 

Actual 

150.8 

5.9 

885 

4,017 

.21 

2.24 

.57 

6.07 As a result, natural gas revenues did not cove r operating 
expenditures and much less so debt service. To achieve the covenanted rate of 
return of 3% for FYs 84-85, a combination of: (a) incre ased connection of 
commercial and household customers; and (b) increased gas tariffs (or 
restructuring the tariff (para. 4.02)) for households as well as higher rates 
for power stations would be necessary. To encourage more households to 
convert to natural gas, LPG prices may have to be increased and/or 
distribution of LPG may have to be curtailed in areas where natural gas 1.s 
supp lied. 

6.08 As of June 30, 1984, Petrogas' financial position as regards to its 
natural gas operations was sound, mainly due to equity contributions by 
EGPC. FYs 80-84 balance sheets and corresponding appraisal projections are 1.n 
Annex 3. A summary as of June 30, 1984, is given below: 
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LE Million % 

Appraisal Actual Appraisal Actual 

Fixed Assets 67.2 112 .1 116 93 
Less: Depreciation 12.4 14 .1 21 12 
Net Fixed Assets 54.8 98.0 95 85 
Other Assets, net 2.9 16 .8 5 15 

TarAL ASSETS 57.7 114.8 100 100 

Equity 21.2 79.8 37 70 
Long-term Debt 36.5 35.0 63 30 

TOTAL - LIABILITIES 57.7 114 .8 100 100 

Current Ratio (times) 7.24 2.90 

Financing Plan 

6.09 Funds flow statements and appraisal estimates for Petrogas' natural 
gas operations are at Annex 3. A summary is given below: 

FYs 80-84 

Sources 

Internal Cash Generation 
Less: Debt Service 
Net Internal Generation 
Long-term debt 
EGPC Contributions 
Use of Reserves 

Total Sources 

Uses 

Capital Investment 
Increased Working Capital 

Total Uses 

Debt Service Coverage (times) 

Appraisal Actual 

(LE Mi llion) 

18.9 
9.4 
9.5 

36.5 
24.2 

70. 2 

67.3 
2.9 

70.2 

2.0 

(.8) 
6.7 

( 7. 5) 
35.0 
98 .4 

2.9 
128.8 

112 .o 
16.8 

128.8 

Neg. 

The cash generation of Petrogas FYs 80-84 natural gas operations was negative 
and GOE made up for the shortfalls through higher than projected capital 
contributions by EGPC. Capital investments to be financed by GOE (carcassing, 
appliance conversion and other external and internal services) were not taken 
into account for SAR financial projections of Petrogas' flow of funds. 
Petrogas' financial statements for its natural gas operations include these 
items. Therefore, appraised capital investment (LE 67.3 million) would have 
to be increased by about LE 41.5 million to a total of about LE 108.8 million, 
to be comparable with actual capital investment of LE 112.0 million. 
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Financial Covenants 

(a) Proceeds of the Credit were onlent t o Petrogas according to a 
subsidiary loan agreement accepted by IDA (Project Agreement); 

(b) EGPC provided Petrogas with all funds and resources required to 
canplete the project (Project Agreement, Section 2.13), to meet 
its debt service requirements and to provide adequate working 
capital; 

(c) Petrogas did not appoint consultants to design and implement a 
management information system, establish separate accounts for 
LPG and natural gas, improve its financial management and cost 
control and review internal audit arrangements for its overall 
operations (Project Agreement, Section 4.01). However, 
Petrogas intends to take steps to comply with this covenant, 
possibly by the end of 1985; 

(d) Petrogas did not submit audited project and other accounts to 
IDA during the project period as covenanted (Project Agreement, 
Section 4.02). However, financial statements (without audit 
reports) and other information necessary for the separation of 
Petrogas' natural gas activities were made available to IDA 
missions; 

(e) EPGC and Petrogas did not enter into a f ormal gas sales 
contract (Project Agreement, Section 4. 03), but gas supplies 
and purchase prices were below appraisa l projections (Annex 5, 
para. 5). Gas sales are also officially incorporated in EPGC's 
budget; 

(f) Petrogas did not obtain an increase in gas prices to realize a 
3% rate of return in FYs 84-85 (Project Agreement, Section 
4.06) or other financial objectives for the project. The 
graduated price structure agreed to with the Association 
(Project Agreement, Section 4.04) did not produce the expected 
average LE 3.0 per Mscf revenue per household and prices were 
not revised due to Government's policy against price increases; 

(g) Pe t rogas did not produce a debt service ratio of 1.5, but, 
except for the IDA credit, no new debt was incurred (Project 
Agreement, Section 4.05) as shortfalls were covered by EGPC 
equity contributions; and 

(h) Petrogas does not revalue its natural gas related assets 
(Project Agreement, Section 4.06(v)) as agreed. Until its 
accounting system is improved (see (c) above), there is little 
scope for this exercise; 

Economic Performance 

7.01 The basis for the economic benefit analysis was that natural gas 
would substitute for fuel oil in the absence of the project and for LPG and 
gas oil with the project. Accordingly, the economic benefit was measured by 
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the economic value of LPG and gas oil replaced by the project on the one hand 
and that of the equivalent of fuel oil on the other. 

7.02 The economic rate of return (ERR) was calculated in the SAR on the 
basis of an average daily household consumptions of 1.0 cu.m increasing at the 
rate of 1.0% per year!/ In reevaluating the ERR actual gas consumption volumes 
were used up to FY84,- 0.8 cu.m per day in FY85 and from FY86 on at a 
constant 1.0 cu.m per day. This approach was based on the premise that by 
FY86 domestic consumption, determined from LPG sales in the area, would be 
fully realized and that there would be no yearly increase in average household 
consumption thereafter. The economic value of the three petroleum products 
concerned are as follows in LE per ton: 

LPG (CIF) 
Gas Oil (CIF) 
Fuel Oil (FOB) 

SAR Value 

245 
224 
105 

FY82 

210 
W2 
113 

Actual Values 

FY83 

210 
172 
113 

FY84 

210 
165 
123 

From 1984 the three product prices have been assumed to adjust in real terms 
in accordance with World Bank projections of the movement of average OPEC 
petroleum prices • 

7.03 Taking into account the revised gas volumes and product prices the 
reevaluated ERR is 14.2% compared to 44% in the SAR. ( See Annex 5 for the 
reevaluation calculation). A principal reason for the lower ERR is the change 
in petroleum prices noted above. For example, comparing FY84 prices with the 
SAR values LPG and gas oil fell 14% and 26% respective l y while fuel oil rose 
17%. Each of these price movements reduced the benefit from substituting 
fuels. Looking at it another way, the difference in benefits from replacing 
LPG was reduced from LE 140 to LE 87 per ton, a 38% reduction, and for gas oil 
the difference was an even more drastic drop from LE 119 to LE 42 per ton, a 
65% reduction. Using the SAR product prices the ERR would have been 23%. The 
EER is quite sensitive to the average daily gas consumption period per 
household. If this consumption level should only average 0.8 cu. m. (instead 
of 1.0) the EER would only be 9.8%. 

7.04 The other factor which greatly reduced the ERR is the lower volume of 
gas consumption, especially in the early years, as illustrated below: 

1_/ Based on data for full years, the average daily household consumption 
was: 0.23 cu. m. in FY82 and FY83 and 0.43 cu. m. in FY84. However, 
the average household consumption reached 7 cu. m. a day during the 
last month of FY84 (see para. 4.02). 
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Actual 

FY81 

4,900 
0 
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FY82 

5,700 
880 

FY83 

6,700 
3,500 

(MMscf) 
FY84 

7,500 
4,900 

FY85 

8,200 
5,400 (Est.) 

On the cost side, the reduction 1n gas consumption did not result in matching 
savings. Fixed operating costs do not vary with gas consumption, and the non
fuel variable costs are assumed to be a function of customers connected to the 
system and not with quantity of gas consumed. 

7.05 A number of social benefits can be attributed to the project. For 
one, the project provides a more convenient and safer fuel for Petrogas' 
existing and future customers. Then, too, new employment was created for well 
over a thousand people, not counting the large work force recruited during 
peak construction activities. The skills acquired during the implementation 
period provided an opportunity for a substantial number of Egyptian workers to 
find well paying employment abroad, especially in the Persian Gulf area. 

VIII. Performance of IDA 

8.01 An excellent working 
throughout the project cycle. 
suggestions from IDA missions 
helpful • 

relationship was maintained with Petrogas 
Petrogas confirms that recounnendations and 

during implementation of the project were 

8.02 Through its part1c1pation in the project, the Association was able to 
make some positive institutional and project related contributions. During 
the preparation stage, IDA staff brought to the attention of EGPC the 
shortcomings of the low pressure natural gas distribut i on system recounnended 
by its consultant. As a result, a much more economical and flexible 
distribution system was selected for the project. Training and staffing 
provisions required by the Association played a significant role in the 
competent performance of Petrogas project management and operating personnel, 
as well as the successful completion of the project. IDA was successful in 
having EGPC and Petrogas adopt a graduated natural gas price which fell short 
of achieving the desired financial goals but which nevertheless on average is 
twice the amount paid for the equivalent quantity of the highly subsidized LPG 
which natural gas replaces, and more than 100% higher than average gas prices 
elsewhere in Egypt. IDA's attempt to support the project's financial 
performance through a price regime included in the financial covenants, 
however, was not successful, and judging from the apparent consumer resistance 
to the present tariff, increasing the prices of gas--m-ay--not necessarily 
produce the anticipated revenue increase, unless the prices of competing fuels 
can also be raised. 

8.03 Rationalizing energy prices has been a central issue in the Bank 
Group's operations in Egypt's petroleum sector. Through the Cairo project, 
the Association has been able to bring about a small but not unimportant step 
toward a more realistic pricing policy. The pattern of unchanged gas prices 
was broken, and the principle of restricting subsidies to low volume consumers 
was established through the increasing block tariff structure. However, the 
objectives IDA set for average tariff levels proved to be unrealistic in view 
of the low prices of competing fuels. This risk was recognized at appraisal, 
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and was thought to be mitigated somewhat by the low gas price for the initial 
consumption block. Future tariff changes should take account of the initial 
experience of cons\.Uil.er resistance to prices as high as those of the second 
consumption block (over LE4/mcf), and aim to maximize total revenue within the 
constraints of competing fuel prices, rather than achieve a set level of 
average revenue. 

IX. Conclusion and Lessons Learned 

9.01 The project was successfully implemented within a tight time schedule 
and with a significant cost saving. This accomplislnnent is due to a large 
extent to the fact that a competent contractor was given sole responsibility 
for installing all the project facilities (except the high pressure 
transmission pipeline) on a turnkey basis. Implementation experience 
indicates that coordinating the ongoing construction and other project related 
activities under split responsibility and the duplication of effort in 
training local craftsmen and mobilizing construction equipment and manpower 
would have been major negative factors if the project had been divided up into 
smaller contract packages. As it turned out, the contractor was only able to 
complete the project on time by mobilizing a large expatriate work force and 
with an intensive training program to develop a local labor pool and a "crash 
program" finish during the final contract year. It is doubtful that this feat 
could have been achieved with multiple contractors responsible for different 
components of the project • 

9.02 In retrospect, it was a mistake to subcontrac t construction of the 
high pressure transmission pipeline to the EGPC construction subsidiary. 
Responsibility for the pipeline should have been retained by the turnkey 
contractor, who should have been free to arrange construction in any manner he 
found necessary to meet the completion commitment. Wi t hout the availability 
of an alternative supply, there would have been no gas for converting and 
supplying the households in the three Cairo districts beyond Helwan until 
about June 1983 when the Helwan-Maadi section was finally completed. This 
experience illustrates the importance of selecting a contractor (or 
subcontractor) with the necessary resources and competence for such a critical 
part of a project. 

9.03 The delays in converting the electric power stations at Nasr City and 
Heliopolis caused an equivalent delay in realizing the benefits fran 
substituting natural gas for an expensive petroleum product partly imported. 
A more effective arrangement would have been to include the power station 
conversion work in the project and make Petrogas responsible for 
implementation. 

9.04 For a newly created organization entering a new field of activity, 
training and backup support by qualified consultants are of paramount 
importance. The stress put on this aspect of the project by the Association 
undoubtedly contributed to Petrogas' present capability to carry on its 
operations and expansion program without outside assistance. 

9.05 The graduated gas tariff enacted in 1981 is a four tier pricing 
system which sets the prices for the lowest cons\.Uil.ption bracket at slightly 
higher than the equivalent LPG price and for the next three higher brackets at 
multiple of 2.6, 3.3 and 6.0 times the lowest bracket. The objective was to 



• 

• 

• 

- 20 -

make gas affordable to the poor (provided they limited consumption to the 
minimum price bracket) and having the more affluent customers pay the lion's 
share through their higher consumption and the increasingly higher rates paid 
for larger increments of consumption. The graduated rates were based on a 
thorough survey of LPG consumption patterns in the four Cairo districts and 
were to produce sufficient revenues to make gas distribution a financially 
viable enterprise. Experience from the first three years of operation 
indicates that this aim is not likely to be met without a complete restructur
ing of both gas prices and those of competing fuels. This suggests two 
lessons: first, that sector-wide pricing constraints set an important limit 
to what can be achieved through a project dealing with one-subsector and one 
price; and, second, that in a distorted price envirorment such as Egypt's, it 
is important to closely monitor the initial effects of a new tariff and to 
adjust its level or structure as necessary to better achieve financial and 
economic objectives. Rigid covenants tied to specific average prices may be 
counterproductive in such circumstances. 

9.06 The project demonstrates that gas distribution networks aimed at low 
volume (e.g., no space heating) domestic consumers should also include and 
promote, to the maximum extent economically and financially justified, sales 
to industrial and coonnercial users. This measure will enhance revenues from 
gas sales because of t he higher gas volumes involved and because from a 
political standpoint, gas prices can be fixed and maintained at a more 
realistic level than in the case of domestic customers. It is particularly 
important to build up sales rapidly in the early years because of the heavy 
front end investment required for a gas distribution system, particularly when 
installation costs are not borne by the customers • 
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PROJECT COMPLETION REPORT 

Compariso n of Estimated and Actual Project Costs 

Appraisal Estimates Actual Costs 
LE Million US$ Million LF. MU lion US$ Million 

Foreign Local Total Fore l.gn Local Total Foreign Local Total Foreign Local Total 

High Pressure 
Transmission Pipeline 9.7 4.7 14 .4 ( 1. I 6.8 20.8 9.2 5. 0 14. 2 13.1 7.2 20.5 

Odorizing Unit 0.2 0.1 0.3 ().) 0 .1 0.4 0 .2 0.1 0.3 0.3 0.1 0.4 

Pressure Regulatory 
Stations 1.0 0.5 l. 5 J. ./1 0.7 2.1 l.4 0 .7 2.1 2.0 1.0 3.0 

Distribution Network 

Mains 9.9 4.9 14.8 14 .L, 7.0 21.4 12. 3 6.li 18.9 17 .9 9.6 27.5 
Service Lines 3.1 l.5 4.6 4.4 2 . 2 6.6 l.9 1.0 2.9 2.7 1.5 4.2 
Regulators 2.4 1.2 3.6 ).5 1.7 5.2 2.8 l.4 4.2 4.0 2.0 6.0 
Inf ills LO 0.6 l.6 1. 4 0.9 2.3 

Gas Meters 5.7 2.8 8.5 8. 2 4.l 12.1 5.9 3.2 9.1 8.li 4 .Ii 13.2 

Extern~! Service Line 
Including Lateral 
Risers, etc. 8.7 4.2 12.9 12 . 5 6,1 18 .6 12.li 6.R 19.4 18. 1 l<l.9 28.2 

Internal Services 8.1 4.0 12.l 11. 7 5 .7 17.4 12.4 Ii. 7 19 .1 18.0 9.7 27.2 
I 

Conversion of Appliances 4. 7 I 2. 1 7.0 6 . 8 ). 1 10. l 3.2 1.8 5.0 4.7 2 .Ii 7.1 

Training 1.0· 0.5 1.5 l, l , 0.7 2.1 0.7 0.4 l.1 l.0 0.6 l.6 

Consultancy 3.0 0.5 3.5 4.) 0 .7 5.0 2.~ l. l 3.3 3.2 1. 7 4.<l 

Basic Project Cost 58.5 27.8 86.3 84.1 40.0 124.3 64.8 14.8 99.li 94.0 50. 5 144. 5 

Physical Contingency 5.8 2.8 8.6 8 .1, 4.0 12.4 

Price Contingency 7.7 5.0 12. 7 11. l 7.2 18.3 

Subtotal 72.0 35.6 107.6 103.8 51.2 155.0 64.8 34.8 99.6 94.0 50.5 144.5 

Lese Exchange Rate 
Differences (7.4) (7 .4) (10. 7) (10. 7) 

Subtotal 72.0 35.6 107 .6 103.8 51.2 155.0 57.4 34.8 92.2 83.3 50.5 133.8 

Transferred Fixed Assets 12.2 12.2 17.4 17.4 

TOTAL PROJECT COST 72.0 35.6 107.6 103.8 51.2 155.0 57.4 47.0 104.4 83.3 67.9 151. 2 
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Fiscal Year 
and Quarter 

1980/81 
Dec. 31, 1980 
March 31, 1980 
June 30, 1981 

1981/82 

Sept. 30, 1981 
Dec. 31, 1981 
March 31, 1982 
June 30, 1982 

1982/83 

Sept. 30, 1982 
Dec. 31, 1982 
March 31, 1983 
June 30, 1983 

1983/84 

Sept. 30, 1983 
Dec. 31, 1983 

Credit Closing 

EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 
PROJECT COMPLETION REPORT 
Schedule of Disbursements 

ANNEX 2 

Cumulative Disbursement (US$ thousand) 

Actual 
Total 

15,620 
23,273 

25,420 
27,203 
30,291 
37,748 

43,748 
49,700 
50,000 

12/31/85 

Appraisal 
Total 

15,000 
15,620 
21,000 

24,000 
26,700 
29,400 
32,100 

34,800 
37,600 
40,700 
43,800 

46,900 
50,000 

12/31/85 

Actual 
Disbursement 

as% of Appraisal Estimate 

87% 
111% 

106% 
102% 
103% 
117% 

126% 
133% 
123% 
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FY ended June 30: 

Gas Dwellings Avfcrage Number 

Sale of Gas 
Private Users, HHcf 
Power Stations, MMcf 

Unit Price of Gas 
Private Users, LE/Mcf 
Power Stations, LE/Mcf 

Unit Cost of Gas LE/Mcf 

REVENUES 

Sales of Gas 
Private Users 
Power Stations 
Related Services 

TOTAL RESERVES 

OPERATING EXPENSES 

Gas Purchased 
Depreciation Charge 
Gas Fixed Operating Cost 
Gas Variable Operating Cost 

TOTAL OPERATING COST 

Net Income Before Interest 
Interest 
INCOME AFTER INTEREST AND TAXES 

Operating Ratio(%) 

Rate of Return(%) 

1980 
Appralsal 

4,000 

56 
2,220 

3.00 
0.51 
0.19 

169 
1,132 

1,30T 

433 
991 
220 
37 

1,680 

(379) 
464 

(843) 

129 

(2.01) 

Actual 

• 
EGYPT 

CAIRO GAS DI STR IR UT ION PROJECT 
PETROGAS, GAS OPERATIONS 

INCOME STATEMENT 
(In LF. Thousanci) 

1981 1982 
~rnlsal Act11al Appralsal Actual 

lfl, 500 84,500 2'l,500 

434 1, 214 88 
4,440 4,440 795 

1 . 00 3.()0 I.BO 
f).56 0.62 0.55 
0 . 21 0.23 0.20 

I, 302 3,64) 159 
2 ,486 2,753 435 

42 
- -.l,788 6,396 ~ 

1,024 1, 300 178 
1,575 2,455 2,782 

)61 512 I, 180 
309 940 432 

3,271 5,228 4,ill 

518 1, ]67 (3,936) 
_!_, 300 ~ ~ 

_(782) (818) (5,280) 

86 82 720 

I. 79 2. 77 (18.4) 

• 
1983 1984 

Appralsal Actual Appraisal Actual 

153,000 125,9'l0 212,000 150,800 

2,220 353 3,018 885 
4,440 3,178 4,400 4,017 

3.()0 2.42 3.()0 2.24 
0.68 0.54 0.75 0.57 
0.25 0.19 0.28 0.21 

6 ,660 854 9,324 1 ,f\78 
3,019 1,729 '3,330 2,301 

202 261 
9,679 ~ 12,654 4,442 

1,665 670 2,113 1,024 
3,535 4,737 3,892 6,542 

586 1,298 644 1,428 
1,874 871 2,856 1,538 
7,659 7,576 9,505 10,532 

2,020 (4,791) 3,149 (6,090) 
2,653 ~ 3,008 2,890 
(633) (7,287) 141 (8,980) 

79 270 75 240 

3.56 (7. 9) 5.74 (6.4) '"CJ> 
P> z 

()Q z 
.. Pl 

>< 
I-' 

w 
0 ..... 
w 
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DISTIBUTION PROJECT 
PETROGAS, Gas Operations 

BALANCE SHEET 
(In LE Thousancl) 

FY Ended June 30: 1980 1981 1982 
Aeerais;-r- Actual Aepra i <;;-r- Actual Aeeraisal Actual 

ASSETS 

Gross Fixed Assets 19,281 31,507 47,120 42,878 
Less Accumulated Depreciation 991 2i2£1 ~ ~ 
Net Fixed Assets 18,830 28,941 42,098 40,096 

Accounts Receivable 107 111 731 526 4,069 
Cash 39 I I .t, 179 192 175 
Others (incl. Inventories) 35.752 20,266 
TOTAL ASSETS 18,976 29, 3nl 36,662 42,816 64,606 

LIABILITIES AND EQUITY 

Capital 8,522 10, 57L 17,181 29,228 
State Bond Reserves 362 _!_,_!!11_ 
TOTAL CAPITAL & RESERVES a,fil 1(),571 --m- 17,TiIT 30,411 

Accumulated Losses (843) Q.,g'U_ (2,443) (5,280) 
TOTAL EQUITY 7,679 8, 91,6 --m- 14,738 25,111 

Long-term Debt 11,240 20, 280 27,850 26,416 
Accounts Payable 57 119 36,300 228 13,059 
TOTAL LIABILITIES & EQUITY 18,976 29,3(~ 36,662 42,816 64,606 

Debt/Equity Ratio 0.59 o.oo 0. 69 o.oo 0.65 o. 51 
Current Ratio 2.58 o.oo 3.ll5 1.00 1.15 1.87 

1983 
Appraisal Actual 

65,359 78,717 

~ ~ 
56,803 71, l 98 

796 5,424 
290 l, 3 lfl 

20,285 
57,889 98,225 

24,166 57,074 

~ 
24,166 58,988 

(3,076) (12,567) 
21,090 46,421 

36,460 35,000 
339 16,804 

57,889 98,225 

0.63 0.43 
3.20 1.61 

1984 
Annra1sar-

67,258 
12,448 
54,810 

1,040 
2,302 

58,152 

24,166 

24, 166 

(2,935) 
21,231 

36,460 
461 

58,152 

0.63 
7.24 

• 
Actual 

112,051 
14,061 
97,990 

5,729 
2,674 

17,186 
123,579 

98,416 
2,896 

101,312 

(21,547) 
79,765 

35,000 
8,814 

123,579 

0.30 
2.90 

.. 

~ 

""> 
"'z 

(IQ z 
n,"' 

X 
N 

w 
0 

w 
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CAIRO GAS DISTRIBUTION PROJ~:CT 
PF.TROGAS, GAS OPERATIONS 

SOURCES AND APPLICATION OF FUNDS 
(In LE Thousa nd) 

1980 1981 1982 1983 1984 1980-84 
Aeeraisal Actual Aeeraisal Actual Aeerai.sal Actual Aeeraisal Actual Aeeraisal Actual Aeerai.sal Actual 

'OURCES OF FUNDS 

Net Income before Interest (379) 518 1,167 (3,936) 2,020 (4,791) 3,149 (6,090) 6,475 (14,817) 
Depreciation 991 1,575 2,455 2,782 3,534 4,737 3,892 6,542 12,447 14,061 

internal Cash Generation ~ 2,093 3,622 (1,154) 5,554 ----W) 7,041 ~ 18,922 (756) 

Lncrease in Accounts Payable 57 83 36,300 89 (23,241) ll l , 3,745 122 (7,990) 462 8,814 
Long-Term Debt 11,240 9,040 7,570 26,416 8,610 8,584- 36,460 35,000 
EGPC Contri.buti6n 8,522 2,049 6,610 29,288 6,985 27,846 -41, 342 24, l lili 98 ,4 lfi 

Reserves 362 821 731 982 2,896 

TOTAL SOURCES 20,431 13,265 36,662 17,891 32,070 21,260 40,852 ~ 34,786 80,010 144,370 

USl':S OF FUNDS 

Capital Expenditure 19,821 11,686 15,614 42,878 18,239 35,839 1,899 33,334 67,259 12,051 
lnc rease in Accounts Receivable 107 204 731 214 3,338 270 1,355 244 305 1,039 5,729 
lncrease in Cash 39 75 179 78 (4) 99 1, 143 2,011 1,356 2,302 2,674 

Interest Long-Term Debt 464 1,300 l, 985 1,344 2,653 2,496 3,008 2,890 9,410 6,730 

[ncrease in Inventory & others 35,752 (15,486) 19 (3,099) 17,186 

TOTAL APPLICATIONS 20,431 13,265 36,662 .!.I....ll.2.!. 32,070 21,260 40,852 7,163 34,786 80,010 144,370 

Debt Service Coverage l. 32 l.61 l.82 Neg. 2.09 Neg. 2.14 0.16 2. 01 Neg. 

"O> 
I» z 
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CAIRO GAS DISTRIBUTION PROJE 
------------------------------

Eror,01ic Analvsis 
-----------------
(Ir, LE Thousand) 

(PCR Re evaluation of ERR) 

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

Cost of LPG (CIF> LE/ton 0 0 210,0 210,0 210,0 197 ,4 197 ,4 206,2 215,4 225,0 235,0 244,6 254,5 
Cost of Fi.,el Di 1 (FOB > LE/ton 0 0 113,0 11 3,0 123,0 115,6 115,6 120, 8 126, 2 131,8 137,7 143,3 149, 1 
Cost of Gas Oil <CIF) LE/too 0 0 202,0 172 ,n 165,0 155, 1 1c;5, 1 162,0 169 ,2 176 .0 184. 7 192,2 200,0 

Natural Gas Alternative 
---------------------·--
Owellin9s using Nat1.1ral Gas 29,550 125 ,950 lt0,800 172,000 212,000 252,000 292,000 332,000 354,000 372,000 391,000 

Households Consuaption (llllscf) 0 0 88,00 353,00 885,00 1,772,91 2,731.51 3,246,89 3,762 , 27 4,277 ,65 4,561.lj 4,793,03 5,037 ,84 
Coaaercial consu1ption (llllscf) 0 0 0 0 105,9 111.2 116,5 122,5 128,9 135. 136,7 138,1 
Power Slatior,s Consu1ption (llllscf) 0 0 794, 52 3,178,08 4,016,74 3,531.47 3,531.47 3,531,47 3,531,47 3,531,47 3,531.4 3,531.47 3,531,47 

Total Consu1ption of Gas (llllscf) 0 0 883 3,531 4,902 5,410 6,374 6,895 7,416 7,938 8,228 8,461 8,707 

Consu1ption of rue! Oil as Replace1ent 
for Gas Consuaed (tons) 0 0 23,713,3 94,880, 1 131,709,8 145,374,1 171,274,3 185,265,0 199,274,5 213,294,7 221,083,2 227,352,6 233,968,1 

Costs Involved in Natural Gas Alternative 
Cost of Gas Purchased 178,3 670,9 1,024, 2 I, 141.6 1,345,0 1,454.8 1,564,8 1,674 ,9 1,736 ,1 1,785,3 1,837 ,3 
Fi xed Assets Acquisition 0 5,553,0 42,003 ,0 35,731 ,0 34,078,0 9,540.0 2,011,0 1,973,0 2,010, 2 1,973.4 1,910,2 1,973,4 1,910, 2 
8otlles in exchan9e for carcassin9/conversion (435,0) (2,175,0 1 (2,829,0) (3 ,161,0) 
Natural Cr.; Project Fixed Operating Costs 1,180,0 1,298,0 1,428,0 1,180,0 1,180.0 1,180,0 1,180,0 1,180,0 1,180,0 1,180,0 1,180,0 
Nat1Jral Gas Project Variable Operatin9 Costs 432,0 871 ,0 1,538,0 1,898.9 2,340 ,5 2,782, I 3,048,5 3,466, 1 3,695.8 3,883,7 4,082,0 
Cost of Fuel used as replaceaent 

for Gas Consu1ed 0 2,679 ,6 10, 721.5 16,200,3 16,808,2 19,802,7 22,375,7 25 ,141, 1 28,110 ,1 30,436, 1 32,569,9 34,878,5 

Total Costs Involved in Natural Gas Solution 0 5,553,0 46,037 ,9 47,117, 4 SI ,439,5 27 ,407.6 26,679 ,2 29,765,6 32,944, 6 36,404,5 :39,958,1 41,392,3 43,887,9 

LPG Gas-Oil Alternative (without Project ) 
-----------------------------------------

Owellin9 using LPG 0 0 29,550 ,0 125,950,0 150 ,800,0 172,000.0 212,000.0 252,000,0 292 ,000,0 332,000,0 354,000,0 372,000,0 391,000,0 
Cor,su1ption of LPG (tons) 0 0 2,116,4 8,489 ,7 21,284,3 45, 185,3 68,367,3 80,889 ,6 93,428,8 105,977,6 112,948.7 118,560, I 124,481,3 
Giis Oil Cons•Jaed by Power Stations (tons) 0 0 20,856,2 83,424,6 105 ,439, 4 92,701.1 92,701.1 92,701.1 92,701. I 92,701,1 92,701, 1 92,701,1 92,701,1 

Costs Involved in LPG Alternative 
Cost of LPG Purchased 0 0 444 ,4 1,782, 8 4,469, 7 8,919,6 13,495,7 16,679,8 20,124,6 23,845,8 26,547,8 28,998, 1 31,682,5 

~~ 
LPG Operatin~ Cost 0 0 69 ,8 314, 3 885,2 2,051.6 3,104,2 3,672,8 4,242 , 1 4,811,9 5,128,4 5,383,2 5,652,1 
LPG Fixed Assets <Plant l Equipaenll 2,520,0 2,930 ,0 3,070,0 3,070 ,0 4,006,0 3,430,0 5,190,0 4,500,0 3,660,0 3,840,0 4,020,0 
Cost of Gas Oil Consuaed bv Power Stations 0 0 4,212,9 14,349,0 17 ,397 ,5 14,377,9 14,377, 9 15,019,2 15,689.1 16,388,8 17,119,7 17 ,814,8 18,538,1 
Cost of Gas Purchased 0 0 178,3 670 ,9 1,024,2 1,141 ,6 1,345,0 1,454,8 1,564,8 1,674,9 1,736,1 1,785,3 1,837 ,3 
Fixed Operating Cost for Gas Cor,su1ed 0 0 236,0 259,6 285,6 236,0 236.0 236,0 236,0 236,0 236,0 236,0 236,0 
Variable Operating Costs for Gas Consu1ed 0 0 86,4 m. 2 307 ,6 379,8 468, I 556,4 609,7 693,2 739,2 776,7 816,4 

Tobi C01t, LP&/Gas Oil Solution 0 0 7,747,9 20,480 ,8 27 ,439,8 30,176,5 37,032,9 41,049,0 47,656,3 52, 150,6 55,167,2 58,834,2 62,782,3 

Projtct 51Vings 0 (5,553) (38,290) (26,637) (24,000) 2,769 10,354 11,283 14,712 15,746 16,209 17,442 18,894 

Ritt of Rtturn on Investaent 14 ,2% 

' 



....... EG. • • CAIRO GAS DIST ROJECT 
----------------- --------- ; 

Econo1ic Analvsis .. -----------------
<In LE Thousand) 

(PCR Re-evaluation of ERR) 

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 200S 

Cost of LPG (CIF) LE/ton 264,8 275,6 286,B 297,5 308,7 320, 3 332,3 344,8 358,7 373,2 388,4 404,1 420,S 
Cost of Fuel Oil (FOB) LE/ton 155,1 16!.4 168, C, 174,3 180,8 187 ,6 194,6 20!.9 210, I 218,6 227,5 236,7 246,3 
Cost of Gas Oil (CIF> LE/ton 208, 1 216,5 225, 3 233,8 242,6 2Sl ,6 261, I 270,9 281.8 293,3 305,1 317,5 330,4 

Natural Gas Alternative 
-----------------------
Owellin·3s using Natural Gas 409,000 427,500 446,500 464,500 483,000 501,500 520,000 538,500 557,000 575,500 594,000 612,500 631,000 

Hot•seholds Consuaption <HHscf) 5,269,76 5,508, 12 5,752,93 5,984,85 6,223,21 6,461,58 6,699,94 6,938, 30 7,176,67 7,415,03 7 ,653,39 7,891,76 8,130, 12 
Co11ercial consu1ption (HHscf) 139,5 140,6 142, 1 143,6 145,0 146,6 148,0 149 ,4 150,8 152,4 154.0 15S,5 157,1 
Power Stations Consu1ption (HHscf) 3,531,47 3,531,47 3,531,47 3,531.47 3,531.47 3,53!.47 3,531.47 3,531.47 3,531,47 3,531.47 3,531,47 3,531.47 3,531.47 

Total Consu1ption of Gas <HHscf) 8,941 9,180 9,426 9,660 9,900 10,140 10,379 10,619 10,859 11,099 11,339 11,579 11,819 

Consu1ption of Fuel Oi I as Replace1ent 
for Gas Consuaed (tons) 240,237 ,4 246,671,8 253,290, C• 259 ,562, I 266,004,5 272.452,3 278,894.7 285,337 ,2 291,779,6 298,227,4 304,675.,2 311,120,4 317,568,2 

Costs Involved in Natural Gas Alternative 
Cost of Gas Purchased 1,886,5 1,937 .o 1,989 ,0 2,038, 2 2,088,8 2, 139,5 2,190, I 2,240,6 2,291.2 2,341,9 2,392,5 2,443,1 2,493,7 
Fixed Assets Acquisition 1,973,4 2,011,4 1,906 , 7 2,011,4 1,981.5 1,919, 2 2,844,0 1,910,2 2,007, 9 1,910,2 2,007,9 1,910,2 1,981,1 
Bottles in eKchan~e for carcassin9/ conversion 
Natural Gas Project FiKed Operatin9 Costs 1,180,0 1,180.0 1,180 ,0 1,180,0 1,180,0 1,180,0 1,180,0 1,180,0 1,180,0 1,180,0 1,180.0 1,180,0 1,180,0 
Natural Gas Project Variable Operating Costs 4,270,0 4,463.1 4,661, 5 4,849,4 5,042, 5 5,235,7 ' 5,428,8 5,621,9 5,815,1 6,008,2 6,201,4 6,394,5 6,587 ,6 
Cost of Fuel used as replaceaent 

L 
for Gas Consuaed 37,267, 1 39,818,8 42,547, 1 45,235.7 48,096,9 51,110, I 54,280,6 57,617, I 61,304, I 65,196,5 69,303,7 73,635,9 78,206,0 

Total Costs Involved in Natural Gas Solution 46,576,9 49,410,2 52,284, 3 55,314,7 58,389.7 61,584,4 65,923,4 68,569,8 72,598,3 76,636,8 81,085,4 85,563,6 90,448,4 
I 

LPG Gas-Oil Alternative (without Pro iecr 
------------------------------------. - - -

Owe 11 in9 using LPG 409,000,0 427 ,500,0 446,500. 0 464,500,0 483,000,0 501,500,0 520,000,0 538,500,0 557,000,0 575,500,0 594,000,0 612,500,0 631,000,0 
Consu1ption of LPG (tons) 130,092,7 135,851.B 141,775 ,5 147,389,2 153,155,5 158,926,7 164,693,0 170,459.3 176,225,6 181,996,7 187,767,8 193,536,S 199,307,6 
Gas Oil Corosuaed by Power Stations (tons) 92,701,1 92,701.1 92,701, l 92,701, 1 92,701, I 92,701,1 92,701,1 92,701.1 92,701,1 92,701,1 92,701,1 92,701,1 92,701, 1 

Costs Involved in LPG Alternative 
Cost of LPG Purchased 34,4SS,O 37,441.0 40,660, 0 43,8S5,1 47,279,8 50,901,1 54,726,0 58,766,2 63,214,7 67,928,9 72,921.3 78,205.6 83,799,S 
LPG Operating Cost 5,906,9 6,168,4 6,437, 3 6,692,2 6,954,0 7,216,1 7,477,9 7,739,7 8,001.5 B,263,6 B,525,6 B,787 ,S 9,049,6 
LPG Fixed Assets (Plant l E9uip1ent) 4,970,0 4,280,0 5,260, 0 5,560,0 6,900,0 6,530,0 8,390,0 7,100,0 7 ,960,0 7,420,0 7 ,750,0 8,980,0 B,220,0 ii Cost of Gas Oil Consuaed bv Power Stations 19,290,7 20,073 ,9 20,888 .9 21,672.2 22,485,0 23,328, I 24,202,9 25,110,6 26,127,S 27,18S,7 28,286,7 29,432,3 30,624,3 
Cost of Gas Purchased 1,886,5 1,937,0 1,989,0 2,038,2 2,088,8 2,139,5 2,190,1 2,240,6 2,291,2 2,341,9 2,392,S 2,443, 1 2,493,7 
FiKed Operating Cost for Gas Consuaed 236,0 236,0 236, 0 236,0 236,0 236,0 236,0 236,0 236,0 236,0 236,0 236,0 236,0 

N ..,.. 
Variable Operating Costs for Gas Consu1ed 854,0 892,6 932, 3 969,9 1,008,S 1,047, I 1,085,8 1,124,4 1,163,0 1,201,6 1,240,3 1,278,9 1,317,S 

0 ,.., 
N 

Total Cost, LPC/Gas Oil Solution 67,599,0 71,028, 9 76,403, 5 81,023,7 86,952,1 91,397.9 98,308,7 102,317,S 108,994,0 114,577,7 121,352,4 129,363,5 13S,740,6 

Project Savings 21,022 21,619 24,11 9 25,709 28,562 29,814 32,385 33,748 36,396 37,941 40,267 43,800 45,292 

1 

' 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Natural Gas Pricing 

ANNEX 5 
Page 1 of 3 

1. The selling price of natural gas is set by GOE and the transfer price 
(the price at which natural gas is supplied by EGPC to Petrogas) is determined 
at the time of formulation of Petrogas' annual budget. Although no formal GOE 
approval is required to the transfer prices agreed to by EGPC and Petrogas, as 
these form the basis of the annual budget of Petrogas which is approved by 
EGPC and the People's Assembly, these prices cannot ordinarily be changed 
during the course of the year without the prior approval of GOE. As there are 
three distinct group of consumers, industrial users, electric power stations 
and domestic customers three separate selling prices and transfer prices are 
set for each group of customers. 

2. The transfer prices of natural gas is set in such a way as to ensure 
that the difference between the selling price to the customers and the 
purchasing price from EGPC covers the cost of marketing plus an adequate 
margin. The financial viability of Petrogas' natural gas operations is thus 
sought to be achieved, as is typical of existing arrangements for all EGPC 
marketing subsidiaries, by adjustment of the transfer price rather than 
through the more logical and economic alternative of adjustment in the selling 
prices. 

3. To meet the objective that over the longer t erm the operating 
revenues from gas sales cover operating expenses and debt service and provide 
a reasonable contribution to the future expansion of natural gas facilities 
the Development Credit Agreement and the Project Agreement provided that the 
selling prices of natural gas in the project area for domestic users and the 
two power stations would be set from time to time at such levels as would be 
sufficient to produce revenues to: 

(a) cover until the end of 1983 fiscal year all Petrogas' 
operating expenses (including administrative expenses 
and adequate maintenance but excluding depreciation) 
relating to the natural gas operations and debt service 
requirement also relating with natural gas operation; 

(b) provide until the end of 1983 fiscal year adequate 
working capital relating to its natural gas operations; 
and 

(c) produce the following annual rate of return on the 
average net value of Petrogas fixed assets in service 
of natural gas operation: 3% in FY84-85, 4% in FY86-87, 
5% in FY88-89, 7% in FY90, and 9% in FY91 onwards • 
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ANNEX 5 
Page 2 of 3 

4. As it was anticipated that an average revenue of LE 3.0/Mcf from 
domestic consumers and LE 0.51/Mcf from power stations would enable Petrogas 
to earn revenue sufficient to meet the tests set out above, the Development 
Credit Agreement and the Project Agreement stipulated that the price of 
natural gas for tqese categories of consumers would at no time be less than 
the aforesaid amounts. Furthermore, for deriving maximum economic advantage 
of the project it was considered essential that the natural gas for domestic 
sector was priced higher than its opportunity cost (i.e. fuel oil, f.o.b 
price) of about LE 2.60 Mcf. 

5. Setting the price for domestic users at LE 3.0/Mcf represented a 
major increase (an effective doubling) above the prevailing price of LPG - the 
fuel to be replaced - and would have imposed hardship on poorer project area 
residents. Therefore, the following graduated tariff structure, designed to 
generate revenues sufficient to meet the tests set out earlier, while 
affecting only moderately the average domestic fuel bill for the poorer 
domestic consumers, was introduced for a period of 5 years by a Government 
decree dated March 24, 1981. 

Quantities 
Per month (cum) 

0-22.5 
22.6-37.5 
37.6-52.5 

above 52.5 

Price/(LE) 
Per cum 

0.055 
0 .145 
0.180 
0.330 

Per MCF 

1.56 
4.11 
5.10 
9.34 

The table below sets out the transfer prices and the average revenues realized 
per Mcf of gas sold to domestic users and power stat i ons in the project area. 

( LE/Mcf) 

1981-82 1982-83 1983-84 

~ Actual ~ Actual Appr. Actual 

Average Purchase Price 0.229 0.202 0.250 0.190 0.280 0.211 

Domestic Consumers 3.0 1.80 3.0 2.42 3.0 2.24 

Electric Power~/ 0.620 0.548 0.680 0.544 0.750 0.573 

a/ The project agreement provided that the price of gas sold to Electric 
Power at no time was to be less than 0.510 LE/Mcf throughout the period • 
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The following features are noteworthy: 

ANNEX 5 
Page 3 of 3 

the average price of gas sold to the power stations through 
this period was higher than was stipulated in the Project 
Agreement but was less than the price assumed in SAR and in 
the financial statements; 

the average revenue per Mcf of natural gas sold to domestic 
customers during this period was considerably less than the 
covenanted price of LE 3.0/Mcf. It was also less than the 
border price of natural gas current opportunity cost as a 
fuel oil replacement [about LE 2.90/Mcf]. But it was almost 
twice as high as the average revenue [LE 1.212/Mcf] realized 
by equivalent sale in gross heating value of LPG. 

The main factor contributing to low average price per Mcf of gas sold in the 
domestic sector was the high proportion of customers in the lowest bracket in 
the graduated tariff structure. In FY1984 over 72% of domestic customers 
consumed less than 22.5 cum of natural gas per month and paid at the lowest 
applicable price of LE 0.055/cu m; 18% of customers paid at a price of LE 
0.145 cum; and about 5% each a price of LE 0.180 cum and LE 0.300 cum. The 
average price of LE 3.0/cu m could be expected to be achieved when more than 
55% of the customers in the project area consumed gas in excess of 22.S cum 
per month and ~aid at rates LE 0.145/cu m and above • 
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TH[ WORLD HANK INTERN/\ TION/\L F IN /\NCf. CORPORt, TION 

, OFFICE MEMORANDUM 
@) ~ 

vff $· • 
0/\TE May 31, 1985 

TO Mr. Eugene D. McCarthy, Chief, EGYDl 

FROM Cha~D·-~wey, Asst. Director, EMP 

EXTFNSIO 32713 / 

• 

• 

SUBJE CT EGYPT - PCR on Cairo Gas Distribution Project (Credit 1024-EGT) 

Our comments on the above draft PCR are given in the attachment. 
Our marked-up copy of the draft report showing some minor suggested 
changes is also enclosed. Please return it to Mr. Reekie when done with. 

Attach • 

cc: Messrs. Reekie, Mathai 
EMENA, Div. & Chron. Files 

IMathai:pww 

P-1866 
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Attachment 

Cairo Gas Distribution Project -- Credit 1024-EGT 

Conunents on Draft PCR 

Key Project Data - Institutional Performance: Since institutional performance 
covers the total performance of Petrogas in all areas, change "competent" to 
"satisfactory except in financial and accounting areas." 

Highlights, para. 3, line 1: Change "successfully" to "partially." 

PCR, para. 1.02, line 12: Since the objective of the project was not only to 
build the physical facilities but also to complete further studies to develop 
an energy policy, change "provisions were included for" to "to complete." 

Para. 2.03: The Credit became effective about two months later than 
expected. Give the reasons for the delay. Was the delay due to the 
difficulty in complying with any effectiveness condition? 

Para. 2.04: The objective of the project should include the institution
building objective as well. 

Para. 3.01, line 10: The scheduled project completion date is given as 
December 1983, but it is given as December 31, 1984 under KEY PROJECT DATA • 

Para. 3.03: Wasn't conversion of the two power stations also a project 
objective? If so, include the conversion as part of the project objectives. 

Para. 3.09: The delay in conversion is shown as over six months from the time 
the gas was available. In order to have a full idea of the delay, give the 
delay with reference to the original date by which the gas was ·expected to be 
available. 

Para. 3.16: Give the reasons for completing disbursements nine months ahead 
of schedule. 

Para. 4.02, lines 8 and 9: It is stated that about 70% of the average 
household · SAR consumption forecast will be reached by the end of FY 1984. 
Since we are near the close of FY 1985, the actual situation at the end of FY 
1984 should be given. 

Institutional performance -- Paras. 5.01-5.04: A brief mention of the 
entity's financial performance or cross reference to Section VI, Financial 
Performance, should be given. Otherwise the impression will be created that 
the institutional performance has nothing to do with the financial 
performance, instead of the latter being an integral part of the former • 
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Para 6.02 -- penultimate sentence: It would not be correct to conclude from 
the stability of the exchange rate between the LE and the US$ that the book 
values offixed assets acquired under the project reflect replacement costs 
reasonably well. This conclusion does not take into account the fact that the 
exchange rate is an artificial and unrealistic one. It also ignores local 
inflation which at a minimum has been 10-15% p.a. 

Para. 6.06: Part of the reason for the shortfall in natural gas revenues 
compared to the appraisal estimate was that the estimate itself was 
unrealistic, e.g. wasn't it unreasonable to assume sales to the power station 
of 2,220 MMe£ in FY1980 and 4,440 MMe£ in FY 1981 (Annex 3 to PCR) when the 
Credit Agreement itself was signed only in June 1980 (i.e., at the close of FY 
1980)? Even in FY 1983 (presumably one year after the conversion), the sales 
came to 3,178 MMcf vs. the appraisal estimate of 4,400 MMcf. 

Para. 6.10 (d): What is the extent of the default in the submission of 
audited accounts? Which year's accounts are still due? What was the delay in 
submission of each year's accounts? 

Para. 6.10 (e): Isn't it a contradiction (see paras. 5.05, 5.06, and 6.07) to 
say that gas prices were adequate? 

Also, is it not necessary to have a formal contract? 
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TH[ WORL n 81',NK Ir Tf RN/', 1 ION/\L I IN /\NCL COAPOR/, T IOtJ 

OFFICE MEMORANDUM 
[ 1:, I May 20, 1985 

() 
Messrs., .. Dewey (EMPDR); 
S. A. Mo i (EMIEG); and A. K. Abu 

Eugene D. C~hy, Chief, EGYDl 

7-4081 

FROM 

R efurn o f Ree k1 e ef 
/0-1 1 3 'S ,zz 

• A. J. Favilla, 
Akeel, (LEGEM) . 

sup._1, ( 1 EGYPT: PCR on Cairo Gas Distribution Project, Credit 1024-EGT 

1. I attach a draft PCR on the above project and would appreciate your comments 
-=:::;>on the report by COB May 31, 1985. 

..,/" 2. Questions on the financial part of the PCR should be directed to 
M. Sergo, 74059 and other questions to H. Schober, 75570 . 

Attachment 
MSergo:bwm 

• 
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EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

(CREDIT 1024-EGT) 

PROJECT COMPLETION REPORT 

April 1984 

(Revised April 25, 1985) 
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Mi.D..istry of Economy, Foreign trade 
and ~conomic Cooperation 

:.1r. Koepp 
Division Chief 

. World Bank 

Dear Mr_~ Koepp, 

[~] 

Cairo,Dec 31, 1980. 

Reference to ~ticle V of Credit Agreement No. 1024 
Cairo Gas Distribution Pryect dated June 4, 1980. 

Please find enclosed herewith specimen signature of 
the Chairman the Deputy Chairman Exploration & Production, 
the Deputy Chairman Financial & Economic Affairs, Deputy 
Chairman Planing & Projects of EGPC and the Chairman of P.G.C • 
Every one has the capacity to sign witnd.rawal alone. 

With my best regards. 

Y/ Under Secretary 



Name 

Moatafa K. EL-Ayouty 

Specimen Signature 

For Withdrawal from Loan No: 1024 

Position 

Deputy Chairman 
Exploration & Production 
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Signature 
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Specimen S:Lgna ture 

For Withdrawal from Loan No. 1024 

Name Position Sfgnature 

Eng. Abdel Hamid Abu Bakr Chairman of Petroluim Gas Company 

.;r ~···:· .. :··· .. 
. . .. .. .; ~ ' ~\\ 
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Specimen Signature 

For Withdrawal from Loan No: 1024 

Name Position S:tgna ture 

Abdel Hadi M kandil Chairman Of the Board 



Name 

ACC. Essam Abdel-Aziz 

Specimen Signature 

For Withdrawal from Loan No: 1024 

Position 

Deputy Chairman 

Financial & Economic Affairs 

e 

Signature 



Name 

ENG. Hassab EL-Naby Asaal 

e 
Specimen Signature 

For Withdrawal from Loan No: 1024 

Position 

Deputy Chairman 
Planing & Projects 

, . ~ ' '~·· .. I'. ._ 
, ~ . . ~ 

~· 1 r 1 ' 

I )
1 

' : • ~~ . • • , f~'. 
•. / I I ' ' , , • , .', , j }~ 

' '/ '1 ' ~ ..... \ '. ' ~1.· 
I 1 . • , • 1 •. . .• 1 
y. "". . : ... - . ' ·~~·. 
•<' \ '· 

• . . . f •• , ' ', 

,~: ~ . . . . /~,/ 

e 

Signature 

I 



e 

J 

Ministry of Economy Foreign Trade 
and Zconomic Cooperation 

OFFICIAL 
DOCUMENTS 

Mr_~ Koepp 
Division Chief 
World Bank 

Cairo Nov~ o<,Lf 1980 

Dear Mr. Koepp, 

Reference to Article V of Credit Agreement No. 1024 Cairo Gas - --Distribution Pro j ect dated June 4,1980. 

5-

Pl ease find enclosed herewith : 
~ 

The legal opininn issued by H.~ . Minister of JusticelNov. 18,1980 

Presidential Decree No. 375 dated July 4,1980 approving the said 
Development Eredi t Agreement • 

The Report of the Economic Comittees of People's assembly dated 
July 12,1980 signed and s tamped as to certify the approval of the 
People's Assembly of t he Said loan. 

The Subsidiary loan Agreement between the Government of A.R.E and 
-·· . 

EGPC and PGC dated Oct. 30,1980 • 

Speciman, signature of the Chairman of Egyptian GeneraJ. Petroleum. 
corporation to sign withdrawal applications ~e has the capacity 
to sign withdrawal alone ! 

~th my best regards 

Samfr Kor· 

W/M. 

-----

·' 



e 
Specimen Signature 

For Witrrlrawal fran bGan No: 1732 
f~"'" CrvLd: t,1 o. IO cl 4 · • 

Position 

Chem. Al:rlel Hadi M Kandil Chainnan of the Board 
, 

./ 

Conf irrne d 

State 

e 

Signature 

• ... ~ I • ' 

' ' ~ • ~' ' I , • j 
"' ~ .t .. , \ • 

·: ::,. _. 
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1 

I 
I BOOK OF FIVE (SEE ATTACHED TEXT) _ 

- . -- ------ -----·---- -

I 
I 

J--1 -=-- H I S E X C E LL EN C Y 

l 
i 

I 
)' ----

E:•:o I 
OF I 

;~= 'i l 

DR. ABDEL RAZZAK ABDEL MEGUID 

DEPUTY PRIME MINISTER FOR ECONOMIC AND FINANCIAL AFFAIRS 

CAIRO, EGYPT TELEX: 348 GAFEC UN 

2. HIS EXCELLENCY 

ENG. AHMED EZZIDDIN HILAL 

DEPUTY PRIME MINISTER FOR PETROLEUM AND PRODUCTION 
I 

CAIRO, EGYPT TELEX: 92049 PETMISR UN l 

3. ENG. ABDEL HAJI KANDIL 

CHAIRMAN 

EGYPTIAN GENERAL PETROLEUM 

CAIRO, EGYPT TELEX: 

4. ENG. ABDEL HAMID A~U BAKR 

CHAIRMAN 

PETROLEUM GAS COMPANY 

CORPORATION 

92049 PETMISR UN 

CAIRO, EGYPT TELEX: 93049 PTGAS UN 

5. MR. SAMIR KORAIEM 

UNDERSECRETARY 

MINISTRY OF ECONOMY 

CAIRO, EGYPT TELEX: 348 GAFEC UN 1 

---- - -- ; ____ -------------· --_ ... -·-·-- . - - - -- ---·--------·---- - -- - --·------- -- -
I 

I 
I__ --- - -- - - . 

~ -
t 

I EGYPT: Cairo Gas Distribution 
i ~'. 
ll ~~~ ~e!s~~: 

Nayyar, 
Hakim 

-- -
._ J+li 11 , ,·,' ft JI 

Mr. Abu Akeel 
Rovani, McCarthy, 

:;: ; ~tto, KH~G 

-- - -
r 

AWitney 
- ; ,, 1 ' ' - I 1 ; / J - -

• 1'/- ,, 
_ Attila Karaosmanoglu, Director 

Country Programs 1, EMENA Region 

~ . .. ,:·- -, ~-- '•L .(,.. 4 
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1 
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TELEX 

.. 

~,1, DECEMBER 4, 1980 
c, ,'"•'"• 74528 

1 .,~ - 0 _ HIS EXCELLENCY DR. ABDEL RAZZAK ABDEL MEGUID, DEPUTY PRIME 

, MINISTER FOR ECONOMIC AND FINANCIAL AFFAIRS, HIS EXCELLENCY 

".S"..;~~·. · ___ ENG. AHMED EZZIDDIN HILAL, DEPUTY PRIME MINISTER FOR PETROLEUM 

'1 

'5 

3 

') 

• 
- . 

I 

AND PRODUCTION, ENG. ABDEL HAJI KANDIL, CHAIRMAN, EGYPTIAN 

GENERAL PETROLEUM CORPORATION, ENG. ABDEL HAMID ABU BAKR, 
I 

CHAIRMAN, PETROLEUM GAS COMPANY AND MR. SAMIR KORAIEM, 
i 

UNDERSECRETARY, MINISTRY OF ECONOMY, CAIRO, EGYPT. 
i 

PLEASED TO INFORM THAT ASSOCIATION ACCEPTS EVIDENCE SUBMITTED 
i 
I 

IN FULFILLMENT OF CONDITIONS PRECEDENT TO EFFECTIVENESS OF 

CREDIT AND GUARANTEE AGREEMENTS FOR CAIRO GAS DISTRIBUTION 
I 

PROJECT (CR. 1024) DATED JUNE 4, 1980 BETWEEN THE ARAB REPUBLIC 

OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM CORPORATION, PETROGAS 

AND THE ASSOCIATION RESPECTIVELY. CONSEQUENTLY, THE CREDIT 
I 

BECOMES EFFfCTIVE TODAY, DECEMBER 4, 1980. REGARDS, ATTILA 
I 

. KARAOSMANOGLU, DIRECTOR, COUNTRY PROGRAMS 1, EUROPE, MIDDLE EAST 

AND NORTH AFRICA REGION, WORLD BANK. 

---· ------- ~----- -

. 
l-

i . . ~ 

r EGYPT: Cairo Gas Distribution 
I 
I 

AWitney ___ . 
j7 · i((l- ( /t r; / /1/L !Ll l tf- { /€T 

1Att1la Karaosmanog (JJ , oilrector Cld w & cc: Mr. Abu Akeel 
C C : 

,. ,.. 

Messrs. Rovani, McC a rthy, 
Nayyar, Picciotto, K~pp, Country Progra ms 1, EMENA Region 
Hakim '(_( 
- --- ------ --- -· - -'-1 L .. ·--- - -- -- - - • ---- -- - * ----, ~ 



WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. F, Kaps, EMl DATE: December 4, 1980 

FROM : 

SUBJECT: 

Claude Duval, LEG 

EGYPT - Credit No. 1024 EGT 
Effectiveness 

We have reviewed t he documentation received for the effectiveness of this 

Credit and found it in order. I have sent the Subsidiary Loan Agreement for 

translation so that it may reviewed by Projects and .~ourse1f, 



Re or Removal Notice Th• Wodd: B•nk Group 

Archives 
& Records Managemen t 

File Title Barcode No. 
Cairo Gas Distribution Project - Egypt, Arab Republic of - Credit 1024 - P005023 - Correspondence 

1264595 

•-------------~---------------------------------+------------·-
Document Date Document Type 

11 December, 1980 Memorandum 

Correspondents/ Participants 

To: Messes. M. Hattori, CTR, A. Karaosmanoglu, EM l , Rovani, EGY and H. . Kopp, EM I 
From : Claude Duval, Legal 

Subject/ Title 
Egypt - Credit 1024 EGT (Cairo Gas Distribution Project) - Effectiveness 

Exception(s) 
Attorney-Client Privilege 

Additional Comments 
The item(s) identified above has/hove een removed in 
accordance with The World Bank Policy on Access to 
Information. This Policy can be found on the World Bank 
Access to Information website. 

~---------- -
Withdrawn by 

Chandra Kumar 1
Date -

12-Mar-15 

Archives 1 (August 2014) 



64145 IIORLDBANK 

348 GAFEC UtJ 

AIRO 7/12/1980 

TT: MR, KARAOSMANOGLU 

1 RECTOR COUNTRY PROGRAMS 1 

IORLD BANK 

Distribution /1 
Mr. Karaosman~ 
Mr. Koe~· 
Mr • .Jk 'Duval 

ANY THANKS URTLX DEC 4 0 EFF.~CTIVENE Cid 0 

AGREEMENT LOOKING 

BEST REGARDS 

SAMIR KORAIEM 

145 ~ORLDBANK 

348 GAFEC UN 

/ .. 

mt 

') 
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12 

TO ,- BOOK OF FIVE (SEE ATTACHED TEXT) ---
--------------------------------

CITYICOUNTR) ~-----------------------

1. HIS EXCELLENCY 
MESSAGE NO~----------------

DR. ABDEL RAZZAK ABDEL MEGUID 
4 

DEPUTY PRIME MINISTER FOR ECONOMIC AND FINANCIAL AFFAIRS 
5 I CAIRO, EGYPT TELEX: 348 GAFEC UN 
6 

2. HIS EXCELLENCY 
7 

ENG. AHMED EZZIDDIN HILAL 
8 

9 

10 

DEPUTY PRIME MINISTER FOR PETROLEUM AND P~ODUC.TION 

CAIRO, EGYPT TELEX: 92049 PETMISR UN I 
3. ENG. ABDEL HAJI KANDIL 

11 -

12 

14 

15 

16 

17 

18 

19 

20-

21 

22 

ENO 

OF 

TE XT 

CHAIRMAN 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

CAIRO, EGYPT TELEX: 92049 PETMISR UN 

4. ENG. ABDEL HAMID ABU BAKR 

CHAIRMAN 

PETROLEUM GAS COMPANY 

CAIRO, EGYPT 

5. MR. SAMIR KORAIEM 

UNDERSECRETARY 

MINISTRY OF ECONOMY 

CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

TELEX: 348 GAFEC UN 
--o--1-------------------------------'-----------,, 

NOT TO BE TRANSM ITTED 
SUGJECT· l [)H AFil:OlW 

EGYPT: Cairo Gas Distribution AWitney 
CLEARAt-CES A~-~l ('();:>'r [1·s1 Fi1GUT10 ~ .

1 

AUThOP1:,:J LY ~NJri' 'l-F.-~?:urs•r I 

Cld w & cc: Mr. Abu Akeel ~ttila_ Kiraosmanoglu, Director -, 
cc: Messrs. Rovani, McCarthy, 1,,El-'AHi:.,u . : j 

Nayyar, Picciotto, K8pp-·, (__f_o_untry Programs 1, EMENA .Region : 
Hak,•m r.\~ l---·-·--:·,. ·'Jf .[ IO~'JH.>flu•,i:Qf_s:1HLl:,_,, c 1 _ .. _ 

\.., _( ll,Ht:Crd:.D ,UH .!1-.,i' ,\ ll.: H J 

DI STHIBUTION · WHI I[ - Fri,• Corv \' HITE - Tr 1,is.,11 11 ti C,•r1 C,\NM1Y B,11 Cory eLU[· I'•,, c ,· ·' • 

' 
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12 

. ART 
, HERE rn ~ HIS EXCELLENCY DR. ABDEL RAZZAK ABDEL MEGUID, DEPUTY PRIME 

I 
ciTf co u NTRY MINIS TE R___f__QU. CONO_MI G_ A~ 0_£ I NANC IA L_ A FF AI RS, HIS EXCELLENCY 

.. . - I 
MESSAGENo ~ NG_.!.~ HMED_ EZZIDDIN HIL_AL_, DEPUTY PRIME MINISTER FOR PETROLEUM 

4 

5 

6 

7 

8 

9 

10 

11 

12 

-
14 

15 

16 

17 

18 

19 

20 

21 

' 

END 
OF 

TEXT 

I 
AND PRODUCTION, ENG. ABDEL HAJI KANDIL, CHAIRMAN, EGYPTIAN 

I 
GENERAL PETROLEUM CORPORATION, ENG. ABDEL HAMID ABU BAKR, 

I 
CHAIRMAN, PETROLEUM GAS COMPANY ANO MR. SAMIR KORAIEM, 

UNDERSECRETARY, MINISTRY OF ECONOMY, CAIRO, EGYPT.I 

PLEASED TO INFORM THAT ASSOCIATION ACCEPTS EVIDENCE SUBMITTED 
I 

IN FULFILLMENT OF CONDITIONS PRECEDENT TO EFFECTIVENESS OF 
I 

CREDIT AND GUARANTEE AGREEMENTS FOR CAIRO GAS DISTRIBUTION 

PROJECT (CR. 1024) DATED JUNE 4, 1980 BETWEEN THE ~ RAB REPUBLIC 
I 

OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM CORPORATION, PETROGAS 
I 

AND THE ASSOCIATION RESPECTIVELY. CONSEQUENTLY, THE CRED!T 
I 

BECOMES EFFECTIVE TODAY, DECEMBER 4, 1980. REGARD~, ATTILA 
I 

KARAOSMANOGLU, DIRECTOR, COUNTRY PROGRAMS 1, EUROPE, MIDDLE EAST 

AND NORTH AFRICA REGION, WORLD BANK. 

10 

22 ~1----- --------------------------..___ ________ _ _. 

SUBJEC T: 

e 

0 1:.. TIIIB\J T ,ON I'. HI' [ - h it• Cop , C Ar' A f, Y - 0 111 ... , ,py 
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- ART 
1 HERE BOOK OF THREE (SEE ATTACHED TEXT) 
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CITY/COUNTRY 

1'1-:-----MR :- $AMIR KORAIEM 
MESSAGE NO>------. 

UNDERSECRETARY 
4 

5 

6 

7 

8 

9 

10 

11 

12 

·e 
14 

15 

16 

17 

18 ' 

19 

20 

21 EN D 

0 F 

22 TE XT _. 

MINISTRY OF ECONOMY 

CAIRO, EGYPT 

TELEX: 348 GAFEC UN 

,2. MR. ABDEL HAJI KANDIL 

CHAIRMAN 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

CAIRO, EGYPT 

TELEX: 92049 PETMISR UN -
3. ENG. ABDEL HAMID ABU BAKR 

CHAIRMAN 

PETROLEUM GAS COMPANY 

CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

' 

.. 

NOT TO BE TRANSt.' ITTE..:;D-- --- ------- ----, 
SUBJECT OR'\r'Tf:L b / 

EGYPT: Cairo Gas Distribution FKap :aw - · 
CLEARAf'< CES A bl-OP~ 01srci1surim AUlH "' } ... :::.:zJ f ::..·-~-..1·-u-,e-1• ----------j 

Cld w & cc: Mr. Duval, Ms. Zurayk At~~l~/fJt.aos~a.noglu, Director _ 
cc: Mr. Hakim ,)t. ,'"'' i:c. 1 

,__Co u n t r Y. P r o g r a ms 1 , .. EM EN A R e g i on 
!" l r 1..)N tH u., t- l., I\ V..>t: Ur .. ,_A ;_ .. c_~•.i.:. I -- -~ 

'cHE.CKlD f UH OIS,'i\TCH . I 
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Te•ex No. Originators fat ·-- -14 5 2 8 

0-5 ., .. t-_ T 
1 HERE BOOK OF THREE (SEE ATTACHED TEXT) 

TO --·----------------------------------
ClTYCOI,. r;;r~1-.~ MR~ - SAMIR KORA! EM -··--------

4 

5 

s 

7 

s 

9 

·o 

' "SSA~E .,...1 
· - "' • V ---UNDERSECRETARY -

MINISTRY OF ECONOMY 

CAIRO, EGYPT 

TELEX: 348 GAFEC UN 

.2. MR. ABDEL HAJI KANDIL 

CHAIRMAN 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

CAIRO, EGYPT 
12 

4 

5 

· s 

· 7 

a 

9 

: o 

• 1 E ' O 

OF 
T-XT 

TELEX: 92049 PETMISR UN -
3. ENG. ABDEL HAMID ABU BAKR 

CHAIRMAN 

PETROLEUM GAS COMPANY 

CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

--~----- --- - -- ---- - ---· -

-
i 
I 
j 

I 
;-------. -- ----- ------ ----- -- . -. ~ -

r EGYPT: Cairo Gas Di stribution 
; . 
I . 

I ' / 
FKap s : a w . 

• 7 I/ 

12 

· Cld w & cc: Mr. Duva l, Ms . Zur ayk 
c c : Mr. Hak i m 

/. I( 
Att i l a.; Ka r aosmanog lu, Direc to r 

! 
Count r y Pr ogr am s 1, EMEN A Regi o n 

l 

10 

I 

I -
I 
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TELEX OCTO BER 30, 1980 

.. _ "J ------------(;• ,'d'''~E, __ 74528 
12 

ADDRESSED MR. SAMI R KORAIE M, UNDERSECRETARY, MINISTRY OF 

ECONO MY, COPY TO MR. ABDEL HAJI KANDIL, CHAIRMAN, -EGYPTIAN 

GE NERA L PET ROLE UM CORPORAT ION AND ENG. ABDEL HAMID ABU BAKR, 

C H A I R MA N , P E TR O L. E UM G A S C O ~; P A M Y , C A I R O , E G Y P T • 

RE CAIRO GAS DISTRIBUTION PROJECT, CR. 1024 AND MR. KORAIEM'S 

TELEX OF OCTO BE~ 30, 19 80. IDA AGREES TO POSTPO NE THE DATE 
I 

BY WHICH THE AG~EEMENT HAS TO BECOME EFFECTIVE, AND HAS 

ESTABLISHED JA NU ARY S, 1981 FOR THE PURP0SE OF SECTION 12.04 
I 

OF THE GENERAL CONDITIONS. REGARDS, KARAOSMANOGLU, DIRE~TOR, 

WORLD BA NK. 

t . 

E G Y P T : C a i r o G a i; D i s t r i l u t i o n f K a p :: : ,ni 

Cld 
C C : .. ,. 

1 .; .. 

C C : ~; r • 
H ,! k i r:i 

I 

Cuv:il , .-s . Z u ray ~ ,. t:. t l '- .. 1 1' a r· .:t ~- ,. ~i r- cg t u , [. i r i: c-. t ::. r 



e TO: 

FROM: 

SUBJECT: 

e 

WORLD BANK / INTERnATIONAL FINANCE CORPOR ATION 
0 

OFFICE MEMORANDUrv1 
Mr. Attila Karaosmanoglu, Director, EM1 

Hans-Eberhard ~tr· Division Chief, EMlDA 

EGYPT: Cairo Gas Distribution Project (Cr. 1024-EGT) 
Extension of Effectiveness 

DATE : October 30, 1980 

The Egyptian Government has requested that the period by which 
the above credit is to be made effective be extended by 2 months from 
November 4, 1980 to January 5, 1981. Mr. Koraiem has informed us that the 
agreement has been approved by the People's Assembly and that the subsidiary 
loan agreement to be entered into between the government and Petrogas, the 
execution of which is a condition of effectiveness of the credit, is awaiting 
IDA's approval. We have asked Mr. Abu Akeel, who is presently in Cairo, to 
review the subsidiary loan agreement and the draft legal opinion, and are 
confident, as Mr. Koraiem indicated, that the credit can in fact be declareg,.. 
effective before January 5, 1981. We therefore propose to agree to' the 
requested extension. If you agree, please sign the attached telex • 

.Attachment 

• 
Cleared with & cc: Mr. Duval (LEG), Ms. Zurayk (EGY) 

. cc: Mr. Hakim ( CTR) 

FKaps:aw 
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7 

8 

9 

10 

11 

12 

-14 

15 

16 

17 

18 

19 

20 
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0 F 

22 TE XT __. 

MINISTRY OF ECONOMY 

CAIRO, EGYPT 

TELEX: 348 GAFEC UN 

,2. MR. ABDEL HAJI KANDIL 

CHAIRMAN 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

CAIRO, EGYPT 

TELEX: 92049 PETMISR UN 

3. ENG. ABDEL HAMID ABU BAKR 

CHAIRMAN -
PETROLEUM GAS COMPANY 

CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

l--------------:-:-::::--::-:::--::-::-:::::-:-7.-.:-:::-:-;-:;~------- --- 
NOT TO BE TRANSMITTED 

SUBJECT: IOR/\f-TElJB:..r,;/ . 

·' --

EGYPT : C a i r o Ga s D i s t r i b u t i on F Ka pt'°: ·a w · 
CLEARAN CES AN D C0 P)' 01STRl6UTION : r l HJHl.'L •""~ -::7.7 ~ ·-; ~S,-Gn_,.J_!u-re- ):----------; 

Cld w & cc: Mr. Duval, Ms. Zurayk Atti .la/f/}.aosmanoglu, Director ] 
cc: Mr ·. Hakim lu' Af1U-1t: N f 
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Ul~TRl l:lUTION. Wli ll ~ - h ie Coµy Wt-fl I l: - Tr a ns rn•lld l Copy C AN A RY u,11 Copy 



. RT 

WUHLU tlANK UUl t:iUINti ME:~SAGE:. FORM (Telegram, Cable, Telex) 
I i.lPQRT/\NT (Pl r·Ar;r: rr.. () •W,TRIJCTIO',S r.now f'I r rinr . ,,., · ~ ", •. I 

Class of Serv1ce· __ _:_T_E_L_E...:.X..;__ _________ oa1e. __ ~OC_TOB ER 30, _ 1980 _ ___ _ 
r ,,'rt' N r, 74528 

l2 

I HERE TO ADDRESSED M-R. SAMIR__J<(?RAIEM,_ UNDERSE_CRETARY, MINISTRY OF 
I 

CITY/COUNTRY ECONOMYL_~OPY _l.Q_ MR. ABDEL HAJI KANDIL, CHAIRMAN, EGYPTIAN --- 1 

MESSAGE No ,__GENERAL PETROLEUM CORPORATION AND ENG. ABDEL HAMID ABU BAKR, 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1-

14 

15 

16 

17 

18 

19 

20 

21 EN D 
0 F 

22 TEX T _..,. 

CHAIRMAN, PETROLEUM GAS COMPANY, CAIRO, EGYPT. 

RE CAIRO GAS DISTRIBUTION PROJECT, CR. 1024 AND MR. KORAIEM'S 
I 

TELEX OF OCTOBER 30, 1980. IDA AGREES TO POSTPONE THE DATE 
I 

BY WHICH THE AGREEMENT HAS TO BECOME EFFECTIVE, AND HAS 
I 

ESTABLISHED JANUARY S, 1981 FOR THE PURPOSE OF SECTION 12.04 
I 

OF THE GENERAL CONDITIONS. REGARDS, KARAOSMANOGLU, DIRECTOR, 

WORLD BANK. 

' 

NOT TO BE TRANSMITTED 
SUBJECT· 

JO 

, 

'

DRAFTED BY
1 

/ _., . 
y / 

EGYPT: Cairo Gas Distribution -· _ FK~-P- '{aw _ ~ -----·-
CL!:.A n.:.'",1:s Ar-<J lu , \ u1::,iHloL..:,0··. JAu·,1,7 _ ••• L~~'.11," 

Cld w & cc: Mr. Duval, Ms. Zurayklit la Karaosmano u, Director.-
cc: Mr. Hakim ,,,,,,, ... L,,, 

Dl~THl(JLJTIO"I WHITf - r, ,,. Copy Wttl ft - Tran!- tn1tl ~, Cnry CANAflY fl1ll c,,py 
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24 423 WORLDB K 

14 '"AFEC U 

( 'I lex 

t 0 10/10/19 0 

ATT: R. KO PP 

0.) 

ad 

Daitribution: 

tr. K.oepp 

RE UEST EXTEN 10 OF P. TiFIC Tim PERIOD !,E TiOJE I • 

SECT'-0 5.03 OF THE CREDIT AGRE~ 1E 1 BY 60 DAYS, WO LO LI E TO 

1'1FOR YOU TH T G"EEME T APPROVED Y PEOPLE'S SE BLY A ·u 

Flt L SUBS ID I RY CREDIT GREE! E i ED BYE GP C ID PETRQC S 

J ILL B SIG,EO BY GOVERN11EfH l t THE C UR E OF EXT FE VS. 

THE EXTRA PERIOD IS RE ESTED TO LI ZE T.iE LEGAL OP I 10 • 

HOIEVER JE EXPECT DOCUME~TS TO BE ET TO YOU FAR ED OF 

RE UESTED D T. E CO'TACTED AU KEEL TO REIIEJ THE SU3SIDIA Y 

s 
GREE EiT ND GIVE HIS OPS ION T THE 

KORA 
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Date 

Subject 

JJ-M.~Ql~.)~114·f!~) ) 

: I 

~ : ..... .. . 

- i. \ . '°",.... /"-,/ '-• 
1st Jtuie, 1980 ~;~ 

CAIRO GAS DISTRIBUTION t_,..;.,ll 
PROJECT 

f') 

"-' . 
Our Ref. 

Your Ref, 

No. of Encl. 

OFFICIAL 
DOCUMENTS 

His Excellency, 
Ambassador Ashraf Ghorbal 
Ambassador of Egypt 
WASHINGTON 

Dear Sir, 

..>--4J :i..:., ,µ • .h'....i.,,J I 1 • .\1 .', • ? I :. . .. ~"'~2\_. 

,.'"'""' =~ • .,,..1.Ly,r.: ~·..J" 

\ T • "\ , : v"S: ti - ..,...a .. :i. : l~ l _;J; 

~.I ..:._1. 

rJ.1 ~u..:. 
.;:..I.Ai~I .w 

ft . r , ., r . 1 , '~ 

EGT- LCC(ro ~ ,LX~Jrtbui7JJ~ 

--

This is to confirm our telex dated today authorising 

your g oodselves to sign the credit and projects agreements 

relating to Cairo Gas Distribution Project on behalf of both 

The Egyptian General Petrolewn Corporation and Petrogas Co. 

Thanking you for your kind cooperation, we remain, 

I 

Yours faithfully, 

,, · 

Eng. M. R. LEI THY 

CHAIRMAN 
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Book of lQBZ Three 
(see attached text) ,. 

Book of Threisee attached text ) 

1. Dr. Ramzi El - Leithy 
Chairman 

June 5,, 1980 
74787 

Egyptian General Petroleum Corporation 
Cairo,, Egypt 

TELEX 92049 PEl~ISR UN 

2. Eng. Abdel Ham ~ci Abu Bakr 
Ch a irman 
Petroleum Gas ~ompany 
Cairo" Egypt 

TELEX 93049 PTGAS UN 

Mr. Samir Koraiem 
Undersecretary 
Ministry of Econom y 
Cairo., Egypt 

TELEX: 348 GAFEC UN 

t 

Egypt: Cairo Gas 
' r\ ,) \., 1 iJL 1 

.... 

cys .,,.-,, 

Hans-Eb'E rfi, ~ r,d Ki:1pp 

, EM1 , 1 c (( 

I 
I 
I 
I 

I 
i 
j 
I 

ir. 
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Book o-f Tuo 
(see attached text) 

\ 

June 5, 1980 
74 787 ,., 

---

ADDRESSED DR. RAMZI EL-LEITHY, CHAIRMAN, EGYPTIAN GENERA L 
1

PETROLEUM CORPORATION AND ENG. ABDEL HAMID AB U BAKR, I CHAIRMAN , 
I 
I 

PETROLEUM GAS COMPANY, CAIRO, EGYPT AND COPIED MR. SAMI R -- I 
IKORAIEM, UNDERSECRETARY, MINISTRY OF ECONOMY, CAIRO, IEGYP T. 

PLEASED TO INFORM YOU DOCUMENTS FOR CAIRO GAS PROJEC1, 

CR.1024-EGT SIGNED JUNE 4, 1980. DATE OF EFFECTIVENESS I S 
I 

NOVEMBER 4, 1980. COPIES OF FINAL DOCUMENTS \Jll L BE 
1
SENT AT 

I 

I 
I 
I 
' 

I 
I 

I 
I 

A LATER DATE. BEST REGARD~, HANS-EBERHARD KOEP~. 

I 

Egypt Cairo Gas 

., 

I fl - ---- , 
I 



Nr. Roeer Cbaufournier, Vice President, EMENA Reg:lp,n, 
Through Mr. Attila Karaosmanoglu, Director, EMl /H<- ,. 
Hans-Eberhard K~ Division Chief, ~lDA 

EGYPT - Sirning of Misr Iran Development Bank Project 
($30 Million Loan); Textiles II Project 
( $69 Million Loan); Pulo and Paper Projec·t 
($50 i'iillion Loan); Cairo Gas Distribution 
Project ($50 Million Credit) • . 
Wednesday, June 4, 1980, Room A-1100. 11:00 a.m. 

May 30, 1980 

The following are brief notes on the projects to be signed: 

By this second signing, will almost complete lending 
program for FY80 (Power Dis .:ribution - $127 million - scheduled for 
June). 

- Program for the year thus far already almost equals FY79 
program. 6 projects for $294 million - (v. FY79 of 6 projects for 
$322 million). 

- Four projects show Bank's support of Government's interest 
in private .sector and development of its energy resources. 

1. MIDB ($50 Million Loan) 

We welcome today a new institutional borrower: Mr. Fouad Sultan, 
Vice Chairman and Hanaging Director, Misr Iran Development Bank, present 
to sign Project Agreement. 

HIDB's role unique in promoting and financing medium and larger 
private industrial projects, especially joint-ventures which bring into 
Egypt appropriate modern technology and efficient managerial know-how. 

Bank loan will cover about 50 percent of MIDB 's resource needs 
for two coming years) contributing to an estimated total capital investment 
of some $200 - $300 million. 

Specific allocation of funds under Bank loan for these priority 
sectors : construction/contracting, capital goods and e:r..--po rt-oriented 
industries. ' 

We look forward to long and frui t ful relationship. 

2. Pulp and Paper Project ($.50 Hillian Loan) 
Textiles II Project ($69 Million Loan) 

Loans to three companies (Ma tional and RAKTA Paper Companies and 
Nat ional Spinning and \..Jeaving) now public sector companies but under the 

., 
OFFICIAL FILE COPY 



.e 
\ 

Mr. Roger Chaufournier 2 May 30, 1980 

projects being transferred to joint-venture sector under Law 43. This 
will allow them greater .autonomy in such areas as compensation, pricing, 
profit retention and can provide models for other industr ies. 

Good examples of on-going industrial dialogue; both based on 
studies financed by the Bank and address priority needs identified in the 
studies and subsequent discussions. 

Studies included under projects provide for n2xt logical steps 
in the development of the two sectors and will address issues relevant 
to public sector industries in general. 

3. Cairo Gas Distribution Project ($50 Million Credit) 

Second involvement in the sector (the first was Gulf of Suez 
Gas in FY79). 

Project would use domestically available sourc<i - natural gas, 
to replace extremely expensive import,LPG. 

Price increases agreed under the project should lead to more 
rational energy pricing in general. 

Other projects in the sector under consideration, including gas 
exploration, would assist Egypt in optimizing domestic energy resources 
and keeping it as a net exporter of· petroleum pro-ducts. · 

(l1: 
RZab1:ski: cys 

V 

-

., 
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International Bank for Reconstruction and Development 
International Development Association 

FROM: Vice President and Secretary 

SecM80-423 
IDA/SecM80-222 

May 29, 1980 

SIGNING OF LOANS AND CREDIT: EGYPT 
1. Second Textile Project ($69 m. loan) 

2. Pulp and Paper Project ($50 m. loan) 
3. Misr Iran Development Bank Project ($30 m. loan) 
4. Cairo Gas Distribution Project ($50 m. credit) 

1. The following arrangements have been made for signing the above 
loans and credit to Egypt. 

Date and Hour 

Place 

- Wednesday, June 4, 1980 - 11:00 a.m. 

Signing Officials 

Seating: 

4 (R) Mr. Al-Hegelan 
3(R) Mr. El-Naggar 

- Board Room 

- For the Borrower: 

- For MIDB: 

- For the Bank and 
the Association: 

2(R) H. E. The Ambassador 

1 _Mr. Chaufournier 

2(L) MIDB -
3(L) EMENA Region 

His Excellency 
Ashraf Ghorbal 
Ambassador of Egypt 

Mr. Fouad Sultan 
Vice Chairman and 

Managing Director, 
MIDB 

Mr. Chaufournier 
Vice President 
EMENA Region 

2. Mr. Zaborski (EMENA Region) will arrange for the attendance of the 
signing officials. Messrs. Abu Akeel, Duval and Sakuragi (Legal Department) 
will supervise the execution of the documents. 

Distribution: 

Mr. El-Naggar Mr. Nurick Mr. Knox 
Mr. Al-Hegelan Mr. Qureshi Mr. Merriam 
President Mr. Rotberg Mr. Zaborski 
Mr. Cargill Mr. Bart Mr. Abu Akeel 
Mr. Baum Mr. Gabriel Mr. Duval 
Mr. Chaufournier Mr. Hattori Mr. Sakuragi 

Mr. Karaosmanoglu 

.,.. 



CAIRO JUNE 1, 1980 

ATT MR KOEPP 

[OFFICIAL 
D0CU¥ENTS 

!Q.!!: ORIGINAL SENT 
TO LEGAL 

June 2, 1980 

le_ R \0)4 E6-T 

~ t~"1 ~ E&-Tt. 

REYRTLX MAY 29, PLEASED TO INFORM THAT HE AMBASSADOR ASHRAF 

GHORBAL IS DULY AUTHORISED TO SIGN CREDIT LOAN AND PROJECT 

AGREEMENTS ON BEHALF OF THE GOVERNMENT, EGPC, PETRO GAS, --NATIONAL AND RACTA. REGARDS 

SAMIR KORAIEr'1 

; .. 

. I 

.,; 

" -····· ----- ·- ·-· --·----- .. -····- -- ··-- - - ____ ..... ~ .. ~ 
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e To: 

RECOMMENDATION OF STATUTORY COMMI"TTEE OFFICIAL 
DOCUMENTS <---------' 

The President, International Development Association 

Recommendation of the Committee under Section l(dl of Article V 
of the Articles of Agreement on the proposed Development Credit 
(Cairo Gas Distribution Projectl. to the Arab Repuolic of Egypt 

The undersigned Committee constituted under Section l(dl of 

Article V of the Articles of Agreement of International Development 

Associacion (the Associationl hereb.y suomits its recommendation pursuant 

to said Section in respect of the proposal that the Association grant to 

the Arab. Republic of Egypt a development credit in an amount in various 

currencies equivalent to US$50.,000,000. for use by the Petroleum Gas 

Company (l>etrogasl. The purpose of said credit is to assist Petrogas 

in. financing the. installation of: (iI a gas distribution network for 

domestic gas consumers in the four districts of Cairo of Rel.wan, Maadi, 

Nasr City and Heliopolis and (iil an offtak.e. for the. supply of natural 

gas to power stations to he located at Nasr City and. Heliopolis. 

1. The Committee has carefully studied the :merits of the proposal 

to gx-ant such. a develop.ment credit, and of the. purposes ~o which the. 

proceeds of the development credit are to oe applied. 

2. The Co.mmitte~ is of the opinion that the project toward the 

financing of which. the p:roceeds of such development credit are to be 

applied comes within the purposes. of the Association as set forth. in -Article I of said Articles of _Agreement, and that said project is des.igned 

to pro.mote the. economic development of the Arab.. RepuTilic of Egyt,t and is 

of high. developmental priority in the light of the needs of the Arab. 

Republic of Egypt. 



e 
- 2 -

(Arah Repub.lic of Egypt} (Cairo Gas Distribution Projectl 

3. Accordingly, the Committee finds that said project merits 

financial assistance from the Association, and hereby recommends said 

project for such assistance. 

COMMITTEE 

7 ~/ ~ V-1/,. ·. -·· 
..-,';> ' . I _,., I 

__ ,/ -1 !,., C j ' , II I 

[. -- Vice Pr~siden'E ~ Operations 

....... 

\ \ ( l / • 
v \ / \ J (1. ~ X...(,1_?,..,J_,,. ~1,:7 

J ' · Alternate Governor f.or the 
· Arab Republic of Egypt 

Vice President, Finance 

Vice President and General Counsel 

.--0 c" i--7 
/ 

/ 
/ 

Regional Vice President 
Europe, Middle East and North Africa 

-

Dated at . Washington, D.C. (: ~, 

May 7, 1980 
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1. HIS EXCELLENCY 
AHMED EZZIDDIN HILAL 
DEPUTY PRIME MINISTER FOR OIL AND PRODUCTION 
CAIRO, EGYPT 

TEL~X: 92049 PETMISR UN 

2. HIS EXCELLENCY 
DR. ABDEL RAZAK ABDEL MEGUID 
DEPUTY PRIME MINISTER FOR ECONOMIC · AND 

FINANCIAL AFFAIRS 
CAIRO, EGYPT 

TELEX: 93261 !PLAN UN 

3". MR. SAMIR KORAIEM 
tlNDERSECRETARY 
MINISTRY OF ECONOMY 
CAIRO, EGYPT 

TELEX: 348 GAFEC UN 

7 

I 
! 
I ·--- - --- -1 
I 
l 

I 

----1 
..I 

I"' ' I ' ' ·-~ 
EGYPT: Cairo Gas & Pulp and Paper I FKaps_lR~~borski ~~w __ _ 

l ~ , :..J 1 ~, 1 , ,._, 1 1,,. • f~ : , • I. 1 .. r , , .: ,1 · I 

Attila Karaosmanoglu, Director_ 
jJt • , , , 1 I 

( Coun,try Progra,~s 
0
J,_, EMENA, Region 

I ( .. , j l t t I ,, : t I • / I I 
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TELEX 
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MAY 20, 1980 
74528 
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·1 _ HIS EXCELLENCY , __ AHMED EZ_ZID Q_IN __ H_I LAL,_ DEPUTY PRIME MINISTER FOR 
I ! 

,,, 

-y cc . - . OIL AND PRODUCTION AND_ HIS _EXCELLENCY, __ DR. ABDEL RAZAK ABDEL 
I 

7 

3 

9 

• 0 

., 
e 

• 2 

·3 

; 

- .,.. 

r- -- --- - - - -
MEGUID r-· DE~U_IY___~RIME MINISTER FOR ECONOMIC AND FINANCIAL AFFAIRS, 

I 

CAIRO, EGYPT. FOR INFORMATION MR. SAMIR KORAIEM, UNDERSECRETARY, 

MINISTRY OF ECONOMY, CAIRO, EGYPT. 

PLEASED TO INFORM YOU THAT BANK'S EXECUTIVE DIRECTORS TODAY 
I 

APPROVED DOLLARS 50 MILLION IDA CREDIT FOR CAIRO GAS DISTRIBUTION 
I .,. 

PROJECT AND DOLLARS 50 MILLION BANK LOAN FOR PULP AND PAPER PROJECT. 
I 

BEST REGARDS, ATTILA KARAOSMANOGLU, DIRECTOR, COUNTRY PROGRAMS :1, 
I 

EUROPE, MIDDLE EAST AND NORTH AFRICA REGION, WORLD BANK • 

EGYPT: Cairo Gas & Pulp and Paper 
·'-L: i' I l ,. , , , 1 J 

cc: Messrs. McCarthy, Nayyar 

cc: Messrs. Iskander, Ichishima 

I 
I 
I 
I 

I - _1 ____ _ 

I ' / Kar/ R)'i.bor s k; =,:: al, . . . 
' A,d;i{1/;··t f-fai.f/m£W t rq;'Mtor 
I "I . I' I 

Country Programs 1, EMENA Region I , . 
(/11(,I, I ~-----·----- --------
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---------------------------------
1. DR. RAMZI EL-LEITHY 

CHAIRMAN 
EGYPTIAN GENERAL PETROLEUM CORPORATION 
CAIRO, EGYPT 

TELEX: 92049 PETMISR UN 

2. ENG. ABDEL HAMID ABU BAKR 
CHAIRMAN 
PETROLEUM GAS COMPANY 
CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

3. MR. SAMIR KORAIEM 
UNDERSECRETARY 
MINISTRY OF ECONOMY 
CAIRO, EGYPT 

TELEX: 348 GAFEC UN 

1(1 

--- ·--·· -! 

EGYPT: Cairo Gas 
:.·. l. { 1)1:.,1,' , 'l(J,,J 

FK;{'~: aw ____ . ____ _ 

A~ Kar~~s~~n;;~u, Director 

I'' Country Programs 1, EMENA Region . 
cc: Messrs. McCarthy, Nayyar 
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DR. RAMZI EL-LEI THY L-CHAIRMAtJ, ___ ~GYl:_J_I_AN _ GENERAL PETROLEUM ------------- -
CORPORATION, ENG. ABDEL HAMID ASU BAKR, _ CHAIRMAN, PETROLEUM GAS 

. - -- - -- - ---- - -- -

:.il:::;c. ,:.."c. ~ __ C OMPAN!_~_D MR. SA M_!B._~Of3.A_I EM, U NOE RS EC RE TA RY, 
I CAIRO, EGYPT. 

MINISTRY OF ECONOMY, 
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I 
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PLEASED TO INFORM YOU THAT BANK'S EXECUTIVE DIRECTORS TODAY 
I 

APPROVED DOLLARS 50 MILLION IDA CREDIT FOR CAIRO GAS DISTRIBUTION 
I 

PROJECT. 
I 

BEST REGARDS, ATTILA KARAOSMANOGLU, DIRECTOR, COUNTRY1 • 

I PROGRAMS 
! .,,.. 

1, EUROPE, MIDDLE EAST AND NORTH AFRICA REGION, WORLD 
l 
' BANK. 
I 

T::. , -

EGYPT: Cairo Gas 
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ARAB REPt.raLIC OF EGYPT 

Internatiot:.al Development Association 
1818 K Street, N.Y. 
washington, D.C. 20433 
United. States of America 

B.a: Credit No. 1024 EGT 

June 4, 1980 

OFFICIAL · 
DO:UMENTS 

(Cairo Gas Distribution Project) 
?x-t:ernal Deo t · 

Gentlemen: 

No. 1 

In connection with the credit to the Arab Republ~c of Egypt for a 
Cairo Gas Distrioution Project, in an amount in various currencies 
equivalent to US$ 50,000,000, I 3:J:1 writi:lg on b ehal.f of r:lle Arab R.e';)ublic 
of Egypt to set fcr't:h certain facts re.!.ati:,;g to the e=i:te~l debt of :be. 
Arab Republic of Egypt. 

l. You have been fu..~shed wid1. :..1-ie follo'lr...ng: 

Foi:m l Description of i:ldivi.dual e:tternal debt listed ill Fcr::is 2 
(pr A, AA and B) • 

Sd:.e.ciule of pri?:.c!.pal and interest pay,;::er.:s for :!.ndi.v'i.c.~aJ.. 
external public debt descr::!.!led i~ Fo~ l. 

Form Z : Individual e:tte.--.:.al. puclic debts: c:.ir-:-e!:.: s:at::.is a.!ld 
tr.ansaction.s during pe:r::.od a.s of Deccie:r 31, 19.79.. 

2.. You c.ave. also been f.ur:lisl::.ed with For.::s l and U. for e:cte:-...al public 
defu: con.t::racted du:r:!.ng th.a pe:iod Ja!!llary l, 1980 th:rcugh ~arch 31, 1980. 

No subst.anti.a.l additional e:tte:rna.l pualic debt h.a.s ~een co~t:ractad 
s~e. !!arch 31, 1980.. 

J. S.uc~ fo?:!LS accurately set forth. tb.e aI:1ounts a'C.rl priz:.c:;.pal c:er:::s and 
conditions of all outstanding e:ct:e.:rna.l puolic: deot of the A.rah Re?ublic of 
Egypt, its political subdivisions and agencies, and of the agencies of its 
polit.ical ' s.ubd.:ivi.sious, and debts guaranteed by them up to ~.arch. 31, 1980 • 

... .. ~ ·--
4. .r~ represent: that no mortgages, pledges, cnarges, privileges, priorities 
or other liens exist on. any gcve1....:....ental assets as sec:.uricy for any e."<:tepial 
deh:. No de.faults exist: in re.51)ect of any ~tel.":lal puclic d.eot re.fe~ed to 
ha.rein or in any of the. doOJ.ments aentioued ab ave. 

It i.s our utlderstanding tb.at:, in making the proposed c=edit, cl:.~ Association 
ma.y rely on the statl!!lien:s and facts set fort:h het:ci:l. and in t!le do~e:i.t.s 
mentiou.ed above. ' 

Ve-ry cruly yours, 

ARA! 

.J 
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No. 2 

PETROLEUM GAS COMPANY 

June 4, 1980 

International Development Association 
1818 "H" Street, NW 

OFFICIAL 
DO(UMENTS c.... R I o ?,_ 4 E 6-T 

Washington, DC 20433 
United States of America 

Dear Sirs: 

Re: Credit No. 1024 EGT 
(Cairo Gas Distribution Project) 
Petrogas Representations 

In connection with the Project Agreement of even date herewith for the 
above-captioned Project among the Association, Petroleum Gas Company (herein
after called Petrogas) and the Egyptian General Petroleum Corporation, Petrogas 
hereby undertakes and warrants to you as follows: 

1. Petrogas's balance sheets as of December 31, 1979, copies of 
which shall be promptly furnished to the Association, shall 
correctly set forth the financial condition of Petrogas as of 
such date . 

2. Petrogas is not engaged in litigation as plaintiff or defendant, 
the outcome of which might materially and adversely affect the 
financial condition of Petrogas or its organization or its 
ability to carry out the Project. 

3. Except as it shall eventually be set forth in the balance sheets 
referred to above, Petrogas has no outstanding agreements or 
liabilities (including tax liabilities), contingent or otherwise, 
which might materially and adversely affect its financial condition. 

4. Petrogas is not in violation of, and the execution and delivery of 
the Project Agreement and the compliance with all its terms does 
not and will not result in any violation of any existing contractual 
agreement or of any provision of any law or decree or regulation 
presently in effect and applicable to Petrogas. 

5. Petrogas is a legal entity organized and existing in good standing 
under the laws of the Arab Republic of Egypt with full authority 
to carry on its present business, to carry out the Project to be 
financed under the Development Credit Agreement of even date 
herewith between the Association and the Arab Republic of Egypt and 
to execute and deliver the Project Agreement relating to said Project. 
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6. Petrogas has heretofore disclosed in writing to you all agreements 
material to the Project Agreement and the Project and all other 
circumstances which may materially affect the carrying on of 
Petrogas's business, its legal status, the Project or the compliance 
by Petrogas with its obligations under the Project Agreement. 

7. Petrogas has furnished to the Association true copies in English of 
the Borrower's Decree No. 118. 

It is our understanding that in making the Credit, the Association may rely on 
the statements and the representations contained or referred to herein. 

Very truly yours, 

PETROLEUM GAS COMPru.'IT 

~ep~~/ 
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Ho. 3 

EGYPTIAN GEXERAL PETROLEUM CORPORATION 

June 4, 1980 

International Development Association 
1818 "H" Street, NW OFFICIAL 

DOCUMENTS Washington, DC 20433 
United States of America 

Dear Sirs: 

Re: Credit No. 1024 EGT 
(Cairo Gas Distribution Project) 
EGPC Representations 

In connection with the Project Agreement of even date herewith for the 
above-captioned Project among the Association, Petroleum Gas Company and 
Egyptian General Petroleum Corporation (hereinafter called EGPC), EGPC hereby 
undertakes and warrants to you as follows: 

1. EGPC's balance sheets as of December 31, 1978, copies of which 
have been furnished to the Association, correctly set forth the 
financial condition of EGPC as of such date and since such date 
there has been no material ·adverse change in the financial. and 
operation condition of EGPC. 

2. EGPC is not engaged in litigation as plaintiff or defendant, 
the outcome of which might materially and adversely affect the 
financial condition of EGPC or its organization or its ability 
to fulfill its obligations under the Project Agreement. 

3. Except as set forth in the balance sheets referred to above, 
EGPC has no outstanding agreements or liabilities (including 
tax liabilities), contingent or otherwise, which might materially 
and adversely affect its financial condition. 

4. EGPC is not in violation of, and the execution and delivery of 
the Project Agreement and the compliance with all its terms does 
not and will not result in any violation of any existing contractual 
agreement or of any provision of any law or decree or regulation 
presently in effect and applicable to EGPC. 

S. EGPC is .a legal entity organized and existing in good standing under 
the laws of the Arab Republic of Egypt with full authority to carry 
on its present business, to execute and d_eliver the Project Agreement 
relating to said Project and to ;ulfill its obligations thereunder. 
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6. EGPC has heretofore disclosed in writing to you all agreements 
material to the Project Agreement and all other circumstances 
which may materially affect the . carrying on of EGPC's business, 
its legal status, or the compliance by EGPC with its obligations 
under the Project Agreement. 

7. EGPC has furnished to the Association true copies in English of 
the Borrower's Law No. 20 of 1976. 

It is our understanding that in making the Credit, the Association may rely 
on the statements and the representations contained or referred to herein. 

Very truly yours, 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

presentative 
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No. 4 

PETROLEUM GAS COMPANY 

June 4, 1980 

International Development Association 
1818 "H" Street, NW OFFICIAL 

DOCUMENTS·. Washington, DC 20433 
United States of America 

Dear Sirs: 

Re: Credit No. 1024 EGT 
(Cairo Gas Distribution Project) 
Petrogas Organizational Structure 

and Sta£ fing 

With reference to Section 3.0l(a) of the Project Agreement of even date 
herewith between us for the above-captioned Project, we hereby confirm that 
the organizational structure to be established and maintained pursuant to the I ' 

provisions of such Section shall consist of a senior management group, a 
construction management group and a natural gas operations group, all as 
described in Annexes A, Band C hereto, respectively. 

We also hereby confirm to you that we shall employ qualified and experienced 
personnel in sufficient numbers according to a timetable acceptable to you, all 
as agreed between us before the date hereof. 

It is finally understood that the organizational structure described in the 
Annexes hereto may be modified only by agreement between us. 

Please indicate your agreement with the foregoing by counter-signing this 
letter as indicated below. 

Sincerely yours, 

PETROLEUM GAS COMPAi.~ 

GvV 
presentative 

CONFIRMED: 

L'ITERNATIONAL DEVELOPMENT ASSOCIATION 
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No. 5 

PETROLEUM GAS COMPANY 

June 4, 1980 

International Development Association 
1818 "H" Street, NW 

OFFICIAL 
DOetJMENTS 

Washington, DC 20433 
United States of America 

Gentlemen: 

Re: Loan No. 1024 EGT 
(Cairo Gas Distribution Project) 
Index to be used for the valuation or 
revaluation of Petrogas' fixed assets 
in service related to natural gas 
operations and the accumulated 
depreciation pertaining hereto. 

For the purpose of making the valuation or revaluation of both the fixed 
assets in service related to our natural gas operations and the accumulated 
depreciation pertaining thereto referred to in Section 4.06 of the Project 
Agreement of even date herewith between us, we hereby confirm to you that we 

~ ill use the index published by the United Nations for the prices of machinery 
~ d equipment exported by developed countries. To that end, we understand that 

you will provide us with copies of this index as and when it is revised. 

Please confirm your agreement with the foregoing by counter-signing this 
letter as indicated below. 

Sincerely yours, 

PETROLEUM GAS COMPANY 

resentative 

CONFIRMED: 

INTERNATIONAL DEVELOPME.l'IT ASSOCIATION 



ARAE REPUBLIC OF ;'.GYP! 

June 4, 1980 

Inter:1atioc.al Development Association 
1818 E Street, N.~. 
~ashington, D.C. 20433 
United States of A::lerica 

Ge.ntle=ien: 

Re: Credit No. 1024 EGT 
(Cairo Gas Distribution Project) 
atern.al Dect 

No. 1 

In connection with the credit to the Arab RepublLc of Egypt for a 
Cairo Gas Distribution Project, in an amount fn various currencies 
equivalent to US$ 50,000,000,I a:a ~-=iti~g on behal~ of t~e A=ab Re?ublic 
of Egypt to set forth certai.:l £acts relati...-;g to the ~=e~l debt of :be 
Arab Republic of Egypt. 

1. You have been fu.r:i.ished 'lrltli :1-.e follo..,-,-ng: 

Fo:c:n 1 

For.:i 1A 

For.n Z 

Descri?tion of i::.di•ri.<iual e.:tte::-:i.al debt listed in 'For::.s 2 
(.or A, .i.A a.r.d B) • 

Schedule of pr::.=.ci?al a~d inte=est oa,-::::ents for ir.civi~~al 
e.:tteni.al public deot described i~ :or::i 1. 

Individual e.x:e.:::c.a.l puolic deb:s: c~rre~: s:a::.:.is and 
ttansactio:is d:.:.=:..:ig pe=:.od as of Deccier 31, 1~9.. 

2. You have also been f~r:i..:.sced ~-:.th :or:::s land L\ for e.::,,::er--2.l public 
de&.t contracted d.:.lring t::.e. pe~iad Ja?:.!.lary 1, 1980 ch:::ougn ~arc~ 31, 1S80. 

No suostan.ti.al addition.al e.:cte:r-:ial pualic dect n.as ceen co~tracted 
si:l.ce :iarc~ 31, 1980. 

3. Such.. fol::!.S accurately set forth t~e amou~ts acd pri.::.c::'..?al te::-::is and 
conditions of all outstandio.g e.:t:tenial puSlic deot of the Ara~ Republic 0£ 
Egypt, its·political s.ubdivisions and agencies, and of t::i.e age~cies of its 
political suhdivi.si.ons , and deots guaracteed ay them up to ~..arc~ 31, 1980. 

4. il'e represent ta.at no mortgages, pledges, cn.arges, privileges, priorities 
or other liens ~ist on any gover::::!ental assets as security :or any e..~ter-..al 
de.ht. No de.faults e.x~t in respect of any e:cternal puolic c.eot re.fer-::ed to 
h..ei:e:!n. or in any of t;:.e co cur.en ts centioned above. 

It is our understanding that, in ma~g the proposed credit, t~e Assoc!.ation 
may rely on the state.=.e.ncs and facts set .:orch het:ein and in t::i.e docu::nents 
me.ntioo...ed above. 

Very t-:-uly yours, 

ARA3 RE?traLIC OF EGYPT 

By /s/ Ashraf Ghorbal 
Auth.ori=ed Represe~tacive 



No. 2 

PETROLEUM GAS COMP A.TI 

June 4, 1980 

International Development Association 
1818 "H" Street, NW 
Washington, DC 20433 
United States of America 

Dear Sirs : 

Re : Credit No . 1024 EGT 
(Cairo Gas Distribution Project) 
Petrogas Representations 

In connection with the Project Agreement of even date herewith for the 
above-captioned Project among the Association, Petroleum Gas Company (herein
after called Petrogas) and the Egyptian General Petroleum Corporation , Petrogas 
hereby undertakes and warrants to you as follows : 

1. Petrogas's balance sheets as of December 31, 1979, copies of 
which shall be promptly furnished to the Association, shall 
correctly set forth the financial condition of Petrogas as of 
such date . 

2. Petrogas is not engaged in litigation as plaintiff or defendant, 
the outcome of which might materially and adversely affect the 
financial condition of Petrogas or its organization or its 
ability to carry out the Project . 

3 . Except as it shall eventually be set forth in the balance sheets 
referred to above , Petrogas has no outstanding agreements or 
liabilities (including tax liabilities) , contingent or otherwise, 
which might materially and adversely affect its financial condition . 

4 . Petrogas is not in violation of, and the execution and delivery of 
t he Project Agreement and the compliance with all its ter:ns does 
not and will not result in any violation of any existing contractual 
agreement or of any provision of any law or decree or regulation 
presently in effect and applicable to Petrogas. 

5. Petrogas is a legal entity organized and existing in good standing 
under the laws of the Arab Republic of Egypt with full authority 
to carry on its present business, to carry out the Project to be 
financed under the Development Credit Agreement of even date 
herewith between t he Associa tion and the Arab Republic of Egypt and 
to execute and deliver the Project Agreement relating to said Project . 



e 
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6. Petrogas has heretofore disclosed in writing to you all agreements 
ma t erial to the Project Agreement and the Project and all other 
circumstances which may materially affect the carrying on of 
Petrogas's business, its legal status, the Project or the compliance 
by Petrogas with its obligations under the Project Agreement. 

7 . Petrogas has furnished to the Association true copies in English of 
the Borrower's Decree No . 118 . 

It is our understanding that i~ making the Credit, the Association may r ely on 
the statements and the representations contained or referred to herein. 

Very truly yours, 

PETROLEUM GAS CO~!P A.NY 

By / s / Ashraf Ghorbal 
Authorized Representative ; 



:.o. 3 

EGYPTIA.~ GE~ER..\L PETROLEUM CORPORATION 

International Development Association 
1818 "H" S~reet, :-!W 
iashington, DC 20433 
United States of America 

Re: Credit No . 1024 EGT 

June 4, 1980 

(Cairo Gas Distribution Project) 
EGPC Representations 

Dear Sirs: 

In connection with the Project Agreement of even date herewith for the 
above-captioned Project among the Association, Petroleum Gas Company and 
Egyptian General Petroleum Corporation (hereinafter called EGPC), EGPC hereby 
undertakes and warrants to you as follows: 

1. EGPC' s balance sheets as of December 31, 1978, copies of which 
have been furnished to the Association , correctly set forth the 
financial condition of EGPC as of such date and since such date 
there has been no material adverse change in the financial and 
operation condition of EGPC . 

2. EGPC is not engaged in litigation as plaintiff or defendant, 
the outcome of which might materially and adversely affect the 
financial condition of EGPC or its organization or its ability 
to fulfill its obligations under the Project Agreement . 

3. Except as set forth in the balance sheets referred to above, 
EGPC has no outstanding agreements or liabilities (including 
tax liabilities), contingent or otherwise, which might materially 
and adversely affect its financial condition. 

4. EGPC is not in violation of, and the execution and delivery of 
the Project Agreement and the compliance with all its terms does 
not and will not result in any violation of any existing contractual 
agreement or of any provision of any law or decree or regulation 
presently in effect and applicable to EGPC . 

5 . EGPC is~ legal entity organized and existing in good standing under 
the laws of the Arab Republic of Egypt with full authority to carry 
on its present business, to execute and deliver the Project Agreement 
relating to said Project and to fulfill its obligations thereunder. 
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6. EGPC has heretofore disclosed in writing to you all agreements 
material to the Project Agreement and all other circumstances 
which may materially affect the carrying on of EGPC's business, 
its legal status, or the compliance by EGPC with its obligations 
under the Project Agreeoent. 

7 . EGPC has furnished to the Association true copies in English of 
the Borrower's Law No. 20 of 1976. 

It is our understanding that in making the Credit, the Association may rely 
on the statements and the representations contained or referred to herein. 

Very truly yours, 

EGYPTIA.i.'1 GE:;ERAL PETROLEUM CORPORATION 

By /s/ Ashraf Ghorbal 
Authorized Representative { ' 
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No. 4 

PETROLEUM GAS COMPA.NY 

June 4, 1980 

International Development Association 
1818 "H" Street, NW 
Washington , DC 20433 
United States of America 

Dear Sirs: 

Re: Credit No. 1024 EGT 
(Cairo Gas Distribution Project) 
Petrogas Organizational Structure 

and Staffing 

With reference to Section 3.0l(a) of the Project Agreement of even date 
herewith between us for the above-captioned Project, we hereby confirm that 
the organizational structure to be established and maintained pursuant to the 
provisions of such Section shall consist of a senior management group, a 
construction management group and a natural gas operations group , all as 
described in Annexes A, Band C hereto, respectively. 

We also hereby confirm to you that we shall employ qualified and experienced 
personnel in sufficient nu~bers according to a ti~etable acceptable to you, all 
as agreed between us before the date hereof . 

It is finally understood that the organizational structure described in the 
Annexes hereto ~ay be modified only by agreement between us . 

Please i ndicate your agreement with the foregoing by counter-signing this 
letter as indicated below . 

CONFIRMED: 

ITIERNATIONAL DEVELOPNENT ASSOCB.TION 

By /s/ Roger Chaufournier 

Sincerely yours, 

PETROLEUM GAS CO:lP~iY 

By /s/ Ashraf Ghorbal 
Authorized Representative 
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No. 5 

PETROLEUM GAS COMPANY 

June 4, 1980 

International Development Association 
1818 "H" Street, NW 
Washington, DC 20433 
United States of America 

Gentlemen: 

Re: Loan No. 1024 EGT 
(Cairo Gas Distribution Project) 
Index to be used for the valuation or 
revaluation of Petrogas ' fixed assets 
in service related to natural gas 
operations and the accumulated 
depreciation pertaining hereto. 

For the purpose of making the valuation or revaluation of both the fixed 
assets in service related to our natural gas operations and the accumulated 
depreciation pertaining thereto referred to in Section 4.06 of the Project · 
Agreement of even date herewith between us, we hereby confirm to you that we 
will use the index published by the United Nations for the prices of machinery 
and equipment exported by developed countries. To that end, we understand that 
you will provide us with copies of this index as and when it is revised. 

Please confirm your agreement with the foregoing by counter-signing this 
letter as indicated below. 

CONFIR.1'1:ED: 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

By _ _ .;../_· s..;../_R_o..;:g"-e_r_C_h_a_u_f_o_u_r_n_i_· _er ____ _ 

Sincerely yours, 

PETROLEUM GAS COMPANY 

By Isl Ashraf Ghorbal 
Authorized Representative 
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CREDIT NUMBER 1024 EGT 

Developinent Credit Agreeinent 
.Y-

(Cairo Gas Distribution Project) 

between 

ARAB REPUBLIC OF EGYPT 

and 

INTERN4TIONAL DEVELOPMENT ASSOCIATION 

Dated 4 , 1980 



CREDIT NUMBER 1024 EGT 

DEVELOPMENT CREDIT AGREEMENT 

~ • •- D J. AGREEMENT, dated lo)~ .L-f , 1980, between 
ARAB REPUBLIC OF EGYPT (hereinafter called the Borrower) and 
INTERNATIONAL DEVELOPMENT ASSOCIATION (hereinafter called the 
Association.) 

WHEREAS (A) the Borrower has requested the Association 
to assist in the financing of a portion of the foreign exchange 
cost of the Project described in Schedule 2 to this Agreement by 
extending the Credit as hereinafter provided; 

(B) the Project will be carried out by the Petroleum Gas 
Company (hereinafter called Petrogas) with the assistance of the 
Borrower and the Egyptian General Petroleum Corporation (herein
after called EGPC) and, as part of such assistance, the Borrower 
will relend to Petrogas the proceeds of the Credit as hereinafter 
provided; and 

WHEREAS the Association has agreed, on the basis inter 
alia of the ;;oregoing . to extend the Credit to the Borrower upon 
the terms and conditions hereinafter set forth and in the Project 
Agreement of even date herewith among the Association, EGPC and 
Petrogas; 

NOW THEREFORE the parties hereto hereby agree as follows: 

ARTICLE I 

General Conditions; Definitions 

Section 1.01. The parties to this Agreement accept all 
the provisions of the General Conditions Applicable to Development 
Credit Agreements of the Association, dated March 15, 1974, 
with the same force and effect as if they were fully set forth 
herein (said General Conditions Applicable to Development Credit 
Agreements of the Association being hereinafter called the 
General Conditions). 

Section 1.02. Wherever used in this Agreement, unless the 
context otherwise requires, the several terms defined in the 
General Conditions and in the Preamble to this Agreement have 
the respective meanings therein set forth and the following 
additional terms have the following meanings: 
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(a) "Project Agreement" means the agreement among the 
Association, EGPC and Petrogas of even date herewith, as the same 
may be amended from time to time, and such term includes all 
schedules to the Project Agreement and all agreements supplemental 
to the Project Agreement. 

(b) "Subsidiary Loan Agreement" means the agreement to 
be entered into among the Borrower, EGPC and Petrogas pursuant to 
Section 3 .01 (d) of this Agreement, as the same may be amended 
from time to time, and such term includes all schedules to the 
Subsidiary Loan Agreement and "Subsidiary Loan" means the proceeds 
of the Credit to be relent to Petrogas by the Borrower under such 
agreement, as provided in such Section. 

(c) "LPG" means liquified petroleum gas. 

(d) "Project Area" means the area described in the preamble 
of Schedule 2 hereto. 

(e) "Decree No. 118" means the Borrower's decree No. 118 of 
1978 establishing Petrogas and governing Petrogas operations, 
as the same may be amended from time to time. 

(f) "Law No. 20" means the Borrower's law No. 20 of 1976 
establishing EGPC and governing EGPC operations, as the same may 
be amended from time to time. 

(g) "LE" and "Egyptian Pound" mean the currency of the 
Borrower. 

(h) "Mcf" means one thousand standard cubic feet. 

ARTICLE II 

The Credit 

Section 2.01. The Association agrees to lend to the Borrower, 
on the terms and conditions in the Development Credit Agreement 
set forth or referred to, an amount in various currencies equiva
lent to fifty million dollars ($50,000,000). 

Section 2.02. The amount of the Credit may be withdrawn 
from the Credit Account in accordance with the provisions of 
Schedule 1 to this Agreement, as such Schedule may be amended from 
time to time by agreement between the Borrower and the Associa
tion, for expenditures made (or, if the Association shall so 

e 
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agree, to be made) in respect of the reasonable cost of goods and 
services required for the Project and to be financed out of the 
proceeds of the Credit. 

Section 2 .03. (a) The Borrower confirms to the Association 
that Petrogas has awarded the contract dated November 22, 1979 for 
all the goods and works for Parts A and B of the Project to be 
financed out of the proceeds of the Credit in accordance with 
procedures consistent with those set forth in the "Guidelines for 
Procurement under World Bank Loans and IDA Credits" published by 
the Bank in March 1977 (hereinafter called the Guidelines), on the 
basis of international competitive bidding as described in Part A 
of the Guidelines. 

(b) Should such contract be suspended or terminated and; as 
a result thereof, the invitation of new bids for such goods and 
works be necessary, the procurement of such goods and works shall, 
unless the Association shall otherwise agree, be governed by the 
provisions of the Schedule to the Project Agreement. 

SectioP 2 .04. The Closing Date shall be December 31, 1985 
or such later date as the Association shall establish. The 
Association shall p1omptly notify the Borrower of such later 
date. 

Section 2.05. The Borrower shall pay to the Association 
a service charge at the rate of three-fourths of one per cent 
(3/4 of 1%) per annum on the principal amount of the Credit 
withdrawn and outstanding from time to time. 

Section 2.06. Service charges shall be payable semiannually 
on January 15 and July 15 in each year. 

Section 2.07. The Borrower shall repay the principal amount 
of the Credit in semiannual installments payable on each 
January 15 and July 15 commencing July 15, 1990, and ending 
January 15, 2030, each installment to and including the install
ment payable on July 15, 2000, to be one-half of one per cent (1/2 
of 1%) of such principal amount, and each installment thereafter 
to be one and one-half per cent (1-1/2%) of such principal amount. 

Section 2 .08. The currency of the United States of America 
is hereby specified for the purposes of Section 4.02 of the 
General Conditions. 

I 
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Section 2.09. Petrogas is designated as representative of the 
Borrower for the purposes of taking any action required or permit
ted to be taken under the provisions of Section 2.02 of this 
Agreement and Article V of the General Conditions. 

ARTICLE III 

Execution of the Project 

Sec tion 3,01. (a) Without any limitation or restriction 
up on a ny of i ts other obligations under the Development Credit 
Agreement, th e So rrower shall cause EGPC and Petrogas to perform 
i n a cco rdance wi th the provisions of the Project Agreement and the 
Subsidiary Loan Agreement all their respective obligations therein 
se t fo rth, shall take and cause to be taken all action necessary 
or a ppropriate to enable EGPC and Petrogas to perform such obliga
tions (including the obligations set out in Section 4.06 of the 
Projec t Ag ree me nt), and shall not take or permit to be taken any 
action which would prevent or interfere with such performance . 

(b) Without any limitation upon the generality of the 
foregoing, the Borrower shall, in conjunction with EGPC, provide 
P e tr oga s with: (i) all funds, facilities, ~ervices and other 
r esource s ne cessary for the carrying out of the Project until 
t he comp le ti o n ther e of; and (ii) all funds (in addition to 
:! os e for the carrying out of the Project) necessary to enable 
Petrogas: (A) t o carry o n its expansion; and (R) without any 
limitation upon the gene rality of the foregoing, to at all times 
meet its debt service requirements relating to its natural gas 
operations and maintain an adequate working capital for such 
operations. 

(c) For purposes of the foregoing paragraph the terms "debt 
service requirements" and "working capital" shall have the mean
ings set out in Section 2.10 (b) of the Project Agreement. 

(d) The Borrower shall relend the proceeds of the Credit to 
Petrogas under a subsidiary loan agreement to be entered into 
among the Borrower, EGPC and Petrogas under terms and conditions 
which shall have been approved by the Association. Except as the 
Association shall otherwise agree, such terms and conditions shall 
include the following: 

(i) the principal amount of the Subsidiary Loan 
repayable by Petrogas shall be the equivalent in 
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Egyptian Pounds (determined as of the date, or the 
respective dates, of repayment) of the value of the 
currency or currencies withdrawn from the Credit 
Account; 

(ii) the Subsidiary Loan shall be repaid by Petrogas in 
thirty equal or approximately equal semi-annual 
installments over twenty years (including five 
years of grace); and 

(iii) the Borrower shall charge Petrogas interest at 
eight and twenty-five hundredths per cent (8.25%) 
per annum on the outstanding balance of the Sub
sidiary Loan in addition to any charges payable by 
the Borrower to the Association on the Credit. 

(e) The Borrower shall exercise its rights under the 
Subsidiary Loan Agreement in such manner as to protect the 
interests of the Borrower and the Association and to accomplish 
the purposes of the Credit, and except as the Association shall 
otherwise agree, the Borrower shall not assign, amend, abrogate or 
waive the Subsidiary Loan Agreement or any provision thereof. 

Section 3.02. (a) The Borrower shall, by June 30, 1981 
(or such other date as the Association may agree), carry out, or 
cause to be carried out, a study to review the economic viability 
of (i) rehabilitating and converting the existing gas distribution 
network in central Cairo from gas produced from naphta to natural 
gas and (ii) linking said network with the gas distribution 
network included in the Project. 

(b) The Borrower shall, promptly upon completion of said 
study, exchange views with the Association on the findings thereof 
and shall, upon completion of such exchange of views, take, or 
cause to be taken, appropriate action to implement such recommen
dations emanating from such study, as shall be mutually acceptable 
to the Borrower and the Association. 

Section 3 .03. The Borrower shall, by December 31, 1980 ( or 
·such other date as the Association may agree), issue a decree 
providing that: (i) all buildings to be constructed in the Project 
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Area shall thereafter be fitted with appropriate internal car
cassing and external piping up to the periphery of the property 
line of such building and ( ii) such fitting shall be executed 
under the supervision of Petrogas. 

Section 3.04. The Borrower shall, in a timely fashion for the 
carrying out of Part C of the Project, finance in conjunction with 
EGPC the cost of the internal carcassing of the approximately 
160,000 existing dwellings of the Project Area and the conversion 
of approximately 300,000 related appliances, under arrangements 
satisfactory to the Association. 

ARTICLE IV 

Remedies of the Association 

Section 4.01. For the purposes of Section 6.02 of the General 
Conditions the following additional events are specified pursuant 
to paragraph (h) thereof, namely, that: 

(a) EGPC or Petrogas shall have failed to perform any of 
their respective covenants, agreements or obligations under the 
Project Agreement. 

(b) An extraordinary situation shall have arisen which 
shall make it improbable that EGPC or. Petrogas will be able to 
perform their respective obligations under the Project Agreement. 

(c) Decree No. 118 shall have been amended, suspended, 
abrogated, repealed or waived in such a way as to materially and 
adversely affect the ability of Petrogas to carry out its cove
nants, agreements and obligations set forth in the Project 
Agreement. 

(d) The Borrower or any other authority having jurisdiction 
shall have taken any action for the dissolution or disestablish
ment of EGPC or Petrogas, or for the suspension of their respec
tive operations. 

(e) Law No. 20 shall have been amended, suspended, abro
gated, repealed or waived in such a way as to materially and 
adversely affect the ability of EGPC to carry out its covenants, 
agreements and obligations set forth in the Project Agreement. 
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(f) The decree to be issued pursuant to the provisions of 
Section 3.03 hereof shall have been amended, suspended, abrogated, 
repealed or waived in such a way as to materially and adversely 
affect the carrying out of the Project. 

Section 4.02. For the purposes of Section 7.01 of the General 
Conditions, the following additional events are specified pursuant 
to paragraph (d) thereof, namely, that: 

(a) the . event specified in paragraph (a) of Section 4.01 
of this Agreement shall occur and shall continue for a period 
of sixty days after notice thereof shall have been given by the 
Association to the Borrower, EGPC and Petrogas; and 

(b) any event specified in paragraphs (c), (d), (e) or (f) 
of Section 4.01 of this Agreement shall occur. 

ARTICLE V 

Effective Date; Termination 

Section 5.01. Tl.e following event is specified as an addi
tional condition to the effectiveness of the Development Credit 
Agreement within the meaning of Section 12.01 (b) of the General 
Conditions, namely, that the Subsidiary Loan Agreement has been 
executed on behalf of the Borrower, EGPC and Petrogas. 

Section 5.02. The following are specified as additional 
matters, within the meaning of Section 12.02 (b) of the General 
Conditions, to be included in the opinion or opinions to be 
furnished to the Association, namely, that: 

(a) the Project Agreement has been duly authorized or 
ratified by Petrogas and EGPC, and is legally binding upon 
Petrogas and EGPC in accordance with its terms; and 

(b) the Subsidiary Loan Agreement has been duly authorized 
or ratified by the Borrower, EGPC and Pe trogas and is legally 
binding upon the Borrower, EGPC and Petrogas in accordance with 
its terms. 

Section 5.03. The date N~ 4 1 \ '1~ is hereby speci
fied for the purposes of Section 12.04 of the General Conditions. 
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Section 5.04. The obligations of the Borrower under Sections 
3.01 (b) (ii) of this Agreement and the provisions of Section 
4.02 of this Agreement shall cease and determine on the date on 
which the Development Credit Agreement shall terminate or on a 
date twenty years after the date of this Agreement, whichever 
shall be the earlier. 

ARTICLE VI 

Representative of the Borrower; Addresses 

Section 6.01. The minister of the Borrower responsible for 
economy and economic cooperation, or the under secretary of 
state of the Borrower responsible for economic organizations and 
international finance, is designated as representative of the ? 
Borrower for the purposes of Section 11.03 of the General Condi 
tions. 

Section 6.02. The following addresses are specified for 
the purpose of Section 11.01 of the General Conditions: 

For the Borrower: 

Ministry of Economy and Economic Cooperation 
8 Adly Street 
Cairo, Arab Republic of Egypt 

Cable address: 

MINISTRY OF ECONOMY AND 
ECONOMIC COOPERATION 

Cairo 

For the Association: 

International Development Association 
1818 H Street, N.w. 
Washington, D.C. 20433 
United States of America 

Telex: 

348 GAFEC 

Cable address: Telex: 

INDEVAS 440098 (ITT) 
Washington, D.C. 248423 (RCA) or 

64145 (WUI) 
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IN WITNESS WHEREOF, the parties hereto, acting through 
their representatives thereunto duly authorized, have caused this 
Agreement to be signed in their respective names in the District 
of Columbia, United States of America, as of the day and year 
first above written. 

ARAB REPUBLIC OF EGYPT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

By &/ ~';\R_Y' ~ 
;~ () Regional Vice President 

Europe, Middle East and North Africa 
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SCHEDULE 1 

Withdrawal of the Proceeds of the Credit 

1. The table below sets forth the Categories of items to be 
financed out of the proceeds of the Credit, the allocation of the 
amounts of the Credit to each Category and the percentage of 
expenditures for items so to be financed in each Category: 

Category 

(1) Goods and works 
for Parts A and 
B of the Project 

(2) Services for Tech
nical Assistance 

(3) Unallocated 

TOTAL 

Amount of the 
Credit Allocated 

(Expressed in 
Dollar Equivalent) 

43,000,000 

4,000,000 

3,000,000 

50,000,000 

% of 
Expenditures 

to be Financed 

100% of foreign 
expenditures 

100% 

2. For the purposes of this Schedule the term "foreign expendi
tures" means expenditures in the currency of any country other 
than the Borrower and for goods or services supplied from the 
territory of any country other than the Borrower. 

3. The disbursement percentages have been calculated in com
pliance with the policy of the Association that no proceeds of the 
Credit shall be disbursed on account of payments for taxes levied 
by, or in the territory of, the Borrower on goods or services, or 
on the importation, manufacture, procurement or supply thereof; to 
that end, if the amount of any such taxes levied on or in respect 
of any item to be financed out of the proceeds of the Credit 
decreases or increases, the Association may, by notice to the 
Borrower, increase or decrease the disbursement percentage then 
applicable to such item as required to be consistent with the 
aforementioned policy of the Association. 

e 
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4. Notwithstanding the provisions of paragraph 1 above, no 
withdrawals shall be made in respect of payments made for expendi
tures prior to the date of this Agreement, except that with
drawals, in an aggregate amount not exceeding the equivalent of 
$5,000,000 may be made in respect of Categories (1) and (2) on 
account of payments made for such expenditures before that date 
but after November 22, 1979. 

5. Notwithstanding the allocation of an amount of the Credit 
or the disbursement percentages set forth in the table in para
graph 1 above, if the Association has reasonably estimated 
that the amount of the Credit then allocated to any Category 
will be insufficient to finance the agreed percentage of all 
expenditures in that Category, the Association may, by notice to 
the Borrower: (i) reallocate to such Category, to the extent 
required to meet the estimated shortfall, proceeds of the Credit 
which are then allocated to another Category and which in the 
opinion of the Association are not needed to meet other expendi
tures, and (ii) if such reallocation cannot fully meet the 
estimated shortfall, reduce the disbursement percentage then 
applicable to such expenditures in order that further withdrawals 
under such :ategory ~y continue until all expenditures thereunder 
shall have been made , 

6. If the Association shall have reasonably determined that 
the procurement of any item in any Category is inconsistent with 
the procedures set forth or referred to in this Agreement, no 
expenditures for such item shall be financed out of the proceeds 
of the Credit and the Association may, without in any way restric
ting or limiting any other right, power or remedy of the Associa
tion under the Development Credit Agreement, by notice to the 
Borrower, cancel such amount of the Credit as, in the Associa
tion's reasonable opinion, represents the amount of such expendi
tures which would otherwise have been eligible for financing out 
of the proceeds of the Credit. 
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SCHEDULE 2 

Description of the Project 

The Project aims at (i) creating a gas distribution network 
for domestic gas consumers in the four districts of Cairo of 
Helwan, Maadi, Nasr City and Heliopolis and (ii) supplying 
natural gas to the power stations at Nasr City and Heliopolis. 

The Project consists of the following Parts: 

Part A: Transmission System 

(a) Construction of approximately 55 km of 24" buried 
steel pipeline from an existing installation near Mrazik Bridge to 
a proposed power station at Heliopolis, together with the neces
sary system for cathodic protection. 

(b) Installation of an inlet, and construction of an odori
zing unit, near Mrazik Bridge. 

(c) Construction of four pressure reduction stations at 
Helwan, Maadi, Nasr City and Heliopolis, with off take from the 
main line, each of such stations consisting basically of three 
separate preassembled skid mounted units for filtration, pressure 
reduction, and metering, with connecting manifolds. 

(d) Installation of an offtake for the proposed power sta
tions at Nasr City and Heliopolis, with a terminal at Heliopolis. 

(e) Installation of a pigging system complete with pig 
traps, launchers, and receiving stations. 

Part B: Distribution System 

(a) Installation of a distribution network of medium density 
polyethylene pipe of approximately 900 km in length in the Project 
Area. 

(b) Provision of approximately 9,000 services for connecting 
customers in the Project Area with gas at an average rate of 
one service for approximately 18 customers. 

Part C: Carcassing and Conversion 

(a) Installation of outlet service pipes from ten feet 
outside the dwellings in the Project Area to the gas meters, 
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together with service risers, laterals and other related pieces of 
equipment. 

(b) Internal installation of pipes in approximately 160,000 
dwellings to function at a pressure not exceeding 30 millibars, 
pipe ducts, control cocks, and other related pieces of equipment. 

(c) Conversion to natural gas of approximately 300,000 
existing appliances burning LPG. 

Part D: Technical Assistance 

(a) Detailed assessment of the overall training requirements 
of Petrogas personnel in various aspects of construction, mainte
nance and operation of a gas utility, through the provision of 
an adequate number of man-months of consultants' services. 

(b) Assistance to Petrogas for (i) the designing and 
supervision of the construction of the Project, (ii) the prepara
tion of a draft code of supervisory and safety tests necessary for 
the operation of the facilities included in the Project, and (iii) 
(A) the designing and the implementation of a management informa
tion system appropriate to enable Petrogas to inter alia establish 
and maintain separate accounts for its natural gas operations, (B) 
the improvement of its financial management and cost accounting 
and cost control system in accordance with the recommendations on 
the subject to be made by EGPC as a result of the on-going review 
included in Part 9 of the Project described in the Loan Agreement 
dated June 29, 1979 between the Bank and EGPC (Loan No. 1732 EGT) 
and carried out by EGPC in consultation with Petrogas, and (C) the 
review of the internal control required for its overall opera
tions, all through the provision of about an adequate number of 
man-months of consultants' services. 

* * * 

The Project is expected to be completed by December 31, 
1984. 
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CREDIT NUMBER 1024 EGT 

Project Agree1nent 
(Cairo Gas Distribution Project) 

among 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

and 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

and 

PETROLEUM GAS COMPANY 

Dated 4 , 1980 



CREDIT NUMBER 1024 EGT 

PROJECT AGREEMENT 

~ju,. .n ). 
AGREEMENT, dated --vue- '1 , 1980, among 

INTERNATIONAL DEVELOPMENT ASSOCIATION (hereinafter called the 
Association), and EGYPTIAN GENERAL PETROLEUM CORPORATION (herein
after called EGPC) and PETROLEUM GAS COMPANY (hereinafter called 
Petrogas). 

WHEREAS by ti1e Development Credit Agreement of even date 
herewith between Arab Republic of Egypt (hereinafter called the 
Borrower) and the Association, the Association has agreed to make 
available to the Borrower an amount in various currencies equiva
lent to fifty million dollars ($50,000,000), on the terms and 
conditions set forth in the Development Credit Agreement, but only 
on condition that EGPC and Petrogas agree to undertake such 
obligations towards the Association as are hereinafter set forth; 
and 

WHEREAS by a subsidiary loan agreement to be entered into 
among the Borrower, EGPC and Petrogas, the proceeds of the credit 
provided for under the Development Credit Agreement will be 
relent to Petrogas on the terms and conditions therein set 
forth; and 

WHEREAS EGPC and Petrogas, in consideration of the Associa
tion's entering into the Development Credit Agreement with the 
Borrower, have agreed to undertake the obligations hereinafter set 
forth; 

NOW THEREFORE the parties hereto hereby agree as follows: 

ARTICLE I 

Definitions 

Section 1. 01. Wherever used in this Agreement, unless the 
context shall · otherwise require, the several terms defined in 
the Development Credit Agreement and in the General Conditions 
(as so defined) have the respective meanings therein set forth. 

ARTICLE II 

Execution of the Project 

Section 2.01. Petrogas shall, with the assistance of EGPC, 
carry out the Project described in Schedule 2 to the Development 
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Credit Agreement with due diligence and efficiency and in con
formity with appropriate administrative, financial, engineering 
and gas practices. 

Section 2 .02. In order to assist Petrogas in designating 
and supervising the construction of the Project and in preparing a 
draft code of supervisory and safety tests necessary for the 
operation of the facilities included in the Project, Petrogas 
shall continue to employ engineering consultants whose qualifica
tions, experience and terms and conditions of employment shall be 
satisfactory to the Association. 

Section 2 .03. (a) Petrogas shall, by December 31, 1980 
(or such other date as the Association may agree), prepare, with 
the assistance of the consultants referred to in Section 2 .02 
hereof, and submit to the Association for its review and comments 
a draft code of supervisory and safety tests necessary for the 
operation of the facilities included in the Project. 

(b) Petrogas shall, promptly upon completion of such review 
by the Association, take all appropriate steps to finalize and 
then implement such code taking into account the Association's 
comments. 

Section 2 .04. (a) Petrogas represents that it has awarded 
the contract dated November 22, 1979 for all the goods and works 
for Parts A and B of the Project to be financed out of the pro
ceeds of the Credit in accordance with procedures consistent with 
those set forth in the "Guidelines for Procurement under World 
Bank Loans and IDA Credits" published by the Bank in March 1977 
(hereinafter called the Guidelines), on the basis of international 
competitive bidding as described in Part A of the Guidelines. 

(b) Should such contract be suspended or terminated and, 
as a result thereof, the invitation of new bids for such goods and 
works be necessary, the procurement of such goods and works shall, 
unless the Association shall otherwise agree, be governed by the 
provisions of the Schedule hereto. 

Section 2 .05. (a) Petrogas undertakes to insure, or make 
adequate provision for the insurance of, the imported goods 
to be financed out of the proceeds of the Credit relent to it by 
the Borrower against hazards incident to the acquisition, trans
portation and delivery thereof to the place of use or installa
tion, and for such insurance any indemnity shall be payable in a 

e 
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currency freely usable by Petrogas to replace or repair such 
goods. 

(b) Except as the Association may otherwise agree, Petrogas 
shall cause all goods and services financed out of the proceeds 
of the Credit relent to it by the Borrower to be used exclusively 
for the Project. 

Section 2 .06. (a) Petrogas shall furnish to the Associa
tion, promptly upon their preparation, the plans, specifications, 
reports, contract documents and procurement schedules for the 
Project, and any material modifications thereof or additions 
thereto, in such detail as the Association shall reasonably 
request. 

(b) Petrogas: (i) shall maintain records and procedures 
adequate to record and monitor the progress of the Project 
(including its cost and the benefits to be derived from it), 
to identify the goods and services financed out of the proceeds 
of the Credit, and to disclose their use in the Project; (ii) 
shall enable the Association's accredited representatives to visit 
the facilities and construction sites included in the Project and 
to examine the goods financed out of the proceeds of the Credit 
and any relevant records and documents; and (iii) shall furnish to 
the Association monthly progress reports containing all such 
information as the Association shall reasonably request concerning 
the Project, its cost and, where appropriate, the benefits to be 
derived from it, the expenditures of such proceeds and the goods 
and services financed out of such proceeds. 

(c) Promptly after completion of the Project, but in any 
event not later than six months after the Closing Date or such 
later date as may be agreed for this purpose between Petrogas 
and the Association, Petrogas shall prepare and furnish to 
the Association a report, of such scope and in such detail as 
the Association shall reasonably req·uest, on the execution and 
initial operation of the Project, its cost and the benefits 
derived and to be derived from it, the performance by Petrogas and 
the Association of their respective obligations under the Project 
Agreement and the accomplishment of the purposes of the Credit. 

(d) Petrogas shall enable the Association's representatives 
to examine all its plants, installations, sites, works, buildings, 
property, equipment, records and documents relevant to the Pro
ject, the operation and maintenance of the facilities constructed 
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under the Project and the performance by Petrogas of its obliga
tions hereunder. 

Section 2.07. EGPC and Petrogas shall each duly perform all 
its obligations under the Subsidiary Loan Agreement. Except as the 
Association shall otherwise agree, each of EGPC and Petrogas shall 
not take or concur in any action which would have the effect of 
amending, abrogating, assigning or waiving the Subsidiary Loan 
Agreement or any provision thereof. 

Section 2.08. (a) EGPC and Petrogas shall each, at the 
request of the Association, exchange views with the Association 
with regard to the progress of the Project, the performance of its 
obligations under this Agreement and under the Subsidiary Loan 
Agreement and other matters relating to the purposes of the 
Credit. 

(b) EGPC and Petrogas shall each promptly inform the Asso
ciation of any condition which interferes or threatens to inter
fere with the progress of the Project, the accomplishment of the 
purposes of the Credit, or the performance by either entity of its 
obligations under this Agreement and under the Subsidiary Loan 
Agreement. ~ 

Section 2.09. Petrogas shall take or cause to be taken 
all such action as shall be necessary to acquire as and when 
needed all land and rights in respect of land as shall be required 
for carrying out the Project and shall furnish to the Association, 
promptly after such acquisition, evidence satisfactory to the 
Association that such land and rights in respect of land are 
available for purposes related to the project. 

Section 2.10. (a) EGPC shall, in conjunction with the Bor
rower, provide Petrogas with: (i) all funds, facilities, services 
and other resources necessary for the carrying out of the Project 
until the completion thereof; and (ii) all funds (in addition 
to those for the carrying out of the Project) necessary to enable 
Petrogas: (A) to carry on its expansion; and (B) without any 
limitation upon the generality of the foregoing, to at all 
times meet its debt service requirements relating to its natural 
gas operations and maintain an adequate working capital for such 
operations. 

(b) For purposes of the foregoing paragraph: 

(i) "Debt" means all debt incurred by Petrogas for 
its natural gas operations including the assumption 

e 
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or guarantee of debt and any renewal, extension or 
modification of the terms of the debt or of the 
assumption or guarantee thereof, except debt 
incurred in the ordinary course of business and 
maturing by its terms on demand or less than one 
year after its incurrence. 

(ii) Debt shall be deemed to be incurred under a con
tract or loan agreement, on the date the contract 
or loan agreement providing for such debt is 
entered into and under a guarantee agreement, on 
the date the agreement providing for such guarantee 
is entered into. 

(iii) "Debt service requirements" means the aggregate 
amount of amortization (including sinking fund 
payments, if any), interest and other charges on 
debt. 

(iv) "Working capital" shall be the difference between 
current assets of Petrogas relating to its natural 
gas opE~ations and current liabilities of Petrogas 
relatin ~ to its natural gas operations, as such 
terms are defined below. 

(v) "Current assets" includes cash, accounts receivable 
due within twelve months (less reasonable provi
sions for bad debts relating to natural gas opera
tions), inventories convertible to saleable 
goods within twelve months, and all other assets 
relating to natural gas operations which could, in 
the ordinary course of business, be converted 
within twelve months into cash. 

(vi) "Current liabilities" includes accounts payable 
within twelve months," customer advances, income 
taxes, dividends, bonuses, loan maturities, inter
est and all other liabilities relating to natural 
gas operations which would be due and payable or 
could be called for payment within twelve months. 

(vii) Whenever it shall be necessary to value in Egyptian 
Pounds debt payable in another currency, such 
valuation s.hall be made on the basis of the rate of 
exchange at which such other currency is obtainable 
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by Petrogas from the Central Bank of Egypt at the 
time such valuation is made, for the purposes of 
servicing such debt. 

Section 2.11. EGPC shall operate the gas fields at Abu 
Ghardig, or other gas fields which may be subsequently discovered 
and linked with Cairo, in such a way as to supply, on a continuing 
basis, the gas distribution network included in the Project with 
sufficient quantities of natural gas over a period of at least 16 
years after the date of completion of the Project. 

Section 2 .12. EGPC shall maintain at all times Petrogas' s 
"commission" pertaining to LPG distribution by Petrogas at a level 
sufficient to enable Petrogas to meet all its operating expenses 
(including administrative expenses, adequate maintenance and 
depreciation) relating to such distribution. 

Section 2.13. EGPC shall, in a timely fashion for the 
carrying out of Part C of the Project, finance in conjunction 
with the Borrower the cost of the internal carcassing of the 
existing 160,000 apartments of the Project Area and the conversion 
of about 300,000 related appliances, under arrangements satisfac
tory to the Association. 

ARTICLE III 

Management and Operations of Petrogas 

Section 3.01. (a) Petrogas shall: (i) manage at all times 
its affairs, maintain its financial position, plan its future 
expansion and carry on the operations of the facilities included 
in the Project and its other operations, in accordance with 
appropriate financial, engineering, industrial and gas practices, 
and under the supervision of qualified and experienced management 
assisted by qualified and experienced personnel in sufficient 
numbers, and (ii) establish, by December 31, 1980 (or such other 
date as the Association may agree), and thereafter maintain at all 
times an organizational structure acceptable to the Association. 

(b) Petrogas shall, by December 31, 1980 (or such other date 
as the Association may agree), carry out with the assistance of 
its training consultants employed at the date hereof a detailed 
assessment of the overall training requirements of its personnel, 
as described in Part D (a) of the Project. 

• 
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(c) Petrogas shall, by March 31, 1981 (or s u ch other 
date as the Association may agree), prepare in the light of the 
result of such foregoing assessment of its training requirements 
and then submit to the Association for its review and comments a 
complete training program for its personnel. Promptly upon 
completion of such review by the Association, Petrogas shall take 
all appropriate steps to finalize and then implement such training 
program taking into account the Association's comments. 

(d) With out any limitation upon the generality of the 
provisions included in the foregoing paragraph (c), Petrogas 
shall, by December 31, 1980 (or such other date as the Association 
may agree), enter into an agreement satisfactory to the Associa
tion with the contractor to whom the contract for goods and works 
included in the Project has been awarded to train Petrogas 
personnel in the operation of the facilities to be constructed 
under the Project. 

Section 3.02. Petrogas shall: (a) at all times take all 
steps which are necessary to maintain its existence and its right 
to carry on operations and to acquire, maintain and renew all 
interests in land and other properties and all rights, powers, and 
privileges which are necessary or useful in the carrying out of 
the Project or in the conduct of its business; (b) at all times 
properly operate and maintain its plant, machinery, equipment and 
other property, and promptly make all necessary repairs and 
renewals thereof, in accordance with appropriate engineering 
practices; and (c) not sell, lease, transfer or otherwise dispose 
of any of its property or assets which shall be required for the 
efficient operation of its business and undertaking. 

Section 3.03. Petrogas shall take out and maintain with 
responsible insurers, or make other provisions satisfactory to the 
Association for, insurance against such risks and in such amounts 
as shall be consistent with appropriate practice. 

Section 3 .04. Petro gas shall take all necessary measures 
to ensure that the construction and operations of facilities 
included in the Project shall be carried out with due regard to 
safety, health, ecological and environmental factors. 
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ARTICLE IV 

Financial Covenants 

Section 4 .01. (a) Petrogas shall maintain records adequate 
to reflect in accordance with consistently maintained appropriate 
accounting practices its operations and financial condition. 

(b) Without any limitation upon the generality of the 
foregoing, Petrogas shall, by December 31, 1980 ( or such other 
date as the Association may agree), establish and thereafter 
maintain separate accounts for its natural gas operations. 

(c) In order to assist Petrogas in: (i) designing and 
implementing a management information system appropriate to 
inter alia establish and maintain separate accounts for its 
natural gas operations; (ii) improving its financial management 
and cost accounting and cost control systems in accordance with 
the recommendations on the subject to be made by EGPC as a result 
of the on-going review included in Part 9 of the Project described 
in the Loan Agreement dated June 29, 1979 between the Bank and 
EGPC (Loan No. 1732 EGT) and carried out by EGPC in consultation 
with Petrogas; and (iii) reviewing the internal control required 
for its overall operations, Petrogas shall, by March 31, 1981 (or 
such other date as the Association may agree), employ accounting 
consultants whose qualifications, experience and terms and condi
tions of employment shall be satisfactory to the Association. 

Section 4.02. Petrogas shall: (i) have all its accounts 
and financial statements (balance sheets, statements of income and 
expenses and related statements) for each fiscal year audited in 
accordance with auditing principles consistently applied by 
independent auditors acceptable to the Association; (ii) furnish 
to the Association as soon as available, but in any case not later 
than nine months after the end of each such year, (A) certified 
copies of its financial statements for such year as so audited and 
(B) the report of such audit by said auditors, of such scope and 
in such detail as the Association shall have reasonably requested; 
and (iii) furnish to the Association such other information 
concerning the accounts and financial statements of Petrogas and 
the audit thereof as the Association shall from time to time 
reasonably request. 

Section 4.03. EGPC and Petrogas shall, by December 31, 1980 
(or such other date as the Association may agree), enter into an 
agreement whereby EGPC shall supply Petrogas with the quantities 
of natural gas required to service the power stations referred to 
in Part A (d) of the Project and the domestic gas consumers of the 

e 
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Project Area at a price which would not be less per British 
Thermal Unit than the domestic price of fuel oil British Thermal 
Unit supplied to power stations. 

Section 4 .04. (a) EGPC and Petrogas shall, by December 31, 
1980 (or such other date as the Association may agree), carry out 
jointly a study on the ways and means of introducing a graduated 
price structure which would enable Petrogas to earn revenues from 
its natural gas operations sufficient to meet the tests set out in 
Section 4 .06 hereof while affecting only moderately the average 
domestic fuel bill for the poorer domestic gas consumers of the 
Project Area. 

(b) EGPC and Petrogas shall, promptly upon its completion, 
submit such study to the Borrower and the Association for their 
review and comments. 

(c) Petrogas shall, upon receipt of the Association's 
comments, take promptly all appropriate action to apply the grad
uated price structure reviewed in such study to the domestic 
gas consumers of the Project Area in due course to match the first 
supply of natural gas to such consumers. 

Section 4.05. (a) Except as the Association shall otherwise 
agree, Petrogas shall not incur any debt for its natural gas 
operations in any year unless a reasonable forecast of Petrogas' 
projected net revenues for its natural gas operations for each 
year during the term of the debt to be incurred shall be (i+ for 
each of the years 1981 and 1982, not less than Petrogas' projected 
debt service requirements for such year, and (ii) for each year 
thereafter, not less than 1.5 times Petrogas' projected debt 
service requirements for such year, on all debt of Petrogas 
including the debt to be incurred. 

(b) For purposes of this Section: 

(i) "Debt" means all debt incurred by Petrogas . for 
its natural gas operations including the assumption 
or guarantee of debt · and any renewal, extension 
or modification of the terms of the debt or of the 
assumption or guarantee thereof, except debt 
incurred in the ordinary course of business and 
maturing by its terms on demand or less than one 
year after its incurrence. 

(ii) Debt shall be deemed to be incurred under a con
tract or loan agreement, on the date the contract 
or loan agreement providing for such debt is 
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entered into and under a guarantee agreement, on 
the date the agreement providing for such guarantee 
is entered into. 

(iii) "Net revenue" means gross revenue from natural 
gas operations, less all operating expenses 
which, according to a methodology .acceptable to the 
Association, EGPC and Petrogas may be attributed 
to natural gas operations, including adequate 
maintenance, taxes or payments in lieu of taxes, 
(if any), and administrative expenses, but before 
provision for depreciation and interest and other 
charges on debt. 

(iv) "Debt service requirements" means the aggregate 
amount of amortization (including sinking fund 
payments, if any), interest and other charges on 
debt. 

(v) "Reasonable forecast" means a forecast prepared 
by Petrogas in the fiscal year in which the debt in 
question is to be incurred, which both the Associa
tion and Petrogas accept as reasonable and as 
to which the Association has notified Petrogas 
of its acceptability, provided, however, that no 
event has occurred since such notification which 
has or may reasonably be expected in the future to 
have a material adverse effect on the financial 
condition of Petrogas or its future operating 
results related to its natural gas operations. 

(vi) Whenever it shall be necessary to value in Egyptian 
Pounds debt payable in another currency, such 
valuation shall be made on the basis of the rate of 
exchange at which such other currency is obtainable 
by Petrogas from the Central Bank of Egypt at the 
time such valuation is made, for the purposes of 
servicing such debt. 

(c) EGPC shall take, or cause to be taken, all action 
necessary or appropriate to enable Petrogas to perform the 
obligations set out above. 

Section 4.06. (a) Except as the Association shall otherwise 
agree, Petrogas shall: 

• 
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(i) set from time to time the prices of natural 
gas supplied to the domestic gas consumers of the 
Project Area and the power stations referred to in 
Part A (d) of the Project at such levels as it may 
be necessary to produce revenues to Petrogas 
sufficient: 

( 1) (A) to cover, until the end of the 1983 
fiscal year, all Petrogas' operating expenses 
(including administrative expenses and 
adequate maintenance but excluding deprecia
tion) relating to its natural gas operations 
and debt service requirements also relating to 
its natural gas operations and (B) to provide, 
until the end of such fiscal year, Petrogas 
with an adequate working capital relating to 
its natural gas operations, it being under
stood that the average prices for said gas 
consumers and power stations shall at no time 
be less than LE 3 and LE 0.51 per Mcf, respec
tively; and 

( 2) . o produce an annual rate of return on the 
, ·verage current net value of its fixed assets 
in service of not less than (A) 3% per annum 
in the 1984 and 1985 fiscal years, (B) 4% per 
annum in the 1986 and 1987 fiscal years, 
(C) 5% per annum in the 1988 and 1989 fiscal 
years, (D) 7% per annum in the 1990 fiscal 
year, and (E) 9% per annum in the 1991 fiscal 
year and thereafter; and 

( ii ) review on the basis of realistic forecasts, for the 
first time on March 31, 1983 and, thereafter, on 
March 31 in each of its fiscal years, the adequacy 
of its prices for natural gas to produce for the 
current and following fiscal years the annual 
return agreed above, and furnish to the Association 
a copy of such review upon its completion. 

(b) For purposes of the foregoing paragraph (a): 

( i) "Fiscal year" means Petrogas fiscal year; 

(ii) "Debt service requirements" and "Working capital" 
shall have . the meanings set forth in Section 2.10 
(b) hereof; 
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(iii) the annual rate of return shall be calculated by 
dividing Petrogas' net operating income for the 
fiscal year in question by one-half of the sum of 
the current net value of Petrogas' fixed assets in 
service at the beginning and at the end of that 
fiscal year, expressed as a percentage; 

(iv) "Net operating income" means gross revenues from 
all sources related to Petrogas' natural gas 
operations less all expenses which, according to a 
methodology acceptable to the Association, EGPC and 
Petrogas, may be attributed to natural gas opera
tions, including administration, adequate mainte
nance and taxes or any payments in lieu of taxes, 
and provision for depreciation on a straight
line basis at a rate of not less than 5% per annum 
of the average current gross value of Petrogas' 
fixed assets in service related to its natural gas 
operations. Interest and other charges on debt are 
not considered to be operating expenses for the 
purposes of sub-paragraph (a) (i) (2); and 

(v) "Current net value of Petrogas' fixed assets in 
service" means the gross value of Petrogas' fixed 
assets in service related to its natural gas 
operations less the amount of accumulated deprecia
tion, both valued or revalued from time to time in 
accordance with appropriate and consistently 
maintained methods of valuation or revaluation 
acceptable to the Association and Petrogas. 

(c) EGPC shall take, or cause to be taken, all action 
necessary or appropriate to enable Petrogas to perform the 
obligations set out above. 

ARTICLE V 

Effective Date; Termination; 
Cancellation and Suspension 

Section 5.01. This Agreement shall come into force and 
effect on the date upon which the Development Credit Agreement 
becomes effective. 

• 



e 

e 

• 

- 13 -

Section 5.02. (a) This Agreement and all obligations of 
the Association, EGPC and Petrogas thereunder shall terminate on 
the earlier of the following two dates: 

(i) the date on which the Development Credit Agreement 
shall terminate in accordance with its terms; 
or 

(ii) a date twenty years after the date of this Agree
ment. 

(b) If the Development Credit Agreement terminates in 
accordance with its terms before the date specified in paragraph 
(a) (ii) of this Section, the Association shall promptly notify 
EGPC and Petrogas of this event. 

Section 5 .03. All the provisions of this Agreement shall 
continue in full force and effect notwithstanding any cancellation 
or suspension under the General Conditions. 

ARTICLE VI 

iiscellaneous Provisions 

Section 6.01. Any notice or request required or permitted 
to be given or made under this Agreement and any agreement between 
the parties contemplated by this Agreement shall be in writing. 
Such notice or request shall be deemed to have been duly given 
or made when it shall be delivered by hand or by mail, telegram, 
cable, telex or radiogram to the party to which it is required 
or permitted to be given or made at such party's address herein
after specified or at such other address as such party shall have 
designated by notice to the party giving such notice or making 
such request. The addresses so specified are: 

For the Association: 
International Development Association 
1818 H Street, N.w. 
Washington, D.C. 20433 
United States of America 

Cable address: 

INDEVAS 
Washington, D.C. 

Telex: 

440098 (ITT) 
248423 (RCA) or 
64145 (WUI) 
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For EGPC: 

Egyptian General Petroleum Corporation 
Osman Abdel Hafiz Street 
Nasr City 
Cairo, Arab Republic of Egypt 

Cable address: 

PETMISR 
Cairo 

For Petrogas: 

Petroleum Gas Company 
P.O.B. 2048 
Cairo, Arab Republic of Egypt 

Cable address: 

PETGAS 
Cairo 

Telex: 

92049 UN 

Telex: 

93049 PTGAS 

Section 6.02. Any action required or permitted to be taken, 
and any document required or permitted to be executed, under 
this Agreement on behalf of EGPC or Petrogas, or on behalf of the 
Borrower by Petrogas under the Development Credit Agreement, may 
be taken or executed by their respective Chairmen, or such 
other person or persons as EGPC or Petrogas, as the case may 
be, shall designate in writing, and EGPC or Petrogas shall 
furnish to the Association sufficient evidence of the authority 
and the authenticated specimen signature of each such person. 

Section 6.03. This Agreement may be executed in several 
counterparts, each of which shall be an original, and all collec
tively but one instrument. 

IN WITNESS WHEREOF, the parties hereto, acting through 
their representatives thereunto duly authorized, have caused this 
Agreement to be signed in their respective names in the District 

• 
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of Columbia, United States of America, as of the day and year 
first above written. 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

By/SI ~ ~ Reg~l::~:::d:~ 
Europe, Middle East and North Africa 

EGYPTIAN GENERAL PETROLEUM CORPORATION 

Authorized Representative 

PETROLEUM GAS COMPANY 

By f/ Authorized Representative 
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SCHEDULE 

Procurement 

A. International Competitive Bidding 

1. Goods and works shall be procured under contracts awarded in 
accordance with procedures consistent with those set forth in the 
"Guidelines for Procurement under World Bank Loans and IDA 
Credits" published by the Bank in March 1977 (hereinafter called 
the Guidelines), on the basis of international competitive 
bidding as described in Part A of the Guidelines. 

2. For goods and works to be procured on the basis of inter
national competitive bidding, in addition to the requirements of 
paragraph 1.2 of the Guidelines, Petrogas shall prepare and 
forward to the Association as soon as possible, and in any event 
not later than 60 days prior to the date of availability to the 
public of the first tender or prequalification documents relating 
thereto, as the case may be, a general procurement notice, in such 
form and detail and containing such information as the Association 
shall reasonably request; the Association will arrange for the 
publication of such notice in order to provide timely notification 
to prospective bidders of the opportunity to bid for the goods and 
works in question. Petrogas shall provide the necessary informa
tion to update such notice annually so long as any goods or works 
remain to be procured on the basis of international competitive 
bidding. 

3. Bidders for the goods and works included in the Project shall 
be prequalified as described in paragraph 1.3 of Part A of the 
Guidelines. 

4. For the purpose of evaluation and comparison of bids for 
the supply of goods to be procured on the basis of international 
competitive bidding: (i) bidders shall be required to state 
in their bid the c.i.f. (port of entry) price for the imported 
goods, or the ex-factory price or off-the-shelf price of other 
goods, offered in such bid; and (ii) customs duties and other 
import taxes levied in connection with the importation, or 
the sales and similar taxes levied in connection with the sale or 
delivery, pursuant to the bid, of the goods shall not be taken 
into account in the evaluation of the bids. 

• 
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B. Review of Procurement De~isions by the Association 

1. Review of prequalification. Petrogas shall, before qualifi
cation is invited, inform the Association in detail of the pro
cedure to be followed, and shall introduce such modifications in 
said procedure as the Association shall reasonably request. The 
list of prequalified bidders, together with a statement of their 
qualifications and of the reasons for the exclusion of any appli
cant for prequalification shall be furnished by Petrogas to the 
Association for its comments before the applicants are notified of 
Petro gas' decision, and Petrogas shall make such additions to, 
deletions from, or modifications in, the said list as the Assoc
iation shall reasonably request. 

2. Review of invitations to bid and of proposed awards and 
final contracts: 

With respect to all contracts for goods and works: 

(a) Before bids are invited, Petrogas shall furnish to 
the Association, for its comments, the text of the invitations 
to bid anc the spe>rifications and other bidding documents, to
gether with a description of the advertising procedures to be 
followed for the bidding, and shall make such modifications in the 
said documents or procedures as the Association shall reasonably 
request. Any further modification to the bidding documents shall 
require the Association's concurrence before it is issued to the 
prospective bidders. 

(b) After bids have been received and evaluated, Petrogas 
shall, before a final decision on the award is made, inform 
the Association of the name of the bidder to which it intends to 
award the contract and shall furnish to the Association, in 
sufficient time for its review, a detailed report, on the evalua
tion and comparison of the bids received, and such other informa
tion as the Association shall reasonably request. The Association 
shall, if it determines that the intended award would be inconsis
tent with the Guidelines or this Schedule, promptly inform 
Petrogas and state the reasons for such determination. 

(c) The terms and conditions of the contract shall not, 
without the Association's concurrence, materially differ from 
those on which bids were asked or prequalification invited. 

(d) Two conformed copies of the contract shall be furnished 
to the Association promptly after its execution and prior to 
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the submission to the Association of the first application for 
withdrawal of funds from the Credit Account in respect of such 
contract. 

3. Before agreeing to any material modification or waiver 
of the terms and conditions of a contract, or granting an exten
sion of the stipulated time for performance of such contract, or 
issuing any change order under such contract (except in cases of 
extreme urgency) which would increase the cost of the contract by 
more than 10% of the original price, Petrogas shall inform 
the Association of the proposed modification, waiver, extension or 
change order and the reasons therefor. The Association, if it 
determines that the proposal would be inconsistent with the 
provisions of this Agreement, shall promptly inform Petrogas 
and state the reasons for its determination. 

• 
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Mr. M. P • .Ecnjenk, Vice President, Et'.E:iA Region 

·1 I 
Attila Karaosl!'..."Jnoglu, Director, EMl (.~ 

February 26, 1980 

SJo .iCC "!" . EGYPT: Proposed $50 ~lillion IDA Credit for the 
Cairo Gas Distribucion Project 

/ 

1. I attach for your approval and transrr.ission to the Loan Corr.mittee 
the draft Presider.t's and St~ff Appraisal Reports, draft legal docu~~nts and 
a memorandum to the Loan Committee on the above project. The Issues Paper 
and Decision Her:orcrndum for this project were distributed on -October 31 and 
Noveruber 6, 1979, respectively. This project is the first of two projects 
in the energy sector to be presented to th·e Board this year; sector issues, 
principally pricing, are the major issues relate:d to a success~ul irpact of 
both projects. They are addressed to in paras. 7 to 13 below. 

, 
Project Objectives and Description 

. 
2. The proposed project is designed to provide natural gas from the 
Abu Ghardig field ~. (about 270 km west of Cairo) for the creation of a gas 
distribution network in four districts of Cair~, as well as to supply two 
(small) power units. Natural gas would be used in these districts primarily 
for oomes.;ic. purpo'ses, mainly cooking and water heating, thus largely replacing 
presently i L,ported liqt.:e fied petroleum gas , (LPG). The resulting foreign e:xd1~n ge 
savings to Egypt on LPG ioports are projecte.d to be sub.stantial. The project 
would also include a large technical assistance component to help Petro gas , the 
impl~oenting aut:ority, in icplementing and managing the project and to establish 
it as a public gcs utility following sound managerial, operating and financ .' al 
practices. The physical facilities of the project would consist of a high
pressure trans~ission pipeline, a medium-pressure distribution system, c~rcassir.g 
and c.:onversion of 160,COO existing households from LPG to natural gas. 

Project Cost and Financing 

3. ,. , .. The . proj ec t's total cost is estirr:ated at about $154 million 'lo;ith a 
for~ign exchange co r!:por:.en t of about $102 million. i,·ith the proposed IDA credit 
of $50 tillion. IrA wo uld finance 33 percent of to:al or 49 percent of the 
projec~.'s foreisn cost. The Governraer.t and/or tl:~ Egyptian Genera l Petroleum 
Corporation (EGPC), Petrogas' parent company, would finance the project's 

-reoaining foreign and local cost as well as any cost overruns. The proposed 
credit ~ould be rr.ade to the Arab Republic of Egypc which, in turn, would on-lend 
the proceeds to Petrogas through a subsidia ry 10.:1:1 agreer.11;nt. The sub-lo2n to 
Petrcgas ~ould be for a pericd cf :o years ~ith a grace period of five years 
at an interest rate equal to that prevailing on Dunk loans at the time the cr~dit 
is approved by the Executive Directors. 
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4. Follo~ing a request by the E~yptian Govern~cnt and Petrogas and afte r 
a review by t he !k!'l k's pro curcr.:C!n t ndviso r, t l1c Chai r r.:.in of the Loan Cor.:mittu .! 
acreed t h:!t I DA sho ul d app rove t hat a sin;;l c r e s ponsil,j_li ty contract for the 
cnt i r ~ projeci ~crks Le awa r de d t hrou ; h ac~anccd con t r actint , with the followin~ 
proviso: (i) t ha t t he E;;~·p tian Gc,vcrnr.icr.t be: a dvised i n writin g tha t an 
increas e in the price of gas to about $2.50 equivalen t per cne thous.ind cubic 
fe£:t (Ncf) ');./ is an "es ,;ential , i ni:i:ut able prccon:citic.·a" for the proposed credit 
and (ii) tha t the Governccnt be advi£ed of t he usual conditions, i.e. that the 
proposed contract be s a tis fac t ory to IDA and IDA f inancing wQuld be available 
only if and ~hen IDA's Executive Directors have given their approval. Following · 
further IDA review and aoprova l s uch contract hus since been awarded and a • J • 

letter of .intent has been iss ue d. Retroactiv~ financing of up to $5 million is 
rccoii'.;nencfo d for e:i,.l)enditures i ncurre d by Pe trobas (essentially -cown-payments) on 
iteras proposed to be financed by IDA bet~,·een Novecber 21, 1979 . (date of the 
contract award) and the date of the credit signing . ., 

Prices of Gas and LPG 

5. In connection with this project, tentative agreement has been reach~d 
on pricing natural gas supplied to (i) do rr.estic consu~ers at about $4.20 per Mcf 
(or $168 per toe), i.e. substantially above the level stipulated by the Chairr.ian 
of the Loan Co!DI'ittee (see para. 4 .above) and (li) two EEA power stations at 
about $0.8~ p~ r ~~f (or $34 p2r toe). 2/ These price levels are expected to 
ensure Petro gas' f i nancia l viability th~o ugl1 1984 . ~atural gas has been lit t le 
used in Egyp t for doDestic consurr~ tion and, t he r efo r e , no real price compari~on 
can be made . For reference, a price of $0. 29 Der :-ref (or $11 pt::r toe) is 
presently char ged for gas used for i ndustrial ~erpos es and power generatioa . 
Curre~t inte rnationa l prices for gas oil and fuel oil are about $365 per toe 
and $180 pe.r toe, n :cspec·t ively . It s hould be noted t ha t t he gas price increase 
to EEA, if linited to only 2 pcwer plants and not co~pensa ted for by so~e 
rationing n:echanism by EGPC (which, a s t he supp liet' o f · both oil and gas could 
in fact apply such a ir,echanism), could encourage EEA to use fuel oil in place of 
natural gas. 

6. · • ~e had requested the Government in writing to increase the do!i:estic 
price of LPG to a level co~par able to t he one pr o?os ed for natur a l gas since we 
were conc e r ned·abo ut t he pos sible r es i s t .:1nce or existin g consu::::e r::; to swit ch 
over to natura l gc..s i f a si gni f icant pri ce dif fei:e :H:ia l existed be t ween tht?se 
tl>:o cutuall y s t:b stitutionab l e f t:e ls. Following i nc. i c.:1 tions recei ved from t he 
C!fairn:.:m of the Lo .:1n Co:::::u tt ee ,,•-: even indic.::.t e<l t o the Gavernr..e:.t tha t, subject 
to such price increa s e of LPG, IDA ~ay be in a position to increase the ·credit 

1/ This is equivalent to $100 per ton of oil eqt:.ivaler.t (toe). 

J:./ Based on recent i nfor.::~tion to be ccn f inr.cd Juri ng negotiations and 
not reflected ir. the ? rt:i sident 's anJ ,\pp r a isa l R~ ports. 
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e am0unt for t he prc.poc.cd projec t hy .:;!:, c, ut $23 nJ.llicn; tht~s allcviJ. ti.ng the 
sulJ:::; t.::ntial bur C: ,:n on the (;ov,::rr.:;icnt \:!1ich, with ~n !CA credit of only 
$50 r:,illjon, \.:0uld iiave to finance 67 percent of total or 51 percent of the 
project 's for e:ir.n cost. Hc:,·.:t:vcr, th e Government t.os been' adar..ant that an:, 
pri c .:: i .:c r c.:i~c fur Ll'G \,:a s o i·t of the riues tion .it the pn~sent tir..c . On the 
otli£.;. r l.m1 d, th ~ Gu v•.:: rnmcnt h c~ s already t.::.ken r.ea s urc.:s , .-hich . .. re de s i ;;11c d to 
encour.::be the: ui;e of doEL ~.t.i c gc.:.s ins tead of 1rc. For the r easons spelt out 
in p.!r.:i. . 70 cf the l'r.csick: : t ' s l!.eport, we believe that these r.,eas urcs are 
adcsua tc to r:iniwi.zc to an acceptable level the . risk t h .:it consui;1ers in the 
proj ~c t area tdrh t continua to use LPG. It should also be noted that LPG 
accou.'1ts only for .:;bout 3 percent of total petroleur:i product consi..rr,ption in 
Egypt. 

EnerfY Pd.cine Str~teP,y . , ~· . 

7. The above terrta tive agreer-ents regarding the price of~gas should be 
considered in the context of agreerr.ents reached under .our second power project 
approved in June :979, unde r which tne Governr:.ent and the Egyp tian Electricity 
Authority agreed to take all measures, including tariff. increases. if necessary, 
to reach a I:'inirr,um 9 percent rate of 'return on revalued assets by 1983. 
AgreeI:ient on reeasurcs that will achieve a 5 percent rate of r e turn in 19SO i~ a 
condition of effe~:tiveness of the second power loan and presentl~l being discussed. 
As part of such measures the Government has already decided to increase 
substantially domestic consumer tariffs with e .<.:fect for this year. (This 
decision has been taken in the context of the ..:..980 bud:;et ,,:hich :.:.. s e:-q,ected l o 
be api)rovcd by Parli.::n:ent shortly.) Hat,:eve,r, to a chieve t~ 5 percent rate o .: 
return, additional measures need to be taken •. 

8. While all these agreer.ents are positi\ ·e steps forward in energy p:r..i.c:;..r.g 
in Egypt, they affect only a very Sr:'.all share of total energy co!1sur.:ption .:,nc. 
do not a dciress the !!!ajar issue, which is the heavily s ubsidized price of er.c!.SY 
inputs to inc.us try. Pr .... sc:itly, fuel oil supplied to industry t·~hich ccnstiti..tes 
about 30 percent o f total petroleu~ p roduct cons u~p ticn in Egypt, is priced at 
$11 per toe as ccrr.pared ~ith an interna tional price ·of about $180 per toe. 

9. We have discussed wit~in fhe Bank and also with the Government how we 
might move away frcr:: a .prcj ect.: by project considera tion of energy pricing. 
Ho~ever·, i:e are not yet in 2 position t o est2.biish a broad-bas ed energy pric:in£ 
strate£y t-:hich coul.i be fir::-J.y prc1)0Sec to t he Go,·erm::cnt as a condition c ~ 
lentling . The follcwing .ispe ccs of t he E,:;;ypti .. n economy r.iake such a determination 
difficult: (i) the lack or a clear u:odel on which to t est the irr:p.:i.ct of p rice 
ckangc s in the cor.:.plex industrial sector, (ii) no asscSSQCnt 0 £ the ext ent to 
which low dcr..estic energy p r i c~s h2ve in £.:1ct led to uneconoi::ic decisions er 
inefficien t utilization , (iii) un cert a i nty ab,rnt tr.e likely volume cf oil and 
gas resource s in the future . (iv) a resource base in t,hich oil .::nd g.:1s a re 
essential ly f1..:nsible, (a lthough t here are sor:-!e indi.: .:1tioP.s regarding r.:njcr ~::is 
depcsits, p rcvcm r,.:is reserves ~r e r.either e x CT;ir.£; ly ? -· . nt iful nor a surplt.:s 
coc.-::ocity ) ar.J (v) t1:1cert.:iinty .1bout t he net i n:p.::i. ct: c: hi gher eP..ergy prices on 
goverr.r::en t re s ct.:rces --~iven th;i t t he:: pe::> l ic sec t or is a L:,q_:e user of ~:, i~rsy 
.:.nd th.:it f inal output prices r c::i:iin constrained by !:' .• :my factors including 
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CO~pctin~ i~?Ort pric~s. 

10. ~:onethcl ess, there is no doubt that Eg:.;pt should gradu.:?lly move dc-,cstic 
fuel prices closer. to world ~rket prices (border pric£:s).. ~foreov<::r, in moving 
prices, it is i~porta~t to do s o in a ~3Y that zencratcs a relative price 
structure r e f lecti~g t he pri ce structure of world prices, even if absolute 
levels rc rr..:i in "for £or.·e tii:.e below world tr.arket levt: ls. This position h.'."l s been 
ttade clear to the Egy;; tian Gove rn:::ent i-;hich is fully aware of the need for a 
cocpr~he11sive energy pricing policy. 1/ However, as reflected in t he De cision 
?-!ec.cr,rncia for both the prcpascd gas project and · tte third po~:er project (da ted 
Decer.:ber 19, 1980), no specific undertukings have been proposed in conr.ection 
with these projects ocher t han the aforementioned pricing prgposals in r~gard 
to natural gas. Accordingly , any proposal of further ~easures in this r espect 
as conditions of lending at this stage would rr.ost likely raise extre~ely 
difficult negotiating proble~s especially when one takes account of the five 
points mentioned 2bove. In this context, it should be note j tbat the Government 
has insisted that because of the corrcplex inter-linkages involved in energy 
pricing, a study to evaluate options and their effects on end product prices 
would have,to be prepared. Such a study is being financed by the Bank in the 
context of the Gulf of Suez Gas Project (Loan · l732 EGT). The above project also 
includes a study on gas use optimization and the need to upgrade this re s ource 
from a fuel oil substitute to higher value uses. Khile the . legal documents :or 
the Gulf of Suez Gas Project provided for the corr.?letion of the studies by 
June 30, 1980, it has taken more time than anti~ipated to draw up appropriat~ 
ter~s of reference and issue invitations to selected consultant3. Consultants ' 
proposals );a~e now been received .;.:.d· are being ~valuated. Allowin g for 
sufficient rr,obilization tir;e for the consultants, a ctual work is unlikely to 
start before June 1, 1980 and is expected to ·cake about one ye2r. Thus, the 
results cannot be incorporated in undertakings in connection with the two projects 
currently being ~~ocessed. 

11. Despite this, in order to achieve sorr:e further positive mo,·ecent, \·:e 

propose to seek agree~ent ~ith the Egy?tian Govern=en t during ne gctiatio~s on 
the proposec: gas project, on a men:orancium of under;;tanding in which (a) the 
policy of moving do r.:estic prices tm,:ird t,·orld rc:arl~et prices would be affirr.~ed, 
(b) the Govc::rei:.ent \-ould a gr ee to E"tart discussions with the Bank as soon as 
preli1d:~ary results cf tne pricing· study becor..e avGila bl e, and ccntinue ::hes e · 
discussions on•an agreed ti~etable with p vie~ to a greeing on specific ~ens ures 
to be t aken to achieve this followin g completioP of t he se studies, and (c) in 
any event, these measures ~c ul d include ~n increase of the price cf hydroca r bon 
fuel us ed for power geherati0n in ge~eral to the le,e l tentatively a gr~ed to b 
paid by EEA fer gas sup plied under the proposed g.3.s proj ect to the t,w Fm,~r 
p12:::ts. This increase, wi.ic:1 ,, culd res t.:l~ in a tr ip ling of the. exiscinh rr-ice, 
,,ould be achieved by the end cf 1SS2, Fresunably in s r.:2 du.:i.l stu£es. 1·:e '-Cul .: 
also prcpose to assist t he E~vptian Goverm1:cnt in i:::;:i rcving the fuel effi c i ency 
of pow£r plants and industri~~ plants in orde r to of f s~ the incre3se in prices. 

1../ This is ,,-~y the Go\'.:rni::er:.t recer.tly estJ.blished a Hi gh Council for 
Energy, ,;,,:hich is c!:..iired by the Hinister of PetroleUllt, 
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While r:ot full:, addre: sslng the issue, the tariff i:ic::eases to 
do~estic co n3~=~r s of nat~ral £as a:1~ the hi;hcr price for the nntural gas 
to be use d by the t,m pm,:cr static .. s $L!pplicd under the proposed project, 
constitute a positive step towards i=?rovine ene: · pricicg in Egypt. The 
sar:;e applie s to a rcce!it de ci s ion by the Go•:E: r .. :::,.. to i:1crease the ?ri ,::es 
of petrol~um products with t he c~ccptian of f ~cl oil and LPG, on the average, 
by 20 percent: · 

12. The Bank has so far concentrated its intervention in the pctrolet:rr. 
sector in Egypt on the natur.11 gas subsector. 'I'hi~ s ubsector is e~l)ected 
to bccor.:c increas ingly ::.r.:porta:1t in ti:e next f ew years. Majer deposi ts of 
gas are believed to c:~:i.:: t c•ff- sho re, and possibly onshore, ar.d the develop
ment of these fields could provide the do::iestic t:'..crket with a substitute for 
fuel oil. Because of t he substantial capital invescrrent required for such 
developr::~;1t ~nd the involve:r.en t of foreign oil cor..panics (who are likely to 
welcome B~nk participation in such invest=cnts), the Bank should have a 
continuing opportunity to influence progress in tte oil and gas subsector, 
and increasing leverage on gas and fuel oil prices. 

, 

13. In sun:mary, it is recognized ··that the abcve ar.rangements fall far 
short of closing the .substantial gap between existir..g energy prices in E::;ypt 
and their international prices. Het·!ever, cor.:pa:~ed to the situation about tw,, 
years ag~ certain-positive developnients have taken place or will take place in 
connection with the proposed gas and power proj2cts. We seek your concurrence 
that we proceed as proposed above at this stage . In any event, even the 
package with the iGpact on t he sct~idized price structure is likely to be 
difficult 'to 'negc tia te a.~d rr:cy be unacceptable ': o the Egyptians, in which case 
we will ask the Goverr.:::en t to presen t an a.lte·rnative which would be referred 
back to you before any agreecent is reached. A nore complete note is being 
prepared to inccr1'c rate t he latest informa tiori. (1n this issue as obtained by 
missions which have just returned fro;;i Egypt. :.'e expect to subrrit: this note to 
you by the end of ~~rch. 

14. The current len~ing progran is attached. 

15. The attached docuruents ha~~ been cleared by the Depart~ents concerned. 
Please refer any corITJents or questions to Hr. _Kaps, extension 74528. 

~. ..... . ~ 
Attachxr.ents 

Cl-eared with & cc: Hess rs. K...,.ox, Carnignar.i, Fish (LP) ; Bourcier /~!cCarthy (EGY) ; 
K8pp (DU) 

cc: }!essrs. Rov.:ini, Sl:ech2n, Friedr-.. :mn, Nuyyar o/r. D.:if':.ern, Hs. Zurayk, 
Ms. Julius (EGY); El D~n.-ish (E!P); i'!.'.liss o/r (E:·il ); Elwan, R0a, ~lath.ii (£:IT'); 
Swayze, Denris ( ~U ); Duval (L EG); l-iakim (CTR) . 

e F'tZaps :aw 
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FOR 
EXECUTIVE 
DIRECTORS' 
MEETING 

International Development Association 
FOR OFFICIAL USE ONLY 

DECLASSIFIED 

MAR O 2 2015 
WBG ARCHIVES 

FROM: Vice President and Secretary 

EGYPT: Cairo Gas Distribution Project 

For consideration on 
May 20, 1980 

IDA/R80-70 

May 1, 1980 

1. Attached is the President's Report and Recommendation (P-2793-EGT) on 
a proposed credit to the Arab Republic of Egypt for the Cairo gas distribution 
project. 

2. A report entitled "Arab Republic of Egypt: Recent Economic Developments 
and External Capital Requirements" (2738-EGT) was distributed on November 2, 
1979 (SecM79-838). 

3. A detailed r.eport entitled "Staff Appraisal Report: Egypt - Cairo Gas 
Dis~ribution Project" (2766-EGT) is being distributed separately. 

4. A draft Development Credit Agreement, a draft Project Agreement and 
the Statutory Committee Recommendation are being distributed as report 
IDA/R80-70-L. 

5.. Questions on these documents should be referred to Mr. Kaps (X74528). 

Distribution: 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Report 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 

This document has a restricted distribution and may be used by recipients only in the performance 
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization. 
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TO THE 

EXECUTIVE DIRECTORS 

ON A 

PROPOSED CREDIT 

TO THE 

ARAB REPUBLIC OF EGYPT 

FOR THE 

CAIRO GAS DISTRIBUTION PROJECT 

April 30, 1980 

Report No. P-2793-EGT 

This document bas a restricted distribution and may be used by recipients only in the performance of 
their official duties. Its contents may not otherwise be disclosed without World Bank authoril.ation. 



CURRENCY EQUIVALENTS 

1 Egyptian Pound (LE) 

1 US Dollar 

= US$ 1.44 

LE 0.69 

EGPC 

GODE 

LPG 

MMcf/d 

scf 

FISCAL YEAR 

January 1 to December 31 

LIST OF ABBREVIATIONS 

Egyptian General Petroleum Corporation 

Gulf Organization for the Development 
of Egypt 

Liquefied Petroleum Gas 

Million cubic feet per day 

Standard cubic feet 
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Borrower: 

Beneficiary: 

Amount: 

Terms: 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION .PROJECT 

Credit Summary 

Arab Republic of Egypt 

Petrogas 

US$50 million IDA Credit 

Standard 

FOR OFFICIAL USE ONLY 

Relending Terms: 20 years, including 5 years grace, at 8.25 percent interest. 

Project 
Description: The objective of the project is to reduce Egypt's reliance 

on imports of liquified petroleum gas (LPG), gas oil, and 
kerosene by replacing it with natural gas, a locally avail
able source of energy. The gas would be used to supply 
a gas distribution network in four districts of Cairo: 
Helwan, Maadi, Nasr City and Heliopolis and to provide fuel 
to two gas turbine plants. Specifically, the project would 
comprise: (i) construction of a high-pressure pipeline, 
(ii) an odorizing unit and four pressure-reduction stations, 
(iii) a distribution network of medium-density polyethylene 
pipes and related connection services, (iv) external and 
internal installation of pipes in households and related 
services as well as conversion of existing LPG appliances to 
natural gas, (v) supervisory control and cathodic protection 
for the gas pipelines, and (iv) technical assistance, train
ing and project related studies. 

The project faces certain technical risks inherent in this 
type of project and proj~ct implementation risks resulting 
from the fact that Petrogas is a fairly recent public 
utility. However, pre~autionary measures have been included 
under the project to reduce these risks .to a minimum accept
able level. Actions by the Government to ameliorate economic 
risks which may arise from the expected price differential 
between natural gas and LPG and kerosene are being discussed 
and certain actions are being taken to' induce consumers to 
utilize natural gas rather than competing products • 

This document hu a restricted distribution and may be used by recipients only in the performance 
or their official dutia. Its contenta may not otherwise be disclosed without World Bank authorization. 
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Estimated Cost: 

Item 
---------------US$ Million------------
Foreign Cost Local Cost Total Cost 

1. High Pressure Transmission 
Pipeline 

2. Odorizing Unit 
3. Pressure-regulating stations 
4. Distribution Network 
5. Gas Meters 
6. External Service Line including 

Laterals, Risers, etc. 
7. Internal Services 
8. Conversion of Appliances 
9. Training 

10. Consultancy 
11. Basic Project Cost 
12. Physical Contingency 
13. Price Contingency 

TOTAL 

Financing Plan: 

Government/EGPC 
Petrogas net internal 

cash generation 
IBRD (Loan 1732-EGT) 
IDA 

TOTAL 

Estimated Disbursements: 

Annual 
Cumulative 

IDA FY 

Economic Rate of Return: 43 percent 

14.0 6.8 20.8 
0.3 0.1 0~4 
1.4 0.1 2.1 

23. 7 11.8 35.5 
8.2 4.1 12.3 

12.5 6.1 18 .6 
11. 7 5.7 17.4 
6.8 3.3 10.1 
1.4 0.1 2.1 
4.3 0.1 5.0 

84.3 40.0 124.3 
8.4 4~0 12 .4 

11.1 ...l.!1:. 18.3 

103.8 51.2 155.0 -
------------US$ Million-----------
Foreign Local Total 

51.7 

2.1 
50.0 

103.8 

45.3 

5.9 

97.0 

5.9 
J.l 

50.0 

155.0 

-------US$ Million-------
1981 1982 1983 1984 

21.0 
21.0 

11.1 
32.1 

11. 7 
43.8 

6.2 
50.0 

Staff Appraisal Report: No. 2766-EGT, dated April 1980 
Energy Department 
Petroleum Projects Department 
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INTERNATIONAL DEVELOPMENT ASSOCIATION 

REPORT AND RECOMMENDATION OF THE PRESIDENT OF IDA 
TO THE EXECUTIVE DIRECTORS ON A PROPOSED 

DEVELOPMENT CREDIT TO THE ARAB REPUBLIC OF EGYPT 
FOR THE CAIRO GAS DISTRIBUTION PROJECT 

1. I submit the following report and recommendation on a proposed 
development credit to the Arab Republic of Egypt for the equivalent of US$50 
million on standard IDA terms to help finance part of the foreign exchange 
cost of the Cairo Gas Distribution Project. The proceeds of the credit would 
be relent to Petrogas for 20 years, including 5 years grace, with interest at 
8.25 percent per annum • 

PART I - THE ECONOMY l/ 

2. The latest economic mission visited Egypt during September-October 
1979. Subsequent to that a report on "Recent Economic Development and 
External Capital Requirements" (SecM 79-839) was distributed to the Execu
tive Directors on November 28, 1979. The findings of this report are incor
porated in the following. Country data sheets are attached. 

The Open-Door Strategy 

3. Economic trends in Egypt have been strongly influenced by the "open
door" strategy enunciated by Pres·ident Sadat in October 1973 and approved in a 
national referendum in May 1974. This strategy aims at accelerating economic 
development through modernization and making Egypt's large-ly publicly-owned 
and centrally-controlled economy more market-oriented. Specifically, the 
strategy envisages (1) a gradual dismantling of government regulations, many 
of which are to be replaced by the price mechanism; (ii) the decentralization 
of decision-making in state-owned enterprises; (iii) a more active role for 
the private sector, including private foreign investors; and (iv) expanded 
economic cooperation with other countries. Substantial inflows of external 
assistance are considered essential to support the strategy. 

4. To implement the open-door strategy the Government has taken a 
number of specific policy actions. Among the more important ones were the 
gradual devaluation of the Egyptian pound, and the concurrent liberalization 
of foreign exchange regulations. Starting in 1973 when the parallel market 
rate was introduced, Egypt's currency has been effectively devalued by 44 
percent from US$2.56 to US$1.43 per pound at present. Exchange restrictions 
were eased, specific import allocations were replaced by general import quotas, 
and more foreign exchange was made available to both the public and private 

ll Part I is identical to Part I of the recent President's Report for the 
Textile II Project, distributed to the_ Executive Directors on April 10, 
1980. 
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sector. A new investment law (1974, amended in 1977) offers attractive 
incentives to foreign firms. Trade agreements, especially with the EEC, 
opened new markets for export products; at the same time, bilateral trade with 
COMECON countries was much reduced. A debt management unit was established 
in the Central Bank, and became operative in mid-1978. 

5. A Five-Year Plan was adopted in 1978 and is currently under revision, 
in accordance with the Governme_nt 's desire to periodically reassess development 
perspectives and respond to changing economic conditions and investment options. 
In support of the overall plan, a number of sector and subsector programs are 
currently under preparation with the assistance of the Bank and other donors. 
These include a Water Master Plan, various industrial subsector studies, a 
review of the transport sector, and an electrification program. 

6. In accordance with the objective of greater decentralization, the 
autonomy of public enterprises has been somewhat strengthened, especially by 
a new law issued in 1978 which grants greater flexibility to individual enter
prises in (i) setting up organizational structures, (ii) introducing material 
incentives~ (iii) establishing productivity related wage scales, (iv) adjust
ing the work force to production requirements by not having to hire additional 
people, and (v) undertaking some investments from their own resources. 
Provincial authority to undertake regional development programs has also been 
expanded. Central bureaucratic control remains strong, however, over most 
investment decisions. 

7. A start has been made in rationalizing the price structure and 
increasing price flexibility. The share of industrial output subject to 
centralized price control has decreased, and prices for a number of controlled 
products (including agricultural crops and some public service tariffs) were 
substantially increased. Interest rates have been raised several times and now 
stand at 10 to 12 percent for lending (to non-government sector) and 6 to 8.5 
percent for term deposits. Private sector activity is being encouraged and 
has been freed from many previous restrictions. Moreover, a growing number of 
foreign investment contracts are being signed, especially in the important oil 
and tourist sectors. 

Impact of the "Open-Door" Strategy 

8. The open-door strategy and subsequent policy actions have yielded 
impressive results. Above all, they have led to a rapid increase in Egypt's 
foreign exchange earnings which rose from $1.4 billion in 1973 to $5.5 billion 
in 1978. During this period, oil exports, workers' remittances, tourism and 
the Suez Canal emerged as major new sources of foreign exchange. This was 
accompanied by a major shift of agricultural and industrial exports from 
COMECON countries to the hard currency area. In addition, the Government 
managed to attract large amounts of foreign assistance. Gross inflows of 
medium- and long-term capital averaged $3.4 billion per annum during 1975-78, 
compared with an average of only $0.6 billion during 1967-72. The bulk of 
these aid flows came from Arab and western donors and were provided at highly 
concessional terms. 

• . 

, 
• 

9. Increased exchange earnings and foreign aid inflows have resulted in ~ 
a consolidation of Egypt's external debt and have strengthened the country's 
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creditworthiness. Short-term credits owed by the Government to commercial 
banks were reduced from $1.4 billion at the end of 1976 to $443 million at 
end-1978, largely with the help of loans granted by the Gulf Organization for 
the Development of Egypt (GODE). During the same period substantial arrears 
in debt payments, which had built up in previous years, were cleared. These 
changes have solved the pressing liquidity problems that threatened Egypt's 
financial position in 1975 and 1976. Favorable terms on new borrowings have 
also eased the burden on the country's medium- and long-term debt. Although 
Egypt's total medium- and long-term public debt increased sharply during 
recent years--from $2.1 billion at the end 1973 to an estimated $10.0 billion 
at the end-1978--the debt service ratio declined from 33 percent to 24 percent, 
during the same period. This reflects not only more favorable credit terms -
i.e., lower interest rates and longer maturities--but also the rapid increase 
in foreign exchange earnings. 

10. The increased availability of foreign exchange from Egypt's own 
exports of goods and services and from external assistance has allowed much 
higher levels of imports. This in turn paved the way for a rapid increase of 
investment, larger domestic consumption, and a better utilization of existing 
production capacities. Imports of goods and services (excluding interest 
payments) rose from about $2.0 billion in 1973 to an estimated $6.5 billion in 
1978; imports of capital goods increased at an even faster rate. Increased 
availability of foreign exchange to industrial producers and farmers enabled 
them to import more raw materials, intermediate goods--including fertilizer 
and pesticides--and spare parts, thus breaking crucial bottlenecks that had 
constrained local production. Together with investments in new capacities and 
a vigorous expansion of services such as trade, tourism and shipping, these 
developments sharply accelerated the rate of economic growth. 

11. The Ministry of Planning estimates that GDP at constant prices rose 
at an average rate of close to 9 percent per annum during 1974-78. Much of 
the growth was concentrated in petroleum, construction, manufacturing, transport 
and public utilities. Agricultural production, on the other hand, increased 
very slowly (about 1 percent per annum). The growth rate of GNP was very high, 
about 13 percent per annum, because of the massive growth in workers' remit
tances from $189 million in 1974 to $1,760 million in 1978. The higher level 
of economic activity together with large-scale labor migration to neighboring 
oil exporting countries has absorbed much of the excess labor force that 
existed in the early 1970s. In fact, serious labor shortages have begun to 
emerge 1n a ·number of occupations, especially in the construction sector. 

12. Since 1974 Egypt's investment rate (investment/GNP) increased from 
about 18 percent to about 25 percent on average in the 1976-78 period. This 
increase was made possible by the substantial contribution of foreign savings 
including the massive growth in workers' remittances. National savings increased 
from 2.3 percent of GNP in 1974 to more than 12 percent in 1978, reflecting the 
rise in remittance income. The domestic savings rate, however, while showing 
some growth since 1974, financed less than a quarter of investment in the 1974-
78 period. A major cause for this inadequate level of domestic savings was the 
continuously low and sometimes even negative savings generated by the government 
budget. During 1974-78 current budget surpluses averaged less than one percent 
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of GNP, and their contribution to the financing of public investment averaged ~ 
less than 10 percent. This was the result of high defense and security expendi-
tures, large consumer subsidies and fast growing interest payments which, taken 
together, claimed 79 percent of the government's tax revenues in 1978. At the 
same time, savings generated by public enterprises remained constrained by 
price regulations. The result has been a continuous shortage of domestic 
funds, which in many instances has slowed down the implementation of inves·tment 
projects. 

Recent Economic Developments 

' 13. Preliminary estimates indicate that GDP growth in 1979 was about 8.6 
percent, close to the average achieved during 1975-78. The increase of agri
cultural value added (2.6 percent) was significantly above the long-term 
trend because of favourable climatic conditions and improved distribution of 
inputs. Growth in industry and mining continued at 7.8 percent, close to the 
1975-78 average. There was, however, a marked slowdown in the growth of the 
petroleum sector, 20 percent in 1979 compared to 34 percent _in 1978, reflecting 
the lack of major discoveries in recent years and the approaching "peak" in 
production from existing fields. Overall, the growth rate in the commodity 
sectors realized in 1979 (6.9 percent) was close to the 1975-78 average (7.6 
percent). Growth in the distributive and service sectors, about 12 percent 
and 9 percent respectively, continued to be significantly higher than in the 
commodity sectors. 

14. Egypt's foreign exchange earnings continued to grow rapidly in 1979. 
Based on preliminary estimates, merchandise exports increased by about 38 per
cent in value due to a major increase in petroleum revenue made possible by the 
surge in world prices. Merchandise imports, on the other hand, increased by 
only 11 percent in current value. With the continued growth in Suez Canal 
earnings (17 percent) and officially recorded workers' remittances (11 percent), 
the current account deficit declined by about 15 percent from its 1978 value 
to about $1.5 billion. While the current account improved substantially, esti
mated medium- and long-term capital inflow in 1979 ($2,410 million) was about 29 
percent below its 1978 value ($3,373 million) reflecting the cessation of cash 
inflows from GODE ($500 million in 1978), and a drastic decline in bilateral 
disbursements from Arab sources (about $70 million in 1979 compared to about 
$300 million in 1978). As a result, the overall balance (current account plus 
net MLT capitai flows) showed a small deficit ($18 million), and there was 
some net short-term borrowing (about $150 million). Prospects for 1980 are 
reasonably good, with petroleum revenue expected to exceed $2 billion and Suez 
Canal earnings increasing as a result of recent increases in the Canal's 
capac i ty as well as higher tariffs. In addition net MLT capital flows are · 
_projected to grow significantly. Growth in these sources of foreign exchange, 
and continued growth in workers' remittances and tourism receipts, would 
permit the resumption of rapid growth in imports of producer goods essential 
for sustaining high rates of investment and GDP growth. 

15. Reforms in trade, exchange rate and incentive policies have contri-
buted significantly to the recent improvements in the balance of payments. 
Continued care must be· taken, however, that incentives remain appropriate and 
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are adapted to changing circumstances. The gap between interest rates on 
foreign and domestic deposits (presently about 4 percentage points) will have 
to be closed to channel more workers' remittances and tourism receipts into 
official channels and prevent the re-emergence of a large dual foreign exchange 
market. Periodic adjustments in the exchange rate may also become necessary 
if the unofficial "free market" rate were to start deviating substantially 
from the "unified" official rate. In 1979 the free market premium fluctuated 
around 8 percent and significant downward pressure on the exchange rate did 
not develop. 

16. The domestic fiscal situation remains an area of major concern. The 
overall budget deficit increased to reach about 22 percent of GNP in 1979. 
Domestic financing of this deficit has gone up from 5.9 percent of GNP in 1977 
to about 13.2 percent in 1979, increasing the pressure on money supply and 
prices. While public revenue increased by 21 percent, current expenditure 
alone increased by about 37 percent, principally because of a doubling of 
subsidy payments linked to the exchange rate adjustment. Furthermore, in 
spite of increasing revenue from petroleum and the Suez Canal, the public 
enterprise sector still generated only half of the surplus that would be 
required to finance its investment program. 

17. There are indications of a growing Government effort to contain 
widening budgetary deficits. Already in 1979 two major agricultural input 
prices (e.g., fertilizers and pesticides) and a wide range of other pri~es 
(e.g., cement, gasoline, railway freights, etc.,) have been substantially 
raised. The 1980 budget contains similar provisions and net domestic borrowing 
is projected to decline. This is expected to be achieved through a variety of 
measures: a new sales tax and elimination of tax loopholes, increases of 20 
to 30 percent in consumer prices of mass consumption articles such as cloth, 
cigarettes, soft drinks, sugar, petrol, kerosene, as well as limiting the 
ration card system to the lowest income groups and eliminating subsidies 
on flour for uses other than the production of traditional bread. The net 
revenues derived from these measures will be complemented by a large increase 
in revenue from the petroleum sector. The overall fiscal situation is, 
therefore, likely to improve in 1980, unless massive increases in public 
investment expenditures are allowed to outweigh the increase in revenues. 

Development Potential and Constraints 

18. Egypt has considerable potential for further development. The rea-
sons for this are, in brief: a large domestic market, a relatively skilled 
and literate population, an agricultural resource base not yet fully developed, 
varied raw materials (including oil and gas), and a key geographical location. 
In addition, there are good prospects for continued growth of foreign exchange 
earnings from tourism, workers' remittances and the Suez Canal which is under
going a major expansion. While oil exports are likely to decline in volume 
in the long-run--in the light of increasing domestic consumption and less 
optimistic assumptions on new discoveries--the outlook for exports of new 
industrial and agricultural products is promising. 

19. Future econo~ic growth may come less easily, however, than during 
the past years. The need to gradually substitute domestic for foreign savings 
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will become more pressing as foreign contributions decline in relation to GNP. 
Capacities are now strained in a number of sectors, including infrastructure. 
Investment in new capacities has been slowed down by administrative inefficiency, 
inadequate fiscal resources and weakness in national coordination and sector 
progrannning. Managerial effectiveness in public enterprises and financial 
incentives for production are inadequate in many instances. Higher levels of 
economic activity together with labor emigration have led to shortages in 
critical professional and technical skills. Educational facilities in Egypt 
still reflect a non-technical bias and their quality needs to be upgraded. 

20. Another key issue is population. Already very large for Egypt's 
limited living space--about 39 million in 1978 with an average density exceed
ing 1,300 per square kilometer of agricultural land--the population was 
growing at a rate of about 2.2 percent per annum in the mid-1970's, adding 
almost one million people every year. This continues to create great pressures 
on resources for consumption and investment and aggravates the employment 
problem in the longer run. In the past years the Government ha·s made a new 
commitment to direct action on population matters. While it has already 
initiated such action (e.g., an intensified home visiting program under the 
second IDA financed population project), it will take time for measurable 
results in fertility reduction to be achieved. 

21. A serious side-effect of the open-door strategy has been a growing 
disparity in consumption levels. Currently the lower 40 percent of the rural 
population receive about 25 percent of the rural incomes while in the urban 
areas the proportion is about 21 percent. About 30 percent of the rural 
and 22 percent of the urban population live in absolute poverty. Although 
this pattern of inequality and incidence of absolute poverty is no worse 
than in most economies at similar income levels, it is nevertheless a serious 
problem, which could become more severe if no effective policy action is taken. 

22. To maintain the momentum of development, major efforts are required 
to overcome present structural constraints. Specifically, action is needed 
to (i) increase the efficiency of government administration through organiza
tional and procedural modifications and selective changes in salary struc
tures; (ii) strengthen the capacity for development programming and project 
preparation/implementation; (iii) pursue a vigorous and balanced program to 
upgrade the country's physical infrastructure; (iv) substantially expand the 
program to curb population growth; (v) articulate urban and rural strategies 
aimed at decentralizing urban agglomeration and economic opportunities; (vi) 
further increase the use of prices as indicators of relative scarcities; 
(vii) strengthen the management of public enterprises; (viii) improve pro
fessional and technical education; (ix) increase domestic savings; and (x) 
develop a coordinated export promotion policy. There is an ongoing dialogue 
on all these issues between the Egyptian authorities and the Bank; they have 
also been the focus of the discussion among the members of the Consultative 
Group for Egypt • 

• 

~ . 



e 

- 7 -

External Debt and Creditworthiness 

23. Egypt's non-military medium- and long-term public debt outstanding 
and disbursed as of July 31, 1979 was estimated at about $10.6 billion. Bilat
eral loans comprised about $6.S billion or about 62 percent of the debt out
standing while the shares of multilateral credit and suppliers' credit were 
about 24 percent ($2.S billion) and 8 percent ($0.8 billion) respectively, with 
the remainder being held by financial institutions. Major creditors were the 
GODE and USA, followed by Saudi Arabia, Kuwait, and the Federal Republic of 
Germany. IBRD/IDA debt comprised about 4 percent of the total disbursed debt. 
The estimated end-December 1979 total disbursed debt was about $11.0 billion. 
Debt service on medium- and long-term debt was estimated at $1.4 billion in 
1979 giving a debt service ratio of -about 20 percent. No reliable estimates 
of military debt are available. 

24. The Government's recent policy actions have initiated structural 
adjustments called for by Egypt's economic situation and international environ
ment. If progress towards overcoming present constraints is maintained and 
the country's foreign exchange earning potential realized, the average deficit 
on current account is estimated to be about $2.5 billion per annum for the 
coming five years. The required capital inflows are large--but if they are 
available on concessional terms; Egypt would have the debt servicing capacity 
to borrow the amounts envisaged, including a limited amount on harder terms. 
The burden of servicing medium- and long-term debt as a percentage of total 
foreign exchange earnings is estimated to fluctuate around 20 percent during 
1980-84, and to decline gradually thereafter. 

PART II - BANK GROUP OPERATIONS IN EGYPT .l/ 

25. The proposed development credit would be the World Bank's forty-eight 
lending operation in Egypt. It would bring Bank and IDA commitments made since 
1970 to $1,674.5 million. 1:./ Annex II contains a summary of Bank loans and IDA 
credits as of March 31, 1980, and notes on the execution of ongoing projects. 

26. Egypt faces a host of basic structural problems: pressure of 
population on resources; inadequate economic infrastructure; a large but 
inefficient public sector constrained by out of date equipment, overstaffing, 
weak management and a network of controls over investment, production, distri
bution and prices; significant balance of payments deficits and shortages of 

.ll Paras. 26-30 are identical to paras. 26-30 of the recent President's 
Report for the Textile II Project, distributed to the Executive Directors 
on April 10, 1980. 

1/ Assumes that one other project will be presented to the Executive 
Directors before the proposed Cairo Gas project: $30 million loan for 
MIDB (DFC). 
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domestic resources. The Bank's response has been tailored to address these 
long-term developmental issues in a very broad fashion and in close coopera
tion with other donors. Its strategy involves entry into the spectrum 
of sectors in order to provide not only direct finance with its relatively 
limited resources but, equally, to act as a catalyst for other agencies, . 
bilateral and multilateral, and as a spur for initiating discussion and, 
hopefully, positive action on a coherent framework of policies and investment 
proposals which can tackle the substantive issues. The approach also includes 
delivery of technical assistance not only for adequate implementation of 
specific investment programs but for developing the domestic institutional 
capability to devise and implement future policies and investment programs. 
The Bank's deliberately broad multisectoral intervention has been differen
tiated by sectors and tailored to the pace at which the Egyptian authorities 
can reasonably be expected to address these issues and implement the programs. 

27. Industry, which has received the largest portion of Bank resources 
and significant attention over the past five years, illustrates the nature and 
scope of the Bank's intervention. The Government looks to industry to create 
productive employment, cater to basic consumer needs, generate an "export 
surplus", and stimulate growth of the economy. However, this sector is beset 
by a complex set of problems which stem largely from the rigidity of central
ized control and lack of management autonomy, distorted pricing, and the lack 
of incentives for better use of productive capacity. Efforts under Bank 
financed projects have gone beyond the immediate objective of improving 
capacity utilization (imports loans and credits Nos: Cr. 524, Ln. 1062 and 
Ln. 1456) and increasing production capacity and supply of essential commodi
ties in resource-based industries (cotton ginning, textiles, cement and 
fertilizer projects). The more fundamental effort is directed at introducing 
policy and structural improvements. Towards this end the Bank is assisting 
the Government in reviewing the planning apparatus and strengthening sectoral 
planning and project preparation and implementation capabilities with the 
objective of formulating an industrial strategy and plan for the 1980's. It 
has also financed six subsector studies in textiles, building materials, pulp 
and paper, food processing, metallurgy, and engineering industries, in order 
to assist the Government in formulating a package of policy and investment 
proposals, which would be embodied in future projects. Two subsectors, 
textiles and steel, are planned for study in greater detail with a view to 
developing specific recommendations concerning the major issues facing public 
enterprises in Egypt, such as those relating to employment, wages, prices, 
profit retention and the relationship between the public and private sectors. 
To complement these efforts the Bank has also carried out a study on small
scale industries which is laying the basis for joint Egyptian/Bank efforts in 
this area. In addition, the Bank is assisting the Government in undertaking a 
major study of the construction/contracting industry, which is one of the most 
c~itical bot~lenecks facing Egyptian industry today, as well as in initiating 
studies to develop a brick master plan and cement distribution master plan. 

28. The above sketch illustrating the scope and breadth of the Bank's 
intervention in one sector is representative of the multifaceted approach that 
it has adopted in varying degrees in the other sec~ors of the Egyptian economy. 
It is a role that is in harmony not only with the Egyptian Government's wishes 
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but is welcomed by the var ious bilateral and multilateral donors as an appro
priate function for the Bank as the Chairman of the Consultative Group for 
Egypt. Preparation of projects for future lending follows this strategy, and 
the pipeline includes projects in education, power, gas exploration, rural 
and urban development, transportation, rural water supply, agriculture (includ
ing drainage), agro-industry, development finance and industry. 

29. Bank Group disbursements in 1978 represent 2 . 8 percent of Egypt's 
medium- and long-term capital inflow. The Bank and IDA shares of total 
external debt outstanding and disbursed were about 1.8 percent and 2.4 per
cent, respectively, as of July 31, 1979. For the future, the Bank and IDA 
shares of total external debt outstanding and disbursed (excluding military 
debts) are estimated to reach about 5.0 and 3.5 percent respectively in 1981. 
It is estimated that in 1981, debt service payments due to the Bank and IDA 
will represent about 2.3 percent and 0.2 percent, respective ly of service 
payments due on Egypt's external debt. 

30. Total IFC participation and lending for projects in Egypt now total 
about $37 million and include: a ceramics project (approved in 1976) a ready
made garment project (1977); a project for an agricultural complex primarily 
for sugar beet (May 1978); a poultry project (July 1978); and a fish farming 
project (December 1979). IFC is discussing several other private sector and 
joint venture projects. 

PART III - OIL AND GAS SECTOR 

Introduction 

31. Egypt's energy outlook has continuously improved over the last 
decade. With the connnissioning of the Aswan High Dam, Egypt successfully 
developed its largest hydroelectric resource. Increases in oil production 
have made it first self-sufficient and, more recently, an exporter of oil. In 
1978 petroleum exports accounted for 50 percent of its foreign trade receipts. 
Gas finds have further strengthened the energy base and increased export 
possibilities of oil. These positive developments notwithstanding, the medium 
and long term outlook is not as clear. Much of Egypt's current economic 
and industrial planning is predicated upon ample and continued availability 
of low cost energy and a significant increase in oil exports. However, it is 
not certain that this will necessarily come about. A fast growing domestic 
demand for oil stimulated by prices well below the international level, 
declining production from some of Egypt's existing major oil fields, the need 
for increased efforts in exploration and in developing natural gas, are the 
areas of concern. 
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Resource Endowment 

32. The main sources of primary commercial energy in Egypt are hydro 
power and petroleum. Coal deposit~ have been discovered in the western 
desert and Sinai peninsula, and are estimated at around 100 million tons. A 
feasibility study for a coal-fired power plant in Sinai is presently under 
preparation. As in other developing economies, non-commercial fuels in the 
form of crop residues and animal waste are in extensive use and are estimated 
to represent about one quarter of the total commercial energy used. 

33. Hydro power for Egypt is an important source and in 1977 accounted 
for 20 percent of primary commercial energy. By equipping the Aswan Dam with 
turbine generators having a total capacity of 345 MW, the first step was 
taken in 1960 to tap the hydro power potential of the river Nile. With the 
completion of the Aswan High Dam in 1970, with an installed capacity of 2100 
MW, 80 percent of the Nile's hydro power potential has been harnessed. 1/ The 
remaining 60 meter drop between Aswan and Cairo represents a generating-poten
tial of 460 MW which, subject to the establishment of economic viability, 
could be· secured by electrifying three existing barrages and developing other 
potential barrage sites not yet identified. The only other potential source 
of hydro power is the Qattara project and mini-hydro schemes along water 
canals connected to the Nile. The Qattara project which would utilize the 
drop of 60 meters between the Mediterranean and the Qattara Depression in the 
Western desert could produce about 640 MW during the first 12 years, and about 
340 MW thereafter. 

Oil and Gas 

34. Hydrocarbons are a major source of commercial energy in Egypt and on 
account of limited hydro potential, are likely to be relied upon increasingly 
for meeting Egypt's incremental demand for energy. Though the first oil well 
in Egypt was drilled in 1886, oil exploration was not taken up on a systematic 
basis until the turn of the century. Commercial production commenced in 1913, 
but it was only after 1968 that oil production exceeded 10 million tons. The 
current production level is around 500,000 barrels a day (25 million tons per 
annum) of which about 25 percent represents the share of foreign partners, 45 
percent is consumed domestically and the balance is exported. Recoverable 
reserves are estimated at around 2.5 billion barrels (350 million tons). Asso
ciated with the production of oil, 100 million cubic feet a day (MM cf/d) of 
gas (one million tons of oil equivalent per annum) is estimated to have been 
produced in 1979, which is being flared except for a small amount consumed 
in the oil fields. Four non-associated gas fields at Abu Gharadig, Abu Madi, 
Abu Qir and Amal are estimated to have recoverabl~ reserves amounting to 3.3 
trillion cubic feet. Of these, the first three gas fields have been developed 

1/ In the context of the proposed third power project which is also being 
processed for consideration in FY80, the hydropower generating facilities 
of the (old) Aswan will be increased by an additional 270 MW. 
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is predicated upon new discoveries being made, which will not only double 
the current level of production but would also compensate for the decline in 
production from oil fields which have already peaked. Failure to achieve the 
assumed discovery rates could result in a significant shortfall. In any case, 
the lags which are inherent in the development of an oil field will make it 
extremely difficult to achieve the target originally stipulated for the 
1978-82 Plan period. 

Consumption Pattern 

38. The consumption of petroleum products has been rising sharply, 
increasing from 6.7 million tons in 1974 to 9.1 million tons in 1977 and to 
an estimated 11.7 million tons in 1979. The overall annual growth rate has 
been in the order of 11.8 percent with liquified petroleum gas (LPG) recording 
the sharpest increase (16 percent). Over the next two years EGPC projects an 
overall growth rate of 12.5 percent. It is anticipated that, in the absence 
of effective demand management and/or significant increase in the price 
levels, this growth rate in consumption would be maintained until 1985. This 
relatively high growth rate is attributable in part to a quantum jump in 
thermal power generation which is projected to rise from 17 billion kWh in 
1980 to 28 billion kWh in 1985. The growth rate beyond 1985 would depend, in 
part, on the introduction of coal-fired and nuclear power plants. Egypt hopes 
to commission after 1990 a nuclear plant having a capacity of 600 MW. Delays 
in commissioning the proposed plants would result in a greater reliance on 
fossil fuels for power generation. 

Energy Sector Issues 

39. The price system in Egypt is still characterized by a great deal of 
centralized control and involves substantial explicit or implicit subsidies 
on many goods and services. The prices of energy supplies are set at levels 
that are substantially below their opportunity cost (border prices) to the 
economy. The Government has traditionally kept the overall price of energy 
low relative to the rest of the domestic prices to foster industrial growth 
through publicly owned enterprises. At present, close to 58 percent of the 
petroleum products is consumed by industry and the power sector, and about 
82 percent 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 entities in the energy sector to generate sufficient 
revenues to finance the capital investment necessary to meet future needs. 
An additional shortcoming of the prevailing pricing structure is that the 
relative scarcity of the various competing energy products is not reflected in 
the prevailing price system. This leads to the use of energy resources in a 
non-optimal combination. 

40. Increasing the domestic prices of energy resources to the interna
tional level should be the goal of the national energy pricing policy. How
ever, this is a long-term objective which is primarily determined by the 
ability of the Egyptian economy to structurally adjust and absorb the new 
higher prices. This adjustment is particularly difficult in the Egyptian 
economy with its exten~ive system of subsidies, price controls and quantity • 
rationing where the impact of increases in the price of energy requires 
careful analysis. In connection with the Gulf of Suez Gas Project (Loan 
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1732-EGT) and the first power project (Loan 1453-EGT), the Bank is financing a 
pricing study for petroleum products and another study for the formulation of 
electricity tariffs. Both studies aim at the improvement of the overall 
pricing of energy in Egypt. The implementation of the results of these 
studies will require continued Bank involvement in the sector which is being 
provided for under existing agreements. 

41. Pending the outcome of the above studies, the Bank intends to 
continue its dialogue with the Government, in connection with ongoing and 
proposed gas and power projects, aimed at bringing about improvements in 
energy pricing policy affecting key petroleum products and electricity 
tariffs. In this regard, the Government has confirmed its policy to bring 
about over the coming three years a gradual real increase in average energy 
prices, so as to significantly reduce this gap in nominal terms by the end of 
1983. Where energy is used by public sector economic enterprises, the Govern
ment will direct them to pass additional costs on to final consumers, except 
in a limited number of identified cases (e.g., mass transportation) where 
conservation goals dictate a different policy. Further, certain specific 
positive developments have already taken place. Under the proposed Cairo Gas 
Distribution project, for instance, the Government has agreed to two important 
pricing measures: (i) domestic consumers will be charged a price which is 
substantially above the current price of city gas and liquefied petroleum gas, 
and (ii) two small power stations to be supplied with natural gas under the 
project will pay about two and a half times the price charged until recently 
to all power stations. Also, it should be noted that in January 1980, in a 
move to improve energy pricing, the Government increased prices of petroleum 
products by about 20 pe~cent with the exception of the prices of liquefied 
petroleum gas and fuel oil, which remained unchanged. Electricity tariffs for 
residential and small commercial consumers were also increased on the average 
by 20 percent. 

42. Also, as mentioned in paragraph 34, the Bank is financing a study to 
address the questions of gas use optimization and the need to upgrade this 
resource from a fuel oil substitute to higher value uses. Even now, before 
the study is completed, there are known areas where gas may be used as a 
substitute for liquid fuels thereby increasing exports (fuel oil) and reducing 
imports (LPG and kerosene). Government policy has encouraged such substitu
tions since in recent years, the Government has faced increasing difficulties 
in meeting domestic consumer demand in large urban areas as international 
prices for LPG and kerosene (the two main fuels used) have increased rapidly, 
putting a heavy and constant burden on Egypt's balance of payments. In 
addition, the rapid change taking place in Cairo from low level housing to 
modern high rise buildings, makes the regular use of portable fuels extremely 
hazardous. The two alternatives for meeting domestic urban fuel needs are 
electricity and piped gas. Since electricity is less energy efficient and 
more costly than gas, the government has decided to embark on a program to 
create gas distribution networks in the major cities. The first step in this 
program, for which the Government has requested IDA assistance under the 
proposed project, would be the construction ·of a gas distribution network 
in four districts of Cairo which, because of the nature of the housing and 
the level of consumer demand appears to be the most suitable. The project 
should be followed by the expansion of gas distribution to other areas in 
Cairo and in Alexandria. 
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Bank Group Participation in the Energy Sector 

43. The Bank Group has made two loans/credits for power in Egypt. A 
loan (1453 EGT) of $48 million was made in 1977 for regional electrification 
providing for rehabilitation and extension of electric power facilities serv
ing a regional population in urban zones and rural centers outside Cairo 
and Alexandria. Progress on the project is satisfactory and the project 
is expected to be completed on schedule by the end of 1980. In June 1979 an 
IDA credit of $37 million, a Bank loan of $102 million, and an EEC Special 
Action credit of $35 million (Loan 1733 EGT et al) were approved to help 
finance part of the foreign cost of the first stage (600 MW) of a 900 MW 
thermal power station at Shoubrah El Kheima. Bidding documents for civil 
works and electro-mechanical equipment are expected. to be issued in late 1980, 
respectively. The expansion of the Shoubrah El Kheima power station to cover 
part of the foreign cost of the third 300 MW unit together with the installa
tion of additional hydropower generation facilities at Aswan and a regional 
electrification component are the subject of a proposed third power project 
which is also scheduled for Board consideration during the current fiscal 
year. In the oil and gas sector, the Bank made a first loan of $75 million 
to the Egyptian General Petroleum Corporation (EGPC) for the Gulf of Suez Gas 
Project (Loan 1732-EGT) in June 1979. The project is designed to gather, 
process and transport associated gas from oil fields in the Gulf of Suez which 
is presently being flared. The stripped gas would be used principally as fuel 
for electric power generation and industrial users, thus freeing fuel oil and 
diesel oil which could be exported. The project also includes financing for 
several important sector studies covering energy pricing, oil/gas reserve 
assessment and optimal utilization of gas as mentioned above. 

The Beneficiary 

44. The proposed IDA credit would be onlent by the Government to 
Petrogas, a Government owned enterprise established as a subsidiary of EGPC 
in September 1978. Petrogas has assumed all functions relating to storage, 
distribution and marketing of LPG in Egypt, which were formerly performed by 
the Societe Cooperative des Petroles (COOP), another fully owned EGPC sub
sidiary. Nevertheless it was created primarily to promote and implement the 
proposed gas distribution project and upon its completion to function as a 
gas utility. While Petrogas is a relatively new entity it has drawn upon 
the competent and experienced personnel of EGPC and its subsidiaries to man 
its senior levels. Most of the present managers in Petrogas have extensive 
experience in the oil industry and are therefore capable of discharging their 
functions satisfactorily in so far as they relate to LPG operations. The oil 
industry in Egypt, however, has had little experience in domestic gas distri
bution. Petrogas, moreover, being a new entity, needs to create an organiza
tion which, besides overseeing LPG operations, would be capable of implement
ing the proposed project and operating a safe gas utility. The organization 
and staffing needs of Petrogas were considered at length. Petrogas agreed 
with the Association that in order to adequately implement and manage the 
proposed project, it would need to strengthen the existing corporate structure 
by establishing and maintaining a senior management group, a construction 
management group and a natural gas operations group. Petrogas further agreed • 
to establish and appropriately staff the structure agreed to, by December 31, 
1980 (Project Agreement (PA), Section 3.0l(a)). 
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PART IV - THE PROJECT 

Background 

45. The project was identified in January 1978. Following the prepara
tion of a detailed project report by EGPC with the assistance of consultants, 
extensive consultations took place between EGPC and IDA on the proposed design 
which was found to be expensive and inflexible. A new project design was 
therefore prepared with the assistance of newly appointed consultants (British 
Gas), who are financed under the Gulf of Suez Gas Project (Loan 1732 EGT). 
The revised project design was appraised in October 1979. Negotiations were 
held in Washington from March 24 to April 1, 1980. The Government of Egypt 
was represented by Mr. Samir Koraiem, Undersecretary, Ministry of Economy, 
Foreign Trade and Economic Cooperation; EGPC by Mr. Abdul Aziz, Vice Chairman, 
Financial Affairs and Petrogas by Mr. Abu Bakr, Chairman. A supplementary 
project data sheet is attached as Annex III. A staff appraisal report (No. 
2766-EGT) is being circulated separately to the Executive Directors. 

Project Objective 

46. In order to reduce its reliance on imports, Egypt intends to use 
natural gas, available within the country, as a replacement for LPG, kerosene, 
and gas oil. As a first step in this direction, the proposed project aims 
at providing natural gas to two gas turbine plants and creating a gas distri
bution network in four districts of Cairo--Helwan, Maadi, Nasr City and 
Heliopolis. In so doing, natural gas use would be upgraded from a substitute 
for fuel oil, to a replacement for higher value products such as LPG and gas 
oil. Currently Egypt imports 70 percent of its LPG requirements, as well as 
marginal quantities of gas oil. This project would thus generate significant 
foreign exchange savings and make the Egyptian economy less vulnerable to 
external price fluctuations. 

Project Description 

47. The project would consist of the following components: 

' (a) construction of approximately 55 km of high-pressure pipeline 
which would be optimally sized to serve up to 640,000 households; 

(b) an odorizing unit and four pressure-reduction stations at Helwan, 
Maadi, Nasr City and Heliopolis; 

(c) a distribution network of medium-density polyethylene pipes, 
approximately 900 km in length; along with 9,000 services for 
connecting customers with gas at an average rate of one service 
for approximately 18 customers; 

(d) external and internal installation of pipes in about 160,000 
households complete with gas meters, service risers, laterals, 
etc; and conversion of about 300,000 existing appliances from LPG 
to natural gas; 
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(e) supervisory control and cathodic protection for the gas pipelines; 
and 

(f) technical assistance, training, and project-related studies. 

Supply and Market 

48. The sources of gas supply for the proposed project would be the oil 
and gas field at Abu Gharadig, South of El Alamein, about 270 km from Cairo 
(see map). This field which was discovered in 1971 has estimated recoverable 
reserves of 600 billion standard cubic feet (scf). If exclusively dedicated 
to the project, the reserves would be adequate to support it over its economic 
life of 30 years. EGPC agreed to operate the Abu Gharadig or any other gas 
fields subsequently discovered and linked to the Cairo gas distribution system, , 
in a manner permitting the availability of gas for the system over at least 16 
years after completion of the project (PA, Section 2.11) The project area is 
composed of four suburbs on the south-east side of Cairo. Factors responsible 
for the selection of these four districts were proximity to the gas source, 
relative ease in laying the distribution network and undertaking carcassing, 1/ 
density of accessible consumers and future growth potential. All the selected 
districts are currently heavy users of LPG and are expected to grow rapidly in 
terms of high rise housing, which lends itself ideally to a gas distribution 
network. The proposed project would provide gas to nearly all households in 
the four areas. 

49. City gas is not new to Cairo. The Egyptian Electricity Authority 
is presently operating a network, producing gas from naphta. Over the years 
this network which supplies only 5000 customers has developed extensive leaks 
and fallen into disrepair. While it is doubtful that the area covered under 
the system (covering central Cairo) will be connected to the gas distribution 
system under the proposed project, the Government agreed (i) that a study be 
carried out by June 30, 1981, reviewing the economic feasibility of rehab
ilitating and converting this system to natural gas and link it with the proj
ect, and (ii) to implement recommendations emanating from the study, which are 
mutually acceptable to the Government and the Association (Development Credit 
Agreement (DCA), Section 3.02). 

50. Between 1980-83 the project would convert 160,000 existing house-
holds from LPG . to natural gas. The Government agreed to finance, or cause 
EGPC to finance, the cost of internal carcassing of these apartments and the 
conversion of related appliances (DCA, Section 3.04). In addition, during the 
same period, it is estimated that 30,000 new dwellings needing gas connections 
would be built in the project area. In new housing, the responsibility for ' 
internal carcassing and external piping up to the periphery of the property 

1/ The term "carcassing" refers to outlet service pipes, service risers, 
laterals, installation of pipes inside · the dwellings, pipe ducts, con
trol cocks, etc. • 
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line would rest with the builder. The Government agreed to i ssue prior to 
December 31, 1980 a relevant decree reflecting this responsibility (DCA, 
Section 3.03). Petrogas would be required to provide service lines from the 
"mains" to the property line. It is estimated that by the end of 1983 there 
will be 190,000 consumers which would increase to 640,000 by year 2005. 

51. As to the consumption pattern, it has been estimated that once the 
gas network has become operative, initial gas consumption would be at the same 
level as the average consumption per customer of LPG, i.e. 315 k ilograms 
equivalent per annum. But once a piped gas supply becomes continuously avail
able, the consumption per household would grow at 1 percent per annum. In 
aggregate terms, demand for gas by domestic households is estimat ed at 8 MMcf/d 
in the fifth year and 19 MMcf/d in the twentieth year of operat ion. In addi
tion to supplying gas to domestic households, the proposed project would also 
meet the requirements of two power stations (gas turbine units) at Nasr City 
and Heliopolis at a cumulative gas load of 12 MMcf/d. 

Project Implementation 

52. Petrogas would have overall responsibility for implementing the 
proposed project. It has appointed British Gas as its engineering consultants 
who will assist in designing and supervising the construction of the project. 
This arrangement is considered satisfactory. Since consultants are important 
to the successful implementation of the project, Petrogas agreed to continue 
to employ experienced consultants on terms and conditions satis f actory to the 
Association (PA, Section 2.02). Consistent with current pract ice in the gas 
industry, Petrogas has awarded a single responsibility contract for the entire 
project (see para. 56 below). The selected contractor would be responsible 
for detailed engineering, construction of the high pressure pipe line, the 
distribution network, carcassing of dwellings and conversion of appliances. 
The contractor has agreed to a detailed construction schedule and is committed 
to complete the project within a period of four years (i.e. by December 1983). 
Although the selected contractor is responsible for building the pr oject on a 
turnkey basis, it would nonetheless impose a considerable burden on the orga
nization of Petrogas. For this reason Petrogas' organizational requirements, 
recruitment schedule, and the training needs were evaluated. Necessary action 
by Petrogas with respect to organizational changes and recruitment requirements 
as well as training needs are referred to in paras. 44 and 58, respectively. 

Project Cost and Financing 

53. The project cost is estimated at US$155.0 million, of which US$103.8 
million would be in foreign exchange. The basic project cost of US$124.3 mil
lion is based on the firm bids 1/ received from the lowest evalua ted bidder. 

1/ Bids were invited on unit rate basis and evaluated on a de t a iled estimate 
of quantities. While these estimates are fairly firm for t he transmission 
network, the quantities involving carcassing and conversion are likely to 
undergo modification as detailed design progresses. 
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It must, however, be noted that an element of uncertainty remains in regard 
to cost estimates for internal carcassing and conversiori of appliances. 
Petrogas, at the Bank's suggestion, undertook a sample survey to estimate the 
average length of service lines, risers, laterals, and carcassing required per 
household, and to assess the density, diversity, and condition of appliances. 
While the cost estimates take note of the survey, the possibility of devia
tion in the actual cost for carcassing and conversion cannot be excluded. In 
light of initial construction experience Petrogas would refine carcassing and 
conversion estimates. 

54. In computing cost estimates, physical contingencies have been 
estimated, on the average, at 10 percent for equipment, material and consul
tancy services and at 3 percent for the high pressure transmission pipeline, 
odorizing unit, pressure regulating stations, and gas meters. A relatively 
low contingency factor has been assumed as the contract for these items has 
been awarded on a fixed rate basis. A contingency factor of 10 percent has 
been assumed for the distribution network and 15 percent for carcassing of 
apartments .and conversion of appliances. Price contingencies of 9, 8 and 7 
percent have been assumed for the project's foreign and 12 and 11 percent for 
the local components for 1981-83, respectively. Since Petrogas is exempt from 
import duty, no allowance has been made for this purpose in cost estimates. 
Engineering and consultancy services have been calculated on a unit cost of 
$9,000 per man month. This rate was derived from the existing contract 
between Petrogas and its consultants. 

55. The proposed IDA credit of $50 million would finance 32 percent of 
total or 48 percent of the project's foreign cost. In addition, $2.1 million 
are provided under Loan 1732-EGT for the Gulf of Suez Gas project for tech
nical assistance as agreed under that project. The Government agreed to 
finance in conjunction with EGPC the remaining foreign and local cost as well 
as any cost overrun (DCA, Section 3.0l(b)). The proposed credit would be made 
to the Arab Republic of Egypt which, in turn, would onlend the proceeds to 
Petrogas through a subsidiary loan agreement. The loan to Petrogas would be 
for a period of 20 years with a grace period of five years at 8.25 interest 
per annum. The execution of a subsidiary loan agreement between the Arab 
Republic of Egypt and Petrogas would be a condition of effectiveness of the 
credit (DCA, Section 5.02(b)). 

Procurement and Disbursement 

56. Consistent with current practice in the gas industry, Petrogas has 
awarded a single responsibility contract for the entire project. Separating 
the overall project into discrete components was considered but was discarded 
since it would have presented serious coordination problems, particularly at 
several points of interface where problems of safety are most acute. Petrogas 
invited prospective contractors to prequalify and fifty firms responded to 
Petrogas' bid invitation and nine firms were prequalified. Tender documents 
were prepared by Petrogas' consultants, in response to which three bids were 
received from prequalified contractors. Petrogas, with the assistance of 
its consultants, evaluated the bids and awarded the contract to the lowest 
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evaluated bidder on November 22, 1979. IDA reviewed the procurement proce
dures, including the specifics of prequalification, and 'found them generally 
to comply to its guidelines. IDA agreed to advance contracting because of the 
emergence of exceptional conditions in the international oil market during and 
immediately following bid preparation. By not allowing advance contracting, 
project implementation would have been delayed significantly, increasing not 
only the project costs, but also substantially the import burden. While 
staging of the project would have reduced the extent of advance contracting, 
it would have increased the overhead costs of the contractors and increased 
the risk of delays and of not having a sufficient number of customers connected 
to the network when the latter is completed. Before agreeing to advanced con
tracting: (a) the overall project design was reviewed and found appropriate; 
(b) the Government was advised that it was awarding the contract at its own 
risk and that it did not in any fashion commit IDA to grant a credit for the 
project; and (c) the Executive Directors were advised of the advance contract
ing through the Monthly Operational Summary. 

57. Disbursements would be made against 100 percent of foreign exchange 
expenditures on the high pressure transmission pipeline, odorizing unit, 
pressure regulating stations, and distribution network, and training, as well 
as consultants' services. Retroactive financing of US$5 million is recom
mended for expenditures incurred by Petrogas (essentially downpayments) on 
items proposed to be financed by IDA between November 22, 1979 (date of 
the award of contract) and the date of the signature of the credit. It is 
anticipated that the credit would be fully disbursed by June 1984. 

Training 

58. As indicated above, little or no experience exists in Egypt on the 
construction of a gas distribution network and operation of a gas utility. 
With the help of its consultants, Petrogas has agreed to design and implement 
an extensive training program for various categories of personnel. It would 
in this context also establish a training school to train Egyptians in various 
facets of gas industry. Training is essential not only to ensure adequate 
supervision of the contractor, but also to create a corps of trained manpower 
which can rapidly replace the expatriate work force. To ensure that the 
necessary transfer of skills and technology is effected, it would be necessary 
for Petrogas and Petrojet (a construction and contracting subsidiary of EGPC), 
to depute its personnel to the contractor. The contractor would provide the 
requisite training and thereafter utilize this personnel in project construc
tion. Petrogas and Petrojet are currently negotiating such an arrangement 
with the contractor. Petrogas agreed to (i) prepare by December 31, 1980, 
with the assistance of its consultants, a detailed assessment of the overall 
training requirements of its personnel, (ii) submit to the Association by 
March 31, 1981 a detailed training program for its review and implement the 
agreed upon training program thereafter. Furthermore, Petrogas agreed to 
enter into a satisfactory agreement with the contractor by December .31, 1980, 
to train Petrogas personnel (PA, Sections 3.0l(b)-(d)). 

Safety and Ecology 

59. All fuels carry with them the risk of fire or explosion through a 
sudden release of energy. Although natural gas 1s a much safer fuel than 
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LPG (being lighter than air, of lower calorific value and transported through 
fixed pipes), no gas system is inunune from risk. With proper care, however, 
these risks can be reduced. Customer and employee safety is a primary con
sideration for a gas utility. To realize this goal, three main conditions 
must be assured; firstly, good specifications that set out high material and 
construction standards; secondly, well-defined and high standard operating 
practices and procedures; and finally, a corps of well trained employees 
who serve established specifications, standards, practices, and procedures, 
and routinely record and monitor actual performance, to establish proof 
of adherence. To meet the above requirements for the proposed project, 
Petrogas has adopted British specifications where the gas system has a laud~ 
able safety record. It has also hired a contractor with extensive experience 
in laying gas networks and undertaking conversions in Europe. Separately, it 
would need to establish a rigorous supervisory procedure to ensure that the 
contractor adheres to specifications. This would, inter alia, require setting 
up an independent safety organization to undertake a technical audit, initiate 
a training program for the first line supervisors, and establish a detailed 
code for supervisory and safety tests. Petrogas agreed to continue to employ 
engineering consultants which would assist in preparing a code of supervisory 
and safety tests required for the project (PA, Section 2.02). 

60. No major environmental problems are likely to result from the imple-
mentation of the project. Natural gas is benign to the environment and its 
extensive use as domestic fuel is likely to reduce the pollution level in 
Cairo. The pipeline itself would pose no serious environmental hazard since 
it would be buried, and measures would be taken to assure proper protection, 
maintenance and operation. Design and construction would be in accordance with 
appropriate codes and standards to m1n1m1ze the chances of over-pressurization, 
corrosion, and third party damage. 

Financial Aspects 

61. Although Petrogas act1v1t1es as of its date of incorporation 
(September 1, 1978) were exclusively LPG distribution, the emphasis of its 
responsibilities will progressively shift towards domestic gas distribution. 
While sales of LPG and natural gas serve a similar purpose (provision of 
energy to domestic users), the financial and managerial characteristics of 
both operations are very different. LPG incremental investments are directly 
linked to demand and are relatively inexpensive but the cost of this imported 
energy is high. Gas operations in turn are highly capital intensive with 
large initial investments and low incremental expenditures as consumption 
develops, but cost of the gas, an indigenous conunodity, is low. 

62. Petrogas purchases LPG at a highly subsidized price from EGPC (LE 
24 per ton as compared to current border price of over LE 300 per ton) and 
resells it at the domestic price (LE 52 per ton): The difference (or 'conunis
sion') was set in such a way as to cover operating, storage, distribution 
costs, etc., as well as a budgeted margin of about 12.5 percent of selling 
price. This system permits financial viability of Petrogas LPG activities 
independently of the actual economic cost of the energy. Since November 1973, 
there have been no increases in the selling price of LPG to the public, nor 
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review of purchasing price from EGPC; as LPG operating costs have increased 
significantly with domestic and international inflation, margins have shrunk 
from LE 6.5 per ton in 1973 to LE 4.8 per ton in 1978. EGPC therefore agreed 
to maintain Petrogas' commission on LPG operations at a level which would 
enable it to meet all its operating expenses related to LPG distribution (PA, 
Section 2.12). 

63. As regards natural gas operations, Petrogas would purchase its 
supplies from EGPC. The latter and Petrogas agreed to enter . into an agreement 
whereby EGPC would supply Petrogas with the quantities of gas required to 
service the two gas turbine stations and the domestic consumers connected to 
the distribution system, at a price which would not be less, in terms of 
British Thermal Units (BTU), than the domestic price of fuel oil to power 
stations (PA, Section 4.03). Based on the present domestic price for fuel 
oil, a transfer price for gas of LE 0.19 ($0.28) per Mcf, increasing by 10 
percent a year, has been assumed in the financial projections. Pricing of 
natural gas by Petrogas will be set at a level so as to ensure that over the 
longer term, operating revenues cover operating expenses, debt service, and 
provide a reasonable contribution to future expansion of natural gas facilities. 
Because of the necessary time lag in connecting sizeable numbers of consumers, 
Petrogas will require a number of years before it can earn a reasonable rate 
of return on its net fixed assets, to achieve the objectives set above. On 
the basis of present forecasts it is reasonable to request Petrogas to earn 9 
percent on its net revalued natural gas fixed assets only after 1990. In the 
meantime, Petrogas agreed to set the price of natural gas at such levels that 
would generate revenues sufficient to cover, until the end of 1983, at least 
operating expenses (excluding depreciation), debt service, . and working capital 
needs. In this context, it is understood that the average price of natural 
gas to domestic consumers would at no time be less than LE 3 ($4.32) and to 
the two power stations to be supplied under the project not less than LE 0.51 
($0.73) per Mcf. Petrogas further agreed to review on the basis of realistic 
forecasts, for the first time on March 31, 1983, and, thereafter, on March 31 
in each fiscal year, the adequacy of its prices for natural gas to produce for 
the current and next following fiscal year the following rates of return on 
revalued net assets: 

1984-85 

3% 

1986-87 

4% 

1988-89 

5% 

1990 

7% 

1991 and thereafter 

not less than 9% 

(PA, Section 4.06(a) and (b)). The Government and EGPC agreed to take all 
action necessary on their part to enable Petrogas to meet the above obliga
tions (DCA, Section 3.0l(a) and PA, Section 4.06(c)). 

64. It is anticipated that an average revenue from sales to domestic 
consumers of LE 3 per Mcf would provide sufficient income to cover operating 
expenses and debt service requirements during the period 1980 through 1984 • 
As regards the sale of gas to the two power stations under the project, the 
above price of LE 0.51 ($0.73) per Mcf represents a sizeable increase over the 
LE 0.19 ($0.28) per Mcf charged until recently to all power stations. The 
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above financial arrangements would ensure that Petrogas functions as a non
subsidized public utility for its gas operations incurring all actual costs 
involved in .the process of gas distribution, while still achieving an adequate 
return. 

65. Setting the price for domestic users at the proposed level repre-
sents a major increase above the current price of LPG (an effective doubling) 
and could impose undue hardship on poorer consumers. To make the increased 
cost burden more equitable, a graduated tariff structure will be designed 
which would still secure Petrogas the average revenue indicated above while 
increasing only slightly the average domestic fuel bill of the smaller con
sumers. To this end, EGPC and Petrogas agreed to undertake jointly a relevant 
tariff study by December 31, 1980; the results of the study would be submitted 
to the Association for review and comment. Petrogas would implement the 
agreed tariff by the time the first consumers are connected (PA, Section 4.04). 

Other Financial Covenants 

66. Debt Service: While Petrogas' sales revenues should in principle 
enable it to cover debt service and working capital needs, the Government 
agreed to provide in conjunction with EGPC the necessary contribution should 
a shortfall arise. Also, Petrogas agreed not to incur long term debt for its 
natural gas operations without consulting with IDA, unless a reasonable fore
cast of Petrogas' projected net revenues from its natural gas operations for 
each year during the term of the debt to be incurred shall be (i) for 1981 
and 1982 not less than 1 times, and (ii) for each year thereafter not less than 
1.5 times the projected debt service requirements for these operations in such 
year (DCA, Section 3.0l(b) and PA, Section 4.05). 

67. Accounts and Audit: Petrogas is obligated by law to prepare full 
accounts of its financial position and of annual operations by the end of 
every year. These accounts are subject to an external audit by the Egyptian 
"Central Accounting Authority". Like all other public sector companies, 
Petrogas follows the "Unified Accounting System". A general review of the 
accounting practices of EGPC will be carried out shortly as part of a study 
financed under Loan 1732 EGT. EGPC has agreed to consult with the Bank on the 
findings of the diagnostic study and to commence the implementation of a plan 
of action for itself and its subsidiaries by July 31, 1980. In addition, in 
order to provide for an efficient follow up of project development Petrogas 
agreed to establish, with the assistance of consultants, an information system 
for its natural gas operations, which would lead to complete and separate 
accounts for those operations. As to audit, Petrogas agreed to have the 
project accounts and its other accounts and financial statements independently 
audited and to supply IDA with copies of such statements no later than nine 
months after the end of every year (PA, Section 4.0l(c)). 

Benefits and Justification 

68. The project's primary justification is the savings which accrue to 
the Government of Egypt by upgrading the use of its natural gas from a replace
ment for fuel oil to a substitute for gas oil and LPG. The project is the 
least cost method of meeting domestic energy demand in the project area and 
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makes optimal use of Abu Ghardig gas. Natural gas prices will be increased 
significantly under the project, and a progressive tariff structure will be 
instituted to shield small consumers from international energy prices for 
their basic cooking needs, while encouraging larger users to conserve energy. 
The project has been designed to result in a significant transfer of techno
logy and skills to Petrogas, which will enable it to expand domestic gas dis
tribution in Cairo and other urban areas in the future with minimal expatriate 
input. 

69. In computing the project's internal rate of return it has been 
assumed that without the project Egypt would continue using LPG and gas oil 
to meet project area demands and would use the natural gas as a replacement 
for fuel oil in Cairo. LPG and, in all probability, gas oil would have to 
be imported. Thus project benefits, in effect, are represented by the dif
ferential between the border prices of imported LPG and gas oil (c.i.f.) and 
the border price of fuel oil (f.o.b.) which is otherwise released for export. 
On this basis the internal rate of return on the project is 43 ·percent. The 
major uncertainties of the project affecting the rate of return are the timing 
of the carcassing and conversion activities needed to connect domestic con
sumers and the potential for marginal fuel substitution once increased natural 
gas prices are implemented. If only 60 percent of projected consumption were 
to take place each year due to delays in connections and/or LPG kerosene 
substitution, the project's rate of return would be reduced to 40 percent. 
If project costs were to increase by 30 percent, the total project return 
would fall to 29 percent. If currently prevailing gas oil/LPG/fuel oil price 
differentials were to continue over the project lifetime, the return would 
increase to 67 percent. 

70. As regards technical risks, natural gas projects carry risks which 
can be minimized, but not entirely eliminated. The project faces operational 
and geological risks, and carries with it the risks of costly delays. None 
of these are however significant deterrents to the project. While all natural 
gas pipelines carry operational risks of explosion, etc., industry has devel
oped techniques and technology to reduce them to a minimum level. The exist
ing gas production facilities at Abu Ghardig are operated by an experienced 
oil company (GUPCO). Proven gas reserves are more than adequate to meet 
project needs. Possibilities of significantly augmenting gas supplies for 
Cairo are high. Since Cairo is not in the earthquake zone, other geological 
risks are minimal. However, slippages in implementation are likely for 
a project of this nature and magnitude. Project implementation has been 
designed to minimize these risks. The entire project has been awarded to one 
contractor so as to reduce delays arising out of inadequate coordination. 
In addition, substantial penalties for delays have been stipulated in the 
contract. Similarly, the contract contains significant incentives for early 
completion. 

71. An economic risk of the project is the possibility that domestic 
consumers might prefer to continue to use heavily subsidized LPG and kerosene 
or electricity rather than the high priced natural gas. While it is expected 
that the energy pricing study financed under the previous loan to EGPC (see 
para. 40 above) will reconnnend an increase in kerosene and LPG prices, it 
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cannot be assumed that such recommendations will be implemented by the time 
this project is completed. Therefore, in addition to continuing discussions 
with the Government on the general issue of energy pricing, the potential for 
fuel substitution and its possible effect on project benefits has been care
fully reviewed. With respect to kerosene, odor and safety problems limit its 
current and future use to the lowest income areas. In those areas, however, 
the progressive tariff structure with its lifeline rate for small users will 
minimize any substitution incentive. In the more affluent areas, electricity 
and LPG are the relevant candidates for natural gas substitution. With 
respect to electricity, very high front-end costs would be involved as all 
electric stoves have to be imported. In addition, the present power tariff of 
LE .02/kWh is significantly above the natural gas equivalent price even 
allowing for possible efficiency advantages of electric appliances. The risk 
of substantial swltching back to LPG is limited because (i) the Government 
will close LPG distribution centers in the project area so that sizeable 
transportation costs would be involved; (ii) the initial houses connected to 
the distribution system will have to trade in the LPG cylinders in order to be 
converted free of charge to natural gas; (iii) switching back to LPG would 
require either re-conversion or replacement of appliances, which would repre
sent high initial costs; and (iv) natural gas has advantages over LPG in terms 
of safety and supply which will be advertised and appreciated by such consumers. 
Sensitivity tests show that marginal substitution back to LPG or kerosene 
caused by the introduction of higher priced gas would have only a minimal 
effect on the project rate of return. 

PART V - LEGAL INSTRUMENTS AND AUTHORITY 

72. The draft Development Credit Agreement between the Arab Republic 
of Egypt and the Association, the draft Project Agreement between the Associa
tion, the Egyptian General Petroleum Corporation and Petrogas, and the Recom
mendation of the Committee provided for in Article V, Section 1. d. of the 
Articles of Agreement, are being distributed to the Executive Directors 
separately. 

73. 
III. 

Special conditions of the project are listed in Section 3 of Annex 

74. The execution of a Subsidiary Loan Agreement between the Government 
and Petrogas is a special condition of effectiveness of the credit (Develop
ment Credit Agreeement, Section 5.02(b)). 

75. I am satisfied that the proposed Development Credit would comply 
with the Articles of Agreement of the Association. 

e 

e 

• 
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PART VI - RECOMMENDATION 

76. I recommend that the Executive Directors approve the proposed Devel-
opment Credit. 

Attachments 
April 30, 1980 
Washington, D.C. 

Robert S. McNamara 
President 

By Ernest Stern 
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TABLE 3A 
EGYPf"'="soc:IAL INDICATORS DATA SHEET 

LAND AREA (THOUSAND sg. KM.2 EGYPT REnRENCE GROUPS (ADJUSTED AYPAGES 
- l«>ST RECENT ESTIMAT!) -

TOTAL 1001.4 SAME SAME NEXT HIGll!:R 
AGR.ICUL TURAL 29.6 l«>ST RECENT GEOCIAPII IC INCOME INCOME 

1960 .l!!. 1970 /b ESTIMATE /b REGION~ GllOUP /d GROUP f..!. 

GNP PER CAPITA (US~) 90.0 150.0 400.0 1532.5 209.6 467.5 

EN!llCY CONSUMPTION PER CAPITA 
(llLOGRAIIS OP COAL EQUIVALENT) 298.0 275.0 473.0 838.l 83.9 262.1 

POPULATION AND VITAL STATISTICS 
POPULATION, MI!r-YEAR (MILLIONS) 25.9 32.6 37 .8 
UUAN POPULATION (PEllCE!IT OP TOTAL) 38.0 42.3 43.9 49.0 16.2 24.6 

POPULATION PllOJECTIONS 
POPULATION Ill YEAR 2000 (MILLIONS) 58.0 
STATIONARY POPULATION (MILLIONS) 90.0 
YEAR STATIONARY POPULATION IS REACHED 2105 

POPULATION DENSITY 
PER _SQ. KM. 26.0 33.0 39.0 19.9 49.4 45.3 
PER SQ • KM. AGRICULTUllAL LAND 982.0 1125.0 1324.0 99.0 252.0 149.0 

POPULATION AGE STllDCTUII.E (PERCENT) 
0-14 YRS. 42.0 42.1 40.0 45.6 43.1 45.2 

15-64 YRS. 55.0 54.7 56.0 51.4 53.2 51.9 
65 ns. AND ABOVE 3.0 3.2 4.0 2.8 3.0 2,8 

t POPULATION GROWTH RATE (PERCENT) 
i TOTAL 2.4 2.3 2.1 3.0 2.4 2.7 

i UllllAN 6.0 3.4 2.7 5.2 4.6 4.3 

CllUDE BillTH RATE ( PEil THOUSAND) 44.0 40.0 36.0 43.7 42.4 39.4 
CJ.UDE DEATH RATE (PEil THOUSAND) 19.0 15.0 13.0 13.5 15.9 11.7 
GROSS REPRODUCTION RATE 2.8/f 3.0 2.3 3.2 2.9 2.1 
FAMILY PLANIIING 

ACCEPTORS, ANIIIJAL (THOUSANDS) 206.0 187 .o 
USERS (PERCENT OF HAIIJlIED WOMEN) 9.0 21.1 12.2 13.2 

FOOD AND IIIJT&ITION 
INDEX or FOOD Pll0DUCTION 

PEil CAPITA (1969-71•100) 92.6 99.0 95.0 90.8 98.2 99.6 

PER CAPITA SUPPLY OF 
CALOR.IES (PERCENT OF 

REQUIREKENTS) 95.0 106.0 113.0 99.0 93.3 94.7 
PIOTEINS (GRAMS PER DAY) 66.0 66.0 70.7 63.6 52.1 54.3 

OF WHICH ANIMAL AND PULSE 17 .Oi.A 16.0 16.0 16.0 13.6 17 .4 

CHILD (AGES 1-4) MJRTALITY RATE 31.0 23.0 18.0 15.9 18.5 11.4 

HEALTH 
-mi EXPECTANCY AT BIRTH (YEilS) 46.0 51.0 54.0 53.8 49.3 54.7 

INl'ANT l«>RTALITY RATE (PER 
THOUSAND) 108.0 105.4 68.l 

ACCESS TO SAFE WATER (PERCENT OF 
POPULATION) 

TOTAL 66.0 56.4 26.3 34.4 
UIU!AII 88.0 83.4 58.5 57.9 
llIJRAL 50.0 34.3 15.8 21.2 

ACCESS TO EXCll!:TA DISPOSAL (PEllCENT 
OF POPULATION) 

TOTAL 59 ,1 16.0 40.8 
UUAN 78.2 65 ,1 71.3 
1WRAL 26.4 3.5 27.7 

POPULATION PER PHYSICIAN 2600.0 1910.0 1190.0/h 3677 .o 11396.4 6799 .4 
POPULATION PER NUllSING PllSON 2730.0/h 1640.0.l!!_ 115o.o7ii 1730.6 5552.4 1522.1 
POPULATION PER HOSPITAL BED 

TOTAL 480.0 460.0 460.0 577 .o 1417.1 726.5 
UUAN 290.0 2.50.0 197.3 272 .7 
RURAL 2110.0 2090.0 2445.9 1404.4 

ADMISSIONS PEil HOSPITAL BED 21.8 24.8 27 .5 

HOUSING 
-:wniGE SIZE OF HOUSEHOLD 

TOTAL 5.0 5.6 5.8 5.3 5.4 
URBAN 4.8 5.6 5.5 4.9 5.1 
RURAL 6.0 6.0 5.4 5.5 

• AVEllAGE NUMBER OF PERSONS PEil ROOM 
TOTAL 1.9 1.8 
UllllAN 1.6 
RURAL 

ACCESS TO ELECTRICITY (P!llCEllT 
OF DWELLINGS) 

TOTAL 38.0 45.7 45.1 23 .5 28.1 

UllllAN 37.8 77 .o 67 .9 17 .8 45.1 

RURAL 19,6 9.9 
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TABLE 3A 

Annex I 
Page 2 

EGYn-=-scic"IAL INDICATORS DATA SHEET 

EGYPT 

HOST llECENT 
1960 1},_ 1970 1}_ ESTIMATE 1},_ 

EDUCATION 
ADJUSTED ENROLLMENT RATIOS 

PllllWl Y: TOTAL 
HALE 
FEMALE 

SECOIIDAR.Y : TOTAL 
KALE 
FEMALE 

66.0 
80.0 
s2.o 

16.Q 
24.0 
9.0 

VOCATIONAL ENROL. (% OP SECO!IDARY) 22.0 

PUPIL-TEACBE1l RATIO 
PlllWlY 39.0 
SF.cONDAll Y 16. 0 

ADULT LITERACY RATE (PERCENT) 26.0 

CO!ISUMPTIO!I 
PASSENGEll CARS PER THOUSA!ID 

POPULATION 3. 0 
RADIO RECEIVERS PER THOUSA!ID 

POPULATION 58. 0 
TV RECEIVEB.S PER THOUSA!ID 

POPULATION 1. 9 
NEIISPAPEB. (''DAILY GENERAL 
INTEREST") CIRCULATION PEil 
THOUSAND POPULATION 
C I!IEMA AN!IUAL ATTENDANCE PER CAPITA 3. 0 

LABOR FORCE 
TOTAL LABOR FORCE (THOUSANDS) 

FEMALE (PERCENT) 
AGRICULTURE (PERCENT) 
INDUSTRY (PERCENT) 

PARTICIPATION RATE (PERCENT) 
TOTAL 
MALE 
FEMALE 

ECONOMIC D!P!ND!!ICY RATIO 

INCOME DISTRIBUTION 
PERCENT OF PRIVATJ!! I!ICOKE 
UCEIVED BY 

HIGHEST 5 PERCENT OP HOUSEHOLDS 
HIGHEST 20 PERCENT OP HOUSEHOLDS 
IDIIEST 20 PERCE!rr OP ROUS"!IIOLDS 
LOWEST 40 PERCENT OF IIOUS!HOLDS 

POVERTY TARGET GROUPS 
ESTIMATED ABSOLUTJ!! POVERTY INCOME 
LEVEL (US$ PER CAPITA) 

Ull!All 
IUlllAL 

ESTIMATED RELATIVE POVERTY INCOME 
LEVEL (US$ PER CAPITA) 

URBAN 
lUlllAL 

7482.Q 
7.3 

58.4 
12. 2 

28.9 
53. 2 

4.2 

1. 6 

11.s11 
44-411 
6-611 

17-5Li 

ESTIMATED POPULATION BEi.Oii ABSOLUTE 
POVERTY INCOME LEVEL (PFllCEIIT) 

URBAN 
RURAL 

!lot available 
Not applicable. 

69.0 
84.0 
53.0 

32.0 
44.0 
21 . 0 

19.0 

38.0 
2s.o 

4.0 

132.0 

16.0 

22.0 
2.0 

9319.0 
1.2 

54.4 
18.8 

28.0 
s1. s 
4.1 

1.6 

17.4.lL.1 
42 . 8.lL.1 

7-0.lL.1 
18. 7.lL.1 

12.0 
88.0 
56.0 

42.0 
54.Q 
29.0 

18.0 

40.0 
29.0 

44.0 

6.4 

138.0 

11.0 

21.0 

9600.0 
7.6 

51, 0 
26.0 

28.0 
51.3 

4.3 

1.8 

22.0 
49.2 
s.1 

14-8 

116.0 
84 . 0 

153.0 
65.o 

21. 0 
25.0 

UFEUNCE GROUPS (ADJUSTED AVERAGES 
- MOST RJ:CEIIT ESTIMATE) /.I. 

SNIE S.IME NEXT HIGllll 
GFDGWHIC IIICOME INCOME 

IIEGIO!I J.s.. GROUP [! GROUP k 

as.a 
103. 7 
66.0 

27.6 
39.2 
20.8 

4.3 

32.6 
23.4 

41. 4 

16. 7 

147.9 

36.0 

17.9 
2.9 

8.6 
43.o 
23. 7 

26.7 
46.4 
5.1 

1. a 

21.4 
48.6 

5.3 
15.0 

201.3 
134.2 

288.6 
107.0 

22.9 
31. 2 

63.3 
79.1 
48.4 

16. 7 
22.1 
10.2 

5.6 

41. 0 
21. 7 

31. 2 

2. 8 

27. 2 

2.4 

5.3 
1.1 

24.8 
69-4 
10.0 

36.9 
52.4 
i8.o 

1. 2 

99.2 
78. 9 

91. 9 
54. 8 

44.1 
53.9 

82. 7 
87. 3 
75. 8 

21.4 
33.0 
15.5 

9.8 

34.1 
23.4 

54.Q 

9.3 

76. 9 

13.5 

18.3 
2.5 

29.2 
62.7 
11, 9 

37.1 
48.8 
20.4 

1. 4 

is. 2 
48.2 
6.3 

16.J 

241.3 
136.6 

179. 7 
103, 7 

24. 8 
37.5 

k The adjusted group averagea for each indicator are population-weighted geoDetric muna, excludin& the extreme 
values of the indicator and the moat populated country in each group. Coverage of countriu a-,na the 
indicators depend• on availability of data and ii not uniform. 

1},_ Dnleu otherwiae noted, data !.2!..J!§.Q_ refer to any year between 1959 and 1961; for 1970, between 1969 
and 1971; and for Most Recent Eatimata, between 1974 and 1977. 

North Africa & Middle"Eut; L.! Low Inco- ($280 or leas per capita, 1976); k Lover Middle 
Income ($281-550 per capita, 1976); J.1.. 1950-55; LA 1960-62; fh R.e1i1tered, not all 
practicing in the country; J.!. 1964-65; 11 rural expenditure only. 

K:>a t Recant Estimate of GIIP per capita is for 1978. 

August, 1979 

: 

• 
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DEFINITIONS OF SOCI>.L IllDICATORS 

Aa!U I 
Pai• } of 5 

?IQ.u: The adjuated aroup averaaa• for each indic.ator ara popuhtton-vaiaht•d 1aoaetrtc ac.ana. cicludin& the utr••• value& of the indicator ..t tM -t 
populated country in each 1roup. Coveraae of countriu aaons the indicatou dapenda on avatlabiltty of data and h not uoifora. Due to lack of data, 
group aver~aes for Capital Surplua Oil £11:portera and indtcatora of ace••• to vat.er and axcrata dbpoaal, houains. tncocae. di1tributioa aod poverty are 
aimple population-vetahted aeometrlc raeana without the uc.cluaion of extreme valuea . 

LA.ND AJU:A (thou sand aq . ka) 
~Total surhce area co11prltto1 land area and inland vateu . 
~ultural - Host recant eatim.ata of •&rlcultural area uaed teatporarily 

or permanently for cropa. pa1ture•. ucke.t and ltitche.o aardens or to 
lle fal.lov . 

CNP PER CAPITA (US$) - CNP per capit.a utim.atu •t cucrent aar\:.et pri ce.•, 
calculated by u,o:ie coovauioo me.thod u World leak Atha (1975-77 baah); 
1960, 1970, a~d 1977 data. 

DIERCY CONSUMPTION P.EI. CA.PITA - Anaual cooauaptioo ot cocmerclal e.ner1y 
(coal and llaoite., petrol..eu•. natural 1•• and hydro-, nuclear and 1•0-
therm.al electl'"iclty) io k.iloau ... of coal equivale.ot per capita . 

POPULATION AHD VItil STATISTICS 
Tota l population, aid-year (•Uliooa) - A• of July l; if not available, 

average of tvo end-year e•tim.atea; 1960, 1970, and 1977 data. 
Urban popuh,tion (perceot of total) - l.atio of yrbao to total popula

tion; different definitions of urban area• uy affect comp•rability 
of data among countries. 

Populat ion density 
Per sq . ka . - Kid-year population par aquace k.ilow:etec (100 hectares) 
of toul area . 

Per sq. k.a. agriculture land - Coapuced •• above for agric.ultural land 
only. 

Population age structure (percent) - ChUdren (0-14 years), working-age 
(15-64 years), and retired (65 ye.au and over) •• percentages of mid -
year population. · 

Population grovth rate (percent) - total, a nd urban - Compound annual 
growth rates of total and urban aid-year populations for 1950-60, 
1960-70, and 1970-H. 

Crude birth rate ( per thousand) - Annual live bit'ths per thousand of 
mid-year population; ten-year arithaetic averaae• ending in 1960 and 
1970 and five-year average endin& in 1975 for so•t recent utlm•te. 

Crude death rate (per thousand) - A.na.ua l death• per thouaaod of aid
year population; ten-year arithmetic average• tndin& in 1960 and 1970 
and five-year averaae ending in.1975 for aost recent e11ti1U.te. 

Cross reproduction rate - Avera&e owcbe r of dauahter• a vo=.an vill ba•r 
in her noraal reproductive period if •he e.xperhnces present •&e
specific fertility rate•; ueually Uva-year aver•&•• •ndin& in 1960, 
1970, and 1975 . 

Faally planning - acceptors I annual (thou•ands) - Annual number of 
acceptors of birch-control device• under auapice• of national family 
planning program . · 

Family planning - uaeu (percent of urried vomen) - Percentage of 
aarried vo1nan of child-bearin& aae (15-44 ytars) vho ust birth-control 
device s to all married women in same aae 1roup . 

FOOD AHD NUTRITION 
Index of food production per capita (1970•100) - Index nU.111ber of par 

capita annual production of all food commodities . 
Per capita supply of calories (percent of requireatnts) - Coaputed fro• 

energy equivalent of net food aupplie• availablt in country par capita 
per day. Available supplies comprise domestic production, imports lau 
exports, and changes in stock. Nat auppli•• exclude aniul feed, 1aads, 
quantities used in food proc essin&. and lo•••• in distribution. lle
qutrer::ients vere eatim.ated by FAO ba•ed on phyaioloaical needs for nor
mal activity and health considering environmental temperature. body 
veight.s, age and sex dlstributiona of population, and allovin& 10 per
cent for waste at household level. 

Per capita supply of protein Caram• per day) - Protein content of per 
capita net supply of food per day. Net supply of food le defined •• 
above . Requirements for all countrtea ••tablhhed by USDA provide for 
a minimum ;allowance of 60 gra.ma of total protein per day and 20 grama 
of ani11Lal and pulse protein, of vhich 10 ar••• should be animal protein. 
These standards are lover than those· ot 15 ara.ms of total protein and 
23 arams of anifflal protein •• ao aver•&• for the world, proposed by 
FAO in the Third World Food Survey. 

Per capita protein supply fro• aniaal and pulse - Protein supply of food 
derived frora aniaah and pulses io ara&H per day. 

Child (ages 1-4) mortality rate (par thousand) - Annual deaths per thoua
and in aae aroup 1-4 years, to child ran in thh aa• aroup. 

HEALTH 
~expectancy at birth (years) - Avena• number of yeau of lih 

remaining at birth; uaually five-year averaaes endin& in 1960, 1970, 
and 1975. 

Infant aortal tty rate (per thouaand) - Annual deaths of infanu .under 
one year of a1e per thotiasand live birhta. 

Acceu to aah water (percent of population) - total, urban, and rural -
Nu11ber of people (total, urban, and rural) vith uaaonabla accau to 
safe water supply (include• treated •urhca waters or untreated but 
uncontamlnated vat er auc h •• that fro• protected boreholes, •pring•, 
and sanltary wdla) u percent•&•• of their respacttva populations . 
In an urban area a public fountain or etandpost located not more 
than 200 meters fro• a house aay be considered •• bain& within rea
sonable access of that houae. lo rural are•• reasonable ace••• would 
imply that the hou5evtfe or mec:bcrs of cha houuhold do not have to 
spend a dispropor tionate part. of cha day in htchin& the hmUy's 
water needs . 

Ac cess to tJtCreta dispotal (percent of population) - total, urban, and 
rural - !fumber of paoph (total, urbac. and rural) urvcd by excreta 
~posal as percen c.gea of their rcapectiva populationa. !xcreta 

dis;,osal may include the collectioo and dhposal, with or Without 
treattr.ent, of human excreta and waste - water' by water-born• tysteou 
,H the u~• of .pit privies and si•llar inatallationa. 

~lation per physician - PopYlation divided by oymber of practicing 
physicians qualtried Crom a medical school at univaraity level. 

Population per nursing person - Population divided by number of 
pr•c ti cir.1 111ale and female araduate nur•e•. practical nurses, and 
assistant nurses. 

Population per ho1pital bed - total, urban, ao.d rural - Population (total, 
urban. and rural) divided by their reapactiva ou:aber of hoapital beda 
,vaUable in public and private a•naral and apecialhed hospital aod re
habilitation cantera . Ro1pitah art eatablhhacot• perw.aoently 1taffed by 
at laaat one phyaicha . !atabliah:meota providioa principally cuatodial 
care are not iocluded . lural hoapitala, hovevar, include he&lt.h and aedi
cal canters not peraanently ataffed by a phya iciao (but by a .. dical a.
aiataa.t, nurse. •idvtfa. etc . ) which offer la-patient acca..iodat ion and 
provide • 11.aited raaa• of aadical facilitha . 

A.dmhaiona per boapit•l bed - Total nuaber of adahaiooa to or diachara•a 
from hoapitala divided by the nu:aber of bed,. 

HOUSING 
~ge aize of houaehold (peuona per 1'ouaehold) - total I urban, and rural -

A houaeJ\old con•hta of a aroup of ln.dividuala vho ahare livina quarter• 
and their aaio aeala . A. boarder or lodger aay or aay not be included 1n 
the hou••hold for atatiatlcal purpoaea . Stathtical defioitiona of hou••
hold vary. 

Average number of persona par rooa - total, urb•o I and rYral - Aver•&• nua
ber of paraons per room in all, urban. and rural occupied conventional 
dvellin1a, respectively. Dvellin&• exclude non-perm.anent structures aod 
unoccupied par·ts. 

Acce1a to elect.ricity (percent of dvellings) - total, urban, and rural -
Conventional dvellings vith electricity in livin& quarter• as perceota1e 
of tot.al, urban, and rural dwellinas reapectively . 

EDUCATION 
~ enrollment ratio• 

Priaary achool - total, and female - Total and female eai-ollaant of all agas 
at the priaary hvel aa percentaaes of reapacttvely priaary achool-•1• 
population•; nonully include.a children aaed 6-11 years but adju•ted for 
different len1ch1 of primar y education; for countrie1 vith univeraal a.du
cation enrollment aay txceed 100 percent aioce 1011.a pupila are balov or 
above the offic.lal school aae. 

Secondary achoo! - total, and feiula - Coaputtd aa above; aacondary educa
tion requires at least four yeara of approved pri .. ry instruction; pro
vide.a 1eneral vocational, or teacher trainin& iaatructione for pupil• 
uaually of 12 to 17 ye.era of •1•; correepondenca couuaa are aenarally 
excluded . 

Vocational enrollment (percent of secondary) - Vocational in•titut1ona i,
cluda technical, iaduatrhl, or other proaraaa which operate indepandaotl)' 
or •• department• of ••condary 1natitutiona. 

!.!!2.!1-teac:har ratio - priaary, and ••condary - total atud.enta enrolled in 
pri.ury and aecondary levala di"(ided by nu.mbera of teacher• 1n the corra
apondin1 lavela . 

Adult literacy rate (percent) - Literate adult, (abh to ra&d and VTite) •• 
• perc•nt•1• of total adult popu.la_tion a1ed lS years and ovar . 

CONSt!MPTION 
Pa1a•n1er care (par thousand population) - Paeeenger car• compriae motor cars 
•••tin& leae than •i&ht paraons; ucludea .. bulancea, haauea and •111tary 
vehicles. 

hdio ractlvara (par thousand population) - All type• of recaivtra for radio 
broadcasts to 1anaral public per thousand of popylatton; exclude.a unlicanaed 
receivers in couatriea and in year, when reahtration of radio aeta vaa ia 
efface; data for recent years may not be couiparable tince aoat counti:ias 
abolished llcensina. 

TV receivers (per thousand population) - TV rece.tvera for broadcaat to aaner.tl 
public per thouaand population; excludes unlicenaed TV receivers in coun
tries and in year, vhen registration of TV aet1 vaa in effect . 

Nevspaper circulation (per thousand population) - Shova the average circula
tion of "daily aeneral interest newspaper", defined •• a periodic.al publi
cation de.voted primarily to recording general neva. It 1a considered to 
ba ''daily" if it appears at least four times a week. 

Cine~ annual attendance per capita per year - Baaed on the nu.mber of tick.at• 
aold durin& the year, including admisaiona to drive-in cin•••• and aobUe 
units . 

EMPLOYliEMT 
Total labor force (thousands) - Econo1Dically· active par1on1, includin& aniad 

forces and Yne:ployed but excludtna housavtves. students, ate. Defini
tion, in varioYs countries are not comparable. 

Fmh (percent) - Fe111ale labor force as parcenta&• of tohl labor force . . 
Agriculture (percent ) - Labor force in fanin&, forutry, hYntin& abd fhhtna 

a• percent•&• of total labor force. 
Industry (percent) - Labor force in •inin&, conatruction, .. nufac.turin& and 

electricity, vatar and a•s •• percent•&• of total labor force . 
Participation rate (percent) - toed, ule: 1 and fe•ale - Total, aale, and 

•e••l• labor force as percent•&•• of their respective populations . 
ThH• are It.O's adjusted participation rates reflaetin& a,ie-aea 
atructure of the population. and lont: ti.ma trend. 

tc.onoaic d•pendtncy ratio - 1.atio ot population under 15 and 6S and ovn to 
the labor forc.e in aae aroup of 15-64 years. 

IHCOKE DISTIIl[TIO~ 
Parcentaae of private inco11.t (both in cash and kind) received by richest 5 

percent, richut 20 pare ant, poorest 20 percent. aod poorest 40 parc•nt 
of houaeholda . 

POVERTY TAltCET CROCPS 
[atimated absol ut e povertv incom.e level (US$ par capita) - u.rban and rural -

Absolute poverty income lavd is that income hvel belov vhlch a aini .. l 
nutritionally ac!tquate diet plus auential non-food requireaents ii not 
atforda"h -

/
Escimaced reht.he poverty income \evel (US$ per capita) - urban and rural -

Relative poverty 1nco•e level ta that inco•• laval l••• than one-third 
·per capita personal income of the country . 

htimated ;,opulati c n belov poverty income level (percent) - urban and rural -
Percent of population (urban and rural) who are aithar "ab1oluta poor" or 
"ralat"tve poor" vhi chaver ia are.acer. 

\ Economic and Social Data Division 
Economic Analysia and Projections Department 
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MID-1978 POPULATION - 38.7 Million 

GROSS NATIONAL PRODUCI IN 1978 ANNUAL RATE OF GROWTH (% 1 Constant Prices) 

GNP at Market Prices 
Gross Domestic Investment 
Current Account Balance 
Export of Goods, NFS 
Import of Goods, NFS 

OUTPUT, LABOR FORCE AND 
PRODUCT IVITY IN 1978 

US$ Mln. 

13,600 
3,590 

-1,760 
3,530 
6,490 

1! 
100.0 

26.4 
12.9 
26,0 
47.7 

1961-66 1/ 1967-74 11 

5.4 3.6 
10.7 5.4 

4 . 3 6.2 
8.8 9.2 

Value Added Labor Force}/ V. A. 

Agr iculture 
Industry Y 
Distributive Sector 
Services 

Total/Average 

GOVERNMENT FINANCE 

Current Receipts 
Current Expenditure 
Current Surplus/Deficit 
Capital Expenditures 
External Financing (net) 

MONEY, CREDIT and PRICES 

Money and Quas i Money 
Bank Credit to Public Sector 
Bank Credit to Private Sector 

US$ Mln. 

3,350 
3,460 
2,340 
2,530 

11680/2920 

General 
US$ Mln . 

1978 

5,310 
4,640 

670 
3,310 
1,140 

1973 

1207 
1852 
102 

Money and Quasi Money as 7. of GDP 31. 7 
Wholesale Price Index (1973 • 100) 100.0 

Annual percentage changes in: 
Wholesale Price Index 10.4 
Bank Credit to Public Sector 9.6 
Bank Credit to Private Sector 10. 9 

1! Mln. % !LU 

28.7 4.135 41.1 810 
29.6 1.902 18.9 1820 
20.0 1.560 15.5 1500 
21. 7 2.472 24.5 1020 

100.0 10,069 100.0 1160 

Government 5/ 
'7. of GNP 

1974 1978 

33.9 39.1 
34.0 34.2 
-0.1 4.9 
13.8 24.3 

3.3 8.4 

1974 1975 1976 1977 
(Million L.E~tstanding end period_)_ 

1515 1883 2417 3185 
2338 3527 4123 4775 

149 230 251 434 

(Percentages or Index Numbers) 
36.1 38.5 38.5 43.4 

112.4 119.1 131.4 145.0 

12.4 6.0 10.3 10.3 
26.2 50.9 16.9 15.8 
46.1 54.4 9.1 72.9 

1975-78 

13.3 
24.9 

7.8 
7.0 

Per Worker 
l!. 

15.7 
35.4 
29.1 
19.8 

100.0 

1978 

4090 
6035 
570 

47.5 
157.7 

8.7 
26.4 
31. 3 

NOTE: All conversions to dollars in this table are at the 1978 weighted exchange rate of US$1.496 1 LE. 

1/ At 1965 Constant Prices. 
2/ At 1975 Constant Prices. 
3/ 
4/ 
"'i_l 

Total labor force; unemployed are allocated to sector of their normal occupation. 
Manufacturing and Mining, Petroleum, Electricity and Construction. 
Local Government comprises a small part of General Goverrui:ent. 

, not applicable 

11 

. . 

' . 

• 
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BALANCE OF PAYMENTS 

Exports · of Goods, NFS 
Imports of Goods, NFS 

Imports of Foreign 
Oi.l Cornpantes 

Workers' Remittances 
0,-1-.~- , .: :Lo r Services (Net) 
' ,P t :or Services 

Palance on Current Account 
Amortization 
To >al Defi cit 

irect Foreign Investment 
Grants 
'!.T Borro•-•ing 

0 thc= C~pit~l ( Net) 
Residual 
·cncrease in Reserves r +) 

Gross Reserves 'end year) 

Fuel and Related Materials 
Imports 

of •--h ich: Petroleum 
EYports 

of -..itich: Petroleum 

2,194 
-4,931 

-140 

366 
-104 

262 

-2,615 
-600 

-'-3j215 

140 
1,076 
2,509 
3,725 

-152 
-420 

-62 

294 

-477 

164 

!/ $10,590 million as of July 31, 1979. 

1976 1977 
(US$ million) 

2,759 
-:4,910 

-240 

-1,838 
-734 

-2;572 

300 
792 

1,622 
2,714 

236 
-333 

45 

339 

-385 

268 

3,537 
-5,486 

-330 

-1,590 
-812 

-2, 402 

434 
445 

_3 ,027 
3, 906 

- 961 
-348 

195 

534 

-250 

600 

- 30 -

3,530 
-6,490 

-290 

1,760 
-270 

1,490 

-1,760 
· · -900 
-2,660 

440 
345 

2,585 
3,370 

-495 
-145 

71 

605 

-200 

730 

'!:./ Ratio of debt service to exports of goods _and services, 
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MERCHANDISE EXPORTS (AVERAGE 1975-78) 

US$ Mln. '7. 

Cotton 
Yarn and Textiles 
Petroleum 
Other Agriculture 
All other commodities 

Total 

354 
364 
442 
224 

__j.Q1 

1,789 

19 . 8 
20.4 
24.7 
12.5 

--11..:.§. 

100.0 

EXTERNAL DEBT (MLT), DECEMBER 31, 1978 

Public debt, incl. guaranteed 
Repayments on public debt 
Interest on public debt 

DcoT SERVI CE RATIO FOR 078 £/ 

February 4, 1980 

US$ Mln. 

9,970 !/ 
90D 
390 

23.7% 
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THE STATUS OF BANK GROUP OPERATIONS IN EGYPT 

A. STATEMENT OF BANK LOANS AND IDA CREDITS 
-- <is <>f March 31, 1980) 

Loan/Credit 
Numbers 

Ln 243-UAR 
Cr 181-UAR 
Cr 284-UAR 
Cr 393-UAR 

Cr 412-UAR 
Cr 423-UAR 
Cr 437-UAR 
Cr 484-UAR 

Cr 524-EGT 
Ln 1062-EGT 
Ln 1064-ECT 
Ln 1085-EGT 
Ln 1098-EGT 

Cr 548-EGT 
Cr 576-EGT 
Ln 1239-EGT 
Ln 1276-T-EGT 1/ 

Cr 637-ECT 
Ln 1285-EGT 
Ln 1292-EGT 
Ln 1369-EGT 
Cr 681-EGT 

Cr 719-EGT 
Ln 1439 EGT 
Ln 1440:-T-EGT II 
Ln 1453-EGT 
Ln 1456-EGT 
Ln S-005-ECT 

Ln 1482-EGT 
Cr S-20-ECT 
Cr 774-ECT 
Ln 1533-EGT 
Cr 830-EGT 
Cr 831-EGT 
Cr 850-EGT 
Cr 868-ECT 
Ln S-14-EGT 

Cr 909-ECT 
Ln 1732-EGT 
Cr 935-EGT 

Ln 1733-EGT 

Totals 

Approved 
FY 

60 
70 
72 
73 

73 
74 
74 
74 

75 
75 
75 
75 
75 

75 
76 
76 
76 

76 
76 
76 
77 
77 

77 
77 
77 
77 
77 
77 

78 
78 
78 
78 
78 
78 
79 
79 
79 

79 
79 
79 

79 

80 
80 
80 

Of 'W'hich has been repaid 
Total noW outstanding 
Alnoun t sold 
Of which has been repaid 

Borrower 

SCA 
UAR 
ARE 
ARE 

ARE 
ARE 
ARE 
ARE 

ARE 
ARE 
SCA 
ARE 
ER 

ARE 
ARE 
APA 
ARE 

ARE 
ARE 
ARE 
AWA 
ARE 

ARE 
ARE 
ARE 
EEA 
ARE 
ARE 

SCA 
ARE 
ARE 
DIB 
ARE 
ARE 
ARE 
ARE 
ARE 

ARE 
ARE 
ARE 

EEA 

ARE 
DIB 
ARE 

Total now held by Bank and IDA 

Year Obliger 

1976 Arab Ceramic Company 

1977 Nile Clothing Company 
1978 Delta Sugar Company 

1979 Ismailia Misr Poultry 
Company 

1979 Ismailia Fish Farming 
Company 

1/ Formerly Bank of Alexandria 
7./ Third Window Loan 

Amount in million US dollars 
leas cancellations 

Purpose Bank IDA Undisbursed 

Suez Canal Expansion 
Nile Delta Drainage 
Railways I 
Upper Egypt Drainage 

Development Industrial Bank 1/ 
Cotton Ginning Rehabilitatio; 
Population 
Talkha Fertilizer 

Ag/Ind Imports 
Ag/Ind Imports 
Suez Canal Rehabilitation 
Tourah Cement 
Railways II 

Telecommunications 
Development Industrial Bank II !/ 
Alexandria Port 
Fruit and Vegetable Dev. 

Upper Egypt Drainage II 
Upper Egypt Drainage II 
Textile Rehabilitation 
Alexandria Water Supply 
Education 

Nile Delta Drainage II 
Nile Delta Drainage II 
Nile Delta Drainage II 
Regional Elec trif icat ion 
Industrial Imports 
Iron Ore Beneficiation and 

Engineering 
Suez Canal Expansion 
Water Supply Engineering 
Telecommunications II 
Development Industrial Bank III 
Agricultural Development 
Urban Development 
Second Population 
Second [ducat ion 
New Valley Phosphate Engineering 

and Technical Assistance 
Tourism 
Gulf of Suez Gas 
Shoubrah El Kheima 

Thermal Power 
Shoubrah El Kheima 

Thermal Power !!_/ 
Agroindustries 3 I 
DIB 3/ -
Textiles l/ 

7. 5 

~ 

B. STATEMENT OF IFC INVESTMENTS 

56.5 

35.0 
50 . 0 
40.0 
37 .o 

45.0 
50.0 

10.0 
52.0 
56 . 0 

27.0 
12.0 
48.0 
70.0 

2. 5 

100.0 

40.0 

11. 0 

75.0 

102 .0 

50 . 0 
69.0 

26.0 
30.0 
36.0 

15.0 
18 . 5 
5.0 

20.0 

35.0 

30.0 
25.0 

40.0 

25.0 

27.0 

2.0 
53.0 

32.0 
14.0 
25.0 
40.0 

32.5 

37 .o 

45.0 

1038.0 613.0 
58,5 

m:s 
0.1 

979.4° 613 :o 

1.9 
0.8 
4.0 

0.3 
3.5 
0.1 
0.4 

0.3 
1. 2 

21. 7 
4.0 

10.4 

3.1 
0.5 

32. 7 
42.3 

23.1 
10.0 
34.8 
45.2 
5.8 

13.9 
27 .0 
12.0 
28.6 
38 .0 

1.1 

41.4 
0.2 

53.0 
28.0 
32.0 
13. 7 
24. 9 
38. 7 
4.3 

32.5 
75.0 
37 .o 

102.0 

45.0 
50.0 
69.0 

1013.4 

(Amount in US$ million) 
Type of Business Loan Equity Total 

Ceramic Industry 4.25 • 75 5 .0 
(Plus • 635 contingency co111111tment) (5.635) 

Ready-Made Garment Industry 0.40 0.20 0 .60 
Agricultural Production, 20.0 2.00 22 .00 

mainly sugar (Plus 1.0 standby commitment) (23.00) 
Food and Food PrOcessing 5. 97 1. 52 7.49 

Food and Food Processing 1.929 .453 2.382 

(Plus 0.1 contingency commitment) (2,482) 

32.549 4.923 37.472 

(Plus contingency commitment) (39.207) 

3/ Not yet signed 
"El Not included is EEC Sp. Action Credit 20" of $35. 0 

! 

e 
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C. PROJECTS IN EXECUTION 1/ 
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Cr. No. 181-UAR - Nile Delta Drainage I Project; US$26 million Credit 
of April 17, 1970; Effective Date: December 22, 1970; Closing Date: 
December 31, 1980 

The only outstanding act1v1ty on this project is installation of 
field drainage, which remains to be accomplished on about 9 percent of the 
project area of 950,000 feddans. Progress on this activity is slow due ma i~ty 
to management problems with public sector contracting companies. Work is 
complete on other major components including some 1,700 km surface drains and 
eleven pumping stations. The Drainage Authority expects to achieve full · 
completion of the project ending December 1980. 

Cr. No. ~84-UAR - Egyptian Railway Project; US$30 million Credit of February 
9, 1972; Effective D_ate: July 17, 1972; Closing Date: June 30, 1980. 

The project generally was implemented satisfactorily but progress 
on the electrical signalling items which is 95 percent complete, has been at a 
standstill for the last two years due to difficulties with municipal authori
ties regarding site occupation. Successive extensions of the loan period have 
been necessary. ER has been informed that no further extensions will be 
agreed beyond the present closing date. The disbursement total is likely 
to be US$29 million. 

Cr. No. 393-UAR - Upper Egypt Drainage I Project; US$36 million Credit of 
June 8, 1973; Effective Date: November 28, 1973; Closing Date: July 31, 1981. 

Work is almost complete on some 1,640 km surface drains in 300,000 
feddan project area. Of the five pumping stations, one is operational and 
work on the others is about 82 percent complete. InstaJlation of tile drains 
is about 61 percent complete. Progress on this activity is slow because of 
inadequate management by contractors and physical difficulties arising from 
sugarcane which occupies in the cropping pattern some 50 percent of the area. 
Bilharzia Control Program is proceeding as scheduled. Progress on procurement 
is sat is factory. 

J:./ These notes are designed to inform the Executive Directors regarding the 
progress of projects in execution, and in particular to report any prob
lems which are being encountered, and the action being take-fl to remedy 
them. They should be read in this sense, and with the understanding 
that they do not purport to present a balanced evaluation of strengths 
and weaknesses in project execution. 
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Cr. No. 423-UAR - Cotton Ginning Rehabilitation Project '; US$18.5 million 
Credit of July 30, 1973; Effective Date: February 15, 1974; Closing Date: 
December 31, 1980. 

The scaled-down project financed by IDA is estimated to be completed 
in 1982 . The remainder of the full project is being financed by a loan from 
the Saudi Fund for Development. The foreign cost estimates for the project 
have remained basically unchanged, but the local component continues to 
escalate mainly due to delays caused by shortage of local funds. 

Cr. No. 484-UAR - Talkha II Fertilizer Project; US$20 million Credit of June 
24, 1974; Effective Date: January 22, 1975; Closing Date: April 1, 1980:--

Project is nearing mechanical completion; procurement has been 
completed. According to the latest indication, the project is expected to be 
commissioned by mid-1980, about two years behind schedule, partly because of 
delays in civil works and procurement. 

Cr. No. 524-EGT and Ln. No. 1062-EGT - Agricultural and Industrial Imports 
Project; US$35 million Credit and US$35 million Loan of December 20, 1974; 
Effective Date: March 19, 1975; Closing Date: December 31, 1980. 

The bulk of the procurement actions has been completed and only 
about $0.3 million and $1.2 million remain to be disbursed under the credit 
and loan, respectively. The Government will utilize the uncommitted funds 
for a portion of the funds necessary for engineering services for the 
proposed Pulp and PaP.er project. 

Ln. No. 1064-EGT - Suez Canal Rehabilitation Project; US$50 million Loan of 
December 20, 1974; Effective Date: April 21, 1975; Closing Date: December 31, 
1980. 

Progress in implementation has improved and about 85 percent of the 
project funds have been committed. The design of the last major item of 
equipment to be financed from the loan is now being undertaken. Because of 
the initial delay in implementation, the project is now expected to be com
pleted only by December 1981; the closing date of the loan will, therefore, 
have to be extended. 

Ln. No. 1085-EGT - Tourah Cement Expansion Project; US$40 million Loan of 
February 10, 1975; Effective Date: June 9, 1975; Closing Date: June 30, 
1980. 

Procurement of machinery and equipment 1s completed. Most items are 
already on site being erected. Slow civil works execution has klrther delayed 
project execution. Thus start-up of commercial operations is expec·ted to be 
only towards early 1981. 

l 

• 
' 
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Ln. No. 1098-EGT - Railways II Project; US$37 million L6an of April 2, 1975; 
Effective Date: August 20, 1975; Closing Date: June 30, 1981. 

Investment in mobile assets has been satisfactory but progress on 
fixed installations is slow. The Egyptian Railways' (ER) operations and 
maintenance situation remains very poor with low availability of locomotives 
and rolling stock. The track renewal and repair program is also behind 
schedule. Efforts are now being made to improve rolling stock maintenance 
with the help of consultants and ER plans to set up separate companies with 
overseas technical assistance to upgrade track conditions. The 1980-84 draft 
investment program contains many large investments including new lines for 
which no economic justification has been demonstrated. The financial situation 
is poor and a deficit of LE 38 million was forecast for 1979. After many· 
years without tariff increases, substantial increases in freight tariffs were 
made in 1979, and passenger fare increases are promised for 1980. A draft 
decree which would establish a National Railway authority and aims to give the 
railways i~ter alia considerably more autonomy in relation to tariffs and 
staff salaries is under discussion. 

Cr. No. 548-EGT - Teleconnnunications Project; US$30 million Credit of May 16, 
I975; Effective Date: August 14, 1975; Closing Date: December 31, 1980. 

Procurement has now been completed and the IDA credit has been 
fully committed. Procurement of the telex exchanges was transferred to 
the Telecommunications II project. Physical installations are about. two 
years behind the appraisal schedule mainly because of initial delays in 
procurement actions and in building construction. 

Cr. No. 576-EGT - Second Development Industrial Bank (formerly Bank of 
Alexandria) Project; US$25 million Credit of July 30, 1975; Effective Date: 
February 19, 1976; Closing Date: October 31, 1980. 

The credit is now fully committed and $24.5 ~illion has been dis
bursed as of April 2, 1980. 

Ln. No. 1239-EGT - Alexandria Port Project; US$45 million Loan of April 19, 
1976; Effective Date: August 30, 1976; Closing Date: December 31, 1980. 

The contract for the major part of the civil works and dredging was 
awarded in April 1979 and work is now progressing. Procurement of equipment is 
also progressing satisfactorily. Because of the delayed start of the main 
civil works, the project is now expected to be completed only by June 1982; the 
closing date of the loan will, therefore, have to be extended. 

Ln. No. 1276-EGT - Fruit and Vegetable Development Project; US$50 million 
Third Window Lonn of June 11, 1976; Effective Date: December 2Q, 1976; 
Closing Date: December 31, 1982. 

The project is now over two years behind schedule. Work on the 
drainage and irrigation components of the project is proceeding although 
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behind schedule. The seed component has major probl~ms, which the Bank is now 
discussing with Egyptian officials. The Agricultural Development Lending Unit 
in Bank Misr is attempting, with assistance from the World Bank, to ensure 
that the various sub-borrowers proceed with their ·respective investments, and 
to identify additional sub-borrowers. The project scope has been expanded · 
to allow financing of agroindustries subprojects, and terms of financing 
liberalized. 

Ln. No. 1285-EGT and Cr. 637-EGT - Upper Egypt Drainage II Project; US$10 
million Loan and US$40 million Credit, both of June 11, 1976. Effective 
Date: January 31, 1977; Closing Date: June 30, 1983. 

Work is progressing in accordance with the revised schedule on some 
- 1,602 km of surface drains in 500,000 feddans. Overall progress is about 

55 percent. As compared to appraisal target of 240,000 feddans, field drainage 
is complete on only about 24,000 feddans. This shortfall has resulted from a 
delay of almost two years with supply and erection of USAID financed equipment 
for three PVC pipe-making factories. As these factories are now nearing 
production, the work of installing tile drains will be accelerated. Contracts 
for the same have already been awarded covering the entire project area. 

Ln. No. 1292-EGT - Textile Project; US$52 million Loan of September 20, 1976. 
Effective Date: February 16, 1977; Closing Date: June 30, 1980. 

' 

The project is proceeding with a year and a half delay caused by a ~ 
later and slower than anticipated start of the civil works. The project is 
now estimated to cost about US$21 million equivalent (all in local currency) 
more than appraised, due to increased scope of civil works and general price 
increases of construction materials beyond what was expected at appraisal. 
No difficulties are foreseen in financing this, although some government 
equity contribution would be required in the next two years to supplement the 
companies' internal cash generation in order to adhere to the financial 
covenants as well as project costs. Early management problems have now been 
overcome and both companies have developed effective project implementation 
units. Disbursements are slower than anticipated reflecting initial delays in 
procurement. However, about 90 percent of the contracts for machinery and 
equipment have rtow been awarded and the balance is expected to be awarded in 
the near future. 

Ln. No. 1369-EGT - Alexandria Water Supply Project; US$56 million Loan of 
March 7, 1977; Effective Date: July 6, 1977; Closing Date: June 30, 1982. 

After a second round of bidding for construction of the pipelines; 
borrower decided to reject all bids as being out of line with prices obtainable 
from local contractors for similar work, and informed the Bank ~hat it wished 
to execute this component with local contractors using Egyptian funds. 
Accordingly it requested cancellation of that part of the loan. The Bank has 
thus cancelled US$2.85 million. The construction contract for the treatment 
plant ext~nsi0ns is currently out to bid. Proposal~ for data processing 
l'quipment and training h~ve been cal led for. Meter replacement to improve e 
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Ln No. S-5 EGT - Iron Ore Engineering and Beneficiation.Project; US$2.5 Million 
Loan of July 15, 1977. Effective Date: February 2, 1978; Closing Date: 
December 31; 1980. 

Consultants preparing both iron ore beneficiation and diagnostic 
studies have submitted the final feasibility studies. The closing date was 
extended to help finance consulting services to help prepare a rehabilitation 
and balancing project for Egyptian Iron and Steel Company. 

Ln. No. 1482-EGT - Suez Canal Expansion Project; US$100 Million Loan of 
September 28, 1977; Effective Date: February 8, 1978; Closing Date: 
December 31, 1981. 

Progress in the execution of the project is close to appraisal 
estimates although in some areas, such as demolition and procurement of tugs, 
there is some delay. This, however, is not expected to materially affect 
the project completion date. The financial situation of the borrower is 
sound, canal traffic and revenue being higher than appraisal estimates. 

Cr. No. S-20-EGT - Water Supply Engineering Project; US$2.0 Million Engineering 
Credit of December 29, 1977; Effective Date: April 28, 1978; Closing Date: 
June 30, 1980. 

Formal presentation of final draft report took place in December 
1979 and Government comments have been incorporated into the draft report. 
Project in Beheira Governorate identified in the report. 

Ln No. 1533-EGT - Development Industrial Bank III; US$40.0 Million Loan of 
April 12, 1978; Effective Date: July 18, 1978; Closing Date: 
December 31, 1982. 

Commitments and disbursements are progressing satisfactorily. As of 
February 29, 1980, $10.8 million had been disbursed and $35.5 million had been 
committed. · The balance of the Loan is expected to be committed by June 
1980. 

Cr. -No. 774-EGT - Second Telecommunications Project; US$53.0 Million Credit 
of March 21, 1978; Effective Date: September 19, 1978; Closing Date: 
December 31, 1981. 

Some reallocation of Credit proceeds was agreed to in September 
1979. Bid documents for a substantial part of the equipment and materials to 
be financed under the Credit had been processed by January 1980, and the rest 
are expected by May 1980. 

Cr. No. 830-EGT - Agricultural Development Project; US$32.0 Million . Credit of 
July 24, 1978; Effective Date: February 20, 1979; Closing Date: December 31, 
1983. 

Satisfactory progress has been made in procurement of farm machin
ery. Institutional development is lagging behind appraisal expectations. 

I 
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Cr. No. 831-EGT - Egypt Urban Development Project; US$14.0 Million Credit of 
August 30, 1978; Effective Date: April 30, 1979; Closing Date: December 31, 
1982. 

Key staff have been appointed, draft terms of reference for some 
advisors and consultants have been agreed and contracts are being finalized. 
Preliminary steps on the design of physical works . have been started. Completion 
of the project is expected to be delayed by at least 18 months. 

Cr. No. 850-EGT - Second Population Project; US$25.0 Million Credit of 
October 30, 1978; Effective Date: May 1, 1979; Closing Date: December 31, 
1983. 

Civil works and procurement of furniture, equipment and vehicles 
are proceeding satisfactorily. Recruitment of project personnel shows progress, 
but is not complete. 

Cr. No. 868-EGT - Second Education Project; US$40.0 Million Credit of 
January 26, 1979; Effective Date: July 18, 1979; Closing Date: March 31, 
1984. 

Project implementation is proceeding very well. Of the twenty three 
institutions to be constructed, two are completed, eight will be completed by 
mid-1981, 10 will be completed in late 1981 and the three MORE institutes are 
expected to be completed on schedule by late 1983. Eighty four percent of all 
equipment is under procurement with contracts already signed for 23 percent. 
All technical assistance has been contracted and implementation is underway. 
Disbursements are well ahead of schedule, a situation which is expected to 
continue. 

Ln. No. 5-14-EGT - New Valley Phosphate Engineering and Technical Assistance 
Project; US$11.0 Million Loan of May 25, 1979; Effective Date: October 19, 
1979; Closing Date: June 30, 1982. 

Procurement and delivery of m1n1ng equipment is underway and erec
tion has started at mine site; laboratory tests of phosphate rock are being 
carried out. 

Cr. No. 909-EGT - Tourism Project; US$32.5 Million of June 13, 1979; 
Effectiveness Date: March 26, 1980; Closing Date: December 31, 1985. 

Project implementation has started. 

Ln. No. 1732-EGT - Gulf of Suez Gas Project; US$75.0 Million of June 29, 1979; 
Effectiveness Date: January 29, 1980; Closing Date: September 30, 1982. 

Project implementation is in progress. The onshore contract was 
signed on March 23, 1980. Construction completion is schedule(i. for 19 months 
after receipt of a 10 percent downpayment due within 30 days after signing. 

Ln. No. 1733-EGT, Cr. No. 935-EGT and Special Action Cr. No. 20-EGT - Shoubrah 
El 1'.heim:i Tht•rmal 1'0wer Pr0jecl of Septt:mber 6, 1979; Effectiveness Date: 
April 8, 1980; Cl0sin~ l) ;1te: June 30, 198b. 

Agreements declared effective on April 8, 1980. 
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ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Supplementary Project Data Sheet 

Section I - Timetable of Key Events 

(a) Time taken to prepare project: 

(b) Date of first presentation to IDA: 

(c) Agency preparing project: 

(d) Date of departure of appraisal mission: 

(e) Date of completion of negotiations: 

(f) Planned date of effectiveness: 

Nine Months 

January 1978 

Petrogas 

October 1979 

April 1, 1980 

October 1980 

Section II - Special Bank Implementation Actions 

None 

Section III - Special Conditions 

ANNEX III 

1. Operation of gas field to ensure availability of gas during project life 
(para. 48). 

2. Government obligation to (i) assume financing of internal carcassing of 
apartments and conversion of appliances of existing household and (ii) 
issue a decree providing for builders of new housing to arrange for 
carcassing and conversion (para. 50). 

3 . Tariff provisions (para. 65). 
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CURRENCY EQUIVALENTS 

LEl.O 
LE0.69 
LEl,000,000 

US$1. 44 
US$1.00 
US$1,440,000 

·-

WEIGHTS AND MEASURES 

1 Metric Ton (mt) 
1 Meter Ton (mt) 
1 Metric (m) 
1 Kilometer (km)

3 1 Cubic Meter (m ) 
1 Barrel (BBL) 
1 Metric ton of Oil (API 30) 
1 kilocalorie (kc) 
Scf 

1,000 Kilograms (kg) 
2,204 Pounds (lb) 
3.28 Feet 
Q. 62 Miles 
35.3 Cubic Feet (cft) 
0.159 Cubic Meter 
7. 19 Barrels 
3.97 British Thermal Units (BTU) 
Standard Cubic Foot 

.. 

1 Ton Oil Equivalent (Toe) 
Mcf/d 

10 Million Kilocalories (39.7 Million BTU) 

MMcf 
bbl/d 
MW 

ARE 
EGPC 
GUPCO 
WEPCO 
PETROBEL 
LPG 
NGL 
API 
GPC 

I 

-I 

II 

• 

Thousand Cubic Feet per Day 
Million Cubic Feet 
Barrels per Day 
Megawatt (1,000 Kilowatt) 

PRINCIPAL ABBREVIATIONS AND ACRONYMS USED 

-· 
-

-· 

Arab Republic of Egypt 
Egyptian General Petroleum Corporation 
Gulf of Suez Petroleum Company 
Western Desert Company 
Belayim Petroleum Company 
Liquified Petroleum Gas 
Natural Gas Liquids 
American Petroleum Institute 
General Petroleum Company 

FISCAL YEAR 

January 1 - December 31 

This report has been prepared by Messrs. v. Nayyar and M. Wormser, 
Ms. Zurayk and Ms. Julius, of the Energy Department. 
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I. ENERGY SECTOR l/ 

Introduction 

1.01 Energy prospects in Egypt have improved significantly over the last 
decade. With the commissioning of the Aswan High Dam, Egypt harnessed most of 
its hydroelectric potential. Successive increases in oil production have made 
Egypt, in turn, self-sufficient and an exporter of oil. Currently, Egypt 
views oil as a major source of foreign exchange earnings during the eighties. 
Gas finds have further strengthened the energy base and increased the export 
possibilities of oil. In 1978, petroleum provided 90% of Egypt's commercial 
energy and its exports accounted for 50% of foreign trade receipts. Current 
economic and industrial plans assume the continued availability of this 
resource. 

1.02 Whereas Egypt is currently a net exporter of energy, it is not 
endowed with a particularly plenteous energy base. Hydropower, which in Egypt 
is synonymous with the River Nile, has been harnessed to the extent of 80%. 
Coal deposits in marginal quantities exist, but are not presently considered 
economic to mine. Solar energy, although available in abundance, must await 
a series of technological breakthroughs before it can be considered for 
extensive application. Hydrocarbons appear to be the only primary source 
which can sustain Egypt's incremental demand for energy. While Egypt can view 
the current level of oil production with satisfaction, its known endowment in 
oil is not high, at only about 0.4% of the world's resources. Its major oil 
fields are likely to peak in the early eighties. With burgeoning demand for 
hydrocarbons on the one hand and the prospects of reduced productivity from 
existing oil fields on the other, Egypt would need to redouble its exploratory 
efforts if it is to maintain its present status as exporter of energy over the 
next decade. It would, in addition, have to develop and increase its natural 
gas resources; to the extent that natural gas is used internally, it would 
release liquid hydrocarbons for export. 

Energy Balance 

1.03 The main sources of primary commercial energy in Egypt are hydro-
power and petroleum. Coal deposits have been discovered in the Western 
Desert and the Sinai Peninsula and are estimated at around 100 million tons. 
A feasibility study for a coal-fired power plant in Sinai is presenting under 
preparation. As in other developing economies non-commercial fuels in the 
form of crop residue and animal waste, are used extensively, but no data is 
available on its magnitude. A recent study estimates energy produced by 
non-commercial fuels at around 5 million tons of oil equivalent, which is 
about one-third of the total commercial energy used. On the basis of energy 
consumption, production of oil and generation of hydropower, the table below 
estimates Egypt's energy balance (commercial) in oil equivalent for 1978. 

l/ The review in this section is an updated summary of the Energy Sector 
contained in the Staff Appraisal Report of May 30, 1979, which may be 
referred to for a more detailed discussion. 
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ENERGY BALANCE 1978 
(thousands tons oil equivalent) 

Production 

Crude Oil l/ 
Hydroelectricity 
Natural Gas 

Total Availability 

Resource Endowment 

24,400 
2,860 

670 

27,930 

Consumption 

Coal 1./ 
Refinery Losses 
Petroleum Products 
Hydroelectricty 11 
Natural Gas !±I 

Total Domestic 
Consumption 

850 
580 

10,100 
2,860 

670 

15,060 

Exports (Net of Imports) 11 

Coal (850) 
Crude Oil .2,/ 12,260 
Petroleum Products 1,460 

12,870 

1.04 At present, hydrocarbons and hydropower are the only two sources of 
primary commercial energy in Egypt. The specifics of Egypt's resource endow
ment, along with other potential sources of energy, are considered below: 

(a) Hydropower 

1.05 Hydropower for Egypt is an important source of energy and in 1978 it 
accounted for 19% of primary commercial energy used domestically. By equipping 
the Aswan Dam with turbine generators having a cumulative capacity of 345 MW, 
the first step was taken in 1960 to tap the hydropower potential of the 
River Nile. The Aswan High Dam was completed between 1960 and 1970, seven 
miles upstream of the Aswan Dam, and equipped with a generating capacity of 

l/ Consisting of Egypt's share of production of 17.1 million tons and 
foreign partners share of 7.3 million tons. 

1/ Estimated. Used largely to meet metallurgical requirements. 

]/ Conversion factor 1000 kWh= 0.286 tons of oil (assuming 30% efficiency). 

!±I 55,000 tons of gas purchased from partners. 

11 Includes stock change. 

Consists of 5.06 million tons (net) of exports by Egypt and 7.20 million 
tons of exports by foreign partners. • 
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2,100 MW. The operational capabilities of both the Aswan Dams is severely 
constrained by conflicting irrigation needs and transmission systems reli
ability. At present the dependable generating capacity of both these plants 
is currently assessed at 1,645 MW, capable of generating nine billion kWh 
annually. With the completion of the Aswan High Dam, about 80% of the Nile's 
hydropower has been harnessed. J../ The remaining 60 meter drop between Aswan 
and Cairo represents a generating potential of 460 MW, of which 190 MW could 
possibly be realized by adding generating facilities in three existing 
barrages: Nag Hannnadi, Esna, and Assiut. The Qattara depression represents 
the only other hydropower possibility in Egypt. It would, however, involve 
canalizing water from the Mediterranean Sea to the Qattara depression (which 
extends 135 meters below sea level), and using the 60 meter descent to generate 
power. The power capabilities of this project are estimated at 640 MW during 
the first 12 years, and 340 MW thereafter. However, the construction of the 
proposed canal would require massive excavation, and it is doubtful whether 
this project could be viewed as a serious possibility over the next 20 years. 

(b) Coal, Oil Shale and Nuclear Fuels 

1.06 Coal deposits have been discovered in the Western Desert and in 
the Sinai Peninsula and, as mentioned above, a feasibility study for a coal
fired power plant in the Sinai is under preparation. Oil shale deposits have 
also been located in the Sinai Peninsula and are 10-15 feet thick. The data 
indicates that the shale is of poor quality and having low hydrocarbons 
content it cannot at present be considered as a possible energy source. No 
uranium or thorium is currently being produced in Egypt. An extensive ground 
radio-metric work would have to be conducted before reserves could be identi
fied. Even if prospecting activities were accelerated, it is doubtful that 
Egypt would be in a position to mine and extract nuclear fuel during the 
eighties. 

(c) Geothermal and Solar Energy 

1.07 Limited information is available on the existence of geothermal 
energy as only a few geochemical and heat flow measurements have been made. 
Since there is no evidence to indicate the existence of a high temperature 
(greater than 200 degree centigrade) vapour dominated system, geothermal 
activity cannot be considered a potential source of energy for power genera
tion, etc. However, Egypt has a vast potential for solar energy, but this 
source must await a series of technological breakthroughs before it can 
be considered for extensive application. 

(d) Non-Commercial Energy 

1.08 Although no data base exists for quantifying the extent of non-
commercial energy use in Egypt, it is apparent that this form of energy 

J:./ In the context of the proposed third power project scheduled for FY80, 
an additional 270 MW are expected to be generated through an expansion 
of the Aswan Dam. 
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constitutes a significant proportion of the total energy use, especially 
in the rural areas. However, Egypt is not well endowed in biomass, with 
only 2.7% of its territory under permanent or seasonal crops, the rest being 
desert, or areas covered with dry or extremely arid vegetation. Only a 
nominal area is under forests and, therefore, crop residues and animal wastes 
are the main sources of non-commercial energy. According to a recent esti
mate, this form of energy currently caters to one-fourth of Egypt's total 
energy requirements. As in other developing countries, the level of utiliza
tion of animal and vegetable wastes is very high although the end use effi
ciency is low - typically 10% to 15%. Considerable potential exists for 
upgrading the end use efficiency through improved appliances. 

1.09 While the use of non-commercial fuel is likely to increase over 
time, its relative share is anticipated to decline rapidly. Rural households 
are gradually replacing non-commercial fuels with kerosene, LPG and electric 
power. This trend is likely to strengthen over the next twenty years since the 
major source of non-commercial fuel will continue to be crop residue which is 
not likely to keep pace with even the growing rural demand. Urban households 
would therefore have to rely almost exclusively on mineral fuels. Presently 
there is a strong consumer preference for LPG (Liquefied Petroleum Gas) over 
kerosene in the urban areas, and with growing urbanization, its demand is 
likely to grow. However, indigenous natural gas can replace imported LPG 
and this is one of the objectives of the proposed project. 

(e) Oil 

1.10 Oil is a major source of commercial energy in Egypt and because 
of limited hydro potential it is likely to be relied upon increasingly to meet 
Egypt's incremental demand for energy. Although the first oil well was 
drilled in 1886, oil exploration was not done on a systematic basis until 
the turn of the century. Commercial production began in 1913, but it was 
only after 1968 that oil production exceeded 10 million tons. To date, 39 
commercially exploitable oil and gas fields have been discovered. The current 
production level is around 500,000 barrels a day, (25 million tons per annum) 

_of which about 25% represents the share of foreign partners, 45% is consumed 
domestically and the balance is exported. The recoverable reserves are 
currently estimated at around 2.5 billion barrels (350 million tons). 

1.11 There are three main hydrocarbon bearing zones in Egypt: the Gulf 
of Suez, the Western Desert, and the Nile Delta. Of these, the Gulf of Suez 
has been the most prolific producer and is reckoned to hold the highest 
potential. More than 300 exploratory wells have been drilled in this area, 
resulting in the delineation of 28 fields • . Currently more than 90% of 
Egypt's oil is produced from the Gulf of Suez. The Western Desert has been 
extensively surveyed and more than 200 exploratory wells have been drilled. 
The success ratio of this extensive exploration has, however, been limited. 
So far only seven commercial discoveries have been made and the recoverable 
reserves are estimated at 30 million tons. The current level of production 
from the Western Desert is less than a million tons. Despite limited 
success, the hope of making a major strike persists, as giant fields have 
been discovered in similar structures in neighboring countries. Exploratory 
drilling has been carried out in the Nile Delta, the Red Sea, and in the Nile • 
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Basin, but no oil has been discovered. However, four gas fields have been 
found in the Nile Delta, of which only one, Abu Maadi, is considered commer
cially exploitable. With the transfer of territories under Israeli occupation, 
in November 1979, Egypt secured the Alma oil field, which is reported to 
be producing 20,000 bbl/day or 1 million tons of oil per annum. The hydro
carbon potential of this area is rated high, warranting an extensive explora
tory effort. 

(f) Natural Gas 

Associated Gas 

1.12 The current production level of associated gas in Egypt is around 
100 million cubic feet a day (Mmcf/d), and, except for a nominal amount which 
is being used for meeting oil field needs, the rest is being flared. Most of 
the associated gas comes from the oil fields in the Gulf of Suez. Recent 
discoveries have added to the availability of associated gas and, according 
to the Gulf of Suez Gas project, present estimates of recoverable reserves of 
associated gas are in the order of 800 billion cubic feet. The Bank, through 
Loan 1732-EGT, is financing a project which would gather, process, and 
transport this gas to Suez and Cairo. 

Non-Associated Gas 

1.13 Non-associated gas on a commercially exploitable scale has been dis-
covered at Abu Ghardig, Abu Maadi, Abu Qir, Abu Qir North, and the Amal fields. 
The specifics of the afore-mentioned gas fields are as follows: 

(i) Abu Ghardig 

This gas field was discovered in 1971, has an estimated 
recoverable reserve of 0.6 trillion cubic feet, and is operated 
by GUPCO (Gulf of Suez Petroleum Company), a subsidiary of 
AMOCO, (American Oil Company) and EGPC, (Egyptian General Petroleum 
Corporation). GUPCO has been producing gas from this field since 
1977. The production sharing agreement provides that even the 
foreign partner's share (AMOCO) will be sold to EGPC on the basis 
of a predetermined formula. This gas is transported from Abu 
Ghardig through a 24" pipeline over 370 kilometers to Helwan, near 
Cairo. Petrogas will secure supplies for the proposed project 
from the gas terminal located at Mrazik Bridge, on the east 
side of the River Nile. 

(ii) Abu Maadi 

This gas field was discovered in the Nile Delta by ENI 
(Ente Nazionale Idrocarburi). After the renegotiation of the 
production sharing agreement its ownership was transferred to 
the Egyptian Government and the field is now being operated by 
Petrobel (Belayim Petroleum Company), a subsidiary of EGPC. The 
recoverable reserves of this field are estimated at one trillion 
cubic feet, capable of supplying 100 Mmcf/d for about 25 years. 
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(iii) Abu Qir 

This offshore gas field, located on the periphery of 
the Western Desert and the Nile Basin, was discovered by 
Philips Petroleum in 1969. EGPC, as its partner, developed 
the field under the "sole risk" clause of the participation 
agreement. Now in the exclusive ownership of EGPC, this 
gas field is estimated to have recoverable reserves 
of 1.2 trillion cubic feet which would sustain a supply 
of 100 MMcf/d for around 30 years. A 57 kilometer pipeline, 
with a capacity of 100 MMcf/d, has been constructed from 
Abu Qir to Alexandria and from there to Damanhur via Kafr 
El Dawar. 

(iv) Abu Qir North 

Elf-Aquitaine has recently discovered an offshore gas 
field which is located 55 km northeast of Alexandria and about 
20 km north of the existing Abu Qir gas fields. So far, one 
exploration well has been drilled and tested. Gas bearing sands 
were encountered in two zones, having a net pay of 64.5 meters 
and 185 meters respectively. The gas is relatively rich in 
condensates which are estimated at 25 bbl/MMcf. While further 
drilling would be required to fully delineate the field, recov
erable reserves from the existing production data are estimated 
at three trillion cubic feet. 

(v) Amal Field 

This gas field, located offshore in the Gulf of Suez, was 
discovered by AMOCO and has recoverable reserves of 0.5 trillion 
cubic feet. AMOCO has relinquished its rights to this gas 
field which will be developed by EGPC, if necessary, to 
supplement the associated gas supply to Suez and Cairo. 

1.14 The recoverable reserves of the present and projected level of produc-
tion, are indicated in the table below. 
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EGYPT - NATURAL GAS RESERVES AND PRODUCTION 
in MMcf/d 

Recoverable 
Reserves 

(Trillion cf t) 

1.0 
o.6 
1. 2 
3.0 
o.a 
o.5 

Actual 

16 
32 

Flared 

19 
55 

Flared 

74 

Estimated 
1979 

30 
60 
22 

Flared 

112 

Projected 

50 110 
100 100 
55 120 

To be determined 
Flared 80 

Exploration Policy 

1.15 For exploration, development and production of oil, Egypt has 
consistently followed an 'open-door policy' and almost all exploration and 
production work undertaken within the country has been through foreign oil 
companies. The exploration agreements have evolved from the 'concessions' of 
the pre-1960's to participation agreements which were subsequently converted 
into production sharing agreements. Under the current production sharing 
agreements, the cost of exploration and development is borne exclusively by 
foreign contractors and amortized, interest free, over the next 4 and 8 years 
respectively. After taking these costs into account, (as well as operating 
costs), 'profit oil' J:./ is shared between the foreign contractors and Egypt in 
a given ratio. In successive agreements, Egypt has improved upon its share of 
profit oil, and some agreements have been concluded recently in which Egypt's 
share of profit oil has been negotiated at 87%. 

1.16 The exploration policy, as pursued by Egypt, has served well the 
Government's objective of maximizing oil production without bearing any risk 
of exploration. Of the present production level of 500,000 barrels per day, 
as much as 470,000 barrels are produced from these concessions. Since 1973, 
Egypt has made conscious efforts to invite foreign companies, and 53 explora
tion and production agreements have been entered into for an area covering 
about 160,000 sq. kms. At present, the foreign contractors share oil with the 
national oil company . in the ratio of 1:3 on average. Even at the anticipated 
higher level of production, the share of foreign contractors is not likely to 
decrease significantly. 

ll Production planned only on the contingency that associated gas for the 
Ras Shukeir project falls below 80 MMcf/d • 

"Profit Oil" is the difference between total oil production and "cost 
oil". "Cost oil" consists of operating cost and amortized cost relative 
to exploration and development. 
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Current and Anticipated Level of Oil Production 

1.17 There has been an impressive recovery in the production of oil in 
Egypt, which increased from 11.5 million tons in 1974 to 20.9 million tons 
in 1977, a level which had earlier been attained in 1969. Growth in the 
petroleum sector slowed thereafter and crude output grew by 17% (24.3 million 
tons) in 1978 and 3% (25.1 million tons) in 1979, against an average annual 
growth of about 40% in the previous three years. The slowdown in oil 
production reflects the lack of any major new discovery and the fact that 
oil fields in the Gulf of Suez, which currently account for 80% of Egypt's 
oil production, are peaking. Despite the slowdown, EGPC is projecting a 
significant increase in the level of oil production as indicated in the table 
below. 

EGYPT'S FORECAST OF PETROLEUM PRODUCTION l/ 
(in Million Tons) 

Operating Actual Estim. Projected 
Company 1977 1978 1979 1980 1981 1982 1983 1984 1985 

1. GPC 1) 1.5 1.3 1.2 1.1 0.9 0.8 0.5 0.4 0.4 
2. COPE 3.5 4.1 4.5 5.3 5.0 5.0 4.1 3.8 3.4 
3. GUPCO 14.4 17.9 18.0 19.5 21.1 21.0 17.4 14.3 12.0 
4. GUPCO 

(ABU GHARDIG) 0.9 0.5 0.7 0.4 
s. WEPCO lf 0.6 0.5 0.5 0.4 0.2 0.1 0.1 0.1 0.1 
6. EGYPTCO 

(Moleha) 0.1 0.1 0.1 0.1 0.1 0.1 
7. DEMINEX 0.2 0.2 1.3 3.0 4.5 6 7.5 
8. New 

Discoveries 2.4 ~ ~ 13.5 19.8 21.8 23.0 

TOTAL 20.9 24.3 25.1 29.4 36.5 43.5 46.5 46.5 46.5 

EGPC ancitipates a sharp upswing in petroleum production which is projected to 
exceed 35 million tons by 1981 and to reach a level of 46.5 million tons in 
1983. It hopes to maintain this production level thereafter. Attainment of 
the projected production rate is predicated upon new discoveries being made 
which will not -only double the current level of production but would also 
compensate for the decline in production from oil fields which have already 
peaked. Failure to achieve the assumed discovery ratio could result in 
a significant shortfall. In any case, the lags which are inherent in the 
development of an oil field will make it extremely difficult to achieve the 
targets originally stipulated for the 1978-82 five year plan. 

ll Does not include oil produced in territories under Israeli occupation. 

1) General Petroleum Company. 

ll Western Desert Company. • 
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Demand for Oil & Natural Gas 

1.18 Consumption of petroleum products has been rising rapidly and for 
1979 is estimated at 11.7 million tons. This is against a consumption of 9.1 
million tons in 1977 and 6.7 million tons in 1974. The overall annual growth 
rate has been in the order of 11.8% with LPG recording the sharpest increase 
(16%). Consumption of LPG would have been higher except for the physical 
constraint of supply. Over the next two years EGPC projects a growth rate of 
12.5%. It is anticipated that, in the absence of demand management and/or 
significant increase in the price levels, this growth rate in consumption 
would be maintained until 1985. This relatively high growth rate is attribut
able in part to rapidly growing thermal power generation which is projected 
to rise from 17 Gwh in 1980 to 28 billion Gwh in 1985. The growth rate beyond 
1985 would depend, in part, on the introduction of coal-fired power plants and 
of nuclear power. Egypt hopes to commission the first nuclear plant (600 MW) 
in 1990. Delays in the nuclear program would result in a greater reliance on 
fossil fuels for power generation. Based on past trends ~nd on the assumption 
that the gross national product grows at about 6.5% in real terms, the antici
pated consumption pattern would be as indicated in the table below. 

Product 

Butane & Propane 
Gasoline 
Naphtha 
Kerosene 
Turbine Fuel 
Gas Oil 
Diesel Oil 

PROJECTED CONSUMPTION OF PETROLEUM PRODUCTS 
('000 tons) 

Actual Estimated 
1974 1977 1978 1979 

159 247 297 335 
556 833 958 970) 

24 18 23 20) 
1,109 1,363 1,389 1,450 

119 101 182 318 
1,055 1,507 1,706 2,120) 

168 150 154 110) 
Fuel Oil & Natural Gas: 

Power 
Others 

Asphalt 
Lube Oils 

Total 

Availability of 
Natural Gas (fuel 
oil equivalent) 

Demand for Liquid 
Hydrocarbons 

849 1,529) 5,192 2,471 3,031) 
64 142 
93 129 147 

6.667 9.050 10.048 

386 596 

6.667 8.664 9.452 

6,047 

195 
155 

11. 720 

901 

10.819 

Projected 
1980 1985 

350 630 
1,200 2,200 

1,750 2,600 
350 400 

2,500 3,500 

3,600 7,700 
3,700 5,400 

390 670 

13.840 23. 100 

1.650 3.300 

12,190 19.800 
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1.19 The projected demand for hydrocarbons by 1985 would be around 23 
million tons. A qualitative change in the pattern of consumption is, however, 
anticipated with natural gas being increasingly used as a substitute for 
liquid hydrocarbons. Egypt is making conscious efforts to increase the 
absorptive capacity for natural gas. The current production potential is 300 
MMcf/d against a demand of 110 MMcf/d. The situation would reverse itself by 
1985 when the peak potential demand of about 950 MMcf/d (average demand of 700 
MMcf/d) is expected to outstrip the production potential of 400 MMcf/d (Annex 
1.02). The gap between the projected demand and the likely supply of gas 
would have to be covered by liquid hydrocarbons which could otherwise have 
been exported. Egypt would have to increase its exploratory efforts for gas 
and accelerate the program of developing known gas fields, in order to maintain 
its status as an exporter of oil. 

Prices and Fiscal Contribution of the Sector 

1.20 Worldwide price increases and the consequent drop in the growth 
rates of oil consumption has had little impact in Egypt where domestic prices 
are well below international levels. The pump head prices are fixed through a 
governmental decree, and the revenue accruing to the government and EGPC 
results from the sale of products, net of refining, marketing and transporta
tion costs. Current product prices and the estimated costs of refining, 
transporting, and marketing, are indicated below: 

Average Average Price Net 
Pumphead Refining Transportation Marketing of Marketing 

Product Price Cost Cost Cost Cost 

--------------------------- US$/ton ----------------------------
LPG 74.88 10.94 40.32 34.56 

Gasoline p 261.14 9.07 0.29 13.10 248.04 
Gasoline R 220.00 1. 92 0.29 12.10 207.90 

Kerosene 55.81 6.05 o.58 8.21 47.60 

Gas Oil 52.19 5.62 0.14 5.91 46.28 

Diesel Oil 43.95 4.61 2.30 6. 91 37.04 

Fuel Oil 10.80 1.30 0.29 1.73 9.07 

Gas 1/ 11.50 

l/ Natural gas to be sold to gas turbine stations supplied by the project 
will be priced at least at $28/ton. Natural gas will be sold to domestic 
consumers at least $166/ton. 

• 
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1.21 EGPC s ecures a 'netback' of around US$4.0 per barrel from domestic 
sales. Even after the excise and treasury dues are taken into account, the 
total revenue t o the economy from the sale of crude in the domestic market is 
around $7 per barrel. This is against a price of $33 per barrel which EGPC 
is currently receiving from the export of oil. If Egypt were to price oil at 
international 

1
prices it would, at the present level of consumption, secure 

annual additidnal revenue in excess of $2.2 billion. 
i 

Sector Issues ~nd Role of the Bank 

1.22 The review of Egypt's energy sector, carried out durihg and subse-
quent to the appraisal of the Gulf of Suez gas project, indicated the need 
for Egypt to take major decisions in order to optimize the use of internal 
energy resources and to ensure adequate supply for the future. Some of these 
crucial issues are considered below. In order to assist Egypt in taking these 
decisions, the, Bank is providing the Government and EGPC with the necessary 
technical ass~stance. 

(a) Level of Oil Production 

1.23 Egypt's economic projections are based on the assumption that it 
will, by 1983, achieve a target of one million barrels per day or about 50 
million tons per annum. This production rate depends upon new discoveries 
being made which will not only double the current level of production, but 
will also compensate for the shortfall in production from the old oil fields 
which have peaked. It is uncertain whether these targets will be achieved. 
Despite the fact that Egypt has entered into as many as 53 production sharing 
agreements, the interest of foreign oil companies appears to be slackening. 
New discoveries have not kept pace with increased output and the production 
reserve ratio has been falling over the past few years. 

1.24 Egypt could stem this trend by reorganizing, coallating, and rein
terpreting the existing geological, seismic and drilling data. The Bank has 
(under the Gulf of Suez project) provided the necessary funds to undertake 
this study. A part of this study, involving a few prospects in the Western . 
Desert and offshore Abu Qir, has been completed. Terms of reference for a 
similar study in the Nile Delta and the remainding areas of the Western Desert 
have been finalized and consultants are being selected. 

(b) Pricing Policy 

1.25 Egypt has, as of January 1980, increased the prices of motor gaso
line, diesel oil, gas oil, and kerosene. A~though, with this price increase 
the netback (including excise taxes etc.) has increased from $4 per barrel to 
$7 per barrel (para. 1.21), yet it remains well below the current export price 
of $33 per barrel of crude. By maintaining domestic prices at this level, 
Egypt is losing the unique opportunity of using its finite petroleum wealth to 
increase domestic resources. In addition, such a pricing policy encourages 
wasteful consumption. In the absence of major new discoveries, the peaking 
oil fields and the sharply rising internal demand could transform Egypt from 
an exporter into a net importer of oil by the mid-eighties. In order to curb 
wasteful consumption and rectify demand distortions, prices for petroleum 
products would have to be increased significantly. Increasing domestic prices 
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well as marginal quantities of gas oil. This project would thus generate 
significant foreign exchange savings and make the Egyptian economy less 
vulnerable to external price fluctuations. 

Gas Supply & Reserves 

2.04 The sources of gas supply for the proposed project would be the oil 
and gas field at Abu Ghardig, south of El Alamein, about 270 kms from Cairo. 
This field was discovered in 1971, has estimated recoverable reserves of 
600 billion scf and is being operated by GUPCO, a subsidiary of AMOCO and 
EGPC. Twenty one wells have been drilled so far, of which eleven are produc
ing oil and five gas. While oil is transported to El Alamein, associated gas, 
(15 MMcf/d), and non-associated gas, (50 MMcf/d), is piped to Cairo, after 
removal of condensates, through a 24" pipeline. LPG is extracted, (145 tonnes 
per day) at the Dahshour plant, and the dry gas is currently available at 
Mrazik Bridge on the East Bank of the River Nile. Petrogas, the beneficiary 
and implementing agency under the project, would take its supply for the 
project from this point. The current proven reserves, (600 Billion scf), if 
exclusively dedicated to the project, are adequate to support it over its 
economic life of 30 years. 

2.05 Additional gas in significant quantities will be needed in the 
future to meet the rapidly rising demand in Cairo (para 1.19). At that time 
gas supply to Cairo for power generation and other industrial uses would need 
to be supplemented by: 

(a) Gas from the Gulf of Suez project currently being financed 
by the World Bank (Loan No. 1732-EGT); 

(b) Drilling and developing possible gas fields at Abu Sennan 
and in the blocks 29, 28, 27, and 5-1 in the Western 
Desert, adjacent to the existing Abu Ghardig gas fields. 
Gas shows have been encountered and in the context of the 
Gulf of Suez gas project the Bank is currently financing 
reinterpretation of drilling and seismic data relating to 
these structures; and 

(c) Development, and tie-in to Cairo, of Abu Qir North gas 
field recently discovered offshore, which has estimated gas 
reserves of at least three trillion cft. 

Assurances have been obtained from EGPC that it would operate 
the gas fields at Abu Ghardig, (or other gas fields subsequently discovered 
and/or linked with the Cairo gas distribution system) in a manner permitting 
the availability of gas for the system over a period of at least 16 years 
after project completion. 

Project Area and Consumption 

2.06 The project area is composed of four suburbs on the south-east side 
of Cairo (IBRD Map No. 14728). Factors responsible for the selection of these 
four districts were proximity to the gas source, relative ease in laying the • 
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distribution network and under taki ng carcassing, l/ density of acces sible 
consumers, and fu t ure growth potential. All the s e l ected distr i cts are cur 
rently heavy user s of LPG and are expec t ed t o gr ow rapidly in terms of high 
rise housing, which lends itself ideally to a v i able gas distribution network. 
These areas are: 

(i) Helwkn - a rapidly expanding industrial city 12 kms south 
of Cairo and close to the pipeline offtake point at Mrazik 
Bridge. 

(ii) Maadi - a suburb 5 kms south of Cairo, a relatively affluent 
residential area consisting of a mix of mid and low rise 
housing. High rise housing is expected to increase. 

(iii) Nasr City - a rapidly developing district with mostly 
high rise housing, 6 kms south-east of Cairo. 

(iv) Heliopolis - a district 10 kms north-east of Cairo, an 
extersive sprawling area with large pockets of new develop
ments consisting of high rise housing. 

2.07 The proposed project would provide gas to nearly all households in 
the four areas. For logistical reasons certain parts of Helwan have been 
excluded. The existing population, and expected growth, is shown below: J:./ 

Helwan Maadi Nasr City Heliopolis Total 

1. Existing Households 
(To be carcassed and 
converted under the 
project) 40,000 38,000 13,000 69,000 160,000 

2. "Infill" Households 
(To be given gas 
connection under 
the project) 2,500 1,500 20,000 6,000 30,000 

3. New Households (includ-
ing new subdivisions) 
after 20 years 77 • 500 70,500 147,000 1ss.ooo 450,000 

4. Total 120,000 llO. 000 180 2 000 230,000 640,000 

l/ The term "carcassing" refers to outlet service pipes, service risers, 
laterals, installation of pipes inside the dwellings, pipe ducts, 
control cocks, etc • 

J:./ Based on survey undertaken and projections made by consultants, Integral 
Engineering and British Gas. 
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2.08 Between 1980-83 the project would convert 160,000 existing house-
holds from LPG to Natural Gas. In addition, during the same period, it is 
estimated that 30,000 new dwellings ("infill") needing gas connections would 
be built in the project area. The responsibility for internal carcassing 
and external piping up to the periphery of the property line, in new housing, 
would rest with the builder. Petrogas would be required to provide service 
lines from the "mains" to the property line. It is estimated that by the end 
of 1983 there will be 190,000 consumers which would increase to 640,000 by 
year 2005. 

2.09 The average consumption of LPG per customer, as estimated by the 
consultant and subsequently confirmed by a survey, is about 315 kilograms 
per annum. However, considerable variation is observed in family consumption 
which appears to be correlated with income levels. It has been assumed that 
initial gas consumption would be at the same level as LPG (13,000 scf per 
annum per customer), but once a piped gas supply becomes available, the 
consumption per household would grow at 1% per annum. While the average 
consumption per consumer is estimated at 35 scf per day, the peak hour require
ment is likely to be 7.3 scf per hour. A simulated demand curve gives a 43% 
diurnal swing with a peak hour to mean hour ratio of 4.8:1. Demand for gas by 
domestic consumers is estimated at 8 MMcf/d in the fifth year and 19 MMcf/d by 
the twentieth year. 

2.10 The proposed gas system would also meet the requirements of power 
stations at Nasr City and Heliopolis. These stations are gas turbine units 
designed to meet peak loads. However, because of the delay in the imple
mentation of the Suez power plant, these stations would operate for 4,000 
hours per annum, at least up to 1986. In the event of the proposed steam 
turbine stations going on stream as scheduled, the load on these gas turbine 
stations may reduce after 1986. It has been assumed that the gas load through 
1986 would be cumulatively of the order of 12 Mmcf/d, (Nasr City 7 Mmcf/d, 
Heliopolis 5 Mmcf/d) whereafter the gas load would decrease by 50%. Even if 
the gas load on account of these power stations does not diminish after 1986, 
the gas network would be able to meet, through compression, both the needs of 
these stations and the growing domestic demand. 

Project Design 

2.11 EGPC, with the assistance of consultants, prepared a detailed project 
report for the gas distribution network in the four districts of Cairo. IDA 
reviewed the network design, which was based on a low pressure system, and 
found it to be expensive and inflexible. EGPC accordingly appointed new 
consultants, British Gas, to redesign the gas network based on a medium 
pressure system, which would operate at four bar. The consultants used 
transient flow analysis to design the gas network. This entails dividing the 
transmission system into small cells and examining each cell for pressure drop 
resulting from flow effect and stock requirements. A computer program devel
oped by British Gas was used to determine the size of the pipeline. The high 
pressure transmission line is optimally sized to serve the ultimate target of 
640,000 customers, eliminating the need for separate storage capacity to meet • 
peak requirements at least up to 1992. The high pressure transmission line 
would work at 26 bar, and four regulator stations would drop the inlet pressure 
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to four bar, a pressure at which the distribution network would operate. ll 
Med i um density polyethylene pipe would be used for the distribution network, 
whi l e pipes above ground level would be made of steel. For safety reasons, 
the pr essur e would be reduced to 50 millibars three meters from the property 
line . Gas woul d be fed into the property, through service risers, which would 
be l ocated either in the ventilation shafts, or attached to the external walls 
of t he property. A schematic diagram of the proposed gas system is at ANNEX 
2.01. 

2.12 The project authority (Petrogas) would be responsible for internal 
Garcassing in 160,000 existing apartments, and conversion 1/ of 300,000 existing 
appliances from LPG to natural gas. In buildings subsequently constructed in 
the project area, the builder would be responsible for providing the internal 
carcassing, risers and external piping, up to the periphery of the property 
line. GOE has covenanted to issue a decree, prior to December 31, 1980, 
obligating the builder to discharge the above responsibility under Petrogas 
supervision. Draft legislation has already been prepared by Petrogas. 

Description of the Project 

2.13 The major project components are: 

(a) Transmission System 

(i) Construction of approximately 55 km of 24" buried steel 
pipeline from an existing installation near Mrazik Bridge 
to a proposed power station at Heliopolis, along with the 
necessary system for cathodic protection; 

(ii) Installation of inlet and odorizing plants near Mrazik Bridge; 

(iii) Construction of four pressure reduction stations at Helwan, 
Maadi, Nasr City, and Heliopolis, with offtake from the main 
line. Each of the stations would consist basically of three 
separate preassembled skid-mounted units for filtration, 
pressure reduction, and mete.ring, with connecting manifolds; 

(iv ) Installation of offtake for the proposed power stations at Nasr 
City and Heliopolis, with a terminal at Heliopolis; 

(v) Installation of pigging system complete with pig traps, 
launchers, and receiving station. 

l/ For r easons of safety, and/or where the streets are narrow, low pressure 
i slands would be created. 

Jj This involves converting existing appliances (essentially cookers, ovens 
and water heaters) from burning LPG, to burn natural gas. In most cases 
this would require a change of jets, in some cases replacement of burners 
and in very few cases, the appliance itself. 
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(b) Distribution System 

(i) Installation of a distribution network of medium density 
polyethylene pipe, approximately 900 km in length, in the 
project area; 

(ii) Provision of approximately 9,000 services for connecting 
customers with gas, at an average rate of about one service 
for 18 customers. 

(c) Carcassing & Conversion 

(i) 

(ii) 

(iii) 

Installation of outlet service pipes from ten feet outside 
the dwelling to the gas meters along with service risers, 
laterals, etc.; 

Internal installation of pipes in about 160,000 dwellings 
to function at a pressure not exceeding 30 millibars 
complete with gas meters, pipe ducts, control cocks, etc.; 

Conversion of about 300,000 existing appliances burning 
LPG, to burn natural gas. 

(d) Training & Consultancy 

Consultancy, engineering, and training of Egyptian personnel in 
various aspects of construction, maintenance, and operation of a 
gas utility. 

Project Cost 

2.14 The project cost is estimated at LE107.6 million (US$155.0 million) 
of which LE72.0 million (US$103.8 million) would be in foreign exchange. 
Basic project cost of LE86.3 million (US$124.3 million) is based on the firm 
bids l/ received from the lowest evaluated bidder. It must, however, be noted 
that an element of uncertainty remains in regard to cost estimates for internal 
carcassing and conversion of appliances. Petrogas, at the Bank's suggestion, 
undertook a sample survey to estimate the average length of service lines, 
risers, laterals, and carcassing required per household, and to assess the 
density, diversity, and condition of appliances. While the cost estimates 
take note of the survey, the possibility of deviation, in the actual cost for 
carcassing and conversions, cannot be excluded. In the light of construction 
experience, Petrogas will periodically review and refine cost estimates. 
GOE/EGPC have agreed to assume responsibility for any cost overruns that may 
arise. 

2.15 In computing cost estimates, physical contingencies have been 
estimated, on the average, at 10% for equipment, material, and consultancy 

ll Bids were invited on unit rate basis and evaluated on a detailed estimate 
of quantities. While these estimates are fairly firm for the transmis
sion network, the quantities involving carcassing and conversion are 
likely to undergo modification as detailed design progresses. 

• 
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services. A physical contingency of 3% has been assumed for the high pressure 
transmission pipeline , odorizing unit, pressure regulating stations, and gas 
meters . A relatively low contingency factor has been assumed as contract for 
these items has been awarded on a fixed rate basis. A contingency factor of 
10% has been assumed for the distribution network and 15% for carcassing of 
apartments and conversion of appliances. Engineering and consultancy services 
have been calculated on a unit cost of US$9,000 per man month. This rate was 
derived from the existing contract between Petrogas and its consultants. In 
accordance with the contract, no price escalation has been assumed for the 
first year. Price escalation for year two has been assumed at 9% for the 
foreign exchange component and 12% for local expenditure, at 8% and 7% 
for the foreign exchange cost component for years three and four, and at 11% 
for both those years for local expenditures. Since Petrogas is exempt from 
import duty, no allowance has been made for this purpose in cost estimates. 

2.16 Estimated costs for the project are summarized below. 

L.E. Million US$ Million 
Foreign Local Total Foreign Local Total 

1. High Pressure Transmission 
Pipeline 

2. Odorizing Unit 
3. Pressure-regulating stations 
4. Distribution Network 

(i) Mains 
(ii) Service Lines 

(iii) Regulators 
(iv) Infill 

5. Gas Meters 
6. External Service Line Includ-

ing Laterals, Risers, etc. 
7. Internal Services 
8. Conversion of Appliances 
9. Training 
10. Consultancy 
11. Basic Project Cost 
12. Physical Contingency 
13. Price Contingency 

TOTAL 

Project Financing Plan 

9.7 
0.2 
1.0 

8.1 
8.1 
4.7 
1.0 
3.0 

58.5 
5.8 

...1..!l. 

72.0 -

4.7 
0.1 
0.5 

4.9 
1.5 
1.2 
0.6 
2.8 

4.2 
4.0 
2.3 
0.5 
0.5 

27.8 
2.8 
5.0 

35.6 -

14.4 
0.3 
1.5 

14.8 
4.6 
3.6 
1.6 
8.5 

12.9 
12.1 
7.0 
1.5 
3.5 

86.3 
8.6 

12.7 

107.6 

14.0 
0.3 
1.4 

14.4 
4.4 
3.5 
1. 4 
8.2 

12.5 
11. 7 
6.8 
1.4 
4.3 

84.3 
8.4 

11.1 

103.8 

6.8 
0.1 
0.7 

1.0 
2.2 
1.7 
0.9 
4.1 

6.1 
5.7 
3.3 
0.7 
0.1 

40.0 
4.0 
7.2 

51.2 -

20.8 
0.4 
2.1 

21.4 
6-~ 
5.2 
2.3 

12. 3 

18.6 
17.4 
10-1 
2.1 
5.0 

124.3 
12.4 
18.3 

155.0 

2.17 The total estimated cost of the project, US$155.0 million equivalent, 
is expected to be funded as follows: 



GOE/EGPC 

IBRD (Loan No. 1732-EGT) 
IDA 

Net Internal Cash 
Generation 

Total 
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FINANCING PLAN 
US$ million 

Foreign Cost 

51.3 

2.5 
50.0 

103.8 

Local Cost 

45.3 

5.9 

51.2 

Total 

96.6 

2.5 
50.0 

5.9 

155.0 

The proposed credit of US$50 million would represent 48% of the project's 
foreign exchange cost and would be used to finance 100% of the foreign 
exchange cost of items 1 to 3, 4(i), 4(ii), 4(iii), and (together with US$2.5 
million provided under Loan 1732-EGT) 100% of expenditures on items 9 and 10. 
EGPC and GOE have agreed to finance local currency expenditure, equivalent t o 
US$45.3 million and foreign exchange expenditure equivalent to US$51.3 mill i on, 
plus costs of any overruns. The proposed credit would be made to the Arab 
Republic of Egypt, who, in turn, would onlend the proceeds to Petrogas through 
a subsidiary loan agreement. The loan to Petrogas would be for a period of 20 
years with a grace period of five years at a 8.25% annual rate of interest. 

Allocation and Disbursement of Credit 

2.18 The proposed credit of US$50 million would be disbursed as follows: 

(a) 100% foreign exchange expenditure on the high pressure transmission 
pipeline, odorizing unit, pressure regulating stations, and distri
bution network (items 1, 2, 3, 4(i), 4(ii) and 4(iii)); 

(b) 100% of expenditure on training; 

(c) 100% of expenditure for consultant's services. 

2.19 Disbursement of the IDA credit will be as follows. A detailed 
schedule of disbursement is in ANNEX 2.02. 

Calendar Year 

Incremental 
Cumulative 

US$ Millions 

15.0 
15.0 

1981 

11. 7 
26.7 

1982 

10.9 
37.6 

1983 

12.4 
50.0 

• 
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Retroactive financing of US$5 million will be provided for expenditure 
incurred by Petrogas, (essentially downpayments) on items proposed to be 
financed by IDA, between November 22, 1979 (date of the award of contract) 
and the date of the signature of the credit. It is anticipated that the 
credit would be fully disb ursed by June, 1984. 

Implementation 

2.20 Petrogas would have overall responsibility for implementing the 
proposed project. EGPC as a holding company will provide Petrogas with all 
the necessary support to complete and operate the project. Petrogas has 
appointed British Gas as its Engineering Consultants, who will assist in 
designing and supervising the construction of the project. This arrangement 
is considered satisfactory. Since consultants are important in the success
ful implementation of the project, assurance has been obtained that Petrogas 
will continue to employ experienced consultants, on terms and conditions 
satisfactory to the Association. Consistent with current practice in the gas 
industry, Petrogas has awarded a single responsibility contract for the entire 
project. The selected contractor would be responsible for detailed engineer
ing, construction of the high pressure pipeline, the distribution network, 
carcassing of dwellings and conversion of appliances. Undertaking discrete 
components of the project through separate contractors would have presented 
serious coordination problems, particularly at several points of interface, 
where problems of safety are most acute. In Egypt there is little or no 
expertise in the construction of domestic gas distribution networks, especially 
with polyethylene pipes. The contractor would therefore need to employ a 
large expatriate workforce to implement the project. The contractor would 
initially employ 40 expatriates, which would increase to 140 in the second 
year and decline smoothly over the next two years as these skills are tran
sferred to the local workforce. 

2.21 The contractor has agreed to a detailed construction schedule and 
is committed to complete the project within a period of four years. The 
implementation schedule requires the contractor to complete the entire high 
pressure transmission pipeline, odorization plant, and the pressure regulation 
stations within the first year. The yearly schedule for the distribution 
network and conversion of appliances is as indicated in the table below • 
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No. of No. of 1./ 
Calendar Year Customers Conversion Services Mains (Km) 

1980 8,000 15,000 600 80 to 100 
1981 40,000 75,000 2,200 250 to 275 
1982 54,000 100,000 3,000 250 to 275 
1983 58,000 110,000 3,200 250 to 275 

TOTAL 160,000 300,000 9,000 900 

The proposed project is scheduled to be completed by December, 1983. The 
master schedule showing the timing and completion dates of various project
related activities is in ANNEX 2.03. CPM for the Transmission Pipeline, 
odorization plant, and pressure regulation station is in ANNEX 2.04 and the 
logic diagram for the remaining activities is in ANNEX 2.05. 

2.22 Although the selected contractor is responsible for building the 
project on a turnkey basis, it would nonetheless impose a considerable burden 
on the organization of Petrogas. For this reason Petrogas' organizational 
requirements, recruitment schedule, and the training needs were evaluated. 
Immediate recruitment and training needs were identified and agreed upon 
during appraisal. Other important organizational issues were separately 
identified during apraisal and consultants were asked to undertake necessary 
studies. Recommendations based on these studies were reviewed during nego
tiation, (for fuller treatment of these issues see Section 3.07 to 3.11). 

Procurement 

2.23 Because of the considerations stated in Para. 2.20 and reviewed by 
IDA prior to appraisal, Petrogas decided to award a single responsibility 
contract for the entire project. Petrogas, through extensive local and 
international advertisements, invited contractors to prequalify; 50 firms 
responded to Petrogas' invitation. The criterion used for prequalification 
was based on the contractors' previous experience in distribution networks, 
organizational capability, financial standing, and experience in the Middle 
East. Primarily because experience in gas distribution, along with carcassing 
and conversion is relatively rare, only nine contractors prequalified. Tender 
documents were prepared by Petrogas' consultants, in response to which three 
bids were received from prequalified contractors. Petrogas, with the assis
tance of its consultants, evaluated the bids and awarded the contract to the 
lowest evaluated bidder on November 22, 1979. The Association J:../ reviewed the 
procurement procedures, including the specifics of prequalification, and found 
them generally to conform to its guidelines. 

J_/ In addition about 1800 services would need to be provided for an estimated 
30,000 "infill" customers. Most of these "infill" hookups would be 
required in year three and four. It is assumed that by this time Petrogas 
would have built up the necessary capability for providing this service 
from within its own organization. 

J:./ Detailed IDA review of Petrogas' procurement procedures, responsive 
nature and evaluation of bids is available on Project file. • 
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2.24 The Bank agreed to advanced contracting because of the emergence of 
exceptional conditions in the international oil market during and immediately 
following bid preparation. Even prior to the current round of price escala
tions, the cost of importing LPG and gas oil was US$170 per ton and US$140 per 
ton respectively. Recent disruptions in oil supplies have increased the price 
sharply; Egypt is presently importing LPG cargoes at a cost of $450 per ton. 
By not allowing advanced contracting project implementation would have been 
delayed significantly, increasing not only the project costs, but also sub
stantially, the import burden. Before agreeing to advanced contracting: 

(a) It was assured that the overall project design is appropriate 
(Para. 2.11). 

(b) GOE was advised that it was awarding the contract at its 
own risk and that it did not in any fashion commit the 
Association to grant a credit for the project; and ' 

(c) Executive Directors were advised of the possibility of 
advanced contracting through the monthly Operational Summary. 

Safety 

2.25 All fuels carry with them the risk of fire or explosion through a 
sudden release of energy; no gas system is immune from these risks. Natural 
gas may escape through leaks in transmission and distribution lines, failure 
of joints to remain gas-tight, leakage through pipe valves as a result of 
conversion, or from ill-fitting and maladjusted connections, careless or 
accidental misuse of appliances, etc. Fires in general have been more lethal 
than even the most spectacular explosions. 

2.26 The above risks notwithstanding, the use of natural gas in Cairo 
would distinctly improve safety levels over those for LPG which is currently 
being used as a domestic fuel. Natural gas is a safer fuel than LPG. Being 
much lighter than air (specific gravity 0.58) it tends to dissipate rapidly 
into the atmosphere when escaping from leaks. On the other hand, butane and 
propane (LPG) being heavier than air, (specific gravity 1.96 and 1.47 respec
tively), tend to settle on the ground providing the flammable source for 
longer periods of time. In addition since the calorific value of LPG is 
twice that of natural gas, energy release is much higher in the event of an 
accident. The fact that LPG comes in movable containers with flexible connec
tions makes it more prone to accident than a natural gas system which has 
fixed outlets and couplings. In the United Kingdom accidents recorded in the 
domestic sector from the use of LPG (per million therm) have been six times 
higher than from natural gas. An increasing number of acccidents and fatali
ties in Egypt, arising from LPG use, attest similarly to its hazards. 

2.27 Nonetheless, the proposed gas system carries with it the risk of 
serious accidents. With proper care, however, these risks can be reduced. 
Customer and employee safety is a primary consideration for a gas utility. 
To realize this goal, three main conditions must be assured: firstly, good 
specifications that set out high material and construction standards; secondly, 
well-defined and high standard operating practices and procedures; and finally, 
a corps of well trained employees who observe established specifications, 
standards, practices, and procedures, and routinely record and monitor actual 
performance, to establish proof of adherence. 
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2.28 To meet the above requirements in the Cairo gas distribution project, 
Petrogas has adopted British specifications where the gas system has a laudable 
safety record. It has also hired a contractor with extensive experience in 
laying gas networks and undertaking conversions in Europe. Separately, it 
would need to establish a rigorous supervisory procedure to ensure that the 
contractor adheres to specifications. This would, inter alia, require setting 
up an independent safety organization to undertake a technical audit, initiating 
a training program for the first line supervisors, and establishing a detailed 
code for supervisory and safety tests. Consultants have been asked to assist 
Petrogas in compiling, establishing and implementing a code for this purpose, 
with expatriate assistance in the initial phase of the project. Preliminary 
recommendations of the consultants were reviewed during negotiations; Petrogas 
has agreed to codify the required procedures and after review with IDA imple
ment them by December 31, 1980. 

Ecology 

2.29 No major environmental problems are likely to result from the imple-
mentation of the project. Natural gas is benign to the environment and its 
extensive use as domestic fuel is likely to reduce the pollution level in 
Cairo. The pipeline itself would pose no serious environmental hazard since 
it would be buried, and measures would be taken to assure proper protection, 
maintenance and operation. Design and construction would be in accordance 
with appropriate codes and standards to minimize the chances of over-pres
surization, corrosion, and third party damage. 

Project Risk 

2.30 Natural gas projects carry risks which can be minimized, but not 
entirely eliminated. The project faces operational and geological risks, and 
carries with it the risks of costly delays. None of these are significant 
deterrents to the project. While all natural gas pipelines carry operational 
risks of blow-ups, etc., industry has developed techniques and technology to 
reduce them to a minimum level. The existing gas production facilities at 

. Abu Ghardig are operated by an experienced oil ~ompany (GUPCO). Proven gas 
reserves are more than adequate to meet project needs. Possibilities of sig
nificantly augmenting gas supplies for Cairo are high. Since Cairo is not in 
the earthquake zone, other geological risks are minimal. However, slippages 
in implementation are likely for a project of this nature and magnitude. It 
is Petrogas' objective to convert 190,000 households to natural gas in the 
first four years. While it should be possible to complete the transmission 
pipeline within the stipulated time period (one year), the distribution 
network, conversion, and carcassing could face delays. Project implementation 
has been designed to attenuate these risks. The entire project has been 
awarded to one contractor so as to reduce delays arising out of inadequate 
coordination. In addition, substantial penalties for delays have been 
stipulated in the contract. Similarly, the contract contains significant 
incentives for early completion. 

Schedule and Reporting 

2.31 The proposed project is scheduled to be completed by December 31, 
1984. During negotiations agreement has been reached with Petrogas to submit 
monthly progress reports on each of the project sub-components. • 
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III. BENEFICIARY 

Background 

3.01 LPG, presently the principal domestic fuel in the urban areas, 
was first introduced in Egypt by Shell in 1935. The Bottle Gaz Company, a 
local concessionaire, was in charge of distribution. In 1957, the Societe 
Cooperative des Petroles, (COOP), a petroleum products marketing company and 
presently fully -owned subsidiary of EGPC, took over the Bottle Gaz Company. 
Petrogas was i ncorporated through a Decree in September, 1978, and is a fully 
held subsidiar y of EGPC. Besides assuming all functions relating to process
ing, distribut ing, and marketing LPG in Egypt, it was primarily created 
to promote and implement a natural gas distribution project which would 
subsequently function as a gas utility. All LPG related assets have now 
been transfer r ed from COOP to Petrogas, with COOP functioning as a marketing 
company f or all other petroleum products. 

3.02 EGPC functions as a holding company and by virtue of its statutes 
oversees the entire spectrum of oil and oil-related operations within the 
Egyptian economy. Its activities range from exploration to downstream 
operations l ike marketing and refining. However, except for foreign trade 
in crude oi l and refined products, EGPC works through foreign partners, 
(exploration) and fully-owned subsidiaries, (refining, transportation, and 
marketing). These latter companies operate essentially on a cost plus basis 
and charge EGPC a fee for processing and marketing crude oil and petroleum 
products . Petrogas distributes and markets LPG on this basis. 

Statutory Functions 

3.03 The main functions of Petrogas under its charter of creation are 
as follows: 

(i) Provision for storing, filling, transporting, and marketing 
of LPG; 

(ii) Purchase, import, manufacture, sale, and maintenance of 
appliances which use LPG or natural gas; 

(iii) Provision and sale of natural gas to industrial plants, 
power stations and residential areas; and 

(iv) Entry into joint vepture with any local or foreign entity 
havi ng similar objectives. 

While the functions as enumerated in its charter of creation relate to every 
aspect of gas di stribution in Egypt, presently it is the intention of EGPC 
that Petrogas , besides managing the distribution of LPG, focuses exclusively 
on implementing the proposed gas distribution project. EGPC will, however, in 
December 1980 review the organizational capacity of Petrogas for purposes of 
determining the desirability of entrusting it with additional work of gas 
distribution t o power and industrial units in Cairo. 
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Capital Structure 

3.04 The authorized capital of the company is LE30 million consisting 
of six mi llion shares. Of this, LE22.5 million is to be subscribed by EGPC 
and the balance of LE7.5 million by COOP. One million shares, (LES million) 
can be subscribed in cash and the balance of five million shares, (LE25 
million) is to be subscribed in kind. COOP has subscribed fully its share of 
LE7.5 million through asset transfer; EGPC has subscribed LES.7 million, also 
through asset transfer. Under the decree, Petrogas can call the balance 
equity within five years by giving EGPC fifteen days notice. In order to meet 
the financial needs of the project, Petrogas will revise appropriately the 
limits on its capital as set above. 

Organization 

3.05 Petrogas, under its statutes, is to be run by a Board of Directors 
consisting of a Chairman and eight members. The Chairman and four members 
of the Board are appointed by the Prime Minister and the remaining four are 
elected by the labour syndicate. In addition, the Prime Minister can appoint 
two technical experts, but their intervention in the Board's deliberations 
is limited to the area of their expertise. So far, only the Chairman has been 
appointed and the powers of the Board of Directors are vested in him. The 
Government of Egypt intends to nominate the Board of Directors over the next 
year. As in other subsidiaries, the directors would be selected from the 
senior managers and labour representatives working within Petrogas. The 
holding company, (EGPC), would not be represented on the Board of Directors. 
This reflects on the relative independence of the subsidiary in its day-to-day 
operations. However, EGPC would closely monitor Petrogas' development during 
the implementation period. Furthermore, EGPC reviews the company's performance 
twice a year in the general body meeting. The general body also approves the 
company's operating and capital budget. 

Existing Operations 

3.06 Petrogas' existing operations are confined almost exclusively to 
transportation, distribution, and marketing of LPG. Imported LPG is trans
ported in special tankers to Alexandria and Suez where it is pumped through 
pipelines to storage facilities. From here, the LPG is transported by road 
tankers and pipelines to four refilling plants at Mex, Moustorod, Tomuh, and 
Suez. Indigenously produced LPG is similarly transported to the refilling 
plants. There are presently in Egypt, 3.5 million LPG cylinders of 30 liters 
capacity for domestic use and 200,000 cylinders of 90 liters capacity for 
industrial use. Since domestic capacity for the fabrication of cylinders is 
limited, (400,000 cylinders per annum), a fair proportion has to be imported. 
After being refilled these cylinders are transported by road to 300 distribu
tion centers in Egypt, of which 100 are located in Cairo, 30 in Alexandria, 
and 170 in other areas of Egypt. 

Project Management Needs 

3.07 While Petrogas is a relatively new entity it has drawn upon the 
competent and experienced personnel of EGPC and the subsidiaries of EGPC, 
to man its senior levels. Most of the present managers in Petrogas have 

• 
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extensive experience in the oil industry and are therefore capable of discharg
ing their functions satisfactorily insofar as they relate to LPG operations. 
The oil industry in Egypt, however, has had little experience in domestic 
gas distribution. Petrogas, moreover, being a new entity, needs to create 
an organization which, besides overseeing LPG operations, would be capable of 
implementing the project and operating a safe gas utility. 

3.08 Project implementation as currently designed takes note of these 
limitations. Overall design specifications and network analysis was carried 
out by Petrogas' consultants (British Gas), who have extensive experience in 
this area. The task of implementation, (including detailed engineering, of 
the distribution network, internal carcassing, and conversion) has been 
entrusted to a contractor who has extensive experience in similar projects in 
other countries. Initially, Petrogas will secure expatriate assistance for 
supervising project implementation, (Para. 2.20 to 2.22). 

3.09 Nonetheless, Petrogas' managerial and organizational capabilities 
are critical to the successful implementation and operation of the project. 
It would need to establish an organization capable of managing the contract, 
ensuring extensive and effective supervision, and operating and maintaining a 
safe and dependable supply of gas to its customers. During the preconstruction 
stage, it would need to acquire rights of way, provide specific facilities for 
the contractor, develop a manpower recruitment and training schedule and 
create a corporate structure capable of managing the project and servicing 
customers. During construction it would be called upon to approve detailed 
engineering as carried out by the contractor, supervise construction, ensure 
that work quality adheres to safety standards, record and keep all documents 
relating to the project, such as "as-built" drawings, micro-films, etc. It 
would also need to service the contract in terms of quality checks of material 
used, material quantification, approval of bills, invoices, etc. Separately, 
it would need to establish an operational organization to service customers, 
undertake new extensions, establish emergency centers and handle emergency 
calls. Petrogas would also be required to provide the necessary interface 
between the contractor and other local bodies, launch extensive publicity 
campaigns, etc. 

Organization for Natural Gas Operations 

3.10 The present organizational structure and staffing level is inade-
quate to meet the above requirements. During appraisal the organization 
and staffing needs of Petrogas were considered at length. For satisfactory 
implementation and management of the proposed project, an action plan is 
required, firstly to strengthen the existing corporate structure, secondly, 
to set up a construction management organization and finally, to establish 
a gas operating organization. 

(a) Corporate Structure 

The present structure of the company is geared to manage 
LPG operations _and would therefore need to be strengthened and 
modified to take account of Petrogas' expanded responsibility of a 
natural gas supplying utility. While common staff functions would 
be performed by the director of finance, the director of personnel 
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and the legal counsel, LPG and natural gas operations would have to 
be split and each operation would have to be headed by a General 
Manager. Separately, a director for management information would 
have to be appointed who would be responsible for data processing, 
computer services and s ystems planning f or the company. Because of 
safety considerations the chairman would need to be assisted by a 
safety adviser under whose aegis technical audits relating to safety 
would be carried out. The organization chart relating to the 
company and to the office of General Manager, Natural Gas Operations, 
is given in ANNEX 3.01. This was reviewed and agreed upon during 
appraisal and key personnel have been appointed. 

(b) Project Construction Management 

A Project Manager would be responsible for supervis
ing project construction activities. He would be assisted by 
three functional managers in charge of transmission, distribu
tion, and customer services. These divisions would supervise 
the contractor's work on the transmission pipeline, distribu
tion network and carcassing and conversion. They would carry 
out the necessary tests and ensure that the contractor adheres 
to technical and safety specifications. In addition, the 
Project Manager would be assisted by a finance manager respon
sible for maintaining accounts and processing the bills, etc., 
relating to the contract. The organization chart of project 
management and the number of personnel required is in ANNEX 
3.02. A Project Manager has been appointed. During appraisal, 
agreement was also reached on the number and categories of 
construction management staff which would be recruited. Pursuant 
to this agreement, seventy-two field level supervisors have been 
recruited. 

(c) Natural Gas Operations 

It is expected that the first set of consumers 
would be converted to natural gas by the end of 1980. Petrogas 
would need to organize itself beforehand, so that it can 
discharge all the functions of a gas utility. For this purpose 
a separate department for natural gas operations would have 
to be established under an Operations Manager who would be 
assisted by a Central Manager and four Regional Managers for 
Helwan, Maadi, Nasr City and Heliopolis. The Central Manager 
would provide centralized services to the regions including 
technical services, (vehicles, stores, etc.), operating services, 
(cathodic protection, odorizing, communications, etc.), gas 
control and accounting (control stations, gas balancing, gas 
contracts), etc. The Area Managers for each of the four 
districts would oversee gas operations in those districts 
and provide all operation and maintenance services, customer 
services, construction of new service lines and hookups, 
emergency services, etc. In addition, Area Managers would 
be responsible for sales, meter reading, and billing. The 
organizational chart for the natural gas operations is in 
ANNEX 3.03. 

• 
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Agreement was reached with Petrogas on the overall organizational structure 
as delineated above and as shown in ANNEX 3.01, J.02 and J.OJ. Detailed job 
specifications and recruitment schedules have been worked out by Petrogas, 
with the assistance of its consultants. While key personnel have been 
appointed, Petrogas has agreed to fully staff the organization by December 31, 
1980. 

Training 

3.11 As indicated above, little or no experience exists in Egypt in 
regard to the construction of a gas distribution network and operation of a 
gas utility. Petrogas would have to design and implement an extensive train
ing program for various categories of personnel. Training programs would have 
to be drawn up, trainers identified and trained, and all facilities, tools and 
equipment needed for this purpose, acquired. Training is essential not only 
to ensure adequate supervision of the contractor, but also to create a corps 
of trained manpower which can rapidly replace the expatriate workforce. To 
ensure that the necessary transfer of skills and technology is effected, it 
would be necessary for Petrogas and Petrojet (a construction and contracting 
subsidiary of EGPC), to depute their personnel to the contractor. The con
tractor would provide the requisite training and thereafter utilize these 
personnel in project construction. Petrogas and Petrojet are currently nego
tiating such an arrangement with the contractor. British Gas is separately 
assessing in detail the overall training requirements including the establish
ment of a permanent training institute. The proposed credit would adequately 
finance the training requirements. Petrogas agreed to (i) prepare by 
December 31, 1980, with the assistance ·of its consultants, a detailed assess
ment of the overall training requirements of its personnel, (ii) submit to 
the Association by March 31, 1981 a detailed training program for its review 
and implement the agreed upon training program thereafter. Furthermore, 
Petrogas agreed to enter into a satisfactory agreement with the contractor by 
December 31, 1980, to train Petrogas personnel. 

Accounts and Audit 

3.12 Petrogas is obligated by law to prepare full accounts of its finan
cial position and of its annual operations, by the end of every year • These 
accounts are subject to an external audit by the Egyptian "Central Accounting 
Authority," and to the approval of the general meeting of stockholders held 
regularly within six months after the end of the year. Like all other public 
sector companies, Petrogas follows the "Unified Accounting System" established 
by a Presidential Decree in 1966. In addition, the Company must follow 
specialized subsystems of cost accounting and reporting developed by EGPC, 
in conformance with the Unified System, for use by all its petroleum sector 
subsidiaries. A general review of the accounting practices of EGPC will be 
carried out (as part of a study financed ~hrough Bank Loan 1732-EGT) by finan
cial consultants to be appointed by EGPC in May 1980. EGPC has agreed through 
Loan 1732-EGT to consult with the Bank on the findings of the diagnostic study 
and to commence the implementation of a plan of action for itself and its 
subsidiaries by July 31, 1980 • 

3.13 In addition, in order to provide for an efficient follow up of 
project development, an information system should be established for the 
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natural gas operations of Petrogas, which would lead to separate accounts for 
those operations. Petrogas has agreed to employ EGPC's consultants to (i) 
assist it in the design and implementation of an information system which 
would permit segregation of accounts pertaining to natural gas operations and 
accounts related to LPG operations; (ii) help it to implement the cost account
ing and cost control systems to be developed under the contract with EGPC, and 
(iii) review internal control for its overall operations, and develop recom
mendations for improvements. The consultant's recommendations will be reviewed 
by December 31, 1980. 

3.14 Having been instituted as a new company towards the end of 1978, 
Petrogas' first set of complete accounts will, as an exception, not be due 
before January 1980. Due to delays in the transfer of certain aspects of LPG 
operations from COOP to Petrogas, the company's accounts of its position since 
September 1, 1978, are at present still provisional and incomplete. Petrogas 
has agreed to submit to IDA, not later than September 30, 1980, a complete set 
of auditor's approved accounts of its position and operations covering the 
first sixteen months of operation between September 1, 1978 and December 31, 
1979. During negotiations, Petrogas furthermore agreed to have the project 
accounts and its other accounts and financial statements independently audited, 
and to supply IDA with copies of such statements no later than nine months 
after the end of every year. 

Insurance 

3.15 Petrogas covers all of its major facilities and equipment against 
fire, blowups, damage, and theft through comprehensive insurance schemes. 
The company has, in particular, extensive agreements to protect it against 
a variety of risks involved in the transportation, bottling, and delivery 
of LPG. Petrogas will enter into specific insurance agreements for its 
natural gas operations, including third party liability. Petrogas is covered 
by insurance policies with the three major public sector insurance companies 
within Egypt, (Misr, Ashark, and Al Ahliah Insurance), who are in turn re
insured outside the country. 

IV. FINANCIAL ASPECTS 

Introduction 

4.01 Although Petrogas' activities as of its date of incorporation 
(September 1, 1978) were exclusively LPG distribution, the emphasis of its 
responsibilities will progressively shift towards domestic gas distribution 
with the implementation of this project, as well as with the future development 
of other gas distribution projects in Cairo or in Alexandria. While sales of 
LPG and natural gas serve a similar purpose (provision of energy to domestic 
users), the financial and managerial characteristics of both operations are 
bound to be very different. LPG incremental investments are directly linked 
to demand and are relatively inexpensive, but the cost of this imported energy • 
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is high. Gas operations are highly capital intensive with large initial 
investments and low incremental expenditures as consumption develops, but cost 
of the gas, an indigenous commodity, is low. For social and political reasons, 
it is difficult for the government to set prices of fuels for domestic use 
(LPG and kerosene) at a level which would fairly represent the economic cost 
of importing and distributing these energies. In contrast, it appears pos
sible to reflect opportunity costs and aim for independent financial viability 
on gas operations. These major differences call for different financial 
objectives as well as separate follow-up and accounting systems. 

LPG Operations 

4.02 A suunnary and brief explanation of Petrogas LPG operations is given 
in ANNEX 4.01. Petrogas net fixed assets were LE13.3 million as of September 
1, 1978. They consisted essentially of LPG cylinders, vehicles, filling 
plants and storage facilities. Petrogas' current assets were LE6.2 million 
which were mainly LPG stocks and spare parts, (LE4.l million) and receivables, 
(LEl.8 million). Current liabilities were LE6.3 million, of which 44% related 
to payments due to EGPC for LPG supplies. Petrogas had no long-term debt and 
its equity was LE13.2 million. The level of paid-in capital will need to be 
revised (see para. 3.04). This revision will take into account the investment 
plan for LPG activities shown in ANNEX 4.01; LPG funding requirements are at 
present estimated at LE34 million for the period FY80 through FY85. 

4.03 LPG activities of Petrogas are quite typical of the arrangements for 
marketing subsidiaries in the oil sector in Egypt. Petrogas purchases LPG at 
a highly subsidized price from EGPC (LE24 per ton as compared to current 
border price of over LE300 per ton) and resells it at the domestic price, 
(LE52 per ton). The difference (or 'commission') was set in such a way as 
to cover operating, storage, distribution costs, etc., as well as a budgeted 
margin of about 12.5% of selling price. This system permits financial 
viability of Petrogas' LPG activities, independent of the actual economic 
cost of the energy. 

4.04 Since November 1973, there has been no increase in the selling 
price of LPG to the public, nor review of purchasing price from EGPC; as LPG 
operating costs have increased sensibly with domestic and international 
inflation, margins have shrunk from LE6.5 per ton in 1973 to LE4.8 per ton 
in 1978. EGPC has therefore agreed to maintain at all times Petrogas' 
commission on LPG distribution at a level sufficient to cover for Petrogas all 
LPG operating costs. 

Natural Gas Operations 

4. 05 Because of the fundamental differences between LPG and natural gas 
operations (para. 4.01), Petrogas has agreed to have separate accounting and 
financial follow up to its new natural gas operations. Prices for natural gas 
sales would be set at a level which would enable revenues to cover related 
operating expenses, generate enough cash internally to adequately ensure debt 
servicing, and finance the greater part of Petrogas' future expansion in the 
project areas (see para. 4.12). 
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Provision of Fixed Assets 

4.06 In its natural gas operations, Petrogas will provide all fixed 
assets up to the property line (transmission pipeline, gas regulating stations, 
distribution system, service lines and gas meters). While Petrogas will be 
responsible for the supervising and commissioning of internal carcassing in 
all the existing 160,000 apartments, and for the conversion of about 300,000 
existing appliances from LPG to natural gas envisaged under the Project, the 
Government/EGPC will finance the costs of the respective investments, which 
are presently estimated at LE200 per household. During negotiations, the 
Government and EGPC agreed to make enough funds (both in foreign exchange and 
local currencies) available to provide for the timely completion of this 
work. 

4.07 The Government took the decision to finance the costs of carcassing 
and appliance conversion for the following reasons: (i) consumers in existing 
households would be unwilling/unable to bear the full cost of carcassing and 
conversion; such a charge would be very large in relation to domestic fuel 
bills and incomes and would not be warranted by their marginal preference for 
gas over LPG; (ii) if the costs were met through the gas tariff the price to 
consumers to achieve viable natural gas operations would have to be set at a 
level (LE4/Mcf) which would impose too heavy a burden on low income consumers 
and might encourage shifts to low priced, but high value substitutes, such as 
LPG or kerosene, thus defeating the government's policy to encourage the sub
stitution of more economic fuels. In addition, such a method of cost recovery 
would also be inequitable since it would require all consumers to pay for part 
of the cost of the carcassing undertaken for the initial 160,000 consumers. 

4.08 There would remain, however, some avenues for the Government to 
recover, at least partially, the initial costs of carcassing and conversion 
from consumers, without jeopardizing their willingness to convert to gas. 
Consumers would be asked to trade in their bottles of LPG in exchange for 
conversion. Since Petrogas could use these bottles for its LPG operations, 
this could provide LE9 million, or about 25% of the total cost of carcassing 
and conversion. Another possibility is to have the consumer bear the cost of 
service lines or carcassing where it exceeds a certain stipulated length. 
These and other possible avenues would be considered in a short study to be 
undertaken by EGPC and Petrogas, with the help of consultants (see para. 
4.16). 

4.09 On completion of the project, Petrogas' capital assets for natural 
gas operations, (LE65.4 million) will consist of: (i) the high transmission 
pipeline (LE14.4 million); (ii) the odorizing unit (LE0.3 million); (iii) the 
pressure regulating stations (LEl.5 million); (iv) the distribution network 
including mains (LE14.8 million), service lines (LE4.6 million), regulators 
(LE3.6 million) and infill (LEl.6 million); (v) gas meters (LE8.5 million); 
(vi) training (LEl.5 million); (vii) consultancy (LE3.5 million); and (viii) 
related price and physical contingency (LEll.l million). Capital assets will 
be depreciated according to a schedule consistent with the Unified Accounting 
System. An assumption of a 5% depreciation rate has been used in the financial 
forecasts. This is conservative, in view of the projected life of the assets. ~ 
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For the purposes of computing rates of return on assets (para. 4.12) Petrogas 
agreed to revalue its gas related capital assets, depreciation charge and 
accumulated depreciation each year, according to a method acceptable to IDA. 
During negotiations, it was agreed that this revaluation will be achie·,ed 
by using the index published by the United Nations for the prices of machinery 
and equipment exported by developed countries. In the financial projectir ,ns, 
a revaluation rate of 10% a year has been assumed. 

Purchase of Gas 

4.10 Petrogas will purchase its natural gas supplies from EGPC. EGPC 
and Petrogas have agreed to enter by December 31, 1980 into an agreement 
whereby EGPC would supply Petrogas with the quantities of gas required to 
service the two power stations and the domestic/commercial consumers connected 
to the distribution system, at a price which would not be less, in terms of 
BTU, than the domestic price of fuel oil supplied to power stations. Based on 
the present domestic price for fuel oil, a transfer price for gas of LE0.19 
per Mcf, increasing by 10% a year, has been assumed in the financial projec
tions. 

Sale of Gas 

4.11 Petrogas' natural gas revenues will be obtained from the sale of 
gas to two power stations along the pipeline route and to private consumers 
in four districts of Cairo (see paras. 2.06 to 2.10). The power stations will 
be the major customer in the initial years, with an expected combined consump
tion of 2.2 billion cu.ft. in FY (Fiscal Year) 80, and 4.4 billion cu.ft. in 
FYs81 through 86; these gas turbine power stations are being established to 
function as base load stations up to 1986. However, once major steam turbine 
units come into service in Suez and Cairo, tl1e units would work only for 2000 
hrs/year for meeting peak requirements. It is expected that their demand for 
gas would thereafter fall to 2.2 billion cu.ft. per y~a1. Private consumption 
will increase in correlation with the number of houses connected. The overall 
growth of gas consumption is expected as follows (see para. 2.21). 

Growth Pattern of Gas ConsumEtion 

Year Ending 1980 1983 1985 1990 1995 2000 2005 

Houses connected (000) ll 8 190 271 363 455 548 640 
Private consumption (MMcf) 56 2,220 3,739 5,508 7,296 9,257 11,402 
Power station 

consumption (MMr f) 2,220 4,440 4,440 2,220 2,220 2,220 2,220 

Total com ump · v'l . ·1Mcf) 2,276 6,660 8,179 7,728 9,516 11,477 13,622 

ll These figures include infill • 
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Pricing Policy 

4.12 Pricing of natural gas sales to consumers should (i) ensure that 
over the longer term, operating revenues cover operating expenses, debt 
service, and provide a reasonable contribution to the future expansion of 
natural gas facilities; and (ii) price gas higher than its opportunity cost 
(i.e. fuel oil, f.o.b. price). It is realized that because of the necessary 
time lag in connecting sizeable numbers of consumers, Petrogas will require a 
number of years before it can earn a reasonable rate of return on its net 
fixed assets, to achieve the objectives set above. On the basis of present 
forecasts it would be reasonable to request Petrogas to earn 9% on its net 
revalued natural gas fixed assets only after 1990. In the meantime it is 
proposed to request Petrogas to meet the undermentioned financial targets: 
from FY 80 through FY 83, revenues should be sufficient to cover at least 
operating expenses (excluding depreciation), debt service, and working capital 
needs. Thereafter, Petrogas should achieve the following rates of return on 
revalued net assets: 

FYs 84/85 

3% 

FYs 86/87 

4% 

FYs 88/89 

5% 

FY 90 

7% 

FY 91 and thereafter 

not less than 9% 

During negotiations the Government and Petrogas agreed to these targets. 

4.13 Different sets of policies could be chosen at this stage in order 
to meet the financial objectives: (i) decrease the price of natural gas below 
its present level in order to stimulate consumption and therefore aim for 
financial viability through increased volume of sales, or (ii) set the price 
at a higher level, taking into account the risk of substitution of other 
fuels, and the effect on per capita consumption level. The first alternative 
has been adopted in many developed countries such as France, the U.K., and the 
Netherlands, in the 1950s-60s when natural gas distribution was substituted 
for town gas. In the context of Egypt, it is preferred to follow the increased 
price alternative for the following reasons: (i) this price ensures that 
economic pricing will be met; (ii) it encourages conservation of domestic 
fuels; and (iii) the risk of substitution of other fuels and/or decrease in 
consumption appears to be limited at present. These risks are addre~sed in 
detail in para. 5.16. 

4.14 Because of the social problems involved in the supply of domestic 
fuels, the Government is of the view that the price of gas to domestic con
sumers should remain constant during the first five years of operation. 
Current forecasts indicate that to meet the objectives of viability set 
above, the average price to domestic consumers would have to be set initially 
at LE3 per Mcf. During negotiations the Government/EGPC confirmed that the 
average price of gas would at no time be less than that level. Further
more, during negotiations, the Government and Petrogas agreed to submit every 
year, starting in March 1983, financial projections showing that the tariff, 
appropriately revised, meets the objectives of financial viability set in 
para. 4.12. It is expected that in the initial period (FY80 through FY84), 
there would be no need for revision of the initially agreed price, unless the • 
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conditions (price escalation, number of connections achieved, etc.) were to 
differ from present assumptions. 

4.15 It is anticipated that an average revenue of LE3 per Mcf would 
provide sufficient income to cover operating expenses and debt service re
quirements, during the period FY80 through FY84. It is also projected that 
the proposed tariff would enable Petrogas to meet its capital expenditure 
requirements for the program from its internally generated funds from gas 
operations after 1983. The DCF internal rate of return would be 20.6% in 
current terms (i.e. about 11% in real terms) over the life of the project. 
Projections assume that Petrogas' average earnings from gas sales to private 
consumers would be LE3 per Mcf between 1980-85, and would increase at a rate 
of 10% a year afterwards. 

4.16 Setting the price for domestic users at the proposed level would 
represent a major increase above the current price of LPG (an effective 
doubling), and could impose undue hardship on poorer consumers. To make 
the increased cost burden more equitable, Government has agreed to consider 
the possibility of setting a graduated tariff structure which would still 
secure Petrogas the average revenue indicated above while increasing only 
slightly the average domestic fuel bill of the poorer consumer. EGPC and 
Petrogas have agreed to undertake a tariff study to evolve such a graduated 
structure. This study should be finalized and submitted to the Association 
for review before December 31, 1980. Petrogas and the Government have also 
concurred that the agreed tariff will be implemented in time to match the 
first supply to consumers. 

4.17 The gas to be supplied to power stations will be sold at, at least, 
LE0.51 per Mcf. This price represents a sizeable increase over the LE0.19 per 
Mcf charged until recently to all power stations. Under Loan 1732-EGT, Govern
ment has agreed to revise energy prices in Egypt as a result of the Products 
Pricing and Gas Utilization studies which are now being undertaken, and which 
should be finalized by January 1981. Projections assume a price of gas to 
power stations of LE0.51 per Mcf in 1980, increasing by 10% a year thereafter. 

4.18 The proposed financial arrangement would ensure that Petrogas 
functions as a non-subsidized public utility for its gas operations incurring 
all actual costs involved in the process of gas distribution, while still 
achieving an adequate return. It represents a significant change in policy 
when compared with the commission system presently existing for Petrogas' LPG 
operations and EGPC's marketing subsidiaries (see para. 4.03). 

Petrogas' Financing Plan 1/ 

4.19 The table set out below gives a summary of Petrogas' estimated 
capital requirements for natural gas for the four year (FY 80-83) construction 
period of the project and the sources from which they could be met. Further 
details are given in ANNEX 4.02. 

ll As described in para 4.09, Petrogas capital assets will exclude external 
service lines, internal services and conversion of appliances. 



- 36 -

Requirements 

Construction - Project 
Working Capital 

Total Requirements 
Sources 

Internal Cash Generation 
Less: Debt Service 
Net Internal Cash Generation 
EGPC - equity contribution 
Borrowing: 

IBRD Loan 1732-EGT 
Proposed IDA Credit 

Total Sources 

LE US$ 
(millions) 

65.4 94.2 
0.7 1.0 

66.1 95.2 --

ll.9 17.1 
{6.42 {9.22 
5.5 7.9 

24.1 34.8 

1.7 2.5 
34.8 50.0 

66.1 95.2 --

99 
1 

100 

18 
.i!Ql 

8 
36 

3 
53 

100 

4.20 IDA funds will be onlent at the current Bank lending rate, i.e. 
8.25% interest, with a repayment period of 20 years including an initial grace 
period of five years. The Government of Egypt will bear the foreign exchange 
risk of the credit. EGPC will contribute the balance of the funds needed by 
Petrogas in excess of its net internal cash generation and long term debt 
drawdowns. An assurance from Government, and EGPC that they will provide 
Petrogas with the required funds, as and when needed, has been obtained during 
negotiations. EGPC is expected to contribute about LE24 million toward the 
project in the first four years. 

Future Finances 

4.21 Forecast Income Statements and Balance Sheets for natural gas 
operations for FYs 1980-2005 are given in ANNEXes 4.03 and 4.04 with relative 
notes in ANNEX 4.05. Salient features of the finances over the shorter 
period, FY 80-86, are set out below. 

Growth Pattern of Gas Consumption 

FY 80 81 82 83 84 85 86 

Net Income (before interest) (379) 419 1,000 1,758 2,769 4,067 5,489 
000 LE 

Operating Ratio % 129 89 84 82 78 75 71 

Rate of Return on 
Revalued Net Assets % (4. 0) 1.7 2.6 3.1 4.1 5.6 7.2 

Debt/Equity Ratio 59/41 65/35 59/41 55/45 50/50 43/57 37/63 

Current Ratio (times) 2.6 3.1 3.2 3.2 1.2 8.5 12.6 • 



e 

• 

- 37 -

4.22 Using as a basis for the forecasts the pricing set in paragraph 
4.10, (for purchase of gas) and paragraph 4.11 (for sale of gas), the following 
comments can be made: (i) Return on revalued net assets is projected at about 
6% in FY85, progressing to 10% in FY90. The conservative level of these returns 
is due to the fact that gas distribution system will be fully operational only 
after 26 years, once all 640,000 households are connected and, by the end of 
the disbursement period of the proposed IDA credit (1983), only 30% of the 
total projected connections will have been achieved. (ii) Net income would 
increase from LE419 thousand in FY81 to LES.5 million in FY86; however, owing 
to the heavy interest charges, annual net losses would be incurred until FY84; 
these should be eliminated by FY86 from net profits. (iii) The current ratio 
is expected to be satisfactory throughout the projected period. Nevertheless 
if, during the initial stage, internal cash generation were insufficient to 
cover debt service and working capital needs, EGPC would provide the necessary 
deficiency contribution. This has been confirmed during negotiations. (iv) 
Debt/equity ratio is expected to improve from 59/41 in FY80 to 37/63 in FY86. 
Debt service coverage should increase from 1.3 times in FY80 to 1.7 times in 
FY85, with higher coverages after FY87. During negotiations Petrogas agreed 
not to incur long term debt for its natural gas operations, without consulting 
IDA, unless its future debt service for these operations is (i) for each of 
the years 1981 and 1982 covered 1 times, and (ii) for each year thereafter 
covered 1.5 times, by a reasonable forecast of net natural gas income in such 
year, before charging depreciation. 

4.23 Petrogas is required to set aside reserves as prescribed by law, 
and in its charter of incorporation, in the following pattern: 2% of net 
income is invested in Nasr Bank shares; 5% of profit is allocated to cons
titute legal reserves; 5% of profit is used to buy government bonds or to 
be deposited in a special account at the Central Bank; and 5% contributes 
to the inflation reserves. After the appropriation to reserves, the rest of 
the net income is distributed as follows: 5% of paid capital is contributed 
to shareholders and employees; 10% of the remaining amount is EGPC's manage
ment fee; and the rest is either distributed to shareholders and employees, or 
set aside as reserves, according to the decision of the General Assembly of 
Shareholders. Since Petrogas' natural gas operations are expected, under 
depreciation assumptions, to have accumulated net losses until FY85, these 
provisions will only become effective in FY86. Despite these distribution 
arrangements, forecast indicates that net internal cash generation will be 
sufficient to cover expansion program requirements after 1983. Nevertheless, 
an assurance from the Government and EGPC that they will provide Petrogas 
with any funds required to carry on its expansion has been obtained during 
negotiations. 

Financial Sensitivity Analysis 

4.24 Cases considered in sensitivity analysis are presented in 
ANNEX 4.06 • 
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Results of Sensitivity Analysis 

Financial Return on Return on Debt Service 
Rate of Revalued Net Revalued Net Coverage 
Return Fixed Assets 1985 Assets 1990 1985 

(real terms) % % 

Base Case 10.6 5.6 10.5 1.7 
Case 1 12.3 7.9 ll. 9 2.0 
Case 2 8.9 4.4 8.0 1.5 
Case 3 7.1 3.0 5.6 1.3 
Case 4 8.7 4.3 7.8 1.5 
Case 5 9.3 4.7 8.6 1.6 
Case 6 7.9 3.7 6.8 1. 4 
Case 7 12.2 7.1 13.1 1.9 
Case 8 8.2 3.8 1.2 1.7 

Results indicate that (i) financial viability is very sensitive to pricing 
policies, both to power station, (Case 1) and to domestic consumers, (Cases 2 
and 3). These results underline the need for close monitoring of pricing 
issues during project implementation and a thorough supervision in order 
to ensure that Petrogas' financial objectives are met; (ii) should only 90%, 
or even 80%, of the scheduled connections be achieved each year, (Cases 5 and 
6) the financial results would be lower, but still acceptable. Similarly, 
should there be a drop of consumption to 90% of estimated level, (Case 4) the 
financial viability would not be dramatically impaired; and (iii) 20% overruns 
on the total project cost would bring DCF internal rate of return to 8.2% 
and rate of return on revalued net assets in 1990 to 7.2%, (Case 8). However, 
financial viability is rather insensitive to cost overruns on fixed assets 
acquired after 1983. 

V. ECONOMIC ANALYSIS 

5.01 The project's primary justification is the savings which accrue 
to the Government of Egypt by upgrading the use of its natural gas from a 
replacement for fuel oil to a substitute for gas oil and LPG. The project 
is the least cost method of meeting domestic energy demand in the project 
area and makes optimal use of Abu Ghardig gas. Natural gas prices will be 
increased significantly under the project, and a progressive tariff structure 
will be instituted to shield small consumers from international energy prices 
for their basic cooking needs, while encouraging larger users to conserve 
energy. The project has been designed to result in a significant transfer of 
technology and skills to Petrogas, which will enable it to expand domestic gas 
distribution in Cairo and other areas, in the future, with minimal expatriate 
input. 

• 
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Least Cost Solution 

5.02 There are three steps to the least cost evaluation of this project. 
The first is to determine that natural gas is the least cost alternative for 
meeting demand in the project area. The second is to ensure that the project 
represents the optimal use of Abu Ghardig gas and, finally, that the project 
itself is the . least cost design configuration. 

' 
5.03 The '. alternative to natural gas for the two gas turbines in the 
project area is gas oil, which they would otherwise have to use. The BTU 
equivalent border price of gas oil (at $320/ton) is about $7.6/mcf, compared 
with an average incremental cost of natural gas delivered by the project of 
less than $2.9/mcf for the power station component. To better assess domestic 
demand in the project area, a survey was undertaken by Petrogas of five per
cent of the households in the four areas. It was found that LPG is currently 
used for cooking in all of the houses, for water heating in about 35% of the 
houses, and for space heating in 3%. All houses use electricity for lighting 
(with 10 ampere connections), but only one percent has electric stoves. In 
the poorer areas, some consumers have a kerosene burner which is used to heat 
water. The primary domestic alternatives to natural gas, therefore, are (i) 
continued use of LPG, (ii) replacement by kerosene, and (iii) upgrading 
electricity supplies to allow electric stoves and water heaters. 

5.04 Replacing LPG with kerosene would merely be substituting one expen-
sive, internationally tradeable commodity for another. Both are high value 
petroleum products, although the storage problems of LPG in Egypt (necessita
ting smaller purchase lots) mean that kerosene's delivered cost to the consumer 
is marginally lower than that of LPG. A direct BTU-equivalent comparison 
between the two is not valid, however, due to the clear quality advantage of 
LPG in meeting consumer needs (para. 5.17). 

5.05 The possibility of upgrading existing electricity supplies to 
satisfy cooking and water heating requirements was also considered, although 
on energy conservation grounds it is unlikely that burning fuel to produce 
power would be economical compared with direct fuel use by consumers. Indeed, 
the additional fuel cost alone required to produce the incremental power 
equivalent of the gas consumption, over the life of the project, would have a 
total present value cost of LE280 million, or more than double the total domestic 
gas distribution costs of the proposed project. In addition, the electricity 
alternative would require investment in generation facilities, upgrading of 
the distribution system and house connections and the replacement of existing 
stoves and heaters by electric appliances (which are not locally manufactured 
at present). Therefore, the LPG and gas oil alternatives are used as the 
basis of comparison in the rate of return analysis. 

5.06 The major alternative use of natural gas in Egypt is as a fuel oil 
replacement in Cairo. Higher grade uses, such as feedstock, are not currently 
available in the area. Under the Gulf of Suez loan to Egypt, financing was 
included for a study of the optimal utilization of Egypt's natural gas re
sources. Given existing pipeline infrastructure and the current and projected 
international prices for LPG versus fuel oil (para. 5.09), the proposed 
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project represents the optimal use of the Abu Ghardig gas. Its net present 
value exceeds that of the next best alternative (fuel oil replacement in 
Cairo) by LE130 million at a 12% discount rate. 

5.07 The third stage of the least cost analysis is the design of the 
project itself. As discussed in para. 2.11, the original project design was 
completely revised following Bank review, and the current project configura
tion resulted from a detailed computer simulation of design alternatives. 

Return on Investment 

5.08 The project's return on investment has been calculated through a 
comparison of the costs and benefits of the project with those which would 
be incurred without the project. The without project alternative in this 
case is to continue using LPG to meet domestic demands in the project area, 
to use gas oil in the gas turbines at Nasr City and Heliopolis, and to use 
the natural gas in Cairo as a substitute for fuel oil. These alternatives 
are summarized below. 

Without project 
With Project 

Domestic 
Consumers 

LPG 
Natural Gas 

Gas Turbine 
Plants 

Gas oil 
Natural Gas 

Non-project areas 
in Cairo 

Natural gas 
Fuel oil 

The LPG and, in all probability, gas oil would have to be imported. The fuel 
oil is available locally and could otherwise be exported. Thus the border 
consequences of the project would be to reduce LPG and gas oil import require
ments and to reduce the amount of fuel oil which could be exported. Project 
benefits, in effect, are represented by the differential between the border 
prices of imported LPG and gas oil (c.i.f.) and the border price of fuel oil 
(f.o.b.) which is otherwise released for export. 

5.09 Prior to the current round of escalations, prices of petroleum products 
maintained a relatively stable relationship with the price of crude oil. Gas oil 
and LPG were priced at about 120% and 115% respectively, of the price of Arabian 
light crude oil, while fuel oil prices were about 75% of the crude price. On 
this basis, and pricing oil at US$33/barrel, international prices of LPG, gas 
oil and fuel oil would be US$275, US$290 and US$150 per ton, respectively. 
Freight charges for LPG and gas oil are estimated as US$75 and US$30 per ton, 
respectively. Recent disruptions in oil supplies have tended to increase both 
the international price differential and the freight charges which are appli
cable to LPG and gas oil. For the purpose of the base case analysis, however, 
the prices of LPG (c.i.f.), gas oil (c.i.f.), and fuel oil (f.o.b.), have been 
taken as US$350, US$320 and US$150 per ton. 

5.10 Project costs at constant (1980) prices, excluding taxes and sub
sidies, and including the incremental carcassing costs of future new houses 
have been used. The foreign exchange component has been converted to border 
prices at the exchange rate of US$1.44/LE and labor costs have been valued at 
market prices. The LPG/gas oil alternative includes all incremental costs • 
associated with continued production and distribution. 
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5.11 On this basis the internal rate of return on the project is 44%. The 
return on the component which supplies gas to the two gas turbine plants (if 
implemented alone with a smaller transmission pipeline) would be over 100%, 
and the incremental : return on the domestic gas distribution component is 
23%. The latter adds LESS million in net present value to the project. 

5.12 The major uncertainties of the project are the timing of the car-
cassing and conversion activities needed to connect domestic consumers and 
the potential for marginal fuel substitution once increased natural gas 
prices are implemented. If only 60% of projected consumption were to take 
place each year due to delays in connections and/or LPG/kerosene substitution, 
the project's rate of return would be reduced to 40% (and that of the domestic 
distribution component to 17%). If project costs were to increase by 30%, 
the total project return would fall to 29%. If currently prevailing gas 
oil/LPG/fuel oil price differentials were to continue over the project life
time, the return would increase to 67%. 

Pricing 

5.13 As shown below, Egypt's regime of administered prices has resulted 
in domestic petroleum product prices which, except for gasoline, are less 
than one fourth of their border equivalents (para 1.25). By maintaining 
prices at this level a valuable opportunity for increasing domestic resource 
mobilization is being lost. 

Percent of domestic requirements 
Price in US~/ton met by imEorts {exEorted} 

Product Domestic AEErox. Border 1977 Projected 1980 

LPG 75 350 74 86 
Premium gasoline 261 375 ) 

Regular gasoline 220 365 ) (87) (51) 
Kerqsene 56 325 (1) 11 
Gas oil 52 320 ) 
Diesel oil 44 320 ) (4) 26 
Fuel oil 11 150 ( 16) (15) 

To lay the groundwork for a fundamental change in Egypt's energy pricing 
policy, the Bank's previous loan in this sector included financing for a 
comprehensive _study of alternative price scenarios and their effects upon 
energy consumers. The study is expected to be completed by January 1981. 
Pending that detailed review, this project will succeed in raising natural gas 
prices to domestic consumers to an average level of LE3/mcf, which is above 
the border price of gas' current opportunity cost as a fuel oil replacement 
(about LE2.6/mcf). By comparison, the average incremental cost of gas produced 
and distributed by the project is about LE2/mcf, at a discount rate of 12%, 
and the equivalent border price of LPG is about LE5/mcf. 

5.14 To avoid imposing hardship on the poorer project area residents who 
use gas only for cooking, a progressive tariff structure will be agreed upon 
whereby the minimal requirements for cooking will be sold at a reduced rate 
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(para. 4.16). This will also minimize any incentive for the poor to switch 
from gas to low priced, but high value, kerosene (para. 5.17). A short tariff 
study will be conducted to determine the appropriate blocks in the tariff 
structure, but it is expected that consumption in excess of about 1,000 cf/ 
month will be charged at a rate which exceeds the border price of natural gas' 
current opportunity cost as a fuel oil replacement. 

5.15 The price of natural gas sold to power stations to be supplied by 
the project will be set at, at least, LE0.51/Mcf (para. 4.17). The Egyptians 
covenanted under the first loan to address the question of natural gas prices 
to the power and industrial sectors through the pricing study discussed above, 
in order to work toward a broader solution to energy sector pricing. 

Fuel Substitution Risks 

5.16 As noted in para. 5.12 a possible economic risk of 
the possibility of fuel substitution by domestic consumers. 
shows the current BTU equivalent prices of kerosene, LPG and 
compared with the proposed natural gas price. 

Fuel 

Kerosene 
LPG (official) 1/ 
Electricity]/ 
Natural gas 

LE/mcf 
equivalent l/ 

0.88 
1.15 
5.90 
3.00 

the project is 
The table below 
electricity 

While it is expected that the energy pricing study financed under the previous 
loan to EGPC will recommend an increase in kerosene and LPG prices, it cannot 
be assumed that such recommendations will be implemented by the time this 
project is completed. Therefore, in addition to continuing discussions with 
the Government on the general issue of energy pricing, the mission carefully 
examined the potential for fuel substitution and reviewed its possible effect 
on project benefits. 

5.17 The project rate of return is rather insensitive to marginal switch-
ing fom natural gas to kerosene or LPG. With respect to kerosene, there are 
several reasons why no more than marginal substitution is expected to take 
place. Its odor and safety problems limit its current and future use to the 
lowest income areas. In those areas, however, 70 percent of the households 
use only one bottle of LPG (LE0.56/mcf equivalent) per month. The progressive 
tariff structure with its lifeline rate for small users will minimize any 
substitution incentive for them. In the more affluent areas, electricity and 
LPG are the relevant candidates for natural gas substitution. In Maadi, for 

l/ Does not take into account differing appliance efficiencies. 
1:/ The black market price for LPG is about LEl.5 per bottle which is equivalent 

to about LE2.7/mcf. 
]_/ Effective January 1980 for consumers using less than 100 kWh/month. ~ 

J 
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example, 73% of the households consume more than one bottle of LPG per month, 
and 39% consume 3 or more bottles. For them, the proposed gas price is likely 
to represent a significant increase even over present black market prices, so 
there may be an incentive to switch back to LPG or to electricity. The risk 
of substantial switching back to LPG is limited because (i) the Government 
will close· LPG distribution centers in the project area so that sizeable 
transportation costs would be involved; (ii) the initial houses connected to 
the distribution system will have to trade in the LPG cylinders in order to be 
converted free of charge to natural gas; (iii) switching back to LPG would 
require either re-conversion or replacement of appliances, which would re
present high initial costs; (iv) natural gas has advantages over LPG in terms 
of safety and supply which will be advertised and appreciated by such con
sumers; and (v) the black market price of LPG is likely to increase as supplies 
become tighter. With respect to electricity even higher front-end costs are 
involved as all electric stoves have to be imported. In addition, the present 
power tariff of LE.02/kWh is significantly above the natural gas equivalent 
price, even allowing for possible efficiency advantages of electric appliances. 

VI. RECOMMENDATIONS 

6.01 During negotiations the following issues were raised with EGPC and 
Petrogas and satisfactory assurances were obtained that: 

(i) EGPC would operate gas fields at Abu Ghardig or other gas fields 
subsequently discovered and linked with Cairo, in a manner which 
would permit availability of the gas for the Cairo gas distribution 
network over a period of at least 16 years after project completion 
(paragraph 2.05); 

(ii) Petrogas would continue to employ experienced consultants on terms 
and conditions satisfactory to IDA, (paragraph 2.20); 

(iii) Petrogas, with the assistance of its consultants, would by 
December 31, 1980 compile a detailed code for supervisory and safety 
tests. Measures in this respect would be reviewed and agreed upon 
with IDA, (paragraph 2.28); 

(iv) Petrogas would periodically submit project progress reports to 
IDA, (paragraph 2.31); 

(v) Petrogas would fully staff its agreed organizational structure 
by December 31, 1980 (paragraph 3.10); 

(vi) Petrogas would prepare by December 31, 1980 a detailed assessment 
of training requirements of its personnel. Petrogas would further 
present a complete training program to the Association, for review 
not later than March 31, 1981. It would also, by December 31, 1980, 
enter into a satisfactory training agreement with the contractor 
for the training of Petrojet and its personnel (para. 3.11); 
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(vii) Petrogas would establish separate accounts for natural gas opera
tions. It would, further, employ consultants satisfactory to the 
Association for assisting it, (a) in designing and implementing an 
information system which would permit segregation of accounts; (b) 
in implementing cost accounting and cost control systems; and (c) in 
reviewing internal control for its overall operations, (paragraph 
3.13); 

(viii) Petrogas would submit to IDA project accounts and other accounts, 
duly audited by independent auditors, not later than nine months 
after the end of each year, (paragraph 3.14); 

(x) EGPC would review each year the commission on LPG distribution 
so as to ensure that it is sufficient to cover all LPG operating 
costs, (paragraph 4.04); 

(xi) Petrogas and EGPC would commission a study in order to evolve a 
graduated tariff structure and consider the possibilities of 
recovering, at least partially, the carcassing and conversion costs 
from the initial 160,000 consumers. This study should be finalized 
and submitted to the Association for review before December 31, 
1980, (paragraph 4.08 and 4.16); 

(xii) Petrogas and EGPC would enter into an agreement which would ensure 
an adequate supply of gas to the project. The price would not be 
less, in terms of BTU, than the domestic price of fuel oil supplied 
to power stations (paragraph 4.10); 

(xiii) Petrogas would from time to time set the average price of natural 
gas supplied to domestic consumers and the power stations to meet 
the following targets: in FY 80 through FY 83, revenues should be 
sufficient to cover at least operating expenses (excluding deprecia
tion), debt service and working capital needs; in FYs 84 and 85, 
Petrogas should achieve a 3% rate of return on revalued net 
assets, increasing to 4% in FYs 86 and 87, 5% in FYs 88 and 89, 
7% in FY 90, and 9% in FY 91 and thereafter, it being understood 
that the average price to domestic consumers and the price to 
power stations shall at no time be less than LE3 per Mcf and 
LE0.51 per Mcf, respectively (paragraphs 4.12, 4.14 and 4.17); 

(xiv) Petrogas would not incur any long term debt for its natural gas 
operations without consulting with IDA, unless future debt service 
for natural gas operations is covered (a) for each of the years 
1981 and 1982 1 times, and (b) for each year thereafter 1.5 times, 
by a reasonable forecast of net natural gas income in such year 
before charging depreciation (paragraph 4.22); 

6.02 Assurances were obtained during negotiations from ARE and EGPC on 
the following: 
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(i) ARE would by June 30, 1981 carry ·out a study to review the economic 
viability of rehabilitating and converting the existing gas distribu
tion network in central Cairo from producer gas to natural gas 
and linking it with the proposed project, and would implement any 
recommendations mutually agreed with IDA (paragraph 2.02); 

(ii) ARE would issue a decree prior to December 31, 1980 in relation to 
the buildings to be constructed in the project area, which obligates 
the builder to make necessary provisions for internal carcassing and 
external piping up to the periphery of the property line, under the 
overall supervision of Petrogas, (paragraph 2.12); 

(111) ARE would finance, in conjunction with EGPC, the cost of internal 
carcassing of the existing 160,000 apartments and conversion of 
about 300,000 appliances, (paragraph 4.06); and 

(iv) ARE would in conjunction with EGPC provide Petrogas with the funds 
required to meet capital expenditure needs during project construc
tion, to carry on its expansion, and to cover any deficiencies in 
debt servicing and working capital during initial stages of project 
operation, (paragraphs 4.22 and 4.23). 

6.03 Based on the above assurances, the project is suitable for an IDA 
credit of US$50 million • 
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PROJECTED DEMAND l/ 

FOR NATURAL GAS 

1980 - 1985 

Peak ConSU!!!J:!tion 1/ 
In million cu. ft. per day 1980- 1981 1982 1983 1984 1985 

Abu Qir Gas: 

Fertilizer 42 49 49 49 49 49 
Sponge Iron 35 64 64 
Power 12. 117 170 213 213 213 

Total Abu Qir 71 166 219 297 326 326 
,·.r 

Abu Ma1f'i . Gas: 

Fertilizer 64 64 64 64 64 64 
Textiles 18 18 18 35 35 35 
Power 53 53 53 53 53 53 

Total Abu Maadi 135 135 135 152 152 152 

Gulf of Suez Gas: 

Fertilizer 14 14 14 14 14 
Cement 14 14 14 14 14 
Power 43 85 128 128 

Total Gulf of Suez 28 71 113 156 156 

Abu Ghardii Gas: 

Cement 53 53 53 67 85 85 
Steel Works 43 43 43 43 43 43 
Power 78 78 78 78 127 177 
Households 1 3 6 9 10 

Total Abu Ghardig 174 175 177 194 264 315 

Total Peak Consumption 380 504 602 756 898 949 

Source: EGPC 

Represent potential demand for gas. In the absence of gas availability, 
fuel oil/gas oil would be required as replacement. 
1~a\ ~e.~at\~ w.u.c'n. n.ii\\e! than ave:raie deU1.and as a few investments consuming 

, l 00 o'C\ stte.a-m. tn.'i.o. 1eat · - gas v:iou.i.u. b 
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ANNEX 2.02 

EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Estimated Schedule of Disbursement 

Calendar Year and Quarter 

1980 

1st Quarter 

2nd Quarter 

3rd Quarter 

4th Quarter 

1981 

1st Quarter 

2nd Quarter 

3rd Quarter 

4th Quarter 

1982 

1st Quarter 

2nd Quarter 

3rd Quarter 

4th Quarter 

1983 

1st Quarter 

2nd Quarter 

3rd Quarter 

4th Quarter 

Cumulative disbursement 
end of quarter 

US$ 000 

15,000 

18,000 

21,000 

24,000 

26,700 

29,400 

32,100 

34,800 

37,600 

40,700 

43,800 

46,900 

50,000 
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TRANSMISSION PIPELINE & OFFTAKES 

MARASIK - HELWAN 

HELWAN - MAADI 

MAADI - NASR CITY 

NASA CITY - HELIOPOLIS 

ODOR ANT PLANT 

PRESSURE REGULATING STATIONS 

HELWAN (50%) 

MAINS & SERVICE LINES 

OUTLET SERVICES, METER & INTERNALS 

APPLIANCE CONVERSION 

NASA CITY 

MAINS & SERVICE LINES 

OUTLET SERVICES, METER & INTERNALS 

APPLIANCE CONVERSION 

HELIOPOLIS 

MAINS & SERVICE LINES 

OUTLET SERVICES, METER & INTERNALS 

APPLIANCE CONVERSION 

MAADI 

MAINS & SERVICE LINES 

OUTLET SERVICES, METER & INTERNALS 

APPLIANCE CONVERSION 

HELWAN (50%) 

MAINS & SERVICE LINES 

OUTLET SERVICES, METER & INTERNALS 

APPLIANCE CONVERSION 

COMPLETED CONSUMERS (CUMULATIVE) 

e 

CAIRO 
GAS DISTRIBUTION PROJECT 
IMPLEMENTATIO~ SCHEDULE 

r#,,.-, '· .. '. 

YEAR 1 AR 2 ' 
l 12 

I I 

18 24 

•• -·- . --• • 

8,000 48,000 

I I 

YEAR 3 YEAR 4 . . 
30 36 42 

102,000 160,000 

l I 

48 
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PETROGAS LPG OPERATIONS 
SUMMARY AND BRIEF EXPLANATION 

ANNEX 4.01 
Page 1 

Petrogas' LPG activities consist essentially of the sale of LPG and 
of LPG cylinders and household appliances. Summary Income Statements covering 
these activities for the period between September 1, 1978 and December 31, 1978 
are given below. The statements also include a summary of COOP's position on 
these operations in past years (para 3.01). 

Summary Income Statements 

Sale of LPG 

L.E. '000 

Sales 
Cost of Sales 
Gross Profit 
Overhead 

Net Profit 

Sale of Cylinders and Appliances 

L.E. '000 

Sales 
Cost of Sales 
Gross Profit 
Overhead 

Net Profit 

Total Net Profit 

Sale of LPG 

Cooperative Petroleum Company 
1976 1977 1978 

(First 8 mos.) 

10,973 12,952 10,039 
5 2000 5 2993 4 2620 
5,973 6,959 5,419 
4 2474 5 2542 4 2332 

1,499 1,417 1,087 

1976 1977 1978 - (First 8 mos.) 

2,240 2,081 2,791 
(2,014) (1,964) (2,650) 

226 117 141 
(42) (51) (40) 

184 66 101 

1,683 1,483 1,188 

Petrogas 
1978 

(Last 4 mos.) 

5,436 
2 2472 
2,964 
2,678 

286 

1978 
(Last 4 mos.) 

1,766 
(1,672) 

94 
(25) 

69 

355 

The financial arrangements on LPG sales are typical of existing 
arrangements for all EGPC marketing subsidiaries. For all these subsidiaries 
a products transfer price from EGPC is set in such a way as to ensure that the 
difference between the selling price of the public and the purchasing price 
from EGPC covers the cost of marketing plus an adequate margin. Petrogas 
purchases LPG from EGPC at LE24 per ton and sells it at LE52 per ton to 
domestic consumers. The differential (or "commission") has remained the 
same since 1965, when it was set to cover expected distribution costs, sales 
taxes, and a budgeted margin at LE6.5 per ton. • 
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Because of increased costs the realized profit margin on LPG sales 
declined between 1965 and 1975 to LE4.5 per ton in 1975. It continued to 
erode in the last three years from a level of LE7.1 per ton in 1976, to 
LE5.7 per ton in 1977, to LE4.6 per ton in 1978, despite EGPC's having 
assumed payment of the sales tax on behalf of its subsidiary throughout 
this three year period. As a result, despite a growth in LPG sales from 
about 210 thousand tons in 1976, to 250 thousand tons in 1977, to 300 
thousand tons in 1978, the total net annual profit earned on LPG sales has 
remained nearly unchanged at about LEl.4-1.5 million (or 89% of total net 
profit) for each of the three past years. Assurances would be obtained at 
negotiations that the Government would review annually the commission on 
LPG distribution (para. 4.04). · 

Sales of Appliances and Cylinders 

In addition to the sale of LPG, Petrogas purchases and sells 
appliances and cylinders to customers. Empty cylinders are either purchased 
locally at the price of LE12.8 per cylinder (half the sales) or are imported 
at the cost of LE20. The price to the customers is LE14.9 for the first 
cylinder and LE29 for subsequent ones. This selling price includes a 
guarantee to repair or replace them as needed. The average life of the 
cylinder is ten years. In 1978 sales of 164 thousand 30-liter cylinders, 
1,500 90-liter cylinders and 35 thousand LPG appliances yielded a net profit 
of LE170 thousand representing about 11 percent of net profit of LPG activi
ties in that year. 

Capitalization 

Petrogas' capitalization as of September 1, 1978 (date of its 
incorporation and of its last Balance Sheet) was as follows: 

LE US$ 
(millions) 

Net Fixed Assets 13.3 19.2 
Current Assets 6.2 
Less: Current Liabilities 6.3 ..(Q!..l) (0.2) 

Total Net Assets 13.2 19.0 

Represented by Equity 13. 2 19.0 = ==-===-

The fixed assets consist essentially of LPG cylinders, vehicles 
and storage facilities. The major share of the company's current assets 
consisted of LPG stocks and spare parts, (LE4.l million) and receivables, 
(LEl.8 million); a significant part (44%) of current liabilities relates 
to payments due to EGPC for LPG supplies • 
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At the time of its institution, Petrogas had no long term debt. 
Its authorized capital is presently set at LE30 million of which LE13.2 
million has been paid in through LPG related set transfers. The level of 
paid in capital would be discussed at negotiations (paras. 3.04 and 4.02). 

Future Operations 

Based on requirements for asset renewals and for expansion in 
activity, Petrogas had projected capital expenditures on LPG investments 
amounting to LE34 million (US$50 million) for the five year period between 
1979 and 1983. 

Investments 
in LE Million 1979 1980 1981 1982 1983 1979/83 

Land - Buildings 1.9 2.7 1. 8 0.9 0.8 8.1 
Machi~ery 0.2 1.5 1. 0 1. 0 1. 0 4.7 
Vehicles. , ':/ 1. 0 o.8 0.8 0.8 0.7 4.1 
Cylinders 6.7 3.8 1. 8 1. 9 1.9 16.1 
Other Expenditure 0.3 0.2 0.2 0.2 0.2 1.1 

Total Expenditure 10.1 9.0 5.6 4.8 4.6 34.1 

Given the limited projected profit on sales, and profit distribution 
requirements as detailed in para. 4.23, the company's internal cash generation 
from LPG operations is unlikely to cover more than 20% of this requirement 
over this period. It is therefore probable that the largest share of these 
budgeted investments will be met from EGPC resources. Assurances will be 
obtained at negotiations that Petrogas would not dispose of its surplus funds 
generated by natural gas operations for its LPG activities, unless sufficient 
funds are available to meet the totality of requirements for gas operations 
(para. 4.04). 

• 
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SOURCES 

NET INCOME BEFORE INTEREST 
DEPRECIATION 

INTERNAL CASH GENERATION 

INCREASE IN ACCOUNTS PAYABLE 
LONG TERM DEBT DRAWDOWN 
EGP C CONTRIBUTION 

TOTAL SOU RCES 

USES OF FUNDS 

CAPITAL EXPE NDITURE 
RETURN TO SHAREHOLDERS 
MANAGEME NT FEE 
DISTRIBUTION TO EMPLOYEES 
INCREASE IN ACCOUNTS RECEIVABLE 
INCREASE IN CASH 

INTEREST LONG TERM DEBT 
REIMBURSEMENT , LONG TERM DEBT 

TOTAL DEBT SERVICE 

TOTAL APPLICATIONS 

DEBT SERV, COVERAGE 

RETURN ON INVESTMENT 20,563i'.: 

1980 

(379,08) 
991,05 

611,97 

56,66 
11,240,00 
8,522.01 

EGYPT DISTRIBUTION PROJECT 
PETROGAS SOURCE AND APPLICATION OF FUNDS 

IN THOUSAND EGYPT-IAN POUNDS := 

· AFTER REVALUATION OF ASSETS ':f-.:,, _-

1981 

418,80 
1,674,46 

FINANCIAL r~ 

04/22/80 

1982 

999,69 
2,622.55 

1983 1984 

1,757,63 2,769,12 
3,796,76 4,271,38 

1985 

4,067,20 
4,803,91 

198i. 

5,488,95 
5,401.29 

Page 1 of 3 

1987 

5,382, 18 
6,082,23 

1988 

6,618,94 
6,842,34 

2,093,26 3,622,24 5,554,39 7,040,50 8,871,11 10,890,24 11,464,41 13,"461,28 

82,67 
9,040,00 
2,049,31 

88,62 
7,570,00 
6,610,01 

111,08 
8,610,00 
6,984,72 

122,34 

======== ========= 
112,85 85,55 31,15 110,25 

20,430.64 13,265,24 17,890,87 21,260,19 7,162,84 8,983,96 10,975,79 11,495.56 13,571,53 

19,821.00 

106,95 
39.04 

463,65 

463,65 

11,686.00 

204,43 
74,61 

1,300.20 

1,300,20 

15,613,00 

214,29 
78,22 

1,985,36 

1,985 ,36 

18,239,00 

269,89 
98,51 

1,898,97 

244,48 
2,-011,44 

2,107,86 

273,49 
1,264,25 

2,652,79 3,007,95 2,907,69 
2,430,67 

2,652,79 3,007,95 5,338,36 

2,339,69 
60,69 

20,23 
263,83 

3,153,52 

2,707,16 
2,430,67 

5,137,83 

2,816,28 
1,701,66 

117,84 
567,21 
81,45 

1,273,83 

2,506,62 
2,430,67 

4,937, 29 
========= ========= ==..====== ======== ========= --------

• 

3,037,77 
2,506.90 

237,14 
835 ,63 
284,38 

1,932,95 

2,306.09 
2,430,67 

4,736,76 

20,430,64 13,265,24 17,890.87 21,260.19 7,-J.62,84 8,983,96 10,975,79 11,495,56 13,571.53 
=-------- :a~~===== ==Ge==•== ======== · ========·--=~======= --------= 

-1,32 1,61 1,82 2,09 2,34 - 2,12 2,32 2,84 



1989 

SOUl~CES 

NET INCOME BEFOF,E INTEREST 8,112,91 
DEF'l~ECIATION 7,6cl9,92 

-··- -- -- ·-··-- -
INTERNAL CASH GENEl~AT I ON 15,812,83 

-·-·-- ·-··-----

INCl'/EASE IN ACCOUNTS PAYABLE 123,28 
LONG TEF/M DEBT Dl'MWDOWN 
EGPC CONTRIBUTION 

------------
TOTAL SOUFICES 15,936,11 

----·-·--·--

USES OF FUNDS 
·-·-··- - -.. - -·--- - ·-··-
CAPITAL EXPEND I TLJRE 3,466,93 
l;:E.i'UFW TO SH,"11,EHCJL.DERS 3,451,,24 
M/\NA GEMENT FEE 377, 78 
IIISTF/H<UTION T() EMPLOYEES 1,152.07 
INCFIEASE 1N ACCOUNTS 1, ECE I VAHLE 32B,21 
INCf<EASE IN CASH 2,618.65 

INTEF<ES T LONG TEl, M DEBT 2,10t) .56 
F:EIMBLJl,SEMENT , LONG TERM DEBT 2,430.67 

·- ·-·-·-- - - -- -
TOTAL DEBT SEl~VICE 4,536,23 

:;.;:;:;:;:=::::::::::= 

TOTAL APPLICATIONS 15,936,11 
---------

DEBT SERV, COVERAGE 3,49 

e 
- ·-~-- -............... -------

EGYPT DISTRIDU1ION PROJECT 
PETROGAS SOURCE AND APPLICATION OF FUNDS 

IN THOUSAND EGYPTIAN POUNDS 
AFTER REVALUATION OF ASSETS 

FINANCI,~L 
04/22/80 

19·70 1991 1992 1993 

9,918,90 11,987,79 14,280,48 17,029,24 
8rc',57, 05 9,720 , 43 10,923,06 12,258.91 

----·------
___ .. ______ ---------- ---·-··--- ---

18,575.9!:i 21,708,22 25,203.54 29,288,15 
---------- ----------- - ------·--- ---·--------

137,30 159,77 185,14 2()4, 12 

-------·--- --------- --------- ----------
18,713,25 21,867,99 25,388,68 29,492.27 
----·---·- ·-· - -· -·-·----- ========== ---------

3,742,84 3,953,47 4,611.59 4,871,03 
4,580,41 5,B51.85 ' 7,248.66 8,901,01 

544,32 732,68 I 939,62 1,184,4 :l ,· 
1,526.79 1,950.61 2,416,21 2,966,99 

377,99 432,56 489,38 559,63 
3,605.20 4,811.65 5,748.58 7, 275,09 

1,905,()3 1,704,50 1,503,97 1,303,44 
2,430,67 2,430,67 2,430,67 2,430,67 

-.. --------·- - ·-------- --------- ---------
4,335,70 4,135,17 3,934,64 3,734,11 

·===--==== ---·------ --------- ---------
;t.8,713,25 21,867,99 25,388,68 29,492,27 
--------- ========= --------- ==== ... ==== 

4,28 5.25 6,41 7,84 

e 

1994 

2(),350,92 
13,768,90 

---------
34, 1l. 9, 82 
·------·-·---· 

2:?.B,45 

---------
34,348,27 
========= 

5,681.93 
10,874,32 
1,476,76 
3,624,77 

648,82 
8,5013. 09 

1,102,91 
2,430,67 

---- --·-·--
3,533,58 

========= 

34,348,27 
---------

9,66 
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1995 1996 

24,1 70,32 28,584,83 
15,470,30 17,349,4 ';> 
-·--·--·-·---·-· ____ .... _, ___ 
39,640,.',2 45,934,32 
- ·-· -.. -·--·--·- ---··-·-·--·----

262,27 2<;>8.51 

------·--·-- ---------
39,902,89 46,232,83 
--------- ========== 

6,490,12 6,643,lB 
13,126,48 15,712,06 

1,B10,41 2, 1 ')3, 46 
4,37!3,49 5,237.35 

742,45 945.95 
10, 024, {3') 12,468,31 

c;o2. 38 701,B5 
2,430,67 2,430,67 

-----·---- ----------
3,333,05 3,132,52 

-----·--- -- --·-- -··-· -- -

39,902,89 46,232,83 
========== ---·- -··-- - ·-

11,89 14,66 

1997 

33,616,14 
19,484,26 
----·-·------
53,10(),40 
--·-·-·-·-·- -·-

3~W,59 

---···-·-·--·--
53,439,99 
---·---·--- -·-

7,')9.',.46 
18,643,21 a, 
2,627,70 0 

6,214,39 
9 62 ,70 

14,063.54 

~501, 32 
2,430,67 

---·--·----
2,931.9') 

-----···----

!53, 439, 99 
=========== 

18, 11 

e 



:WIJRCES 

NET I NCO ME ffE FORE INTEREST 
fl EPF,EC I AT I DN 

J:NTERNtlL CASH GENERATION 

INCREASE I N ACCOUNTS PAYABLE 
LONG TERM DEBT DRAWDOWN 
EGF'C CONTRIBUTION 

TOTA L SOURCES 

USES OF FUNDS 
- --··------- ·---·-
CAr'IU,L EXPENDITUR E 
1,ET Uf~N TO SHAl,EHOLDERS 
MANt-.OEME NT FEE 
DISf1UBUTION TO EMPLOYEES 
IN CF/E f.:: SE IN AC COUNTS RECEIVABLE 
I NCREASE IN CASH 

INTEl,ES T LONG TERM DEBT 
REIMBURSEMENT , LONG TERM [IEBT 

TOTAL DEBT SERVICE 

TOTAL APPLICATIONS 

DEBT SERV, COVERAGE 

EGYPT DI STRIDUTION PROJECT 
PETROGAS SOURCE AND AP PLICATION OF FUNDS 

IN THOUSAND EG YPTIAN POUNDS 

1998 

.3 9 , 4 3 2 ,83 
2 1,866 ,6 2 
---··-- ·- -·-·-
6 1, 2',''l . 45 
-----·----

385,30 

---------
61,684,75 
=--====== 

8,678.66 
22,014. 36 
3,127 ,13 
7,338,11 
1,098 .17 

16,696.86 

300,79 
2,430.67 

------- --
2,731.46 

-========= 
61,684.75 
-------== 

22.44 

AFTER REVALU AJI CN OF ASSETS 
FINANCIAL 
04/22/80 

1999 2000 2001 

46,191,38 54,048,41 63,000,89 
24,649,43 27,649.02 30,975,20 
- ---··· ·- ---- --------- ---·------
70,840,81 8 1,697 . 4 3 93,97 6,09 
--·---- --- -·- --- --- - ---------

425,96 490,43 552.06 

--------- --------- ---------
71,266,77 82,187,86 94,528.15 

--------- ========= ========= 

11 , 9 22,98 10,693,05 11,225.52 
25,913,17 30 , 3:11. 2 5 35,386.88 
3, 704,73 4,365,19 ·5, 108.25 
8, 6 37, 7 2 10,123,74 11,795,62 
1,254.94 1,433,78 1,618,61 

17,302.35 25,200.85 29,393,27 

100,26 
2,430 . 62 

--------- --------- ---------
2,530.88 

=======-- ========= ---------
71,266,77 82,187,86 94,528.15 
========= ========= ========= 

27,99 

2002 

73, 5 01,69 
34, 744,73 

---·-- -·----
108,246,42 

----------
620.22 

----------
108,866,64 

----------

13,440,11 
41,269,96 
5,979,81 

13,75 6,65 
1,859,68 

32,560,43 

----------
========== 
108,SJ,6,64 
========== 

2003 

85,563.20 
38,910.75 

---- ----- -
124,473,?5 
----------

694,07 

----------
125,168,02 

----------

13,831.04 
48,027,41 
6,980,92 

16,009,13 
2,103,88 

38,215.64 

----------

----------
125,168,02 
========== 
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2004 2005 

99,128,20 114,930,47 
43,801.64 49,033.87 

---------- ----------
142,929.84 164,014.34 
========== ========== 

798,33 BS'l,46 

---------- ----------
143,718,17 164,905,80 
========== ----------

19,996,28 17,041,22 
55,627,21 64,508,44 
8,106,81 9,422.5!:i 

18,542,39 21,502 ,IH 
2,390,69 2,723,46 

39,054.79 49,707,32 

---------- ----------
========== ----------
143,718.17 164,905,80 
========== ========-:: 

°' ,... 



:,UURCES 

NET I NCO ME BEFORE INTEREST 
flEl"F,EC I AT I ON 

lNTERNAL CASH GENERATION 

I NCREASE IN ACCOUNTS PAYABLE 
LONG TER M DEBT DRAWDOWN 
EGPC CONTRIBUTION 

TO TAL. S0Uf1CES 

US[S OF FUNDS 

CAPITAL EXPENDIT UR E 
RETURN TO SHAREHOLDERS 
MANM,EMENT FEE 
DISfRIB UTION TO EMPL OYEES 
INCREASE IN ACCOUNTS RECEIVABLE 
INCREASE I N CASH 

INTEREST LONG TERM DEBT 
REIMBURSEMENT , LONG TERM DEBT 

TOTAL DEBT SERVICE 

TOTAL APPLICATIONS 

DEBT SERV, COVERAGE 

EGYPT DISTRIBUTION PROJECT 
PETROGAS SOURC~ AND APPLICATION OF FUNDS 

IN THOUSAND EGYPTIA N POUNDS 

1998 

AFTER REVALU AJIC N OF ASSETS 
FINANCIAL 
04/22/80 

1999 2000 2001 2002 

.39,432 . 83 
21,866 .62 

46, 1'?1 , 38 
24,649 ,43 

54,048.41 63,000, 89 
27,649.02 30,975.20 

73,501 , 69 
34,744,73 

2003 

95,563 . 2 0 
38,910,75 
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2004 

99,128.20 
43,801,64 

2005 

114,9:30,47 
49,033.87 

61,299.45 70,840 .81 81 ,697.43 93 ,976 ,09 108,246,42 124,473 , ?5 142,929,84 164 , 014.34 

385,30 425,96 490,43 552.06 620.22 694,07 7SS,33 B'i'l,46 

61,684,75 71,266,77 62,187,86 94,528,15 108,866,64 125,168,02 143,718,17 164,905,80 

8,678,66 1 1 ,'122,98 10, 693.05 11,225 .52 13,440,11 13,831,04 19,996 ,28 17,041, 22 
22,014.36 25,913,17 30,371 . 25 35,386.88 41,269.96 48,027,41 55 ,627.21 64,508.44 
3,127.13 3, 704 . 73 4,365.19 ·5, 108.25 5,979,81 6,980,92 8,106.81 9,422 . 5~ 
7,338 .11 8,637. 72 10,123,74 11,795.62 13,756,65 16,009,13 18,542,39 21,502 .91 
::. ,098.17 1 , 254 ,94 1,433,78 1,618.61 1,859,68 ·2, 103, 88 2,390,69 2,72 3.46 

16,696.86 17,302.35 25 ,200.85 29,393.27 32,560,43 38,215.64 39,054.79 49,707, 32 

300.79 100,26 
2 ,430.67 2,430,62 

---------- ---·------ --------- --------- ---------- ---------- ---------- ----------
2,731.46 2,530,88 

---------- ====----- --------- --------- ---------- ---------- ---------- ----------
61,684,75 71,266,77 82,187.86 94,528,15 108,8.f,6,64 125,168,02 143,718,17 164,905,80 
- -------·- --------- --------- ========= ========== ========== ========== ========== 

22,44 27,99 
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fMTE OF INFLATION, LOCAL 
F/ATE OF INFLATION, FOREIC;N 
GENEl~AL RATE OF INFLATION 

G,~S DWELLINGS, AVERAGE NUMBER, 000 

SALE OF GAS, MMCF, PRIVATE USERS 
SALE OF GAS TO POWER STATIONS, MMCF 

UNIT F'RICE OF GAS, PRIVATE USERS, LE/MCF 
UNIT PRICE OF GAS TO POWER STATIONS, LE/MCF 

UNIT COST OF GAS, LE/MCF 

1:tEVENUES 
---·- ·- ---
SALE OF GAS, PRIVATE USERS 
SALE OF GAS, POW, ST, 

TOTAL REVENUES 

CJPERATING EXPENSES 
-·-------------------
G,<)S F'UF,Cl·IAf:iED 
FffW\l..UED DEF'REC,CHARGE 
GAS FIXED OPERATING COSTS 
GA S VARIABLE OPERATING COSTS 
INCOME TAXES 

TOTAL OPERATING COSTS 

NET INCOME BEFORE INTEREST 
INTEREST 

INCOME AFTER INTEREST AND TAXES 

OPERATING RATIO 

EG YPT DISTRIBUTION PROJECT 
PE TROGAS INCOME STATEMENT _ 

IM TflOUS(1ND EGY?rIAN POUNDS ,.
r)f-TER KEVALiJ:HI ON OF ASSETS , .~ 

FINANCIAL 
04.(22/80 

-

1988 1989 1990 1991 

,, "7'")t::"7 
..... ~· .... .J..:) 2.5811 2,8650 3,1802 
1,7175 1,8206 1,9298 2,0456 
2,1437 2,3581 2,5939 2,8533 

317,00 335,50 354,00 372.50 

4,834,25 5,170,06 5,508.24 5,855.70 
2,220,00 2,220.00 2,220,00 2,220,00 

4,39 4.83 5,32 5,85 
1,09 1.20 1,32 1.46 

0.41 0,45 0,49 0,54 

21,222,36 24,971,39 29,303,84 34,255.85 
2,419,80 2,664,00 2,930,40 3,241.20 

--------- --------- --------- ---------
23,642,16 27,635.39 32,234.24 37,497,05 

2,892.24 3,325.53 3,786.84 4,360.88 
6,842,34 7,699,92 8,657.05 9,720,43 

943,23 1,037,56 1,141.32 1,255.45 
5,912.05 6,884,46 7,989.78 9,245.45 

433.36 575.01 740.35 927,05 
--------- --------- --------- ---------
17,023,22 19,522,48 22,315,34 25}509,26 

6,618,94 8,112,91 9,918,90 11,987,79 
2,306,09 2,105,56 1,905,03 1,704,50 

--------- --------- --------- ---------
4,312,85 6,007,35 8,013,87 10,283,29 

--------- ---------- --------- ---------

0,72 0,71 0.69 0,68 

1992 1993 

3,5300 3,9183 
2,1683 2.2984 
3, 1386 3,4525 

391,00 409,00 

6,205,17 6,556,27 
2,220.00 2,220,00 

6,43 7,07 
1,60 1, 76 

0,60 0,66 

39,899,24 46,352,83 
3,552.00 3,907,20 

--------- ---------
43,451,24 50,260,03 

5,055,10 5,792,34 
10,923. 06 12,258,91 
1,380,98 1,519,10 

10,678,21 12,286,36 
1,133,41 1,374.08 

--------- ---------
29,170,76 . 33,230,79 

14,280,48 17,029,24 
1,503,97 1,303,44 

--------- ---------
12,776.51 15,725,80 

--------- ---------

0,67 0,66 
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1994 ·1995 

4,3493 4,8277 
2,4363 2.5825 
3,7978 4, 1776 

427,50 446,oo · 

6,921,23 7,296,56 
2,220.00 2,220.00 

7,78 8,56 
1,94 2,13 

0,72 0,79 

53,847.17 62,458.55 
4,306,80 4,728,60 

--------- ---------
58,153.97 67.187, 15 

6,581 ,69 7,518.08 
13,768,90 15,470.30 
1,671,03 1,838.14 

14,124,60 16,212, 10 
1,656.83 1,978,21 

--------- ---------
37,803.05 43,016.83 

20,350.92 24,170,32 
1,102.91 902,38 

--------- ---------
19,248,01 23,267.94 

--------- ========= 

0.65 0,64 

(J\ 
w 



RAT E OF INFLATION, LOCAL 
RATE OF INFLATION, FOREIGN 
GENERAL RATE OF INFLATION 

GA S DWELLINGS, AVERAGE NUMBER, 00 0 

S~LE OF GAS, MMCF, PRIVATE USERS 
SAL E OF GAS TO POWER STATIONS, MMCF 

UNIT PRICE OF GAS, PRIVATE USERS, LE/MCF 
UNIT PRICE OF GAS TO POWER STATIONS, LE/MCF 

UNIT COST OF GAS, LE/MCF 

REVENUES 

SALE OF GA ~i, F'FnVATE USERS 
!:i -~LE OF GAS, POW, ST, 

TO TAL F,EV ENLJ Efi 

OPERATING EXPENSES 
··--------------------
GAS F'Ul~CHASE D 
F:E VALLJ E[I DEF'REC,CHARGE 
UAS FIXED OPERATING COSTS 
GM, VARIABLE OF'EJ:;;ATING COSTS 
INCDME TAXES 

TOTAL OPERATING COSTS 

NET INCOME BEFORE INTEREST 
INTEREST 

INCOME AFTER INTEREST AND TAXES 

OPERATING RATIO 

EGYPT DISTRIBUTION PROJECT 
PETkOGA S I NCOM E STATEMENT 

IN TH OlJS,)Nl.l EGYf'.l lAN l"'O U/l i)S 
AFT ER ~f VALUA llON OF ASSE TS 

FINANCIAL 
0 4/22/ 80 

1996 1';'97 1998 

5 . 3 !:"J8 ;-' 5 . 9 4D 2 6 , 6 0 2:'j 
2, 7375 2,9018 3 ,0 759 
4.5?54 5.0549 5.5604 

46 4 . '' j() 4 fl 3,00 ~:,o J. • ~:50 

7,673.54 8,056,44 8,450.28 
2,220.00 2, :!20, 00 2,220.00 

9,42 10,36 11.39 
2,34 2.58 2,84 

0,87 0.96 1.06 

72,204,75 83,464,72 96, 2 413,69 
5,194,80 5,727,60 6,304,80 

--------- --------- ----------
77 ·; 479, 55 89,192,32 102,553,49 

8,607,38 9,865.38 11,310,50 
17,349,49 19,484,26 21,El66,62 
2,021,98 2,224.lt, 2,446.58 

18,!:i7 0,71 21,242,34 24,262 .57 
2,345,16 2,760,04 3,234,39 

--------- --------- ----------
48,894,72 55,576.18 63,120,66 

28,584,83 33,616,14 39,432,83 
701,B5 501,32 300,79 

--------- --------- ----------
27,882,98 33,114,82 39,132,04 

--------- ========= ========== 

0,63 0,62 0,62 

199'1 2000 

7. 328B B,135 0 
3 ,2605 :L456 1 
6,1164 6, 7280 

'.'\20,00 ~5 ]8. ~=;o 

8,8~i0,40 <J,256.82 
2,220.00 2,220,00 

12,53 13,79 
3,12 3,43 

1.16 1.28 

110,895,51 127,651.55 
6,926,40 7,614,60 

---------- -----·-----
117,821.91 135,266,15 

1~!,1341.66 14,690,33 
24,649,43 27,649.02 
2,691.22 2,960.32 

27,669,20 31,518,41 
3 ,.77';>, 02 4,399,66 

---------- ----------. 
71,.630,53 81,217,74 

46,191,38 54,048,41 
100,26 

---------- ----------
46,091.12 54,048,41 

========== ----------

0,61 0,60 

ANNEX 4,03 
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2001 2002 

9,0299 10,0232 
3.6635 3,8833 
7,4008 8,1409 

5'.:i7, 00 5'75. ~50 

9,669,52 10,094,27 
2,220,00 2,220.00 

15,16 16,68 
3,77 4,15 

1 .. 1 C-C" . .,., 

146,589,92 168,372,42 
B,369,40 ,,,213,00 

---------- --·--------
154,959,32 177,5B5,42 

16,764,22 19,087,12 
30,975,20 34,744,73 
3,256.35 3,5B2,00 

35, 86~;. 23 40,762,67 
5,097,43 5,907,21 

-------·--- ----------
<;>1, 958, 43 104,0133,73 

63,000,89 7~5,501,69 

---------- ----------
63,000,89 73,501,69 · 

========== ========== 

0,59 0,59 

a, 
~ 



e 
EGYPT DISTRIBUTION PROJECT 

PETROGAS INCOME STATEMENT 
IN THOUSAND EGYPTIAN POUNDS 
AFTER REVALUATION OF ASSETS 

FINANCIAL 

,(-1- OF INFLATION• LOCAL 
F . ':: OF INFLATJr , FOREIGN 
. ~~ERAL RATE iNFLATION 

GAS DWELi .. - , AVERAGE NUMBER, 000 

SALE o· r1S, MMCF, PIUVATE USERS 
SALE U~ GAS TO POWER STATIONS, MMCF 

04/22/80 

UNIT PRICE OF GAS, PRIVATE USERS, LE/MCF 
UNIT PRICE OF GAS TO POWER STATIONS, LE/MCF 

UNIT ~ .ST OF GAS, LE/MCF 

i'i:EVENUES 

S~LE OF GAS, PRIVATE USERS 
3ALE OF GAS, POW, ST, 

TOTAL f(EVENUES 

OPER ATING EXPENSES 

Gi~S r-=·ur~CHA!:>ED 
n~ ~~LUED DEPREC,CHARGE 
GAS FIXED OPER ATING en~~~ 
GAS VARIABLE OPER~- • COSTS 
T NC(Ji1E TAXES 

TOTAL OPERAl'ING COSTS 

NET INCOME BEFORE INTEREST 
INTEFi:EST 

INCOME AFTER INTEREST AND TAXES 

OF'G:ATING l~ATHJ 

2003 

11.125g 
4,1163 
8.9550 

594,00 

10,5!9,74 
' 2,220,00 

18,35 
4,57 

1. 70 

193,037,23 
10,145,40 

·--·-·-------
203,182,63 

21,657,56 
38,9l.0,75 

3,940,20 
46,278,54 
6,832,38 

----------
117,619,43 

8!:'i,563.20 

---------·-
B5,563,20 

-- ·--·- ··-- ·---

0 ,58 

2004 

12,3496 
4,3633 
9,8505 

612,50 

10,957,63 
2,220.00 

20,18 
5.02 

1.87 

221,124,97 
11,144,'40 

--------·--
232,269,37 

' 

24,642,17 
43,801,64 
4,334,22 

52,491,25 
7,8/1.89 

----------
133,141,17 

99,128,20 

---·-------
99,128,20 

-·-·-·------- ·-

0 i::-7 . ..,, 

2005 

13,7081 
4,6251 

10,8356 

631,00 

11,402,17 
2,220.00 

22.20 
5.53 

2,06 

253,128,17 
12,276,60 

---------·-
265,404.77 

28,061,t:;7 
49,033,87 
4,767,66 

59,484,37 
9,076,73 

----------
150,424,30 

114,980,47 

-----·-----
ll.4,980,47 
---·--·----·-·-

0,57 

ANNEX 4.03 
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1980 

ASSETS 

GROSS FIXED ASSETS 19, 821 ,00 
LESS ACCUMULATED DEF'REC I AT ION (991,05) 

- ·-•-M••••M•ri• M_,,,,_ 

NET FIXED ASSETS 18, 829 .95 
ACCOUNTS RECEI VABLE 106. 95 
CASH 39,04 

---------
TOTAL ASSETS 18,975,94 

---------

LIABILITIES AND EQUITY 
-----------------------
CAPITAL 8,522,01 
REVALUATION RESEl~VE 
NA SSER BANK SHARES 
LEGf.\L REf:JEl~VE 
ASBETS RESERVE 
STATE BOND RESE r~VE 

---------
TOTA L CAPITAL AND RESERVES 8,522,01 
ACCUMULATED LOSSES (8•l 2 , 73) 

---------
TOTAL EQUITY 7,679,28 
LONG TERM DEBT 11,240,00 
ACCOUNTS PAYABLE 56,66 

---------
TOTAL LIABILITIES AND EQUITY 18,975,94 

====-===== 

DEBT EllUITY RATIO 0,59 
CURRENT RATIO 2. 58 
RETURN ON NET ASSETS c:o (4,03) 

e 

CGY PT GAS DIS TRIB UTION PRO J ECT 
PETROGAS BALANCE SHfEf 

IN THOUS AND [CYl' I JAN f' OUNDS 
AFTER REVALUA TIO N OF ASSE TS 

FINANCIAL 
04 /22/80 

1981 1982 1983 

33,489 ,10 52,451.01 75,935,11 
( 2 , 764.62) (5,663.63) (10,026.75) 
--------- --------- ·------·----·--
30,724,48 46,787 ,38 65, ')08 , 36 

311. 38 !525.67 7 ~.>5. 56 
113,65 191,87 290,38 

--------- --------- ----------
31,149,51 47,504,92 6 6 ,994,30 
- ·-------- --------- - ·- ·----- ·-- -

10,571,32 17,181.33 24,166.05 
1,882,99 4,955,44 , 9,634,18 

--------- --------- ----------
12,454,31 22,136,77 33,800,23 
(1,724,13) (2, 709.80) (3,604,96) 
--------- --------- ----------
10,730,18 19,426,97 30,195,27 
20,280,00 27,850,00 36,460,00 

13'7,33 227 .95 339,03 
--------- --------- ----------
31,149,51 47,504,92 66,994,30 
========= --------- ----------

0,65 0,59 0,55 
3,05 3, 15 3,20 
1 , 69 2.sa 3,12 

19B4 

85,427, 59 
(15,300 ,81) 
--·---------

70,1 26 ,78 
1,040,04 
2,301,82 

---·-------
73,468,64 

----------

24,166,05 
16,225,01 

----------
40,3'11,06 
(3,843,79) 

----------
36,547,27 
36,460,00 

461,37 
----------

73,468 ,·64 

---------
0,50 
7,24 
4,07 

198~~ 1986 

96,07B,21 108,025,72 
(21, 634,80) (29,199.57) 
·-----·- ---- ------"·-·--

74,443,41 713,826,15 
1,31 3 ,53 1,577,36 
3,566,07 6,719,59 

- -·--·------
____ _ M _ __ ___ 

79,323,01 87, 123,10 
=== ==== ==== -----------

24,166, 05 24,166,05 
23,237,69 30,682,03 

1.95 
4,88 
4,88 
4,88 

---------- ----------
47,403,74 54,864,67 
<2,684,28) 

---·------- ----------
44,719,46 54,864,67 
34,029,33 31,598.66 

574,22 659,77 
---------- ----------

79,323,01 87,123,10 
=========== ========== 

0,43 0,37 
8,50 12.58 
5,63 7,16 
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1'7137 

121,644,57 
(38,201.76) 
----------

83,442,Bl 
1,658,131 
7,993,42 

----------
93,095,04 

========== 

24,166,05 
38,564,64 

59,46 
148,66 
14B,66 
148,66 

-----·-- ---
63,236,13 

----------
63,236,13 
29,167,'79 

690,92 
----------

93,095,04 
========== 

0,32 
13,97 
6,63 

°' °' 



1988 

ASSETS 

GROSS FIXED ASSETS 136,846,80 
LESS ACCUMULATED DEPRECIATION (48,864,28) 

----------
NET FIXED ASSETS 87,982,52 · 
ACCOUNTS RECEIVABLE 1,943,19 
CASH 9,926,37 

----------
TOTAL ASSETS 99,852,08 

========== 

LIABILITIES AND EQUITY 
-----------~-----------
CAPITAL 24,166,05 
fffV/\LLJAT ION RESERVE 46,908,92 
Nt,SSER .,~NK SHARES 145,72 
LEGAL .i:srnvE 364,30 
ASSET 1 1:/ESEFIVE 364,30 
STAT BOND RESERVE 364,30 

----------
TC ~ CAPITAL AND RESERVES 72,313,59 
~ JM ULATED LOSSES 

-----------
J e EClUITY 72,313,59 

u ERM DEBT 26,737,32 
(' LINTS PAYABLE 801,17 

--------
."AL LIABILITIES ANr1 EQUITY · 99,85:' d 

DEBT EClUITY RA". lO 0,27 
CURP :NT RATI1 14,82 
RET RN ON N' T ASS' . rs o.:> 7,72 

e 
EGYPT GAS DISTRIBUTION PROJECT 

PETROGAS BALANCE SHEET 
IN THOUSAN!.• EGrr-· ! IAN r-u:1Ne::; 
AFTER REVALUATION OF ASSE1S 

FINANCIAL 
04/22/80 

1989 1990 1991 

153,998,41 173,141,09 194,408,67 
(61,450.63) (76,252.74) (93,598.44) 
---------- ---------- ----------
92,547,78 96,888,35 100,810,23 
2,271,40 2,649,39 3,081,95 

12,545,02 16,150,22 20,961,87 
---------- ---------- ----------
107,364,20 115,687.96 124,C54,05 
========== ========== =========== 

24,166,05 24,166,05 24,166,05 
55,707.17 64,961.95 .. 74,650.79 

265.87 426, 15 631.82 
664,67 1,065.36 1,579.52 
664,67 1,065,36 1,579.52 
66'4,67 1,065,36 1,579.52 

-----·----- ---------- ----------
82,133.10 92,750.23 104,187,22 

---------- ---------- ----------
82,133,10 92,750,23 104,187,22 
24,306,65 21,875.98 19,445,31 

924.45 1,061.75 1,221.52 
---------- ---------- ----------
107,364,20 115,687,96 124,854.05 
---------- ---------- ---==-----

0,23 0, 19 0,16 
16,03 17,71 19,68 
8,99 10.47 12,13 

1992 

218,461.13 
< 113,881,34) 
-----------

104,579,79 
3,571,33 

26,710.45 

------------
134,861,57 

:.11•c•zc=:z:==.i:: 

24,166,05 
84,731.82 

887,35 
2,218,35 
2,218,35 
2,218,35 

-----------
116,.440,27 

-----------
116,440,27 

17,014,64 
1,406,66 

-----------
134,861,57 

• ==--_;;:::-----

0.13 
21,53 
13,91 

Page 2 of 4 

1993 1994 1995 

245,178,27 275,378,03 309,405,95 
(137,528,38) (165,050.12) (197,025,43) 
----------- ----------- -----------

107,649,89 110,327,91 112,380.-52 
4,130,96 4,779.78 5,522,23 

33,985,54 42,493,63 52,518,52 

----------- ----------- -----------
145,766.39 157,601.32 170,421,27 

a:m•~=c::c=== aaasza=r:a==c::a: •~==•c::==•= 

24,166,05 24,166,05 24,166,05 
95,189,80 105,954,79 116,987,58 
1,201,87 1,586,83 2,052,19 0\ ...... 
3,004.64 3,967.04 5,130,44 
3,004,64 3,967,04 5,130,44 
3,004,64 3,967.04 5 .. 130.44 

----------- ----------- -----------
129,571.64 143,608,79 158,597,14 

----------- ----------- -----------
129,571,64 143,608,79 158,597.14 
14,583,97 . 12,153,30 9,722,63 

1,610,78 1,839,23 2,101,50 
----------- ----------- -----------

145,766.39 157,601.32 170,421,27 
============ ====::::====== -----------

0.10 0,08 0,06 
23,66 25,70 27,62 
16,05 18,67 21,71 



ASSETS 

GROSS FIXED ASSETS 
LESS ACCUMULATED DEPRECIATION 

NET FIXED ASSETS 
ACCOUNTS RECEIVABLE 
CASH 

TOTAL ASSETS 

LIABILITIES AND EQUITY 

Ct\F' IT AL 
REVAL UATION RESERVE 
NA SSER BANK SHARES 
LEGt,L RESE/~VE 
,')SSETS RESERVE 
STATE BOND RESERVE 

TOTAL CAPITAL AND RESERVES 
ACCUMULATED LOSSES 

TOTAL ECIUITY 
LONG TEF/ M DEBT 
ACCOUNTS PAYABLE 

TOTAL LIABILITIES AND EQUITY 

DEBT EQUITY RATIO 
CUfll,ENT RATIO 
RETURN ON NET ASSETS CZ> 

1996 

346,989.73 
(234,077.46) 
----- --·-··-·--

11 2 ,912.2 7 
6,368,113 

64,986,83 
-----------·---
184,267,28 

---·----·----

24,ibt.>.05 
128, 225 .{>4 

2,b09.85 
6, ~:;24. ~:j(} 

. 6,~.:i24.!59 
6,524.59 

---·--------
174,~';7 '.'i ,31 

174,575,31 
7,291.96 
2,400,01 

184,267 ,28 

0,04 
29,73 
25,38 

EGYPT GAS DI STRIBUTION PROJECT 
PETROGAS BALANCE SHEET 

IN THOUSAND EGYPTIAN POUN DS 
AFTER REVALUAT ION OF ASS~TS 

FINANCIAL 

1997 

389,685.16 
( 276, '169. 47) 
----·--- -----

11 2 ,715,69 
7,330.88 

79,050,37 
-----------

199,096,94 
---·--------

24,1.66.05 
139,516, 86 

3,272 .15 
8, 1GO, :B 
8,1 80 ,33 
8,!B0.33 

-----------
191,496,05 

191,496,05 
4,861.29 
2,739,60 

04/22/80 

1998 

437 ,332.34 
(326,533.04) 
---- -------·--

110,7''9,30 
B,429,05 

95,747,23 
-----------
214,975,58 

=========c= 

24,166,05 
150, 708 ,43 

4,054.79 
10,136.513 
10,136.93 
10,136,93 

-----------
209,420,06 

209,420,06 
2,430.62 
3,124,90 

J.999 

492, 7'88 • ~j5 
( 383, 83~';, 77) 

------------
109,l'.52 ,78 

9,683.99 
113,049,58 

-----------
231,886.35 

==========:= 

24,166.05 
161,868,36 

4,9 76 ,61 
12,441,4r; 
:l2,44l..49 
12,441.49 

-----------
228,335,49 

228,335,49 

3,550,86 

2000 

'.:i52, 9BO. 46 
(449,868,37 ) 
- - ·-· ·- -· ·---·-· - -· ·-

103,112.09 
11,117,77 

138,250,43 
-----------

252,480,29 
=-===== == ===== 

24,166,05 
172,783,64 

6,057,58 
15,143,91 
15,143.91 
15,143,91 

-----------
248,439,00 

248,439,00 

4,041,29 

199,096,94 214,975.58 231,886,35. 252,480,29 

0.02 
31,53 
29,80 

0,01 
33,34 
35,28 

e 

=========== '=========== 

34,56 
42,00 

36,96 
50,93 

2001 

619,504.0:3 
(52 ~j ,B30.41) 
-· -- ·-· ·-·- ·-· _ .. ··---

93,673 ,62 
12,736,313 

167,643,70 
-----------
274,053,70 

:=ca:1:1:a:::::a:c:r:z=:s 

24,166,05 
183,094,85 

7,317,60 
18,293 ,95 
18,293,95 
18,293,95 

-----------
269,460,35 

269,460,35 

4,593.35 

274,053,70 

39,27 
64,03 
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2002 

694,894.54 
(613,1513,18) 
-------·-- - ·-

81,736,36 
14,596.06 

200,204,13 _____ .. _______ 
296,536.55 

••=-========= 

24 ,1 66,05 
192,462.21 

8,787,63 
21, 9t.><}. 03 
21,969,03 
21, 96'1, 03 

------ ·--·-,--
291,322 ,98 

291,322,98 

5,213.57 

296,536.55 

41,20 
83,81 

e 

°' CX> . 



-

ASSETS 

EGYPT GAS DISTRIBUTION PROJECT 
PETROGAS BALANCE SHEET 

IN THOUSAND EGYPTIAN POUNDS 
AFTER REVALUATION OF ASSETS 

FINANCIHL 
04/22/80 

2003 2004 2005 

GROSS FIXED ASSFTS 778,215,03 876,032,81 980,67i,31 
LESS ACCUMULATED DEPRECIATION <713,384,751 (828,524,871 (960,411.23) 

NET FIXED ASSETS 
ACCOUNTS RECEIVABLE 
CASH 

TOTAL ASSETS 

LIABILITIES AND EQUITY 
----------------------' CAPITAL 
REVALUATION RESERVE 
NASSER BANK SHARES 
LEGi",L l~ESERVE 
ASSETS RESERVE 
STATE BOND RESER VE 

TOT~! . CAPITAL AND RESERVES 
~; ~UMULATED LOSSES 

· TOTAL ECWITY 
LONG TERM DErlT 
ACCOUNTS PAYABLE 

TOTAL LIABILITIES AND EQUITY 

DEBT EQUITY RATIO 
CURRENT RATIO 
RETURN ON NET ASSETS CZ) 

64,830 , 28 
16,699.94 

23B,419,77 

319,'749,99 

24,166.05 
200,635 .84 

10, 498 ,89 
26,247,19 
26,247,19 
26,247,19 

- - ---------
314,042,35 

-----------
314,042,35 

5,907,64 
-----------
319,949,99 

=========== 

43,18 
116, 76 

47,507.94 
17,090 .63 

277 ,474,56 

344,073,13 

24,166.05 
207,118,86 

12,481,45 
31 , 203.60 
31,203.60 
31,203,60 

-----------
337,377.16 

-----------
337,377,16 

6,695,97 
-----------
344,073,13 

=========== 

44,29 
176,48 

20 , 266 .08 
21 ,814.09 

327,181.88 

369,262,0:5 

24,166.05 
211,869.65 

14,781.06 
36,952.62 
36,952.62 
36,952.62 

----------- · 
361,674,62 

-----------
361,674,62 

7,587,43 
-----------
369,262,05 

-----------

46,00 
339,31 

ANNEX 4.04 
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- 70 - ANNEX 4.05 

NOTES AND ASSUMPTIONS OF FINANCIAL STATEMENTS 

Revenue Account 

1. Inflation on local costs has been estimated at 12% in 1981 and 11% 
afterwards. Inflation on foreign costs has been assumed at 9% in 1981, 8% in 
1982, 7% from 1983 through 1985 and 6% afterwards. 

2. Sales revenues are based on a price to domestic users of LE3 per 
Mcf for 1980 through 1984 increasing by 10% a year thereafter 1985. Price 
of gas sold to power stations has been assumed at LE0.51 per Mcf in 1980 
increasing by 10% a year afterwards. 

3. Gas is assumed to be purchased from EGPC at LE0.19 per Mcf in 1980 
increasing by 10% a year afterwards. 

4. , ·, Depreciation has been calculated on the basis of a composite 
straightline annual rate of 5% on revalued capital assets. 

5. Operating costs were estimated by British Gas and are inflated by 
10% a year. 

6. Petrogas incurs taxes on its incomes retained as legal reserves, 
assets reserves and state bank reserve at the rate of 39.7%. For income tax 
purposes, depreciation expense is based on historical cost, and losses can be 
carried forward up to 3 years. 

7. Loan interest has been taken at 8.25% on the average balance of 
long term debt outstanding for the year. 

Balance Sheet and Flow of Funds 

1. Gross capital assets and accumulated depreciation are revalued at 
the rate of 10% a year. 

2. Accounts receivable represent one month of sales. 

3. Cash is assumed to be at least 3% of the sales. 

4. Petrogas allocates 2% of its earnings to Nasr Bank reserve. It 
furthermore allocates 15% of its net income as follows: 5% to Legal reserve, 
5% to State Bank reserve and 5% to Assets reserve. The rest of its earnings 
are partly paid as dividends to shareholders, partly transferred to EGPC and 
partly distributed to employees according to usual practices in Egyptian 
petroleum sector. These provisions are taken to come into effect when incomes 
have absorbed initial losses. 

5. Accounts payable represent one month of operating expenses and it 
has been assumed that Petrogas pays EGPC for gas within 30 days. • 
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Base Case 

Case 1 

Case 2 

Case 3 

Case 4 

Case 5 

Case 6 

Case 7 

Case 8 

e 

/ 
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CASES CONSIDERED IN SENSITIVITY ANALYSIS 

Selling Price 
of Gas to 

Power Station 
LE/MCF 

0.51 

o. 75 

0.51 

0.51 

0.51 

0.51 

0.51 

0.51 

0.51 

Selling Price 
of Gas to 

Private Consumers 
LE/MCF 

3 

3 

2.75 

2.50 

3 

3 

3 

3 

3 

Consumption 
of Gas per 
Household 

MCF 

14.1 

14.1 

14.1 

14.1 

13.0 

14.1 

14.1 

15.5 

14.1 

ANNEX 4.06 

Houses 
connected 
in 1985 

'OOOs 

271 

271 

271 

271 

271 

244 

217 

271 

271 

Cost 
Overruns 

% 

20 
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El OtllJH 1 C ANAi. Y SJ S 

JN THOUSAND fGYPllAN POUNOS 
11180 PRJCES 

011/10/AO 

l«J80 

2115.011 
105.00 
2211.00 

II. 011 
'56. 36 

!ORI 

?115.00 
1oc;.oo 
;,;,11. 00 

30. '511 
11311. oz 

z, z·zo. oo ,,,11110.00 

---------- ---------Z,27fJ.3b 11,A711.oz 
CIIIJSIJ'.IPT • "" FIIE.l LIil AS ll[f>LACEHE.NT TCI r,115 CIINSUHE.D, 000 TrtNS SIJ.211 I ;>1,.nr; 

CIJST5 l NVIIL Vl 0 111 IIATURAL GAS AL TE RNA Tl VE 
r: IJS T JF GA$ (I.INSUH[I) 113?.51 '17.b. f)(, 

fl )([0 ASSf TS ACCIUI SJ T JUN 21,6fJI.OO 20,05(,.00 
!llJT TLfS It~ [JC(tiAIJGE f (IR C IIRCA SS I l~G/C!JtJVE. RS JIii~ (1135.00) (2,175.00) 
•u TtJR•L GAS PROJE.l T r J J<E. o UPERA TIHG CUSTS 220.00 no.110 
NG PRUJFCT, VARI AfllE OP[RATJNG CUSTS 3b.fl0 2AO.b0 
COST :Jf FU[L USE.O AS REPLIICE.HENT roR GAS CONSllM[D 6,220.20 n, 11 o.;,c; 

---------- ---------Tl.ITAL c,,s' $ INVUL VEU JN NG SIJLUT lllN ZA,BS.51 J2,73b.91 

----=----- ========= 

1 l'G G&S l])l 

-----------D 1(1 LINGS :., IT If LPr, 11.00 • 30.'iO 
c,,,~su,.,p, 1111, (.If LPG, LPG AL Tr: RIIA Tl VE, 000 TUHS t. 2b ?.HO 
GAS II IL CU,JSIIHT }UH l:IY PUWE H STA Tl ON, 000 TONS 55.07 11 0. 111 

CtJSTS I ~,vut. vr o 111 LPG IILTEHIIATTVE. 
rosr Jr LPG (fJNSUMEO 308.70 2,1101.00 
i )l'(IU l ING tllSlS, I. Pe, 3l.1b 2511. 1\0 
l'I Alll ANI> [tJ, LPG AL Tr RIIA Tl VF. 2,520.00 2,930.00 
CflST '.JF r, A!) OIL (t1NSUMEl1 IJY PIJW[ R STATlltNS 17., H~.bU ?11,1,71. 36 
C IIS T JF GA~ ( UI~ S11'4£ IJ 111H[RWJS[ 1132.'il '17b.1Jb 
,- T J(f 0 ' IP[ JUT I NG COSTS f llR GAS CUNSIJH[I) 1111.00 t.6.00 
V~RIAKLf Ul'[RAllHG CIISTS rim GAS C0HS11t4f0 7.36 ';(>. 17 

---------- ---------T11TAL Cr,$ T, Lr>r. 1;as 1111 SIil UT I or~ l'i,661 0 01 31,305.VI 

======:=== ========= 

l'PIIJH T SAVINGS f17.,ll'i11 0 <;0I fl,'131.'>71 

========== ========: 

e 

19A7. 

;,uc;.oo 
1115.00 
n11.oo 

1411 • "i 0 
I,;, I II .77 
ll,llll0.00 

---------'5, 6511. 27 
1117.1(, 

l,0711.31 
l5,'1A5.00 
12,'1211.00l 

11110.00 
111.110 

l'i,1151.AO 

---------110,1qq_51 

------------------

A II• 'i 0 
21.1,q 

110. 111 

(,,71111.05 
71'1.'111 

,,010.110 
7.11,t,71. lb 

1,0111 • .-~1 
flA. Oil 

I 'i'5. /Ill 

---------36,<;b,.llf 

------------------
C'l,?\'1. Hl 

-------=-

ANNEX 5,01 

Page 1 of 5 

I <lfl 3 

?115. (10 
1115.00 
?.7'l. oo 

t'5\.on 
2,Zl0.03 
11,11110.00 

---------b,bb0.03 
1n.B 

I , ;> f, 5. II I 
713, 1 on.on 
(3, !bl .OO) 

11110. 00 
1,1101.c,n 

113,1'1'1.b'i 

---------11,,,251.f>f, 

========= 

t"i3.00 
'it.Ill 

I IO. 111 

12,<;?9.30 
1,37.'1.bll 
3,070.00 

? II, f, 7 I • 3 (, 
l,;>(,':,.111 

IIA 0 00 
;>A I.~;, 

---------,n,;,3<;.23 

-======== 

n.111t..113> 

========= 

I QRIJ I OR<; 

2<1<;. OU ;,11<;. 110 
Io<;. on 1 nc,. on 
;>;>ll. Ott 2;,,1. 00 

?. I?.. 011 2<;;,. t;O 
3,101.0;, 3,7~<J.5\ 
IJ,11110.00 0,01111.00 

--------- ---------7,<;01.02 /1,17'1.53 
l'H, .110 21 t!. flR 

I , O .\II. I 11 I • <;<;II. I I 
Q, <jlJO • IHI O, 5110 .110 

1111 o. on IJIIO. 110 -....J 
1,050.110 7.,3;,1.on N 

20,h?.f..?11 7.2, \<;2.110 

--------- ---------.B,11'11. lo 31,,20<1.01 

========= ========= 

2 I?. nu 7.<;;>. ':,0 
77.?'1 A 7. /12 

11 o. 111 II o .111 

17, 71 I. nc; ?l,5l<; 0 QO 
I, fl 70. <;11 ?,2R,. ·p 
ll, Ot,ll O 0(1 3,11111.on 

;>II, I, 1 I • 31, ;,11, b 71. :Sh 
1,11\11.lo J ,<;5 11.11 

PA.no RR.Oil 
3'10. 011 11 (,IJ • (,0 

---------
____ .,. ____ 

'>0,?Jll.l.S t;IJ, (107 • ;><I 

========= ========= 

I 1,, ?113. 03 17,707.lA 

=-======= ========= 



e 

crrsr ·,r ll'GCCIF>, LF. 1111n 
CfJST If run UILfftJll), Lf/1111' 
cr,s, .)r GAS Ull(CtF>, l[/llm 

D,l[l.Ll"IGS Cf11Hl£CHD TU NAlUr!Al GAS 
crruSU 'IPTf{J N or GAS, PRIVATE CUNSUHEl!S, HHCF 
(fJ1lSlJ '4P"f 111" ftf GAS, PUW[R SlATJUNS, MHCF 

TIIT4L CONf;lJHPT IUIJ or GAS, HHCF 

f_GYPT IJISTRlllllllON PRflJfCT 
HONIIMIC ANALYSIS 

IN l HIIUSAllO [GYP TI All PIJUNOS 
l9RO P1HC£S 

011/10/AO 

211r;.oo 
105.00 
2211.00 

1 'IR7 

?115~00 
105 0 00 
2?11.0IJ 

2A0.00 
11,IIH,.oo 
11,11110.00 

;,911~r;o 
11,'>07.15 
2,220.00 

?115.00 
105.00 
??ll.00 

317.00 
,, , 11311.;>'j 
?,2?1J.OI) 
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' '11\ '1 

2115.oo 
tos.no 
7711.00 

H<i.'iO 
'i,170.0(, 
2, 2211. 0 0 

car;.oo 
l 0'-,. 00 
;>;>11. 00 

.S'ill. 00 
",,",Ol\ 0 ;>/1 

2,220.00 

?.a'i.no 
t O'i. no 
;,;,a. no 

H;>.<; o 
<;,l\<;'i. 70 
7.,720.no 

--------- --------- --------- --------- --------- ---------
(UllSU '4P-y • IIF ruu IIJL AS l!E.PLACEM[NT TU GAS CUHSUMED, 000 TUNS 

8,b2L.00 
2211.so 

b,7<'7~35 
I 7'>.0? 

7,ll'ill.25 
1,n.sq 

7,31)11.0b 
fq;>.H 

r.usrs INVIJLVl::D IU NATURAL GAS ALTERNAJIVE 
(11ST .JF GAS CIJNSIIHEI> 
rtX[D •ssrrs A(QIIISITION 
Rf1TTL [ S IN (XCHAIJGE ruR (APCASSJHG/CIINV[RSlflH 
N,,un,L GAS PRUJ[[T FIXED UP[l!ATING CUSTS 
~G PR UJECT, VAl!IABLE UP[RATING COSTS 
f:!IST Jr Furl USEO AS R[PLACEM[NT FDR GAS CUl~SUMTll 

TOTAi . CIJSTS INVULVEI> JN NG SIILUJII.IN 

O~[LLl"IGS wJTl-t LPG 
( IJIJSU :IPf)fJIJ (If ll'c;, LPG Al HRIIATIVE, 000 Tims 
GAS IIIL tr.ttlSllMTIUN 1-tY PIJWEI! SlATIIIN, 000 TUNS 

COSTS l"IVUUfl> Ill LPG ALTlRNAJ)Vl 
rusT JF LPG CUHSUH[I) 
!Jt'[l!A TING f!J~lTS, I. PG 
1•1 ,,n lNll ru, LPG AL HRNA JIVE 
C!JST ;,r (;As fill c11N'stJM[D UY PtJWf R STATJUHS 
cusr :Jr GAS CDNSUHEO IJTH[RWJS[ 
FJX[O (JpfRATING COSTS fllR GAS CUNSIJME.D 
VARI lUl( UPLl'AT WG COSTS Fflff GAS CIINSUM[O 

ru,-L ens', LPG GAS llJl SCJLUTJIIN 

l'IWJEl T SAV lllGS 

1,&38.911 
2,011 .3'5 

11110.00 
2,'l'Jt..00 

13,572.50 

1,?7A~7.0 
1,973.110 

,,110.00 
2,596.95 

IA,3811.115 

I ,"5110.31 
z,010.20 

11110. 01) 
2,7'i7.90 

l9,;>7h.'15 

1,11011.11 
l,'173.LIO 

11110. 00 
2,9111.115 

;,o, 1'111.f,5 

l,llf>R.\7 
t,911).J', 

,,110.00 
\, 01<1.110 

71.119.70 

I ,r;sa. \R 
t,'17\.llo 

II/JO• 00 
3 , 2110.15 

;>;>,O&R.'10 

--------- --------- --------- --------- --------- ---------
========= ========= ::======= --------- ======~== 

c.'80~00 
<>9.\3 

II O .111 

211,33'>.65 
2,582.58 
'i,190.00 

21l,(,71.3f> 
1,blfl.911 

Afl.00 
11117.70 

298,50 
1011.01 
5';.07 

2b,llb2.115 
2, I\IJIJ • ?b 
11,500.00 

12,335.611 
I ,77R.?n 

flA.00 
51?.H 

317.oo 
117.00 
'i5. (17 

?fl,bl>'i.00 
l,0112.00 
3,M,o.on 

Ii?, H5.bA 
1,3110.31 

1111.00 
5'il.511 

H'J. 'in 
12L.31 
55. 07 

.S0,<>11<,.q5 
3,;>llll.Of, 
3,A110.oo 

I 2, H':i.f>II 
I , II O II. I I 

Rll 0 00 
5Al.77 

_so:;u. on 
I l',. q11 

<;',. 07 

33,305.SO 
.S,'>311.1111 
11,0;,n.oo 

I 2• H5.bfl 
I , Min. \ 7 

1111.on 
h I",. 9f, 

------------------

'H2.'itl 
1ar;.qn 

':,'l.07 

v:;, 71l'i.5o 
\,7q3.110 
11,q1n.011 

1 ;,, :n'i.Ml 
J ,<;Jll.311 

/\A.no 
f>llfl. 15 

--------- --------- --------- --------- --------- ---------
========= ========= ========= ========= ========= ========= 

========= ========= ------------------- ========= ========= ========= 



cr,sT :.IF l.l'(;((IF), ll/fON 
COST JF Fiil L IJJL(HIH), L£/TON 
r.usT jF GAS OJL(CIF), Lt/TUN 

O•l[tll~GS cu,mECHO TII NATURAL GAS 
(1111'31J•IPTIUM IJF liAS, Pl!IVATE CllNSUHEkS, MMCF 
c,,1,su ·,P, IIJtl I.IF GAS, Powr.R STA TJONS, MHCF 

f11HL (ONSUMPTJIJN IJF GAS, HM(F 

LGYPT OISTRJRUTtON PROJECT 
HlfNUMIC ANALYSIS 

IN flilJUSAtlO EGYPTIAN PlfUl~OS 
19110 PIHC:[S 

011/111/110 

2115.00 
105.00 
n11.oo 

Zll'j.OO 
105.110 
2?11.00 

391.00 
6,205.17 
z,zzo.oo 

/IIJ?.011 
6,556.?1 
Z,2?0.0'I 

1()<1/f 

;>115.(10 
IO'>.oO 
;> ;,11 • (I ft 

11?7 .so 
b,??l .?.3 
2,;,;,0.00 
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?'l'i • 00 
lo"i.no 
;,;,11.no 

1111(,. 0 0 
7,?')f,.5(, 
7.,2;>0.00 

I Qqf, 

?lit;~ 00 
Inc:,. oo 
n1i.oo 

II f, II• '>O 
7,1,H.511 
2..??0.011 

;,ac;.oo 
105.01) 
;>;>II. 00 

111n.no 
R,OC,h.llll 
;,,;,;,o.ou 

--------- --------- --------- --------- --------- ---------
c111,su·1P,. or FIJ[L IIIL AS REPLACl:MENT Tlt GAS CONSUJ4fD, 000 TONS 

11,11;>5. I 7 
219.H 

A, 776~?7 
2?.A.111 

'1 , I 1-11 • ?.l 
?.3-,. qt 

'1,5it,.5b 
?117. bA 

'1,RQJ.51l I0,?7h.llo 
257.0() ?.h7.0b 

C1tSTS INVOLVFI> JN NATURAL GAS ALTERNATIVE 
rnsr ur GAS (IJNSUt,tEl> 
r1~rn ASS[TS A[UU[SITJON 
AIITTL[S IN [ XCHAf~GE FIJR CARCASSJNG/CUNVERSIIIN 
N'- TIJn•L GAS PHIIJEC T fl XEO Ol'ERA TINli COSTS 
NG PR~JfCl, VARIABLE UP[RATJNC COSTS 
r.uST ~, rutL USEO AS REPLAC[H[NT FOR GAS CONSUH[O 

TuT,L COSTS JNVULvf» Jtl NG SOLUTIUN 

l l'G GlS Oil 

o..itll. P.IGS 1o1JTII l.Pt 
CI.IIISIJ•IPTJ(IN IJF LPG, LPG AL TERl~A Tl VE, 000 TONS 
GAS lfll C!IMSllMTIUI~ llY PllW[R STATION, 000 TUNS 

CfJSTS INVIILYFD Ill ll'G AL Hl<NATJVE 
(UST '. JF LPG c,msu~[I) 
OPtR,TJNG (US1S, LPG 
PL,IIT AND[~, LPG AllfRNATIVE 
r.r.,ST ur f.AS (IJL CUNSIJMUJ BY PIIWl:R SUTJflNS 
[UST JF GAS (lll~SUM[lJ IITHEHWJsr 
rt~to fJPf'IHTING COSTS FOR GAS CUNSUHEO 
VARIAtlLr l.tl'f.lUTJIIG cns,s FllH GAS CONSUM[O 

TOT ,L COST, LPG GAS llJL SOLUTION 

l'kl.lJH T SAVI l~GS 

1,600.76 
l,910.l'i 

11110.00 
3,1101.70 

?J,0;?3.35 

1,6b7.II? 
1,973.110 

11110.00 
'3,55A.30 

23,983~05 

1,n1,.,n 
?,011.35 

11110.00 
3,71'1.;>5 

?11,?R0.55 

1,IIOA.15 
t,Qot,.70 

01111.00 
3,8811,20 

,!6,006.110 

J,R79.77 
;>,011.3'i 

ll/1(1. 00 
11, o 111 • I 5 

?7,1131>.ll'i 

,,Q':,;>.r;z 
1,QRl.ll5 

11!10 • oo 
11, ;,02. 111 

;>R,OA"\.JO 

--------- --------- --------- --------- --------- ---------
========= ========~ ---=----- ========= ========= ========= 

3QI.OO 
l'>b.21 
55.07 

38,271.11'5 
11,061.116 
11,280.00 

12,335.68 
l,600 0 JA 

All.00 
bR0.311 

110'1,0IJ 
166.bf 
5'j.07 

110,Alll. 15 
II, 3H.112 
5,260.00 

I 2, 3 5 5. t, ff 
1,6b7.II? 

AA.00 
711.M, 

11n.so 
177 .6'1 
'i5.07 

113,5311.05 
11, 6 I q. '111 
5,560.00 

I;>, 535.bA 
1,731,.,n 

RR.00 
7 ll S. 65 

n,11,.00 
ll\'1.09 
5'i.07 

111,, 3;>7.o5 
11,'116.311 , 
,, , 11110. no 

I?, ll'i.f,8 
1,11011.15 

AA.00 
11,, . oq 

111,a .so 
2on.n1 

5'>.07 

llQ,?IS.15 
5,27.i'.f,? 
1,,c;,0.00 

12 • . ns.1>11 
1.111•,. 71 

1111 • O 0 
110~.23 

111n.rio 
;,n.os 

':,5. 07 

<,;>, I Q7 .;»<, 
5,5JQ.3(J 
R,390.00 

1?,H'i.f,!I 
1, q57.. r:;z 

8R.OO 
R11n. a;, 

--------- --------- --------- --------- --------- ---------61,317.71 b'i,ZJO.QO 60,hlR.3~ 7'\,151.2& 7n,077.Q5 ~,.Ja'\.17 
========= =====~=== ========= --------- ====~==== ========= 

========= ========= ========= --------- ========= ========= 



C 119 J Uf ll'G(CIFJ, LE/TON 
CIJST gr run Ull<rflR), LE/TON 
CflST JF GAS IJI UC (f), lt/Tfltl 

NA llJlhL GAS 

-----------OWEl .l lNCS CIJNNEC TC D lU NAlURAL GAS 
Cfll1SUMPT IIJN UF GAS, PRIVATE CONSUMERS, HHCF 
COl1SIJ '4PJ flll~ OF GAS, PUW[R SUTJUNS, MHCF 

T!l l ,L C IJNSUMP Tl UII llF GAS, HMCF 

EGYPT DISTRIAUTllltl PRllJrc, 
[CO"UMJC ANALYSIS 

IN THOUSAND EGYPTIAN PllUNDS 
1'180 P1HC£S 

011/10/80 

l'11Jff 

211'i.OO 
105.oO 
221t.00 

501.50 

1'1'1'1 

?q5.oo 
105~00 
2211.00 

'i20.0I) 
8,ll'i0.28 ft,850.111) 
2,no.00 2,210.00 

--------- ---------10,670.lff 11,070~110 
C IJIISU"IPT. UF FUEL OIL AS R[PLACE.MENT TU GAS CUHSUMl' O, 000 TUNS 211.11 2flR.12 

CIISTS INVUL Y[I> IN NATURAL GAS Al TE RNA Tl Vf 
C IJS T ' JF GAS ClJNSUM[I> 2,027.15 2,101.lR 
rt)((:() ,ssrrs AC lllll SI lJ UN 1,910.15 ?,ftlll.95 
llr.tlTll s IN £XCHA1'G[ FOR CARCASSING/CONY[RSIIIN 
NI JIJnaL GAS PRUJEC T fJXtD UP[RA TING COSTS 11110.00 11110~00 
IIG PRL1Jrc1, VARIABLE. OPERATING CUSTS 11,Jbl.0'5 11,5211.00 
cusr '.Jr FUH USED AS R£PLACEH[NT FOR GAS CUNSUH[D 2'1,l';IJ.';5 10,2'5?~60 ______ .. __ 

---------llJl&L cr,srs Jt~Vlll VE 0 JN NG SIJLIJT J()N 17,CJOO. IO II0,163.93 
::2::==== ========= 

l f'G G•S 111 l 

-----------O"l[I LI ~cs 
w "" 

LPG 501.50 ,;20.011 
Cll"SU~PT 1011 OF LPG, LPG ALlllWAJIVC, 000 TIINS 225.63 2111.bl 
GAS fl IL C QtlSIJHT JUN RY PIIW[ R STA Tl UN, 000 TUNS 55.07 '55.07 

ClfSTS JNVIIL YFO IN LPG Al TF. RIil Tl VE 
tfJS' tlF LPr. (IHISUHEO 55,27'1.35 'SR, 11611 ~ 15 
Of'[IU t I NG CUSTS, LPG !>, 86(, 0 38 b,2011.JR 
Pl A'IT AND E tJ, LPG ALT[PNATIVE 1.100.00 7,'160.00 
r.usr UF GAS Ull C ll"SIJH[ I> 13Y POWlR STAT JONS 12,HS.b8 12,355.bR 
((JST )f GA!l CflNSUHEO LJTH£RW1S£ 2,027.3'> 2,103.JR 
r T JC[D flPERATIHG C11STS F IIR GAS CIINSUHE 0 R8 0 00 RR.OO 
~,,n ,uu Ill'[ RA 11 NG C0Sl3 FOR tAS CIJNSUM[O 872.t,I 9011.AO 

--------- ---------TOT AL COST, LPG GAS Ill l SOLUTlUN RJ,'ib9.17 OR, 060 ~ 'i'> 
========= ========= 

Pf/1.lJH T SAVJlfGS IJ5,t.6CJ.i.'7 117 • A9b.6f, 
========= ========= 

2001) 

?115.(10 
105.00 
;,;,q.oo 

'Bfl.50 
'>,l5b.62 
l,l?0.00 

---------11,1176.82 
., .. ft.70 

l,IA0 0 bO 
1,'HO.l'i 

11110.00 
ll,ftAll 0 CJ'5 

ll,31,J.50 

---------11n,,;1q.20 
========= 

'iJ8.50 
l';l. (H 

';Ci.Ill 

bt,7'i7.1'5 
b,'i';l.112 
7,q;,0.00 

t?,H5.t,ft 
2.IAO.hO 

IIK.00 
'Jl6.'1q 

---------'11,772.211 
========= 

">1!,61J"\.(lll 

------------------
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?001 20(1? 

?115.nr, ;,11c;~n11 
105.no I 115. 0(1 
;,;,11.no 2lll.n11 

';57.00 c; 7'5. 'io 
'1,f,t,IJ.'52 10,o•u1.;,7 
2,220.00 2,;,20.no 

--------- ----------11,ftRCJ.52 12.1111.;,7 
10'1.1111 1,>o.aCJ 

2,;,5'1 0 01 2,3JC).71 
2,0C,7.'10 I ,'110. I', 

1111n.oo 11110.00 
II' ft11'5 • 410 c;,nnt.."5 

3?,11411 .i.'O ll,ft',l.115 

--------- ----------11?.,n1111.n1 IIJ.14R.lt, 

========= ========== 

557.00 a; 1'5. "" 
?.t,'5. CJ/I ;,11n.?.1 
55.n7 sc;.01 

b'5, 1 '55. 30 f,R.661, 0 15 
b,'1111.1111 1,;,111.02 
1,150.00 A,'1110 0 011 

ll,H'5.t,8 I;,, H'i.b6 
;,,;,sCJ.01 2.JJCJ.71 

RR.Of) 1111.011 
'Jf,'1.16 1,001.,, 

--------- ----------<J'5, 1171.h I 100,1,<JJ.•H 
========= ========== 

51,1127.60 ,;1.,110.11 

=-======= ========== 

;,on1 

211s.nn 
105.nn 
1211.00 

'5911. no 
I 0,'5l'1. 7u 

;, , ;,;n,. no 

----------1?,73'1.711 
Hl.'57 

;,,112n.c;5 
1,'11\1.115 

11110. (If) ........ 
V, 

'5, lh7 .Ao 
Jn,RIII.R5 

----------1111.11211.t.5 

========== 

c;911.nn 
;,qc;. 0 f, 

5'i.07 

7:>,?6'1.7(1 
,.,.,1 _c;,, 
R,?20.0fl 

l?.33';.M, 
;,. 1120. 5', 

8R.Oll 
l,OJJ.c;1, 

----------1011.05'1.11'5 
========== 

541,?111.ao 

========== 



CUST '.lF LPG(CIFl, ll/TON 
COST .IF run_ IIILCIIIU), Lt/TON 
[11ST JF . GAS OIL(CJF), L[/TfHI 

N&TtJR1L GAS 

[GYPT OJSTRll:lUltllU Pl?[IJ[CT 
rcum•MIC AMAl YSJS 

IN THOUSAND EGYPTIAN PnUNDS 
1980 PPICF.S 

oq1101no 

0 .1[LI.INGS CUNMECTLO lll NATURAL c;AS 
c1111su ·-tPT)UfJ l)f GAS, PR IVA T£ CUNSIJMEllS, MMCF 
rr111su ·1PJIUN ur GAS, PlJW[P SUTHINS, MMCF 

TIIT &L CONSlltlPT JUII OF GAS, MMCF 
CIJIISU'·IPT. rtf FUEL UJL AS RfPLAClHf.NT Tll GAS CIJt4SUMlD, 000 TONS 
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- TO: 

FROM: 

SUBJECT: 

• 

• .. -

WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. R. Carmignani, EMP DATE: February 22, 1980 

P, Bo~er, EGYPP 

EGYPT: Cairo Gas Distribution Project - Proposed IDA Credit 
Change List for Yellow Cover Appraisal Report 

1. The following changes will be incorporated in the SAR, as a 
result of the Yellow Cover Review of the above project. 

(i) Paragraph 4.17, · should end with the following sentence: 

The arrangements between EGPC, EEA and the Government 
relating to the sale of gas to power stations will be 
confirmed at negotiations. 

(ii) Paragraph 5.18. The following new paragraph should replace the old. 

The measures discussed in paragraph 5.17 above should 
ensure that LPG consumption in the project area remains 
supply constrained. As is also mentioned, the likelihood 
of large-scale substitution of natural gas by LPG or 
kerosene is small because of the expected LPG shortages, 
high front-end costs, and the consumers' aversion to 
kerosene usage for cooking. The project's rate of 
return is, in any case, rather insensi~ive to marginal 
switching from natural gas to these fuels. Nevertheless, 
in order to maximize project benefits, other measures 
which may limit further the risks of substitution and 
help maintain the supply constraint will be discussed 
at negotiations. 

(iii) Paras. 2.12 and 3.04. The date September 1980 referred to in 
paras. 2,12 and 3.04 should be changed to read December 31, 1980. 

2. Other minor editorial and clarification changes which do not 
introduce changes of substance would also be reflected in the Buff Cover. 

Cleared with and cc: Mr. H.E. K8pp 
cc: Messrs. M.P, Benjenk, EMNVP, V, Dubey, D, Richardson, U, Finzi, 

A,D, Knox, EMP, K.D. Jones, J,J, Fish, A, Roa, 

~ayk:bk 

A, Karaosmanoglu, EMl, B.G. Kavalsky, O. Maiss, H.E. K8pp, 
f,H, Kaps (3), V, Rajagopalan, PAS (S), C, Duval, LEG, 
Y, Rovani, EGY, R.H. Sheehan, E. friedmann, J.G. Davis, 
D,G, fallen-Bailey, J, Bharier, P. Bourcier, EGYPP, 
E,D, McCarthy, V. Nayyar, M. Wormser, Ms. D. Julius, 
Ms. l, Zurayk, Regional Information Center, Reports Desk, 
Project File, 
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- TO: 

FROM : 

SUB~ECT: 

WORLD UANK / IN TERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM . ' 

Those Listed Below 

Franz H. Kap ~-..:5'.an Officer, EMlDA 

EGYPT: Cairo Gas Distribution Project 
Yellow Cover Review 

DATE: February 1, 1980 

A meeting to be chaired by Mr. Carmignani to review the 
yellow cover Staff Appraisal report and the draft President's Report 
on the above project, dated January 31, 1980, is scheduled to be held 
on February 8 at 2:30 in room C 710. Those unable to attend but 
wanting to comment are kindly requested to contact Mr. Kaps (Ext: 74528). 

Messrs. Knox, Fish, Roa (EMP); Karaosmanoglu, K8pp (EMl); Rajagopalan (PAS); 
Duval (LEG); Rovani, Sheehan, Friedmann, Bourcier, McCarthy, 
Nayyar, Ms. Julius, Ms. Zurayk (EGY) 

FKaps:aw 





- TO: 

FROM : 

SUB~ECT: 

WORLD [JANK / INTEnN/\TIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM . 
Those Listed Below 

Franz H. Kap ~..::J-an Officer, EMlDA 

EGYPT: Cairo Gas Distribution Project 
Yellow Cover Review 

.. 
DATE: February 1, 1980 

A meeting to be chaired by Mr. Carmignani to review the 
yellow cover Staff Appraisal report and the draft President's Report 
on the above project, dated January 31, 1980, is scheduled to be held 
on February 8 at 2:30 in room C 710. Those unable to attend but 
wanting to comment are kindly requested to contact Mr. Kaps (Ext: 74528). 

Messrs. Knox, Fish, Roa (EMP); Karaosmanoglu, K8pp (EMl); Rajagopalan (PAS) ; 
Duval (LEG); Rovani, Sheehan, Friedmann, Bourcier, McCarthy, 
Nayyar, Ms. Julius, Ms. Zurayk (EGY) 

FKaps:aw 
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WORLD BANK / INTERNATIONAL FINANCE CORP ORATION 

OFFICE MEMORANDUM 
TO: Mr. Ernest ?tern, Vice President, Operations 

FROM : Roger Ch~!ournier, Vice President, EMENA Region 
,: 

SUBJECT: EGYPT: Proposed $50 million Development Credit for 
Cairo Gas Distribution Project 

DATE . April 24, 1980 

1. I attach for your approval the draft gray President's Report, 
Staff Appraisal Report, Development Credit Agreement and Project Agreement 
together with draft supplemental letters regarding (i) the organizational 
structure and staffing of the Petroleum Gas Company (Petrogas), the 
beneficiary agency and (ii) index to be used for valuation and revaluation 
of Petrogas' fixed assets, as well as Agreed Minutes of Negotiations, all 
pertaining to the proposed Cairo Gas Distribution Project. The Egyptian 
Government has confirmed its agreement to the Development Credit Agreement. 
Agreement by Petrogas and the Egyptian General Petroleum Corporation (EGPC) , 
the parties to the Project Agreement, is expected shortly.1_/The documents , 
other than the supplemental letters, are scheduled to be distributed to t he 
Executive Directors no later than May 1 for consideration on May 20, 1980. 
While you review the attached documents, may I also draw your attention to 
the gray cover documents for the proposed Power III project which I am 
submitting for your approval simultaneously. Since the sector issues for 
both projects are very similar, if not identical, the sector parts of the 
President's Reports for both projects are to a great extent identical. 

2. Agreement on the terms and conditions of the Development Credit as 
approved .by the Loan Committee, and subsequently modified by you in response 
to Mr. Knox's memorandum of March 19, 1980, has been reached. You may recall 
that Mr. Knox's memorandum addressed itself to the proposed Memorandum of 
Understanding to be entered into between the Government of Egypt and the Bank 
regarding certain undertakings by the Egyptian Government with respect to 
energy pricing. As agreed between you and Mr. Knox, this memorandum now 
has the form of a letter from the Egyptian Minister of Economy addressed to 
me, which I received on April 8, 1980 (copy attached). It incorporates, as 
reqqesLed by you, the undertakings reflected in the draft IMF Letter of Intent 
on energy pricing. 

3. As regards two related points raised in Mr. Knox's memorandum of 
March 19, agreement has been reached during negotiations of the proposed 
third power project (which were completed on April 11), on an automatic fuel 
adjustment clause. (The accompanying memorandum for the power project gray 
cover documents dated April , 1980 provides further details, see para. 2 (i ).) 
In addition, a detailed letter from the Bank to the Minister of Economy 
discussing and outlining in detail the quantitative objectives that would be 
desirable to be reached over the next three years with respect to energy 
pricing and their impact on output prices, is being prepared. As confirmed 

1_/ Approval of the Project Agreement by Petrogas and EGPC has just been 
received. 



Mr. Ernest Stern - 2 - April 24, 1980 

by the Minister of Economy, this letter will be submitted for review of 
both the Supreme Council for Energy headed by the Minister of Petroleum and 
the Economic Planning and Production Committee of the Cabinet. The Minister 
of Economy has assured us that he will give this matter his personal attention. 

4. Finally, we would like to draw your attention to the fact that we 
have been successful in obtaining the Government's concurrence with two 
important pricing issues: (i) domestic consumers will be charged about $4 . 20 
per one thousand cubic feet (Mc£) for natural gas being supplied under the. 
project. This is a substantial increase over the current price of city gas 
of $0.73 per Mc£ and the current Bill equivalent price of LPG of $1.7 per Mc£; 
and (ii) on the basis of a signed agreement between the Egyptian General 
Petroleum Corporation (EGPC) and the Egyptian Electricity Authority (EEA) , two 
small power stations also to be supplied with natural gas under the project 
will pay about $0.73 per Mcf versus a price of about $0.28 per Mc£ charged 
until recently to all power stations. While the actual price for the two power 
stations agreed upon between EGPC and EEA differs somewhat from our earlier 
assumptions, it is adequate to ensure Petrogas' (the implementing agency) 
financial viability through 1984. 

5. This memorandum and the attached documents have been cleared by the 
Departments concerned. 

6. 
74528. 

Would you please give your comments, if any, to Mr. Kaps, extension 

Attachments 

Cleared with & cc: Messrs. Karaosmanoglu, K8pp (EMl); McCarthy, Nayyar (EGY ) ; 
Duval (LEG); Hakim (CTR) 

cc: Messrs. Knox, Carmignani, Reekie, Roa (EMP); Wormser, Ms. Julius, Ms. Zurayk (EGY) 
Dubey, Finzi (EMNVP); Maiss, Kavalsky, Ms. Schaeffer (EMl) 

Distribution: 

FKaps:aw 

Messrs. Stern (3) 
Qureshi, VPF 
Van der Tak 
Nurick 

cc: Mr. Hattori (CTR) 

cc: Mr. McNamara (memo only) 
Mr. Choi (memo only) 
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DOCUMENTS 

AB.AB REPUBUC OF EGYPT 

PROPOSED CAIRO CAS DISTRIBtrrION PROJECT 

AGREED MINUTES 

April 1. 1980 

During negotiations of the above project held in Washington from 
March 24 to April 1, 1980 between representatives of the Government of the 
Arab Republic of Egypt, the Egyptian General Petroleum Corporation (EGPC) 
and the Petroleum Gas Company (Petrogas) and representat~ves of the Assoc
iation on the basis of the draft Development Credit and Project Agreements 
dated March 24, 1980 respectively, understandings were reached on the 
following matters: 

Credit Amount 

l;. . The Egyptian delegation requested the -Association delegation to 
consider the possibility of granting a $25 million Bank loan in addition to 

· the $50 million IDA credit, being the subject of negotiations. In response, 
the Association delegation· pointed out that the curret;it 'fiscal year 1980 · 
lending program could unfortunately not be increased and that the Government 
and EGPC would therefore have to comply, amongst others, with their obligations 
under the proposed· agreements of providing the necessary funds to complete 
the project. 

Petrogas' Capital Structure 

2. The Egyptian delegation presented to the Association delegation that 
by decision of Petrogas' General Assembly, the share capital of· Petrogas may 
be increased in kind or in cash above the level of LE 30 million spelled out 
in decree No. 118 of 1978 establishing Petrogas. Consequently, no amendment 
of decree No. 118 is required for the purpose. 

Disbursement 

3. With reference to Schedule I, category (2) to the draft Development 
Credit Agreement, the Egyptian and Association delegations concurred that it 
was understood that the term "services for technical assistance" refers only 
to the Consultant services referred to in Part D of Schedule 2. 

Technical Assistance 

4. It is understood that Part D of the Project will be carried out 
with the assistance of about 450 man-months of ~onsultants' services. 

I 
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Audit 

5. Referring· to Section 4.01 (c) of the draft Project Agreement, the 
Egyptian delegation explained that the relevant audit is carried out by the 
Egyptian Central Organization for Accounting and Audit. The Association 
staff stated that this is satisfactory. 

Debt Provision 

6. With reference to para. 4.05 (b) (v) of the draft Project Agreement, 
the Egyptian and Association delegations agreed ;hat" the "reasonable forecast" 
mentioned in said paragraph, ·will be prepared by Petrogas and submitted to 
the Association at . the beginning of each fiscal year, starting January 1, 1981. 
The forecasts will cover a period of ten years from the date of their. 
preparation. They will explicitly state the assumptions used in order to 
derive "net revenue" defined in the Project Agreement in paragraph_ 4.05 (b) (iii) 
which will include, inter alia, a forecast of the consumption of domestic and 
other consumers tied to· the gas system and projected tariff to be applied to 
each category of consumers. 

Reporting Requirements 

7. . The schedule f~r reporting the progress of the project was reviewed 
·with the Association delegation and agreed upon • . 

Training 

8. With reference to Sections 3.01 (b) - (d) of the Project Agreement, 
the training requirements of Petrogas personnel ·were ·reviewed. ·· The Egyptian 
delegation . indicated that some of Petrogas' personnel ha~already received 
training in the UK. · It was Petrogas' objective to use extensively in future 
its consultant (British Gas) and the contractor (William Press) for · imparting 
training to its personnel. It was, however, recognized that there was a need 
to prepare an overall master plan for training, and delineate the precise role 
of British Gas and William Press to avoid duplication. In this context, the 
.need for. setting up-_ the training institute in· Cairo wcis accepted. It was 
agreed that. the master plan for trrlning and the nature· of permanent institute 
required by Petrogas would be firmed up by Petrogas, with the · assistance of 
British Gas, and reviewed in Egypt by the . first _supervisory mission (July 1980). 

Safety 

9. The Egyptian delegation pointed out that closest attention would be 
paid to all aspects of safety of the project facilities. Petrogas was in the 
process of establishing rigorous supervisory procedures to ensure that the 
contractor adheres to technical specifications. It was agreed that a separate 
safety organization, responsible to the Chairman of Petrogas, would -be set up 
which would carry out a stipulated number of safety audits and enquire into 
any incident which may occur. Separately, safety procedures would be the 
essential ingredient of all training programs. 

Distribution and Sale of Gas 

10. The Egyptian delegation indicated that it was EGPC's intention to 
tr•nsfer all works relating to the distribution and sale of gas in Cairo over 

c .. !u·~ ) . /, --- -- ~~ ~ 
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and above those included in the project description for the Cairo Gas 
Distribution Project, including power stations and all other industrial 
and commercial consumers, to Petrogas. It was agreed that EGPC, Petrogas , 
and the Association will jo_intly hold a review by December 31, 1980 and 
review the further course of action. . . 

Use of Natural Gas 

ll.. The Egyptian delegation indicated that every effort would be made 
to further develop the acceptability of natural gas by domestic consumers~ . 
in this context it was, inter alia, intendei to launch an extensive 
advertising campaign to inform the public of the benefits of natural gas 
over LPG, in terms of convenience, safety, and cleanliness. The Egyptian 
delegation also pointed out that in those districts of Cairo converted to 

-natural gas, LPG would not be available as an alternative; i~ was anticipated 
that LPG bottles would be taken away from the consumers and in any .case, the 
appliances would no longer be capable of working on LPG. Furthermore, it . 
was Petrogas' intention to cease supplying bottled LPG immediately after a 
household had been converted to natural gas use and to close the distribution 
center, after the area covered ~y it had been fully · converted to natural gas. 

Energy Sector Issue· 

12. The Association delegation made reference to the discussions .on the 
issue ·of energy pric-ing and that agreement on- how to treat this issue would 

·· · have to be resolved during negotiations on ·the proposed third power project. 

~\J~~ ~~~! I i~y;o 
For Arab Repub1ic of Egypt . 

-----~ ., 
_BorP-etrogas 

For Egyptian General Petroleum 
Corporation 

For Inte ational 
Association 



MINISTER OF E90~0MY, FOREIGN TRADE 
AND ECONOMIC COOPERATION 

Mr . Roger Chaufournier 
Regional Vice President 
Europe, Middle East and 

North Africa Region 
World Bank 
1818 H Street, N.W. 
Washington, D.C . 20433 

Dear Mr . Chaufournier: 

Cairo 
Arab Republic of Egypt 

April 8, 1980 

I have been informed of the status of negotiations concerning 
this fiscal year's two projects in the energy sector, i.e. the Cairo Gas 
Distribution and the Third Power Projects, and also of the more general 
discussions on energy pricing, which took place in connection with these 
projects both in Cairo and in Washington . From these discussions I under
stand that the Bank will send me a letter in the near future which will 
discuss and outline the qualitative and quantitative objectives which the 
Bank would consider desirable for Egypt to reach over the next three years 
with respect to energy pricing . I would like to confirm that I shall 
submit this letter to both the Supreme Council for Energy headed by 
His Excellency the Minister of Petroleum and to the Economic Planning 
and Production Committee of the Cabinet and that I shall ensure that it 
will be given proper consideration. 

In this context, I would like to draw your attention to the 
recent negotiations between the Egyptian Government and the IMF, which 
we hope to be concluded shortly with an agreement permitting Egypt to 
make use of the Extended Fund Facility . As we have informed you already, 
both the Government and the IMF have agreed to include the following 
paragraph in the Government's Letter of Intent which we will send, 
when finally agreed upon, to the IMF in this connection: 

"One particular area in which we have already taken 
some important steps, and where we plan major further 
action over the life of the program 1./ is in the field 

1./ In this context, this means a three-year period. 
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of energy pricing. Egypt has adequate supplies of energy 
for its own needs, from petroleum, natural gas and hydro
electric sources. Nevertheless, we recognize our international 
responsibility to conserve energy, and the potential financial 
resources that could be generated from a higher level of energy 
prices. At present there is a substantial gap between selling 
prices for energy products in Egypt and comparable world market 
prices. Our policy over the coming three years will be to 
bring about a gradual real increase in average energy prices, 
so as to significantly reduce this gap in nominal terms by the 
end of the program period. Where energy is used by public 
sector economic enterprises, they will be directed to pass 
additional costs on to final consumers, except in a limited 
number of identified cases (e.g., mass transportation) where 
conservation goals dictate a different policy." 

As you can see, the policy outlined above which we intend to 
pursue in this important area, is quite in line with my statement in this 
respect at the most recent meeting of the Consultative Group for the 
Arab Republic of Egypt in Paris. This policy will guide us also in 
our dialogue with the Bank on this matter and in our cooperation on 
specific projects being financed by the Bank. 

With my best personal regards, 

BY: 
h!,1 

Sincerely yours, 

ARAB REPUBLIC OF EGYPT 

. 
){.~-~ 

Dr. Hamed Abdel-Latif El-Sayeh 
Minister of Economy, Foreign 
Trade and Economic Cooperation 
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TO· 

FR Of\ .. 1 

SUBJECT 

--·- -- - -

WORLD OANK / IN rERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 

Files (j~ 
Hans-Eberhar opp, Division Chief, Country 

Programs D~p~rt~ent 1, EMENA Region 
EGYPT: Cairo'-"~4 Distribution Project 

DATE: April 4, 1980 

Mr. Koraiem informed me that he has received final 

agreement from His Excellency Dr. El-Sayeh, Minister of Economy, 

Foreign Trade and Economic Cooperation, on the legal documents 

for the Cairo Gas Distribution Project. 

-~-- - - -- - ---·-- -· ·- -··· -

e 

J.• 
I 

cc: 
·-

Messrs. Rovani, Bourcier, McCarthy, Nayyar, 
Wormser, Ms. Zurayk 

Karaosmanoglu, Carm.ignani, Reekie, 
Duval, Hakim, Kaps 

HEKopp:orp 

- -· . - ~- ... . . ._ ... ·- ·~ -



TO: 

FROM: 

SUBJECT : 

e 

·-

------------- ----- ·-· - --"-· - ~ .. 

WORLD BANK / INTERNATI ONAL FINANC E COR PORATION 

OFFICE MEMORANDUM 

Files Q 
Hans-Eberhar opp, Division Chief, Country 

Programs D rt ent 1, EMENA Region 

DATE : April 4, 1980 

EGYPT: Cairo Distribution Project 

Mr. Koraiem informed me that he has received final 

agreement from His Excellency Dr. El-Sayeh, Minister of Economy, 

Foreign Trade and Economic Cooperat'ion, on the legal documents 

for the Cairo Gas Distribution Project. 

cc: 

--------

,. 

Messrs. Rovani, Bourcier, McCarthy, Nayyar, 
Wormser, Ms. Zurayk 

Karaosmanoglu, Carmignani, Reekie, 
Duval, Hakim, Kaps 

HEKopp:orp 
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F~RM NO. 75 
(1 - 76) THE WORLD BANK 

ROUTING SLIP DATE: i ( It 0 
ROOM NO. 

APPROPRIATE DISPOSITION NOTE AND RETURN 

APPROVAL NOTE AND SEND ON 

CLEARANCE PER OUR CONVERSATION 

COMMENT PER YOUR REQUEST 

FOR ACTION PREPARE REPLY 

INFORMAT ION RECOMMENDATION 

INITIAL SIGNATURE 

NOTE AND FILE URGENT 
REMARKS: 

ROOM NO.: EXTENSION : 

C708 '14751 
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TELEX 
348 GAfE C UN 

• "'--·· I 

. { r. m, • I , .!<'i<) 

. . 
MARCH 7 ,. 1980 

:. ; :, 7 4 7 3_1 __ -

I 
I 
! 

TO MINISTRY OF ECONOMY, FOR EIGN TRA DE AND ·ECONOMIC COOPERATION 

"::0•1rJ1~· · 8 AOLY_ ST_REET,_ CAI_RO, AR . .t\ B Rs_~_UBL IC_ Q_E_ EGYPT 

-~s1-1,t:t•o ~ -R~ JAMif3_1$_0~.AIE M, _.!:!_NDERS _~CRET ARY FOR INTERNATIONAL FINANCE. 

I THANKS YOUR TELEX MARCH 6. VERY MUCH RE GRE T UNA BLE ~ CCOMMODATE 

j EGPC WISH TO POSTPONE GAS PROJECT NEGOTIATIONS TO MARCH 31 G 

I SUCH POSTPO NEM ENT WOULD ALSO NECESSITATE POSTPONEMENT OF 

I 

BOARD DATE. HOWEVER, AT THIS STA GE THIS WOULD MEAN POSTPON EMEN T 

TO JULY SINCE AGENDA OF ALL REMAINING BOA RD MEE TI NGS COMPLETELY 
I 

FULL UNTIL FISC AL YEAR END. ALSO IN VIE W SCHEDULE ,OR THR EE 

OTH ER NEGOTIATIONS, VE RY MUCH URGE YOU TO START NE GO TIATIO NS 

GAS PROJECT MARCH 17. EXPECT TO ISSUE FO RMAL INV ITA TION 

MARCH 11. ALSO, PLEASE INFORM RAKTA AND NATIONA L PAPER 
I 

COMPANIES THAT SU BJECT TO MANAGEMENT APPROV AL WE INTEN D 
! 

START NEGOTIATIONS ON PULP AND PAPER PROJECT MARC H 31 SO 
I 

THAT THEY CAN MAKE TRAVEL ARRANG EMEN TS~ BEST REG /RDS AND 

MANY THANKS AGAIN FOR YOUR KIND HOSPITALITY, KOEP P, 1WORLD 

BA NK 
i 
I 
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EGYPT: 2) P · •l p an d Paper 
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cc: . Mr •. Bou rci e.r ~ 
1
Coun try Prc;gram s Dep . 1, . Etli:NA 
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Mr. Isk ~:nder Ir J . 
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FM MI SR ,, (AN DEVELOPMEN T 8,-. ."·iK _CA I FW 

TO WORLDl3A NK 

6 . 1 . eo 

Di st ri but ·ion;· / 

Mr. Koepp 

Industrial Projects 

WE CO NVEY THE FOLLOWING ON BEHA LF OF MR . SAM IR KORAIEM 

QUOTE 

MR . KOEPP 

INTBAFRAD 

WOR LD BANK 

WO ULD LI KE TO EXPLO RE POSS IBILITY OF NEG OTIATI NG 

SIDEB YS IDE BOTH GAS ANO PU LP PROJECTS STA RT ING MARCH 3 1 

THRU APRIL 4 . S INCE EGPC BELIEVES TI ME IS TIGHT ON THE IR 

S IDE . POS ITION NOW MIDS AND PULP READ Y TO GO . AND 

ELECTRICITY WA ITI NG RESU LTS OF PARIS MEE TI NG . URGEN TLY 

TELEX RESPONSE . REGARDS 

SAM I R KORA I EM 

UNQUOTE 

MI RBAN K 

_ ... . .,. 
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WORLD BANK OUTGOING MESSAGE FORM (Telegram , Cable, Telex ) 

lf,11'0RTANT (PLEASE READ INSTR UCTIONS BELOW BEFOllE TYPING FORM. ) 

C lass o f Scrv,cc: _ TELEX ---- -- Date : _ _ MAJi(;_H 7, 1_9-_80 
lclcx N o . : ___ 348 GAF EC UN~ ----- Or igi n a t ors Ext : 74_..c..7.....:.3_1 __ _ 

I 12 10 

e 
• . I 

0 

START 
1 HER E rn MINISTRY OF ECONOMY, FOREIGN TRADE AND ECONOMIC COOPERATION 

:::ITY/ COU NTR Y 

M ESSA GE NO 

4 

5 

6 

7 

8 

9 

10 

11 -

12 

13 

14 

15 

16 

17 

18 

1!) 

20 EN D 

OF 

21 TEXT 

.e 

8 ADLY STREET, CAIRO, ARAB REPUBLIC OF EGYPT 

MR. SAMIR KORAIEM, UNDERSECRETARY FOR INTERNATIONAL 1FINANCE. 
I , 

THANKS YOUR TELEX MARCH 6. VERY MUCH REGRET UNABLE ( CCOMMODATE 

EGPC WISH TO POSTPONE GAS PROJECT NEGOTIATIONS TO MARCH 31. 
I 

SUCH POSTPONEMENT WOULD ALSO NECESSITATE POSTPONEMENT OF 

BOARD DATE. HOWEVER, AT THIS STAGE TH.IS WOULD MEAN !POSTPONEMENT 

TO JULY SINCE AGENDA OF ALL REMAINING BOARD MEETING ~ COMPLETELY 

FULL UNTIL FISCAL YEAR END. ALSO IN VIEW SCHEDULE ~OR THREE 

OTHER NEGOTIATIONS, VERY MUCH URGE YOU TO START NEGOTIATIONS 
I 

GAS PROJECT MARCH 17. EXPECT TO ISSUE FORMAL INVITATION 
I 

MARCH 11. ALSO, PLEASE INFORM RAKTA AND NATIONAL PAPER 
I 

COMPANIES THAT SUBJECT TO MANAGEMENT APPROVAL WE IN , END 

START NEGOTIATIONS ON PULP AND PAPER PROJECT MARCH 31 SO 
I 

THAT THEY CAN MAKE TRAVEL ARRANGEMENTS. BEST REGAR I S AND 

MANY THANKS AGAIN FOR YOUR KIND HOSPITALITY, KOEPP, WORLD 

BANK 

---- ------ -- -- ------ --·-- --- --- - ------ --------------------·--rJn . ·11 ) l ET~--.·· ,'11TT' 

· 1) Cairo Gas -· r IU HAf· ruJu v._·H:.EKup- p:orp 
EGYPT: 2) Pulp and Paper _ u 

~ ; 1
; , '": ~ ~ ·: ' • • ~\ - ~ ~ ~ ~~ -~0 1 ~~\ t- h- -c J.o_p_y--~[~~-t~-\ -

11 1
-~

1~-,-~- r~ { dl \ ~ - , ~-"-,N·--:i-. - .-
1

- C- h- ,-._:-_f-_ --t~~---< 

of incoming), ED (Egypt) , ., · 1 

cc : ~ ~: ~ ~ ~: ~ ! : ~ ' Count r ~ Pro gr ~~~ t. ~ e ~ • •. 1l~:: ~ ~ E_ ~ ~---~ _J 
!.11 l (. Kl i J () , 1 1., ,' \ I C 11 
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Mr. Koepp 
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TO WOR LDBANK 
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Industrial Projects 

WE CO NVEY THE FO LLOW ING ON BE HALF OF MR . SAM IR KORA IEM 

QUOTE 

MR . KOEPP 

INTBAFRA D 

WORLD BA NK 

WO ULD LI KE TO EXPLORE POSS IBILITY OF NEGO TI ATI NG 

SIOEB YS IDE BOTH GAS AND PULP PROJ ECTS STAFH ING MARCH 31 

THRU APR IL 4 . S INCE EGPC BE LI EVES li l ME IS TIGHT ON THE IR 

SIDE . POS ITION NOW MIDS AND PU LP READY TO GO . ANO 

ELECTRICITY WA ITI NG RESU LTS OF PAR IS MEE TI NG . URGEN TLY 

TELEX RESPONSE . REGAR DS 

SAM I R KORA I EM 

UNQ UOTE 

MIRBAN K 
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MARCH 12, 1980 
74731 

J ') 

Jr l __________________ BOOK OF _THREE (SEE _ATTACHED TEXT) 
-~-------------------------------

1. HIS EXCELLENCY 
•:.:·.,,,,·r r,o _______________ DR. HAMED AB DEL-LAT! F EL-SAY EH 

MINISTER 
r. MINISTRY OF ECONOMY, FOREIGN TRADE AND 

ECONOMIC COOPERATION 
,, CAIRO, EGYPT .. -

f' 

·a 

1i 

1-e 
~:; 

14 

1-

·6 

'1 

-,r, 

-~ 
~ J 

- l 

2. 

3. 

TELEX: 348 GAFEC UN 

DR. ENG. RAMZI EL-LEITHY 
CHAIRMAN 
EGYPTIAN GENERAL PETROLEUM CORPORATION 
CAIRO, EGYPT 

TELEX: 92049 PETMISR UN 

ENG. ABDEL HAMID ABU BAKR 
CHAIRMAN 
PETROLEUM GAS COMPANY 
CAIRO, EGYPT 

TELEX: 93049 PTGAS UN 

, ; 

. , 

I 
' 

, EGYPT: Cairo Gas Distribution # aw 
CC: 

I CC: 

I 

I 
l -

Or. El-Naggar 
Messrs. Knox, Carmignani, 
Bourcier, Reekie, Duval, Kaps, 
Hakim 

Attila Karaosmanoglu, Director 

Country Programs 1, EMENA Reg i on 



~· ... 

7 

i. 

,-

I · ' f • / ',., f • ' ' " f I ' • I f"''T "' '\ f"' 

(" l •, ( 1 ,:01 '· ' · 
TELEX 

.. 

-, - µ #~ T 

MARCH 12, 1980 
74731 
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I 
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' I 
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.~-,, 1 :: 1 HIS EXCELLENCY DR. ___HAMED _ABDEL-LATIF.- EL-SAYEH, MINISTER OF 
' 

'::,.J:JTI. ( ECONO MY, FOREIGN TRADE AND ECONOMIC COOPERATION, ENGINEER RAMZI 

~r~01_ EL-LEITHY, CHAIRMAN, EGYPTIAN GENERAL PETROLEUM CORPORATION AND 

( . 

I ENGINEER ABDEL HAMID ABU BAKR, CHAIRMAN, PETROGAS, CAIRO, EGYPT. 

BANK IS PLEASED TO INVITE YOU TO SEND REPRESENTATIVES TO 

WASHINGTON FOR NEGOTIATIONS ON A PROPOSED US DOLLARS 50 MILLION 

: IDA CREDIT FOR THE PROPOSED CAIRO GAS DISTRIBUTION PROJ EC'T. 
I 

ISSUES FOR DISCUSSION AND ON WHICH WE WOULD SEEK AGREEMENT DURIN G 

NEGOTIATIONS ARE THOSE PRESENTED BY RECENT BANK MISSION HEADED BY 
I I MR. ROGER CARMIGNANI. AS SUGGESTED BY YOU, WE INTEND TO START 

l NEGOTIATIONS ON MONDAY MARCH 24. 
I I WORLD BANK. 

I 

EGYPT: Cairo Gas Distribution 

cc: Dr. El-Naggar 

BEST REGARDS, KARAOSMANOGLU, 
I 
I 

I 

I 

H"~o aw f -al, /;y (_ /' •/ /. I . · il l(L"--(1; lr,.,l uS(l, 1( . 
t i l:'a Ka r'aos many g u, o, rec to r 

. ; J 

cc: Messrs. Knox, Car mignani, 
Bourcier, Re ekie, Duval, Kaps, 
Hakim 

Country Programs 1, EMENA Reg ion 
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International Development Association 

FROM: Vice President and Secretary 

IDA/SecMS0-101 

April 1, 1980 

STATUS OF NEGOTIATIONS 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Negotiations have been substantially completed and credit 
documents will be submitted to the Executive Directors on a date to 
be determined. 

The following is a description of the proposed credit: 

Borrower: 

Beneficiary: 

Amount: 

Terms: 

Relending Terms: 

Purpose: 

Distribution: 

Arab Republic of Egypt 

Petroleum Gas Company (Petro ga s ) 

US$ 50 million equivalent 

Standard 

20 years, including 5 years of 
grace at the Bank's standard 
interest rate. 

To help finance part of the foreign 
exchange cost to supply a gas 
distribution network in four 
districts of Cairo and provide fuel 
to two gas turbine plants. 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Council 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 



International Development Association 

FROM: Vice President and Secretary 

NOTICE OF INTENTION TO NEGOTIATE 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

IDA/SecM80-66 

March 7, 1980 

The Association is planning to invite the Government of the Arab 

Republic of Egypt to send representatives to Washington to negotiate a 

proposed development credit of $50 million for the Cairo Gas Distrib

ution Project. 

Distribution: 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Council 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 



e 

International Development Association 

FROM: Vice President and Secretary 

NOTICE OF INTENTION TO NEGOTIATE 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

IDA/SecM80-66 

March 7, 1980 

The Association is planning to invite the Government of the Arab 

Republic of Egypt to send representatives to Washington to negotiate a 

proposed development credit of $50 million for the Cairo Gas Distrib

ution Project. 

Distribution: 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Council 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 



International Development Association .. ~~ 
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FROM: Vice President and Secretary 

IDA/SecM80-l01 

April 1, 1980 

STATUS OF NEGOTIATIONS 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

Negotiations have been substantially completed and credit 
documents will be submitted to the Executive Directors on a date to 
be determined. 

The following is a description of the proposed credit: 

Borrower: 

Beneficiary: 

Amount: 

Terms: 

Relending Terms: 

Purpose: 

Distribution: 

Arab Republic of Egypt 

Petroleum Gas Company (Petrogas ) 

US$ 50 million equivalent 

Standard 

20 years, including 5 years of 
grace at the Bank's standard 
interest rate. 

To help finance part of the foreign 
exchange cost to supply a gas 
distribution network in four 
districts of Cairo and provide fuel 
to two gas turbine plants. 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Coun~il 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 
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International Development Association 

FROM: Vice President and Secretary 

NOTICE OF INTENTION TO NEGOTIATE 

ARAB REPUBLIC OF EGYPT 

CAIRO GAS DISTRIBUTION PROJECT 

IDA/SecM80-66 

March 7, 1980 

The Association is planning to invite the Government of the Arab 

Republic of Egypt to send representatives to Washington to negotiate a 

proposed development credit of $50 million for the Cairo Gas Distrib-

ution Project. 

Distribution: 

Executive Directors and Alternates 
President 
Senior Vice President 
President's Council 
Vice Presidents, IFC 
Directors and Department Heads, Bank and IFC 
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TO: 

FROM: 

SU BJECT: 

e 

---··- - -- -- - --
WORLD BAN K / INTERNATI ONAL FINANCE CORPOR ATI ON 

OFFICE MEMORANDUM 
Mr. W. S. Humphrey, Acting Director, Country 

Programs De:gpent 1, EMENA Region 
Hans-Eberhard op, Division Chief, 

DATE : February 22, 1980 

Country Pro Department 1, EMENA 
EGYPT: Cairo as reject . 

1. Please find attached the Loan Committee package for the 
Cairo Gas Project . 

2. The Loan Committee memorandum which deals most importantly 
with the question of overall energy pricing 1n Egypt was discussed 
and agreed yesterday at a meeting chaired by Mr. Knox and attended 
by Messrs. Carmignani, El Darwish, Bourcier, Fish, Mathai, Elwan, Maiss, 
Dervis, Kaps and myself . 

3. As you know, Mr. Maiss sent his comments on an earlier 
d,raft of the memorandum which, however, is very similar to the 
one attached; a copy of this memorandum is attached also . 
Mr. Maiss did not take up any of these points during the 
meeting yesterday but he indicated to me that he would talk 
to me on his comments. Unfortunat ely, we did not get t o that 
yesterday before Mr. Maiss 1·eft . I would think that one could 

• 

say that he has clear~d the approach in substance but I would like 
to leave this_ to your own interpr etation. 

Attachment 

HEKopp :orp 

,; 

.. 



WORLD BANK / INTERNATIONAL FINANCE CORPORAT ION 

OFFICE MEMORANDUfv1 

e TO: Mr. H.E. K8pp DATE: February 21, 1980 

FROM : 

SUBJECT: 

Otto Maiss O (""1 

Egypt Energy Pr icing 

1. You asked for my commen ts on the departmental memorandum to 
Mr. Benjenk concerning the $50 million credit for the Cairo Gas Distribution 
Project. Briefly, my re·action is as follows: 

a) The sections on prices and pricing strategy (pp. 3 ff) 
are too long-winded to be easily absorbed by decision 
makers. 

b) By shortening the text one could bring out more clearly 
the two principal issues, i.e. the urgent need for: 

(i) a general increase in energy prices; 

(ii) the elimination of structural distortions in 
energy pricing . 

2. Given the very large gap between domestic and international prices 
the arguments put forward in para. 9 become rather weak . There seems to be 
also no point in delaying action before the completion of the study mentioned 
in para. 10, Finally, general speculations about possible reactions of the 
Egyptians to a rational Bank position (see para. 10) appear to be premature 
at this point in time. They could perhaps be raised during negotiations. 

cc: Mr. Humphrey 

OMa iss: ch 
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OFFICE fv1Efv10~Af\JDUf\/i 
S . Shahid !iu sC., Ac t::.n ;; V? O [ .:.' ~ 

', 

FRO'.'. H. G. van cier Tai. , · '"'irect o:::-, ? r ojects St ~:f 
I 

SUBJcCT EGY?7 - Cairo Gas Di s: r ijuti o~ P r ojec t 

You requested a summary of my major concerns regarding the 
energy pricing policy issue in the proposed loan documents for the above 
project. Briefly, I would suggest the following: 

(i) The President's and Appraisal Reports should give a full 
account of the energy pricing issues, the first steps now to be made toward 
a more satisfactory policy and the long way the policy still has to go. 

(ii) The proposed memorandum of understanding (see para. 11 of 
Mr. Karaosmonoglu's memorandum of 26 February) should specify that it is 
the Governnent's policy to move domestic energy prices to world market 
prices ·"within a reasonable period"; 

(iii) The Government should agree not just to discussions to be 
held in accordance with an agreed timetable, but following review of the 
pricing study (included in the Gulf of Suez Gas Project but delayed by 
about a year), to establish a satisfactory timetable for specific measures 
to inplement the policy sub (ii); and 

(iv) As a first step the Government should agree to increase, by 
the end of 1982, the price of hydrocarbon fuel not only for fuel used for 
power generation in general (as proposed by the Region) but also for 
industry to the level tentatively agreed to be paid by EEA for gas supplied 
under the proposed project to the two power plants. 

This package will undoubtedly be difficult to negotiate, but it 
would represent a significant, albeit a still very modest, move in the 
right direction. 

HGvanderTak:lfb 

cc: Messrs. Benjenk, Karaosmonoglu, Knox 
Baum, Rovani, Horsley 
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Files 

Franz H. -;Ji/ ,;_Loan Officer, EMlDA 

O:..TE March 6; 1980 

-- - ---_'.., .::L .:. ·.., . EGYP T: Cairo Gas Distribution Pr ojec t 

1. Further to my memorandum of March 6 recording Mr. Husain's 
approval of issuing the Kotice of Intention to Negotiate the $50 million 
Development Credit for the above project, additional comments have been 
received on the credit doc uments. 

2. Mr. Raizen, on behalf of Mr. van der Tak, commented as 
follows: 

(i) Referring to para. 5 of Mr. Karaosmanoglu's memorandum 
dated February 26, Mr. van der Tak noted that there was 
a difference between the price quoted for the power 
stations as compared to the prices mentioned in the loan 
documents. He wondered what impact the 25 percent lower 
price for the power station would have on Petrogas's 
financial viability. In response, I indicated that the 
new price had been conveyed informally to a recent Bank 
mission and that confirmation on the actual price would 
be sought during a mission scheduled to visit Cairo at 
the end of this week. Tii.e Petroleum Division was 
presently making an assessment as to the financial 
implications of the lower price. In case they would 
adversely affect the project's financi_al viability, we 
would insist that the Government agreed t6 the higher 
prices reflected in the loan documents. In a subsequent 
conversation, Mr. Raizen indicated that after further 
review Mr. van der Tak is of the opinion that it would 
be important to have a uniform price for both power and 
industry, preferably at the higher price of $1.14 per Mcf. 
However, if for the sake of uniformity this price level 
could not be reached, he would be prepared to agree to a 
lower price wiiformly applicable to both power and industry. 

(ii) Referring to the gas prices domestic consumers and the 
power stations would be charged under the proposed project, 
Mr. van der Tak would like the gray cover documents to 
spell out what price developments we would envisage in the 
long run taking into account the basic understanding that 
the existing prices were still way below border prices and 
that they be adjusted accordingly in years to come. 

(iii) Regarding disbursement, it would be preferable that the loan 
documents provide for Bank financing of 100 percent of the 



Files - 2 - ~.arch 6, 1980 

f oreign exchange cost of fo r eign consultan t services 
(over and above the f i nancing a lready pr ovided fo r 
consultants' services under the Gulf of Suez Gas 
Projecc) and tra ining . The r enainder of the credit 
amou.~t should finance a specific percentage of the 
single responsibility contract. 

(i.v) As to t he financial covenants included under the 
project, Mr. Raizen has discussed his comments directly 
with repr esentat ives of the Energy Division. 

3,. Mr . Mo r se corr:mented on t he procurement arrangements and wondered 
whe ther it was essential to have a detailed Schedule 1 to the draft Project 
Agreement since a single responsibility contract has already been awarded. 
I informed Mr. Morse that the Legal Department had opted for retaining 
Schedule 1 to take account of the possibility of a new procurement process 
in case t he contract between Petrogas and the general contractor should be 
terminat ed ahead of t ime . 

4. The Legal Department commented that in view of the important role 
the Egyp tian Ge neral Pe troleum Corporation had in assisting Petrogas to comply 
with a number of covenants under the legal documents, these should be reform
ulated in such a way that rather than having only a pro j ect a greement between 
IDA and Petrogas, this agreement be extended to i nclude EGPC as an additional 
contracting party. 

cc: Messrs. Raizen (PAS); Karaosmanoglu (EMl); Knox, Carmignani, Reekie, 
Roa (EMP); KHpp . Dervis (EMl); Rovani, Sheehan, Bourcier, McCarthy, 
Daffern, Nayyar (EGY); Duval (LEG); Hakim (CTR); Ms. Zurayk (EGY) 

FKaps:aw 



-TO: 

FROM : 

SUBJECT: 

e · 

WORLD BANK / INTERNATIONAL FINANCE CORPOffATI ON 

OFFICE MEMORANDUM 
Files 

Franz H. ~an Officer, EMl.DA 

EGYPT: Cairo Gas Distribution Project 

DATE: March 6, 1980 

Mr. Horsley called on March 5 to convey Mr. Husain's, Acting VPO, 
decision that the Executive Directors can be informed of IDA's intention 
to negotiate a $50 million development credit for the above project on terms 
and conditions set out in the credit documents, distributed under a cover 
memorandum of Mr. Benjenk, dated February 28, 1980, as modified by the 
proposals contained in Mr. ~~n der Tak's memorandum, dated February 28, 1980. 

Attachment 

Cleared with & cc: Mr~ Horsley (VPO) 

cc: Messrs. Husain, 
Qureshi 
Benjenk 
Baum 
Nurick 

cc: Messrs. Karaosmanoglu (EMl); Hattori (CTR); Knox, Carmignani (EMP); 
K8pp/Swayze (EMl); Fish, Roa, K. Jones (EMP); Finzi (EMNVP); Rovani, 
Friedmann, Bourcier, McCarthy, Nayyar 9 Ms. Zurayk (EGY); Duval (LEG); 
Hakim (CTR); R.a.izen (PAS) 

FKaps:aw 
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WOR LD RANK I INlFnNA Tl () t JI\ L F l~JANC[ c:nn, •, ,, :,·11c i1: 

OFFICE MEMORAf\DUfv1 
TO: Mr. S. Shahid 

FROM: H. G. van der 

SUBJECT: EGYPT - Cairo 

Hus~, Acting VPO 

Ta~) Direcltor, Projects Staff 
--.J / 

Gas D~ztribution Project 

0/1 TC March S, 1980 

-

You requested a sUIIJillary of my major concerns regarding the 
energy pricing policy issue in the proposed loan documents for the above 
project. Briefly, I would suggest the following: 

. (i) The President's and Appraisal Reports should give a full 
account of the energy pricing issues, the first steps now to be made toward 
a more satisfactory policy and . the long .way the policy still has to go. 

(ii) The proposed memorandum of understanding (see para. 11 of 
Mr. Karaosmonoglu's memorandum of 26 February) should specify that it is 
the Government.' s policy to .move domestic energy prices to world market 
prices "within a reasonable per.iod"; 

(iii) -The Government should agree not just to discussions to be 
held in accordance .with an agreed timetable, but following review of the 
pricing study (included in the Gulf of Suez Gas Project but delayed by 
about a year), · to establish a .satisfactory timetable for specific measures 
to implement the pol_icy sub . (ii); and 

.... · 
(iv) . As a first step the Government should agree to increase, by 

the end of 1982~ the price of hydrocarbon fuel not only for fuel used for 
power generation· in general (as proposed by the Region) but also for 
industry to th~ _level tentatively agreed to be paid by EEA for gas supplied 
under the proposed project to the two power plants. 

This package will undoubtedly be difficult to negotiate, but i~ 
would represent a significant, albeit a still very modest, move in the 
right direction. 

BGvanderTak:lfb 

cc: Messrs. Benjenk, Karaosmonoglu, Knox 
Baum, Rovani, Horsley 



• 

• 

• 

<~ .,,. 
i::" 
CD~ 
3 3 
!l 3 .. -:, = 
~l 



FPCM 

Vl<.1nLD 8/.FJK 1 1/JH f, n ,\Tl()W\L Fl r lMICE cr1F<l'•) nATl (JN 

0 -FICE MEMORANOUrVl 
The Loan Cor.nnittee o;T[ 

Munir P. Benj enk, Vice President, EHENA Region l l t .,.> 
1:)-, \ ..... .. ; 

EGYPT: Proposed $50 Million Development Credit .,.to the 
Ar ab Republ ic of Egyp t fo r the Cai ro Gas 
Distribution Projec t 

February 28, 1980 

1. The Committee is requested to consider the draft President's and 
Staff Appraisal Repcrts and draft legal documents for a prop_osed $50 million 
development credit fo r the Cairo Gas Distribution Project, which were 
subrr~ tted to me under cover of a memora~d~ from Mr. Karaosmanoglu, dated 
February 26, 1980, also attached. I concur with Mr. Karaosmanoglu's 
recormnendations. Questions should be directed to Mr. Kaps · (e~tension 74528). 

2. In the absence of objection 1;Y close of business on March 4, 1980, 
we plan to inform the Executive Directors of the Association of our intentio 
to negotiate the proposed development credit ._on the te·rms and conditions se t 
out in the attached . reports. 

Attachme"nts 

cc: Messrs. E. Stern , Chairman (3) 
Qureshi 
Warren Ba~m (5) 
L. Nurick (2 ) 

" ·• 

cc: J1e.~srs .. , Karaosoanoglu (DU); Hattori (9TR); Knox, Carmignani (EMP); 
Kclpp/Swayze (Edl ); Fish, Roa, K. Jones (EMP); Finzi (E:MNVP); Rovani, 
Friedmqnn, Bourcier, McCarthy, Nayyar, Ms. Zurayk (EGY); Duval (LEG); 
Hakim (CTR) 
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;1__:b Jf CT. EGYPT: Proposed $50 Million I DA Cre<li.t for the. 
Cai ro Gas Distribution Proj ec t 

1. I attach for your approval and transmission to the Loan Corrm1ittee 
the draft President's and Staff Appraisal Reports, draft l egal documents and 
a memorandum to the Loan Committee on the above project. The... Issues Paper 
and Deci sion Memorandum for this project were distributed on October 31 and 
November 6, 1979, respectively. This projeGt is the first of two projects 
in the energy sector to be presented to t he Board this year; sector issues, 
principally pricing, are the major issues related to a successful impact of 
both projects. They are addressed to in paras. 7 to 13 below. 

Project Objectives and Description 

2. The proposed project is designed to provide natural gas from the 
Abu Ghardig fields (about 270 km west of Cairo) for the creation of a gas 
distribution network in four districts of Cairo, as well as to supply two 
(small) power units. Natural gas would be used in these districts primarily 
for do mes.tic purposes, mainly cooking and water heating, thus largely replacing 
presently i mported liquefied petroleum gas~(LPG). The resulting foreign exc ange 
savings to Egypt on LPG imports are projected to be su~stantial. The project 
would also include a large technical assistance component to help Petrogas, t e 
implementing authority, in implementing and managing the project and to establ ish 
it as a public gas utility ~allowing sound managerial, operating and financial 
practices. The physical facilities of the project would consist of a high
pressure transmission pipeline, a medium-pressure distribution system, carcassing 
and conversion of 160,000 existing households from LPG to natural gas. 

Projec t Cost and Financing 

3. '· , ., The ' project's total cost is estimated at about $154 million with a 
f oreign exchange component of about $102 million. With the proposed IDA credit 
of $50 million, IDA would finance 33 percent of total or 49 percent of the 
project's foreign cost. The Government and/or the Egyptian General Pe troleum 
Corpora tion (EGPC), Petrogas ' parent company , would finance the project's 
re~aining foreign and local cost as well as any cost ove rruns. The proposed 
credit would be made to the Arab Republic of Egyp t which, in turn, would on-led 
t he proceeds to Petrogas through a subsidiary loan agr eement . The sub-loan o 
Petrogas would be for a period of 20 years wi th a grac e period of five years 
a t an inte r est r a te equal t o tha t prevailing on Bank loans at the time the credi t 
is approved by the Executive Directors. 
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Procurement 

4. Following a r eq uest by the Egyptian Government and Petr ogas and afte r 
a review by t he Bank 1 s procurement advisor, the Ch airman of the Loan Co~nittee 
agr eed t ha t IDA should a pp r ove tha t a single r espons ibili ty con t ract fo r t he . 
entire pr oject works be awarded through advanced contracting , with the following 
proviso: (i) that t he E yptian Government be advised in writing t ha t an 
increase in the price of gas ·to about $2 . 50 equivalent per one thousand cub i c 
feet (Mcf) l_./ is an "essential , innnutable precondition" for the proposed credi t 
and (ii) tha t t he Government be advised of the usual conditions, i.e. that t he 
proposed contract be satisfactory to IDA and IDA financing would be availab l e 
only if and when IDA' s Executive Directors have given their approval. Followi ng . 
further IDA review and approval) s uch cont rac t has since been awarded and a 
letter of intent has been issued. Re t roactive financing of up to $5 million is 
recommended for expendi tures incurred by Petrogas (essen tially down-paymen ts ) on 
items proposed to be financed by IDA between November 21, 1979 ~(date of the 
contract award) and the date of the credit signing . 

Prices of Gas and LPG 

-
5. In connection with this project, tentative agreement has been reached 
on pricing natural gas supplied to (i) domestic consumers at about $4.20 per Mc f 
(or $168 per toe), i.e. substantially above the level stipulated by the Chairman 
of the Loan Committee (see para. 4 above) and (ii) two EEA power stations at 
about $0.85 per Mcf (or $34 per toe). 2/ These price levels are expected to 
ensure Pe t fogas' f inancial viability througn 1984. NatuJal gas has been little 
used in Egypt for domestic consumption and, therefore, no real price comparison 
can be made. For reference, a price of $0.29 per Mcf (or $11 per :.:oe) is 
presently charged for gas used for industrial purposes and power generation. 
Current international prices for gas oil and fuel oil are about $365 per toe 
and $180 per toe, respectively . It should be noted that the gas price increase 
to EEA, if limited to only 2 power plants and not compensated for by some 
rationing mechanism by EGPC (which, as the supplier pf , both oil and gas could 
in fact apply such a mechanism), could encourage EEA to use fuel oil in place of 
natur_al gas. 

6. We haq requested the Government in writing to increase the domestic 
price of LPG to a level comparable to the one proposed for natural gas since we 
were concerned ,about the possible resistance of existing consumers to switch 
over to natural gas if a significant price differential existed between these 
two mutually substitutionable fuels. Following indications received from the 
Chairman of the Loan Committee we even indicated to the Government that, subject 
to such price increase of LPG, IDA may be in a position to increase the credit 

1/ This is equivalen t to $100 per ton of oil equivalent (toe). 

2/ Based on recent informa tion to be confirmed during nego tiations and 
not reflec ted in the President 's and App r aisal Reports . 
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a!",ount for the propo3ed pro jec t by abou t $23 million) th~s al leviati ng t .he 
s ubstantial burden on the Government whi ch , wi th an I DA credi t o f only 
$50 ~~l lion , woul d have to fi nance 67 pe rcent of to tal or 51 pe rcent of the 
pr ojec t' s fore :;. :n C8St . Hm.;eve r, t he Governmen ~ has b en a daman t that any 
price i!:lcr ~ase r:o r LPG wa s out of t he que s t ion at the present time . On t he 
othe r hand , t he Governmen t has alr ea ,ly taken meas ures whi ch are designed to 
encourage the use of dorr.es tic gas instead of LPG. Fo r the r easons s pelt out 
i n pa r a . 70 of t he Preside t ' s l:eport , we believe that these measures are 
adequate to mini ~ize t o an a ccep t ab le level t he.risk that consume rs in t he 
proj ect area migh t continue to use LPG. It shoul d ·also be noted tha t LPG 
account s only for about 3 percent of total pet ro leum product consump tion in 
Egypt. 

Energy Pricing Strategy I - . 

7. The above tentative agreements regarding the price of'gas should be 
considered i n the context of agreements reached under our second power project 
approved in June 1979, under which tne Government and the Egyptian Electrici ty 
Authority agreed to take all measures, including tariff. increases, if necessary , 
to reach a minimum 9 percent rate of .return on revalued assets by 1983. 
Agreement on measures that will achieve a 5 percent rate of return in 1980 is a 
condition of effe~tiveness of the second power loan and presently being discussed. 
As part of such measures the Government has already decided to increase 
substantially domestic consumer tariffs with effect for this year. (This 
decision has been taken in the context of the 1980 budget which is expected t o 
be approve-cl 1ry Parliamen t shortly.) However, to achieve _t~ 5 percent rate of 
return, additional measures need to be taken, , . ,.. 

8. While all t hese agreements are positive steps forward in energy pricing 
in Egypt, they affect only a very small share of total energy consumption and 
do not address t he IT~jo r issue, which is the heavily subsidized price of energy 
inputs to industry. Presently , fuel oil supplied to industry which constitutes 
about 30 percent of total pe troleum product cons umption in Egypt, is priced at 
$11 per toe as co~pared with an international price·or about $180 per toe. 

9. We have discussed within the Bank and also with the Government how we 
might move away fron a project by projec t consideration of energy pricing. 
However '", ·we are not ye t in a position to establish a broad-based energy pricing 
strategy which could be fir~iy proposed to the Government as a condition of 
lending . The followi ng asp ects of the Egyptian economy make such a determination 
difficult: (i ) the lack of a clear model on which to test the impact of price 
changes in t he comp lex indust rial sector, (ii) no a ssessment of t he extent to 
which low domestic energy prices have in fact led to uneconordc decisions or 
inefficient utilization, (iii) uncer t ainty about the likely volume of oil and 
gas resources in t h2 fut ur e , ( iv) a resource base in which oil and gas a re 
essentially fungible,(although t he r e are some indica t ions regarding major gas 
deposits, proven gas r ese r ves are neith er exnemely plentiful nor a surplus 
cm,ur.ociity) and (v) uncer taint y ab out the ne t impact of hi gher ene r gy prices on 
governrr:en t resources--given t ha t t he public sector is a large user of energy 
and that fina l output pr i ces r en:.ai !1 const r ained by many factors including 
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competing impor t prices. 

10.. Nonetheless, t here is no doubt that Egypt should gradually move dom~stic 
fuel prices closer to world narket . prices (border p-rices ) . Mo reove r, in moving 
prices, it .is i~portant to do so in a way that gene r ates a relative price 
structure reflect ir.g the price structure of world r ices , even if a solut e 
levels remain for some tine below v,orld market levels . This position has been 
made clear to the Egyp tian Gove rnment which is fully a~..-a re of the need for a 
corr.prehensi ve energy pricing pol icy. 1/ However, as reflected in the Decision 
Her.:oranda fo r both the proposed gas projec t and the third powe r proj ec t (dated 
December 19, 1980), no specific undertakings have been proposed in connecticn 
with t hese projects other than the aforementioned pricing pu,posals in r egard 
to natural gas. Accordingly, any proposal of furthe r measur es in t his resp t 
as conditions of lending a t t his stage would mos t l i kely raise extremely 
difficult negotiating p rob lems especially when one takes account of t he five 
points mentioned above . In this con text, it should be noted that the Gover men t 
has insisted that because of the complex inter-linkages involved in ene r gy 
pricing, a study to evaluate option~_and t heir effects on end product prices 
would have to be prepared. Such a study is being financed by the Bank in t he 
context of the Gul f of Suez Gas Project (Loan 1732· EGT). The above project also 
includes a study on -gas use optimization and the need to upgrade this r esource 
from a fuel oil ~ubstitute to higher value uses. While the legal documents for 
the Gulf of Suez Gas Project provided for the completion of the studies by 
June 30, 1980, it has taken more time than anticipated to draw up appropriate 
terms of reference and issue invitations to selected consultants. Consultant s ' 
proposals''"ha'\re now been received and are b~ing evaluated. Allowing for 
sufficient mobilization time for the consult~nts, actu~l work is unlikely to 
start before June 1, 1980 and is expected to take about one year. Thus, the 
results cannot be incorporated in undertakings in connection with the two proj e ts 
currently being processed. 

11. Despite this, in order to achieve some further positive movement, we 
propose to seek agreement with the Egyptian Government duri ng ne gotiations on 
the proposed gas project , on a memorandum of understanding in which (a) t he 
policy of moving domestic prices toward world market prices would be affirmed, 
(b) the Government wo uld agree to start discus sions · wifh the Bank as s oon as 
prelimi nary r esults of t he pricing study become available, and continue these 
discussions 0~ an agreed timetable with a view to agreeing on specific measures 
to be taken to achieve this following completion of these studies, and (c) in 
any event, th'ese n:easures would include an increase of the price of hydrocarbon 
fuel used for power generation in general to the level tentatively agreed to be 
paid by EEA fo r gas supplied unde r the proposed gas projec t to t he two power 
plants. This increase, which would result in a tripling of t he existing price , 
would be achieved by the end of 1982 , pr esumably in gr adual stages. We would 
also propose to assist the Egyptian Governmen t in i mp r oving the fuel effici ency 
of power plants and industrial plants in order to offse t the increase in prices. 

1_/ This is why t he Governmen t recent ly established a High Council for 
Energy, which is chaired by t he Minister of Petroleum . 
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While no t f ully addres sing t he i ssue , the t arif f increases t o 
domes t i c consume r s of nat ural gRs 2nd th e hi ghe r price fo r t he natural gas 
to be use d by t he two power s tations supplied under the proposed project, 
constitute a po s i t i ve step t owards impr oving energy pricing in Egyp t. The 
s ame applies to a r ecent decision by the Govern ,.en t t o i ncreas e t he prices 
of pe t r ole •m pr oducts wi t h the excepti on of f uel oil and LPG, on the average , 
by 20 pe r cen t. 

12. The Bank has so far concentrated its interven tion in the petroleum 
sector in Egypt on the na t ural gas s ubsector. 1bis subsector is expe cted 
to become increasingl y i mportant in t he next few years . Major deposits of 
gas are believed t o exist off-shore , and possibly onshore, agd the develop
ment of these fiel ds could provide t he domestic mar ke t with a substitute for 
fuel oil. Because of t he substantial c2pital investment r equired for such 
development and t he involvement of f orei'gn oil compani es (who are likely to 
welcome B~mk participation i n such investments), the Bank should have a 
continuing opportunity to influence progress in the oil and gas subsector, 
and increasing leverage on gas and fuel oil prices. 

13. In summary, it is recognized --that the above arrangements fall far 
short of closing t he .substantial gap between existing energy prices in Egypt 
and their international prices. However, compared to the situation about two 
years ag~ certain-positive developments have taken place or will take place in 
connection with the proposed gas and power projects. We seek your concurrence 
that we proceed as proposed above at this stage. In any event, even the 
package with the i mpact on the subsidized price structure is likely to be 
difficult to negotiate and may be unacceptaole to the Egyptians, in which case 
we will ask the Government to present an alternative which would be referred 
back to you before any agreement is reached. A more complete note is being 
prepared to incorporate the latest information on this issue as obtained by 
missions which have just returned from Egypt. We expect to submit this note to 
you by the end of ~:arch. 

14. The curren t lending pr ogram is attached. 

15. The attached documents have been cleared by the-- Departments concerned. 
Please refer any comnents or questions to Hr. Kaps, extension 74528. 

Attachments I 

Cleared with & cc: }!essrs. Knox , Carmignani, Fish (EMP); Bourcier/McCarthy (EGY); 

KHpp (mil ) 

cc: Messrs. Rovani, Shee han , Friedmann, Nayyar o/r, Daffern, Ms. Zurayk, 
Ms. Julius (EGY); El Darwish (EHP); Maiss o/-r (EHl); Elw.an, Roa, Mathai (DIP); 
Swayze, Dervis (8-'U); Duval (LEG); Hakim (CTR). 
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EGYPT: Proposed $5 0 Million Development Credit ·t o the 
Ar ab Republic of Egyp t for the Cairo Gas 
Distribution Project 

Februar y 28, 1980 

1 . The Committee is requested to consider the draft President's and 
Staff Appraisal Reports and draft legal documents for a prorosed $50 million 
development credit for the Cairo Gas Distribution Project, ~hich were 
submitted to me under cover of a memorandu~ from Mr. Karaosmanoglu, dated 
February 26, 1980, also attached. I c oncur with Mr. Karaosmanoglu's 
recommendations . Questions should be directed to Mr. Kaps · (e~tension 74528 ) . 

2. In the absence of objection ~y close of business on March 4, 1980, 
we plan to inform the Executive Directors of the Association of our intention 
to negotiate the proposed development credit ·_ on the te-rms and conditions se t 
out in the attached -reports . 

Attachments 

cc: Messrs. E. Stern, Chairman (3) 
Qureshi 
Warren Ba~m (5) 
L . Nurick (2) 

r 

cc: ie.1?srs .. , Karacsmanoglu (EM!); Hattori (9TR) ; Knox, Carmignani (El'P); 
K8pp/Swayz_g (HU ); Fish, Roa, K. Jones ( EMP) ; Finzi (ENNVP ); Rovani, 

J!riedm~nn, Bourcier, McCarthy , Nayyar, Ms. Zurayk (EGY); Duval (LEG) ; 
Hakim (CTR) 
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1l Attila Karaosmanoglu, Di r ector, EMl fiA -

:;U~.1'.-,_., EGYPT: Propos ed $5 0 :t-<i.illion I DA Credit for the 
Cairo Gas Dis tribut i on Project 

1. I attach for your approval and transIJ1~ssion to the Loan Committee 
the draft President's and Staff Appraisal Reports, draft legal documents and 
a memorandum to the Loan Committee on the above pr.oject. The: Issues Paper 
and Deci sion Memorandum f or this project were distributed on October 31 and 
November 6, 1979, respectively. This project is t he first of two projects 
in the energy sector to be presented to the Board t his year; sector issues, 
principally pricing, are the major issues related to a successful impact of 
both projects. They are addressed to in paras. 7 to 13 below . ., 

Project Objectives and Description 

2. The proP.osed project is designed to provide natural gas from the 
Abu Ghardig fields (about 270 km west of Cairo) for the creation of a gas 
distribution network in four districts of Cairo, as well as to supply two 
(small) power units. Natural gas would be used in these districts primarily 
for domesti~ purposes, mainly cooking and water heating, thus largely replacing 
presently imported liquefied petroleum gas: (LPG). The resulting foreign exchange 
savings to Egypt on LPG i mports are projected to be substantial. The project 
would also include a large technical assistance component to helr- Petrogas, t he 
implementing authority, in implementing and managi ng the project and to establish 
it as a public gas utility following sound IJ1.anagerial, operating and financia l 
prac tices. The physical f acil ities of t he project would consist of a high
pressure transmi ssion pipeli ne, a medium-pres sure distribution system, ca rcassing 
and conversion of 160, 00 0 existing households f r om_L~G to natural gas. 

Froject Co s t and Finan c ing 

3. ,, ,., The ~ project I s total cost is estimat 'ed at about $154 million with a 
forei gn exchange component of about $102 million . With the proposed IDA credi t 
of $50 mi llion, I DA would finance 33 percen t of t otal or 49 percent of t he 
project's foreign cost. The Government and/or the Egyptian General Petroleum 
Corporation (EGPC), Petrogas' pa rent company, would f inance the project's 
remaining foreign and l ocal cost as wel l as any co s t overruns. The proposed 
credit would be made to t he Ar ab Republ ic of Egypt which, in turn, would on- ler.d 
the proceeds t o Pe troga s t hrough a subsidiary loan a greement. The sub-loan to 
Petrogas would be for a peri od of 20 yea r s with a grac e period of five year s 
at an inter est r a te equal to tha t pr evailing on Bank loans at the time the credit 
is app r oved by the Executive Di r ec to r s. 
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Procurerrent 

4. Following a request by the Egyptian Government and Pe trogas and after. 
a revlcw by the Bank's procurement advisor, the Chairman of the Loan Committee 
agree d t hat IDA sho ul d npprove t hat a single r esponsibility contract for the 
entire project wo r ks be awa rded through advanced contr ac t ing , with the following 
proviso: (i) tha t the Egyptian Government be advis ed in writing t ha t an 
increase in the pr i ce of gas t o about $2 . 50 equivalent per one t housand cubic 
feet (Mcf) l./ is an "essential, i mmutable precondition" for the proposed credit 
and (ii) that the Government be advi sed of the usua l condi tions , i.e. that the 
pr oposed contr act be satisfactory to IDA and IDA financing would be available 
only if and when IDA' s Executive Directors have given their approval. Followi ng 
further IDA review and a pproval) such cont r act ha s since been awarded and a 
letter of intent has been issued. Retroactive financing of up to $5 million is 
recommended for expendi t ures incurred by Petrogas (essentially down-payments ) on 
items proposed to be finance d by IDA between November 21, 1979 / (date of the 
contract award) and t he date of the credit signing. 

Prices of Gas and LPG 

5. In connection with this project, tentative agreement has been reached 
on pricing natural gas supplied to (i) domestic consumers at about $4.20 per Mcf 
(or $168 per toe); i.e. s ubstantially above the level stipulated by the Chairman 
of the Loan Committee (see para. 4 above) and (ii) two EEA power stations at 
about $0.85 per Mcf (or $34 per toe). 2/ These price levels are expected to 
ensure Petr-ages' financial viability th;oug4 1984. Natural gas has been little 
used in Egyp t for domestic consump tion and, ' t µer e fo re, rfo real price comparison 
can be made . For reference, a price of $0.29 per Mcf (or $11 per toe) is 
presenLly charged for gas used for industrial purposes and power generation. 
Current international prices for gas oil and fuel oil are about $365 per toe 
and $180 per toe, r espectively . It should be no t e d t ha t the gas price increase 
to EEA, if limited to only 2 power pl ants and not compensated for by some 
rationing mechani sm by EGPC (t·1hich , as the supplier of both oil and ba s could 
in fact apply such a mechanism), could encourage EEA· to use fue l oil in place of 
natural gas. 

6 . We had r equested t he Government in writing to increase the domestic 
price of ~PG C6 a level com~arable t o the one pr oposed for natural gas since we 
were concerned about the possible resistance of existing consumers to switch 
over to natura l gas if a si gnificant price differential existed between these 
t wo rr,utually substitutionable fuels. Following indications received from the 
Chairman of the Lo2.n Committee we even indicate:d t o the Governmen t that , subject 
to such price increase of LPG , IDA may be in a positi on to increase the credit 

Jj This is equivalent to $100 per ton of oil equivalent (toe). 

:!:_/ Based on r ecent info~ation to be confirme d durin~ negotiations 2nd 
not reflec ted in the President' s and Appraisal R2ports . 
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amount f or the pr oposed proj ~ct by abo ut $2 3 mi llion) th~s a llevia t ing t he 
subs tan tia l bur den on t he Gove r nment which , with an IDA cr e di t of only 
$5 0 million , would have to finance 67 percent of t ot a l or 51 percen t of the 
proj ect ' s f orei gn cos t . However, the Gove rnment has been adari~ n t t hat any 
pr ice increase for LPG .vas out of the u s cion at t he pres ent time . On t he 
othe r hand , the Gover n ent has a lready t aken meas ur es whi ch are designed t o 
encourage t he use of domes t i. c gas ins tead of LPG. Fo r the reasons s pelt out 
in pa r a . 70 of t he Pres i den t 1 s P.epor t, we believe tha t thes e meas ure s a r e 
adequate to mi ni mize to an accep table l evel t he . r isk tha t consumers in t he 
pro ject a rea might continue to use LPG. It should ·a l s o be noted t hat LPG 
acc ount s only for about 3 pe rcen t of total pe t role um product_consumption in 
Egypt. 

Energy Pr icing Strategy ' • .- . 

-· 7 . The above t enta t ive agreements r egarding t he price of gas should be 
cons i dered i n t he con t ext of agreements reached under our second power project 
approved in J une 1979, under which t he Gove rnment and the Egyptian Electricity 
Authority agreed t o t ake all measures , i ncluding t ~riff' i ncreases , if necessary , 
to r each a mini mum 9 _percent ra te of r eturn on revalue d assets by 1983. 
Agreement on measures t ha t wi l l achieve a 5 percent rate of return in 1980 i s a 
condition of effectiveness of the second power loan and presently being discussed. 
As part of such measures t he Government has alrea dy decided to increase 
substantially domestic consumer t a r iffs with effect for t hi s year. (This 
de ci sion has been t aken i n the context of the 1980 budget which is e:l\.-pected t o 
be a pproved by Parliamen t s hortly . ) However , to achiev~. t~ 5 percent r a te of 
return, a dditional measures need to be t aken .' 

8. While all these agreements are pos itive steps forward in energy pricing 
in Egypt, t hey affe ct only a very SID.al l shar e of to t a l ne:rgy consumpt ion and 
do not a ddress the majo r iss ue , which is t he heavily subsidized price of ene r gy 
inputs t o i ndustry . Pr esently , fuel oil supplied t o industry which cons titutes 
about 30 pe r cent of total pe t r oleum product cons u~p ~ion in Egypt, is priced a t 
$11 per t oe as compared with an international price of ab out $180 pe r t oe . 

9. We have discussed wi t hin the Bank and a l so ,;i t h the Governmen t how we 
mi ght TP,ov~ away from a projec t by pr oject considerati on of ener gy pricing . 
However, we are no t ye t in a positi on to es t ab l ish a br oad- bas ed ene r gy p r ici n· 
strategy which. coul d be firmly proposed to t he Gover n ... en t as a con di t ion cf 
lending . The f ol lowi ng aspec ts of t he Egyptian economy make s uch a de t er~ination 
diff i cult : (i) the l ack of a clear model on which to t est the i n:pact o f pr i ce 
changes in t he complex i ndust r ial s ector , (ii) no assessment oi t he ext en t t o 
which l ow donestic ene r gy pr i ces have i n f act led to uneconon::i c decisions or 
ineffi ci ent utiliza t ion, (iii ) uncer t aint y about the likely volume of oil and 
ga s resources i n t he fu t ure , (iv) a res ource base i n which oil and gas a r e 
essentially fun gible ,(although t here a r e s ome i ndicntions r e garding ma j or gas 
deposi t s, proven gas r eserve s are nei t her e xtremely plent i ful nor a su rplus 
comrr.odity) and (v) uncertainty abo ut t he net i npact c f . hi g er e ne r gy pr ices o 
governmen t r esour ces--given tha t t he peb lic sec t or s a large use r of energy 
and t ha t f i nal outpu t prices r emain cons trained by 1113ny f ac to r s including 

I 
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competing i~port prices. 

10 . Nonetheless, there is no doubt t hat Egypt should gr adually move domesti c 
fuel prices closer to wc r ld narket prices (border prices) . Mo r eover, in moving 
prices, it is i ~por tan~ to do so in a way that gene rates a re lative price 
structure reflecting t he price structure of word prices, even i f absolute 
levels remain for some t ime below world marke t l evels . This posi tion has been 
made clear to t he Egyp tian Government which is ful ly av.-a r e of the need for a 
corrprehensive energy pricing policy . 1_/ However , as reflected in the Decision 
Memoranda fo r both the proposed gas project and t he third· power project (dated 
Decembe r 19, 1980), no specific undertaki ngs have been proposed in connection 
with these projects other than the aforementioned pricing proposals in r egard 
to natura l gas. Accordingly , any proposal of further measure s in this respect 
as conditions of l ending at this stage would most likely r aise extremely 
difficult · negotiating problems especia'iiy when one takes account of the five 
points mentioned above . In t his context, it should be noted tnat the Government 
has insisted tha t because of the complex inter-linkages involved in energy 
pricing, a study to evaluate opti6ns,and their effects on end product prices 
would have to be prepared . Such a study is being financed by the Bank in the 
context of the Gulf of Suez Gas.Proj ec t (Loan 1732 EGT). The above project a l so 
includes a study on gas use optimization and the need to upgrade this resource 
fro m a fuel oil s~bstitute to higher value uses. While the legal documents for 
the Gulf of Suez Gas Project provided for the completion of the studies by 
June 30, 1980, it has taken more t ime than anticipated to draw up appropriate 
terms of reference and issue invitations to selected consultants. Consultants ' 
proposals ob.ave now been received and are be~ng evaluated •. Allowing for 
sufficient mobilization time for t he consultants, actua! work is unlikely to 
start before June 1, 1980 and is expected to take about one year . Thus, the 
results cannot be inco rporated in undertakings in connection with the t wo proj ec ts 
currently being processed. 

11. Despite this, in order to achieve some further positive movement, we 
propose to seek a greement with the Egyptian Governmen t during negotiations on 
the proposed gas project , on a memorandum of understanding in which (a) t he 
policy of moving domestic prices toward world marke t prices would be affirmed, 
(b) the Governmen t would agree to start discus sions with the Bank as s oon as 
prelirr~1ary r esult s of the pricing study beco~e available , and continue these 
discussi6Hs o~ ' an a greed time t able with a view t o agreeing on specific measures 
to be t aken to achieve this foll owing compl e tion of these studies , and (c) in 
any event, these measures would inclede an inc r ease of the price of hyd r ocarbon 
fuel used f or power generation in general to t he l evel t en t a tively agr eed to be 
paid by EEA fo r gas s upplied under the proposed gas project to the t~-m pm,•er 
pl ants . This increase, which would result in a tripling of t he exis ting price, 
would be achieved by the end of 1 982, pr esumably in gradual stages . 1/ e woul 
also propose to assis t the Egyp t ian Government in i r.1p rcvi no t he fue l efficien ,:· 
of power plants and i ndustrial plants in or der to offset the i ncrease in pri ces. 

1/ This is why the Government r ecen t ly established a High Council fo r 
Energy , wh ich is chaired by the Hinister of Pe t.roleum. 

l 
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While not f ully add ressing the issue , the t ariff increases to 
domestic consuirers oi natur al gas and t he hi gher price for the natu-:::.:::1 gas 
to be used by the two power stations supplied und e r tf.e proposed pr oject , 
cons t itute a positive step towards impr oving eneriy pricing in Egyp t . The 
same applies to a recent decision by the Governn:en t to inc re ase the prices 
of pc t ro~ewa products with the excep tion of fue l oi l and LPG, on the ave r age, 
by 20 percent. 

12. The Bank has so far concentrated its i n t erven tion in the petroleum 
sector in [ gypt on t he natural gas subsector. Thi s subsector i s e~~ccted 
to become i nc r easingly i mpo rtant in t he next few years . Hajor depo si ts of 
gas are believed to exis t off- shore , and possibly onshore, ati.d the develop
ment of these fields could provide the domestic marke t with a substitute fo r 
fuel oil. Because of the subs t antial capita l investment r equired f or such 
development and the involvement of foreign oil comp anies (who a re likely to 
welcome Bank participa tion in such investments), the Bank should have a 
continuing opportunity to influence progres s in t he oil and gas subsector, 
and increasing leverage on gas and fuel oil prices. ,, 

13. In summary , it is reco gnized · t hat the above arrangements fall far 
short of closing the -substantiai gap between existing energy prices in Egypt 
and their international prices. However, compared to the situation about two 
years ag~ certain· positive developments have taken place or will take place in 
connection with the proposed gas and power projects. We seek your concurrence 
that we proceed as proposed above at this stage. In any event, even the 
package w~th 1 t he i mpact on the subsidized P!ice structure is likely to be 
difficult to negotiate and rr~y be unacceptable to t he Egyptians, in which case 
we will ask the Government to present an alte'rnative which would be referred 
back t a you before any agreement is reached . A more complete note is being 
prepared to incorporate the latest information on this issue as obtained by 
missions which have j ust returned from Egyp t. We e},,-pect to submit this note to 
you by the end of Harch. 

14. The current lending program is attached. 

15. The attached documents have been cleared by the Departments concerned. 
Please refer any corrunents or ques tions to Mr . _Kaps , extension 74528 . 

f , " • · .. / 

Attachmen ts 

Cleared with & cc: Mess rs. Knox, Carmignani, Fish (EHP); Bourcier/McCarthy (EGY) ; 
KcJpp ( HU) 

cc: Hess rs. Rovani, Sheehan , Friedmann, Nayyar o/r, Daffern, Ms. Zurayk, 
Hs . Julius (EGY) ; El Darwish (ENP ); Haiss o/r (E~IJ. ); Elwan , Roa , Ha thai (EHP ) ; 
Swayze , Dervis (8'U) ; Duval (LEG) ; Hakim (CTR). 

FK.aps:aw 
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TO: 

FROM : 

SUBJECT: 

' • 
WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. W. S. Humphrey, Acting Director, Country 

Programs Depli[ent 1, EMENA Region 
Hans-Eberhard op, Division Chief, 

Country Pro '-/'''" Department 1, EMENA 
EGYPT: Cairo G.as roject . 

DATE: February 22, 1980 

1. Please find attached the Loan Committee package for the 
Cairo Gas Project. 

2. The Loan Committee memorandum which deals most importantly 
with the question of overall energy pricing in Egypt was discussed 
and agreed yesterday at a meeting chaired by Mr. Knox and attended 
by Messrs. Carmignani, El Darwish, Bourcier, Fish, Mathai, Elwan, Maiss, 
Dervis, Kaps and myself. 

3. As you know, Mr. Maiss sent his comments on an earlier 
draft of the memorandum which, however, is very similar to the 
one attached; a copy of this memorandum is attached also. 
Mr. Maiss did not take up any of these points during the 
.meeting yesterday but he indicated to me that he would talk 
to me on his comments. Unfortunately, we did not get to that 
yesterday before Mr. Maiss left . I would think that one could 
say that he has cleared the approach in substance but I would like 
to leave this to your own interpretation. 

Attachment 

HEKopp:orp 

.. 
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FROM : 

SUBJECT: 

• WORLD BMJK / ltJTERrJATIOtJAL FINANCE CORPORATION 

OFFICE MEMORANOUrv1 / 

Mr. H.E. K8pp 

Otto Maiss (i /"l 
DATE: February 21, 1980 

Egypt Energy Pricing 

1. You asked for ny co~rents on the depart~ental memorandum to 
Mr. Benjenk concerning the $50 million credit for the Cairo Gas Distribution 
Project. Briefly, my reaction is as follows: 

a) The sections on prices and pricing ~t rategy (pp. 3 ff) 
are too long-winded to be easily absorbed by decision 
makers. 

b) By shortening the text one could bring out more clearly 
the two principal issues, i.e. the urgent need for: 

(i) a general increase in energy prices; 

(ii) the elimination of structural distortions in 
energy pricing. 

2. Given the very large gap between domestic and international prices 
the argur:!ents put forward in para. 9 become rather weak. There seems to be 
also no point in delaying action before the completion of the study mentione~ 
in para. 10. Finally, general speculations about possible reactions of t t2 
Egyptians to a rational Bank position (see para. 10) appear to be premature 
at this point in time. They could perhaps be raised during negotiations. 

cc: Mr. Humphrey 

OHaiss:cb 

/ 

/ 
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FORM NO . 1599 
(8-79) THE WORLD BANK 

ROUTING SLIP 
I DATE 

9/25 

OFFICE OF · THE VICE PRESIDENT, OPERATIONS 
/I 

NAME , /'/ , ROOM NO. 

4~~(~t( ~it 
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To Handle Note and File 
Appropriate Disposition Note and Return 
Aooroval Preoare Reolv 
Comment Per Our Conversat ion 
Full Report Recommendation 
Information Siqnature 
Initial Send On I I 

REMARKS I I 

How much is involved? 

Principal point is that we must advise 
clearly and in writing that an increase 
to about $2.25 is an essential, 
immutable precondition. They should not 
proceed with advance contracting . 
under any misunderstanding of our position -- --.J--

FROM~ 

/ 

, . .. 

Ernest Stern 
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: 

FROM: 

Mr. Ernest Stern, Vice President, Operations ~ f TE September 

A. David Knox, Acting Vice President, EMENA Region"l!J/~ ~ 
25 , 1979 

SUBJECT: _E_G_Y_P_T_: _C_a_i_r_o_G_a_s_D_i_s...:t:;_r_i_b...:u...:t_i_o_n_P...;.r_o j.._e_c...:t...: 
I ; 

1. I attach a memorandum from Mr. Rovani to me on two important 
matters relating to the above project. I think that before we act on 
the reconnnendation of this paper we should have your concurrence. 
Since one of the problems, viz. the advance contracting,is urgent I 
should be grateful if you could review the matter before you leave for 
the Annual Meetings. 

. 
2. I have reviewed the paper with Mr. Rovani and others concerned 
with the project. I agree with the proposal that we should accept 
advance contracting. We are, however, still exploring one possibility 
that may allow us to reduce some of the risks associated with advance 
contracting. This is a proposal to explore with the Egyptians~- the 
possibility of dividing the project into· two or possibly three smaller 
projects phased over time in the hope that thereby we could ensure 
firmer cost estimates for at least the later projects. While this would 
make the project, to be considered now, somewhat smaller, it would not 
remove the need to agree to advance contracting; thus . the proposal · even 
if it should prove to be practical does not affect the question that 
we are addressing to you now as to whether you would agree to advance 
contracting. 

3. The second problem raised in Mr. Rovani's paper is on gas 
pricing. Paragraph lO(c) proposes that we should secure the Government's 
approval in principle to a price increase in the range suggested in the 
memorandum as a condition for the Bank's agreement to advance contracting. 
After my discussions I would suggest that we do not make such an agree
ment a condition for our accepting advance contracting. Instead we should 
make it clear to the Egyptian authorities as soon as possible the 
importance we attach to a satisfactory price increase as a condition for 
making the loan and that we put into the green cover documents precise 
proposals on whether such an increase should be,for example a condition 
of negotiations or of Board presentation. ---~/ 

4. May we please discuss? 

Attachment 

cc: Mr . Rovani 
Mr. Carmignani 
Mr, Karaosmanoglu 
Mr. K8pp 
Mr . Hardy 

ADKnox/llj 
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: 

FROM: 

I 
Mr. Ernest Stern, Vice President, Operations . i{ATE : September 

Region tl 1/u 
25, 1979 

A. David Knox, Acting Vice President, EMENA 

SUBJECT: EGYPT: Cairo Gas Distribution Project 

1. I attach a memorandum from Mr. Rovani to me on two important 
matters relating to the above project. I think that before we act on 

. the reconunendation of this p.aper we should have your concurrence. 
Since one of the problems, viz. the advance contracting,is urgent I 
should be grateful if you could review the matterbefore you leave for 
the Annual Meetings. 

2. I have reviewed the paper with Mr. Rovani and others concerned 
with the project. I agree with the proposal that we should accept 
advance contracting. We are, however, still exploring one possibility 
that may allow us to reduce some of the risks associated with advance 
contracting. This is a proposal to explore with the Egyptians~- the 
possibility of dividing the project into two or possibly three smaller 
projects phased over time in the hope that thereby we could ensure 
firmer cost estimates for at least the later projects. While this would 
make the project, to be considered now, somewhat smaller, it would not 
remove the need to agree to advance contracting; thus the proposal even 
if it should prove to be practical does not affect the question that 
we are addressing to you now as to whether you would agree to advance 
contracting. 

3. The · second problem raised in Mr. Rovani's paper is on gas 
pricing. Paragraph lO(c) proposes that we should secure the Government's 

·' approval in principle to a price increase in the range suggested in the 
. memorandum as a condition for the Bank's agreement to advance contracting . 
After my discussions I .would suggest that we do not make such an agree
ment a condition for our accepting advance contracting. Instead we should 
make it clear to the Egyptian authorities as soon as possible the 
importance we attach to a satisfactory price increase as a condition for 

· making the loan and that we put into the green cover documents precise 
proposals on whether such an increase should· be,for example a condition ' 
of negotiations or of Board presentation. 

4. May we please discuss? 

Attachment 

cc: Mr. 
Mr. 
Mr. 
Mr. 
Mr. 

Rovani 
Carmignani J 
Karaosmanoglu 
Kl:Jpp 
Hardy 

ADKnox/llj 
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e TO : 

FROM: 

SUBJECT: 

e 

WORLD BAN K / INT ERrJAT IONAL FINAr~C[ CORPOfl ATION 

OFFICE fv1EMORAND·U fv1 
Mr. A.D. Knox , EMP 

Y. Rovani, EWT'-;;p 
~ ........ 

CAIRO: Gas Distribut ion Proj ect 

Proj ect Background 

1. The obj ective of the proposed pr oject is to create a g~s / r.J. 
distribution network which would permit t he replacement of l iquid t ( ~ 
petroleum gas (LPG) and gas oil by iri,H genously available natura] e::.c . r- tf 
Egypt is not self-sufficient in these products, and has to rely on .A~h.A--., 
i mports for meeting fully its requirement. The proposed proj ect would I ;(_ t 
resul t in substantial foreign exchange caving by reducing Egypt's 

1 
/ 

import needs. Current production potential of natural gas in Egypt is · 
around 350 million cubic feet per day (1-~fcf /d). By 1985 new discoveries 
are anticipated to i ncrease gas availability t o 700 MMcf /d. I nternal 
demand for industrial use, electricity gene:ration~ domestic needs 1 etc. 
would still be almos t twice the l:i.kely supply. A careful ctoic.e will 
need to be made in allocating gas between competing users and for thi s 
purpose the Bank has agreed to finance a Gas Use Study in Egypt (Loan 
No. 1732) While the results of the st~dy are not yet avAilable, I 
believe that investment on this project is appropriate inasmuch as 
it would upgrade t he use of gas from a relatively low-value fu.el oil 
substitute to a high-value repl acement for liquified pe t roleUim gas and 
gas-oil. The proj ect is likely t o commit l ess than 5% of the tot ql ga s 
availability within Egypt. The economic rate of r eturn from the proj ect 
is anticipated to exceed 30%. The proj ec t brief prepared £or this 
proj ect (copy attached), underscored for management's consideration, 
a number of project and sector-relat ed issues whi~h have since been 
cons :i.dered at length, Of these, I beli~ve the issues relating to 
procurement and p:i:icing are important enough to warrant the guidance 
of s enior management. 

Ad ance Contracting 

2 . PETROGAS has appointed British Cc:.s as er.ginecring consu:1. t Ants 
who will "Ss st PETROGAS i n designing ar:d supe::vising the i.mpleoentatio·n 
of t he project . Coneistent ,~Hh practice p:.r.evailing in the gas industry, 
the prospe~tive borrower (ECPC / PETROGA5 ) i r..tends to award a single
responsibility contrac t f or the entire project. The selected contracto r 
w:i.11 ·Le rµsponsible for datailed engtneer:lng. construction of the high 
pressure !:.n,ns,Jli.r:sion pipeline , the distril:)ution network, and the · 
carcassing 0£ dwellings and conversion of arplia.nces , PETROGAS, through 
e...xt ensive local and glooal a<lvertiscmcn.t (nine major newspapers in USA, 
UK, Germany, .~apan , Italy, Belgiu:-:: 1 Hollanc, etc.) i nvited contractors 
for preque.lif C'".ticn for th2. proposed project . Altog£.t.her abou~: 50 Urms 
responde d to che PE7 ~-~AS invita tion. Criteria used for prequalification 
r el"t.:ed to th'.:\ contr.:;c t or 1 s previou3 e:.<perj_cnce in distribution network , 
ils org.:. iz.at.ional c.:.apabihty and financial standing, cxpcr enc e i n th. 
Hiddle E,L,t etc ., and., on this bas iu , nine _ contractors. wer"' prequr,lified . 
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(Annex 2). Tender• documents were prepared by FETROGAS consultants (British 
Gas) and in response to these tenders t hree bids were received from 
prequalified contractors.. PETROGAS is currently engaged in evaluating 
these bids with the assistance of its consultants . Technical evaluation, 
which preceded financial evaluation, ranks the contractors in the 
following order: 

(i) 
(ii) 
(~ J -i) ,---

William Press (UK); 
NAC.AP (Holland); 
PETROJET (fully-owned subsidiary of EGPC-proposed 
borrower) acting for Snam Projecttiand Montubi (Italy). 

3. Results of the preliminary financial evaluation undertaken by 
British Gas are in Annex 3. These are, however, in the nature of preliminary 
assessment and could change significantly after PETROGAS completes securing 
necessary clarification from the biddersin which it is currently engaged. 
PETROGAS will approach the Bank for ~ts approval in regard to the contractor 
it intends to select for the project. In the event of the Bank concurring n 
the choice of the contractor, PETROGAS would award the contract by October 18, 
1979, which would be immediately after the completion of the Appraisal. This 
~·ill res~lt in advanced contracting prior to Board approval, for the entire 
project. Retroactive financing would, however, be limited to disbursements 
against actual expenditure incurred by the selected contra~tor and as such 
should not exceed 10% of the proposed loan . Required downpayment would be 
made by EGPC 

4. According to Bank policy (OM2.41) prior to concurring in advance 
c·ontracting, we are required to ensure that : 

(a ) The prospective borrower has followed procurement procedures 
which are consistent with Bank practice.. The first issue which arises in 
this regard relates to PETROGAS decision of packaging various components of 
the project into one single responsibility contract. While other solutions 
were possible, it is our opinion after consultations with various gas utilities, 
that a single contract encompassing the entire project is most appropriate in 
the Egyptian context for the folloi.Jing reasons." 

(i) Bringing gas to consumers involves a number of 
activities, namely, laying of high pressure 
transmission pipeline and medium pressure dis
tribution network, carcassing, conversion and 
testing; activities for hich a high degree of 
coordination is required both for operational and 
safety considerations. A management consultant in 
charge of supervising several contractors under
taking discrete components of the proj ect: would 
have serious problems in c~s~ring adeq ate co
ordination particularly at seve~al points of . 
"interface" where problems of safety are mos t 
acute. 

-·· 



e 

e 

Mr . A.D. Knox , EMP 3 . September 21, 1979 

(ii) Since presently no expertise exists in Egypt in 
regard to gas distribut ion networks, a large and 
experienced expatriate workforce will have to be 
used, particularly in the early years of the 
project , to ensure t hat the work is carried out 
according to acceptable safety and trade standards . 
Only a·contractor with similar experience in other 
countries could ensure that an adequate work.force 

· will be available throughout the contract . 

(iii)Considerations of safety are paramount specially 
at the stage of ca.rcassing and conversion . It is 
doubtful if any international contractor would 
have been interested in bidding for a contract 
relating only to conversion and carcassing since 
it is the least attractive component of the 
project. It was therefore necessary to require 
the contractor who bids for the high pressure 
transmission pipeline and the network to also 
undertake the task of carcassing . 

The above aspects, as •re1. . as the adequacy of t ender documen and internat1onal 
advertisement , have been reviewed by the Procurement Adviser (PAS) and found to 
be in conformity with Bank procedures. The specific prequalification criteria 
and the reasons for rejecting, or accepting, prequalification applicants have 
no t yet been reviewed but appear to have been reasonable . This shall be ~ /, 
reviewed durin apRraisal. J 

(b) The overall project design is appropriate. As indicated in 
paragraphs 5 & 6 of the Project Brief, the design of the distribution network 
was reviewed in August 1978 and found to be suboptimal; being both expensive 
and inflexible. PETROGAS accepted the des ign changes suggested by the Bank 
and appointed new consul tants to re-work the network on medium pressure, as 
against their earlier plans for a low pressure system. The network, as 
designed by British Gas, was reviewed with EGPC/PETROGAS in Washington in 
July, 1979, and accepted after some modification. While appraisal of the 
entire project is yet to be carried out, the design parameters have been 
carefully scrutinized and agreed upon. 

(c) In the event of the proposed loan not s ecuring Board approval, 
~lternate sources of funds are available fr implementing the project. Chairmen 
of EGPC and PETROGAS have indicated that Egyptian Government attached a high 
priority to the project and in case Bank assistance was not forthcoming, they 
1ould finance the project through domestic resources by requisitioning funds 
from other projects. 

5 . Fulfillment of the above conditions not"t-0 :.i. ··hstanding, advance 
contrac tir.g in this magnitude, can be justified on~1 under exceptional 
circumstances . We believe such circumstances exist, because: ~· 
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(a) As an alternative to advance contracting, we could ask 
Egypt to delay •the award of the contract. As current bids are valid only 
up to October 18, 1979 , and the Board is unlikely to accord its appro al 
before April 1980, an extension .of six months would be required. It is 
uncertain if bidciers would agree to such an extension, PETROGAS would, 
in all probability, have to re-tender, thereby delaying the project 
implementation by a year and inevitably resulting in increased project 
costs, 

(b) Even prior to the current round of price escalations, the 
costs of i~;~rting LPG and gas oil were high ($170 per ton and $140 p~r ton 
respectively), The recent disruptions in oil supplies have resulted in 
iµcreasing the prices sharply, and current cost of importing LPG to Egypt 
is $385 per ton and that of gas oil $350 per ton, The cos t of delaying 
the project by a year would therefore be significant, 

(c) There are in Egypt compelling political considerations for 
ensuring ade~uats supply of doffiestic fuel, which is principally LPG in 
the urban areas , Egypt has been making conscious effort to achieve· self
sufficiency in cooking gas. The Gulf of Suez project, being financed by 
the Bank, would augment the domestic availability of LPG but would not 
make Egypt self- sufficient in domestic fuels. The pr~s nt boycott and 
difficulty in securing LPG from traditional suppliers have lent new 
urgency to this objective and Egypt views this project as one way to 
reduce its vulnerability to embargoes , 

6. The Bank has been instrumental in persuading Egypt to defer the 
implementation of the project until such time as it had evolved appropriate 
project design. Given the above costs of delay, it is unlikely if Egypt 
would agree· to further deferment; more so when the design parameters have 
been reviewed and agreed upon, Safeguards necessary in advance contracting 
would, of course, be taken . The Executive Directors would be advised 
through the monthly operational summary about the possibility of advance 
contracting. In addition, the borrower has been advised that advance 
contracting is being undertaken at its own risk and does not in any fashion 
commit the Bank to make a loan for the project, This would be reiterated 
during eppraisal, 

Gas Prici.ES.__ 

7. In conformity with its existing regime of administered prices, 
Egypt prices oil products and natural gas ~ta fraction?£ international 
prices. Currently the cost of importing ana distributing LPG approximates 
US$425 per ton,· It i s sold in the domestic mark.et for US$75 per ton. This· 
project, by replacing LPG with natural gas, would reduce. the· burden of subsidy 

. on the government (US$350 per ton or US$10 per consumer per month); and the 
Government would be the major beneficiary of this investment. 

8. The overall issue of prices relating to petroleum produc_ts 
including inter-sectoral linkages, is a subject of detailed study under the 
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Gulf of Suez gas project. However, the proposed credit is. likely to be 
processed befo~e the results of the Pricing Study have been obtained and 
reviewed . Yet we cannot accept current internal price of US$0.28/Mcf 
for industrial use and US$0.71/Mcf for domestic use, agains t an 
international price of around US$3 .5/Mcf (based on thermal equivalence 
of fuel oil.) An ad hoc price increase would need to be considered . In 
addition we would need to evolve and secure government's approval to a 
t ariff structure which would meet the following objectives: 

(i) Produce sufficient revenue for PETROGAS to 
ensure its financial v!aL:lity; 

(ii ) Improve resource allocation by providing 
consumers with a more appropriate pricing 
signal; 

(iii) Remain competitive with underpri.ced but 
higher valued substitutes like LPG and 
kerosene. 

9. I n the Egyptian context trade-offs will be necessary among the 
above obj ectives , but I bel: E>Ye that we ca.ri be. :i.p.str.1..1 n al in fu ·ther:i ng bot 
financial and economic objectives relative to the status quo . · Gas network cs 
i s being designsd now would ultimately feed 640,000 consumers. Government o~ 
Egypt intends to undertake carcassing and conversion for the firs t 160,000 
dwellings . For the r e:t1aining apartments (480,000) which would be connec ted 
in subsequent phases, the owner / builder woul~ be responsible for internal 
carcassing and conversion. It would be inequitable to incorporate the cost 
·of conversion and carcassing in the tariff base as it would require all 
consumers· to pay for the carcassing undertaken for the initial set of consumers. 
On the other hand, cost of carcassing and conversion cannot be shifted entirely 
upon the initial beneficiaries as it would i mpose too onerous a burden and 
r sult in increasing their fuel cos ts almost by a factor of five. Under thes.e 
circumstances I am of the view that : 

(a) Government should be asked to accep t the responsibility of 
subsidising, to the extent it considers necessary, internal carcassing and 
conversion. 

(b) The liability of PETROGAS like any other public utility 
should be limited to providing gas only up to the property line. 

(c) The Appraisal Mission should endeavor to ~ecure government 1 e 
concurrence to a tar iff in the range of US$2.25/Mcf to US$3 . 00/Mcf wai ch vould 
be set in the context of objectives stated in paragraph 7 above . After t 1e 
results of the pricing study become available next year, the tariff "'tru"t H! 

may ne<?d to be reviewed . The initial t ariff v:ould represent a significant 
increase over the pres ent level of gas prices, but would not discou~age 
consumption as this r ange is only marginally above the retail price. of LPG. 
In addition, it -.dll ensure an element of financia l viability for the public 
utility which Ke will endeavor to stre.ngtht.:u further t hrough financial 
covenants. 
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Mr. A.D . Knox , LlvfP 6. Sep t ember 21, 1979 

Recommended Action 

10. In view of the forego ing , we should secure the approval of 
senior management to the following : 

(a) PETROGAS be authorized (subject to subpara (c) below) 
to proceed with the advance contracting . 

(b) PETROGAS be responsible ior providing gas only up to 
the property line. The responsibility for carcassing 
and conversion should rest with the Government for the 
i nitial set of consumers and subsequently on the 
consumers themselves . 

(c) Appraisal Mission would secure Government approval 
i n principle to a price increase in the range 
s ggested above.as a condition of Bank agreement 
to the advance contracting . 

cc: Messrs . Raiz~:1. t CPSVP 
Karaosmanoglu, EMl 
Kopp, EMl 

VN/BK 

Kaps, mu 
Carmignani, EMP 
Bourcier, EGYPP 
McCarthy , EGYPP 
Davis , EGY 

~·· 
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WORLD BANK / IN!ERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Files DATE: September 25, 1979 

Franz H. Kap~oan Officer, EMlDA 

EGYPT: Proposed Cairo Gas Distribution Project 

I refer to Mr. K8pp's memorandum of August 22 addressed to the British 
Executive Director's Office regarding possible ODA assistance for the above 
project. Miss Amanda Humm of the UK Office called me yesterday to convey { \ 
that ODA has notified the UK Office that it will not be in a position to , 
support the above project. Thus, the only possible source of external finance \ 
other than the Bank, is not available. i. ·· 

' 
' ... 

cc: Messrs. Hornstein (VPO), Carmignani (EMP), 
Bourcier (EWT), Nayyar (EWT) 

FI<aps:aw 
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MINIS:ll!RY OF ECONOMY 
AND ECONOMIC COOPERATrON 

Dear Mr. Karaosmanoglou, 

Cairo, November 15,19'79 

Reference to your letter dated Uct. 4,1979 , adressed to H.E.Dr. 
H_~El-Sayeh, r egarding Cairo Gas Distribution Project_!_ 

I would like to comment on the statement included in your letter 
·regarding the prices of natural gas and related products. I belie~e 
that there may be no problem·in setting prices of natural gas in a way 
that ens1:l.I'e the vialibility of the project, since this will be a new 
products comming into consumption for the first time. 

As far as the pr ices of L.P.G. are cocerned>the Government , 
prefers to wait for the results of the pricing study financed under the 
Gulf of Suez Gas Project. H6wever, it may be found that it is 
politically more favorable to continue the subsidization of LPG, in 

view of its wide consumption by low income segments of the society 
while making up for the difference by raising the prices of other 
products • 

Moreover, we do not believe that there would be that much of 
COIII.Petition between LPG and natural gas, in the project areas, 
due to the acute shortage of L P G and the large market for.• no.~~ 
_u.~.J jc...s, beside the easy accessability to natural gas after the 
completion of the project. 

•.: . 

Thank you for taking these prints into consideration, 

I remain, 

Mr • .Attila Karasomanglou 
Director, 
.ill[.1.EH A I 

WORLD B}JIB: 

WASHING·.ro:a D .c 
u.s.A 

. 
Sincere~ 

~raiem -.----~ 

'Cndersecretary 
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w o nLD £.l/\NK / l f\Jl [ R~JATIONAL FINANCL cnRPORA T l (J t~ 

OFFICE MEMORANDUM 
Those Listed Below DATE : November 29, 1979 

_.:-
I 

Franz H. Ka~Loan Officer, EMlDA 

EGYPT: Proposed Credit for Cairo Gas Distribution Project 
Loan Committee Comments 

1. -Ms. Duersten conveyed the following .~omments of Mr. Stern on 
the Decision Memorandum of the above project dated November 16, 1979. 

Tariff Structure 

2. · Referring to paras ~· 10 and 11 of th~ _Decision Memorandum which 
. endorsed a tariff structure for future gas tariffs whereby poor consumers ·; 
would have to pay less, while Petrogas (the implementing agency) would on 
average receiv~ a price of $4.20 per thousand cubic feet, Ms. Duersten .'' 
indicated that Mr. Stern was in agreement witµ the strategy for such tariff 
structure', but .:emphasised that the final tariff structure ought to be agre~d 
upon by the Bank and the Egyptian Government.· .. 

. ,LPG Price 

~ 3. Referring to paras. 12 and 13 of the Decision Memorandum which 
reflect the Egyptian Government's opposition to any stipulation which would 
require an increase in the price of LPG as a precondition for approving 
the credit under the proposed project, Mr. Stern concurs with the Decision 
Meeting's decision that this issue should be pursued further with the 
Government, with the view of achieving at least a gradual price increase 
of LPG comparable to that of natural gas. However, at the green cover 
stage, Mr. Stern would like to receive a short note reporting on the status 
of discussions with the Government on this subject at that time; also the 
green cover documents ought to include an analysis of the comparative prices 
of competitive products. 

Gas Prices 

4. Referring to paras. 8 and 9 of the Decision Memorandum, which 
indicate that the Minister of Petroleum has agreed to a price of $4.20 
per thousand cubic feet and that said gas price would not need to be 
revised for a period of 5 years provided inflation would not exceed 10% 
between now and 1985, Mr. Stern is of the opinion that while the above 
gas price appears to reflect a proper price at present, he does not 
believe, however, that fixing of the price for 5 years should be a greed 
upon by the Bank; rather, the possibility should be left open for another 
price adjustment, taking into account inflationary trends, other than the 
10% envisaged at present. 

Cleared with & cc: Ms. Duersten (VPO) . 
cc: Messrs. Stern ~O); Rajagopalan (CPSVP); Benjenk (EMNVP); Karaosmano glu (EMl); 

Knox, Carmignani, Fish, Hume (EMP); Maiss (EMl); Finzi (EMNVP); ~ (EMl) ; 
Oubouzar (EMl); Rovani, She.ehan, Bourcier, Nayyar, Wormser (EGY); 
Gustafson, Hovaguimian (IFC); Ms. Schaeffer (EMl), Ms. Zurayk (EGY); 
Mrs. Julius (EGY) 

FKaps:aw 

• 
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THE WORLD BANK FORM NO. 1 5 2 7 

(2 - 79) DECISION MEMORJ\l\lDUM TRANSMITTAL SHEET 

TO: Distribution 

FROM: Hans-Eberhard KHpp <.L , Chairperson, Decision Meeting 

EGYPT: Cairo Gas~~stribution Project COUNTRY/PROJECT: 

DATE OF ISSUES PAPER: 

October 31, 1979 

DATE OF DECISION MEETING: 

November 9, 1979 
SCHEDULED YELLOW COVER DATE: 

January 31, 1980 
SCHEDULED BOARD PRESENTATION DATE: 

May 20, 1980 

1. DECISIONS SOUGHT: 

None. 

2. SPECIAL FEATURES: 

' 

ESTIMATED PROJECT COST: 

Total $146. 6 million 

ForeignExchange $98.5 million 

PROPOSED LOAN/CRt:DI I ArviuUr-4 1: 

$50 million IDA 
AMOUNT OF LOAN IN APPROVED LENDING PROGRAM : 

$50 million IDA 
AMOUNT AND SOURCE OF CO-FINANCING : 

None identified yet. 

Before Board presentation, price·of natural gas should be established 
at an appropriate level (see paras. 8 and 9 of Decision Memorandum). 
Increase in price of LPG as the main competing fuel should be pursued 
further with Government (see paras. 12 and 13 of Decision Memorandum). 

I 
l\ I\ 1 DISTRIBUTION 

1. Mr. Stern, VPO, through RVP (initia/) __ _,,\,,..__1;:...._f ___ (3 copies with Issues Paper and Project Brief) 

2. Standard Distribution: 
1 

I \A.J'Vtt · e 
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FiOf./1 

SJ BJtC1 

WOR LD f:lMJK / ltlTER I JATIONA L FIN ANCl: con POR ATION 

OFFICE MErviORANDUrv1 
Those Listed Be lowri , 

Hans-Eberhard°KHp'cfoivision Chief, EMlDA 

EGYPT: Proposed Cr~ for Cairo Gas Distribution 
Decision Memorandum 

DATE 

Project 

November 16, 1979 

1. A meeting was held on November 9, 1979 to review the Issues 
Paper dated October 31, 1979 for the above project. Messrs. Carmignani, 
Fish (part-time), McCarthy, Nayyar, Wormser, Ms. Zurayk, Mrs. Julius, 
Mr. Buky, Mr. Kaps and I attended the meeting. The following decisions 
were reached. 

Procurement (para. 6 (h) of the Issues Paper) 

2. Although the Bank has already accorded its approvpl to Petrogas 
for awarding the single responsibility contract for the whole project to 
the lowest evaluated bidder, the meeting asked the mission to present in 
more detail the reasons which had led it to recommend such approval. The 
mission which had been part-time supported in the field by Mr. Morse, had 
come to the conclusion that the bidding procedure followed by Petrogas 
had by and large complied with the Bank's procurement guidelines. 
Although perhaps an even greater number of contractors might have 
expressed interest in the job, had the invitation to bid been more specific 
and mentioned that the World Bank was considering financing this project, 
still a substantial number of contractors (49) had expressed interest. 
Of these, 9 had been prequalified in accordance with acceptable criteria 
and practically all of those had been aware that the Bank was interested 
in the project. Eventually, only three contractors had placed a bid of 
which the lowest and the highest were fully responsive and the second (afte r 
prequalification this originally prequali~ied bidder had formed a 
consortium with an ~gyptian firm), appearing not to be fully responsive. 
In general, it was, felt that there was no evidence that by changing the 
procedure, the competition would have been increased. The mission reported 
that the Chairman of EGPC had for a moment considered retendering because 
he felt that the bid price of the lowest bidder was too high but on 
reflection had decided to award the contract to the lowest bidder. The 
mission also reported that staging the carcassing component of the project 
had been discussed with the Egyptians but that the idea had been rejected 
(for details see under nexe issue). 

3. It was agreed that the mission explore immediately whether the 
contract has actually been signed in the meantime 1/. 

_Project Cost and Staging of Project (para. 6 (a) of the Issues Paper) 

4. The meeting recalled that the mission had been asked to explore 
the possibility of dividing the carcassing component of the project into 

l / Subsequent to the Decision Meeting, the mission informed that the 
contract had no t yet been signed . 
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Those Listed Below - 2 - November 16, 1979 

two or possibly three smaller parts, which would permit firmer cost 
estimates of the latter parts, reduce the size of the contract that 
would have to be signed before Board approval and decrease . the financing 
gap. The mission reported that the Egyptian parties involved rejected 
the idea of staging this project component for the reasons spelt out in 
the Issues Paper. 

5. The mission was of the view that the balance of advantage 
would lie in proceeding with carcassing and conversion under the project, 
as originally envisaged. Economies of scale in distribution networks 
dictated sizing of pipes to meet future growth requirements. Once these 
costs are incurred, the economic return on the project is maximized by 
connecting consumers as rapidly as possible. Furttermore, analysis of 
contractors' costs indicated that the deployment of a large expatriate 
force, establishment of camp sites, and mobilization of equipment, 
represents a IT~ jor portion (US$ 25 million), of the overall_ project cost. 
Reducing the numbe r of houses to be carcassed would only have a marginal 
i mpact on overhead costs and would thus result in increasing the per unit 
cost. In any event, as the contractor is to be reimbursed on a unit rate 
basis, initial uncertainty of cost estimates does not carry a financial 
risk for Petrogas. 

6. It was decided to accept the recoIIUUendation to concur with the 
original project design of converting 160,000 households in order to 
save overhead costs, and ensure that a sufficient number of customers 
(i.e. all existing houses in the 4 sections of Cairo which are to be 
connected to the gas pipeline) would be connected to the network when the 
latter is completed, and to avoid the risk of delays which might result 
from retendering or renegotiating of the contract being finalized now. 
As a consequence , no action was to be taken concerning the contract even 
if this was found still to be possible (s~e para. 3 above). 

Carcassing and Conv~rsion (para. 6 (b) of the Issues Paper) 
I 

7. While the high-pressure transmission pipeline included in the 
project is .optimally sized to serve 640,000 customers, only the external 
and internal carcassing and conversion of appliances in 160,000 existing 
houses would be part of the proposed project. The additional customers 
would be owners of houses to be built in the 4 sections of Cairo and the 
construction of these new houses would include the necessa"ry gas pipes 
to be connected with the pipeline right from the beginning. Thus, their 
cost would be part of the construction cost and would be borne by the 
individuals concerned. The meeting endorsed the mission's recommendation 
that customers in the first phase should not be asked to bear the 
relatively large cost of carcassing and conversion. It was agreed that 
the Government or EGPC would cover the initial carcassing cost of these 
consumers to the extent that these costs would not be recovered through 
requiring these consumers to trade in their LPG bottles in exchange for 
conversion. 
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Gas Prices (para. 6 (c) of the Issues Paper) 

8. The meeting noted that we had written to the Minister of 
Economy that in the context of the proposed project the Government would 
have to consider how to set the prices of the domestic fuels with which 
natural gas would compete. The letter had suggested that (i) subject 
to the appraisal team's review of Petrogas' future financial viability, 
the natural gas price for domestic use be set with respect to its 
alternative use as a fuel oil replacement and this implied a mid-1979 
price between $2.50 and $3 per thousand cubic feet; and (ii) that the 
domestic price of LPG also be increased to a level comparable to the 
one suggested for natural gas. The letter had made it clear that we 
could only present this project to the Executive Di~ectors once we have 
reached an agreement on these measures. The mission reported that as 
a result of a series of meetings with the Minister of Petroleum and EGPC, 
a price of $4.20 had been agreed. Th.is price would ensure that revenues 
from the sale of natural gas would be adequate to make Petrogas a 
financially viable entity. After a reasonable period, Petrogas would be 
in a position to extend its services without further Government/EGPC 
financial assistance and the gas price would not need to be revised for 
a period of five years provided inflation would not exceed 10% between 
now and 1985 as is assumed in the analysis underlying the above price. 
The mission confirmed that the Ministry of Economy had not yet taken any 
definite position on this issue. 

9. It was decided to endorse the recommendation of the mission 
and to pursue the issue further with the Government, especially with the 
Ministry of Economy. The impact of such a price increase on the Bank's 
position in the context of two industrial projects which are currently 
under consideration, should be reviewed as soon as possible by all 
departments concerned. 

' 
Tariff Structure (p~ra. 6 (d) of· the Issues Paper) 

10. The mission reported that the Egyptian parties involved had 
strongly urged to structure the future gas tariffs in such a way that 
poorer consumers would have to pay less while Petrogas would, on average, 
receive a price of $4.20 per thousand cubic feet. A short study to work 
out details in this respect is underway and its results should be 
available by April. It was suggested that the study give d~e regard to 
the consumption pattern of the poorer consumers since it was not 
necessarily so that these customers were consuming lesser quantities 
than better-off customers. 

11. The recommendation of the mission to agree with a structured 
tariff was endorsed. 
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LPG Prices (para. 6 (j) of the Issues Paper) 

12. The mission reported that it had communicated to the Government 
of Egypt and EGPC the Bank's concern in regard to LPG prices and the need 
for increasing them urgently. While all Egyptian officials, including the 
Minister of Petroleum, accepted the need to increase the price of LPG, 
they were of the view that on account of delicate social implications, 
the price increase would need to be timed appropriately. They were, 
however, strongly opposed to any stipulation which would require an 
increase in the price of LPG as a precondition for approving the loan 
under the proposed project. A formal response by the Government is, 
however, still outstanding. The mission noted that the differences 
be t ween t he sugges t ed gas price for t he poorer consumers and the current 
LPG price was not s o gr ea t tha t potential consumers'of gas under the projec t 
would necessarily insist on using LPG. Also, the Minister of Petroleum 
had indicated that the re was a shortage of LPG and that the Government 
would be able to stop the distribution of LPG in the four districts of 
Cairo to be connected with the gas system. The Government had also 
indicated that it might increase the price of LPG for industrial and 
commercial purposes. 

13. In view of the risk that the gas to be provided through the 
proposed project would not be used as planned if the price of LPG 
remained at its current level, it was decided to pursue this issue 
further with the Gove rnmen t with t he view of achievi ng a t l eas t a gr a dual 
price increase of LPG comparable to that of natural gas. Should these 
efforts remain unsuccessful, we would have to report back to the Bank's 
management prior to preparing the green cover appraisal report. 

Financial Issues (para. 6 (e) of the Issues Paper) 

14. The mission explained the difference in approach between the 
proposed project and the Suez gas project which was approved by the Board 
in June. While in tp.e latter project we dealt with EGPC which functions 
as a holding company with responsibility for the whole petroleum sec to r, 
the main responsibility for the execution and operation of the propo sed 
project would be with Petrogas which should and could be developed into 
a viable public utility. Although this mi$ht require major effoLts and 
consid~rable time, it had been a greed w{th EGPC's and Petrogas' 
management to pursue such an objective. It was decided that appropriate 
financial covenants would be ~eveloped and proposed to the Egyptians 
during negotiations. In this conte xt, it was also a gr eed that Petrogas 
would be a suitable beneficiary for the proposed IDA credit. 

Management and Training (para. 6 (f) of the Issues Paper) 

15. The mission clarified that consultants' $ervices and training 
as pre-conceived would cost about $5 million in addition to the $2 million 
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already covered by the Suez gas project. While Petrogas' request for 
additional technical assistance was welcomed in principle, it was 
decided that the mission, in the course of preparing the appraisal 
report, would provide details of such training and consultancy services 
in order to be able to decide on the extent of their inclusion in the 
project. 

Electricity as an Alternative to Natural Gas (para. 6 (g) of the 
Issues Paper) 

16. It was decided that this presentational issue be discussed 
and decided upon in a separate meeting between the Energy Division and 
the EMENA Power Division under the direction of the senior economist of 
the EMENA Projects Department 'J:j. 

Financing Plan 

17. In response to a question, the mission clarified that the 
representative of the Ministry of Economy (Hr. Koraiem, Undersecretary, 
Ministry of Economy) had indicated that if EGPC had stated that it could 
finance the still existing substantial gap, this would be acceptable to 
the Government in gene ral. It was decided , however, that we should s eek 
confirma tion of this position from the Ministry of Economy. 

Prepar?t~cn of Appraisal Repor t 

18. It was agreed that on the basis of the above decisions, the 
mission should proceed with the preparation of its appraisal report and 
th~t it should spell out in some detail the various problems and the 
reasons for the decisions and approaches t aken , e . g . on advance contracting 
and staging of the project. 

}:_/ A meeting took place on November 13, 1979 and agreed that there was 
no substantive issue and that the Appraisal report would clearly 
identify the alternatives and their respective costs. 

Distribution 

Mr. E. Stern (VPO ) (3) 

Messrs. van der Tak (PAS) (3); Benjenk, Dubey, Richardson (EMNVP); 
Karaosmanoglu, Ms. Schaeffer, KBpp, Kaps, Oubouzar, Imam, 
Dervis (E~U); Chittleburgh (EDC); Fuchs, Dewey, Nayar, Iskander (IPD); 
Gustafson, Tan (IFC); Knox, Carmignani, Hume, K. Jones (EMP); 
Rovani, Bourcier, McCarthy, Ms. Zurayk, Mrs. Julius, Wormser, Buky 
(EGY); Hassan (LEG); Hakim (CTR) 

. . 
Cleared with & cc: Messrs. Fish, Elejalde, Nayyar 

HEKHpp:aw 
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- TO: 

FROM: 

SU BJECT: 

WORLD BANK / INTER NATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Those Listed Below 

Hans-Eberhard~, Division Chief, EMlDA 

EGYPT: Propo~J.-tairo Gas Distribution Project 
Change in Schedule of Decision Meeting 

DATE November 6, 1979 

The meeting to review the issues paper dated November 2, 1979 

for the above project, originally scheduled for Thursday November 8 at 11:30, 

will now be held on Friday November 9 at 2:30 pm, in room E 725. Those 

unable to attend but wishing to comment are kindly requested to convey their 

comments to Mr. Kaps, extension 74528. 

cc: Messrs. Rajogopalan (CPSVP); Rovani, Sheehan, Friedmann, Davis, 
Fallen-Bailey, Bharier, Bourcier, McCarthy, Nayyar, Ms. Zurayk, 
Mrs. Julius (EGY); Knox, Carmignani, Fish (EMP); Hassan (LEG); 
Hakim (CTR); Zaborski, Ms. Schaeffer (EMl) 

FKaps:aw 

0 



- TO: 

FROM : 

SUBJECT: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 0 

OFFICE MEMORANDUM 

Those Liste~w 
DATE : November 5, 1979 

Hans-Eberha d 8pp, Division Chief, EMlDA 

EGYPT: Propos Cairo Gas Distribution Project 

A meeting to review the issues paper dated November 2, 1979 

for the above project, will be held on Thursday November 8 at 11:30 am 

in room E 725. Those unable to attend but wishing to comment are 

kindly requested to convey their comments to Mr. Kaps, extension 74528 . 

cc : Messrs. Rajogopalan (CPSVP), Rovani, Sheehan, Friedmann, Davis, 
Fallen-Bailey, Bharier, Bourcier, McCarthy, Nayyar, Ms. Zurayk, 
Mrs. Julius (EGY); Knox, Carmignani, Fish (EMP); Hassan (LEG); 
Hakim (CTR); Zaborski, Ms. Schaeffer (EMl) 

FKaps:aw 
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WORLD BANK / INTERNATIONAL FINANCE COR PORATION 

OFFICE MEMORANDUM 
Mr. Y. Rovani, Director, EGY DATE November 1, 1979 

P. Bo~, Chief, EGYPP 

EGYPT: Proposed Credit for Cairo Gas Distribution Project 
Issues Paper 

I attach hereto ~t:aft Issues Paper relating to the Cairo Gas 
Distribution Project. I would propose that we consider this paper 
before November 2, 1979. This would permit us to issue the paper 
within the stipulated time period (five days after the return of the 
appraisal mission). Satisfactory agreement has been reached on lllost 
of these issues with the Borrower/Beneficiary, and are recorded in 
the Minutes of Understanding of 10/23/1979, (attached as an ANNEX 
to the draft Issues Paper.) 

cc: Messrs. R.H. Sheehan, EGY 

VNayyar:bk. 

E. Friedmann, EGY 
J.G. Davis, EGY 
D.G. Fallen-Bailey, EGY 
J. Bharier, EGY 
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OFFICE MEMORANDUM 

- TO: Mr. P. Bourcier, Division Chief, EGYPP DATE : October 31, 1979 

~ 
Julius 

t .A,< .. '.~~ . '::i2-- • ... ,!) 
FROM : V. Nayyar,~ . Zurayk, M. Worins'er, and D. 

SUBJECT: EGYPT: Proposed Credit for Cairo Gas Distribution ·Project 
·rssues Paper 
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Summary 

1. It is proposed to recommend IDA's participation, to the extent of 
US$50 million, in financing part of the foreign exchange costs of the Cairo 
Gas Distribution Project. The proposed credit would be .made to ·the Arab 
Republic of Egypt. The Government of Egypt (GOE} would, in turn, onlend 

'\ the funds to Petrogas, a wholly-owned subsidiary of the Egyptian General 
Petroleum orpora fi.on (EGPC), on terms and conditions satisfactory to the 
Bank. This loan would pe~it the construction of a .gas distribution net-
work in the four districts of Cairo, (Helwan, Nasr City, .Maadi and Heliopolis}. 
Through this network it would be possible to replace, with. indigenously
available natural gas, gas oil currently being used for power generation, 
and liquified petroleum gas (LPG) presently being used as domestic fuel. 
The loan would also finance technical assistance in the form of consultants 
and engineering services, project-related studies, and training of Egyptian 
personnel in various aspects of construction, .maintenance, and operation of 
a gas utility. 

Project Objective 

2. The objective of the proposed project is to create a gas distribution 
network.~initially in t ~ four districts of Cairo, that would enable the sub
stitution of domestica1.ly produced gas for imported LPG, thus upgrading the 
use of gas and freeing the domestic cu tomers from price fluctuations which ? 

the c rol of the go_y:~t. This wou icant 
exchan e sav s since E to /. 

e 

considerabl ocj.al distu nee. LPG consumption has been increasing at 
an annua rate of 16% espite supply constraints. In the urban areas there 
is a marked consumer preference for LPG over kerosene. In the rural areas 
both LPG and kerosene are used to supplement the limited supply of non
commercial fuels (crop residue and animal waste} that Egypt produces. Thus , 
the project would also alleviate supply constraints which particularly affect 
the poor, in the domestic fuel market. 

Project Description 

The project would consist of the following components: 

(a) Construction of approximately 55 km of high-pressure pipeline 
from an offtake point near Mrazik Bridge to Heliopolis; 

(.b) Odorizing unit and four pressure-reduction stations at Helwan, 
Maadi, Nasr City, and Heliopoli s; 

(c) Distribution network of medium-density polyethelene pipes, 
approximately 900 km in· length., in f our districts of Cairo; along with 9,000 
services for connecting customers with gas at an average rate of one service 
for 18 customers; 

/, 
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(d) External and internal installation of pipes in about 160,000 
dwellings complete with gas meters, service risers, later~ls, etc; 

(e) Conversion of about 300,000 existing appliances from LPG to 
natural gas; 

(.f) Supervisory control and cathodic protection for the gas 
pipelines; 

(g} Technical assistance, training, and project~related studies. 

Project Cost Estimates 

4. The cost estimates including ph-ysical and price.. contingencies are 
as follows: 

L. E. Million US$ Million 
Foreign Local Total Foreign Local Tot al 

1. 

2. 
3. 
4. 

5. 
6. 

7. 
8. 
9~ 

10. 
11. 
12. 

High Pressure Transmission 
Pipeline 9.7 4.8 14.5 14.0 6.8 

Odorizing Unit 0.2 0.1 0.3 0.3 0.1 
Pressure-regulating stations 1.0 0.5 1.5 1.4 0.7 
Distribution Network 

{i) Ma.ins 9.9 4.9 14.8 14.4 7.0 
(ii) Service Lines 3.1 1.5 4.6 4.4 2.2 

(iii) Regulators 2.4 1.2 3.6 3.5 1. 7 
Gas Meters 5.7 2.8 8.5 8.2 4.1 
External Service Line lnclud-

ing Laterals, Riser~, etc. 8.7 4.2 12.9 12.5 6.1 
Internal Services 8.1 4.0 12.1 11.7 5.7 
Conversion of Appliances 4.7 2.3 7.0 6.8 3.3 
Training & Consultancy 3.5 3.5 5.0 
Basic Project Cost 57.0 26.3 83.3 
Physical Contingency 5.3 2.5 7':a 

82.2 37.7 
7.6 3.6 

Price Contingency 6.1 4.7 10.8 8.7 6.8 

TOTAL 68.4 33.5 101.9 98.5 48.1 

Physical contingency of 3% assumed for item 1, 2, 3, & 5; 
Physical contingency of 10% assumed for item 4; 
Physical contingency of 15% assumed for item 6, 7 & 8; 
As per contract no price escalation assumed for year 1; 
for year 2, 3 & 4, price contingencies have been 
assumed as per Bank guidelines • 

20. 8 
0. 4 
2. 1 

21. 4 
6. 6 
5 . 2 

12. 3 

146 . 6 

tS J, 
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The proposed credi t (US$50 million) would represent 50% of the project's 
foreign exchange cost, and would be used to finance 60% of. the costs of 
items 1 to 5, and full cost of item 9. EGPC and GOE have 'agreed to finance 
local currency expenditure equivalent to US$48 million, and foreign exchange 
expenditure equivalent to US$48 million, plus cost of overruns, if any. 

Project Implementation 

5, Petrogas would have overall responsibility for implementing the 
proposed project, It has appointed British Gas as its engineering consultants 
who will assist it in designing and supervizing the implementation of the 
project, Consistent with practice prevailing in the gas industry, Petrogas has 
awarded a single responsibility contract for the entire project, The selected 
contractor is responsible for detailed engineering, construction of the high
pressure pipeline, the distribution network, carcassing of dwellings, and 
conversion of appliances. The issue relating to the packaging of various discret e 
components of the project into one contract has already been considered at length 
in the Bank, and agreed upon. The contractor has agreed to a detailed implementa
tion schedule and is mmitted to com lete the project within a period of four 
years, The implementation schedule requires completion of the high-pressure 
transmission pipeline for the entire project, odorant plant, and pressure
regulation stat'ions in the first year, the distribution network.. relating to Nasr 
City (100%)., Helwan (50%}, and Heliopolis (50%) in the year two; in Maadi and 
the remaining work in Heliopolis and Helwan in years three and four. Internal 
carcassing and conversion would take place concurrently; and under the agreed 
schedule 8,000 consumers would be .connected in year one, 48,000 consumers in 
year two, 102,000 in year three, and 160,060 by year four, 

Principal Issues 

6. The Project Brief of August 27, 1979 underscored for .management's 
consideration a number of project and sector-related issues, These were 
specifically considered and reviewed with the appropriate Egyptian authorities 
during appraisal. We believe that most of these issues have b.een satisfactorily 
resolved as indicated specifically ·below: 

(a} Project Cost: Estimates of project costs insofar as they 
relate to the high-pressure transmission pipeline, odorizing unit, pressure
regulating stations and the distribution network-are fairly £inn as they have 
been computed on the basis of the lowest evaluated b.i.dder for the contract, 
Nonetheless, an element of uncertainty remains in regard to the cost estimates 
for internal carcassing and conversion of appliances. So as to attenuate this 
uncertainty, Petrogas, at our suggestion, undertook a sample survey for estimat
ing the average length of service lines,and carcassing required per household , 
and assessing the density, diversity, and condition, of appliances. Revised /dt..q_ 
costs take note of the survey, but the possibil' f si nificant devia ion in~u,. 
actual costs for carcassing and convers o anno uoed. Tne appraisal r"'< 

mission was asked to examine the possibility of "staging" the project in two ~~ 
or three discrete components insofar as carcassing and conversion were concern~~
Government of Egypt/EGPC were opposed to such a proposal for the following reasons: · 
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The hig~pressure transmis~s~.i~-"~~~...._~ 
optimally sized to serv:e 640,000 customers. 
The distribution networ , nt

1
r_ej;g£erce--~ 

.meJlj would be capable of servicin~ i oo,ooo 
custome Since infrastructure cannot be 
further staged, both financial and economic 
returns are maximized by connecting customers 
as rapidly as possible. Indeed, it is for this 
reason that the contractor has been persuaded to 
abridge the implementation : schedule from 5 to 4 years. 

Analysis of the contractors' costs indicates that 
deployment of , a large expatriate force, establish
ment of camp sites,and mobilization of equipment 
represented a major portion (about US$25 million). 
Reducing the number of houses to be carcassed and 
converted would only have a marginal ·1mpact on 
the overhead costs and would result in increasing 
the per unit cost. 

I 

(iii) Since the costs relating to carcassing and conversion 
are reimbursable on a unit rate basis, and the tract/ 
amount will be periodicaJ:!Y. adjusted to reflect actual 
experience, the initial uncertainty of cost estimates 

(iv) 

for this component does not carry· a financial risk for 
Petrogas. 

The price of LPG has escalated further to $450 per , · 
ton, which lends new urgency to ~dertaking con
versions with greatest possible speed. 

Having looked at the problem closely.we believe that no specific advantage 
can be secur.ed by further staging the project and reducing the number of 
customers. · l' berefore we should cone with Petrogas' original project 
design of converting 160,000 customers. 

(b) Carcassing ana Conversion Costs: An important element of expendi 
ture, as indicated above, relates to external and internal carcassing •. and 
conversion of existing appliances, (which is estimated to be in excess of LE200 
per household). The consumers would be unwilling to bear these costs in full; 
both because they' represent a very large amount relative to annual fuel costs 
and incomes and because natural gas is only ma~gi~lly_pref~rable to LPG, in 
that continuity of supply is assured. On the other hand, were Petrogas to 
bear the cost of carcassing and conversion, it would need to set a price at 
a fairly high level (LE4 per mcf) so as to achieve -an acceptable rate of return. 

/

Besides imposing too onerous a burden on consumers it could be counter-productive 
by encouraging shifts to low priced fbut high valued,substitutes such as LPG 
or kerosene. This would also be inequitable as it would require all consumers -z, 
'640,000) to pay for the cost of carcassing undertaken for the 160,000 consumer s. , 
Therefore, it was agreed that Government or EGPC would cover the initial car-

i 
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cassing costs, to the extent necessary (see below). The financial liability 
of Petrogas, like any other public utility, would be limit1¥i to providing 
gas up to the property line. 

There are, however, some avenues for partial recovery of the _initial 
~ · costs of carcassing and conversion from consumers without jeo~ardizing 
~

1 r ... their willingness to convert to gas. The first is for them to trade in their 
AJ'<,}JI/\ bottles of LPG in exchange for conversion. Since Petrogas could use these 

Ml. ~ bottles for its LPG operations.,this could provide LE 9 million,.or about 25% 
~flt,(.. of the total cost of carcassing and conversion. Another possibility is to 
· i 1, have the consumer bear the cost of meters (as is now being done by EEA) and/ 

1M. 1-a...vv 1-o or be charged for service lines or C:arcassing where it exceeds a certain 
~~;t'C(,l stipulated length. These and other possible avenues would be considered in~ ~ 
~·«tt k,k ~ a short study to be undertaken by Petrogas, with the help of . consultants / tJ,,, 1 

LP~ \.o M.~ (Par~. 6 ~_d) below.) 

(a}i ~ 7= (c) Gas Prices: In conformity with its existing system of administered~-,.;~ i,,(, 
~ prices, Egypt prices oil products and natural gas at a fraction of international C~/ 

prices. The current domestic price for natural gas is US$0.2er'Mcf for industrial /~'(.... 
use and US$0.71 per Mcf for domestic use, compared with a border price of around 
US$3.00 per Mcf (.based on thermal equivalence to fuel oil priced at US$125/ton. ) ~ 

e 
Prior to its departure, appraisal mission was asked to secure Egypt's concurrence 
to price the natural gas for domestic consumers between about US$2.5-3.00 per Mcf. 

. 
The Mission held a series of meetings with Egyptian officials, including 

two meetings with the Minister of Petroleum.. Agreement was reached that the pr ice 
of natural gas for domestic consumers should be fixed at a level which would en~ 
sure that: 

(ii) 

revenues from the sale of natural gas are adequate 
to make Petrogas a financially viabl~ entity; 

~ Ca,.-i__ 
after a reasonable period Petrogas should be in a 
position to extend gas services (at least in the 
project area) without needing to .rely upon Govern
ment/EGPC for financi al assistance; 

~~.k-
4>,....A.. fc-· a--

to be revised for a period of five years as frequent /rJ w-""'< ~ 4 ]. 

t,!ZvoAt ~d k ~~ revisions in prices were difficult to secure in 4n,,a lut,,,.re 

t}1'f. h-rlGL .i.f ~ ~7k)· Egypt. (This objective was incorporated at the It, ~w .u,,--

Ct~~~ 
"I, a,//r ~ 

(iii)f suggested price should be one which would not need /<>,-~ r~ 

,,t ... CC,4,,,{/ specific insistence of the Minister for Petroleum). - -7 ,- -
,~ 11:n:a,~ /0 -- ~? 
cNw AVfY /. 'vc f .tt'c:?'c~rding to our preliminary assessment a price of US$4.2 (~ per 

Mcf would meet the above objectives in case conversion and carcassing costs are 
borne by EGPC/Government. The Chairman of EGPC agreed that the average pr ce 

-of gas~ domesti c consumi!'t"s should be set at this level and asked the appraisal 
mission to proceed with evaluation of the project on this basis. To ensure that 
these objectives are achieved, the mission recommends that the financial covenants 
discussed in Para.6(~) · be agreed at negotiations, and that a price for natural 
gas which will satisfy 'these covenants (over the initial five year period) be 
ap~y._the overmnen of Egypt rior to Board presentation. • 
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(.d) Tariff Structure: Setting the price of gas to domes 
consumers at the proposed level of LE3.00 per .Mcf would represe a signifi-
cant increase above the current prices of LPG and woul therefore impose 
a hardship on p~orer consumers. To make the increased cost urden more equit
able it would be desirable to have a graduated tariff~; ; . ture which would 
still secure for Petrogas the avera e revenue a reed u For example, the 
first 500 scf of gas could e priced at LE2.00 per Mcf quivalent to LEl.l 
for a bottle of LPG), the next 500 scf at LE3.00 per .Mcf and .monthly con
sumption in excess of 1,000 scf could be charged at the rate of LE4.bb per .Mcf . 
The Mission suggested and EGPC/Petrogas agreed to undertake a short study, with 
Bank assistance, for: ----

(i) evolving a tariff structure which would meet the 
objectives set above, and 

(ii) examining the means for partial recovery of the 
costs of carcassing. 

(e) Financial Issues: As in other sectors of the Egyptian economy , 
all publicly-held companies in the oil sector function essentially on a cost 
plus principle. EGPC subsidiaries are recompensed for their services and their 
profits are determined ex ante, so that their securing an adequate return on 
their investment is no index of their efficiency. As part of our institution 
building responsibilities we should attempt to .make of Petro as an actuall 
viable entity where this ut ty would cover all its actual costs and still 
generate suffic ent marg to self-finance part or whole of its future ans ion. 

· s maJor eparture rom current Egyptian pract ce would r uire that no 
financial objectives be set for Petrogas and i;s performance be .measured in 
terms of norms which would include, inter alia, securing an acceptable rate of 
return on its revalued net assets, maintaining an a equate et-service cov-
~rage ~ e ng a post on to finance most of its future ansio 
Cairo"trom its own resources. s a so necessary that Petrogas acquire and 
own the project-related assets and maintain accounting for its gas operations 
separate from its LPG operations. EGPC's/Petrogas' .management concurred with 
the above objectives. Lo,.!,n agreement would contain relevant financial covenant s 

4-c, : 

to this effect. 
{,~· kJ 

(.f) Management & Training: Barring unforeseen circumstance ~ ~? 
contract for the ro ect will be awarded b the end of Octobe 9 and proj ect 
implementat on will commence as of January 1980. The implementation schedule , 
which was already fairly tight, has been further abridged from five to four 
years. This would impose considerable strain on the organization of Petrogas , 
and it is in this context that the needs of the company and project organization 
were reviewed. The evaluation indicated that tetrogas would need to urgently 
initiate ction at various lev s includi recrui of ke ersonnel. 
Similarly, a training program for all levelsof staff would need to be evised 
and initiated as Egypt has ext remely limited experience in domestic gas distrib
ution systems, although Petrogas is well equipped to supervise the pipeline 
component . Training would not only be essential for ensuring adequate super
vision of the contractor, but also for creating a corpus of trained .manpower 
which can readily replace the expatriate work-force in building and expanding t he 
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gas network, An action plan which addressed itself to various aspects of 
management needs and training was drawn up by the lfission ;in consultation 
with Petrogas, who agreed to implement all activities delineated in the . 
plan. Petrogas has requested that the loan amount be enhanced by at least /, 1. i -~ 
US mil n o a accoun o:c expen ture on trainin and consultancy, f;.S-ll 1114~ ~ 
w c we recommen . e gr ante . l. (fa , 

(g) Electricity as an Alternative to Natural Gas: The EMENA Power 
Division has suggested that we consider the alternative of satisfying the 
domestic energy needs of the project area by electricity as an alternative 
to natural gas. We have considered this alternative and find that it would 
require: 

(.i.) Additional generating capacity of 200 megawatts 
for meeting the energy requirements of customers 
likely to be connected in the first five years 
(about US$110 -million) ; 

(ii) Upgrading transmission lines (.about US$20 million); 

(iii) Upgrading the wiring from the sub-station to the 
houses and internal wiring within the apartment 
from 10 Amps to 40 Amps (about US$80 million); 

(iv) Replacing LPG cookers and water heaters by 
electric cookers and water heaters; (at l•ast 
US$50 million, all of which could be foreign 
exchange). 

Over and above this capital cost of US$260 million, providing electric power 
for domestic cooki.ilg would require a much higher level of operating costs. The 

_thermal efficiency of power generation, which in Egypt is about 22%, compares 
poorly with the proposed gas system which has the efficiency of around 97%. 
The annual cost differential in terms of fuel cost alone .would be of the order 
of US$60 million. Thus at all discount rates, natural gas is a superior -alternative to electricity for the project area. - ----

(h) Procurement: Prior to the departure of the appraisal mission, 
the Bank agreed to allow Petrogas to award the -contract in advance of Board approval, .. . 

This was subject, inter alia, to the Mission's review of Petrogas' procurement 
procedures. These procedures, including the specifics of pre-qualification, 
were scrutinized by the Mission and subsequently by the Procurement Adviser, PAS. 
It was determined that the procedures followed by Petrogas, including pre
qualification, were in conformity with Bank practice, Bids received were 
judged to be responsive -and representative of an acceptable level of competition. 
The lowest evaluated bid was William Press which, in the Mission's view, 
conformed satisfactorily to the contractual and technical requirements. 
Consequent to these findings, the Bank has accorded its approval to Petrogas 

( 

for awarding the contract to the lowest evaluated bidder, ~troactive 
!_ina~ing,including down payment on items proposed to be financed 6y'I1:> 
likely to be US$5 million or 10% of the proposed loan, 

I) 
~ .,._ . 
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(j) LPG Prices: Mission advised the GOE and EGPC of Bank's 
concern in regard to LPG prices and the need for increasing them urgently. 
We were advised that LPG was an extremely delicate issue and previous attempts 
to increase the prices had led to large scale public unrest. While all 
Egyptian officials, including the Minister of Petroleum, accepted the need 
to increase the price of LPG, we were advised that such a step would have to 
be timed appropriately. We were further informed that GOE would be responding 

~ o the Bank's communicating on this issue separately. GOE/EGPC were, 
,-/' however, willing to consi der the proposal for increasing the price of LPG 

\

which was currently being used for industrial and commercial purposes. The 
price increase would be possible as soon as an adequate number of distinct 
(large-sized) containers had been imported and an effective arrangement made I';} 
for administering a system of dual prices. We would propose that Bank's t:_ 
position on this issue be re-assessed .in light of GOE's response. 

( 

Recommendations 

7. . The sector and project issues, as considered above, were discussed 
at length with the Egyptian officials including the Minister of Petroleum. 
Satisfactory agreement was reached on all the issues and is recorded in the 
Minutes of Understanding,which were signed by the Chairman of Petrogas and 
Vice Chairman, EGPC (A."'Ulex I). Mission's Memorandum to the Minister of 
Petroleum, containing its recommendations on gas prices for domestic consumers , 
is attached as Annex II. We would recommend that the agreement contained in 
the Minutes of Understanding and other recommendations in this paper be 
considered and endorsed by the Decision Meeting. 

cc: Messrs. Y. Rovani, EGY 
R.H. Sheehan, EGY 
E. Friedmann, EGY 
J.G. Davis, EGY 
D.G. Fallen-Bailey, EGY 

_J.,, ..Bharier~_EGY ___ _ 
Mission team (4), Files (5) ' 

VNayyar:bk 

--------------- - -------
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ANNEX I 

MINUTES OF UNDERSTANDING 

. I 

1. The Government of Egypt requested the World Bank to assist it 
in financing the Cairo gas distribution project. The objective 

'2. 

of the project is to create a gas distribution network which would 
permit the replacement of LPG and gas oil in the four districts 
of Cairo by indigenously available natural gas. · With the implemen
tation of this network, Egypt would be able to upgrade the use of 
gas from a relatively low value fuel · oil substitute to a replacement 
for high value liquified petroleum gas and gas oil. It would, in 
addition, reduce Egypt I s dependence on imports. 

Purs~ant to this request, the World ..3ank is currently engaged i n 
appraising the project. Our preliminary economic analysis in- · 
di cat es that the project is economically attractive. Subject, 
therefore, to a satisfactory resolut~·on of certain issues, the Mission 
proposes io recommend to the World Bank's management, that i t 
participates in . financing the foreign exchange costs of the project . 

3. We set out below some of the· important project and sector related 
issues and the broad agreements arrived at during our discussions 
with His Excellency the Minister of Petroleum, the Chairman EGP C, 
the Chairman Petrogas and senior ·officials of these companies. 

"· a) The viability of the project is dosely linked to reliable and 
continuous SUJ?ply of gas. As gas for this project represents 
premium use, EGPC agreed to operate the gas fields at Abu 
Gha.rdig, or other gas fields subsequently discovered and/ or 
linked with tl:e Cairo gas distribution system, in a manner 
which would ensure availability of gas for the system over its 
economic liie, namely 30 years. 

b) Present estimates suggest that the project is likely to cost 
$ 150 milliori (including contingencies and escalation) of whic h 
foreign exchange costs would be of the order of $ 85 million . 
The proposed loan is anticipated to be an IDA credit which 
would be made to the Arab Republic of Egypt. The Governme nt 
of Egypt would, in turn, onlend the funds to Petrogas, on terms 
and conditions satisfactory to the Bank. It is the Bank's policy 
that onlending terms be fixed on commercial basis. It was 
further agreed that assets cr-eated under the project would b e 
held by Petrogas in its own accounts . 

...... -:1' 

-----------
/ 
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As the possibility of securing bilateral assistance at this 
time is limited, it was agreed that EGPC / Government 
of Egypt would finance the balance of project related needs, 
including the foreign exchange gap, frorq within its own 
resources. Completion of a satisfactory financing plan 
would be a condition of the proposed credit. 

d) The objective of making Petrogas a financially viable 
entity was accepted. It was accordingly agreed that the 
price of natural gas should be set at a level which would 
riot only eliminate the need of .. recurring subsidies from 
Government / EGPC, but also permit Petro.gas, inter-alia, 
to secure an acceptable return on its revalued net as sets, 
maintain adequate debt ·service coverage and be in a position 
to finance mo~t of its future expansion in the project area 
£:tom within its own resources. 

e) · Analysis undertaken at the request of His Excellency Minister 
of Petroleum indicated that were the cost of internal carcas s ing 
and conversion to be borne by Petrogas, the institution would 
be abl.e to achieve the above o·bjectives only if the gas was 
priced at LE 4. 00 per Mcf. Such a price level would result 
·iri.' increasing the domestic fuei costs in the relevant districts 
by a factor of four. It was felt that a price increase in such a 
magnitude would be counter productive as it would create con
siderable resistance to the use of natural gas and encourage 
consume;r.s to use low price., 1:.ut high value products, like LPG 

f) 

and Kerosene. '-

It was con·sequently agreed that the cost of internal carcassing 
and conversion would be borne by the Government / EGPC. 
The liability of Petrogas, . like-any other public utility, would 
be limited to providing gas upto the ··property line. With the 
cost of internal carcassing and conversion excluded, the same 
analysis, indicates that an~erage price to domestic 
consumers of LE 3. 00 per Mc£ would be necessary to achieve 
the objectives set out in para (d) above. The price would need 
to be revised in line with inflation after initial period of 5 years 
and assumes that the transfer price of gas from EGPC ~ 
Petrogas would be set at LE O. 2 per Mc£. Chairman EGPC 
agreed in principle to the need of setting price at this level and 
as~he Apf-iraisal Mission to proceed with the evaluation of the 
project on the is baais. 
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ln order, however, to diminish the impact o! price increase 
on the urban poor, it was agreed that the tariff structure 
should be progressive and higher per unit cost be charged to. 
larger consumers. It was agreed that a short study would be 
undertaken for (a) evolving the tariff structure which would 
meet the objective set above and {b) examining the means 
for partial recovery o! the cost of carcassing. World Bank 
will as.sist Petrogas in undertaking the study. 

It was agreed that Petrogas would maintain the accounts of · 
natural gas operations separate· from LPG operations. In · 
order to allow for efficient follow up of Petrogas cost, it was 
agreed that (a) Petrogas would develop its accounting system 
with a view to establish complete and separate accounts for ~ 

these operations, (b) this system would be reviewed by . EGPC 
financial consultants. Furthermore, Petrogas agreed to -· 

. iinalise the 1978 LPG accounts prior to negotiations. 

i) Petrogas agreed to undertake immediately, and complete with
in a month, a rapid market survey of industrial and commercial 
enery loads in o.x-aer to determine the possibilities of using gas 
as a replac~zn-ent·.i~ gas oil and-othe_r high value petroleum ·· 
prodii-c.ts. 

j) Petrogas will enter into an agre~ment with _the Egyptian Elec-
tricity Authority to supply Na_sr (?ity and Heliopolis power station 

·"With natural gas at a price equivalent to the domestic price· of 
-gas oil. This price would be reviewed in the light of the recom
.niendations made by the pricing study currently being underta;ken 
bv EGPC. ·, 

. .k) .Barring unforeseen circumstances, the contract is scheduled t o 
.. be ·awarded by the end of October 1979 · and the project implemen-

1:ation would commence as of January 1980. The implementa
tion schedule, has been abridged from 5 to 4 years during 
:negotiations with the contractor. This would impose considerable 
--strain on the organisation of Petrogas and it is in this context 
1:hat the needs of the company and project organisation were 

-Teviewed. This evaluation indicated that Petrogas would need to 
--initiate immediate action at various levels, including recruitment 
~f key personnel. Action plan, as agreed upon, is attached at 

·~ "> ? . ----
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Training for all level of staff was considered to be of crucial 
importance as inhouse experience in domestic gas distribu
tion system is limited. Training would not only be essential 
for adequate supervision over the contractor but also for 
creating a corpus of trained manpower which can readily 
replace expatriate work force. Immediate training needs, 
required under the project, would be examined by Petrogas 
consultants and training sched_ule implemented. Plan of 
action for this purpose is at Annex~ In addition, there 
would oe long term training 1-equirements which also would 
be studied by British Gas and a training programme would be 
agreed upon during negotiations. 

Mission advised the Government of Egypt and EGPC of the 
Bank's concern in regard to LPG prices and the desirability 
of increasing them urgently. Mission was advised that the ·. 
price of LPG was an extremely delicate issue and the Gove:;-n
ment of Egypt would be respondin~ to the Bank in this regard 
separately. 

EGPC was however ~illing to consider ·the proposal for in-
creasing the price of LPG, currently being used for in- · 
dustrial and commercial purposes. The price increase would 
be possible ~s soon as adequate number of distin~t (large size) ., 

.c_ontainers have been imported and effective arrangements made 
for administering dual prices~ · 

·' " . r-("\--. 1,/ ~ ........ .,! \ ("\.; . . . ( . 

·.A. !l.J .:=a<u~~ Samy Andrawis 
Vice Chairman 

EGPC 

________ 't._'t " , 

Vineet Nayyar 
World Bank -·Cliair:man Petrogas 

Gairo. 

,23/ 10/ 1979 

I • 
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ANNEX.II 
October 22, 1979 

To 
His Excellency 
Mr. Ahmed Ez Eldin Hila! 
Minister of Petroleum 
Garden City - Cairo . ' 
Arab Republic of Egypt. 

Excellency, 

. In response to your directions, we have attempted to examine th e 
question of the price of natural gas to ·domestic consumers. In doing so , 
we have closely adhered to the objectives .. set out by you in our previous 
two meetings, namely : 

l. 

.2. 

Revenues from natural gas should be adequate to make · 
PETR OGAS a financially viable public utility. 

After a reasonable period, PETROGAS sho·uld be in a ' 
position to ·extend gas services (at least in the project a;r e a ) 
without needing to rely upon Government / EGPC for s u b.;. 
vention. 

Tariff structure should be fixed for a period of five years, 
thereby doing away with the need for frequent revisions. 

Tariff structure should be progressive, placing a heavier 
per unit cost burden on larger and therefore more affluent 
consumers. ·• 

We have. on th.e basis of the above objectives. attempted to study 
the i~plication of a different set of prices upon the financial 
viability of PETROGAS, as measured by its rate of return o n 
assets. The results of our study are given in the attached table. 
These figures are based upon our preliminary anu.lysis, and there
fore would need to be reviewed, as cost estimates are update d 
and improved. Results are sensitive to the policy decision of 
integrating into the tariff structure the cost of carcas sing and c on
version for the initial 160 1 000 consumers. 

3. In case the costs of carcassing and conversion were to be borne 
by the public utility, PETROGAS would need to set its price for 
gas at LE 4. 00 per Mc!, in order to achieve a rate of return on 
assets comparable with that expected of other public utilities . 
This would result in increasing domestic fuel costs almost by a 
factor of four. Besides imposing too onerous a burden on con
sumers, it would, in our view, be counter-productive as it might 
re_sult in shifts to low priced but high value substitutes, such as 
LPG or Kerosene. This would also be inequitable as it would 
require all consumers (640,000) to pay for the cost of carcas sing 
undertaken for the first set of consumers (160,000). 
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We hopt: the above analysis has been responsive;: to your 
request. As you know, a comprehensive study of the 
energy prices in Egypt was included as p~rt of the first 
World Bank loan to the sector, and we are assisting 
EGPC to spt:ed its progress. In the mean time, we 
thank you for this opportunity to .express our views, and 
remain at your disposal to discuss these issues further. 

With warm regards. 

-. 

------~ ·-

Sincerely yours, 

v~~'-iCV-
cvineet Nayyar) 
Mission Leader 

World Bank Appraisal Team 

·" 

'- ----
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4. In the event of it being decided ·to exclude initial cos·t of car 
cassing and conversion from the rate base, a prict: of at least 
LE 3. 00 / Mc! {equivalent to LE 1. 70 per bottle of LPG) 
would be required, to approximate the same objectives of viabi
lity. The suggested price level of LE 3. 00 appears reasonable, 
and we would, therefore, suggest that the Goverrunenl / EGPC 
considers accepting the responsibility of subsidizing, to the 
extent it considers necessary, initial carcassing costs. The 
financial liability of PETROGAS, like any other public utility, 
be limited to providing gas upto'· the property line. 

5. We, however, see some avenues for partial recovery of initial 
costs of carcassing and conversion from consumers, without 
jeopardizing their willingness to convert to gas. The first is for 
them to . trade in, free of charge: their bottles of LPG in _e ·xchange 
for -conversion. This could poss_ibly yield LE 9 million, oi: 

6. 

.. 

about 25 % of the total costs of c~rcassing and conversion. An
otheT possibility ·is to have the consumer bear the cost of the met er 
(as is now being done by EE~) and/ or charge for service lines or 
carcassing where it exceeds a certain stipulated length. This also 
brings into focus, the need for an early issue of a decree where
under builders of new buildings within the project area, would be 
liable to undertake all carcassing and other services necessary 
for providing gas within the property limlts. 

Setting the price of gas to private ·consumers at the proposed level 
of LE ~. 00 per Mcf would represent a major increa~e above the 
current price of LPG, and could impose a hardship on poorer con 
sumers. To make the increased cost burden more equitable, we 
would suggest that a graduated tariff structure be considered, 
which would still · secure for PETROGAS the average revenue in
dicated above. For example, the first 500 scf of gas could be 
priced at LE 2. 00 per · Md (equivalent to· LE 1. l for a bottle of 
LPG) and the price for the next 500 scf at LE 3. 00 per Md. The 
monthly consumption in excess of 1000 scf could be charged at the 
rate of LE 4. 00 per Mcf. We would in the above context suggest 
a short study for (i) evolving tariff structure which would meet the 
objectives set above and, (ii) examing the means for partial 
recovery of the costs of carcassing. The preceding analysis is 
based on the assumption of a 10 % annual inflation rate over the 
20 year course of the project. Thus, in order for PETROGAS to 
continue to meet its objectives of financial viability, another signi
ficant increase would be required in 1985. In addition, should 
inflation exceed 10% between now and 1985, a price increase 
would be required sooner. 
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Preliminary Analysis Of Natural Gas Prices 

And Return On Revalued Net As sets 

1980-85 Average 
Price to Domestic 

Consumers 

(LE/Mc!) 

1. 15 

2.0 

2.5 

2.8 

3.0 

3.5 

7.0 

Assumptions : 

Rate of Return on Revalued 
Net Assets ·- 1985 

With Without 
Car/Con ' .. - . 

Car/Con 
% % 

(-5. 9) (-5. 7) 

... _ 

{-3. 5) (-1. 9) 

(-2. l) 0 

(-1.2) 1..5 

(-1.0) 2.4 

l 4.6 

10 •l .. 20 

' --------------------------

l. Ten percent annual inflation. 

Comm e nt 

Equivalent t o exit; ti r 
LPG price of 65 
Piasters per bottle. 

Price equivalent to 
fuel oil at $ 150/ton. 

Price equivalent to 
LPG $ 450 / ton. 

2. Gal? sold to PETROGAS from EGPC at LE 0.2 / me£. 

3 : Gas sold by PETR OGAS to pow.er stations at LE O. 79 / m e!. 
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EGYPT 

CAIRO DOMESTIC GAS DISTRIBUTION PROJECT 

PROJECT BRIEF 

A. SECTORAL CONTEXT]:/ 

Sector Issues and Objectives 

Vineet Nayyar 
Philippe Bourcier 

1. Egypt's energy outlook has consistently improved over the last 
decade. With the commissioning of the Aswan High Dam, Egypt successfully 
developed its largest hydro-electric resource. Increases in oil production 
have made Egypt self-sufficient and, more recently, an exporter of oil. 
Over the last few years, it has doubled its production of oil; Egypt currentl y 
produces 25 million tons of oil per annum of which more than 50 per cent is 
exported and, in 1978, accounted for 25 per cent of its foreign trade earnings . 
Recoverable reserves are estimated at around 2.5 billion barrels or 350 
million tons. Recent discoveries of non-associated gas fields at Abu Gharadig, 
Abu Maadi, Abu Qir and Amal which have cumulative recoverable reserves of 
3.5 trillion cubic feet, have- further s~rengthened Egypt's energy base. When 
fully exploited, these non-associated gas fields would provide an energy 
source equivalent to four million tons of oil and consequently release similar 
amounts of liquid hydrocarbons for export. Gas shows have been encountered 
offshore Abu Qir which appear to hold significant gas potential (estimated at 
3 to 4 trillion cubic - feet) and await fuller delineation. In addition, 
associated with the production of oil, annually 100 million cubic feet of 
gas is being produced which is being flared thus far. 

2. These positive developments notwithstanding Egypt's medium and 
long-term outlook is not as clear. Most of the major oil fields which 
currently account for 80 per cent of Egypt's oil production are anticipated 
to peak by 1981. On the other hand, internal consumption of petroleum 
products has been rising sharply, and, over the past five years, has recorded 
a growth of 11 per cent per annum; with motor gasoline and liquified petroleum 
gas growing annually at a ra~e exceeding 15 per cent. Against the present 
consumption level of 10 million tons and in the absence of demand management the 
consumption of petroleum products in 1985 is expected to exceed 20 million 
tons of oil equivalent. With burgeoning internal demand for hydrocarbons on 
the one hand, and prospects of reduced productivity from existing oil fields 
on the other, Egypt would need to take a series of critical steps if it is 

1/ For a fuller discussion of Egypt's Oil and Gas Sector, please refer to 
Sections I and II of the Staff Appraisal Report for the Gulf of Suez Gas 
Project (No. 2435-EGT, dated May 30, 1979). 
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- to maintain its present status as an exporter of oil over the next decade. 
These would, inter alia, encompass: 

(i) a review of present pricing policy in the petroleum 
sector, which in part, is responsible for the fast 
growing demand for oil products; 

(ii) with rapidly declining reserve production ratio, there 
is need for increasing exploratory efforts including 
efforts at reorganizing, collating and reinterpreting 
the existing geological, seismic and drilling data; 

(iii) increasing the domestic absor.ptive capacity for gas so 
that it releases liquid hydrocarbons for export or 
reduces the need for import; 

(iv) accelerating the development of known gas fields and 
creating an infrastructure which would permit increased 
gas use; 

(v) stimulating exploratory efforts in structures which are 
believed to hold potential only for gas and as such are 
not of immediate interest to foreign oil companies. 

Bank Role and Sector Lending Strategy .-
3. So as to retrieve energy resources which are currently being 
wasted, the Bank has recently approved a loan for a project which would 
gather, process and transport associated gas from the oil fields in the 
Gulf of Suez to Suez and Cairo. This loan also includes components 
designed° to address sector issues enumerated above through studies relating 
to pricing, exploration and gas utilization. These studies should provide 
Egypt with critical inputs it requires for evolving an appropriate energy 
policy. In terms of future lending operation, the Bank could best assist 
Egypt by providing financial and technical assistance in exploring, 
delineating as also rapidly developing the known gas fields. Bank assistance 
could also be deployed usefully for creating the necessary infrastructure 
which would permit increased gas use in the economy. To the extent gas 
replaces liquid hydrocarbons, it increases Egypt's export capability in 
terms of oil and petroleum products. Even in the absence of major oil 
discoveries, such a strategy would permit Egypt to sustain its rapidly 
rising internal demand without eroding its export earnings from oil. 

B. PROJECT FORMULATION A1'1D PREPARATION 

Project Objective 

4. Less than 4 per cent of Egypt's territory is under permanent or 
seasonal crops, the balance being desert or areas covered with dry or 
extremely arid vegetation. Crop residue and animal wastes, to the limited 
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extent of their availability, form an important source of domestic fuel 
in the rural areas. This clearly is not adequate, resulting in a rapidly 
rising demand for mineral fuels (kerosene and LPG) in the rural areas. 
The current annual consumption of kerosene, which is used almost exclusively 
as a domestic fuel, is about 1.5 million tons and is expected to grow 
annually at around 9%. In the urban areas, there is almost an exclusive 
reliance on these fuels, with a marked consumer preference for LPG over 
kerosene. Consequently, the demand for LPG has been growing rapidly (16%) 
and the current annual demand at 350,000 tons. As its internal production 
is around 100,000 tons, Egypt has to import the balance. Consumption of 
LPG would be much higher but for the physical constraint of supply. The 
objective of the proposed project is t~ create a domestic gas distribution 
network in four districts of Cairo (Helwan, Maadi, Nasr City and Heliopolis) 
which would replace LPG with natural gas and in doing so: 

(i) 

(ii) 

upgrade t7e use of natural gas from fuel oil equivalent 
(at $1251:. per ton) to a reply7ement for a more valuable 
product (LPG and gas oil $20~ per ton); 

reduce Egypt's need to import LPG and other ancillaries, 
such as LPG bottles, tank, lorries, etc. 

Project Origin and Design Improvements 

5. The Government of Egypt approached the World Bank. in January 1978 
for financing the proposed project. The project envisages supplying gas in 
the four districts of Cairo as domestic fuel. The num~~r of households to 
be converted over the next five years would be 160,00o£i which would ultimately 
be increased to 640,0PO, EGPC had appointed consultants (Integral Engineering) 
to investigate the feasibility of this project who proposed the construction 
of a high pressure transmission line, from a point 30 kms. off Cairo, running 
on the outskirts of Helwan, Nasr City, Heliopolis and Maadi, which would feed 
a medium pressure ring which in turn would be linked to a low pressure network 
which would provide gas to households. The system proposed by the consultants 
also incorporated a plan for installing several balancing tanks so as to meet 
peak load requirements. 

6. The low pressure system (LPS) for the distribution network, as 
designed by the consultants, was reviewed by a Bank mission in August 1978. 
This review indicated that the proposed design was expensive, outdated, 
inflexible and failed to take advantage of the high wellhead pressure. 

l_/ On account of recent developments, it is difficult to assess with any 
authenticity, the average international price of these products. Fuel 
oil, gas oil and LPG (Butane) are currently being sold in the spot 
market respectively at $150, $350 and $300 per ton. 

2:_/ Number of households would be 235,000 in case we take account of new 
constructions between project Year 1 and 5. 
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-The mission indicated a strong preference for a medium pressure system 
(MPS) in which the distribution network would have an operating 
pressure of 4 bar. Through such a shift, the pipeline diameters of the 
network could be reduced (from 900-700 mm to 300-50 mm) resulting in 
significantly lower project costs. MPS network would, in addition, have 
a higher built-in storage capacity, which would allow the system to meet 
peak loads thereby rendering unnecessary investment on storage tanks 
proposed under LPS. Medium pressure as a system was also more elastic 
in relation to LPS and capable of expansion in future, at· relatively 
marginal costs. EGPC accepted the design change suggested by the Bank 
and appointed new consultants (British Gas) to rework the network at 
medium pressure. 

Project Description 

7. Broad features of the redesigned network are as under: 

(a) Supply Source 

Gas supply source for the proposed project would be the gas fields 
at Abu Gharadig, south of El Alamein; about 270 kms from Cairo. The 
recoverable reserves of these gas fields are estimated at one trillion cubic 
feet and are, therefore, more than adequate to meet the demand of the 
proposed project (20-MMcf/d)ll over the economic life of the project (25 
years). Abu Gharadig gas is already being transported through a sixteen
inch pipeline to Cairo and is available at Marazik Bridge on the east bank 
of the Nile. Fall-back alternate source of supply considered necessary fo r 
a domestic gas distribution system, would be provided by Gulf of Suez~I 
associated gas which ~ould be gathered and brought to Cairo by a project 
currently under implementation, and financed by the World Bank. 

(b) Market 

(i) Project Area 

The proposed project would supply gas to the 
following areas (see Map at Annex I): 

(a) Helwan - A rapidly expanding industrial city 
12 kms south of Cairo and close to the pipe
line offtake point at Marazik Bridge. 

1/ Including requirements of the power station at Nasr City and Heliopolis. 

];_/ Gas supplies to Cairo would be further augmented when the newly 
discovered gas field at Abu Qir is linked to Cairo. 
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(b) Maadi - a suburb, 5 kms south of Cairo, 
relatively affluent residential area 
consisting essentially of low rise 
housing. 

(c) Nasr City - a rapidly developing district 
comprising largely of high rise flats, 
6 kms south east of Cairo. 

(d) Heliopolis - a district 10 k.ms north east 
of Cairo, an extensive sprawling area with 
large pockets _of new developments consisting 
of high rise flats. 

(ii) Gas load 

(a) Domestic Load 

Project objective is to convert 160,000 LPG 
consumers to natural gas between 1980-84. In 
addition to these households, new dwellings 
estimated at 75,000 would be built during the same 
period, which too would need to be connected with 
gas. The responsibility for carcassing for new 
buildings woul.d rest with the builder. While the 
project objective is to supply natural gas to 
235,000 households (of which project authorities 
would undertake carcassing and conversion for only 
160,000 households), the long-term load (by 2000 AD) 
in the project area is estimated at 640,000 
households, and the high pressure pipeline is being 
sized to meet this ultimate load. The consumption 
of LPG per customer is currently 155 therms per 
annum (equivalent to 330 kilograms of LPG), and it 
has been assumed that the same level will apply to 
natural gas. However, once natural gas becomes 
available, consumption per household is estimated 
to grow at 2% per annum. By the fifth year the 
demand for gas is estimated at 8MMcf/d which would 
in~rease to 19 MMcf/d by the twentieth year. 

(b) Power Stations -

The proposed gas system would also meet the 
requirements of power stations at Nasr City 
and Heliopolis. These stat lons are gas turb i ne 
units designed to meet peak loads. However, on 
account of the delay in the i mplementation of the 
Suez power plant , these units would have to operate 
as base load stations up to 1985. The gas load 
until 1985 would cumulatively be of the order of 
12 MMcf/d (Nasr City 7 MMcf/d and Heliopolis 5 MMcf/ d) . 
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In the event of the proposed steam turbine 
stations going onstream as scheduled, the 
gas load on account of these power units 
should reduce by 50% after 1985. 

(c) Pipeline Distribution System 

The consultants (British Gas) using transient 
flow analysis have recommended 24" diameter for 
the high pressure pipeline (SO kms in length); 
a size which would be capable of meeting the 
peak hour storage requirements (at least up to 
1992) thereby eliminating the need for having 
separate storage capacity. Four regulatory 
stations would drop the inlet pressure of up to 
26 bar to 4 bar, a pressure at which the distri
bution network, would operate. For safety 
considerations, the pressure would be reduced 
to 50 millibar, 3 meters from the property line. 
Medium density polyethylene pipes would be used 
for the distribution network. Pipes above the 
ground level would be in steel or copper. Gas 
would be fed into the building through service 
risers which will be located either in the 
skylight or attached to the external walls of the 
property. 

(d) Carcassing and Conversion 

Project authority would be responsible for 
internal carcassing in all the existing apartments 
in the four districts and it would be done in 
steel or copper pipes of varying diameter. In 
addition 300,000 appliances would be replaced/ 
converted from LPG to natural gas under the 
project. In the buildings to be constructed 
subsequently in the project area, the builder 
will be responsible by statute for the internal 
carcassing. 
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- Project Costs 

8. Project costs have been estimated as under: 

High Pressure 
Transmission 

Distribution 
Network 

Carcassing and 
Conversion 

Price and Physical 
Contingencies 

Total 

In Millions 

Total Cost 
LE US$ 

16.7 24.3 

23.8 34.2 

42.0 60.5 

82.5 119.0 

.-
27.0 39.0 

109.5 158.0 

Fo~eign Exchange Cost 
LE US$ 

8.1 11. 7 

14.1 20.5 

24.1 35.0 

46.3 67.2 

11. 7 ·16 .8 

58.0 84.0 

= 

Cost of house installation and conversion= LE 350 per customer 

9. The cost estimates relating to internal carcassing and conversion 
of appliances are based on certain assumptions relating to average length 
of line pipes for service connections and internal carcassing, nature of 
apartments and ventilation available therein, proportion of imported appliances 
to indigenous, etc. The actual cost could vary significantly, depending 
upon the validity of these assumptions. As expenses on carcassing and 
conversion represent 50% of the project costs it would be necessary to test 
the validity of these assumptions through a sample survey. 
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- 10. No detailed discussions have been held with the borrower on 
the financing plan. The possibility of Egypt securing bilateral 
assistance for the project will be explored after tenders have been 
evaluated and the source of supply determined. In so far as the 
Bank is concerned IDA assistance of US$50 million has tentatively been 
earmarked for the project. Possibility of co-financing to cover the 
foreign exchange gap and the financing plan for local costs and residual 
foreign exchange needs would be finalized during appraisal. 

Project Justification 

11. In the absence of the proposed project, the power stations at Nasr 
City and Heliopolis would use gas oil, and the domestic households would 
need to be provided with LPG. LPG, and in all probability gas oil, would 
need to be imported. Separately Abu Gharadig gas could find adequate 
market in Cairo as a replacement for fuel oil. This project would thus 
result in upgrading the use of gas from a replacement for fuel oil to a 
substitute for gas oil and LPG. Given its current use pattern, the 
opportunity cost of Abu Gharadig gas approximates the international price 
(f.o.b.) of fuel oil. The project justification therefore rests on the 
cost differential between the border price of fuel oil, on the one hand, 
and that of LPG and gas oil (c.i.f.) on the other. 

12. Prior to the current round of escalations, prices of petroleum 
products (gas oil, fuel oil, and to a certain extent, LPG), have maintained 
a stable relationship with the price of-crude oil. Price of gas oil ··and 
LPG has normally been 120% and 115% of the price of crude oil (Arabian light) 
~nex I~. Fuel oil prices have on an average been 75% of the price of crude 
oil. On this basis, and pricing oil at $23 a barrel, the differential 
between gas oil/LPG and fuel oil should be of the order of $75 per ton. 
Recent disruptions in oil supplies have however tended to exacerbate the 
price differential, with gas oil selling in the spot market at $350 a ton, 
LPG at $300 a ton and fuel oil at $140 a ton. In consonance with the prices 
of petroleum products, freight charges have escalated rapidly, and currently 
Egypt is paying a freight charge of $90 per ton for LPG. 

13. We believe that the price differential as it exists now is atypical 
a~d is not likely to constitute a new trend in oil product price relationship. 
Furthermore, once product prices stabilize, the freight charges should come 
down. For purposes of computing the rate of return on this project, it has 
been assumed .that the product price interrelationship would revert to the 
original level and the price differential would be about $75 a ton (1979 
dollars). Furthermore, freight charges for LPG would average at $75 per ton 
and that for diesel oil $30 per ton. On these assumptions the rate of return 
from the proposed project would exceed 30%. 
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- Project Organization 

14. The project will be funded through the Egyptian General 
Petroleum Corporation (EGPC) which would also be the Borrower of the 
proposed loan. While EGPC will look after overall coordination, the 
responsibil i t y for actual implementation, day-to-day supervision, and 
subsequent operation of the gas network would be with PETROGAS. EGPC 
functions as a holding company and by virtue of its statutes, oversees 
the entire spectrum of oil and oil related functions within the 
Egyptian economy. Its activ ities range from exploration to down-stream 
operations like marketing and refining. However, except for foreign 
trade in crude oil and refined product~, EGPC discharges these functions 
through foreign partners (exploration) and fully owned subsidiaries 
(refining, transportation and marketing). These companies operate on a 
cost plus basis and charge EGPC a fee for performing various functions 
relating to the processing and marketing of crude oil and petroleum 
products. PETROGAS is one such subsidiary, which was -created in 1978 
with the objective of supplying natural gas and LPG to industrial and 
domestic consumers. Currently its activities are confined to provision, 
storage, filling , transportation and marketing of LPG. In addition, it 
imports and manufactures appliances which utilize LPG. 

15. EGPC's management at senior level is competent and experienced 
in various aspects of oil and gas industry. It has, over the last decade, 
expanded its marketing operations to meet the growing demand, set up and 
rehabilitated a number of refineries, laid an extensive network of crude, 
petroleum products and gas pipelines; facilities which it operates with 
considerable competence. While PETROGAS is a relatively new subsidiary, 
it has drawn upon the experienced personnel of EGPC and other subsidiaries 
to man its senior lev~ls. Yet EGPC and PETROGAS are devoid of experience 
in the ~mplementation, management and supervision of a domestic gas 
distribution network. Furthermore, these organizations have no experience 
in operating and maintaining a gas utility. PETROGAS has set up a project 
organization relating to the various facets of the project but it is yet 
to be fully manned. Project personnel would require extensive training 
and until such time as it gains requisite experience in operating and 
maintaining this gas utility , it would require considerable expatriate 
assistance. 

Implementation 

16 . PETROGAS would have the overall responsibility for supervising 
the implementation of the proposed project. PETROGAS, in turn, has appointed 
British Gas as engineering and management consultants who would assist 
PETROGAS in designi ng , implementing and supervising the project. In addition , 
British Gas would ass i st t he proj ect authority i n training the personnel f or 
mainta i ning and opera t i ng the gas system. PETROGAS proposes to award one 
single responsib i lity contract and the selected contractor would not only be 
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- responsible for detailed engineering, construction of the high pressure 
transmission pipeline and distribution network but also for all 
procurement, carcassing and conversion appliances. 

17. Petrogas expects to award contract by September 1, 1979. The 
work on the project is scheduled to start by January 1, 1980. The high 
pressure transmission pipeline is expected to be completed by the end 
of 1980. The work relating to distribution network would start at the 
same time but internal carcassing and conversion of appliances would need 
to await detailed apartment survey which would be carried out by the 
contractor in the first six months. The yearly schedule relating to mains, 
services, conversions and c~stomers is indicated in the table below: 

TENTATIVE PROGRAM FOR DISTRIBUTION AND CONVERSION 

Calendar Year No. of Conversion 
No. of Mains (Km) 

Customers Services 

1980 8,000 12,000 800 80 to 100 

1981 38,000 n,ooo 2,000 165 to 170 

1982 38,000 72,000 2,000 165 to 170 

1983 38,000 72,000 2,000 165 to 170 
. 

1984 73,000 2,000 143 to 150 

TOTAL 160,000 300,000 8,800 740 

= 

Procurement 

18. PETROGAS, through global advertisement (9 international newspapers), 
invited contractors for prequalification for the proposed project. Altogether, 
about 45 firms responded to PETROGAS invitation. Criteria used for pre
qualification related to the contractor's previous experience in the distri
bution network, its organization capabilities and financial standing, 
experience in the Middle East, etc., and, on this basis 9 contractors were 
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- prequalified. Prequalification procedure was reviewed and it conforms 
broadly with the Bank's guidelines. Tender documents were prepared 
by British Gas and were reviewed. In response to these three bids 
were received from prequalified contractors. These bids are being 
evaluated and PETROGAS would secure Bank approval prior to the award 
of contract. In the event of the Bank concurring in the choice of 
the contractor, PETROGAS, in all probabilities, would award the 
contract prior to appraisal. 

C. ISSUES AND RECOMMENDATIONS 

Sector Issues 

19. There are a number of sector issues relating to exploration, gas 
use and pricing of petroleum products (para. 2), in regard to which EGPC 
and the Government of Egypt have agreed to undertake indepth studies. 
Only after these studies have been completed would a meaningful dialogue 
and consequent policy changes be possible. 

Gas Pricing 

20. In conformity with its existing regime of administered prices, 
Egypt prices oil products and natural gas at a fraction of international 
prices. As indicated above, the overall issue of prices relating to 
petroleum products, including intersectoral linkages, is the subject of 
detailed study. However, the implementation schedule of the project is 
such which would not permit deferment of the credit processing till after 
the result of the pricing study has been obtained and reviewed. Yet the 
internal sale price of $0.25/Mcf against an international price of around 
$3 Mcf (based on therm.al equivalence of fuel oil) would not be acceptable 
and as such an ad hoc upward revision may need to be considered. A part 
of this objective could be achieved by transferring "front end" costs to 
the consumer . Currently, the responsibility for internal carcassing and 
conversion of appliances, estimated to cost LE 350 per customer,rests with 
the project authority. The consumer could, as a consideration for the 
conversion turn over, gratis, LPG bottles which he had originally purchased. 
On an average, each customer has two bottles which would command a market 
price of LE 58. In addition, attempts should be made to pass on, a part if 
not the whole, of the remaining costs for conversion and carcassing (LE 300) 
to the consumer in the form of a demand charge amortized over 20 .years. 
EGPC/PETROGAS would need to be assisted in evolving a tariff structure which 
would assure an adequate financial return and the result in pricing the gas, 
insofar as it replaces domestic fuel,at its border price. This issue will 
be discussed in detail by the appraisal mission with the Government of Egypt 
and EGPC. 
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-Project Costs 

21. Project costs have been estimated on the basis of bid evaluation 
and are therefore fairly firm insofar as the high-pressure pipeline and 
the distribution network are concerned. However, the cost estimates 
relating to internal carcassing and conversion of appliances are based on 
certain a priori assumptions and actual costs could vary significantly. 
Furthermore, the financial viability of the project is extremely sensitive 
to these costs, as this component represents 50% of the total project costs . 
It was therefore considered prudent to test the validity of these assumptions 
and accordingly PETROGAS was asked to undertake a sample survey so as to 
gather data relating to: 

(i) density, diversity and condition of appliances 
per household; 

(ii) average carcassing required per household including 
the length of the riser and lateral pipes; and 

(iii) the average pipeline length from the distribution 
network to the apartments surveyed. 

PETROGAS has since completed the survey and is currently tabulating the 
results. During appraisal the project costs would need .to be revised after 
taking into account the results of this survey. 

Project Planning and Management 

22. It is prese~tly anticipated that the project implementation would 
start a~ of January 1, 1980. Implementation schedule, as drawn up by the 
consultants is extremely tight and presupposes PETROGAS/Government of Egypt 
initiating a series of advance actions for each of the phases relating to 
pre-construction, construction and operations. These aspects have not 
received adequate attention, no serious effort has been made to delineate 
critical activity levels for each phase much less initiate the required 
advance action. 

23. It was, therefore, recommended that EGPC, with assistance of its 
consultants (British Gas), quickly undertakes a planning study, identify 
clearly and separately (through CPM) activities relatable to the following 
components of the project: 

(i) high pressure transmission pipeline; 

(ii) distribution network ; 

(iii) carcassing and conversion of appliances; 
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(iv) operation and maintenance of the proposed 
gas system. 

On account of public safety considerations (see following para.) 
considerable emphasis would need to be placed on quality assurance. 
The study would therefore be required to make specific recommendations 
with regard to the skills, experience and the number of supervisory 
staff required for each of the above components. In this context, 
consultants would work out the necessary training requirements and the 
extent to which the Egyptian personnel would need to be supplemented 
by expatriate personnel. It had earlier been hoped that the preliminary 
results of the study would be availabl~ prior to appraisal. On account 
of its failure to reach agreement with PETROGAS in regard to fees, etc., 
British Gas has so far not commenced work. We would need to stipulate 
that this study be completed prior to negotiations and its recommendations 
reviewed and understanding reached thereupon, during negotiations. 

Safety Considerations and Quality Assurance 

24. Safety considerations are paramount in a project of this 
nature. This would require formulating a detailed code of safety practices , 
enacting the necessary legislation and establishing an enforcement 
organization. It would also require extensive supervision during project 
implementation so as to ensure meticulous adherence to the safety standards 
and specification. PETROGAS would need·-to initiate early action to create 
such an organization. 

Procurement 

25. Petrogas intends to award a single responsibility contract for 
the entire project. The bids that have been received from prequalified 
contractors are now being evaluated and Petrogas has agreed to secure Bank's 
approval prior to the award of the contract. In the event Bank concurs in 
the choice of the contractor, Petrogas is likely to award the contract 
prior to appraisal. The Bank would therefore need 

(i) to agree to advance contracting; and 

(ii) retroactive financing, precise quantum of which 
would be determined during appraisal. 
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In view of the advanced state of contracting, the appraisal mission will 
also ascertain Government/EGPC commitment to provide all necessary funds 
prior to the effectiveness of the proposed IDA credit which, according to 
the present schedule, is expected at the earliest by the third quarter of 
1980. 

D. BANK PROCESSING OF PROJECT 

Status of the Dialogue with the Borrower 

26. Most of the above issues were discussed with the officials of 
EGPC/PETROGAS in a review held in Washington between June 28 and July 1, 
and subsequently in Cairo on July 24 to July 30, 1979. An understanding 
was reached on most of the issues. On the basis of the above, it is 
recommended that the Cairo Gas Distribution Project be appraised during 
September-October 1979 for a possible IDA credit of about US$50 million. 

Prepared by: 

Reviewed by: 

Vineet Nayyar 
(Project Officer) 

Franz Kaps 
(Loan Officer) 
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' - TO: 

FROM: 

SUBJECT: 

WORLD BA NK / INTEP. rJ/\ nor JAL FINANCE CORP ORATl () t J 

OFFICE MEMORANDUM 
Files 

~(~an Franz Of ficer , EMlDA 

EGYPT - PtEosed Cairo Gas Dis tribution Project 

DATE : February 13, 1979 

1. During a recent visit to Egypt, Mr. Zaborski and I met wit 
Mr. Sarai Selim, General Manager of Petro Gas, a subsidiary of the 
Egyptian Petroleum Corporation • .!/ 

2. Mr. Selim informed us that the prequalification for the above 
proj e ct was ca rried out in September 1978 as a result of whi ch 9 out of 
32 fi rms i nterested in participating as general contractors under the 
project have been prequalified. 

3. As we have been informed before, Petro Gas has contracted 
British Gas to do the detailed project engineering and preparation of 
tender documents for the project. The present time schedule calls for 
completion of tender documents by February 23 . 

4. Mr. Selim intends to visit British Gas by the end of February 
to review the draft documents. He would be agreeable for the Bank to 
participa te in said review. The bid documents are scheduled to be issued 
in March and bid evaluation should take place around August. Mr. Selim 
said that he hoped that contracts with suppliers could be signed as early 
as September 1979. 

5. As to the project cost, he informed that present indications are 
that the project as designed would cost about LE50 million or about $70 
million of which about LE30 million or about $42 million would be in fore i gn 
exchange. 

6. Subsequent to the meeting with Mr. Selim, I met with Mr. Ramsy 
el Leithy, Chairman of the Egyptian Petroleum Corporation and Mr. Samir 
Koraiem, Undersecretary of the Ministry of Economy, Foreign Trade and 
Economic Cooperation, who confirmed the Government's interest in obtaining 
Bank financing for the project. A copy of Mr. Koraiem's letter specifying 
said request in writing is also attached. 

Attachment 

FKaps/mojw:cb 

cc: Messrs. Paijmans (o/r)/Kaji, K8pp, Zaborski, Fares (E1'U), Pollan, 
Fish (EMP), Bourcier, Nayar/Schober (IPD), Krishna (LEG) 

'J:./ Address: 2 Medan, Kasr El Dubara, 8th Floor, Cairo. 
(Office telephone: 31007, Mr. Selim's home phone: 32817) 



., 

::1JNJSTRY or EC ONO .\\V ern ECO NO;~I IC COO PERATJO,', 

Economi c Cooperation D ivisi<Jn 

Office Of The Un<lc r s ~creta: y 

Dear Mr . Koepp, 

Cairo ,Feb. 1 , 1979 

CAIRO- Gas Distrbution Project 

Further to Mr . R. ELLEITHY letter··of Feb. 1,1979. I woul d 
• like to confirm the Egyptian Government's interest in obtaining 

financing fro m the World Bank group for the above project 
Best Wishes. 

Mr. Eberhard Koepp 
Division Chief 
IBRD 
Washington D.C 

S-~~-v~ 
Samir Koraiem 

Under Secretary 

r 
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