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1. Summary of the Project

1.1 Background of the Project

Jericho Agro-Industrial Park Project in Palestine (hereinafter referred as “the Project™) is a core
project of the imtiative called the “Corridor for Peace and Prosperity” proposed by Japan.

In July 2006, Japan proposed the initiative as a medium/long-term effort towards the
co-existence and co-prosperity between Israelis and Palestinians. Based on the idea that a two
state solution is essential for achieving peace between Israelis and Palestinians, this concept
aims to strengthen Palestinian economic independence and industrial infrastructure, focusing on
the establishment of an agro-industrial park while promoting confidence-building among
Palestinians and their neighboring countries, particularly Israel and Jordan.

In October 2005, the Japan International Cooperation Agency (JICA) conducted a development
study in Jericho and the Jordan Valley for medium/long-term regional development in the social
and economic sectors. Based on this study, JICA decided to start the “Jericho Regional
Development Program™, which included three sub-programs: Social and Community
Development Sub-Program, Agriculture and Agribusiness Development Sub-Program, and a
Tourism and Urban Environment Sub-Program. In the context of JICA's study and its
sub-programs, the Palestinian Authority and the Japanese Government agreed to cooperate for
the development of an industrial park for agro-industry and logistics improvement as a measure
to realize the initiative of “Corridor for Peace and Prosperity” through discussions with Israel
and Jordan. Based on the agreement, JICA conducted the “Feasibility Study on Agro-Industrial
Park Development in the Jordan River Rift Valley (Phase I and II)” from March 2007 to May
2009. The Four-Party Consultation Unit, consisting of the Palestinian Authority, the Israeli
Government, the Jordanian Government, and the Japanese Government, has been in dialogue
for realization of the Project since 2007, and held the most recent meeting in July 2013,

Several donor surveys pointed out that the development of industrial parks, in which particular
incentives are provided, is an effective approach for industrial promotion in the Palestinian
Territories. There exists in the territories, various limitations on business activities such as
control of movement and access, control of information and other examples which are set by
Israel. Nonetheless, some donors actually support the development of industrial parks. For
example, the German government has engaged in the industrial park development in Jenin.
Although the park caused a problem in land acquisition and has stopped its progress for a long
time, the park got a solution for the problem in latter 2013 and is expected to make a future
progress. Likewise, the French government supports PPP (Public Private Partnership) based
development of the industrial park in Bethlehem.

The Palestinian Industrial Estates and Free Zones Authority (PIEFZA) is in the process of
establishing the Jericho Agro Industrial Park (hereinafter referred as “JAIP”). There are various
issues in PIEFZA such as division of the organization from PIEFZA in Gaza, lack of staff with
necessary knowledge and experience, and lack of budget causing insufficient promotion
activities as well as one-stop service for investors for JAIP by PIEFZA in Ramallah. In addition,
considering the Palestinian Territories’ political and economic relationship with Israel and the
worldwide recession beginning in late 2008, it has not been easy to develop an industrial park
through Foreign Direct Investment (FDI), which was proven effective in the experience of
industrialization in ASEAN and other regions/countries. Furthermore, difficulties in developing
industrial parks through FDI are compounded by competition with FDI-oriented industrial park
development in neighboring countries.
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Nevertheless, through the availability of spacious land and the strategic location of JAIP, the
industrial park is expected to provide economic opportunities for the Palestinian companies that
are currently constrained by the lack of space for expansion in their present sites and have plans
to promote export markets through the Allenby Bridge which is the only gateway to Jordan
without passing through Israel. In order to facilitate potential tenants’ moving into JAIP,
additional incentives need to be analyzed and prepared.

“Preparatory Survey for Assistance to Small and Medium Sized Enterprises” conducted in July
2009 examined “soft” functions of JAIP, such as SME promotion and logistics improvement, to
follow up the feasibility study (F/S) for JAIP and summarized potential tenant companies for
JAIP having international competitiveness in sectors such as food processing. In the F/S, it was
noted that the institutional strengthening and development of a strategic implementation
structure is important for the developer and PIEFZA. An essential condition for JAIP
establishment is the capacity development of the staff in the working group for JAIP, which is
under preparation by PIEFZA.

In this situation, the Palestinian Authority (PA) requested a technical assistance project aimed
towards the capacity development of PIEFZA and various tasks required for development and
operation of JAIP. JICA conducted “Institutional Strengthening for Industrial Park Development
in the West Bank™ from September 2010 to March 2013.

Currently, JAIP has completed land preparation for 11.5 ha, and is in the stage of the promoting
the park to prospective tenants. “Data Collection Survey on Preparation for Operation of Jericho
Agro-Industrial Park™ (hereinafter referred as “the Survey™) is requested to collect data to
analyze and confirm the situation, and to advise for the operation in order to ensure smooth
preparation for the establishment of operational and financial sustainability of the Project.

1.2 Initial Financial Conditions of JAIP

In the cases of industrial parks in Palestine, costs for salaries, facilities and utility are much
more expensive than the costs in East Asia, because of Israeli occupation policy. As a result,
even if the costs for off-site infrastructure of an industrial park are covered by the government,
costs for on-site infrastructure become expensive. Considering these situation, F/S of JAIP
indicated that the lease fee for open lots be USD 20/m’/year. The preparatory survey proposed
that the responsibility of the construction of a sewerage facility be removed from the scope of
the Project and that the facility be constructed as a part of off-site infrastructure to reduce the
cost for on-site infrastructure. As for waste water treatment, Israel requires strict regulations for
water quality of sewerage. Therefore, the sewerage facility needs much investment for its
construction. Furthermore, solid waste will be disposed by local authorities and the cost of
on-site infrastructure will be reduced.

On the other hand, the changes will increase the leasable area by removing a sewerage facility
and a solid waste treatment facility from the area of the industrial park. As a result, it can be
expected that income of the industrial park will increase. Jericho city also gives an approval for
higher building-land ratio than the one defined in its normal regulations.

Furthermore, as the selection of the developer was delayed (developers of industrial parks in the
West Bank other than JAIP had been selected by donors’ initiatives, and there was no example
that a developer was selected by a bid), the Japanese Government supported the cost for its land
preparation, an elevated reservoir for water supply and a management building, to provide
positive impacts with employments in Jericho city, utilizing funds through UNDP. As a result,
necessary investment costs of the developer were reduced.
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In addition to the issues mentioned above, regulations on land' become a huge issue for plans
of industrial parks. In the case of JAIP, neighboring private lands to JAIP, in addition to
naticnal lands, has been acquired by the government and then the Project started. As the
ownership of the land belongs to the government, the ownership cannot be sold to private
companies. Although it is approved that a lease period is set for 49 years, tenants do not request
long-term contracts, considering political instability and past examples that factories in a
industrial park in Gaza, financed by the World Bank, were attacked. Jordan has a legal system
“lease and own”, a system that a leased land for a certain long term is recognized as owned land.
By selling the ownership of a land, the owner can gain equivalent benefits to the benefits of
actual land ownerships, and can arrange a loan from a bank utilizing the land. But, in Palestine,
this kind of the legal system has not been developed. For this reason, a general payment method
in Southeast Asia, a single payment with discounts in the case of a long-term contract, cannot be
utilized in Palestine. As a result, actions to improve the cash flow of industrial parks are limited.
The developer has neither mortgages for bank loans nor enough resources for traditional bank
loans.

In addition, costs for salaries and utility make the costs for operation and maintenance of
industrial parks higher than the cost that can be set in Southeast Asia.

In summary, following points becomes issues for construction and operation of industrial parks
in Palestine.

High construction cost of on-site infrastructure
High cost of operation and maintenance
Restrictions on actions for improvement for revenue
Limited accesses for bank loans

13 Objective of the Survey

Conduct financial analysis on the financial plan of JAIP
Make suggestions to improve the financial conditions for JAIP operations, considering
the results of the financial analysis and recent activities of donors

! 1f a land for access roads passes “Area C”, an area whose police power belongs to Israel, it takes much time to
coordinate with Israel.
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2. Current Situation of the Project

2.1 PIEFZA
2.1.1  Current Organization, Structure and Increase in the Number of Staffs

The number of staff is summarized in Table 2.1, and an organization structure with the name of
the person in charge along with his/her respective role and name of department is shown in
Figure 2.1. Although some of the departments are not operational, the organization structure
which is approved by the Cabinet is indicated.

A Director General was planned to be appointed from outside the organization at the end of this
January, but the selection is still in process. Mr. Hassasneh, who was appointed as Acting
Director General on June 27% 2013, only has power to act on very limited administrative issues,
and the actual decisions are made by the Minister, which means that the organization is not a
functional organization from the view of its operation. It is assumed that four more staff will
join the organization in 2014,

As for JAIP, the Project Director was changed to Mr. Khaled in December 2013. Mr. Khaled,
who participated in the JICA capacity development program in Malaysia, has more experience
and knowledge related to industnial parks than his predecessor, and is young and passionate
about this operation. As a result, the operation of JAIP is heading in the right direction.
However, there are several operational problems which are present as the predecessor did not
competently hand over the duties to Mr. Khaled.

Table 2.1: Current Numbers of Staffs of PIEFZA and Its Future Plan
as of End of January 2014

Position Current Number Future Number Increase
Director General 0 1 +1
Acting Director General 1 4]

Director 5 7 +2
Manager 3 3
Engineer & Staff 10 12 +2
Office Tea Boy 2 2
Driver 1 1
Total 22 27 +5
Leave of Absence and Childbirth 3 3

Source: PIEFZA (hearing from Administration Manager eic.}

2.1.2 Budget of PIEFZA in 2014

PIEFZA asked for a budget of NIS 5,611,206 {equivalent amount to USD1.65 mil) for 2014, an
increase of 21% from the former year. But, the Ministry of Finance {MOF) requested to reduce
the amount to NIS 4,940,000.

2013 (Actual) 2014 {In process) Note

NIS 4,600,000 NIS 5,611,206 The budget for 2014 includes cost for additional 6 staff

(USD 1.35 mil) (USD 1.65 mil) members, MOF requested to reduce the amount to NIS
4,940,000.

Source: PIEFZA
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2.2 JAIP

The progress status of JAIP is as follow. Land preparation for Stage I (11.5 ha) has been
completed and the land is ready to make lease contracts with tenants and to start constructions

of factortes.

2.21

Infrastructure

In the following part, the statuses related to infrastructure of JAIP as of January 22* 2014 are

summarized.

(1) On-site Infrastructure

Item Status Note

Main Road, Sub-road Completed in March 2013

Main Gate Expected to be completed in Under construction
February 2014

Drainage System

Expected to be completed at the end
of February

Water Supply System

Completed at the end of January
2013.

Repaired water leakage from
elevated reservoir.

After final approval by the inspection
agency. The reservoir is planned to
be hand over to JAIP Co. The
handing over was supposed to be at
the end of January, but it had to be
pushed back because of an in section
report stating that there is still a 2.5
mm/hour leakage.

Currently, water linkage to the tenant
who is currently constructing i the
park has not been carried out.

Elevated reservoir: 500 m’ + Pipe
30 m’h
Water charge: 2.5 NIS/m’

The linkage between the elevated
reservoir and water system in the
park will be conducted after
handing over the services.

Electric cable for street
light

Completed in May 2013.
All equipment is established.

JEDCO is responsible for electric
cables other than underground
cable and street lights, but has not

started leading works.
Sub-station Under construction {foundation has UNDP (Japan Fund)
been constructed). 15 MW x 2 units
Expected to be completed in It is agreed that temporary
February 2014, electrical sub-station will be
served by JEDCO,

Telecommunication line

No waork has started for the
establishment of a
telecommunication line to JAIP
(PIEFZ A is under discussion with
PALTEL, a telephone company, since
August 2013. PALTEL wants to start
work after the tenants are
confirmed.)

PALTEL requested USD 200,000
for an off-site transmission line
(The requested amount was
reduced from USD 200,000 to
USD 100,000).
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(2) On-site Facilities
Item Status Note
Management Building Completed in January 2014 Japan Fund (through UNDP)
The confirmation of ownership of
the building and the discussion on
the methodology for operation and
maintenance are necessary.
Hanger Construction has not started. The Total area of hangar is planned
supptlier of steel beam has been 8,000 m”.
decided. The hangar under construction
The first tenant for the hangar (1,000  will be completed within 2
m®) will be constructed by February.  months.
Its foundation has been constructed. Steel beam structure.
Green Zone Trees around gate are planted. Total area of green zone is

planned to account for 20% of the
whole area.

Logistic Center (4.5 ha)

The developer started a study for the
logistic center from June 2013, but it
is still in the planning phase.

A facility served by the developer.

(3

} Off-site Infrastructure

Item Status Note

Waste Water Under construction. UNDP (Japan Fund)

(Temporary treating Expected to be completed in March ~ USD 65,000, 30m’ PVC tank x 3
equipment, etc.} 2014, units

Waste Treatment / Treatment facility and pipeline were ~ UNDP (Japan Fund)

Pump & Pipeline to
nearest manhole

planned to be completed by April
2014, but they have been delayed by

Additional 3 Pump + Pipeline
(USD185,000)

2 months to June 2014,
Electricity Transmission Requested the Japanese Government UNDP (Japan Fund)
Line to fund the construction
PV Power Station Completed in 2012. Grant by Japanese Government
(300 kW) Operation and maintenance was
entrusted to JEDCO.
2.2.2 Marketing & Operation Issues
Item Status Note
1 MOU tenants 1) Cuwrrently 32 tenants are MOU is just an expression of
(Developer/PIEFZA) included. interest and has no binding force.

2) 25 companies applied to
PRIDE.

3) Screening process of PRIDE
remains static. Members for the
screening are not accustomed to
the process. The screening will
be completed by April.

4) Only 2 tenants made a lease

__contract.

At the MOU stage, concrete price
suggestions and negotiations are
not conducted.

It is quite common that contract
negotiations fail because of high
lease price.
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Item Status Note

Lease contract 1) Reehana (Frozen vegetabie) Both tenants complain about the
tenants Hangar: 1,000m? (has not lease price. Neither the developer
(Developer/PIEFZA) started its construction) nor PIEFZA has followed up with

2) Palolea (Olive oil)
Currently constructing a factory

the tenants.

Lease fee and review
on incentives
(Developer)

1) The fee is not set on base rate,
but instead on discount rate for
payment conditions and area

2) It is necessary to review the
grace period for the lease fee
(currently 3 months)

Currently offered fees are as
follows.
Open lot:

14.5 USD/m?/year
Hangar:

29.0 USD/m’/year
The tenants and candidates of the
tenants are forwarding complaints
regarding the fee.

Follow up with the
tenants and MOU
tenants

At this stage, neither PIEFZA nor
the developer has followed up to a
satisfactory extent.

The Survey Team requested the
key persons to make detailed
follow-ups,

Setting up of a
concrete service
package for the
tenants by the
developer

After the concession was made,
PIEFZA requested the developer to
submit a plan for the package. But
the developer has not submitted the
plan and does not conduct any
related services for tenants.

The lease contract tenants have
criticized this situation.

Regulations for
industrial park
(developer/items for
approval by
PIEFZA)

The developer has not prepared a
draft for these documents.

The developer promised to submit
the draft last August, but has not
submitted it yet.

This issue is urgent, because there
are already lease contract tenants
for the industrial park.

Fee setup for utilities
(developer/items for
approval by
PIEFZA)

The developer has not prepared a
plan for this item. In addition, the
developer does not explain these
itemns to the tenants 1o a satisfactory
extent.

Needs to consider fee for water
supply and waste water

(The developer does not clearly
state whether an additional fee on
top of those fees is required.)

Contracts for
operation and
maintenance

The following items have not been

made:

1} Elevated reservoir
(PIEFZA/developer)

2) Management building
(PIEFZA/developer)

3) Temporary sewage treatment
(ICH-PIEFZA)

1) and 2) are ready.
MOU has been made for 3).

Preparation of
revised marketing
plan

PIEFZA prepared a marketing
strategy plan (2013-18), and got
approval from the minister of the
Ministry of National Economy
{MONE). But, the plan has not
been carried out because of lack of
budget.

On the other hand, the developer
has prepared a similar plan.

Only one person each from
PIEFZA and the developer side is
engaged in the marketing tasks.
Therefore, although they can make
a plan, they have no capability of
carrying out the plan.
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Item

Status

Note

10 Approach to
promising tenants in
foreign countries
(PIEFZA/developer)

The PIEFZA Marketing Team
sometimes takes actions on this
issue.

The PIEFZA Marketing Team is
not capable enough to deal with
this issue.

11  Iniernal Manual Rev.

08
(PIEFZA)

Its revision has not been started.

The Survey Team advised to
prepare Rev.9.

12 Regular meetings
with developer

There are no regular meetings. It
causes various kinds of problems

The Survey Team advised to
conduct regular meetings.

because of lack of communication.

2.3 Tenants

As of January 28™ 2014, 32 tenants showed interest for the industrial park. Among the 32
tenants, 2 tenants made a lease contract, 24 tenants prepared MOUSs, and 6 tenants are under
discussion for MOU.

Following the first survey conducted in June and the second survey in August 2013, the Survey
Team had meetings to hear opinions from the 2 lease contract tenants and 4 MOU tenants or
potential tenants for MOU.

The main points are summarized below.

(1} High Lease Fee and Incentives by Developer

The 2 lease contract tenants and other promising candidates claim very high lease fees. In
addition, they claim that the grace period for lease fees (currently 3 months) is too short
compared to that of Bethlehem Industrial Park, which offers a grace period of 1 year. (Example:
Palolea, Reehana, International Oversea Co., etc)

(2) Bad Follow-up with Lease Contract Tenants and MOU Tenants

The developer and PIEFZA have not followed up after preparing the MOU. As a result, they
cannot recognize the actual demands of the tenants. The tenants strongly criticized this situation
as determined by the Survey Team last year.

(3) PRIDE

Although the tenants submitted the required documents for the application of PRIDE, they were
requested to submit additional documents a month or two later and have not yet received the
result of the application. At first, it was said that the results would be shown 2 and half months
later, but currently, the situation seems to be different.

Furthermore, in mid January, Mr. Issa, a member of the PRIDE team, PIEFZA, requested them
to submit the documents again due to loss of documents. As the documents included
confidential information of the tenants, the incident was regrettable. (Reehana, Palolea,
International Oversea Co.)

(4) Service for the Contracted Tenants

This item is related to (2), mentioned above, the developer does not provide enough service to
the tenants.
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» Reehana (Frozen vegetable company)
h was planned that hangar for Reehana would be handed over at the end of last month,
however, till now it has been delayed 2 times and it is still undetermined when the
handing over will take place.

¢ Palolea (Olive oil production company)
Currently, Palolea is constructing its own factory at the site but it has no power supply.
Palolea brought an electric generator to generate electric power for construction. In
addition, as Palolea cannot get water at site, Palolea pays USD 25/day for a tank truck
(5 m®) every day for the construction.

Note: In the case of Palolea, it is only customary that the developer pays for the necessary costs.
The developer should prepare first aid, temporary power generators, and necessary equipment
for rent.

{5) Adaptable Examination for Agro Industry

In October 2010, there was a meeting inside PIEFZA. In the meeting, it was established that
Agro means only agro and food products, although the PIEFZA Internal Manual defines the
term differently. This misunderstanding is a proof that flexible operation for supporting industry
and strategy during stage 2 was not conducted.

For example, Reemo Hygienic Paper Co,, a tissue, toilet paper and wrapping paper company is
an MOU tenant, but the Projector Director of PIEFZA rejected the company because it couldn’t
be classified as “agro industry”. The company is not a pulp production company but a paper
processing company. Therefore, the products do not need much water and the company should
be recognized as “agro industry”.

The developer and PIEFZA should recogniée that the term “agro industry” does not only mean
food production companies. Later, a new tissue company showed interest for JAIP, and PIEFZA
approved that company for JAIP.

Furthermore, it is said a LED production company was also rejected in the past.

24 Other Industrial Parks in Palestine
241 Bethlehem Industrial Park (BHIP)

» Total area: 50 ha (Stage 1)

* Developer
BMIP (A consortium of France and Palestine, A designated company from France,
chamber of commerce and industry of Palestine and local government join the
consortium. PPP scheme is applied.)

* Concession contract: Signed in 2009

¢ Infrastructure
The France Government and AFD committed to a grant of EUR 10 million to support
off-site infrastructure. But, the actual amount turned into EUR 8§ million and the
remaining EUR 2 million was committed as a soft loan to the developer through MOF
of Palestine to support development of on-site infrastructure. The first payment of the
loan has been made.

» Land acquisition
Road construction for an access road of the park was called off because of delay in land
acquisition.
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