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CHAIRMAN’S FOREWORD

@ear Shareholders,

It is my pleasure, on behalf of the members of the Board, to present to you the Annual Report, for the year 2007, of Oman Power and

Water Procurement Company (SAOC).

The Company has achieved good financial results during 2007. The net profit after tax stood at RO 1.301 million in 2007 compared to
RO 0.451 million earned in 2006. The earning per share stood at RO 2.602 per share in 2007 compared to 0.902 per share in 2006.

The report summarizes major achievements during the year, highlights the most important activities and functions of the Company and
provides statistics and data regarding power and desalinated water purchased and sold by the Company. The report also includes the

financial results for the year ending 315t December 2007 together with the Auditor’s Report. (Deloitte and Touche — Middle East).

Following are some of the achievements of the Company during the year 2007:

® Salalah Independent Water and Power Project’s Request for Proposals has been issued to the Pre-Qualified Bidders by

Government Tender Board.
® Commercial Operation of Sohar Power and Desalination Project commenced on 28th May 2007.

® Successful re-commissioning of two turbines in Salalah Power System.

In addition:

® Oman Power and Water Procurement Company has become the first company amongst the companies owned by
Electricity Holding Co. to obtain the prestigious ISO 9001:2000 Quality Management System (QMS) Certification; and

® the internationally-recognized financial rating agency, Moody’s Investor Service, has assigned long local and foreign
currency issuer ratings of A2 to OPWP. OPWP is one of the first companies in the electricity sector in Oman to be assigned
a rating by Moody’s. The rating provides independently — verified assurance to companies doing business with OPWP of the
soundness of OPWP’s business and of its ability to meet its financial obligations. It came after a thorough assessment of OPWP’s

organization and operations by Moody’s.

The Company shall endeavor, during the upcoming period, to further improve its performance and the level of services and fulfill its

obligations as per the Sector Law and its Licence in a professional and competent manner.

I would like to take this opportunity to express my gratitude and appreciation to the Members of the Board of Directors, Executive
Management and the staff for their sincere and dedicated approach in discharging their duties which enabled the Company to achieve
a high standard of capability and competence. They have all spared no effort to ensure that the Company carried out its duties during
its 3rd year of operation satisfactorily. I would also like to thank the Electricity Holding Company, other Affiliated Companies in the
Sector and Authority for Electricity Regulation - Oman for the support they have extended to the Company.
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Finally, I would like, on behalf of the Board Members, the Executive Management and the staff, to take this opportunity to
confirm our utmost allegiance and devotion to His Majesty Sultan Qaboos Bin Said and to His Majesty’s Government for

their continuous guidance and relentless support in pursuance of development and improvement of both Electricity and Water
Sectors in the Sultanate.

Eng. Sultan Bin Hamdoon Al Harthi

Chairman
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OVERVIEW OF OMAN POWER & WATER PROCUREMENT COMPANY

The OPWP has been established as a closed joint stock company (SAOC) in the year 2003. The Law for the Regulation and
Privatization of the Electricity and Related Water Sector (the Sector Law) issued by Royal Decree no. (78/2004) states the functions
and duties of the Company. The Transfer Scheme was issued pursuant to the Sector Law to effect the transfer of electricity and
related water activities from the Ministry of Housing, Electricity & Water (MHEW) to the newly established companies as per the
functions set for each company with effect from 1st May 2005.

The Company was formed with a capital of R.O. 500,000 (Five Hundred Thousand Omani Rials) divided into five hundred thousands
shares, each with a nominal value of one Omani Rial. The company is wholly owned by the government of Sultanate of Oman with
99.99% of the Company’s shares held by the Electricity Holding Company on behalf of the Government and 0.01% is owned by the
Ministry of Finance.

Article (74) of the Sector Law specifies the functions and duties of the Company as follows:

1) To secure Production Capacity and Output to meet all reasonable demands for electricity in the Sultanate of Oman in
coordination with the Rural Areas Electricity Company.

2) To secure the production of Desalinated Water according to the maximum limit consistent with the Economic Purchase
of Production Capacity and Output of Desalinated Water and Electricity.

3) To cooperate with the Rural Areas Electricity Company in respect of forward planning for reasonable demand for
electricity and New Capacity required thereof.

4) To secure the procurement of Ancillary Services, when and in the manner required, in coordination with the Oman
Electricity Transmission Company.

5) To make Bulk Supply of Desalinated water to the Water Department of Public Authority for Electricity and Water (PAEW)
in accordance with an agreement concluded for this purpose in which the consideration, conditions, and terms for such
Bulk Supply are specified, and to secure the sale of de-mineralized water to other Persons.

6) To make Bulk Supply of electricity to licensed Suppliers in consideration of a Bulk Supply Tariff and to secure adequate
supplies of electricity is available to Licensees to enable them to meet all reasonable demand for electricity.

7) To import or export electricity in accordance with the provisions of Article 1140 of the Sector Law.

8) To meet the requirement for new capacity which the company strives to be designed, constructed, financed, owned and
operated by local and foreign investors.

9) The Company shall in all cases abstain from discrimination or partiality, without due legal justification, between Persons,
and comply with the general policy of the state when undertaking the functions assigned to it pursuant to the Sector Law
particularly those relating to the price and use of fuel.

10) The purchase, procurement, and management of Production Capacity and Output, Ancillary Services and all goods and
other services shall be on the basis of Economic Purchase.

11) To issue instructions to the Salalah Project Company for the transfer of its System assets to the
Electricity Holding Company on the termination or expiry of the Concession Agreement.

~
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COMPLIANCE WITH LICENCE REQUIREMENTS

The Company has complied with the basic requirements stipulated in its Licence and there are no deviations, in the Company’s

opinion, that may be considered as major breaches. The following are the requirements completed in 2007:

® Seven Year Statement

In accordance with Condition 5 of the Licence, OPWP has prepared its 7 Year Statement which provides a 7-year outlook
(for the years 2008 to 2014) on the demands for electricity and desalinated water, and the power generation and desalination
resources required to meet those demands, in the two main systems in Oman, the Main Interconnected System and the Salalah
Power System.

® Bulk Supply Tariff

In accordance with Article 74 of the Sector Law, Condition 21 of the Licence and the terms of the relevant Bulk Supply
Agreements, OPWP has issued the Bulk Supply Tariffs of electricity and water for the year 2008.

The Bulk Supply Tariff means the tariff charged by the OPWP for the bulk supply of electricity to the licensed suppliers
(namely Muscat Electricity Distribution Company, Majan Electricity Company and Mazoon Electricity Company) and bulk
supply of desalinated water to the Public Authority for Electricity and Water (PAEW).

OPWP has published Bulk Supply Tariff leaflets which set out for both electricity and desalinated water:

® The rates to be charged for Bulk Supplies.

® The method to be used to determine the quantities of Bulk Supply chargeable.

® The arrangements for invoicing and payment.

10
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POWER AND WATER GENERATION PROJECTS

OPWP chief concern is developing Power and Related Water Projects through the Private Sector in conformity with the Sector Law
and in the form of Build, Own and Operate (BOO), so that the demand on electricity and related water is met in coordination with
other competent authorities. Some of those projects are:

® Sohar Independent Water and Power Project (IWPP)

The Government and Sohar Power Company SAOC (SPC) executed the Project Agreements in July 2004. The project consists of a
585 MW Combined Cycle Gas Turbine power generation plant and a 33 million imperial gallons a day (6250 cubic meters per hour)
water desalination plant.

Early generation embarked upon to support the main grid requirement during summer 2006 of approximately 360 MW was achieved
on 1t May 2006, as against the scheduled early power as per the Power and Water Purchase Agreement (PWPA) was on 1st April
2006. The plant Commercial Operation Date (COD) was achieved on 28th May 2007, as against the scheduled plant COD was on
1st April 2007.

® Barka IWPP (Phase II)

The OPWP and SMN Barka Power Company executed the Project Agreements on 6th December 2006 for power capacity of 678 MW
and desalination water of 5000 cubic meters per hour. The project is to be implemented in two phases:

Phase one:  Early power of 363 MW starting on 29th May 2008.

Phase two:  The commercial operation of 678 MW and 5000 Cubic Meter per hour Plant starting on 1st April 2009.

The final notice to proceed with construction has been issued by SMN Barka Power Company to Doosan Heavy Industries &
Construction Company (an EPC Contractor) on 25th January 2007 in order to proceed with the construction of the plant. The
construction of the plant and associated projects is in progress.

® Salalah IWPP (New Project)

OPWP has identified a need for additional capacity for electricity and desalinated water of around 400 MW and 15 MIGD respectively
to meet the increasing demand for electricity and water in Dhofar Region, as a result of the developments of the domestic, industrial
and tourism sector.

The project will cover the design, construction, development, financing, operation and maintenance and ownership of a power and
water plant to be commissioned in three Phases by 2010 with Commercial Operation Date by the Forth Quarter of 2010. The Project
will be located in the costal area between Tagah and Mirbat and will be implemented in three phases:

Phase one:  at least power capacity of around 80 MW by June 2010.
Phase two: at least power capacity of around 220 MW and desalinated water capacity of 15 MIGD by August 2010.

Phase three: Commercial Operation Date of the Plant with full capacity of around (400 MW of electricity and 15 MIGD of water
by November 2010.

After a successful Pre-Qualification process completed on September 2007, the Government Tender Board issued the Request for
Proposal (RFP) to the qualified bidders on 26th November 2007, with due date of submission as 7th April 2008.

11
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INTERNAL AUDIT

The Company believes that the presence of effective internal audit and control contributes to efficient and effective performance
of Company activities and assists in ensuring compliance with the laws and regulations. The Company has appointed Ernst &
Young (E&Y) as internal auditor for the period from 15t January 2007 to 31st December 2007 to carry out the audit using the

business risk approach which includes consideration of external management, financial, operational and strategic risks.

E&Y’s approach during the risk assessment is to:

® [dentify the universe of business risks associated with the Company’s business goals and strategies.

® Align and prioritize internal audit work to address those risks, the associated critical success factors and the appropriateness

and accuracy of key performance indicators used to manage those risks.

OPERATIONAL PERFORMANCE

® [ong Term Power & Water Purchase, Concession and Bulk Supply Agreements:

The following table shows the Plant’s type of Agreement and Ownership:

Generation/Desalination Plant

Al Ghubra Power & Desalination Plant

Al Rusail Power Plant

Wadi Al Jizzi Power Plant

Barka Power & Desalination Plant
Phase 1

Al Kamil Power Plant

Manah Power Plant

Sohar Power & Desalination Plant

Barka Power and Desalination Plant
Phase 2 (under construction)

Dhofar Power Plant

Type of Agreement

Power and Water Purchase
Agreement

Power Purchase Agreement

Power Purchase Agreement

Power and Water Purchase
Agreement

Power Purchase Agreement

Power Purchase Agreement

Power and Water Purchase
Agreement

Power and Water Purchase
Agreement

Concession Agreement

Ownership

Al Ghubra Power & Desalination Company
SAOC (Government Ownership)

Al Rusail Power Company SAOC (Private
Ownership)

Wadi Al Jizzi Power Company SAOC
(Government Ownership)

AES Barka SAOG (Private Ownership)

Al Kamil Power Company SAOG (Private
Ownership)

United Power Company SAOG (Private
Ownership)

Sohar Power Company SAOC (Private
Ownership)

SMN Barka Power Company SAOC (Private
Ownership)

Dhofar Power Company SAOG (Private
Ownership)




@ OMAN POWER AND WATER PROCUREMENT CO. (SAOC) L
=7

The following table shows bulk supply customers and the type of supply:

Bulk Supply Customers Type of Supply
Muscat Electricity Distribution Company SAOC (Government Ownership) Electricity
Majan Electricity Company SAOC (Government Ownership) Electricity
Mazoon Electricity Company SAOC (Government Ownership) Electricity
Public Authority for Electricity and Water Desalinated Water

The following table shows the power and water capacity of the plants, the quantity of power and water purchased and gas

consumption during year 2007, based on long term contract agreements:

Power Water Quantity Quantity . .
Capacity | Production | of Power of Water Qg?)?lg:fnmﬁfnas
(Net) Capacity | Purchased | Purchased P
Plant
MW Cubic GWh l‘g“‘l;‘,’“ Million Standard
Meter/hr ubic Cubic Meter
Meter
Al Ghubra Power & Desalination 465 7575 2604.093 52.887 1261
Plant
Al Rusail Power Plant 653 - 2526.528 - 898.1
Wadi Al Jizzi Power Plant 274 - 998.752 - 367.5
Barka Power & Desalination Plant 47 3800 2169.972 20.430 602.3
Phase (1)
Al Kamil Power Plant 272 - 1089.399 - 379.1
Sohar Power and Desalination Plant 585 6250 1993.949 1.886 486.4
MBI L e | o 2947 17625 12364.541 84.203 4345.2
(Total)
Dhofar Power Plant 235 - 1372.862 - 444
Total 3182 17625 13737.403 84.203 4789.2
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The following table shows the power and water charges of the plants during year 2007:

Total Power & Total Fuel Cost
Water Purchase Cost (Power & Water)
Plant
Million RO Million RO

Al-Ghubra Power & Desalination Plant 52.233 25.733
Al-Rusail Power Plant 27.561 18.327
Wadi Al-Jizzi Power Plant 13.704 7.5

AES Barka Power & Desalination Plant 40.351 12.291
Al-Kamil Power Plant 15.88 7.736
Manah Power Plant 17.342 7.159
Sohar Power & Desalination Plant 25.927 10.3
Privisions/adjustments 3.152 _

Main Interconnected System 196.150 89.046
Dhofar Power Plant 18.912 9.077
Total 215.062 98.123

® Short term Power Purchase Agreements

The following table shows the quantity of power purchased mainly during the summer period from other producers
under short term agreements in 2007:

C N Quantity of Power Power Purchased Cost
ompany xame (GWh) (Million RO)
Oman Cement Company 5.857 0.033
Oman Mining Company 76.970 0.846
Others 32.485 0.163
Main Interconnected System (Total) 115.312 1.042
Rural Area Electricity Company (Raysut A & B) 14.524 2.267
Total 129.836 3.309

14
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® Figures showing power and water statistics from various plants

Figure 1: Shows the net plants capacities (MW) feeding the Main Interconnected System at 50° C Ambient Temperature. The
net plant capacities in 2007 are 2947 MW.

Barka I, 427

Al Kamil, 272
Wadijizzi, 274

ﬂlllllll
Rusalil, 653 ‘.

Manah, 271

Sohar, 585

Ghubrah, 465

Figure 2: Shows the power peak demand of 2007 in the Main Interconnected System and the contribution of each plant. Peak
demand in the Main Interconnected System (plus exports to the interconnected system of PDO) reached 2687 MW on 15th July
2007. The peak demand in 2007 in Salalah Power System reached 251 MW on 20th May 2007.

Barka I, 433

AlKamil, 270
h Manah, 261

Sohar, 388

Wadi Jizzi, 228

Rusail, 662

Ghubrah, 422 Others, 23

Figure 3: Shows power plants utilization in 2007.
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Figure 4: Shows Desalination Plants Capacities (Cubic Meter/hr) in 2007.
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Figure 5: Shows Desalination plants utilization in 2007. The utilization of Sohar power and water plant is low due to delayed

completion of the distribution network.

Load Factor % = water ouput delivered Cu.M / (Plant capacity Cu.M/h x period hrs)
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Figure 6: Shows Electrical Energy purchased in 2007.
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Figure 7: Shows Water output purchased in 2007.
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Figure 8: Shows Fuel Gas consumption in 2007.
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Figure 9: Shows the monthly electrical energy purchased in 2007 in the Main Interconnected System.
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Figure 10: Shows water sold to Public Authority for Electricity and Water in 2007.
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Figure 11: Shows the Electrical Energy delivered to the Main Interconnected System in the years (2004-2007) and indication

of the yearly power demand growth.
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Figure 12: Shows water output exported to Public Authority for Electricity and Water in the years (2004-2007) and indication

of yearly water demand growth.
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Figure 13: Shows power peak demand in the Main Interconnected System in the years (2004-2007).
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Figure 14: Shows the quantities of Electricity Supplied to Distribution Companies (Muscat, Majan and Mazoon) in 2007.
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Figure 15: Shows the Electricity Bulk Supply Charges in 2007.
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Figure 16: Shows monthly Electricity Bulk Supply and charges in 2007.
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Figure 17: Shows the average monthly Electricity Bulk Supply Tariff in 2007.
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Figure 18: Shows Water Bulk Supply Charges classified by plant in 2007.

20

Barka I, 17 MRO

(31%)

Sohar, 10 MRO
(18%)

7 7 7
Sep Oct Nov Dec

Ghubrah, 29 MRO
(51%)



K( 3\‘ OMAN POWER AND WATER PROCUREMENT CO. (SAOC) L

Figure 19: Shows Water Bulk Supply Charges in 2007 classified by plant and type of charge.

30 7 0.36
1 OPWP Charge
25 4 V?riable Charge
Fixed Charge
o
~ 20
o 0.21
2
Z 15 w
= 0.15
10 - 5.52‘ 0'0,3
9.78
5 T T
Barka I Ghubrah Sohar
Figure 20: Shows monthly Water Bulk Supply (quantities and related charges) in 2007.
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Management of Power and Water Purchase Agreements:

Due to the importance of maintaining business relations and smooth interfaces, the Company is putting in efforts into the improvement
of the management of the P(W)PAs, and is eager to improve relationship with the Generators and to develop a professional performance
of its activities. However, OPWP is facing some challenges that need to be resolved namely:

® Dispute with Dhofar Power Company (DPC) in respect of the calculation of the Allowances for Enhancement and Extension of
the Transmission and Distribution system was referred to an independent expert (as per the Concession Agreement). The expert
decided in favor of DPC. OPWP has notified DPC of its intention to refer the dispute to arbitration as stipulated in the Concession
Agreement. OPWP and DPC have agreed to suspend action on the dispute pending the outcome of the implementation of the
Memorandum of Understanding (MoU) with regard to the restructuring of Salalah Power System.

21
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® The dispute with DPC regarding the penalties for power outages as per Customer Services and Supply Standard of
Concession Agreement for the year 2003 was referred in accordance with the Concession Agreement to an Expert who
decided in favour of DPC. OPWP has notified DPC of its intention to refer the dispute to Arbitration in accordance with
the provisions of the Concession Agreement. Differences in calculation of penalties occurred also in the years 2004, 2005
and 2006. These differences / disputes by agreement of the parties have been suspended pending the outcome of the
restructuring of the Salalah Power System under the MoU. More details can be referred in Financial Statements.

® The dispute with AES Barka regarding some of the deductions made from some of the Company’s monthly invoices in
respect of fuel and capacity calculations is under process of resolution.

® The company has claimed from SPC liquidated damages for delay in achieving Early Power Comercial Operation Date
(COD) and Plant COD.

® The dispute with Al Rusail Power Company (RPC) with regard to the deductions made in their monthly invoices was a
result of RPC not conducting the Annual Performance Tests to the generation units as stipulated in the provisions of the
Power Purchase Agreement executed with the Company. RPC has submitted a complaint to the Authority for Electricity
Regulation, Oman, which is not in confirmity with the mechanism stipulated in this Agreement to resolve such difference/
dispute.

Salalah Power System

As a privatization initiative of the Government, the Salalah Power System commenced the operation from May 2003 pursuant
to the Salalah Concession Agreement entered into by the Government with Dhofar Power Company SAOC (DPC). Since
May 2005, OPWP is managing Salalah Concession Agreement. The activities covered under the agreement are monitoring of
operation and maintenance of Salalah Power System, new expansion in production, transmission, distribution and customer
services related activities and review the System Performance and quality service reports submitted by (DPC). The Company
also reviews and approves Five year and Annual Business Plan submitted by DPC.

A. Restructuring of the Salalah Power System

The shareholders of DPC have signed a MoU on 20th October 2006 with OPWP for the restructuring of the Salalah Power
System with a term of 12 months which has been recently extended to 24 months. Efforts are being expended by the related
parties to achieve a successful conclusion.

B. Agreement on the two turbines handover to Dhofar Power Company

OPWP and DPC entered into Second Agreement relating to Generation Assets for the handover of the two Gas Turbines
(LM2500 and 30 MW GT) on 28/10/2006.

The scheduled completion dates of the 30 MW Gas Turbine and LM2500 Gas Turbine have been successfully achieved in
accordance to the Second Agreement Relating to the Generation Assets as follows:

® The 30 MW Gas Turbine completion date was in 15/05/2007

® The LM2500 Gas Turbine completion date was in 11/09/2007.

22
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MANAGEMENT PERFORMANCE

A. The Board of Directors

The Board of Directors is comprised of five non-executive members appointed by the shareholders. The Chairman of the

Board and three other members represent the Electricity Holding Company, and one member represents the Ministry of

Finance. The Board has formed the following three committees:

® The Audit Committee: The committee observe and study all aspects related to appointment of External and Internal Auditors,

review Audit plan and results of the audit, checking financial fraud particularly fictitious and fraudulent portions of the

financial statement, oversight of aspects related to preparation of financial statement with particular reference to review of

annual and quarterly financial statements before issue and review of reservations of external auditors on the draft financial

statements.

® The Human Resources Committee: The Committee’s main responsibility is to assist the Board in establishing and developing

the Company’s human resources policies, including the human resources manual and recruitment of top executive management

positions.

® The Internal Tender Committee: The Committee’s main task is to assist the Board in approving contracts in accordance with

the Financial Delegation of Authority.

The Board and its Committees are responsible for establishing the general policies of the Company, supervising the execution of

its activities, approving its budget and the appointment of the top management positions. The following table shows the number

of meetings held by the Board and its committees and attendance of members:

Board Internal Human Audit Board Committee
Meeti Tender Resources O - sitting meeting Bonus
eeling | Committee | Committee fees fees
Board Members
Number of Member’s Meeting
R.O
10 18 4 4
H.E Sultan Hamdoon Al Harthi 7 7 0 0 2,100 1,225 10,000
Eng. Said Mohammed Al Nabhani 8 0 4 0 1,600 700 5,000
Mr. Saber Said Al Harbi 10 0 4 4 1,525 875 5,000
Sh. Mohammed Owfait Al Shanfari 8 0 3 3 1,400 1,000 5,000
Mr. Hilal Khalfan Al Naamani 4 2 0 2 400 475 2,222
Mr. Mohammed Rashid Al
Khamyasi (Alternate member) 5 1 0 2 1,000 525 2,778
Total 8,025 4,800 30,000

The total remuneration for attending the meetings and bonus is approximately R.O. 42,825
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. Credit Rating

The internationally-recognized financial rating agency, Moody’s Investor Service, has announced in October 2007 that it
has assigned long term local and foreign currency issuer ratings of A2 to OPWP.

OPWP is one of the first companies in the electricity sector in Oman to be assigned a rating by Moody’s. The rating
provides independently-verified assurance to companies doing business with OPWP of the soundness of OPWP’s
business and of its ability to meet its financial obligations. It came after a thorough assessment of OPWP’s organization and
operations by Moody’s.

ISO 9001:2000 Certification

OPWP has become the first company in the Sultanate’s electricity sector to obtain the prestigious ISO 9001:2000 Quality
Management System (QMS) Certification. It is to be noted that OPWP has been officially awarded the certification by Bureau
Veritas, an internationally recognized independent certification body on 30th December 2007. This means that OPWP’s
accredited management processes are certified to meet the stringent requirements of ISO, which acts as the benchmark for
QMS.

. Personnel

During the year, most of the key positions of the Company were filled in accordance with the employment plan. The total
staff strength in the Main office and Salalah Branch is 43 employees.

Omanization

The total number of Omani personnel at end of year is 35 out of 43 employees representing 8§1.4 % of the total work force.
The executive management aims at recruitment and training of Omani nationals in different job categories of the Company in
an organized and phased manner. The training cost during the year 2007 was R.O. 48,220, representing about 5% of the total
staff cost.

J OMAN POWER AND WATER PROCUREMENT CO. (SAOC) \
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FINANCIAL PERFORMANCE

The Financial Statements of the Company for the year ending 315t December 2007 and the Report of the Company’s External Auditor
Deliotte & Touch Middle East is attached.
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