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In the early 1990s, under the auspices of the World Bank and International Monetary Fund,
Tanzania initiated a macro-economic structural adjustment programme, including electricity sector
reforms. Resisting full privatisation of the wholly state-owned electricity generation, transmission
and distribution company Tanesco,! Tanzania was nevertheless forced to ‘liberalise’ electricity
generation in 1993, opening it up to independent power producers who sell electricity to Tanesco?.

Access to the electricity grid in Tanzania is low, with around 20% of households connected, largely
in urban areas. The government had (and still has) a target to raise this to 30% overall, and
identified Public Private Partnerships as one way to achieve this. In addition, crippling power
shortages mean that Tanzania has entered into a number of emergency Power Purchase
Agreements (PPAs) with private producers.

But these ‘partnerships’ with private companies have left Tanesco, the Tanzanian state and its
people mired in debt, litigation and government resignations against a backdrop of alleged
corruption, whilst costs to the consumer and government have significantly increased.

In 1995 Tanesco entered into a 20-year Public Private Partnership with Independent Power
Tanzania Limited (IPTL) for the purchase of 100mw of power from their diesel fuelled Tegeta plant
in Dar-es-Salaam®. This deal was hotly contested on the grounds of cost, the environmentally
damaging (diesel) fuel source and an unfounded assessment of the need for additional generating
capacity, rather than extending access to grid connection for Ugandan people.

Even before the completed Tegeta plant had produced any electricity, in 1998 the deal with IPTL
generated litigation at the International Centre for Settlement of Investment Disputes, part of the
World Bank Group. Tanesco submitted a case for arbitration, asserting that it was entitled to
terminate the contract or obtain a material reduction in the tariff rates it was due to pay on the
grounds that these had been improperly entered into between IPTL and government officials outside
of proper procedures and that charges were unjustifiably high. The claim for termination of the long-
term contract obliging Tanesco to purchase electricity under the deal failed, but in the 2001 award of
the tribunal Tanesco did achieve a material reduction of the power tariff to reflect actual costs of
providing the plant,* allowing electricity production at the plant to finally commence in 2002.°

Despite this ruling, during the first year of operation Tanesco incurred $40m in capacity payments®
alone, whilst the plant actually functioned at less than 10% capacity. Tanzanian consumers were
paying seven to nine cents per unit for electricity generated by Tanesco, but the company was said
to be paying IPTL over 12 cents per unit in addition to the ‘statutory’ monthly cost of $3m per month
under the PPA’. Tanesco continued to dispute the level of tariff and in 2008, IPTL filed a claim in
New York courts for unpaid charges totalling $70m.8

In 2004 another private power plant, Songas, majority owned by Globeleq, at that time wholly
owned by the British Government through its CDC Group plc®, became operational®, selling
electricity to state owned Tanesco under a similar Public Private Partnership arrangement.

Within a few years, payments to these two Independent Power Producers were costing the state
electricity company, Tanesco, around 90% of its total revenue ! despite their representing less than
30% of national generation*? capacity'®. As the Tanzanian Controller and Auditor General’s annual
report for the 2007/2008 financial year notes: “Tanesco is overburdened by the liabilities imposed by



various power purchase agreements (PPA), mostly entered without compliance with the
requirements of the Public Procurement Act and its regulations”®.

Despite these problems with Public Private Partnership arrangements, in 2006 Tanzania signed a
further power purchase agreement with a company called Richmond Development Corporation to
address emergency power shortages due to drought having reduced the country’s hydro power
production. Following the company’s failure to supply the electricity contracted for and allegations of
improper procurement a Parliamentary Select Committee was set up to investigate the contract.®

Reporting on the enquiry in February 2008, the Select Committee chair told Parliament that
“‘Richmond had neither the experience, nor the expertise, to deliver on the short-term agreement,
and was in addition, financially and legally incapacitated”.*” The enquiry also found evidence of
political interference at a senior level in the government to make state-owned Tanesco sign the
agreement with Richmond and grant it favourable credit terms in contravention of national
regulations and those of the IMF Multilateral Debt Relief Initiative fund that it was using for this
purpose.!®

A few days after the release of the Select Committee report in February 2008, the Tanzanian Prime
Minister, Edward Lowassa, who was said to have made the final selection of Richmond,'® and two
other ministers? resigned, prompting the Tanzanian President to dismiss his entire cabinet.?

Towards the end of 2008 the new government announced that Tanesco was cancelling the contract.
As early as December 2006, following the issue of default notices for lack of performance,
Richmond had passed the contract on to another company, Dowans Holdings, which now took
Tanesco to the International Chamber of Commerce (ICC), alleging breach of contract.

Notwithstanding the findings of the Parliamentary Select Committee that ‘the tender process and
contract with Richmond for the emergency power production of MW 100, later being taken over by
Dowans Holdings S.A on 23rd December 2006, was procedurally flawed and against national laws
and hence resulting in favouritism, embezzlement and the possibility of corruption”,?? in their 15
November 2010 ruling ICC co-arbitrators found in favour of Dowans Holdings and ordered Tanesco
to pay $123.6 million to the company in settlement of its claim.?®

In the following financial year, Tanesco made a loss of more than $100m, partly as a result of the
high cost of bringing in short-term emergency power, and was forced to increase its tariff to
consumers by over 40%?2* and seek to borrow over $200m from local banks to offset charges
demanded by the private power producers when their plants were not running at full capacity and
pay for diesel fuel.?® In July 2012 this emergency tariff was extended for a further three months?®.

Tanesco has had to take out substantial loans, underwritten by the government, alongside large
taxpayer subsidies to cover its losses, whilst tariffs have again risen by 40% in 2014.?” For example
to cover the losses for 2013/14 and to clear past arrears, Tanesco borrowed an amount equivalent
to US$250 million commercially (with a sizable government guarantee) and received a direct budget
transfer of about US$220 million (which was effectively paid for by loans from the World Bank and
African Development Bank, directly adding to the Tanzanian government’s debt).

In part this is a result of footing the bill for damages and legal costs awarded against Tanesco in
litigation through the London law courts with IPTL and Dowans, for the costs of buying electricity
from these independent power producers and emergency power producers at a shocking tariff of
between 33 to 55 US cents per unit?® and for the costs of onerous ‘capacity payments’ for electricity
which was never actually produced or consumed under its Public Private Partnership contracts with
them.
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