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BASIC INFORMATION

A. Basic Project Data

Country
Middle East and North Africa

Region

MIDDLE EAST AND NORTH
AFRICA

Financing Instrument

Investment Project Financing

Project ID
P173763

Estimated Appraisal Date
15-Feb-2022

Borrower(s)

Republic of Djibouti -
Ministry of Economy and
Finance

Proposed Development Objective(s)

Project Name Parent Project ID (if any)

Second Djibouti-Ethiopia
Power System
Interconnection Project
Estimated Board Date

31-Mar-2022

Practice Area (Lead)
Energy & Extractives

Implementing Agency
Electricité de Djibouti

The Project Development Objective (PDO) is to enhance the trade of reliable, low-cost, and clean electricity between

Ethiopia and Djibouti.

Components

Transmission line from Galafi to Nagad and Nagad substation extension
Project Management, Owner’s Engineer, Incremental Operating Costs & Technical Assistance

Contingency Emergency Response
Price and Physical Contingency

PROJECT FINANCING DATA (USS$, Millions)

SUMMARY

Total Project Cost
Total Financing
of which IBRD/IDA

Financing Gap

DETAILS

World Bank Group Financing

63.43
63.43
55.00

0.00
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International Development Association (IDA) 55.00

IDA Credit 55.00
Non-World Bank Group Financing

Other Sources 8.43

African Development Bank 8.43

Environmental and Social Risk Classification

Substantial

Decision

The review did authorize the team to appraise and negotiate

Other Decision (as needed)

B. Introduction and Context
Country Context

1. Over the last two decades, Djibouti has achieved steady economic growth and improved social outcomes,
largely by exploiting its geostrategic location. The 2020 Djiboutian population is estimated at 942,300, of
which more than two thirds live in Djibouti-city. Economic growth has accelerated in recent years, with real
GDP (USS$3.38 billion in 2020) growing at 6.5 percent per year on average during 2014-2018, thanks to large
public investments in capital-intensive infrastructure to exploit the country’s geostrategic location. However,
Djibouti has had limited success in eradicating poverty and unemployment: poverty remains widespread, with
one in six people still living in extreme poverty; and the rates of unemployment and under-employment were
high at 47 percent in 2017". Over the medium-term, economic performance is expected to continue to be
strong, with the Government’s strategic positioning of the country as a regional trade and logistics hub within
the broader Horn of Africa (HoA). The World Bank (WB) currently forecasts Djibouti’s growth during 2022-
2025 to average more than 4.7 percent per year.

2. Djibouti is the smallest state and one of the youngest nations in the HoA. Located at the heart of the HoA,
with access to the geostrategic Strait of Aden, Djibouti has sought regional and global strategic partnerships
to advance its development agenda. This has included developing major port and transport infrastructure to
service the fast-increasing trade of its large landlocked neighbor, Ethiopia, as well as positioning the economy
as a logistics hub with a broader regional reach. A recent Addis Ababa-Djibouti Railway was inaugurated on
January 1, 2018 and links Ethiopia’s capital Addis Ababa with Djibouti and its port of Doraleh. Djibouti is also
playing an active role in the ongoing HoA Initiative.

! Ibid.
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3. Five HoA countries (Djibouti, Eritrea, Ethiopia, Kenya and Somalia) have launched the HoA Initiative to forge
closer economic ties, building on improving the political climate in the sub-region. The vision of the HoA
Initiative is “To work together to build a prosperous, integrated and peaceful Horn of Africa”. HoA countries
are strongly committed to further deepening economic integration under four priority pillars®. This project
links to Pillar 1 (improving regional infrastructure connectivity) of the HoA Initiative. The HoA Initiative
involves annual meetings/ fora with an annual rotating Chair (Djibouti was the Chair for 2020). The timing of
this initiative follows the 2018 peace accord between Eritrea and Ethiopia, and the strong economic growth
rates witnessed by HoA member countries®.

4. The HoA Initiative gives importance to economic corridors as a way of increasing trade, economic
diversification and specialization, and generating robust economic activity along the corridors. The
economic corridors under Pillar 1 of the HoA Initiative are closely aligned with the trade and economic
integration priorities of Pillar 2 in order to deliver economic transformation and create jobs. The economic
corridor program of the HoA Initiative* is expected to provide strong regional economic development benefits,
namely: (i) regional spillover and win-wins; (ii) linkages with global trade; (iii) inclusion of complementary,
transformative interventions along the corridor; and (iv) an increased role for private financing and PPP
structures.

5. Regional tensions in the HOA, especially the conflict in Ethiopia, has clouded Djibouti’s medium term
economic outlook and deteriorated Djibouti's public debt sustainability. Growth slowdown, or even
contraction, in Ethiopia resulting from prologued unrest would lead to further contraction of the demand side
of trade and transport activities in Djibouti’s free zones and adversely impact the traffic on the railways and
road corridors between Ethiopia and Djibouti, with potentially disruptive effects on the electricity supply.
Furthermore, the latest Joint World Bank-IMF Debt Sustainability Analysis (DSA) carried out in December 2021
has concluded that the dual shocks of COVID-19 and the conflict in Ethiopia have made it infeasible for Djibouti
to achieve the necessary fiscal adjustment to service its increasing debt obligations, rendering debt
unsustainable. While EDD is assessed financially viable, liquidity pressures growth slow down and the
deterioration of the public sector debt sustainability resulting from the above-mentioned shocks could
substantially affect its financial viability.

6. The Government of Djibouti (GoDJ) is implementing ‘Vision Djibouti 2035’: an ambitious long-term
domestic strategy to spur economic growth, create jobs, and reduce poverty. ‘Stratégie de Croissance
Accélérée et de la Promotion de 'Emploi’ (SCAPE)® 2015-2019 lays out the central goals and challenges for
Djibouti, namely, to: achieve economic diversification; enhance the governance and capacity of its public
institutions; develop its human capital; and address risks to national unity and security. The objectives are to
reduce unemployment to 10 percent, reduce extreme poverty by one-third, and provide access to basic
services, such as energy and water, to the entire population by 2035. The expansion of public sector
investment in the modernization and strengthening of energy infrastructure and services is expected to be
one of the key drivers for economic growth.

2 (Pillar 1) improving regional infrastructure connectivity (chiefly energy, transport, and ICT); (Pillar 2) promoting trade and
economic integration; (Pillar 3) building resilience; and (Pillar 4) strengthening human capital development.

3 Africa’s gross domestic product expanded by an estimated 3.5 percent last year, while Ethiopia reached 7.7 percent, Djibouti
5.6 percent, Kenya 5.9 percent and Eritrea 4.2 percent. Somalia was the exception at 2.9 percent.

4 This project links to the Djibouti-Ethiopia economic corridor program.

> The Government prepared a revised 5-year strategy, the SCAPE 2020-24, which will consolidate the efforts under its predecessor
by focusing on three strategic pillars: inclusion of all Djiboutians, connectivity of Djibouti, and integration of Djibouti.
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7. Climate change can pose a threat to Djibouti’s policy planning across many sectors. Climate related hazards
in Djibouti include four types of natural disasters: coastal flooding, exacerbated by sea level rise; extreme
heat; wildfires; and volcanos. In addition, it is also prone to drought, characterized by a desert climate with
sporadic rainfall. These threats to economic development and poverty alleviation, which are already probable,
will grow in frequency and severity as temperatures increase, precipitation shifts, and sea levels rise. Low-
income populations, especially the 17 percent of Djiboutians who live below the extreme poverty line (2017
Household Survey) are particularly vulnerable, as they lack the capacity to adapt to climate-induced shocks.
In addition, Djibouti, like the rest of the MENA region, suffers from water insecurity. As highlighted in Beyond
Scarcity: Water Security in the Middle East and North Africa®, water shortages would reduce MENA region's
GDP growth by 6 percent to 14 percent by 2050. Climate change, in short, will exacerbate these pre-existing
vulnerabilities, and amplify fragility.

8. Djibouti is also impacted by the COVID-19 pandemic. Its first confirmed case was on March 18, 2020. As of
November 29, 2021, there were 13 504 cumulative cases, and a case fatality rate of 1.37%. The cost incurred
by preventive action largely reflects the reduced number of transactions due to lowered demand for goods
and services, interruptions in supply chains, and increased capital risk premiums. The GoDJ estimated the
number of jobs likely to be temporarily lost to be between 15,000 and 30,000. In response, the WB has
prepared (i) a Djibouti COVID-19 Response Project with USS5 million financing under the Strategic
Preparedness and Response Program (SPRP) using the Multiphase Programmatic Approach (MPA); and (ii) an
Additional Financing of US$942,857 grant from the Pandemic Emergency Financing Facility (PEF). Annex 2
further details the economic, social and financial effects of the COVID-19 and highlights the support of the
World Bank to the GoDJ. (see Annex 2 for more information on the analysis of the COVID-19 impact and WBG's
response in Djibouti).

Sectoral and Institutional Context

9. Vision Djibouti 2035 envisages a transition to a green growth path, with a goal of 100 percent renewable
energy by 2035. Hydropower (from Ethiopia), solar, geothermal, and wind energy will be the basis for the new
decade’s supply-demand balance. Heavy fuel oil (HFO)/ diesel generators that now provide up to 110 MW of
peak energy supply will be used as backup units in case of emergency. Gas will play the role of a transition
fuel, with a dual fuel (gas/ HFO) 50 MW power plant now under construction. A first interconnection line with
Ethiopia became operational in 2011, and its capacity (non-firm energy) was increased from 50 to 80 MW. A
60 MW wind project in Ghoubet (the first IPP in the energy sector and has a guarantee from MIGA) will start
operating in August 2022. On the demand side, the electricity consumption growth rate is estimated at
between 5 to 10 percent, driven by the country’s economic development and a robust access program,
supported by the World Bank. Some demand is currently suppressed (some industries generate and use their
own electricity).

10. Djibouti’s energy sector is thus rapidly evolving from being dependent on expensive imported petroleum
products to having access to affordable foreign (hydro) and future domestic (mostly renewable) resources.
This sectoral transformation will facilitate the scale-up of renewable energy development in Djibouti. During
the past few years, US$14 billion has been invested in large infrastructure projects with the objective of

6 https://www.worldbank.org/en/topic/water/publication/beyond-scarcity-water-security-in-the-middle-east-and-north-africa
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Djibouti becoming a regional commercial hub, centered on its strategic location as a port city. The supply of
affordable energy is required to sustain these investments and further economic progress. Despite it being a
non-firm supply, Djibouti currently imports affordable hydro-based power from Ethiopia (through the first
Djibouti-Ethiopia interconnection line). The significant hydropower potential (one of the cheapest power
supply options for Djibouti) and the enormous investments made in the development of hydropower plants
provides Ethiopia with opportunities to export hydropower to neighboring countries. The storage of Energy
provided through its Hydro Dams can act as a regional “Battery” to help smaller networks such as Djibouti’s
to absorb more intermittent renewable supply than otherwise possible. To complement imports from
Ethiopia, Djibouti is spearheading the development of domestic renewable energy, i.e., solar, wind and
geothermal, to meet its ambitious goals and transition to a sustainable energy future.

11. The first interconnection line with Ethiopia (double circuit 230 kV tie line) was completed in May 2011 and
has been supplying about 70 percent of Djibouti’s power consumption during 2020 at a PPA’ tariff of 6-7 US
cents / kWh. The experience of the first interconnection between Ethiopia and Djibouti has been successful,
demonstrating that the two countries are committed to electricity trade, and have the capacity to deal with
it. The first interconnection has allowed a low-cost supply of hydropower throughout the year to Djibouti.
However, electricity imports were not “firm” (Ethiopia’s supply during the dry season - from September to
February - is lower than during the wet season). The starting point of the first interconnection line is the Dire-
Dawa lll substation, which also serves adjacent towns located in the Eastern part of Ethiopia. As it is an
industrial area, power demand is increasing, and when the expected future demand (dominated by industrial
facilities, irrigation and the Ethiopia-Djibouti railway) materializes in full, the existing Koka — Dire Dawa Il 230
kV single circuit and Koka Hurso 230 kV double circuit transmission lines would no longer suffice to evacuate
power. At the same time, power demand in Djibouti is growing and new sources of supply need to be secured
by 2025 (in addition to the ongoing 60 MW Ghoubet Wind project). The Djibouti electrical network is
essentially composed of two parts: Djibouti city fed by the two thermal power plants of Boulaos and Marabout
and the first interconnection with Ethiopia. The second part of the network is the northern area of Djibouti
with Tadjourah and Obock, which is not connected to the main part of the system and is fed by small thermal
units. The second interconnections will create a loop with the first interconnection and therefore secure the
exchanges of electricity with Ethiopia and also enable the connection of the northern area to the main
network.

12. The National Electricity Utility (Electricité de Djibouti- EDD), the state-owned utility which currently
operates under the oversight of the Ministry of Energy and Natural Resources?, is currently a monopoly.
However, since 2015, Law 88-AN-15-7 has opened the market for generation, with EDD remaining the single
buyer. EDD has about 60,000 clients and is a monopoly for electricity transmission and distribution. EDD is
creditworthy, with a debt level around 30% of equity, which is low in the MENA region. EDD has never
defaulted on its payments to Ethiopia for the first interconnection, that has been operational since 2011.

7 The PPA tariff is a seasonal and time-of-use differentiated tariff:
- USc 6 / kWh for wet season off peak hours and
- USc 7 / kWh for dry season off peak hours and wet season peak hours

8 Loi n°88-AN-15-7éme « portant réglementation des activités des producteurs indépendants d'électricité ». In 2020, EDD had
revenues of about US$160M (DJF28 billion).
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13. The two main issues that characterize the electricity sector in Djibouti are high retail tariffs for residential
customers and lack of reliable power capacity for industrial customers. In the MENA region, Djibouti has the
highest residential tariffs in 2020 (USS$0.15 / kWh for the poorest residential customers and US$0.31 / kWh
for other residential customers) for three reasons: HFO/ diesel generation represents about 30 percent of the
supply, but accounts for about half of EDD’s total cost of generation; unlike other MENA countries, there are
almost no subsidies for electricity; and EDD’s operating costs are quite high, given the small size of the system.
Occasional supply shortages and power instability are enhanced by the lack of a second interconnection with
Ethiopia to close the loop with the first interconnection and to stabilize the Djibouti grid. Many commercial
and industrial companies® have their own generators either to back up EDD’s supply in case of load shedding
during peak loads or to provide the power they need to operate daily.

14. WB involvement in the electricity sector in Djibouti has focused on access and geothermal energy resource
development. The Power Access and Diversification Project (PADSE™?) closed in 2014, while the Sustainable
Electrification Program (SEP) was approved in June 2017. SEP aims to connect 97,720 people (10.4% of the
Djiboutian population) to the grid by the end of 2023. The WB, along with African Development Bank (AfDB)
and other donors, has been supporting a US$53 million Geothermal Power Generation Project to develop the
country’s significant geothermal resource potential.

15. The proposed project would increase on the Djibouti side the capacity for power trade between Ethiopia
and Djibouti from the current 80 MW (which could be stretched to 95 MW) to 220 MW (an almost three-fold
increase in power trade) with improved adequacy and reliability of supply, reserve capacity management, and
operational efficiency. The proposed project (with co-financing from AfDB) has been identified as the least-
cost option'! for power generation (at about 6 US cents per kWh), and will increase grid stability and the
country’s reserve margin needed to facilitate the deployment of renewables (and reduce Variable Renewable
Energy - VRE curtailment). It will reduce EDD’s average electricity generation cost, which could be passed
through to end-consumers. The project will also contribute to the Maximizing Finance for Development
(MFD)/ private sector development agenda by stabilizing the grid and increasing transfer capacity to allow
IPPs under implementation (Ghoubet Wind) and under development (Grand Bara Solar PV) to optimize their
production and competitiveness. Without this added transmission infrastructure, Djibouti would have greater
difficulty in balancing the grid, which would present higher costs and larger risks to potential private sector
investors in renewable energy. The proposed project would also increase the reliability of power capacity for
industrial customers in Djibouti and reduce thermal self-generation and emissions.

16. The project will contribute to the creation of the wider regional power pool (EAPP). Djibouti joined the
Eastern Africa Power Pool (EEAP) in 2012 to ensure security of supply, optimal use of resources, affordable
prices through interconnection, and the creation of a conducive investment environment and the
development of a competitive electricity market among its members. In addition to the ongoing bilateral
electricity trade agreement signed between Djibouti and Ethiopia for the first interconnection (PPA of the first

9 According to the WB Enterprise Surveys, while both firms — with a female, with a male as a top manager — experience electrical
outages (with a slight difference), firms with a female top manager report higher losses due to electrical outages.

10 The PDO of the PADSE was: (i) To increase access of underserved populations to electricity services; (ii) To improve EDD’s
efficiency through execution of investment operations aimed at reducing EDD’s electricity losses, and; (iii) To reduce the negative
effects of drought on water pumping in both rural and urban areas by strengthening the country’s power supply resilience to
natural catastrophes, through the creation of High Fuel Oil (HFO) and diesel security stocks. The PDO of the SEP Project is to:
increase access to electricity in the targeted Project Area (which is the whole country).

11 From a preliminary least-cost planning exercise done in FY20.
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interconnection), EEAP has been a neutral venue where countries (such as Djibouti and Ethiopia) can
coordinate on trade. The second interconnector will further develop the power trade infrastructure under the
EAPP umbrella and pave the way for potential future infrastructure developments and regional integration
across the HoA costal line (see Annex 2 for more information on the wider regional power pool - EAPP - and
Ethiopia). Djibouti, being a part of all the three major regional initiatives on trade (i.e., Pan-Arab Electricity
Market, EAPP, and HoA), could also play a more strategic role in the future for advancing integration between
these initiatives. Lastly, the project might be part of a potential Ethiopia-Saudi Arabia interconnection (over
the medium to long term).

17. The project is of transformative nature with benefits generated for Ethiopia and Djibouti. The biggest impact
of the project will be on Djibouti, where the impact on its electricity sector will be twofold: (a) a substantial
reduction in generating costs, and (b) a greater ability to integrate larger tranches of variable renewable
energy (VRE). For Ethiopia, the additional sales to Djibouti is a hard currency export (the Djibouti Franc being
pegged against the US Dollar) to benefit a power company -EEP-under greater financial stress. This is
important for EEP overall and also as a demonstration of being a reliable supplier to other countries of the
HoA (such as Sudan, Kenya, and Eritrea). Transformative benefits of this project are thus affecting directly
Ethiopia and Djibouti (as no transit countries are involved). However indirectly the project can provide a good
example of a sound and well executed regional energy trade project in the HoA and the Eastern Africa Power
Pool (EEAP).

C. Proposed Development Objective(s)

Development Objective(s) (From PAD)
The Project Development Objective (PDO) is to enhance the trade of reliable, low-cost, and clean electricity between
Ethiopia and Djibouti.

Key Results

18. The main results (PDO level indicators) arising upon completion of the proposed Project are expected to be:

e Increased Electricity Transmission (Export/Import) Capacity

e Increase of Energy (GWh of trade) exchanged between Ethiopia and Djibouti

e Reliability: Average annual duration of power outages on the transmission network?!?
e Low-cost: Average supply cost of electricity (“average PPA cost”) for EDD®3

e C(Clean electricity: GHG emissions reduction

D. Project Description
19. The proposed project would increase on the Djibouti side the capacity for power trade between Ethiopia and

Djibouti from the current 80 MW (which could be stretched to 95 MW) to 220 MW (an almost three-fold
increase in power trade) with improved adequacy and reliability of supply, reserve capacity management, and

12 The average duration of service interruption on the transmission network in hours per year.
13 Total supply cost for EDD on the 2" interconnection per year divided by the number of kWh purchased. (The "average PPA
cost" thus focuses on the 2™ interconnection.) The Djibouti Franc is pegged to the USD: 1 USD = 177.72 DJF.
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operational efficiency. It would enable Djibouti to benefit from Ethiopia’s surplus of renewable energy
(particularly hydropower) and arbitrage against the current high cost of Djibouti’'s thermal generation.
Increased power trade and additional imports will also:

o Mitigate the congestion risk of the existing “first” interconnection line due to the limited transmission
capacity and further stabilize power flows in Djibouti. As the second interconnection will be
interconnected with the first, the ‘end of line’ instability!* that Djibouti is currently experiencing would
be resolved.

e Reinforce system stability and reliability of supply, including for emergency support through sharing
of backup facilities in case of severe default on the existing line or other technical issues, with
operational gains for both countries.

e Provide environmental and climate benefits by reducing Djibouti’s reliance on fossil fuel.

e Support and stabilize power discharged from existing and future power plants in Djibouti, including
the integration of intermittent renewable energy generation and providing firm capacity for
Djiboutian load centers.

e Allow Djibouti to export excess solar and wind power within HoA when these sources are fully
implemented. This will result in power trade in both directions and in turn decrease operational costs
for both countries.

20. The scope of the proposed WB financed project is limited to the Djibouti side of the interconnection. AfDB
has approved investments on the Ethiopian side of the interconnector and will fully finance the following in
Ethiopia: a new 90 km 230 kV double circuit transmission lines from Galafi (on the Ethiopia — Djibouti border)
to Semera (in Ethiopia®®); strengthening the existing 230 kV transmission line between Kombolcha and Semera
(Ethiopia); and the extension of the existing Semera 230 kV substation in Ethiopia. AfDB’s Board has approved
its co-financing (in Ethiopia and in Djibouti) on July 8; 2021.

21. The proposed WB financed Project (estimated cost: US$45 million) with parallel financing of US$8.43m from
the AfDB (please see paragraph 37 below for more detailed information). The WB will finance the following
components:

a) Component 1°: Transmission line from Galafi to Nagad substation and Nagad substation extension
(estimated cost: US$46.58 million, IDA credit: US$41 million; AfDB: US$5.58 million). It comprises the
following Subcomponents:

14 “End of line stability” relates to how the 230kV voltage will vary above and below permissible limits according to the load
transferred on the line throughout the day. When there is no load on the line, the voltage could go up to 250kV, when it is fully
loaded it might go down to 200kV. These are quite extreme voltage changes and EDD operators will need to switch reactors on
and off to control voltage to the permissible range typically about -+ 5 percent to protect equipment and ensure that consumers
do not suffer large voltage changes.

15 A substation at Mile (between Kombolcha and Semera) is being considered by EEP.

16 This component would qualify for mitigation co-benefits as the source of energy from Ethiopia is 100 percent renewable. The
component would be classified as the following eligible activity: “New, expanded and improved transmission systems (lines,
substations)”.
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e Subcomponent 1.1: Transmission line from Galafi to Nagad substation (cost: US$41 million, IDA
credit: US$41 million; AfDB: USS0 million). Construction of a new double circuit 230 kV transmission
line from Galafi to Nagad substation, with a rated power of 280 MVA in each circuit.

Galafi is on the Djiboutian side of the border with Ethiopia. Nagad substation belongs to EDD and
would be extended under Subcomponent 1.2. Preliminary details of the proposed transmission line
design are based on a bundled conductor design with a maximum rating of 280 MVA.

e Subcomponent 1.2: Nagad substation extension (estimated cost: US$5.58 million, IDA credit: USSO
million; AfDB: US$5.58 million - parallel financing from the AfDB). Install a 170 meter long double
230 kV busbar (designed for operation with eight outgoing bays at 230 kV, 50 Hz, 40 kA/3 sec, 2,000
A) at the existing Nagad substation site and fit two complete new outgoing 3,150 A / 31.5 kA 230 kV
transmission line switch bays (comprising CTs, surge arrestor, circuit breaker, and line isolator each
fitted with a 10 MVAR fixed reactor and associated CT/Isolation facilities designed to compensate for
the capacitance in the 292 km 230 kV transmission line. The busbars will be fitted with a 25 MVAR
switchable reactor, along with associated circuit breaker equipment as for the line switchbays. For
each bay, two control and protection cubicles will be fitted with distance relays and metering facilities,
along with modems for interconnections with the SCADA system via the fiber optic wires. All
equipment along with foundations will be incorporated in a common grounding AC/DC auxiliary
system used by both the 230 kV and 63kV facilities.

b) Component 2: Project Management, Owner’s Engineer, Incremental Operating Costs'’ and Technical
Assistance (estimated cost: US$7.85 million, IDA credit: US$5.0 million; AfDB: US$2.85 million)

This component would consist of the following activities financed by the WB:

e Subcomponent 2.1: Project Management. Provision of support to EDD’s PIU for project management
and implementation, including procurement, financial management (FM), and environmental and
social framework activities, as well as monitoring and evaluation activities. Moreover, this
subcomponent will finance execution, design, and supervision of consultants and contracts (except
the owner’s engineer contract), as well as incremental operating costs.

e Subcomponent 2.2: Recruitment of an Owner’s Engineer. This activity will finance the contract of a
consulting firm to assist EDD in: (i) supervision of the works included under Component 1, and (ii)

17 “Incremental Operating Costs” means the reasonable incremental expenses incurred by the Recipient or the Project
Implementing Entity on account of Project implementation, including costs related to office equipment and supplies, vehicle
operation and maintenance, shipping costs, office rentals, communication and insurance costs, office administration costs, bank
charges, utilities, transport costs, travel, per diem and supervision costs, as well as salaries of contracted employees, but excluding
salaries of officials of the Recipient’s civil service and regular staff of the Project Implementing Entity.
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carrying out the bidding process (preparation of bid documents, including technical specifications,
incorporating ESF requirements, evaluation criteria, pre-bid clarifications, bids evaluation, and
contract finalization).

In order to ensure proper sequencing, coordination, supervision and to avoid any gaps in
interconnection between the Transmission Line on Ethiopia and Djibouti sides, WB, AfDB, EDD, and
EEP agreed to recruit a common Owner Engineer (OE)®, who will cover the tasks in the two countries.
However, considering the two separate sources of funding and two project implementing entities
across two countries, three contracts!® are envisaged to be signed with the same firm, all under
parallel financing so as comply with the procurement procedures of AfDB and WB and smooth
implementation of contracts by EDD and EEP.

e Subcomponent 2.3: Environmental Studies. This activity will finance the Spring biodiversity field
survey and the needed environmental documents’ updates. The Spring survey will be done from
March until May 2022. The consultancy will collect biodiversity data on avian, bats and terrestrial
fauna and on the types of habitats. This survey follows a first survey done in the Fall of 2021 by the
firm Hawkwatch International. It should allow for an update in the Spring. Following this survey,
environmental documents will need to be updated, and this subcompent covers the cost of those
activities.

e Subcomponent 2.4: Technical Assistance (TA) and Capacity Building. This Subcomponent would
finance studies to:

(i) prepare a first Action Plan (AP1) and related implementation arrangements for the
incorporation of Advanced Metering Infrastructure (AMI) to improve EDD’s performance in
electricity supply to customers and commercial operations.

(ii) prepare a second Action Plan (AP2) and related implementation arrangements to upgrade the
control and protection equipment of the power system operated by EDD.

(iii) Look at the feasibility of the Grand Barra Solar PV project, adjacent to the line that could be the
first solar PV project in Djibouti. A full feasibility study report would be financed by the IDA
credit to inform EDD.

c) Component 3: Contingency Emergency Response Component (estimated cost: USSO million, IDA credit:

USS0 million)

e Following an eligible crisis or emergency, the Borrower may request the WB to re-allocate project
funds to support emergency response and reconstruction. This component would draw from the
uncommitted resources under the project from other project components to cover emergency
response. A CERC Project Implementation Manual (PIM), acceptable to the WB, for the

18 The EEP/ EDD Joint Steering Committee is coordinating on the recruitment of the OE.

19 Contract 1 (100% AfDB financing) for OE for AfDB’s Ethiopia investments; Contract 2 (100% IDA financing) for OE for Djibouti
(for feasibility study update; procurement process for Transmission Line on Djibouti side and its construction supervision); and
Contract 3 (100% AfDB financed) for OE for Djibouti (for procurement process of Nagad Substation and its construction
supervision).
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implementation of the Contingency Emergency Response Plan, will be prepared and constitutes a

disbursement condition for this component.

22. The cost table is displayed below:

Component Estimated Cost IDA AfDB Loan
(Us$)
1. Component 1: 46.58 41.00 5.58
Galafi-Nagad transmission line 41.00 41.00 0.00
Nagad substation extension 5.58 0.00 5.58
2. Component 2: 7.85 5.00 2.85
Project Management 1.60 0.28
0.5
a) Staffing costs 0.82
b) Incremental Operating Costs
3.53
Owner’s Engineer 2.58 0.00
a) For feasibility study update on Djibouti side;
procurement process for Transmission Line
and supervision of Transmission Line (100%
IDA financing)
b) For procurement process of Nagad
Substation and its construction supervision
(100% AfDB financing)
0.00 0.95
Environmental Studies 0.40 0.40
TA & capacity building (100% AfDB financed) 1.62 1.62
TA & capacity building (100% WB financed) 0.70 0.70
3. Component 3: 0.00 0.00 0.00

Dec 03, 2021

Page 12 of 18



The World Bank

Second Djibouti-Ethiopia Power System Interconnection Project (P173763)

Contingency Emergency Response 0.00 0.00 0.00
BASE COST 54.43 46.00 8.43
4. Price and Physical Contingency® 9.00 9.00 0
TOTAL 63.43 55.00 8.43

23.

24,

25.

26.

Gender. In addition to (indirectly) promoting income generating opportunities for Djiboutian women through
contributing to reducing the cost of doing business, which would especially benefit women who mostly work
in Djibouti’s informal economy, the project aims to address a specific and prominent gender gap: the
underrepresentation of women in Djibouti’s power sector, particularly in technical roles. This is a global issue
that transcends countries and cultures and, in this regard, Djibouti and its national power utility, EDD, is not
an exception. Currently, women’s share of EDD’s workforce is 18 percent, with only 7 percent of women
working in technical roles. The gender gap analysis and action plan provided in Annex 1 summarizes the
opportunities presented in this project to address these gender gaps.

Involvement of the Private Sector. The project will contribute to the Maximizing Finance for Development
(MFD)/ private sector development agenda by stabilizing the grid and increasing transfer capacity to allow
IPPs under implementation (Ghoubet Wind) and potential future IPPs (Grand Bara Solar PV) to optimize their
production and competitiveness. The Ghoubet Wind project is scheduled for commissioning in August 2022.
It will also enable future private investments by potentially decreasing risks associated with existing public
infrastructure, mandatory for RE developments and integrated into project financing.

Climate Co-benefits. The Project will have a positive impact on climate change mitigation due to its primary
focus on replacing a part of Djibouti’s fossil energy with Ethiopian hydropower (see Annex 3: Economic and
Financial Analysis). The project is expected to result in lifetime net emission reductions of 12.3 million tCO2e,
i.e., an annual average of 410,000 tCO2e/year. Infrastructure investments and associated costs under
Component 1 (Subcomponent 1.1 for a total of US$41 million from the IDA credit?!) would thus be eligible for
counting towards mitigation co-benefits under Category 1.3: Measures to facilitate integration of renewable
energy into grids, hence 100 percent climate co-benefits.

Citizen Engagement. The project will implement citizen engagement activities providing a voice to the project
beneficiaries, including women (capacity building to potentially increase their participation in jobs created)
and youth, and therefore involve bottom-up communication approaches, such as community meetings and
beneficiary outreach in remote locations.

20 Post-COVID recovery and high energy prices are triggering higher steel, raw materials, and energy prices worldwide. This will
affect the price of the transmission line, estimated to about US$ 41 million before the COVID recovery. Price and Physical
Contingencies of up to US$9 million are anticipated.

21 Actually up to USS50 million if the full US$9 million contingency needs to be used to finance the transmission line following the
post-COVID increase in prices.
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Legal Operational Policies

Triggered?
Projects on International Waterways OP 7.50 No
Projects in Disputed Areas OP 7.60 No

Summary of Assessment of Environmental and Social Risks and Impacts

27. Environmental Impacts. The proposed Environmental Risk Rating is “Substantial” due to the nature and scale
of activities to be financed under the Project. Environmental impacts are expected to occur during both the
construction and subsequent operation of the high voltage transmission line (TL). Djibouti is located at one of
the primary bottlenecks along the East African - Eurasian migratory flyway migratory and is recognized as one
of the most important bottlenecks for migratory soaring birds in the world (Jobson et al., 2021). The
biodiversity study that was conducted in Djibouti in September and October 2021 documented 193 species of
birds, 23 species of terrestrial mammals, and 17 species of bats occurring throughout the development
corridor. 20 species documented are classified as at risk of extinction (Evan R. Buechley & All, 2021). The
project corridor is encroaching the international migratory birds corridor mainly in Galafi wetlands. Three
areas of critical habitat were identified: the Digri Area, the Galafi Wetlands, and the Haramous-Loyada Ramsar
Wetlands. Most of the proposed development corridor is deemed to qualify as natural habitat, because it is
composed of plant and animal species of largely native origin and where human activities were deemed to
not have changed the primary ecological function and species composition.

28. The potential project key risks to biodiversity are the following: electrocution, collision, and habitat alteration.
Collision is deemed a potentially high risk for migrant and resident birds, including several threatened species
particularly for flamingos and other waterbirds around the Galafi Wetlands and for sandgrouse around the
Gran Barra. Terrestrial mammals may be vulnerable to potential risks during construction and civil works,
including noise, vibration, traffic, blasting, pollution, worker activities etc. The contractor will provide in the
C-ESMP relevant mitigation measures, as defined in the ESIA/ESMP, and any additional compensation
measures needed to achieve net gain.

29. To prevent impacts on biodiversity and comply with ESS6 requirements (No Net loss and Net gain), the field
survey recommended the avoidance of areas of important and critical habitat, as identified in the Habitat
Assessment. Given the presence of three areas of critical habitat, it was highly recommended that the route
of the transmission corridor be adapted to avoid these sites. It was also highly recommended that the
proposed transmission line be grouped with existing infrastructure throughout the corridor, including, most
importantly existing powerlines, but also existing roads and railways, when possible. So far, the Government
has agreed to reroute of the transmission line in the Galafi area. All other recommended mitigation measures
are incorporated in the ESCP including a robust post construction monitoring system that will be proposed
and implemented by EDD. The following road map was defined to highlight the key actions that will need a
close follow up to ensure the full compliance with ESS6.

1- Completion of the Biodiversity survey report
2- Finalization of the updated ESIA/ESMP and FBMP based on the key Biodiversity reports findings
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and recommendations

3- Conducting the spring biodiversity field survey (Birds, Bats, and Mammals)

4- Reinforcing EDD human resource team with at least one Biodiversity Specialist and the Owner
Engineer will also include an ornithologist

5- Finalizing the prepartion of the BMP as specified in the ESCP

6- Hiring an Environmental and Social Third Party Monitoring Agent for the project

30. The Project will reduce the nation’s dependence on and use of fossil fuels and contribute to a reduction in
greenhouse gas (GHG) emissions. The 2017 feasibility study identified a corridor within a passage of a width
of 100 m; however, the exact route, which will require at least 40 m of Right of Way, is still not known. The
major civil works will entail the construction of transmission towers, the installation of electrical equipment
at substations, and the installation of cables or wires overhead. These activities will generate some adverse
impacts related to dust and noise; air and water pollution; construction wastes; and health and labor safety
issues. The potential impacts are expected to be small to moderate in scale, of limited duration, influence a
relatively small area, and occur primarily during the construction phase. Operational phase environmental
risks, such as the risk of impact (or perception of impact) of electric and magnetic fields on population is
considered low, as siting of the existing substation is remote and at a safe distance from the closest urban
center.

31. Social Impacts. It is expected to generate employment opportunities during construction and operation of the
transmission line and the substation. Social impacts on economic activities, private assets and land-use are
expected to be limited, as the corridor is sparsely populated. These impacts will further be limited to the
construction period, as individuals will be allowed to use the land for pasture and the farming of low crops
during operation.

32. Risks related to labor influx are expected to be moderate. Workers camps may be established, but are unlikely
to be of significant scale, as transmission lines are usually built by small teams composed of mostly skilled
workers, working in sections along the alignment. Nevertheless, risks associated with gender-based violence
(GBV) or sexual abuse and exploitation (SAE) remain moderate to substantial, given the stark poverty rates
along parts of the corridor. Other risks relate to ensuring decent working conditions for contractors and local
subcontractors; occupational risks as well as the health and safety of the communities, such as the risk of
accidents and road safety during construction, electrocution, or exposure to electromagnetic fields. These
risks can be easily mitigated through adequate signage, protective equipment, protocols and stakeholder
engagement.

33. ESF Documents. The World Bank’s ESF will be applied to the project; the Data Sheet lists the standards that
are either relevant or potentially relevant. The project has prepared the following E&S instruments: (i) an
Environmental and Social Impact Assessment/ Environmental and Social Management Plan (ESIA/ESMP); (ii)
a Resettlement Framework (RF); (iii) a Stakeholder Engagement Plan (SEP); (iv) Water Resource Management
Plan; (v) Labor Management Procedures (LMP); (vi) a Biodiversity Management Framework and (vii) a Plan
against Sexual Abuse and Harassment. These documents were disclosed in Djibouti
(https://www.edd.dj/edd.html#twork) and at the Bank website prior to appraisal.
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34. Associated Facilities. The construction of the Nagad substation (which is not yet in place??) and AfDB’s
infrastructure investments on the Ethiopian side are considered associated facilities to the project according
to the requirements of paragraph 11 of ESS1 the ESF. It has been assessed that these activities are directly
and significantly related to the project, necessary to its viability, and will be carried out contemporaneously
with the project preparation and implementation. However, the Government of Djibouti indicated not having
any control or influence over the Facilities on the Ethiopian section. The AfDB’s Integrated Safeguard System
will be applied for the Ethiopian section. The measures proposed in the AfDB’s ESIA are in line with the key
WB's environmental and social standards. The Bank will work closely with the African Development Bank and
the government including joint environmental and social supervision missions as needed. As Kuwait is relying
to National Environmental and Social standards, it's anticipating that Djibouti Environmental and Social
standards will be applied. However, due to the delays observed in the implementation of the Kuwaiti’s project,
the Government of Djibouti is expected to take advantage of the Environmental and Social documents that
were already prepared for Nagad Substation extension and that are aligned with the ESF requirements. In
addition, the WB and the borrower will establish an appropriate coordination mechanism with the Kuwait
Fund for Arab Economic Development to ensure that the Associated facility complies with the ESF
requirements. These civil works will be overseen by EDD for the Nagad substation, and EEP for the
infrastructure in Ethiopia. It is also possible that the same contractors will be involved in the construction of
sections of the transmission line both in Ethiopia and Djibouti.

35. Citizen Engagement. To complete the citizen engagement activities mentioned earlier, the social specialist
consultant to be employed part time by the Project Implementation Unit (PIU) will also ensure the follow-up
on engaging with beneficiaries, Grievance Mechanism (GM) and GBV compliances. An indicator will measure
citizen engagement achievements—the number and percentage of grievances registered related to the
delivery of project benefits addressed. A feedback loop will be kept open throughout the implementation
phase and the World Bank will monitor the dialogue and response provided by EDD.

36. Gender Gap Analysis, Action Plan and Monitoring. In Djibouti, gender inequality in the labor market is
substantial. As shown in Annex 1, unemployment is high for both genders, but women are impacted at a
higher level, with only about a third of women between the ages of 15 to 64 are active in the labor market.
Since most of Djiboutian women work in the informal economy, the economic strain induced by the Covid-19
pandemic is expected to negatively impact these numbers and widen the gender gap. Even prior to the
pandemic, and despite significant efforts by the government of Djibouti to promote women’s economic
empowerment, women’s access to income generated opportunities has been limited.? A detailed analysis
and action plan in Annex 1 summarizes the opportunities presented in this project to address the above-
mentioned gender gaps.

E. Implementation

Institutional and Implementation Arrangements

22The construction of the Nagad substation is being done by EDD under a loan from the Kuwait Fund for Arab Economic
Development. The proposed Project (P173763) will do an extension of the Nagad substation. The construction of the Nagad
substation is considered a (domestic) “associated facility” to the project.

23 USAID, see https://www.usaid.gov/djibouti/our-work/gender-equality-and-womens-empowerment
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37. MoF, the recipient of the IDA credit, will sign a subsidiary agreement with EDD, the implementing agency. EDD
will establish a Project Implementation Unit (PIU), which will comprise: a project director, a transmission
engineer, a substation engineer, a procurement officer, a financial management specialist, a social
development specialist, an environmental and gender specialist. Additional support would be provided on
procurement and technical aspects of large and complex contracts.

38. Project Implementation Units (PIUs) located in EDD and EEP will implement their respective parts of the
Ethiopia- Djibouti 2" interconnection. A Joint Steering Committee will be constituted to oversee project
implementation and to ensure effective coordination of the Project. Members of this Committee will be
detailed during appraisal.

39. A Joint Project Joint Project Coordinator will be appointed by EDD and EEP and will serve as a Secretary to the
SC. His/ her primary responsibility will be the coordination of common tasks of the two national PIUs including
joint review of selection process of Owner’s Engineer. S/he will also be responsible for the compilation and
transmission of the consolidated quarterly project reports to the Banks and to the two governments.

40. An Owner’s Engineer (an international consulting firm, recruited under the project’s technical assistance
component) will be engaged to review and finalize the technical aspects for both the transmission line and
the upgrade of substations, support the client in feasibility update, preparation of technical specifications and
bidding documents, supporting throughout the procurement processes, and supervising implementation. The
Owner’s Engineer team will include the adequate set of expertise (ornithologist, anthropologist, resettlement
specialist, GBV specialist). Furthermore, a PPA will be negotiated and signed by the two parties, which will
define the required commercial terms and conditions for the sale of electricity that the two countries will
abide by.
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