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Background

Embassy of Sweden took the lead in facilitating the 
PEFAR analysis of TANESCO. 

This presentation is an update of the issues covered in that report. 
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Public Expenditure and Financial Accountability Review 

–  a set of indicators measuring and monitoring performance of PFM 
systems, processes and institutions in a country. Score A-D, clearly 
defined minimum requirements.

◼ General core PEFAR analysis of the PFM systems of GoT

◼ Special focus: Central (2005) and Local level (2006)

 - Parastatals in 2007 – 10 Undertakings selected for analysis 

Analysis covers :

– Operational Issues

– Financial Issues

– HR issues

Background
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Background

Electricity coverage in Tanzania is less than 10%. Rural coverage is less 
than 2%. Even in Dar es Salaam only 50% of households have access to 
electricity. 

 20 districts with highest 
grid coverage 

20 districts with lowest grid 
coverage 

1 Ilala MC 46.3% Rwangwa DC 0.6% 
2 Kinondoni MC 45.5% Shinyanga DC 0.6% 
3 Iringa MC 43.7% Serengeti  DC 0.5% 
4 Arusha MC 41.9% Singida DC 0.5% 
5 Tanga MC 36.6% Songea DC 0.5% 
6 Bukoba MC 35.0% Ngara DC 0.4% 
7 Temeke MC 34.8% Ukerewe DC 0.4% 
8 Morogoro MC 32.7% Lindi DC 0.4% 
9 Musoma TC 32.6% Kibondo DC 0.4% 
10 Singida TC 25.1% Urambo DC 0.3% 
11 Songea TC 24.1% Nkansi DC 0.3% 
12 Tabora MC 23.8% Bukombe DC 0.3% 
13 Mbeya MC 23.3% Mbinga DC 0.3% 
14 Lindi TC 23.3% Tabora DC 0.3% 
15 Dodoma MC 23.0% Dodoma DC 0.2% 
16 Mwanga DC 22.1% Kasulu  DC 0.2% 
17 Mtwara TC 21.2% Sikonge DC 0.2% 
18 Shinyanga MC 20.8% Biharamulo DC 0.2% 
19 Kigoma TC 18.9% Sumbawanga DC 0.1% 
20 Hai DC 14.8% Mtwara DC 0.1%  

Note: These data are from the year 2002. Since that time the number of households connected to the grid has increased by 
approximately 150-170,000. 
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Background

Tanesco is a vertically integrated power utility that was established in 
1964. The sector has gone through periodic cycles of reforms with mixed 
results.

Reform Elements Status Policy Elements Year 

Corporatize Implemented  1931 Electricity Ordinance forms private companies: 
DARESCO & TANESCO; 1964 government purchases 
private shares, merge into TANESCO  

1964 public utility 
established 

Extensive Extensive commercialization initiated in 1990s under 
World Bank Power VI Project to address earlier crisis; 
accelerated under management contract. 

1992 initiated 
2002 – 2006  
(Mgmt. Contract) 

Commercialize 
Operations &  
Service Provision  
 Legislation only,  

not operational 
(as of 2006) 

Legislation to form Rural Energy Agency and Fund 
(REA/REF): will separate non-commercial electrification 
from direct utility mandate, commercial (mainly peri-
urban) expansion remains under utility. 

2005 Legislation 

Revise  
Electricity Law 

General policy 
framework, Law 
not amended  

National Energy Policy frameworks in 1992 and 2003 
include reform intentions; Electricity Act not yet 
amended, draft Power Sector Reform Strategy 
prepared but not yet approved.  

1992 framework 
2003 framework 

Establish Regulator Operational 
as of mid-2006 

Energy and Water Regulatory Authority (EWURA)  
appointed, operational as of mid-2006 

2001 Legislation 
2006 Operational 

Introduce Private 
Generation (IPPs)  

Implemented Monopoly in generation lifted 1992; Two larger IPPs: 
Independent Power Tanzania Ltd (IPTL, 100 MW 
diesel), Songas (192 MW natural gas) 

1992 Legislation 
2002 IPTL online 
2004 Songas online 

Restructure & 
Unbundle Utility  

Modified plan Plans for unbundling of national utility into separate 
generation, transmission, and distribution companies 
revised to ring-fencing of separate business areas 
(internal restructuring) while remaining state-owned. 

Modified plan 
underway 

Privatization of Utility  
(Private Sector 
Participation) 

In flux & 
uncertain 

Privatizations plans for utilities announced 1997; 
Management contract toward privatization 2002; 
TANESCO despecified 2005; Increasing emphasis on 
private sector participation rather than full 
privatization.  

1997 specified  
2005 de-specified 
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Background

Tanesco currently has an installed capacity of around 1,000 MW.

Annual Generation GWh  Plant Installed Capacity 
MW 

Ownership Fuel 

2006 2007 

Mtera 80 97 344 

Kidatu 204 488 907 

Kihansi 180 501 927 

NYM 8 22  

Hale 21 62  

Hydro 

Pangani 68 266 4541 

 Total hydro 561 

TANESCO Hydro 

1,436 (41.5%) 2,632 (64.9) 

Ubungo 192 Songas Natural Gas 1,303 1,064 

Tegeta 100 IPTL HFO 640 32 

Grid connected 23 TANESCO IDO/Gas Oil 20 0 

Kiwira 6 Kiwira Coal and 
Power Ltd. 

Coal  0 

Njombe 2.5 RANWAT SPP Biomass   

Ubungo 100 TANESCO Natural Gas - 44 

Ubungo 40 Aggreko (lease) Natural Gas 57 223 

Ubungo 100 Dowans (lease) Natural Gas  60 

Mwanza 40 APR (lease) Diesel  0 

Thermal 

Total thermal 501   2,026 (58.5%) 1,423 (35.1) 

Grand Total 1,064.5   3,462 4,055 

 

                                                 
1
 Includes NYM and Hale Generation 
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Background

There is large variation in the unit cost of power from the different 
facitlities.
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Background

East Africa has relatively high tariffs compared to the global average.
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Background

The system is dilapidated. Around 33% of power generated is lost. These 
are higher than normal losses. Tanesco has developed a 5 year 
investment plan for $1.3 bn.
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Background

The grid system is radial. Losing one 220 kv line leads to system collapse. 
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Challenges

Over the last six years, the share of hydro has reduced to almost 50%. 
Thermal generation is largely on account of IPPs.
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As IPP capacity has come online, Tanesco profitability has collapsed. This 
is due to high cost of IPP power, contractual commitments and fuel mix. 
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Per unit generation costs have increased by 60% between 2002 and 2006 
while per unit operating costs more than doubled.
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Payments to just two IPPs – IPTL and Songas accounted for 96% of 
Tanesco revenues in 2006. Is it possible to run a utility with this cost 
structure? 

 IPP Charges (IPTL and Songas)
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Issue 1: Dealing with IPP related cash flow challenges.

•Reducing operational expenses by converting IPTL to gas

•Reducing Songas Capacity Charges by implementing the option in the 
Songas PPA that allows GoT to pay for upto 75% of the costs associated 
with the EPC of the Ubungo Expansion Project (UEP).

 

Challenges
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Issue 2: New Generation and Transmission Capacity.
•Draft Power Sector Reform Strategy (2008)
•Power System Master Plan 2008: The PSMP includes a detailed 
assessment of the likely scenarios for electricity demand growth in 
Tanzania, including short, medium and long term options for providing 
least-cost power up to 2031. 

 

Challenges



18

Recent Developments: 
•Commissioning of Tegeta 45 MW plant delayed to 2009
•Kiwira 1 power plant delayed to 2010
•Status of IPTL? 
•Lease contracts ended
•Possible Capacity and energy shortages in the event of droughts or unit 
outages 

 

Challenges
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Strategy for Short Term Plans: 
•Identify and implement measures to avoid possible energy and capacity 
shortages in 2009
•Accelerate installation and commissioning of Tegeta plant
•Commence planning and bidding for the Kinyerezi plant immediately
•Resolve issues surrounding the IPTL plant ASAP
•Fast tracking the installation of 2 additional trains at Songo Songo should 
proceed ASAP

 

Challenges
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Breakdown of Power Losses, 2002-2006 (Ghanadan and Eberhard 

2007) 
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•Non Technical Distribution losses expected to reduce in the medium 
term.
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Issue 3: Financial Management and Governance
•Positive development during the latest years
•A financial recovery plan (FRP) approved by GoT and a Power Sector 
Development Plan (3 goals)

- Ensuring appropriate long-term generation capacity
- Ensuring quality of supply
- Ensuring long-term financial sustainability 

•The implementation requires funds and a firm commitment of GoT
•Considerable donor support 
•GBS PAF – measures improvements

 

Challenges
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Issue 3: Financial Management and Governance
•(i) Tanesco Financial Recovery Plan (FRP) requires financial assistance, 
but also a commitment to facilitate and achieve the following:-
 - Hydrology Management in catchment areas
 - Support of Turn Around Activities in TANESCO
 - Songas Debt Refinancing
 - Acquisition of IPTL
 - Support and approval of Investment
 - Support and approval of Leased Generation
 - Investment in Increased Permanent Generation
 - TANESCO debt restructuring (this has now been completed)
 - Strengthen the utility to achieve financial recovery
 - Tariffs Adjustments as required
 - Introduce proposed tariff increases to ensure cost recovery

 

Challenges
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(ii) Songas Debt Refinancing.
•An agreement was signed in February 2008 to use savings in the “Songo 
Songo” WB Credit for this Debt refinancing 
•The preparations for the reduction in the Ubungo Expansion Project 
(UEP) capacity charges have taken longer than expected. 
•Delay was due to the need to convert the Preferred Shares to Loan 
Notes
•IDA has issued a no objection to this Conversion on August 29, 2008 and 
it is now expected that the refinancing documentation can be finalized.
•Every month this is delayed costs Tanzania almost US$ 1 m. in capacity 
charges

 

Challenges
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(iii) PEFA Scores: 

 

Challenges
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(iv) Financial Ratios: 

 

Challenges
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(v) Governance: 

•Governance of TANESCO: the owner has not put in place a stable, 
long-term strategy for TANESCO, unclear roles between MEM, the Board, 
the Management

•The Board of directors: No Board in place at the time of the PEFAR 
review, ToR had been formulated by the Managing Director, Questions 
raised in the report about the autonomy of the Board of Directors and the 
lines of command between MEM and the Board of Directors. Not in line 
with best practices in International Good Corporate Governance.

 

Challenges
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(vi) Area of concern: 

Procurement: TANESCO has a procurement management unit that 
needs to fully comply with the PPA. Results of the PEFAR procurement 
assessment shows a range of weaknesses. 

PPRA report shows major weaknesses in procurement.

 

Challenges
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Next Steps

Tanesco is going through a major restructuring at present.  There have 
been significant improvements in the last few years. Is this a seasonal 
feature?

Going forward some urgent issues need to be addressed:

1. Deal with challenges posed by IPTL and Songas
2. Urgently deal with ST Generation Gap.
3. Strengthen Governance Arrangements
4. Improve Procurement Unit and Procurement Processes.



29

Thank You
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