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Abstract

This research aims to study the institutional and legislative imbalances in the
energy sector in Egypt, which constitute one of the most important challenges
facing the achievement of the strategic objectives of energy, and propose ways
to remedy such imbalances. The research addresses the importance of the
institutional and legislative dimension in the management of the energy sector,
and the theoretical relationship between the institutional and legislative
dimension of energy sector management, as well as the importance of the
institutional and legislative environment in the effectiveness of applied economic
policies. In addition, it concentrates on the most important aspects of the
institutional and legislative imbalance in the energy sector in Egypt and its
effects. Especially the consequent negative effects related to the inability of
supply of energy resources to meet the domestic demand, especially with the
decline in production of crude oil and natural gas, which constitutes about 95.5%
of the total primary energy production during the study period.

The research concluded by proposing ways to address the institutional and
legislative imbalance in the energy sector in Egypt through reviewing the current
energy sector’s institutional and legislative structure. Moreover, establishing an
energy regulatory body to ensure a deterrent mechanism that controls the market
and achieve coordination among the main entities responsible for the energy
sector, set domestic prices based on real costs. Also proposing Ways of
reforming energy subsidy, by taking advantage of international experiences in
this regard, with a focus on linking the costs of products and final prices with a
mechanism that considers all relevant factors, with periodic review.

The research concludes that the process of reforming the energy sector in Egypt
had not been very quick or easy to implement, and if it had achieved some
successes, there is still a lot, especially in the framework of Egypt's determination
to become a regional energy hub. Moreover, this is largely due to the fact that
the institutional change is a complex process that occurs slowly, involving many
political, economic and social influences.

Key words:

Institutions - Energy - Legislation - Private Sector - Energy Regulator - Energy
Subsidy.
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The global economy is witnessing major changes and rapid developments that have led
to many economic and financial crises that have begun to affect the ability of many
countries, especially developing countries, to achieve the economic and social goals of
development. There is no doubt that the energy system is at the center of these changes
because both its components and parties affect and are affected by these changes.
Therefore, fundamental changes in the institutional framework of the energy sector,
enabling them to effectively plan at the local and regional levels, are essential for
achieving sustainable development.

The strategy of sustainable development: Egypt's vision 2030 is concentrating on this
sector, as it is the second axis as a part of the economic dimension of the strategy. The
energy sector contributes about 20-22% of the GDP in year 2015-2016. By 2030, the
Strategic Energy Vision envisages that the energy sector will be able to meet all the
requirements of sustainable national development from energy resources, maximize the
efficient use of its diverse fossil and renewable resources (thereby contributing effectively
to the promotion of economic growth). Achieving national competitiveness, maintaining
the environment while achieving leadership in the fields of renewable energy and rational
and sustainable management of resources. The energy sector will be characterized by the
ability to innovate, forecast and adapt to local, regional and international changes in the
field of energy in line with the achievement of the international goals of sustainable
development.

There is no doubt that there are some challenges that impede the achievement of strategic
objectives of energy sector. The most important of which is the weakness of investors'
confidence in the ability of the state to commit to financial receivables, the monopoly of
the state for the import and export of petroleum products, and hence the reduction of
competitiveness in the market. In addition, the absence of a responsible party for the
preparation and implementation of the sector strategy as a whole, and the lack of
integration and management plans across the various sectors. And that necessitates the
development of a unified plan for the energy sector in coordination between the electricity
and petroleum sectors. also the absence of a unified energy regulatory body; causing the
conflict of interest between the electricity and oil sectors due to lack of a specific body
capable of providing an integrated and sustainable comprehensive plans for the energy
sector and be responsible for meeting the demand and protection of the consumer and
investor. This is in addition to the unfair competition of the private sector with the
government sector; the government and the public sector participate in the different stages
of the value chain of the sector, causing a conflict of interest. The state acts as the
organizer, investor and operator, emphasizing the need to liberalize the energy sector.
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This research aims to studying the institutional and legislative imbalances in the energy
sector in Egypt, which is one of the challenges facing the achievement of the objectives
of the energy strategy, and proposing ways to remedy such imbalances. Despite the
evolution of the institutional and legislative structure of the sector since the beginning of
the millennium, both in terms of establishing new institutions or developing existing ones;
through amending the legislations and adding new laws, especially in the presence of
some national institutions such as the Supreme Council of Energy and the National
Specialized Councils. This has not led to the avoidance of the negative effects at the sector
level. These institutions, unlike their respective legislations, have not been able to achieve
long-term planning for the sector as a whole, enabling them to diversify energy sources
and generate surplus for future generations. Thus, the institutional and legislative
imbalances are one of the most important challenges facing the achievement of the of the
energy strategy’s objectives. Hence, the importance of reviewing the institutional and
legislative structure of the energy sector and finding ways to remedy the imbalances in
the energy sector in Egypt.

The research is composed of three main chapters. The first chapter, "The importance of
institutional and legislative dimension in the management of the energy sector"; discusses
the importance of the institutional and legislative environment in the effectiveness of
economic policies applied, in the framework of the research trend known as "the new
institutional economy". Which ensures that each society promotes economic growth, by
addressing different concepts such as the concept of the institutional framework, the idea
of institutional change, its different types and the factors that lead to it, in addition to
introducing the determinants of institutional reform that stimulates growth.

This chapter also discusses the importance of the legislative framework as one of the
determinants of institutional reform as a set of laws, regulations and customs that define
the form of institutional interaction between the parties and society, such as the existing
bodies facilitate coordination and interaction among them. The importance of reforming
the legislative framework is through the development of the legal rules in force. The legal
rules must be in line with the economic development in the context of the orientation
towards market economies, and the change required by the transformation of the
institutional framework of the existing institutions or the creation of new institutions that
improve the quality of goods and services ensuring their availability at affordable prices.

The second chapter, "Institutional and Legislative aspects of Egypt's Energy Sector and
its Impacts,” discusses the current status of the institutional and legislative framework of
the energy sector in Egypt, through which the state's policy on energy issues is produced,
implemented, monitored and evaluated. Where the Egyptian energy sector consists of
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several different bodies and institutions, which are divided into institutions belonging to
the electricity sector, and others belong to the petroleum sector. In addition to the
framework of cooperation with the private sector, where public-private partnership is one
of the main means that can contribute to financing the provision of public services at the
local level, especially in light of the increasing burden of providing these services on the
public budget. BOT and Concession, BOO-Build-Own-Operate, and many other forms
of participation, which vary according to the nature of the activity. The participation of
the private sector in the petroleum sector depends on the production sharing agreements;
which provides for the recovery of the foreign partner for what he had spent during
exploration, development and within a period of 4 to 5 years. If an oil discovery is
achieved, Profit oil, will be divided between government and foreign partner about 65%
for the government, and 35% for the contractor on average. If no commercial discovery
is achieved, the foreign partner shall not recover any of the expenses.

The chapter also addresses the most important aspects of the institutional and legislative
imbalance in the energy sector, and the implications of this imbalance, as follows:
Firstly, with respect to the electricity sector, it is facing a large problem especially in the
lack of liquidity due to the low selling prices versus production costs, transportation and
distribution, in addition to the problems of collection. This leads in the end to increasing
debt, credit reduction and investment attractiveness by the private sector. As well as a
repetition or overlapping of responsibilities among some institutions; such as the
electricity utility and consumer protection organization with other power companies; such
as building permits, management, operation and maintenance Electricity generation
(generation, transmission, distribution and sales), reviewing energy consumption,
production, transportation and distribution plans, including the necessary investments in
these plans, and ensuring that the electricity companies receive a fair return, sufficient to
ensure their financial soundness.

In contrast to international practices, the role of the electricity and consumer protection
regulatory body is very limited, particularly with respect to advice or opinion in tariff
structures. The authority in supervising the electricity sector is partly limited, especially
with respect to supervising and regulating the licenses of government companies. These
activities are managed by the holding company. Therefore, the responsibility for
managing and regulating the electricity companies in Egypt is unclear. A comparison of
the laws regulating the work of the electricity utility organization with a number of
regulatory bodies in a number of EU countries similar to the Egyptian electricity market;
showed that there were a number of differences regarding tariff identification methods
and control practices. In all cases, the regulator was found to be responsible for both the
electricity and gas sectors.
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This has contributed to achieving most of the sector’s institutions for financial losses. In
addition, there are large differences between the plans of the institutions in their approved
budgets and the actual realized in the closing account with varying percentages. This
requires management to re-evaluate the methods of calculating their financial needs. So
that no expenses are approved or disbursed, or unearned revenues are expected to be
reflected negatively on the overall financial efficiency.

Secondly, for the petroleum sector, both the Egyptian General Petroleum Corporation
and the Egyptian Natural Gas Holding Company are considered the most important
institutions responsible for the sector's activity. However, despite the many advantages
granted by the Law to its Board of Directors, There is no authority for this institution to
determine the prices of the sale of petroleum products in the local market, despite the fact
that this is mentioned in Law No. (167) for the year 1958 concerning the establishment
of the General Authority for Petroleum Affairs, as amended by the Presidential Decree
No. 2344 of 1959. Article 2. Which has contributed to the increasing burden of supporting
the supply of petroleum products in the local market, and the impact on the financial
position of the Authority as well as the Natural Gas Holding Company.

On the other hand, there is a high degree of organizational and financial links between
the Petroleum Corporation and the Natural Gas Holding Company, especially with regard
to the great overlap in the credit guarantees granted to each of them. The Petroleum
Authority may obtain local or external loans by guaranteeing its assets including the assets
of the Gas Holding Company, which may no longer be allowed to obtain similar loans
with the guarantee of its assets, for the previous mortgage by the Petroleum Authority. In
addition to the overlap of responsibilities and the multiplicity of parties responsible for
the production sharing agreements with the foreign investor (the Egyptian General
Petroleum Corporation - Natural Gas Holding Company - South Valley Oil Holding
Company), which affects the attraction of foreign investments.

As aresult, the institutions responsible for the energy sector through their legislations did
not ensure the medium- and long-term planning of the energy sector, despite the fact that
this responsibility is in one way or another in the competence of these institutions. The
main impact of this is the shortage of energy supplies, as Egypt had become a net importer
of crude oil, especially in view of the increasing consumption of low prices of petroleum
products with the increase of energy subsidy. while natural gas despite the increase in
production on average, However, the increase in domestic consumption, especially for
power plants and the impact of political and economic conditions, has led to a change in
the situation of Egypt becoming a net importer of natural gas. In addition, most of the
primary energy production in Egypt during the study period is concentrated in fossil fuels
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(crude oil and natural gas). The production of crude oil, condensates and natural gas is
about 96.3% of total primary energy production at the end of the study period, which does
not meet the requirements of energy sustainability due to the depletion of these resources
in the near future on the one hand, and the negative effects on the environment on the
other hand.

In addition, when comparing this to other countries in the world, it is clear that most of
these countries tend to reduce their dependence on fossil fuels, and encouraging the trend
towards renewable energies and coal. The increase in energy subsidy during the period of
study is one of the main reasons that led to the increasing density of consumption of fossil
fuels at rates exceeding the growth rates of production of crude oil and natural gas. The
energy subsidy recorded levels of about 126 billion pounds in year 2013-2014, with an
average growth rate of 19% during the study period. Electricity is also indirectly
subsidized by the purchase of gas and some petroleum products at subsidized prices for
electricity generation use. Thus, the value of electricity subsidy is amplified when taking
into account the indirect subsidy it receives. The value of energy subsidies has reached
these economically unacceptable levels because of two issues:

= The policy of pricing energy products and the high costs of producing petroleum
products and natural gas as a result of the purchase of the foreign partner's share
of crude oil and condensates at international prices to be refined by the Egyptian
refinery,

» The cost of refining and importing products from foreign market at the
international price to meet the demand of the local market.

The third chapter, tackles ways of addressing the institutional and legislative imbalance
in the energy sector in Egypt by reviewing the current institutional and legislative
structure of the energy sector. Restructuring the energy sector, whether oil or electricity;
while reviewing the roles of the main institutions in each of them - Egyptian Natural Gas
Holding Company - Egypt Electricity Holding Company (EEHC). In order to focus on
the performance of the executive roles in order to achieve the economic efficiency of
these institutions.

International expertise can be used to prepare a study on how to restructure the sector to
maximize returns and increase efficiency. In addition, discuss the possibility of
contracting with an international or Egyptian expert to carry out an accounting
examination and the development of accounting systems for these institutions, in view of
the complex financial interrelations that characterize the energy sector. In addition to the
need to establish a timetable to resolve the financial interlinkages between the
government agencies, and obligate the city authorities to the Egyptian General Petroleum
Authority to pay the arrears on a fixed schedule, and based on a decision issued by the
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Prime Minister. With the need to establish a unified ministry of energy that combines
both oil and electricity, as in many countries of the world, in order to create a kind of
integration and coordination between each sector, as one of the most important
determinants of economic growth. Especially in light of the fact that the strategic
objectives of each sector are to meet the needs of the local market and to achieve growth
rates targeted to the national economy.

This will require the provision of legal, regulatory and legislative frameworks capable of
raising the efficiency of the energy sector and giving it some flexibility in attracting
foreign investment through the issuance of a unified energy law. Especially in the context
of the intention of the economic ministerial group to liberalize the energy market,
allowing the private sector to participate in the import and export of petroleum products.
In addition, this will only happen through the drafting of a unified law for energy in both
electricity and petroleum. As a part of the Government's plan to liberalize the energy
market, allowing the private sector to play a role in the production, transmission,
distribution and sale of various types of energy to eliminate the unfair competition of the
private sector with the sector. Since the State has been acting as regulator, investor and
operator at the same time, causing conflicts of interest.

It is known that Changes in the regulatory and legislative structure of the energy sector
may take a long time to follow developments at the local and global levels. However, it
IS necessary to start parallel in the restructuring process, through the establishment of a
unified energy regulatory body.

As one of the most important priorities for restructuring policies — mentioned in Egypt's
Vision 2030 on the restructuring of the energy sector. The periodic review of both the
sales tariff and costs is one of the most important functions of the regulator, which enables
it to protect the rights of the consumer, in addition to facilitating the investment process.
The regulator must take into consideration the possibility of a monopoly in the service
market, which may have a significant impact on the pricing of the service at a price that
exceeds the market price.

The role of the regulator includes many tasks and responsibilities, the most important of
which are; to protect consumers from the excesses of large companies in the market, to
support investment by protecting investors from arbitrary government procedures, to
support economic efficiency, and all this requires the need to review pricing policies and
energy subsidy.

Where energy subsidy is one of the most important negative effects of the institutional
and legislative imbalance of the energy sector, because of its multiple effects and
interconnections at the level of many sectors. This is mainly due to the failure of
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institutions to perform their economic roles. Therefore, there is a need to re-pricing energy
according to any of the methods used by the World Energy Council either using the cost-
recovery approach, marginal cost pricing or the opportunity cost. All these different
pricing methods require the establishment of an advanced mechanism for calculating the
costs of different sources of energy, and issuing periodic reports to consumers on the
development of the costs of the consumed products, thus enabling them to explain the
price variance. Where reports indicate that the lack of information has been an obstacle
to the success of 17 reform experiments out of 28 global experiences to reform energy
subsidy, which is one of the main roles of the regulatory body of energy. There is a need
to implement a number of important reforms to rationalize energy subsidy in Egypt as
follows:

— Continuing to implement the price reform stages; by implementing the plan for the
gradual price reform program in the medium term, taking into account correcting the
relationship between the relative prices of petroleum products to match their
efficiency in generating power. With a review of the factors affecting the cost of
energy products and the establishment of a mechanism to link local prices of energy
with real production costs according to the equation takes all factors affecting and to
be reviewed periodically.

— Increasing energy efficiency; by focusing on providing subsidy to a number of sectors
to help them shift from traditional sources of energy to an environmentally friendly
clean energy and intelligent lighting. For example, replacing the use of coal instead of
diesel as a source of energy for some industries, expanding the delivery of natural gas
to homes, and the development of alternative energy sources, primarily solar energy.

— Implementation of smart card system; accelerate the application of smart card system
for the distribution of diesel and gasoline, and solve the challenges before the
application of this system and set a deadline for implementation. And build a database
of consumption and distribution, without setting the limits of quantities or prices in
the beginning, To ensure that subsidy reaches its beneficiaries.

— Structural and financial reforms in the oil and electricity sectors; through the reform
of the financial structures of the Petroleum Corporation and companies affiliated to
the petroleum sector, as well as the institutions of the Ministry of Electricity in view
of achieving financial losses annually. And discuss ways to develop the sector and
maximize its resources, and attract foreign investment in the fields of exploration and
production of crude oil, natural gas and electricity generation.
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