Egypt

Egypt — New Law to Boost Renewable Energies

y 2020, a total of 20% of Egypt's eectnicity shall

be generated from renewable energy sowrces,
The natural conditions in the country, without doubt,
are favourable for this endesvour, Egypt is par of
thia Merth African “sun belf” and thersfore an ideal
location for solar plants {in particular uging concen-
trated solar power technologies). In addition, the
wind conditions an the western coast of the Red
Sea are among the mosl favourable in the world,
Mevertheless, the “2020 targst” is ambilious, to say

Wind engimez in Egynt

the least. In 2005, fossile energy sources accounted
for &z much as 36% of the Egyplian electricity gen-
eration (76% gas and 10% oil), Of the 14% non-fos-
sile enengy sources, large hydropower (normalhy not
counted a5 a renewable energy source] accounts
for rmost of the rest, with the Asswan High Damm
playing a prominent role. The share of renewable
anergies in overall enargy supply is as iitle as 0.2%.

I crder to promole renewable energes, the Egypt-
ian government el up the Mew and Renawable
Energy Authority (NREA] in 1986, NREA has a
broad mandate, which includes, in addition to tech-
nological reseanch and policy promation, the deval-
opment and operation of renewable enengy plants,
thus effectively acting as a state-owned developer,
With the poineering 360 MW wind farms at
Zafarana, NREA has played 3 major role in paving
the way for the use of renewable energies in Egypt
and the region. Irrespective of these achievements,
the renawable energy potential remains by and
large untapped and the ambitious targets cannot be
achieved without an increased participation of the
private sector, This, mareover, is expected to con-
fribute to the devslopment of 2 local renewable
energy industry, what makes the promotion of
renewable energies atiractive from the perspective
of economic development, foo

So far, the focus is on the development of wind
energy, where, according the the Egyptian Supreme
Council of Energy, a total of 7200 MW shall be
installed until 2020. This translates into an amount
to be imvestad in the range of EUR 10 billion. Imple-
mentation of the Medlerranean Sclar Plan, one of
the cornerstones of the Union for the Mediterranean
proclaimed on 130 July 2008, may also substantial-
by boost solar tachnokogies.

The Draft Electricity Law 2009

The draft Eleciricity Law {EL}, which was submittad
to the: Egyptian Council of State for review in Janu-
ary 2004, for the first time envisages specific incen-
tivies for the generaticn of eleciricity from renewable
energy sources (A, 45 to 50 EL). The lack of an
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adequate regulatory framework has been identified
&5 a key obstacle to an increased use of renewable
enangy sources in Eqypt. In view hereof, the draft
law, f enacled as drafled, will be a major step for-
ward and, moreover, will 221 the pace for renewable
energy regulation in the MENA region. The drafl law
defines the term “renewable enengies” broadly 1o
comprize all “non fossile energy sources which are
used for electricity generation” (Art. 1 EL}. In addi-
tion to conventional renewsble energies (wind,
solar, biomass, small hydropower) the wonding of
this definiion alsc comprises large hydropower,
whal is rather unusual. Possibly, the broad definition
was choosen intentionally, as otherwise the 2020
farget would be over-ambitious.

The key provisions of the drafi law relate 1o atiract-
ing the private ssector 1o mvest in the production of
green slectricity. Here, the drafl law does not curtail
MREAs role a5 public sector developer and opera-
tor of wind and solar plants, Mevertheless, the drafl
law provides specific incentives for private investors
engaging in green production. Renewable energies,
in the best case are “near commercial”, what
meanz, in economic terme, that even wind farms,
which are based on a mature technology and bene-
fit from excallant wind conditions at the Red Sea.
depand an a financial suppor structure to atiract pri-
vate inwestors {be it a subsidy, tax benefit or price
machanism),

Incentive for Green Electricity
The key provisions of the draft law are the fallwing:

«Grid Connection: The grid operaltor is obliged to
connect renewable energy plants to the gnd (A
46). Accass fo the gnid infrastruciure, thus, is guar-
anteed a5 a statutory right

+ Competitive Bidding: A competitive bidding proce-
dure allows 1o award concessions for the construc-
licw and operation of renewable energy plants to pri-
vale sector investars [Arl 45 (1) EL). The fiest ten-
ders shall b= launched in the sacand half of 2009,
This mechanism primanly largets large scale wind
projects (in the several hundrad MW range) which
shall be tendered on the intemational level. The tan-
der medel conforms io the regional practice, whers,
in the absence of & statutory fesd in taniff, & long-
term power purchase agreement (PPA) is awarded
10 a private investor and the revenue fiow from this
agreement is usad as a basis for project lending
[what also is refemed to as “regulation by contract”)

sFeed in Tanfl The grid operator may, subject 1o
approval of the Cabinett of Ministers, set a feed in
tariff for eleciricily genarated from renewable ener-
gy sources (Art, 45 (2) EL). This mechanism targats
smaller renewahle energy plants [up to 50 MW),
which are expected 1o be buill and operated by local
investors and where a fender process would be
unduly burdensome. It is expected that a fesd in tar-
iff will b2 zet as scon 35 the competifive bidding
pracess has revealed some more information on
adequate pricing levels.

RE Fund: A fund for the promofion of electricity
generalion from renewable energy sources shall be
esfablished, which shall b2 financed fram the gow-
emment budget, other allocations and incoma from

irvestment (Art, 47 to 50 EL). The fund shall, inter
alia, compensate the grid operator for the additional
costs which arise from the purchase of green elec-
tricity from private producers at a price which is
above the cost of electricity produced fram conven-
fional sourcas.

Tha draft law, for the first fime, provides the hasis for
an incentive siruciure drawing on intemational best
practices. Important details, however, such as the
feed in tarrls, are lefl o the implementing rules.
This will allow to lake on board the experiences from
the competitive bidding procedures that will also
serve as @ ies! case for investors' espectations
regarding offtake condilions.

The Way Forward — Issues and Challenges
Although the draft law is an important step foreard,
many and important issues remain open. First, at
the time of writing this aricle, it was uncerlain when
the Eqypltian Padiament will pass the draft, albeit i
seems unlikely that this will be the case befors the
fall session 2009, The Egyplian Ministry of Eleciric-
ity neverhelass has annonced that the first privats
financed wind farms with a total capacity of 250 MW
shall be tendered before the end of 2002, possibly
bedore the new law will entar into force. It however
has been argued thal the tender procedures can
#n be based on the exigting BOT lagistation, so
that a delay in passing the law will not necessanky
mean that the tendering procedure will altogether
have to be posiponed.

Second, and maybe more importanty, standards for
private sector financed renewable energy projecls
nead to be developed. Although there already ars
some private financed renewable projecis in Egypl.
mostly in the fiedd of autoproduction, important
issues such as the lerms and conditicns of lard use,
securify rights and power purchase agreements
need 1o he clarified. Egypt can build here on a rich
fradition of project financing, in the ol and gas as
well a5 the real estate sector. Theses practices and
standards however need 1o be adapled to the pecu-
liarities of renewahle energy financing.

Third, in connection with the Mediterranean Solar
Plan, one of the key areas of the Union for the
Mediterranean, proclaimed on 13 July 2008 by the
French President Sarkozy, envisages a large scale
gxpor of green electricity from the MENA countries
fo the EL, This, if implementad in the right way, may
help MEMNA countries substantially in bridging the
incremenial costs which presently make the use of
renswahle ensrgy sources more costly than their
conventional counterpars. The new ELU Renewable
Energies Direcfive, as agreed by the European Par-
liament on 17 December 2008, in s Al 9 for the
first fime cutlines a respective regulatory framewark,
What will be needed for implementation, however, is
an interconnection of grids around the Mediter-
ranean as well as imglementing rules on both sides,

Dr. Kilian Balz {killan baelzi@gtz.de} is the Acting
Director of the Regional Centre for Renewable
Energies and Enerqgy Efficiency (RCREEE] in Cairo,
a regional policy platfarm with 10 mamber countries
from the MEMNA region, RCREEE was setup in 2008
and, during the first five years, is suppored by
Egypt, Germany, Denmark and the EU,

WirtschaftsForurn Mah- und Mittelost 472009




