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1. Key development issues and rationale for Bank involvement 
 

Key Development Issues

To reduce a potential fiscal deficit and address the priority issues of poverty reduction and job 
creation, the Government of Jordan (GoJ) sees the need to create an environment conducive to 
private investment, by establishing a good investment regime to strengthen fiscal stability, build 
up human resources and ensure sustainability. 

On energy supply, GoJ moved to lift prices of domestic fuels as the twin pressures of high 
international oil prices and the ending of the Saudi Arabian oil supply agreement in April 2005 
became fiscally unbearable and a major contributor to the fiscal deficit.  Furthermore, as part of a 
decade-long structural reform of its economy, Jordan has sought to diversify the fuel mix and 
supply sources in order to reduce dependence on imports and use of oil, the consequent adverse 
balance of payments situation and negative environmental impacts.  Increasing the share of 
natural gas significantly, promoting renewable energy sources (wind, solar, biogas and 
geothermal), and promoting energy use efficiency are the three principal means through which 
the Government of Jordan seeks to achieve a more sustainable energy balance in the future.   

The Government has been actively looking at ways to promote exploration and development of 
energy resources in Jordan, particularly oil, gas, and oil shale.  It has adopted a new Electricity 
Law and the unbundling of the power sector has been completed.  The regulatory authority for 
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the power sector, the Electricity Regulatory Commission (ERC) has been set up.  A good start 
has been made with the gradual price increase of petroleum product prices to bring them in line 
with international market prices. The power sector is financially viable. It does not receive 
explicit financial subsidies from the Government budget, but it has benefited from the use of 
natural gas from Egypt at relatively favorable prices and some subsidies on petroleum products.  
The structure of retail tariffs has still some element cross subsidies and could be improved. ERC 
has initiated a tariff review.  Most of the distribution sector is already owned by the private 
sector and the Government plans to further divest its shares in EDCO and IDECO.  It is expected 
that the privatization of Central Electricity Generating Company (CEGCO), the generation 
company, will be successfully completed in the months to come.  The Government is also 
considering privatizing the SAMRA generation company through an IPO.  The proposed project 
would be the first fully privately owned power generation station.  The Government has sought 
the assistance of the Global Environment Facility (GEF) to reduce barriers to adopting renewable 
energy, and GRF has responded favorably to the preparation of a wind project of about 60MW.  
The Government has also requested assistance for establishing an energy efficiency fund.  

Jordan began importing natural gas from Egypt in 2003 and most of its generation plant is now 
operating on this fuel.  Future thermal generation, including the current project, will 
predominantly use natural gas, and will be complemented by renewable sources such as wind. 

The current peak demand for electricity on the interconnected system in Jordan is about 
1,500MW.  The installed capacity today is about 1,800MW, a reserve margin of about 20%.  
However, the growth rate in electricity consumption is forecasted to be about 3.5% per annum 
(mid-case), which indicates that the reserve margin will evaporate by 2010- which is very soon 
in investment planning and implementation terms.  Therefore, to maintain a prudent reserve 
margin, the Government has initiated work on the proposed project, which is intended to bring 
additional capacity of 280-450MW in 2007-2008. 
 

Rationale for Bank Group Involvement

Partial Risk Guarantees (PRGs) and MIGA insurance are suited to helping governments 
transition from public to private finance through political risk mitigation and effective risk 
sharing with project sponsors and lenders.  The Request for Proposals for the proposed project 
therefore included a joint Bank Group statement of in-principle support for the project.  This, as 
well as the transparent bidding process that satisfied the Bank’s requirement for economy and 
efficiency, have helped the Government attract competitive proposals for the project. 

Several private sector projects have failed to materialize in Jordan.  In the power sector, Samra 
did not proceed as a private sector project, in part because of uncertainty on the source of fuel for 
the power plant, and the fact that the selected private promoter withdrew its support for reasons 
unrelated to the project.  The Disi Amman water supply project also failed, because the bid tariff 
was much higher than anticipated.  Such lessons are being applied to this project by, for instance, 
ensuring that the fuel supply arrangements and a minimum regulatory framework to give comfort 
to the bidders were in place prior to bid issuance.  Also, ensuring there is commitment to the 
project in Jordan and all stakeholders are on the same page.  A challenge for both the Bank and 
the Government is to ensure that this project is a catalyst for wider PSP in infrastructure. 
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2. Proposed objective(s) 
 
The main objective of the project is to meet the electricity needs of the country in an 
economically and environmentally sustainable manner to contribute to economic growth and 
well-being of the population of Jordan.  The project would add about 370 MW of additional 
power to the system, help to ensure the reliability of power supply and help maintain a margin 
between available capacity and demand of at least 10%.  The purpose of the PRG is to enhance 
competition and therefore help reduce the project’s financing costs. 

3. Preliminary description 
 
The proposed project consists of a 370 MW gas-fired combined-cycle power station to be 
developed, owned, and operated by a private-sector project company.  The US$310 million 
power station will be constructed on a site located at Almanakher, east of Amman Jordan and 
about 1 km from the Jordanian Gas Transmission Pipeline.  The fuel supply will be natural gas 
from Egypt; Heavy Fuel Oil (HFO) will serve as backup fuel for emergency operations only.  
The first phase of the power station will comprise two simple-cycle gas turbines.  The second 
phase will add a Heat Recovery Steam Generator and thus increase the capacity by 50%.  The 
water for steam generation will be provided by the Water Authority of Jordan. 

The proposed contractual structure of the transaction is consistent with industry standards with 
respect to the allocation of commercial, technical, and political risks among the parties in a 
limited recourse project financing structure. 

 Public sector involvement in the project

The contractual structure includes the following principal agreements with the Government, or 
state-owned or state-controlled entities, all of which will be coterminous with the 
Implementation Agreement: 

• Implementation Agreement 
• Government Guarantee 
• Power Purchase Agreement 
• Fuel Supply Agreement (may be tolling agreement) 
• Water Supply Agreement 
• Land Lease Agreement. 

 Private sector contracts

The Government will not be a party to the following major contractual arrangements: 

• Engineering, Procurement, and Construction Contract (EPC Contract) 
• Operations and Maintenance (O&M) Contract 
• Financing agreements 
• Insurance. 
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4. Safeguard policies that might apply 
 
The project involves construction and operation of a new power station and is Category A.  The 
power station site is owned by the Government of Jordan.  The Government is in process of 
collecting baseline environmental data.  In compliance with OP 4.01, the successful bidder will 
be required to engage independent experts to conduct an Environmental Assessment (EA), 
including public consultations.  The EA will reveal the other safeguards policies that apply to the 
project, if any. 
 
The successful bidder will be required to prepare and implement an Environmental Management 
Plan (EMP) for the project. 
 

5. Tentative financing 
 

Source: ($m.) 
 BORROWER ...........................................................................    10 
 FOREIGN PRIVATE COMMERCIAL SOURCES ...............  300 
 IBRD GUARANTEE...............................................................    00 
 Total project   310

6. Contact point 
Contact .......  Reynold Duncan 
Title ............  Sr Power Engineer 
Tel...............  (202) 458-4609 
Fax..............  (202) 477-1998 
Email ..........  Rduncan1@worldbank.org


