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EXECUTIVE SUMMARY

The JESR Workshop for 2009 was held on 19th October 2009. It reviewed the energy sector performance for 2008/2009 and specifically in the following sector areas:- 
· The progress attained in the energy sector after JESR 2008;

· The findings and outputs from the ongoing sector and programme dialogue and related planning, budgeting, monitoring and evaluation processes;

· Views and observations of key stakeholders in the sector;
· The recommendations of the JESR 2009 report; and

· The recommended procedures for a subsequent JESR 2010.

The JESR 2009 review process was based on information obtained from literature search including interviews with relevant stakeholders; comments from the Joint Energy Sector Working Group and views and observations made at the JESR 2009 Workshop. The summary of the findings include the following:-
ES 1
The Financial Recovery Plan including the utilization of the syndication loan has greatly improved TANESCO’s operations since its introduction and consequently a positive outcome in terms of profits is expected in the financial results of 2009. In spite of this welcomed positive development, TANESCO has to strive to be more cost effective in its operations, and has to ensure quality of service and supply as well as putting in place a responsive Customer Service Charter.

ES 2
The implementation of energy projects during 2008/09 was seriously affected by delays in funds disbursements which were mainly caused by capacity and procurement programs. At the close of the financial year, only 14% of the total budgeted funds were disbursed. The Government disbursed 19% of the budgeted local funds and Development Partners 10% of the foreign funds. Concerted efforts are required in order to reverse this trend. Some of the measures to be taken may include early detailing of procurement plans, strengthening human capacities and reducing red tape in funds disbursements.
ES 3
The expansion of power generating capacity and strengthening and expansion of the Transmission and Distribution infrastructure must be given the impetus they deserve if the MKUKUTA TARGETS for the energy sector are to be achieved. The Ministry of Energy and Minerals must be aggressive in this area and effectively plan, coordinate, and monitor the implementation of the energy sector activities. These should include the already identified short-term power expansion and transmission projects.
ES 4
As was indicated during JESR 2008, the issue of governance in the energy sector resurfaced. With the enactment of the Electricity Act in 2008, the mandates of MEM, EWURA, TANESCO, REA and other Operators should be well defined. It was noted that the Office of the Regulatory Authority appears to be as if it is an extension of the Office of the Sector Minister. This requires that the statutory responsibilities of key Stakeholders must be made clear beyond doubt. It is also important that EWURA should build its technical capacities in order for it to be an effective, responsive and fair Regulatory Authority.
ES 5
JESR 2008 addressed the issue of cost reflective tariffs and the mandates of EWURA in that regard. Tariffs should act as a catalyst for investments in the energy sector. In addition, a sustainable way of making electricity power connections affordable, especially in the rural areas is still of paramount importance and must be given the necessary push in order to attract private sector developers and encourage the rural population to access the new energy sources to be developed. The use of low cost technologies may also help to achieve supply of electricity in rural areas at affordable costs.

ES 6
The issue of Standardized PPAs currently being addressed by EWURA through a procured Consultant could also help in attracting private investors in the power sub-sector.

ES 7
There is tremendous potential for developing new and renewable energy (wind, geothermal, solar, biomass, biofuels, etc) to supplement the current hydro and thermal sources. This area should receive urgent attention and MEM should be the driving force behind their development.

ES 8
It has been noted that exploration for petroleum and gas has shown promising results with the discovery of more gas potential in the Songo Songo Island, Mnazi Bay and recently in Mkuranga in the Coast Region. Furthermore, up to six PSAs may be signed before the end of this financial year. Meanwhile, gas utilization is now being diversified to include households, institutions, more industries and vehicles and a pilot project was launched recently in Dar es Salaam. However, further uses of the gas reserves could be made possible with MEM developing strategies and spearheading the commercialization of the gas resources.
ES 9
As was observed during the last two JESR Workshops the energy sector must contribute towards the realization of Development Vision 2025 and MDGs. The energy policy and plans must interface with plans relating to national economic development. The Power Sector Reform Strategy should now be finalized and be approved by the Government. The long term reform objective as earlier reported in JESR 2008 is to introduce whole-sale competition through a gradual reform process. The overarching reform objectives are:-
· To create a sector that will support the national development goals;

· To establish an efficient energy production, procurement, transmission, distribution and end use systems in an environmentally sound and sustainable manner;

· To create a financially and commercially viable sector;

· To attract more private sector investments in the sector; and

· To ensure availability of reliable (quality of supply) and affordable energy supplies.
The way to achieve this is to focus on 

· Hydrology Management in catchments areas;

· Support of Turn Around Activities in TANESCO and strengthening the utility to be able to achieve financial recovery;

· The Songas Debt Refinancing;

· The Conversion and Acquisition of IPTL;

· Investment in Increased Permanent Generation including T&D lines and sub-stations;

· Tariffs Adjustments as required to ensure cost reflectivity; and

· Investment in new and renewable energy sources and introduction of low cost technologies especially in the rural areas.

ES 10
The energy sector of Tanzania is showing steady growth. The sector registered a growth rate of 5.4% in 2008 and power generation capacity increased from 958 MW to 1102 MW in 2008 and customers connected to the power grid also increased slightly above 940,000. However, despite this growth, there have been periods of severe power shortages and power interruptions in 2008 and 2009 due to breakdowns and mandatory servicing of some of the Songas turbines at the Ubungo Power Station, Hale (8 MW), Kihansi (60MW) Power plants, Dar es Salaam Ilala substation, the decommissioning of the 100 MW Dowans power plant and still to be resolved, the legal disputes surrounding the IPTL plant. That notwithstanding, notable achievements were registered during 2008/09, and these included the strengthening of REA both technically and financially to spearhead rural electrification and search for IPPs; increased utilization of gas for power generation (at Ubungo and Mnazi Bay) and in industrial establishments; increased tempo in the exploration for petroleum and gas in Songo Songo, Mnazi Bay, Mkuranga, Ruvu, Mandawa and Lake Tanganyika; the increased tempo towards the development and promotion of renewable and alternative energy sources (solar, wind, biomass, geothermal, bio fuel) and the gradual improvement in TANESCO operations.

ES 11
In terms of funding, the year 2008/09 noted extremely low disbursement rates. Overall only 14% of the total budget of TShs.313.3 billion allocated to finance energy projects was disbursed by June, 2009. The Government disbursed about 19% of the approved Budget of TShs.93.2 billion for energy development and Development Partners 10% of the budgeted amount of TShs.220.1 billion. The delay in funds disbursements was mainly attributed to capacity constraints and procurement problems and these seriously affected the implementation of projects. Of the disbursed amounts, about 13 % was used for rural electrification and renewable energy. The gas and petroleum sub sector received about 38% of the funds. 
Taking into consideration, the levels of budget allocations to the energy sector and the trend of actual funds disbursements over the last two (2) years, it is highly doubtful whether the MKUKUTA target of 20% of the population accessing affordable electricity by 2010 will be fully met (taking into account the current coverage of about 14%) within the period concerned. 
ES 12
The Development projects allocations for the energy sector for 2009/10 is lower than that of 2008/09. However, when compared to the actual releases of TShs. 42.2 billion, the 2009/2010 total allocation of TShs.212.10 billion is much higher. Of the total, the share of Government funding is about TShs.91.9 billion or 43.3% and for Development Partners is 56.7% or TShs.120.2 billion. The budget allocation is generally in accordance with MKUKUTA priority areas. However, concerted efforts need to be done to improve the overall allocation of funds to the energy sector and find ways to address the serious problem of delays in funds disbursements. The energy sector must effectively support the development of the nation’s economy and the social well-being of the people. 

ES 13
The generating capacity of about 1100 MW is low compared to demand which is growing at between 13% and 15%, and the grid penetration covering about 14% of the population is still very low and falls short of the MKUKUTA target of 20% by 2010. Furthermore, wood fuel is still in excessive use, and environment-friendly sources of energy solar, wind, geothermal, mini-hydro are yet to be fully exploited to assist in improving the rural energy penetration. This situation requires urgent attention by the Government through MEM and REA/REF with active participation from the Development Partners and the Private Sector.

The short-term TANESCO investment program if successfully implemented, will significantly improve generation capacity to 1985MW and lead to grid enlargement. This however requires firm commitments to funding the energy projects by the Government, DPs and active Private Sector participation. The tariff structure and other means of attracting major private investments into the sector must therefore be put in place.  

ES 14
With regard to petroleum and gas, further development of Songo Songo and Mnazi Bay gas projects may lead to increased utilization of gas for power generation, industrial use, vehicles use and household use. For Songo Songo gas, there is an urgent requirement to expand gas processing facilities and consider constructing a second gas train to Dar es Salaam. Similarly, Mnazi Bay gas development could also be given same considerations and invest in more power generation and a gas pipeline to Mtwara. Furthermore, investments in bulk purchases of petroleum products may lead to a 30% reduction in prices and therefore should be pursued vigorously. EWURA should finalize the ongoing consultations with the stakeholders and create the required mechanism to have the system operational by 2010. Meanwhile, exploration for petroleum and gas must be continued in the identified areas; and TPDC should be empowered to effectively participate in investment activities. The proposed retention scheme of 50% of revenue collections from fees and licences will greatly improve TPDCs financial base.

ES 15
The establishment of REA/REF reflects the Government’s commitments to wards supplying rural energy in Tanzania. At the same time concerted efforts need to be directed towards the development of new and alternative energy sources so as to improve access and energy penetration in the rural areas. Since REA will oversee this development, REA should adequately be financed and technical capacities strengthened. In addition, adequate incentives should be put in place to attract private investments into the sector, as well as looking into the issue of subsidizing connection charges to enable affordability by the people intended to benefit from the scheme.

ES 16
The energy sector has a dynamic role to play in the economic development of Tanzania. As such, the key operatives in the sector must adhere to good business and management principles. To ensure this MEM and EWURA have an important role in improving the overall governance and the management effectiveness of both the public and the private entities of the sector. Furthermore, the policy environment should be conducive and the Regulator EWURA must be responsive to the concerns of both investors and consumers and should demonstrate their independence and neutrality.
ES 17
The Tanzania Joint Energy Sector Working Group that has been created following the recommendations of JESR 2008, has a significant role to play in the development of the energy sector if effectively utilized as per Terms of Reference given to it. Indeed the Working Group can take stock of the following:

· Energy policy changes and related strategies;

· Strategic interventions for resource allocation;

· Monitor and evaluate progress of the sector in general and in meeting MKUKUTA Targets and implementation of GBS/PAF commitments; and

· Review key findings and recommendations of sector studies.

It is expected that the Forum will greatly assist the Government in identifying priorities that will be forwarded to the Budget Guidelines and Budget Preparation Teams. Furthermore, the current JESR process which allows key stakeholders to meet and discuss developments in the energy sector is a strong mechanism for imparting and obtaining information, and getting feedback on policy and program implementation.   
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1.0
INTRODUCTION
1.1
Background
The first Joint Energy Sector Review (JESR) Workshop was held in November 2007 and the second one was held in October, 2008. The JESR reviews the performance of the energy sector including its plans and programs; and the financial requirements of the sector. It also brings together findings and outputs from the ongoing sector and program dialogue as well as related planning, budgeting, monitoring and evaluation processes. The JESR also brings on board views from key stakeholders in the sector. These reviews indicate to what extent the energy sector is addressing and meeting the goals set in the National Strategy for Growth and Reduction of Poverty (NSGRP), which is code named in Kiswahili as MKUKUTA. It also brings out priorities for the sector that require immediate funding or suggestions for improving the performance of the sector. The progress in the implementation of the energy goals set in MKUKUTA serves as an input to subsequent reporting on the Performance Assessment Framework (PAF) and the General Budget Support (GBS). 

The third JESR Workshop like the last two, was coordinated by the Ministry of Energy and Minerals in collaboration with active Development Partners in the energy sector. The Workshop was held on 19th October 2009. The workshop discussed in detail the Joint Energy Sector Review Report for 2009 which among other things covered the following:- 

· The performance and challenges of the energy sector and the status in the implementation of energy projects and programs noted by JESR 2008 Workshop; 

· The findings and  views from  stakeholders  on the ongoing sector and program dialogue; and

· The recommendations of JESR 2009 and follow up procedures for a subsequent JESR 2010.

This report is therefore based on information obtained from literature search including interviews with relevant stakeholders, comments from the Joint Energy Sector Working Group and the key outcomes from the JESR 2009 Workshop. A list of contacted persons in the course of undertaking this assignment is appended as Appendix I.
1.2
Terms of Reference
The second JESR Workshop was held on 10th October, 2008 with about sixty participants from the energy sector attending. The Workshop discussed in detail the JESR Report for 2008 and the deliberations of the first JESR done in 2007. Representatives of the DPs were also present. 
At the end of June, 2009, MEM appointed a team of three local Consultants to undertake JESR for 2009.The three local Consultants were:

· Prof. Geoffrey R. John from the College of Engineering and Technology, University  of Dar-es-Salaam, Team Leader.
· Mr. Omar S. Bendera, a Consultant from Allied Business Development Limited.

· Eng. Thomas M. Ngabo, a Consultant from NM Engineering Services Company Ltd.

The objectives of the JESR 2009 were drawn to build consensus among energy stakeholders on the following:-

(i) Performance assessment framework and indicators, taking into account MKUKUTA Cluster I and Cluster II targets;

(ii) Mechanisms for sector co-ordination and dialogue between the Government (GoT) and Development Partners (DPs) as well as other stakeholders; and

(iii) Assessment of policy, strategy and investment priorities in the energy sector.

The Terms of Reference spelt out to guide the team of Consultants are attached herewith as Appendix II and the identified areas in the MKUKUTA where energy has to play in contributing to Cluster I: Growth and Reduction of Income Poverty, Goal 6 on provision of reliable and affordable energy to consumers and Cluster II: Improvement of quality of life and Social Well-being, Goal 4 on access of the rural pollution to modern energy sources as Appendix III.

The third JESR Workshop was held on 19th October 2009 with about seventy (70) participants from various institutions in the energy sector and the civil society attending. The Workshop discussed in detail the JESR Report for 2009 which also contained a review of the main recommendations of the 2nd JESR Workshop. Representatives of the Government, the public sector, DPs, the private sector and civil society were also present and made contributions on various issues affecting the energy sector.
1.3
Layout of the Report
The body of the Report is presented in ten (10) chapters. Each chapter highlights the relevant information based on the objectives of the JESR.

2.0
APPROACH AND METHODOLOGY
In order to accomplish the assignment, the Consultants adopted the following modus operandi:-

2.1
Literature Review 

Documents as listed in the Terms of Reference were reviewed together with publications from Institutions and other Stakeholders.

2.2
Interviews
Interviews were carried out with officials from the Government, Public Sector Organizations,  Private Sector Organizations, Non Governmental Organizations and DPs. The interviews provided facts, relevant data, and views on the performance of the energy sector, and the expectations from the various actors and stakeholders.

Specific interview guides were prepared for each category of identified key stakeholders and the type of information being solicited from each category. The categories included:

· The Policy Level Group involving the Ministry of Energy and Minerals, Ministry of Finance and Economic Affairs and other Government Ministries and Agencies. The aim here was to gather information related to setting of policy, plans and other laws and monitoring of the sector;

· The Regulatory Level Group focusing on enforcement of current regulations, tariffs and rights of access to power supplies and ensuring competitive environment. EWURA and the Fair Competition Commission (FCC) are the relevant institutions;

· The Operational Level Group involving TANESCO, TPDC, REA, Songas, Artumas, Pan African Energy, SPPs, and other relevant institutions;

· Development Partners Level-Sida, JICA, NORAD, World Bank, AfDB, etc. These provide both technical assistance and financial resources; and

· Representatives of major consumers of power such as TPSF, CTI, and TCCIA.

2.3
Review of Workshop Proceedings of JESR for 2008
The Energy Sector Review is an important activity set up by the Government in its implementation of MKUKUTA and reviewing the goals set for the sector. The recommendations of JESR 2008 and views expressed by DPs covered the following areas:-

i. Workshop recommendations
JESR 2008 Workshop recommendations covered the following areas:-

· Funding of the energy sector programs by both the Government and DPs was noted to be vital.

· Rural Energy addresses great needs of the population at large and must therefore be developed and sustained. A favourable tariff regime for the rural clientele must be considered and be put in place. Electricity connection should be affordable and the best way to achieve this was to develop a system of subsidy to cover costs of connections in the rural areas.

· MEM and EWURA should improve the management effectiveness of public entities in the sector and observe good governance.

· The Monitoring and Evaluation functions of MEM should be strengthened to enable MEM to effectively plan, co-ordinate and monitor the energy sector activities. Hence it was recommended that a Joint Energy Sector Working Group consisting of representatives from key stakeholders should be established and that the Thematic Working Groups (TWGs) should be abolished.

ii.   Views expressed by DPs and other stakeholders on issues to be addressed by the Government included the following: 

· Need to address power generation constraints in a systematic manner.

· Improving the quality of electricity supply.

· Ensuring long-term financial sustainability of TANESCO.

· Improving the incentives to attract private investors to the energy sector.

· Expanding access to un-served areas.

· Increasing the use of renewable energy.

The issues raised in the JESR 2008 Workshop have been attached as Appendix IV.  The responses to each issue raised have been given. Some of the issues raised have been revisited in this Report.

3.0 
FINDINGS FROM INTERVIEWS
3.1
Policy Level
3.1.1
Ministry of Energy and Minerals
The Ministry’s role is that of policy, planning and performance monitoring and overall coordination for the development of the energy sector. In the implementation of the sectors’ goals for 2008/09, MEM underscored the provisions of Vision 2025, CCM 2005 Election Manifesto, MGD 2015; MKUKUTA and other policy directives. In 2008, the electricity and gas sector grew by 5.4% as compared to 10.9 in 2007. The decline in growth is attributed to the decommissioning of the 100MW Dowans power plants, the conclusion of Aggreko and Alstom contracts, the arbitration filed by IPTL and the delay in commissioning the Tegeta 45 MW plant. The electricity and gas sectors contributed 2.0% to the GDP.  The Ministry’s achievements in 2008/09 included:-
· Monitoring the progress in the implementation of the development projects in the Energy Sector which includes electricity generation, strengthening of T&D, rural electrification, gas and petroleum exploration, utilization of gas and studies on new and renewable energy sources;

· Overseeing signing of contract with Artumas Energy for operating Mnazi  Bay Project;
· Successfully negotiated and signed a Memorandum of Understanding (MoU)  with sponsors of Ruhudji Hydro Scheme;
· Successful engagement of a consultant to prepare tender documents to strengthen the North-Eastern Electricity Systems;
· Coordinated the successful completion of negotiations and signing of contracts for Tanga-Pemba and Dar es Salaam-Zanzibar marine cable projects;
· Putting in place a mechanism for the preparation of policy, legal framework and guidelines for biofuel development;

· Coordinating the preparation of the Power Sector Reform Strategy and updating the Power System Master Plan (PSMP) for approval.

Despite the achievements enumerated above, the following challenges were encountered during 2008/2009:-

· High prices of petroleum products that affected to some extend economic growth;

· The suspension of acquisition and conversion of IPTL plant to natural gas firing due to the legal dispute has affected the National Generating Capacity;

· A number of development projects were not executed to completion due to inadequate funds and delays in disbursement caused by lengthy procurement procedures;
· The Global financial crisis that affected the implementation of some ongoing and new projects in the energy sector.

3.1.2
Ministry of Finance and Economic Affairs (Millennium Challenge Account-Tanzania)
The Millennium Challenge Corporation (MCC) Compact came into force on 17 September, 2008 and as a result progress in the implementation of the projects in the Energy Sector has been very encouraging. The Seabed Survey of the Submarine Cable Interconnector (100 MW) route from Ras Kilomoni on the Mainland to Ras Fumba in Unguja was completed in April, 2009. With regard to the Transmission and Distribution Project, all line route surveys, maps, Bills of Quantities and Environmental Management Plans for six Regions (Dodoma, Iringa, Mbeya, Morogoro, Mwanza and Tanga) have been completed. 

Preparations for the construction of the Malagarasi Mini Hydro Project (8 MW) and power supply to Kigoma, Kasulu and Uvinza towns are also on track. Final preliminary designs of the 24 km access road and the bridge have been completed together with Hydrological and Hydro-topological surveys. Load flow studies for the Kigoma distribution system and surveys for the Kigoma T&D have also been completed. Meanwhile the consulting engineer for the energy projects, ESB International of Ireland, has prepared and submitted the Project Implementation Plan to MCA-(T). MCA-(T) expects that contractors for the projects will be procured between December, 2009 and June, 2010 and construction completed before the end of 2012. A summary of MCC/MCA (T) Energy Projects is appended in Appendix V.
 3.2
Regulatory Level: EWURA, FCC
 3.2.1
Energy and Water Regulatory Authority (EWURA)
As a Regulatory Authority, EWURA has been active in the areas of regulatory monitoring for quality of service, fair pricing (petroleum and gas), and enterprise performance (financial and technical); regulatory systems for IPPs and PPAs to develop or ensure a workable system for competitive procurement; and tariff setting in order to attain cost reflective levels. Procurement of a consultant to develop standardized mechanism for the afore-said is in progress. Meanwhile on petroleum, EWURA has procured a consultant to prepare bulk purchase mechanism. The Consultant has submitted a Draft Report to EWURA and EWURA is organizing Stakeholders meetings to solicit views on the recommendations of the report. It is expected that an acceptable mechanism will be in place and operational by early 2010. 

In implementing the relevant Acts of the regulated sectors namely the Electricity Act, the Petroleum Act and the Gas Act (soon to be enacted), the distribution of functions as stated in the acts should be adhered to in order to avoid unnecessary conflicts. 
3.2.2
Fair Competition Commission (FCC)
The Fair Competition Commission underscores the importance of the energy sector in the economic development of the country. As such it must be nurtured and be assisted to grow. As a Commission, FCC is both a promoter and protector of effective competition. Whenever called upon, FCC through the Fair Competition Tribunal will take steps to ensure that these noble functions are implemented. However, FCC noted the following:

· Shifting of powers from the Minister to the Regulator EWURA was and is expected to create good governance, encourage private investments in the sector and hence bring in technology and efficiency, bring in competition and protect consumers from monopolistic tendencies and unfair pricing of services; but operations on the ground seems to be encountering problems;

· The distinction between the mandates of the Minister and those of the Regulator is difficult to see. The Regulator appears to be an extension of the Office of the Minister. The situation may not be efficiently responsive to fair demands of both investors and consumers and hence competition;  

· Trading in petroleum products should be made more competitive. The current system of setting fuel prices is not very responsive to changes and competition. EWURA should be more involved in creating a mechanism for effecting bulk purchases of petroleum products to save on costs of supply; in ensuring quality of supply and fixing standards of service; and
· With regard to gas prices, there is a feeling that they are unnecessarily high and therefore there is need to conduct a review to establish the actual production costs.
3.3
Operational Level: TANESCO, TPDC, REA/REF and Others
3.3.1
TANESCO
TANESCO’s strategic goals include the following:-  

· Improving customer service;

· Improving quality and reliability of supply; and

· Developing in house human resources.        

In order to achieve the above goals, TANESCO has prepared a Customer Service Charter which stipulates targets, rights and responsibility of TANESCO and its customers. This Charter has been forwarded to EWURA for approval. TANESCO is also undertaking training to impart the required engineering and technical skills as part of capacity building.

TANESCO has also been implementing projects and programmes aimed at ensuring appropriate long-term generating capacity; ensuring quality of supply; and achieving long- term financial sustainability and financial management. Thus the Company has been focusing on strengthening the existing power sub-sector infrastructure and expanding access to un-served areas as well as implementing both financial recovery and institutional reforms; and rural electrification. As such the Corporation has been allocating 15% of its revenue for strengthening the power infrastructure.  

TANESCO had other views regarding the energy sector and these included the following:-
· The sector organization and structure appears acceptable. Relevant laws and regulations are in place but problems are at the operational level. The mandates of the key actors must be spelt out clearly and recognized to avoid conflicts;

· The relationship between  EWURA and MEM appears not to be well defined;

· Government support to TANESCO has not been  continuous;

· EWURA has to be strengthened for it to be an effective and functioning Regulatory Authority given its four sub-sectors which they have to regulate( electricity, petroleum, gas and water); and

· The Ministry of Energy and Minerals has to be strengthened to effectively plan, monitor, and evaluate the development of the sector.

3.3.2   General Views from TPDC
On the whole, the implementation of projects and programs went on according to schedule and the following were some of the achievements:

· Songo Songo expansion is in progress and prioritization of projects for utilization of Mnazi Bay gas has been done. Currently gas is used for generating power and also in 26 industries in Dar es Salaam for their thermal energy requirements. TPDC in partnership with Pan African Energy have started programs to extend gas usage to households, institutions and vehicles in Dar es Salaam;

· With regard to exploration for petroleum and gas, licensing of five blocks including Deep Sea block is in progress; and six PSAs may be signed during 2009/10; and

· Preparations for the establishment of Strategic Fuel Reserves and bulk procurement of petroleum products are on course.

Despite of the above, TPDC were and are still faced with problems of securing adequate funding for their projects. The implementation of the proposed 50% retention scheme of fees and other revenues collected by TPDC on behalf of the Government will greatly enhance TPDC’s capacity.  

3.3.3
REA/REF
The Rural Energy Agency (REA) is charged with the responsibility of promotion and facilitating   access to modern energy services in rural areas of mainland Tanzania and through the Rural Energy Fund (REF) provides grants and subsidies to developers of rural energy projects and for related and consequential matters. Rural electrification should continuously be treated as an ongoing activity in order to increase access to modern energy by rural communities. At the moment about 2% of the rural population has access to electricity. In order to spearhead this development REA is faced with the following challenges:-
· Build capacity of the would be SPPs (for developing mini-hydro, solar power, wind power, biomass, etc) in the rural areas;

· Making sure that there are power users in the respective rural areas to attract developers, as this is now becoming a disincentive to private developers;

· Strive to obtain adequate financial resources from the Government and other Development Partners to finance identified projects. This might also mean starting implementing the 3% power levy and the fuel levy; 

·  Having in place an effective and workable subsidy allocation mechanism to encourage private sector investments. Currently REA offers about US$ 500 subsidy per connection; and

· Build capacity within REA for planning, coordinating and follow-up of programs. 

The Government is also giving priority to rural electrification with regard to resource allocation. Funding has increased from a budget of TShs.10 billion in 2007/08 to TShs.37 billion in financial year 2009/10. Projects to be implemented this financial year are attached as Appendix VI.

3.3.4
Songas 

Songas is mainly involved in Songo Songo gas processing and transportation up to Dar es Salaam and power generation at the Ubungo Power Station. The main customers are TANESCO, Wazo Hill cement factory and the oncoming TANESCO’s 45 MW Tegeta gas power plant. The gas reserves at Songo Songo are jointly being exploited by TPDC and Pan African Energy of UK and pending on its use, the reserves could be exploited for up to 25 years. Power development based on gas is currently being constrained by inadequate infrastructure to process and transport gas to Dar es Salaam. It is therefore important to upgrade the gas train to Dar es Salaam. Songas has the following plans:-
· To double the capacity of the Songo Songo Island Gas Processing Plant to 140 mmscfd;

· Increase the capacity of the existing gas pipeline from 105mmscfd to about 140mmscf; and

· Study the possibility of extending the gas train to Kenya in order to optimize the use of gas.

Songas has a PPA with TANESCO for the electricity generated and sold to TANESCO and tariffs on natural gas are regulated by EWURA. PPAs are important commercial contracts as they set out rights and responsibilities of each Party, and provide the Parties involved with clear picture of revenue streams and allow mobilization of financing and investments. If properly executed, they do provide appropriate incentives and a least cost stable charging mechanism.              

3.3.5
Artumas 

The Artumas Group has been active in petroleum and gas exploration and in putting in place plans for the utilization of gas reserves that have been discovered at Mnazi Bay. MEM has been very supportive of this development. Currently Artumas has four gas wells at Mnazi Bay but only one well is being used for generating power (12 MW) for distribution in Mtwara and Lindi Regions. Peak demand for power has been given at 5 MW. Despite this low demand, Artumas has embarked on plans to supply all the power needed in the southern regions of Tanzania and has plans to expand power generation capacity to 50 MW within the next five years to take advantage of the vast reserves of gas currently estimated at 242 billion cubic feet. At the moment only 17,000 households out of 400,000 households in Lindi and Mtwara have access to electricity.

In addition to constructing Transmission and Distribution lines connecting the various towns of Masasi, Mingoyo and Nyangao, Artumas is in contact with REA to explore ways of how REA can assist in financing connection infrastructure to the remote rural areas. Artumas also had views on the energy sector and these included the following:

· With the existence of abundant gas reserves in Tanzania, MEM should put in place strategies for commercializing the gas resources and this may include a gas pipeline to Dar es Salaam or construction of a fertilizer factory;

· For Artumas to manage the supply and distribution of power in Mtwara and Lindi, EWURA should develop an acceptable tariff setting methodology;

· EWURA should build its technical capacity and become an effective and fair Regulator responsive to investors’ and consumer concerns; 

· The Government should have the Power Systems Master Plan updated and approved; and
· The Government should be committed to the Electricity Act of 2008 and define the mandates of key players.

3.3.6
Pan African Energy Tanzania (PAT)
Pan African Energy is involved in petroleum and gas exploration in Tanzania. With the discovery of gas at Songo Songo Island, PAT and TPDC have been selling gas to TANESCO/SONGAS for power production and use in industries. PAT has plans to perform more gas/oil explorations and drill more gas wells to increase gas production capacity. A new well drilled at Songo Songo has a production capacity of 55mmcf/d. Furthermore PAT is on course to expand Compressed Natural Gas (CNG) to supply to customers not covered by current distribution network, and also initiates (with Songas) the expansion of gas processing plant capacity at Songo Songo to meet the increasing gas demand. This shall necessitate taking an investment decision to increase the gas pipeline transmission capacity to Dar es Salaam. 

In addition to the above, PAT is in support of the current energy sector organization structure where there is an independent Regulator, EWURA. However, the powers and authority of MEM and EWURA especially over upstream activities should be clarified for optimal performance and cooperation. PAT favours downstream activities to be under EWURA and upstream activities to continue to be under MEM.

3.3.7
Tanzania Commission for Science and Technology (COSTECH)              

COSTECH is an umbrella organization for coordinating research in Tanzania. It has been active in coordinating and supporting research and development especially in the area of alternative sources of energy like biomass, geothermal energy, and solar. It also supports development of prototypes and efficient use of biomass resources. COSTECH has developed prototype machine which converts kitchen waste through biogas technology into gas and efficient charcoal cooking stoves. In the area of new and alternative energy, according to COSTECH, development is constrained by the following:

· Awareness is lacking among the people on the application of new technologies such as solar, wind and geothermal.

· Development and maintenance costs are high to most people.

· Lack of clear policy and guidelines on some of them.

· Lack of capacity and sometimes fear e.g. nuclear energy.

· Lack of a National Wood Fuel Action Plan as it relates to biomass development.

In addition, there should be a policy for the use of energy efficient systems/gadgets in buildings and households and the public should be made aware of them. It is also important to promote the use of LPG or Natural gas especially in the urban areas where the consumption of charcoal is highest.
3.4
Development Partners Level
3.4.1
SIDA
SIDA gave the following views on the energy sector:-
· The issue of sector governance has to be addressed now that various legislations have been enacted. With the enactment of the Electricity Act, there is an urgent need to clarify on the mandates of the Actors in the energy sector (MEM, EWURA, TANESCO, REA and others);

· Updating the PSMP  should be completed and consequently be approved by the Government and be implemented accordingly;

· As reported during JESR 2008, the M&E system in MEM should be further strengthened and the Joint Energy Sector Working Group which was set up following recommendations of JESR 2008 should effectively be utilized to follow up  performance of the energy sector;

· The Government through the Ministry of Energy and Minerals and REA, should encourage/promote private generation and distribution of electricity in order to scale up access to electricity and other modern energy. This could be done through setting up clear business guidelines and incentives;

· Since funding is a recognized constraint, the Government should as a matter of priority, develop a National strategy for raising funds to scale up investments in the electricity sub-sector. The decision of collecting electricity levy and fuel levy for rural electrification will increase investment resources;

· Demand side management strategy announced by the Government will promote efficient use of power and result in power savings for other uses; 

· Sida will continue to support investments in the energy sector, reform process/regulations, and institutional capacity building; and
· The Government should undertake to develop a National Strategy for Rural Electrification.
In addition to the above views, Sida is generally satisfied with the utilization of Sida funds allocated to the energy sector, implementation delays notwithstanding. 

3.4.2
NORAD     

NORAD noted the following for the energy sector:             

· The capacity for generating electricity lags behind demand and this calls for more investments in power generation, transmission and distribution;

· Delays in the disbursement of funds is affecting the realization of MKUKUTA targets set for the energy sector; and

· NORAD is generally satisfied with funds utilization and is financing a sub-marine cable to Pemba (NKr 300 million and Government NKr 100 million), feasibility studies and eventual construction of the Arusha/Nairobi Inter-connector and for rehabilitating hydro power stations, and capacity building in TANESCO. 
In addition to the above, NORAD is of the view that unbundling of TANESCO might not be beneficial as skills are not abundant. Furthermore, NORAD is advocating for experienced contract negotiators when dealing with private sector agreements in the energy sector projects. This may call for capacity building in MEM and TANESCO.

3.4.3   Japan International Cooperation Agency (JICA)
The energy sector is important in the economic development of Tanzania and as such it requires both financial and technical assistance. In order to ensure availability and quality of supply, investments are needed in the following areas:

· Strengthening and rehabilitating the Transmission and Distribution infrastructure;

· Expansion of power generation; and

· Human Resources Development to impart needed engineering and technical skills.

Thus Japan through JICA, is financing a new Oysterbay Power Sub-station (US$ 24 million) and the Ubungo-Oysterbay Transmission/Distribution Line and is providing technical assistance to and support formulation of TANESCO’s Training Program. Through this support, TANESCO will also establish its own training facilities to impart the needed technical and maintenance skills. JICA also underscored the need for supporting rural electrification program and the importance of TANESCO to become a Self Financing Corporation.

3.5    Consumer Representatives            
The Tanzania Private Sector Foundation (TPSF), the umbrella organization for the private sector, Confederation of Tanzanian Industries (CTI) and the Tanzania Chamber of Commerce, Industry, and Agriculture all gave their observations and views on the energy sector. They underscored the importance of the energy sector in the economic development of Tanzania. Due to the similarity of their views, these have been consolidated into the following:-
· Concerns on Assurances of Quantity and Quality of Supply, as power fluctuations or interruptions affect production in industries and economic activities in general and therefore inhibit economic growth and increase the costs of doing business. There should therefore be deliberate efforts to upscale investments in increased generation and embark on an aggressive T&D strengthening, rehabilitation and expansion program to improve quantity and quality of supply. Also a mechanism for compensating genuine losses arising from power cuts could be looked into.

· Customer Care Services in TANESCO are poor and often TANESCO is in conflict with power users. TANESCO should have in place an implementable Customer Service Charter.

· There is a general concern that power tariffs are still high (US cents 10-11 compared to US cents 4-5 in other SADC countries) and they are aggravated by levies charged on power purchased. This is affecting competitiveness of Tanzanian industries within the SADC region. A review of the tariff structure may be in order.

· Since the new Electricity Act allows competition in the energy sector, the Government should develop clear business guidelines for private sector involvement. However there should be assurances that private sector generated electricity will be fully purchased to avoid investment losses. Meanwhile, the Government should be fully committed to the development of known Hydro, Gas and Coal Sources for power and other uses to satisfy demand which is currently growing at 12-15 %. 

· The market for petroleum products and gas should be made more competitive by EWURA. The mechanism for bulk purchases of petroleum products should be in place as soon as possible as this will lower prices to consumers and also save costs of importation. Furthermore, the quality of petroleum products should not be compromised as it has serious and negative impact to the community and the economy as a whole. EWURA and TBS should address the issue effectively.

· There is general concern that the Energy Policy requires review to take into account new developments in the energy sector such as climate change, the role of Research and Development and the emerging other alternative sources of energy.

Generally, the key Institutions of the Business Community are satisfied with the energy sector organizational set up, and that the formation of REA was timely and represents a genuine effort by the Government to spread electricity to rural communities. This development will stimulate economic activities and lead to improved well being of the rural communities.

4.0
POLICY OBJECTIVES, CHALLENGES AND PERFORMANCE OF THE ENERGY SECTOR

4.1
Energy Policy Objectives
4.1.1
General Objectives
The National Energy Policy was formulated in 1992 as a result of the economic changes which were being implemented at the time. This Policy was later replaced by an improved one in 2003 which took on board the various changes which were taking place, at both the national and international levels.

The main objective of the Policy is first and foremost, to improve the living standards of the people and reduce their poverty levels, as enunciated in MKUKUTA. The main elements of the National Energy Policy were stated to be:-

· Developing domestic energy resources which are of least cost option. This is due to the fact that high energy prices would be un-affordable to the majority of the prospective users.

· Promoting energy pricing which would enable the producer recoup its costs.

· Improving energy reliability and security and enhancing energy efficiency. This is aimed at cutting down on power interruptions and fluctuations which are sometimes sources of accidents and losses to the producer and user.

· Encouraging commercialization and private sector participation as a way of opening up the market and opportunities for eventual public private sector participation.

· Reducing forest depletion by offering alternative or other effective sources of energy to most inhabitants in the villages and towns who rely on firewood and charcoal for their energy needs.

· Developing human resources which are vital for sustainable development.

4.1.2
Rural Energy
The Government recognizes the fact that in order for the country to attain development, the rural community’s living standards have to be improved. Availability of energy is one such parameter of development. The National Energy Policy recognizes this fact and focuses on the following areas:-

· Supporting research and development in rural energy. This would be focused to meet the needs of the rural community and at a cost easily affordable.

· Promoting the application of alternative energy sources other than firewood and charcoal, in order to reduce deforestation, and other environmental problems.

· Promoting entrepreneurship and private initiatives in the production and marketing of services and products related to rural and renewable energy.

· Ensuring electrification of rural economic centres and making electricity accessible and affordable to low-income customers. Rural centres are hubs of economic activities in villages and therefore act as standard setters to the villagers.

· Facilitating an increased availability of energy services including grid and non-grid electricity in rural areas. This enables the villages to up-grade their economic activities when power supply is of a higher grade.

· Establishing norms, codes of practice, standards and guidelines for cost effective rural energy supply. This is aimed at regulation so that there is a fair deal for all the stakeholders.

One can note that the objectives enshrined in the Policy are noble if implemented in   full. The hindrance has been the resources to finance the ventures and in certain cases   buy the technology from outside. Due to the low income levels in rural areas, very few have made use of the electricity made available to them.

4.1.3
Policy Challenges in the Energy Sector
The main energy challenge is to reverse the reliance on firewood and charcoal as the source of energy as this is unsustainable. Currently about 90% of the total energy consumption is from this source. The challenge here is rural electrification which should be backed by a separate Rural Energy Policy. The other 10% of the energy source is from commercial energy like petroleum, hydropower, natural gas and coal. This group of consumers is in towns and control public opinion. As sourcing of commercial energy is mostly from outside the country, it is prone to fluctuations in both quantities of supply and price. The challenge to the Government is how to stabilize the price and quantities factor. To this end the Government has began to take action by requesting EWURA to set price ceilings for petroleum products. With regard to quantities, EWURA and Tanzania Petroleum Development Corporation (TPDC) are looking into the question of bulk ordering of petroleum products.

Other renewable energy sources like solar, wind, geothermal have not been adequately exploited to commercial levels due to resource scarcity, research constraints which make it impossible to produce viable prototypes for commercial application. 

Consequently, only a small percentage of the population of about 14% is connected to national grid electricity in towns and cities. In rural areas, this ratio falls to only 2%. The MKUKUTA target is 20% by 2010. However Performance Assessment Framework (PAF) projects low coverage rates of 11.9% for 2009/2010 and 12.9% for 2010/2011. There is therefore a need to revise the PAF targets accordingly.
As the installed infrastructure in the energy sector is mostly imported, maintenance and periodic servicing requires availability of foreign funds to order the spare parts, expertise when required and other consumables. Foreign funding is in most times required to supplement local funding. Delays in making the funds available affect the sector’s operations to a very large extent.

At the very local level, the sector has faced sabotage and vandalism in the   transmission and distribution networks. Curbing the vandalism is a great challenge to all the stakeholders.

The establishment of the National Strategic Fuel Reserves is another challenge which the Ministry is facing. The issue is of prime importance to the security and economic well being of the country.

In addition to the above, other important challenges include: the implementation of the Power Systems Master Plan and to ensure that projects planned for the Short-term (2009-2012) are fully implemented in order to stabilize the power supply. Furthermore, there is need to develop an effective mechanism to promote private sector involvement in the development of the sector. Funding the energy sector activities is therefore critical. 
4.1.4
Some of the Responses to the Challenges
The Ministry’s response to some of these challenges is the implementation of targets in the energy sector as embodied in MKUKUTA, namely:-

· To achieve a percentage increase in the number of customers connected to the national electricity grid and off grid sources of electricity. There is now slightly above 940,000 subscribers connected while projections are that by 2010, the figure will rise to above 1,000,000 users.

· To achieve a gradual percentage increase of households in rural and urban areas using alternative sources of energy to wood fuel or charcoal as the main source of energy for cooking attaining the targeted 80% in 2010.

· To achieve an increase in total electricity generating capacity and utilization. This requires diversification of sources of supply, to include other sources such as solar, wind, biomass, geothermal and coal attaining the targeted 3% by 2010 as opposed to the 0.5% in 2003.
MEM has therefore taken initiatives to meet these challenges. Short term, Medium term and Long term plans under the Power Systems Master Plan (PSMP) are envisaged with the primary aim of revamping the energy sector. The short term plans are covered under the Tanzania Energy Development and Access Expansion Project (TEDAP) approved in December 2007 by the World Bank. The objective of the Project is to support the Government’s efforts to improve the quality and efficiency of provision of electricity service and to establish a sustainable basis for energy access expansion. The Project is of three components. Component number one covers TANESCO’S Transmission and Distribution Network investments. Number two covers Off-Grid Investment Framework and Pilot Investments. Component number three covers Technical Assistance to TANESCO and REA.

With regard to rural energy, the Government has taken appropriate steps with the establishment of the Rural Energy Agency (REA) and the Rural Energy Fund (REF). REA as an institutional framework will oversee the development of rural energy by promoting investment. It is expected that if well managed, REA will be a  catalyst for rural energy development.

On the other hand, REF is intended to provide capital subsidies to bring down the cost of energy services of prospective developers and investors in rural energy such as Community Based Organizations and Local Governments and Authorities. Effective May, 2009 a levy of 3% on electricity sales was supposed to be charged to fund REF. The levy became operational from September, 2009.

With the Operative organs established and in place, what is now required is to strengthen their technical capabilities by taking deliberate measures in capacity building. Above all appropriate legal and regulatory framework which governs their Operations should be in place.

The current statutes governing the Energy Sector are as follows:-

i. The Electricity Act of 2008 with main tenets of:-

· TANESCO’s right of first refusal; 

· Requirement to serve villages along transmission lines;
· Requirement for generator licenses unless there is an exemption by the Regulator, the Energy and Water Utilities Regulatory Authority (EWURA);
· Requires Minister to prepare and publish policy for re-organization of the electricity market by 2009;
· Requires Minister to prepare rural electrification plan and data base; and
· Requirement to prepare Standardized Power Purchase Agreements (SPPAs) to attract private investors in the power sub-sector.

ii. The Petroleum Act of 2008 whose main stipulations are:-

· Establishment of petroleum fee for petroleum development;
· Prices for petroleum products would be governed by the rules of supply and demand subject to the provisions of EWURA Act and the Fair Competition Act (FCA); and
· The Minister is empowered to cause strategic reserves of petroleum products in order to ensure reliability of supply.

iii. Rural Energy Act of 2005 which established the Rural Energy Board (REB),REA and REF. The Act also separated non-commercial electrification from the direct mandate of TANESCO. The commercial expansion which is mainly urban remaining under TANESCO.

iv. EWURA Act of 2001 (with its revisions in 2006) which established it as a Multi Sector Regulatory Authority covering electricity, petroleum, natural gas and water sectors.

v. Gas Supply Act whose draft Bill is still under preparation.

4.2
Performance of the Energy Sector
4.2.1.
Electricity Sub-Sector
Electricity and Gas grew by 5.4% in 2008 compared to10.9% for 2007 thus reversing the negative growth of 1.9% registered in 2007. The contribution of electricity and gas to GDP showed gradual growth although the quantitative figures were small. 
Electricity generation through the National Grid also showed steady increase with 2,918.60 GWh being generated in 2008 compared to 2,512.83 GWh in 2007 and 1,453.17 GWh for 2006. Electricity generation through other sources had mixed results. Electricity generated decreased to 1,440.10 GWh in 2008 compared to 1,507.28 GWh produced in 2007. The figure was still better than the 1,271.0 GWh generated in 2006. The decrease is attributable to the de-commissioning of the Dowans Plant (100MW), the non utilization of IPTL power plant (100MW) due to the legal disputes and the non renewal of lease agreements with Aggreko (40MW) and Alstom (40MW). This meant the removal of about 280MW from the National Grid. This resulted in power rationing, shortages/blackouts in some areas.
Statistics also show that there has been steady increase in the amount of electricity sold as shown in the Table 4.1 below:-

Table 4.1:
Electricity Sold
	 S/N
	Use
	2007
	2008

	1.
	Domestic
	1,420 GWh
	1,647 GWh

	2.
	Industrial
	1,459 GWh
	1,722 GWh

	3.
	Zanzibar
	231 GWh
	229 GWh

	
	Total
	3,110 GWh
	3,598 GWh


Source: Annual Report on the State of the Economy for 2008

Consequently new customers with access to electricity increased from 24,456 for 2007 to 56,383 for 2008. However, with slightly more than 940,000 customers currently connected to electricity, national electricity coverage is about 14% of the total households (with more than 80% supplied in the urban areas), which is far below the target of 20% by 2010. Efforts are being made to increase access in rural areas. As mentioned above, The Rural Energy Agency has been established to oversee the implementation of rural electrification projects.

Steps to curb electricity loss seem to be working. A gradual decrease of technical power losses is discernable over the past three years as shown in the Table 4.2 below. However a determination of commercial losses could not be computed since the information was not readily available with TANESCO.
Table 4.2:
Electricity Losses
	 No.
	Description
	Years

	
	
	2006
	2007
	2008

	1.
	In real terms
	924 GWh
	917 GWh
	827 GWh

	2.
	As percentage of power generated
	33.92%
	22.81%
	18.97%


Source: Derived from the Annual Report on the State of the Economy, 2008
To further enhance efficiency and reduction of transmission power losses, TANESCO has plans to upgrade and improve power transmission capability. The goal is to introduce a new transmission backbone from the current 220kV to 400kV starting in 2011. The existing high voltage power lines of 220kV and 132 kV will also be rehabilitated and reinforcement done to improve their power transfer capabilities.
Although the installed power production capacity is about 1,100 MW (excluding Co-generation sources), only over 630MW on the average was being produced during 2008 as indicated in the Table 4.3 below:-

Table 4.3:
Electricity Generation Capacity
	No.
	Station
	Installed Capacity MW   
	Average Power Generated MW
	Comments

	A.
	National Grid
	
	
	

	 
	Kidatu

Kihansi

Mtera

N/Pangani Falls

Hale

Nyumba ya Mungu

Songas

TANESCO Ubungo

IPTL

Diesel Plants, TANESCO

Sub-total


	200

180

80

68

21

8

190

100

100

 87

1044
	180

75

66

20

5

3.5

180

70

0

5.3

604.8
	Hydrological limitation

Hydrological limitation

Hydrological limitation

Hydrological limitation

Hydrological limitation

Hydrological limitation

     -

Gas availability limitation

Legal dispute

Plants are too old

                       

	B
	Off Grid
	
	
	

	 
	TANESCO Diesel Plants

Mnazi Bay Natural Gas

Coal

Sub-total
	36

12

6

54
	16

4

1

21

	Plants are too old 

Not enough demand

Plant too old 



	C
	From Outside
	
	
	“

	
	Sumbawanga(Zambia)

Kagera (Uganda)

Namanga(Kenya)

Sub-total
	5

8

1.8

14.8
	3.5

3.7

0.8

8
	Not enough demand

Not enough  demand

Not enough demand

	
	Grand Total
	1102.8
	633.8
	


Source: TANESCO
TANESCO`s Diesel plants connected to the Grid system are over-aged and 37 of the diesel sets with a capacity of 82.2 MW will be decommissioned soon, leaving only the Dodoma Plants operating.

The peak demand on the grid recorded by TANESCO in 2008 was 729 MW and by September 2009 the recorded peak demand was 787 MW, whilst the peak demand projection for the year is 810 MW. Comparing these figures with the average power generated leaves a sizable gap. However, the installed capacity is quite capable of meeting the current demand had it not been due to the following obstacles:-

· Climatic changes resulting in less rainfall to run the installed hydro plants at near full capacities.

· Transmission of Natural gas to power stations has been below demand leading to the natural gas powered turbines to operate below their capacities.
· Breakdowns of some of the gas and hydro turbines and stoppages due to mandatory servicing.

The electricity sub-sector in the country continues to be dominated by TANESCO in a   vertically integrated structure as it carries out generation, transmits the power it generates and distributes the power to consumers. It operates and owns the grid system and also operates other isolated supply systems in Kagera, Kigoma, Rukwa, Ruvuma, Mtwara and Lindi which are currently not connected to the national grid.

In 1992, the Government after the enactment of the National Energy Policy lifted the monopoly which was hitherto enjoyed solely by TANESCO. After the enactment of the Policy, Independent Power Producers (IPPs) entered the sector market mainly in the generation segment. Such players included the Independent Power Tanzania Limited (IPTL) with installed capacity of 100MW, Songas 190 MW, Artumas with 12 MW and Dowans 100 MW.

TANESCO also entered into agreement on lease basis with producers such as Aggreko 40 MW and Alstom 40 MW. The two agreements have however ceased due to various reasons. Interconnections with Zambia, Uganda and Kenya make available to rural communities or settlements, small amounts of electricity. This arrangement has enabled these communities get power earlier than would have happened.

As noted earlier, distribution and transmission of electricity still remains a domain of TANESCO although Artumas is becoming a major player in Mtwara and Lindi. The distribution network consists of a total of 2,625km of 220kV lines, 1,442km of 132kV lines, and 486km of 66kV lines. When completed in 2013 the 132kV Songea - Makambako transmission line will add another 250km to the 132kV lines.  Electricity supply to consumers is of 33kV and 11kV to big consumers like industry while domestic consumption is 415Volts for three phase supply and 230Volts for single phase. The generation capacity was on a 60:40 hydro/thermal proportion before 2005. Following introduction and expanded use of natural gas in power generation, the hydro-thermal mix is now standing at 56:44. This ratio is projected to be 39:61 by 2013. If gas continues to be available, investment in gas infrastructure and distribution will be required to enable enhancement of electricity generation.

With regard to project implementation during the 2008/2009 financial year, TShs.313.3 billion was budgeted to undertake the following Programs:

· Implementation of Projects / Programs under TANESCO   Sh. 295.8 billion

· Rural Electrification and Renewable Energy 

         Sh.   12.5 billion

· Others 






         Sh.     5.0 billion

However, Implementation of energy projects during 2008/09 was seriously affected by delays in funds disbursements mainly due to capacity and procurement problems coupled with the global financial crisis. At the close of the financial year, only 14% of the total budgeted funds equivalent to TShs.42.05 billion was disbursed. The Government disbursed 19% of the budgeted local funds of TShs.93.2billion and Development Partners 10% of the foreign funds (TShs.220.1 billion). Concerted efforts are required in order to reverse this trend. Consequently only the following projects were undertaken:-
· 45 MW Tegeta Gas Fired Plant construction continued and will be commissioned in November, 2009. Electrification of four District Headquarters of Ludewa, Mbinga, Simanjiro and Mkinga were completed instead of six. 

· Electrification of Chief Oswald Mang’ombe Secondary School was completed.

· Provision of Electricity to Namanga Township from Kenya was completed in May, 2009 and 56 subscribers were connected.

· Contract was signed between the Government and AfDB for the provision of electricity to Longido and Bukombe towns.

· 100 MW Gas Fired Plant at Ubungo was commissioned on 1st April, 2009. The Plant is now producing on average 70 MW.     

· Construction of Sub-stations at Singino and Ikwiriri at 80% completion.

Other project activities undertaken and implemented were:-

· Projects in Solar Energy were implemented in Rukwa, Kigoma, Ruvuma, Shinyanga and Tabora Regions under TEDAP. Earlier projects had been implemented in Iringa, Mororgoro, Tanga, Pwani, Rukwa, Kigoma, Mbeya, Ruvuma, Mtwara and Dodoma under financing by SIDA.

· In December 2008, a contract was signed between the Government and Sweden for the construction of a 132KV Transmission Line between Makambako and Songea. In January, 2009 a Procurement Advisor was engaged for the Project.

· Another Contract was signed in December, 2008 between the Government and Sweden to give capital support to REA in order to enhance its operations.

· Wind Energy studies were carried out in areas such as Karatu, Manyara, Mkumbara in Tanga Region, Kititimo in Singida Region, Mgagao in Kilimanjaro and Makambako in Iringa Region. The studies showed that each area had a potential of producing 50-100MW. What is required is the technology and equipment to harness the available power.

· Contract to articulate Policy and Regulations on Biofuel was entered into between SIDA, Norad and the Government.

· Feasibility studies on producing electricity from small waterfalls in the villages of Iringa, Rukwa, Ruvuma, Mbeya, Kagera, Kigoma, Tanga and Morogoro Regions were completed, with potential to produce 390 MW.

4.2.2   Power Sub-Sector Development Plan
The Power Sector Reform Strategy is yet to be approved by the Government. The reform objectives include the following:       

· To create a sector that will support the national development goals such as reducing poverty, creating employment and improving the well being of the people;

· To establish an efficient energy production, procurement, transmission, distribution and end use systems in an environmentally sound and sustainable manner;

· To create a financially and commercially viable sector for both the producers and the consumer;

· To attract more private sector investments in the sector; and

· To ensure availability of reliable and affordable energy supplies.
With all these noble objectives, what is now required is to address sector governance so that the various actors can perform their duties to meet the set targets without hindrance. To this end, there should be clear business plans spelling out what the Government can do, the type of assistance required from DPs, the role of the private sector and other key stakeholders. Along with the above, the Government should increase its budgetary allocation to the sector.

The strategy requires supportive legal and regulatory framework. To a large extent, the statutes already enacted provide the required legal and regulatory framework.  Meanwhile, TANESCO has prepared a sub sector power development plan which conforms to the reform strategy. The plan envisages a gradual increase in the generation capacity as well as the transmission and distribution network. It also aims at connecting 100,000 customers annually from 2010 to 2013. Accordingly, power generation is expected to increase from GWh 4358 in 2008 to GWh 5374 in 2010, and GWh 6471 by 2012. The Peak demand in MW is projected to increase from 729 MW in 2008 to 900 MW in 2010 and 1094 MW in 2012. These projections are summarized in Table 4.4.
Table 4.4:
Generation capacity projections

	
	2008
	2009
	2010
	2011
	2012

	Electricity-GWh
	4358
	4538
	5374
	5926
	6471

	Growth rate
	
	4%
	18%
	10%
	9%

	Peak-MW
	729
	810
	900
	998
	1094

	Growth rate
	
	11%
	11%
	11%
	10%


The distribution network will increase from 4,552 km in 2008 to a total of 8,730 km by 2018. Key projects in T&D programme will include the construction of a Sida funded 250 km Songea - Makambako 132 kV transmission line, a 650 km High Voltage 400 kV transmission line between Iringa - Dodoma – Singida – Shinyanga by 2012 and to strengthen and upgrade the Morogoro – Hale – Arusha High Voltage transmission line to 400 kV by 2014.  Given the MKUKUTA target of 20% by 2010, there is need to accelerate investments in new power generation capacity including use of new and renewable energy sources in order to increase the rural households to be supplied with electricity. As already pointed out, the current estimate is slightly above 940,000 households which is about 14% of the population. This number is projected to increase to 1,000,000 by 2010. The Power Systems Master Plan (PSMP) has been developed with the objective of investing in least cost energy expansion plans in generation and transmission of electricity as well as developing alternative energy sources to reduce dependence on hydro-power. The PSMP is currently being updated to accommodate new developments.
In the short term (2009-2012), it is expected that the following projects will be implemented: completion of 45 MW Tegeta Gas Power Plant to come into operation in November 2009; 100 MW gas power plant at Ubungo II and Mwanza 60 MW diesel power station both to come on stream by 2010/11; 240 MW gas power plant at Kinyerezi in Dar es Salaam expected to become operational by 2013; Kiwira Coal and Power Limited (200MW) by 2013; 50-80 MW from wind energy (Kititimo, Singida) to be operational by 2012; solve the current legal disputes and bring into use IPTLs’100 MW power station; and also tap into the national grid about 50 MW of power generated from independent small producers (IPPs). Significant IPPs include Southern Paper Mills Mgololo (10 to 30 MW); Sao Hill (24 MW); Tanganyika Planting Company Ltd (10 MW); Kilombero Sugar Company (10 MW); TANWAT and other small hydro systems of Mwega, Kilocha, Tosamaganga and Kitonga in Iringa Region (6 MW). In addition, the ongoing developments at Songo Songo and Mnazi Bay Gas projects are expected to increase power generation capacity. The envisaged plan for Songo Songo gas project is to expand capacity from 70 million units per day to 140 million units per day in order to facilitate power generation of up to about 430 MW.
In addition to the above projects, there is also an energy project that is being implemented under the Millennium Challenge Corporation (MCC) and MCA (T). The energy project consists of three (3) distinct activities namely:

· Zanzibar Inter-connector Activity;

· Malagarasi Hydropower (8 MW) and Kigoma Distribution Activity; and

· Distribution Systems Rehabilitation and Extension Activity in six Regions of Dodoma, Iringa, Mbeya, Morogoro, Mwanza and Tanga.

MCA (T) expects that the contractors for the projects will be procured between December, 2009 and June, 2010 and construction completed before the end of 2012. The energy projects are expected to cost US $ 206.47 million.
Thus the successful implementation of the Short Term energy projects will raise power generation capacity to about 1985 MW by 2012/13.

In the Medium Term, the Plan envisages the implementation of the following projects; Ruhudji Hydro Power Plant (358MW) to be implemented in collaboration with the Aldwych Group and expected to be operational by 2015/16, Mchuchuma Coal (400MW), Ngaka Coal Fire power plant (400 MW) under NDC/ Private Sector Partnership to be operational by 2013/14, Kiwira Coal Power Plant Phase II (200 MW), Rusumo (60MW), Zambia, Tanzania and Kenya Inter-connector (200MW) by 2015, and Mnazi Bay gas may add up to 300 MW.   
In the Long Term, PSMP envisages the implementation of a number of projects including the Stiegler’s Gorge (2100MW), Rumakali (222MW), Mpanga (144MW) and Masigara (118MW). 

The progressive Short Term, Medium Term and Long Term National Projections for Peak Demand and Installed Capacity are depicted in Figure 4.1 whilst the corresponding National Capacity Generation is shown in Figure 4.2. Derived from Figure 4.1 is the fact that at any duration in reference, the projected Peak Demand can be met from the Installed Capacity. However in reality due to changes in climate, breakdown of installed infrastructure and mandatory shutdown due to maintenance, the Installed Capacity fails to meet the Peak Demand.
Table 4.5:
Power Sector Performance Indicators 
	YEAR
	2004
	2005
	2006
	2007
	 2008 

	Peak Demand (MW)
	508.65
	552
	603
	660
	729

	Installed capacity (MW)
	911
	953
	958
	1226
	1102

	Generation (GWh)
	3394
	3771
	3588
	4205
	4358

	of which Hydro
	2011
	1881
	1439
	2512
	2579

	of which Thermo
	1337
	1840
	2089
	1693
	1779

	Imports from Zambia and Uganda
	46
	50.4
	60.5
	60.5
	60.5

	Cumulative losses (as a % of power generated)
	23
	28
	34
	23
	19

	Number of customers
	606,000
	663,000
	638,000
	662,000
	>940,000

	Electrification rate (domestic customers per population) in %
	10
	10.6
	9.8
	10.6
	14.2


Source: TANESCO June, 2009
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4.3
Petroleum and Gas (PG) 

Tanzania Petroleum Development Corporation (TPDC) is a Parastatal Organisation under the MEM, responsible for promoting exploration activities on oil and natural gas. Prior to the onset of trade liberalization in the late 1990s, the Corporation was in involved in the importation of white petroleum products and production of various petroleum products from imported crude oil. However, under the trade liberalization policy this function was later taken over by the private sector. Further, with recent Government policy changes, including the enactment of the Petroleum Act of 2008, TPDC plans to resume retail and/or bulk trade in petroleum products. EWURA has procured a Consultant to prepare the necessary guidelines, procedures and regulations that will govern the petroleum business. The Government expects to have the mechanism in place by early 2010. Meanwhile oil and gas prospective companies have launched an Oil and Gas Association of Tanzania (OGAT) for mutual cooperation with the Government. OGAT aims at promoting best practice principles for the industry including health and safety, protection of the environment when carrying out operations, as well as advising the Government and TPDC on training needs for the industry.
4.3.1
Petroleum 
Exploration for Petroleum and Gas has been going on in Tanzania and only gas has so far been found at Songo Songo, Mnazi Bay and Mkuranga. As a result, the nation imports all of its liquid fuels. The annual demand is about 1.42 million metric tons; and due to increased economic activities, consumption of petroleum products is increasing by about 5 percent on the average. Over the past year the price of crude oil in the world market increased dramatically and reached US$ 147 per barrel by June, 2008. However, by January, 2009 the price had declined to an average price of US$ 38 per barrel due to increases in supply and general decline in world demand; and by July, 2009 the price had again risen to around US$ 70 per barrel. The trends in the world prices significantly affected domestic prices of petroleum products. The price of a litre of petrol on average increased to Tshs.1720 and that of diesel to Tshs.1923 and that of kerosene to Tshs.1368. With the decline in world prices and the intervention of EWURA from January, 2009 the domestic pump prices per litre have since declined to an average price of Tshs.1500 for petrol, Tshs.1450 for diesel and Tshs.860 for kerosene but these prices remain volatile. EWURA is now effectively regulating prices of petroleum products and is issuing maximum pump prices   after every two weeks. Meanwhile, Tanzania spends more than USD 190 billion per year on importation of petroleum products.

During the year 2008/09, exploration for petroleum and gas continued in licensed areas. A total of four (4) wells were drilled in the areas of Mkuranga (2), Mafia (1) in Coast Region and Mandawa (1) in Lindi Region. The well drilled in Mafia (Deep-1) has indicated the existence of natural gas reserves and is further being evaluated. In addition to the three Production Sharing Agreements (PSAs) signed by the government for exploration of petroleum and natural gas with the following companies;

· Dodsal Hydrocarbon and Power of India ( to explore Ruvu area)

· Funguo Petroleum of Australia (to explore West of Songo Songo area)

· Hydrotanz of Mauritius (to explore North of Mnazi Bay area); 

The Government through the Ministry of Energy and Minerals will conclude negotiating PSAs with four foreign companies. The companies include: Beach Petroleum of Australia (South of Lake Tanganyika); Motherland Industries of India (Malagarasi area); and Tower Resources of UK (Wembere area including Lakes Eyasi, Manyara and Natron). The fourth company, Ansco of Tanzania failed to meet the tender requirements for the Ruhuhu area. Thus the Ruhuhu area together with the areas south of Selous and Kilosa-Kilomero will be tendered to attract other interested investors. Negotiations with Tullow Oil of Ireland for the area north of Lake Tanganyika were affected by the global financial crisis while negotiations with Petrobas of Brazil for Deep Sea Bloc-8 have been affected by the ongoing stalemate between the Union Government and Zanzibar with regard to ownership and exploration rights.

The total number of active Production Sharing Agreements is 23. However in addition to companies mentioned above, the following companies are also involved in petroleum and gas exploration: Maurel and Prom of France, Statoil Hydro (Norway), Ophir Energy (Australia), Rakgas (Middle East), Ndovu Resources (UK), Dominion Oil and Gas (UK), Heritage Petroleum (UK), Artumas Group Inc.(Canada), Antrim Resources (Canada), PanAfrican Energy (UK) and Petrodel of UK.

4.3.2
Natural Gas 
Proven natural gas reserves are estimated to be over 64 billion cubic meters. Natural gas deposits in Tanzania are found at Songo Songo in Lindi region and Mnazi Bay in Mtwara region. The proven reserves at Mnazi Bay are estimated to be around 242 bcf. Of the four (4) gas wells, only one is being used due to lack of commercial demand. More recently, natural gas reserves have also been found at Mkuranga in Coast region. A gas pipeline with a distance of 232 km from Songo Songo to Dar es Salaam was constructed five years ago and is supplying natural gas for power generation; thermal application in industries in Dar es Salaam; and for use in households, institutions and vehicles to be converted to use gas. Mnazi Bay gas is being used by Artumas Energy for generating electricity for Lindi and Mtwara Regions.

Songas’ current installed capacity is 190 MW of electricity using natural gas. Likewise TANESCO has also commissioned a power plant at Ubungo of capacity 100 MW using Songo Songo gas. More plans exist to use the natural gas for power generation. A number of industries in Dar es Salaam are using natural gas to replace liquid fuel such as Heavy Fuel Oil (HFO), Jet Fuel, Diesel and LPG. As of May 2009, 26 industries in Dar e s Salaam as well as the Mgulani Military Barracks, use natural gas as their primary source of energy. Some of these industries include; Twiga cement, Tanzania Breweries, Kioo Ltd, a Number of textile mills, Tanzania Cigarette Company and others. About 21 more industries may be connected after completing negotiations.   Meanwhile, Artumas Group has installed capacity of 12 MW of power using Mnazi Bay gas. Since 2004 and up to May, 2009 the utilisation of Songo Songo gas and Mnazi Bay gas has resulted in foreign exchange savings of US$1.38billion and US$8.07 million respectively. These funds would have been used to import HFO, diesel, Jet Fuel and LPG for use in power generation and in industries.

In addition, TPDC and Pan African Energy Tanzania Ltd are developing retail distribution network for Compressed Natural Gas (CNG) in Dar es Salaam to serve more industries and other uses such as households and vehicles. Phase 1 of this project was launched in Dar es Salaam on 14 July, 2009 by the Minister for Energy and Minerals. This phase will cost US$ 3 million and is targeting constructing two CNG stations for use by at least 200 converted vehicles, and for distribution to Ukonga and Keko prisons in Dar es Salaam; the Muhimbili Hospital; JKT Mgulani; Hotels such as Southern Sun, Holiday Inn, Movenpick and Kempiski; and about 70 houses in the Mikocheni area.   

Phase 11 of the project is expected to cost US$ 32 million and will involve the construction of 45 kilometres of the main gas supply pipe and a network of gas distribution pipes of 20 kilometres in length. This phase will be targeting 30,000 households and 8,000 vehicles. The shift to gas utilization is expected to halve both the cost and dependence on charcoal and petroleum and will minimise impact on environmental degradation. The project will initially target transit buses like daladala, taxis, garbage collection trucks and delivery vans. However, other vehicle users can also benefit. Meanwhile, Triangle Tanzania Ltd together with BICO of the University of Dar es Salaam and ECO Motors teaming with Dar es Salaam Institute of Technology are the initial two Workshops that will be used in fitting the needed gadgets (compressors, dispensers, cylinders, regulators, etc) in vehicles in order to use compressed gas. The success of the pilot project is expected to result in foreign exchange savings of about Tshs.150 billion.     

Furthermore, TPDC is in the process of finding investors to collaborate in a study to explore the possibility of investing in a gas pipeline from Mnazi Bay to Mtwara and Lindi to supply gas for use in vehicles, households and institutions. 

As of June, 2009, about 15% of the natural gas produced was used by industries and 85%   was used for generating electricity. Meanwhile in order to encourage utilization of natural gas by households, vehicle owners, and institutions; the Government has decided to temporarily waive both excise and import duties on household appliances and vehicle conversion kits. Waivers are also aimed at reducing the use of charcoal and firewood.

During the 2008/09 budget year, the following activities were also carried out: 

· The Government has signed an Agreement with Artumas Group for the expansion of Mnazi Bay gas to electricity project in order to construct key infrastructure for power production, transmission and distribution to other areas of Lindi and Mtwara. In facilitating this development, the Government has disbursed Tshs.8.7 billion from the National Tariff Equalization Facility for the construction of a 33Kv transmission line to connect the townships of Nyangao, Masasi, and Lindi. The Contractor for the works has already been selected and procurement of equipment and materials is ongoing. Construction is expected to be completed by the end of November, 2009. This development is expected to enhance power accessibility from 17,000 households to 45,000 households. Meanwhile, Artumas Energy is in contact with REA/REF to explore the possibility of REA funding connection infrastructure to remote rural areas. Furthermore, in order to effectively manage the supply and distribution of electricity in the Mtwara and Masasi areas, EWURA is expected to approve and issue the requested licences to Artumas.

· Gas processing facilities at Songo Songo were fitted with valves capable of processing 90 million cubic feet of gas per day, up from 70 million cubic feet. Meanwhile, Songas has completed all the preparations for expanding the infrastructure for natural gas supply capacity to 140 million cubic feet per day. This will enhance the utilization of gas for power production, in industries, households and vehicles. EWURA is expected to issue a licence for this development. 

· EWURA started regulating gas prices from February, 2009. This resulted in the decline of the price of gas from US$1.42 per giga joule to US$0.52 thus giving relief to industries.

· TPDC has signed Memorandum of Understanding(MOU) with two Chinese Government Companies namely Chongqing Gas Group Corporation and Chongqing International(Holding) Economic and Technology Corporation in order to study the possibility of cooperating in the development of key infrastructure for distributing gas to households, institutions, and industries; and for further developing the project on compressed gas for use in vehicles.

· Requests for technical assistance and soft loans were submitted by TPDC to the Korean Economic Development Cooperation Fund and China for gas utilization programs.

Table 4.6:
Progress on Planned Activities for Petroleum and Gas Sub-Sector as per JESR 2008

	S/N
	PLANNED ACTIVITIES
	PROGRESS

	1.
	Establishment of National Oil Strategic  Reserves by TPDC
	In March 2008, the Government approved establishment of strategic fuel reserves. Implementation of this program is ongoing and TIPPER has been turned into a bonded warehousing facility with some of the Tanks now undergoing extensive rehabilitation.

	2.
	Involvement of TPDC in fuel trading
	Procurement of a consultant on fuel bulk purchases has been completed by EWURA with the appointment of Petroleum Development Consultants Ltd in January, 2009. A Draft Report has been submitted. The Consultant will also prepare standard agreements and regulations to be used by stakeholders in the sub-sector.



	3.
	Effective utilization of gas reserves: participation of TPDC in Mnazi Bay and Songo Songo business venture
	Under the Production sharing agreement, participation of TPDC has been set at 20%.  Any developments in the gas business therefore require TPDC investment of 20%. Feasibility study for utilization of gas for domestic use, institutions and in vehicles has been completed and a Pilot Project was launched on 14 July, 2009 at Ubungo in Dar es Salaam. First phase will cost US$ 3 million. Meanwhile MEM has allocated Tshs.4.809 billion for Songo Songo Gas Development. A 50% retention scheme has been approved by Government. TPDC is awaiting the implementation of the retention scheme starting 2009/10. The scheme will enhance TPDC participation in the investment activities. TPDC requires US$ 6 mil for Songo Songo gas, $28mil for Mnazi Bay and US$ I.4mil for gas distribution to industries in Dar es Salaam.



	4.
	New exploration agreements on petroleum and gas supply
	Six PSAs are expected to be concluded by MEM

	5.
	Approval of petroleum supply Act and Gas supply Act
	Petroleum Act 2008 was assented in June 2008.Regulations for the Act are being finalised. Meanwhile the Gas Supply Act is being further refined by incorporating stakeholders’ views from both sides of the Union; and is expected to be enacted before end of 2009.

	6.
	Investment in pipeline transport of petroleum and gas to promote  energy supply efficiency
	Memorandum of Understanding for the construction of a world class (200,000 bbls/day) refinery in Dar es Salaam and a refined petroleum products pipeline from Dar es Salaam to Mwanza (1,150 km) and a branch to Kigoma (from Tabora) was signed between Noor Oil & Industrial Technology (NOIT) of Qatar and the Tanzania Government. A project consortium has been formed between NOIT and Russo-German companies; NOIT still holds a one-year exclusivity on the project and has started  carrying out techno-economic feasibility studies on the two projects, including social and environmental impact assessments before an Implementation Agreement is signed. A project site has been identified in Mkuranga District in Coast Region. Further, investments in gas transportation and distribution will have to be governed by the Gas Supply Act currently under preparation. MEM will closely monitor the implementation of the two key projects.

	7.
	Extend gas pipeline to Tanga to improve energy mix
	The project is under consideration to determine its viability including the demand for gas in Tanga.

	8.
	Promote LPG as an energy fuel switch for environmental reasons.
	After Tax exemption, ORYX are now taking a lead on LPG importation and supply. BP also plans to invest into storage and importation of LPG.




4.4       Coal 
Tanzania coal reserves are estimated at about 1,200 million tonnes of which 304 million tonnes are proven and less than 150,000 tonnes per annum are presently being utilized. Main coal deposit areas are: Kiwira, Mchuchuma and Katewaka. Coal from Kiwira is currently used for generation of electricity of about 2 MW.  Furthermore, M/S. Kiwira Coal and Power Ltd have already signed an agreement to build an electricity generation plant with installed capacity of 200 MW by 2010. However the project has experienced problems in firming up the investment resources required to implement the project. Due to the importance of the project in adding power generating capacity in the short term, the Government is taking measures to bail out the company and ensure that the project is completed and operational by 2013. Mchuchuma coal is another potential project which could be developed to generate electricity and so far 400 MW are envisaged in the PSMP medium term plan. 

Opportunities also exist to promote use of clean coal briquettes for cooking in public institutions and households as a possible substitute to biomass fuels.  

4.5
New and Renewable Energy 
The renewable energy sub-sector is in its infancy with a limited number of project promoters, finance providers; service companies and planners. Renewable energy sources other than hydro contribute less than 1% of the national energy balance. Moreover, several studies, including the recently completed rural electrification study supported by AfDB show that renewable energy applications in Tanzania have good potential. The main bottlenecks to their development have remained the following:

· Lack of awareness on the new technologies coupled with limited capacity and knowledge on the same (e.g. nuclear, geothermal, solar, wind and biofuel);

· High investment and maintenance costs;

· Lack of Policy and Guidelines to support investments for some of them; 

· Fear and safety considerations e.g. nuclear power; and

· Inadequate Research and Development on renewable energy.

4.5.1
Hydro and Geothermal Power Potential 
The potential for hydropower development has been estimated to be about 4,700 MW. Out of this total, small hydropower generation (less than 10 MW) is about 390 MW of which less than 8 MW has been exploited. Although several studies have been conducted over the last decade, there are only a limited number of sites which could produce electricity at competitive cost. With regard to Geothermal Power, the estimated potential is about 650MW with potential sites being Lake Natron, Lake Manyara, Luhoi in Rufiji, Songwe in Mbeya and Lake Ngozi. The Songwe site has been studied in some detail and has indicated a potential of more than 10MW. However, more studies are required to determine the size of the reservoir. With regard to small hydro, potential sites are in Mbeya, Rukwa, Ruvuma, Kagera, Kigoma, Morogoro Tanga and Iringa. In Iringa Region, these sites are at Mhanga River (Kilolo), Ndembela River (Mufindi), Hagafiro, Uwemba, Itidza, and Balali Rivers (Njombe). 

A regulatory framework, including standardized power purchase agreements and tariff guidelines, specifically for SPPs (less than 10 MW) have been developed by EWURA. It is expected that the existence of the SPPAs and Rural Energy Agency and the Rural Energy Fund (REA/REF), will encourage more private sector investments in the power sub-sector. REA will stimulate and co-finance private sector led investments in modern energy services.

4.5.2
Solar 
It is estimated that about 2 MW of solar photovoltaic (PV) has been installed for various applications of which an estimated 30% is contributed by Solar Home Systems (SHS). The estimated sales of SHS are more than 500 to 600 systems per annum. However, most solar systems are institutional and are donor funded. Surveys of solar systems used for health and education institutions show low sustainability, with a high proportion of installed systems not fully working. In most cases after sales service and local maintenance arrangements are not in place. There have been, however, some positive developments in the past years. With assistance from Sida, six service providers have expanded their networks in rural areas of Kigoma, Rukwa, Mtwara, Mbeya, Ruvuma, Dodoma, Iringa, Morogoro, Coast Region and Tanga. Other projects were implemented in the Regions of Rukwa, Kigoma, Ruvuma, Shinyanga, and Tabora under the Tanzania Energy Development and Access Expansion Program (TEDAP). In addition, 200 artisans have been trained on how to install and maintain solar home systems. UNDP, through the Global Environment Facility (GEF), has a program that is now being replicated to cover Mwanza, Kagera, Mara and Shinyanga. Solar PV systems have already been installed in 33 healthy centers, 22 dispensaries and 11 secondary schools. Furthermore, a solar energy association has been established. Lastly, some of the dealers have established initial strategic partnerships with micro finance organizations and private organizations with rural outreach.

4.5.3
Biomass 
The bulk of energy consumed is from traditional biomass (fuel wood and charcoal) which represents about 90 percent of the total energy consumption. In addition, more than 80 percent of total primary energy (mainly in the form of biomass) is consumed in the rural areas. Likewise, there are considerable biomass resources in the form of agricultural wastes, forest residues and animal wastes which could be effectively utilized to produce energy and thus assist in redressing the concern of increasing scarcity of biomass fuels which affects women and children to the extent that they have to travel longer distances to collect firewood. Also relevant in this area is the whole question of efficient use of the biomass resources in order to save energy, and minimize health hazards, and control environmental degradation. To this effect, MEM is finalizing a biomass development strategy. As also reported in JESR 2008, some of the initiatives taken in the area of biomass energy include the following:-
· Efficient charcoal stoves have been developed and are in use with some success. COSTECH has coordinated and supported R&D for the development of prototypes;

· Efficient fish smoking kilns and brick firing kilns are now being designed and fabricated; 

· Recent studies also show that over 4,000 domestic-size biogas plants have been built over the last two decades. This makes Tanzania one of the leading biogas countries in Africa. In order to increase the use of biogas, the Government in collaboration with a company in the Netherlands has prepared a plan aimed at spreading the biogas technology in Tanzania;
· Use of saw-dust briquettes to replace wood fuel for cooking is on the increase; 

· Biomass for power generation is also available on a small scale. A 2.25 MW wood-fuelled power plant by the Tanganyika Wattle Company (Tanwat) in Iringa and a few bagasse fuelled cogeneration plants at TPC in Moshi (10 MW), Sao Hill (24MW), Southern Paper Mills Mgololo (10MW), Mtibwa and Kilombero (10MW) are typical examples of biomass potential for power generation; and
· The Tanzania Sisal Authority has commissioned a biogas electricity generation plant with installed capacity of 150 kW with possible expansion to 300 kW. The Common Fund for Commodities, UNIDO, and the Tanzania Sisal Board and Katani Ltd are financing the first pilot plant to produce biogas, electricity, process heat and fertilizer. The pilot plant is located in Hale, Tanga Region, and was inaugurated by President Kikwete in July 2008. To boost power generation from biomass, MEM inaugurated on 20 August, 2009, an International Centre of Excellence for capacity building for biogas and biomass utilization. It is estimated that up to 200 MW could be produced from annual urban wastes, and 45 MW from the sisal wastes currently being produced.      

The SADC Biomass Energy Conservation (SADC-ProBEC) programme under the MEM conducted the following activities;
· 60 prototype barns for curing tobacco were constructed and tested in Tabora. Preliminary results show that up to 50% savings of wood (compared to traditional curing barns) could be realized; and

· 40 artisans in Songea and Mufindi were trained in fabrication of efficient charcoal stoves.

In order to minimize health hazards emanating from burning of firewood/charcoal (pollutants and other emissions that may lead to infections or respiratory diseases), MEM in collaboration with COSTECH, Ardhi University and TIRDO conducted laboratory studies on gas emissions arising from the burning of coal/charcoal briquettes. Preliminary results point to the necessity of improving further the technology used in the production of briquettes in order to reduce the sulphur content and other sources of poisonous gases in the briquettes, thus protecting the health of users. 

4.5.4
Bio Fuels 
Liquid bio fuels which are derived from various crops and animal fats provide alternatives for fossil diesel and gasoline. The MEM promotes monitors and coordinates all initiatives and activities on bio fuel use and development. Currently there are 30 institutions involved in bio fuel development and more private developers are showing interest to develop this environmental friendly source of energy fuel which shows a bright future. Some of these developers include: Sun Bio fuels Tanzania Ltd (Kisarawe-Coast Region), Sweden’s Sekab BioEnergy Tanzania (Bagamoyo and Rufiji), PROKON Renewable Energy Solutions and Systems Ltd (Mpanda), Bioshape Tanzania Ltd (Kilwa), Diligent Tanzania Ltd (Arusha, Manyara, Kilimanjaro), TaTEDO (Coast, Dar es Salaam, Arusha), Kikuletwa Farm (Kilimanjaro), JKT (various camps), and the Farming for Energy for better Livelihood in Southern Africa(FELISA) in Kigoma Region. It is evident that large scale bio-fuels production, such as ethanol from sugar cane, palm oil, jatropha would require supportive policies and regulations for start-ups, in order to secure investments and markets. To this effect, the following activities started in 2007/08 were pursued during 2008/09;

· The MEM continued with general awareness creation while guidelines for bio fuel investments were completed by end of 2008. The Guidelines will be a stop-gap measure while the Government continues with the preparation of a National Bio fuel Policy and the associated legislation, all expected to be completed before the end of 2010. 

· Consultations with the Swedish and Norwegian Governments on joint development of Policy, Legal, Regulatory and Institutional Frameworks for bio fuel projects in Tanzania were concluded and an agreement to that effect was signed on 22 December, 2008 whereby the Governments of Sweden and Norway agreed to contribute US$3.1million and the Government of Tanzania US$372,500.

Since biofuel energy development involves cumulatively the conversion of big land into energy crop plantations, it is expected that growing crops for bio fuel extraction will take into consideration concerns on maintaining national food security, environmental conservation, and preserving land for future agricultural expansion and forest development. 
4.5.5
Wind Energy 
Development of wind propelled energy systems has been tried. Micro turbines of 8kW have been installed as well as wind mills for water pumping. The Government in collaboration with Denmark has conducted studies and mapped potential areas for generating electricity using wind energy in Regions of Arusha, Dar es Salaam, Tanga, Mtwara, Iringa, Kilimanjaro, Manyara and Rukwa. Potential sites for investments in wind energy include Karatu in Arusha, Gomvu in Dar es Salaam, Mkumbara in Tanga, Litembe in Mtwara, the area around Makambako in Njombe district, some areas in Singida region and Same district in Kilimanjaro region. The feasibility studies for Makambako and Singida have already drawn interest of investors in setting up wind farms for electricity generation. Two firms called Wind-EAI and Power Pool East Africa  are establishing two wind energy farms at Kititimo in Singida Region after  getting the necessary approvals from TANESCO and EWURA. To begin with, Wind-EAI is developing 50MW and Power Pool EA 30MW. Power Pool EA has also shown interest on the Makambako site. The fact that wind based technology is considered environmental friendly gives an added advantage to investors who can draw on benefits under Clean Development Mechanism (CDM) from carbon credits.

4.5.6
Clean Development Mechanism (CDM) Projects  
The Kyoto protocol introduced flexible mechanisms for compliance of green house gas emissions. Subsequently, the OECD countries and companies regulated by them can meet part of obligations by “purchasing” carbon credits from projects overseas. The latter creates opportunities for resources to flow from OECD sources to support clean and sustainable projects worldwide. The status of CDM projects in Tanzania has recently been compiled by Miyungi (2008) and by a study done by the World Bank. The proposed list of potential CDM projects, include power production from sisal waste biogas, biomass gasification and some hydro projects.  In addition solar power and wind energy could also qualify.
4.5.7
Energy Conservation and Efficiency 
The SADC-ProBEC program under the Ministry of Energy and Minerals conducted an energy audit for large industries in Dar es Salaam, Tanga, Kilimanjaro, Mwanza and Mbeya. A similar audit was also conducted in Government buildings. The audit showed that major losses are caused by use of sub-standard power equipment or poor power factor and lighting system; old age equipment and use of inefficient air conditioners and transparent glass. The audit showed that up to 40% of energy could be saved if these factors are addressed. In order to promote rational use of energy efficiency and conservation, MEM could develop appropriate guidelines and legislation to that effect. In addition, MEM in collaboration with TANESCO could effectively implement Demand Side Management Strategy in order to reduce power consumption in homes and in energy intensive industries. It is estimated that up to 20% of the energy used could be reduced and this is equivalent to about 120 MW. The power saved could be utilized elsewhere.  

4.6
Priority Strategic Areas and Energy Sector Performance Indicators
4.6.1
Priority Strategic Areas
JESR 2008 identified three strategic goals in the context of the Power Sub Sector Development Plan. As pointed out in the review process, the goals form the main focus of the Tanzania Energy Development Access and Expansion Project (TEDAP), which is being financed by the World Bank, the Government, and TANESCO under the overall coordination of the World Bank effective from April, 2008. Moreover Sida, JICA and AfBD are also supporting investments in T&D to ensure quality of supply. TANESCO is using 15% of its revenue collections on strengthening transmission and distribution systems. Due to the importance of those goals to the energy sector developments, these goals have been reproduced in this report with updated information regarding their implementation. As was done in 2008, a summary table has been prepared as seen below.

Table 4.7:
Strategic Goals for the Power Sub Sector (Source: World Bank TEDAP Report No.40771-TZ)
	S/N
	STRATEGIC GOALS
	DESCRIPTION
	PROGRESS

	1.
	Ensuring appropriate long-term generation capacity

	Sufficient capacity in generation is assured in the near term, but it is essential that a least cost generation plan is put in place and followed. It is also necessary to ensure that the new capacity additions are least-cost, transparent, and competitive procurement processes are followed.
	Government has prepared a new long-term least-cost Power System Master Plan (PSMP) which is being implemented. To strengthen the transparency of new transactions, EWURA commissioned a study financed by U.S. Trade and Development Agency (USTDA) to establish regulatory rules that will support competitive procurement of new generation capacity. A Consultant has submitted a Draft Report in July, 2009.



	2.
	Ensuring quality of supply
	There are large investment needs currently in transmissions and distribution (T&D) sub-sectors, as little investment had gone into maintaining and replacing the network since late 1980’s due to low tariff levels. Correspondingly, the quality of service has to a large extent deteriorated and steps are on course to address the problem. Current system wide losses are about 20%. A T&D   investment program is now in place financed by TEDAP and MCC (T) Programs. 
	TANESCO has developed a 5-year investment plan, which estimates urgent investment needs of about US$1.3 billion (including expansion of TANESCO’s grid). Of these urgent investments, TANESCO has identified priority investments of about US$112 million to upgrade the network in three main urban areas – Dar es Salaam, Arusha and Kilimanjaro. The upgrade of T&D system will improve service in the key urban areas, reduce losses and improve revenue streams. TEDAP also targets off-grid electrification by using new and renewable energy sources in homes, institutions and in productive economic activities. It also aims at strengthening technical capacities of EWURA, REA, MEM and TANESCO. Meanwhile EWURA has approved TANESCOs’ customer service charter which will be operational from Jan. 2010. Further, EWURA in consultation with TBS are developing technical specifications which will ensure quality of supply of electricity.

	3.
	Ensuring long-term financial sustainability of TANESCO

	The average tariff charged by TANESCO is not able to generate enough revenues to meet operational costs. The current cost of supply to final consumers for TANESCO is Tsh. 164/kWh and the average tariff charged is around Tsh. 120/kWh


	TANESCO requested for significant tariff increase to meet its long-term capital investment plans. In Jan. 2008 a tariff increase of 21.7% was approved by EWURA. However the increase was only to cover its operation and maintenance costs, except for depreciation and provision for doubtful debts, and would fully cover costs for new connections. TANESCO is undertaking a cost of service study to enable EWURA to come up with cost reflective tariffs.

Meanwhile EWURA has developed 2009 Guidelines for Tariff applications on cost reflective basis.


In addition, Human Resources Development is key to TANESCO’s sustainable operations. The ongoing training needs assessment study should be able to identify the needed skills that will be part and parcel of the five year staff development program.

4.6.2
Energy Sector Performance Indicators
Sustainable and affordable energy supply is a prerequisite for successful implementation of goals stipulated in the MKUKUTA for the energy sector. These are drawn under Cluster I and Cluster II. They were identified for implementation and monitoring by MEM and the possible indicators to measure attainable targets are presented in Table 4.8. In order to monitor the suggested indicators, broader monitoring and evaluation system needs to be put in place. 

Table 4.8: Energy Sector Performance Indicators
	Cluster I: Growth and Reduction of Income Poverty

Goal 6:
Provision of reliable and affordable energy to consumers

	Operational targets
	Sub Category
	Cluster Strategies
	Intervention Package
	Indicators

	Liberalisation of the power sub-sector 
	Energy

Efficiency
	Regularly update the power systems master plan; and implementation of power projects according to the Power System and Rural Energy Master Plan
	Review of Power Master Plans
	· Cost reflective tariffs in place
· Increased connectivity

· Increased grid expansion

· Increased private sector participation

· A conducive marketing structure in place

· EWURA fully independent and responsive to investors and consumers

	
	
	
	Review of investment proposals from developers
	

	
	Sustainability and Environment
	Promote efficient environmentally benign energy development
	Enforce measures for increasing adherence to guidelines and regulations
	· Increased use of alternative modern sources of energy 
· EWURA fully independent and responsive to investors and consumers
· Reduction in technical and commercial losses



	
	
	Guidelines and regulations for reduction of energy transportation, transmission and distribution losses reviewed, enforced
	Monitor performance of energy systems
	

	
	
	Promote rational use of energy and energy efficiency and conservation in all sectors of the economy 
	Prepare a programme on Energy Conservation  and Efficiency Use
	· Increased use of energy efficiency systems in households, commercial buildings and industrial establishments
· Undertaking of energy auditing

	
	
	
	Sensitise relevant stakeholders to implement the programme
	

	
	Reforms
	Promote efficiency and effective generation and use of the power utility
	Finalise restructuring of power sub-sector
	· Increase in IPPs

· PPAs standardized

· Increased tempo in district and rural electrification
· Gas Act in place and operational 



	
	
	
	Private generation and distribution
	

	At least three Production Sharing Agreements (PSA) negotiated, concluded and signed annually 
	Energy resources
	Develop and promote utilization of indigenous energy resources and diversification of energy sources
	Identify viable sources of energy
	· Number of PSAs signed

· Promotional activities carried out

· Increased use of gas as a source of energy for power generation, industrial use, institutions, households and vehicles

· Gas Act in place and operational 

· Number of wells  drilled

	
	
	
	Disseminate information to investors
	· 

	
	
	
	Development of potential sources
	· 

	
	Petroleum exploration
	Publicized petroleum exploration data
	Promote on-shore and offshore petroleum exploration
	· 

	Cluster II: Improvement of quality of Life and Social Well-being



	Goal 4: D. Access of the Rural Population to Modern Energy Services

	Operational targets
	Sub Category
	Cluster Strategies
	Intervention Package
	Indicators

	Institutional arrangement for rural energy development established and strengthened
	Organization
	Put in place right institutional arrangements to increase rural people’s access to modern energy
	Formulate a Rural Energy Policy Master Plan
	· Rural Energy Policy Master Plan in place and operationalized

· Institutions working in energy activities in rural areas

· Increased number of projects being implemented 

· 3% REF Levy operational

	
	
	
	Strengthen Rural Energy Agency
	

	
	
	
	Strengthen Rural Energy Fund
	

	Contribution of solar, wind, biomass and coal for electricity generation increased from the 0.5% in 20003 to over 3% from 2010
	New and renewable energy
	Facilitate the fast uptake of new and renewable energy sources of energy
	Promote harnessing of renewable energies
	· Number of IPPs in renewable energy projects

	
	
	
	Promote coal electricity for generation and thermal applications
	

	Over10% of the population using alternatives to wood fuels for cooking
	Alternative Energy
	Develop and promote non-wood fuels for cooking and other thermal applications
	Promote biomass technology and coal briquettes for cooking
	· Increased number of households and institutions accessing modern energy sources and efficient energy saving stoves 


4.7
An Overview of TANESCO FRP
TANESCOs Financial Recovery Plan (FRP), has to a large extent lead to an improvement of TANESCOs operations. Most of the conditions for the success of FRP are being implemented. The updated progress in FRP issues includes the following:-
· Songas Debt Restructuring; 
The World Bank proposed mechanisms to finance the implementation of the option in the Songas Power Purchase Agreement that allows the government to reduce capacity charges by refinancing up to 75% of costs associated with the engineering, procurement and construction of the Ubungo Expansion Project (UEP). The financial support has resulted in substantial reduction in Songas capacity charges to TANESCO, thereby reducing the cost burden on the utility
· IPTL Heavy Fuel Oil (HFO) to gas conversion;
The World Bank was expected to support the Government in implementing the IPTL Heavy Fuel Oil (HFO) conversion to gas. This would lead to reduction in the cost of power generation, thereby assuring least cost supply in the sector. The acquisition of IPTL has been suspended until 2010 due to insufficient gas processing capacity at Songo Songo and the ongoing ICSID arbitration filed by IPTL. 

· Investment in increased Permanent Generation;
TANESCO has commissioned a 100 MW Permanent Power Plant at Ubungo based on gas in April, 2009 and another 45 MW gas power station in Tegeta will become operational in October, 2009. Other key projects include 100 MW Ubungo II Gas Power Station and 60 MW Mwanza Thermal Power Station, all expected to come on stream by 2010/11. 

· As reported in the JESR 2008 Report, TANESCO debt restructuring has been completed;

· A tariff increase of 21.7% was approved by EWURA in January, 2008. The increase is assisting TANESCO to cover operational and maintenance costs as well as connection costs. An ideal cost reflective tariff must be developed;

· Government support for leased emergency power plants namely Aggreko (40 MW), and Alstom (40MW) has elapsed and TANESCO no longer buys power from these sources; and

· Hydrology management in catchments areas especially along the Mtera, Kidatu, Kihansi and Pangani Systems has been an ongoing activity by both Central and Local Governments. The Government of Tanzania has relocated farmers and cattle herders from the Usangu Plains and is re-enforcing water rights in the Great Ruaha River and Pangani River Basin. The steps taken have increased the water flows into the reservoirs. 
As reported in JESR 2008 Report, the FRP improved TANESCO’s revenue collections reaching 96% in 2007. The syndicated loan of Tshs.300 billion has helped TANESCO to improve both their operations and liquidity. TANESCO’s operational losses have declined from Tshs.96 billion in 2006 to less than Tshs.20 billion in 2008 and the Corporation expects to realize a modest profit in 2009. However, TANESCO has to constantly address the problem of high operating costs in generation, transmission and distribution as well as minimizing technical and commercial losses. Tackling this strategic issue will make TANESCO’s operations financially sustainable.
5.0
GOVERNMENT AND DEVELOPMENT PARTINERS INITIATIVES AND INTERVENTIONS ON PERFORMANCE AND PLANS
The Government and Development Partners Initiatives and Interventions manifests on policy matters, budgetary support, supporting projects implementations and overseeing overall sector performance. These initiatives and interventions are in record on several Government and Ministry documents. The following efforts are records obtained from these documents:
5.1
Progress in the Implementation of Development Projects-July 2008 to June 2009
During the budget year 2008/2009, the Government allocated funds for capital development in the energy sector as depicted in Table 5.1. An analysis of the budget allocation shows the following:-
· The amount disbursed was about 14% of the approved budget for capital development funds for 2008/09. This is lower than the 92% for 2007/2008;
· The budget allocation was generally lower across the board than the 2007/2008. This is negatively affecting the implementation of projects in accordance with MKUKUTA priority areas. About 13% of the total amount disbursed was used for rural electrification and renewable energy, the previous year’s value was 53%. On the other hand, TPDC was allocated less than 38% which was slightly higher than 32% for 2007/2008, while institutional support project and environment under the Energy Department received a mere 1% against 12.5% for 2007/2008.
Table 5.1 shows the progress report in implementation of the 2008/2009 plans. Some highlights and observations on the report are:- 
· Generally, the majority of the planned activities were continuing being executed at the end of the year. Apparently, funds for electrification of earmarked District Headquarters were received and the implementation undertaken;
· However, TANESCO’s capacity to handle all the energy projects including possible rural electrification projects need to be ascertained. If need be, the MEM should explore a more efficient system to implement the projects including improved procurement procedures and putting on the ground adequate manpower capacity for the utility company.
Table 5.1: Progress in the Implementation of Development Projects-July 2008 to June 2009
	Name of Project
	Planned Activity
	Budget

T.Shs

’000
	Amount Disbursed

T.Shs ’000
	Progress

	Project monitoring and Coordination
	Supervising the implementation of activities of the energy sector
	250,000
	250,000
	(i) Draft contract between the Government and Artumas for operating Mnazi Bay gas project was prepared.
(ii) Successful negotiations with the sponsors of Ruhudji Hydro scheme to be executed as planned
(iii) Engaging a consultant to strengthen the North Eastern Electricity System.
(iv) Monitoring the on-going Tanga-Pemba and Dar es Salaam-Zanzibar marine cable for scheduled execution.

	Rural Electrification
	Extension of electricity grid connection to the following districts: Bukombe, Kilolo, Ludewa,  Kilindi, Mbinga and Simanjiro.
	1,378,533
	1,378,533
	(i) Supply of electricity to Chief O. Mango’mbe Sec. School., Bahi, Uyui, Mkinga, Bukombe, Kilolo, Ludewa, Kilindi, Mbinga, and Simanjiro districts was concluded. 
(ii) In addition other districts and townships electrification is in progress to include: Mto wa Mbu, Monduli, Ngage B, Matema Beach 
(iii) A set of generators for electrification of Kigoma and Ujiji is expected to be completed by September 2009
(iv) Electrification of the Districts headquarters of Ngorongoro, Kibondo, Kasulu, Sumbawanga, and Nkasi was underway. Also the following on-going projects are being executed: Electrification in villages in Ukerewe, Itiryo in Tarime, Bukene in Nzega and Berega Hospital in Kilosa.

	Rural Energy Agency and Rural Energy Fund
	Rural electrification 
	10,000,000
	2,800,000
	Cf: Previous


	New and Renewable Energy Development
	Looking into the development and promotion of alternative energy sources (wind, solar, geothermal) and transformation of Rural Photovoltaic (Pv) market in Tanzania.
Rural Pv Market (Barrier Removal)
	1,084,320

750,000
	903,823

304,923


	(i) There have been positive developments in this area. With assistance from UNDP/GEF and Sida/MEM.
(ii) Solar energy is being developed in rural areas of Mwanza, Kagera, Mara, Ruvuma, Dodoma, Lindi and Shinyanga. 
(iii) Potential sites for wind energy development include Makambako, Singida, and Same. Two firms are establishing a 50-80 MW Wind Energy Farms at Singida after getting necessary approvals from TANESCO and EWURA.
(iv) MEM has identified potential geothermal sites in areas of Songwe and Lake Ngozi.
(v) Feasibility studies have been undertaken for 11 Mini-hydro potential sites in Iringa and Mbeya. 
(vi) Guidelines for Biofuels development are in place and a Contract to develop Policy and the Legal Framework was signed between the Government and Sweden. In the agreement the Governments of Sweden and Norway shall contribute 3.1 Million US $ and the Tanzanian Government US$ 372,500.

	TPDC
	Petroleum and gas exploration and preparations for trading in petroleum products.
	1,500,000
	1,250,000
	(i) Four (4) prospective wells were drilled, 2 in Mkuranga, 1 in Mafia-Coast Region and 1 in Mandawa-Lindi. The Mafia well has indicated prospects for availability of Natural gas and further investigation is being undertaken.
(ii) Four (4) prospecting companies were awarded tender for petroleum exploration. These were Beach Petroleum of Australia (Lake Tanganyika), Motherland Industries of India (Malagarasi); Tower Resources of England (Wembere around Lakes Eyasi, Manyara and Natron); and Ansco of Tanzania (Ruhuhu). Ansco however, did not meet the tender conditions.


	Natural gas development, Songo Songo refinancing and Mnazi Bay 
	(i) Natural gas development

(ii) Refinancing Songo Songo
(iii) Mnazi Bay gas 
	3,367,158
59,040,000

8,700,000
	2,534,074
3,562,154

8,700,000
	(i) The Natural Gas Act 2008 was prepared but is yet to be submitted to Parliament for enactment in November 2009;
(ii) Up to May 2009, a total of 26 industries and 1 TPDF centre in Dar es Salaam were connected to Songo Songo gas supply. 
(iii) The intervention of EWURA has enabled to reduce the unit cost of the gas from US $ 1.42 to 0.52;
(iv) Songas has enabled expansion of its daily gas production capacity from 70 to 90 Million cubic feet per day;
(v) The Government has entered into a contract with Artumas for Mnazi Bay Natural gas infrastructure development for the production and distribution of the gas for domestic-industrial and electricity generation in Lindi and Mtwara Regions. 
(vi) The Government has facilitated for the construction of 33 kV line for Nyangao, Masasi and Lindi. The contractor is expected to accomplish the assignment in the August-November 2009 period.


	TEDAP
	(i) Rehabilitation of electricity grid connection  in Dar es Salaam, Kilimanjaro and Arusha

(ii)  Improvement of electricity supply to substations.
(iii) Expansion of Off-grid electrification

(iv) Sectoral Technical Assistance 
	1,500,000
27,160,000

17,000,000

3,840,000
	1,056,393
1,181,409
0
0
	(i) Reports from MEM show that there has been ongoing rehabilitation of Transmission and Distribution systems in the earmarked areas.

(ii) Work on improvements of electricity supply to sub-station in Dar es Salaam has started.
(iii) TANESCO has commissioned a permanent power plant of 100MW at Ubungo using natural gas.

	Other Projects

(i) Oysterbay substation

(ii) 132 KV Makambako

(iii) Tegeta 45MW Gas fired plant

(iv) Ubungo II 100MW  gas fired plant

(v) IPTL conversion

(vi) Electricity V
	To strengthen electricity distribution in Masaki, Mikocheni and Oysterbay

To strengthen and distribution electricity in villages and townships in Arusha, Shinyanga, Mwanza and Dar es Salaam
	11,700,000

3,156,177

30,600,000

66,322,000

24,000,000

42,068,206
	0
186,352
17,851,246
0
0

100,000
	(i) Inauguration of the project was undertaken in June 2009, the work is in progress, expected to be completed by 2010.
(ii) This is a Swedish Funded Project. The contract procurement was reported to be in place and shall be concluded in August 2009. The project is expected to be completed by December 2013

(iii) The project is in progress and is expected to be completed by October, 2009 and commissioned in November.
(iv) The tender for the project was initiated in April 2009 and the tender award shall be in October 2009.
(v) Bench prototype testing was concluded by Wartsila of Finland. However the project is disputed in court of law. The Government is negotiating to resolve the issue.
(vi)  The project is in progress.

	Institutional Support
	Capacity building
	150,000
	150,000
	The programme has been undertaken for building technical capacity for data collection, planning and analysis.

	TOTAL
	
	313.6 billion
	42.2 billion
	


5.2
Analysis of the Plans and Budget Allocation for 2009/10  

5.2.1
Plans

The Governments’ Plan and Budget for the period 2009/2010 is an effort to implement the Millennium Development Goals (MDGs), the Vision 2025, MKUKUTA strategies and the 2005 Election Manifesto. The resources allocation from both the Government and Development Partners in the Energy sector is aimed at addressing the following areas:-
· Project Monitoring and Coordination;
· Provision of access to electricity for both rural and urban population but much so for the rural population;
· Strengthening initiatives for the development of New and Renewable energies, Hydro Power Capacity studies, and Development of Natural gas;
· Putting in place Contingency and Emergency Power Plants and support to energy facilities;
· Facilitating Capacity Building to include TANESCO Optic Fibre Cable Communication and Institutional Support.
In relation to the plans, the following are among the major key projects that are envisaged to be undertaken:-
· Electrification of the four (4) District Headquarters of Kasulu, Kibondo, Ngorongoro and Nkasi;
· Strengthening the capacity for rural electrification;
· Implementation of the MCC /MCA (T) funded projects;
· Expansion of electricity transmission lines;
· Implementing the Tanzania Energy Development and Access Project; 
· Implementation of procedures for the installation of Power Plants (Ubungo II, Mwanza HFO, Kinyerezi and Tegeta);
· Revision/Completion of projects (IPTL, Small Power Producers, Electric V);
· Establishing strategic fuel reserves and put in place a mechanism for bulk fuel procurement;
· Investment in Natural gas development and utilization; and
· Implementation of Institutional Support including Human and Physical Resources, Capacity Building and monitoring and coordination.
The Government shall strive to accomplish the planned projects and provide for the implementation of the Power Systems Master Plan (PSMP) to enable taking the right interventions to expand the power generation capacity and energy availability to the community at large.
5.2.2
Budget
The total Capital Development Budget allocation for 2009/2010 in the energy and petroleum sub-sectors was Tshs. 212,075,242,000 (Table 5.2 and Table 5.3) out of which Tshs. 91,863,691,000 (43.3%) is local and Tshs. 120,211,551,000 (56.7%) is from DPs. The percentage values for the year 2008/2009 were 30% and 70% respectively.
Table 5.2: 2009/2010 Budget Allocation for Development Projects
	Code
	Project Name
	Allocation appearing in 2008/09
	Local (Tshs.)

’000
	Foreign (Tshs.)

’000

	3001-3102
	New and Renewable Energies Transformation of Rural Photovoltaic Market in Tanzania
	√
	1,200,000
	801,750

	
	Biofuel Development in Tanzania
	
	1,000,000
	801,748.5

	
	Other Renewable Energies (e.g. Solar, wind, biomass and geothermal)
	
	200,000
	-

	3001-3109
	Energy and Climate Research
	
	
	3,571,020

	3001-3111
	Support Project for Stable Power Supply
	
	
	463,200

	3001-3112
	Rural Electrification
	√
	45,524,153
	

	
	Electrification of Magindu
	
	1,351,441.8
	-

	
	Electrification of Mbwewe
	
	1,462,490.7
	-

	
	Electrification of Malya/Sumve
	
	714,195
	-

	
	Electrification of Ihanja
	
	658,423
	-

	
	Electrification of Mvumi/Mlowa
	
	1,264,116
	-

	
	Electrification of Mchinga A&B
	
	947,826.7
	-

	
	Electrification of Mgwashi
	
	1,095,148.6
	-

	
	Electrification of Itiryo-Tarime
	
	769,293.85
	-

	
	Electrification of Bukene
	
	1,264,116
	-

	
	Electrification of Berega
	
	1,056,115.9
	-

	
	Generator procurement for Kasulu, Sumbawanga, Kibondo
	
	34,910,474.25
	-

	3001-3113
	Rural Energy Agency and Rural Energy Fund
	√
	29,031,037.7
	7,832,990

	
	Rural Energy Fund-REF
	
	29,031,037.7
	5,529,300

	
	Electrification of Ukerewe
	
	-
	1,209,073

	
	Electrification of Simanjiro
	
	-
	700,378

	
	Electrification of Serengeti and Bunda
	
	-
	394,239

	3001-3117
	Rural PV-Market (Barrier Removal)
	√
	
	800,830

	3001-3120
	Reinforcement of Transmission and Distribution facilities in Oysterbay Sub-Station
	√
	
	11,580,000

	3001-3121
	132 kV Makambako-Songea Transmission
	√
	
	1,290,170

	3001-3136
	Tegeta 45MW Gas fired Plant
	√
	
	2,000,000

	3001-3145
	Hydro Power Studies
	
	
	460,780

	3001-3146
	REA Capacity Development
	
	
	718,800

	3001-3147
	Emergency Power Plants
	
	1,000,000
	

	3001-3148
	Energy Facility
	
	
	446,380

	3001-3176
	Natural Gas Development
	√
	9,167,500
	699,338

	
	Songo Songo Gas  Development
	
	4,110,000
	-

	
	TZ-Songo Gas Development and Power Generation
	
	-
	699,342.4

	
	National Tariff Equalization Fund for Mnazi Bay
	
	5,057,500
	-

	3001-3191
	Electricity V Project
	√
	150,000
	8,000,000

	3001-6298
	Institution Support to MEM
	√
	700,000
	184,310

	3001-3110
	TZ-Access Expansion Project
	√
	2,091,000
	22,833,270

	3001-3115
	Petroleum Subsector Development Project
	√
	3,000,000
	

	Sub Total Vote
	
	91,863,691
	61,682,838

	Grand Total
	
	153,546,529


Source:
Vote 58, Ministry of Energy and Minerals, Public Expenditure Estimates – Development Votes, Vol. IV (Part – A), for July 2009-2010 Submitted to the National Assembly.
In addition to the above projects, the following energy projects are being implemented under the MCC/MCA (T) Programme:-

Table 5.3: 2008/09 and 2009/2010 Budget Allocation for MCC/MCA (T) Energy Projects
	Code
	Project Name
	Allocation in 2008/09
(Tshs.)

’000
	Local (Tshs.)

’000
	Foreign (Tshs.)

’000

	1007-3142
	Zanzibar Interconnector
	4,532,043
	-
	21,454,400

	1007-3143
	Construction of Malagarasi Hydropower and T/Distribution 
	8,469,700
	-
	15,169,971

	1007-3144
	Rehabilitation and Extension of TANESCO Distribution System 
	6,637,300
	-
	21,904,342

	MCC/MCA (T) Total
	19,639,043
	
	58,528,713


5.3
Budget Summary

The Government and Development Partners intention to undertake the accomplishment of previous and new projects is reflected in the compounded summary of the 2009/2010 Budget Allocation to the Sector (Table 5.4 (i)).
Table 5.4(i):
Energy Sector Budget Allocation Summary
	S/N
	Priority Area
	Allocation Tshs.  ’000
	%

	1
	Projects on Infrastructure and Grid Expansion (TANESCO 15.7% and TPDC 6.9%)
	47,944,440
	22.6

	2
	Rural Electrification and Alternative Energy
	95,057,599
	44.8

	3
	Others (5%) and MCC/MCA (T) projects (27.6%)
	69,073,203
	32.6

	Total Allocations
	212,075,242
	100


Source: Derived from Tables 5.2 and 5.3
While the above reflects the budgetary implications for the year’s undertakings, Table 5.4(ii) lists Short and Medium Term Projects that have been identified by the PSMP:-

Table 5.4(ii):
Short and Long Term Projects under PSMP

	I: Short Term Generation Projects

	Project/Plant
	Location
	Energy Resource
	Capacity (MW)
	Year of Operation
	Financing Status
	Remarks

	Tegeta
	DSM
	Gas
	45
	2009
	Govt/TANESCO
	Ready by Nov. 2009

	IPTL
	DSM
	HFO
	100
	2010
	Govt/TANESCO /World Bank
	Conversion to gas

	Cogeneration
	Mufindi/Sao Hill and others
	Biomass
	40-50
	2011
	Private developers
	

	Mwanza
	Mwanza
	HFO
	60
	2010
	Govt/TANESCO
	Tender award stage

	Ubungo II
	DSM
	Gas
	100
	2010
	Govt/TANESCO
	Tender award stage

	Wind
	Singida
	Wind
	50-80
	2012
	Private
	Licenses granted 

	Kinyerezi
	DSM
	Gas
	240
	2013
	Govt/TANESCO /DPs
	Funds mobilization

	Kiwira
	Mbeya
	Coal
	200
	2013
	Govt/TANESCO/China
	Funds mobilization

	Rusumo
	Ngara
	Hydro
	21
	2015
	Govt/TANESCO
	

	Malagarasi
	Kigoma
	Hydro
	8-24
	2012
	MCC/MCA (T) 

USD 53.7 m 

	· Upgraded from medium to short term
· Tendering stage

· Funds mobilization completed

	Ngaka
	Ruvuma
	Coal
	400
	2013
	NDC/Private sector partnership
	

	Mtwara AGP (Artumas Power Group)
	Mtwara Mnazi Bay
	Gas
	300
	2013
	Private sector
	

	
	
	
	
	
	
	

	II: Medium Term Generation Projects

	Project/Plant
	Location
	Energy Resource
	Capacity (MW)
	Year of Operation
	Financing Status
	Remarks

	Ruhudji
	Njombe
	Hydro
	358
	2016
	Under negotiation
	Aldwych will participate 

	Interconnector I
	Kenya/
Zambia
	
	200
	2015
	Government/DPs
	Under negotiation

	Rumakali
	Makete
	Hydro
	222
	2018
	Government/DPs
	

	Stieglers’ Gorge I
	Rufiji
	Hydro
	300
	2020
	Government/DPs/ Private sector
	

	Interconnector II
	Kenya/
Zambia
	
	200
	2021
	Government/DPs
	

	Stieglers’ Gorge II
	Rufiji
	Hydro
	600
	2023
	Government/DPs/ Private sector
	

	Mchuchuma
	Ludewa
	Coal
	400
	2015
	NDC/Private partnership
	

	
	
	
	
	
	
	

	III: Short and Medium Term Transmission Projects 

	Project Name
	Distance

km
	Year of Operation
	Financing Status
	Remarks

	132kV Musoma – Nyamongo
	100
	2009
	USD 25m
	Completing project activities

	132 kV Makambako – Songea
	250
	2013
	USD 70.4 m
Sida/Govt
	Tendering stage

	400kV Iringa – Shinyanga
	650
	2013
	Funds mobilization about USD 235m
	

	132kV Ubungo – Mtoni Interconnector
	46
	2012
	Govt/DPs
	

	400kV Bulyanhulu – Geita
	150
	2012
	Funds mobilization from DPs
	

	400kV Morogoro – Arusha
	640
	2014
	TANESCO, Govt and DPs – USD 225 m
	

	220kV Wind Project – Singida
	10
	2013
	Govt/Private sector
	

	220kV Ubungo – Kinyerezi
	15
	2013
	Govt/DPs
	

	400 kV Kiwira – Mbeya
	100
	2013
	Govt/DPs
	

	400kV Singida – Arusha – Nairobi
	577
	2013
	USD 74m for Arusha-Nairobi section, 265km
	Govt/DPs/NORAD

	400kV Mbeya – Iringa
	350
	2013
	Govt/DPs
	

	330kV Pensulo – Mbeya
	700
	2015
	Govt/DPs
	

	220 kV Geita – Nyakanazi – Rusumo
	228
	2015
	Govt/DPs
	

	400kV Ruhudji – Mufindi
	100
	2016
	Govt/DPs 
	

	220kV Nyakanazi – Kibondo – Kigoma
	250
	2016
	Govt/DPs
	

	400kV Ruhudji – Kihansi
	150
	2016
	Govt/DPs
	

	400kV Mnazi Bay – Dar es Salaam
	500
	2017
	Govt/DPs
	

	220 kV Rusumo – Kyaka
	220
	2017
	Govt/DPs
	

	400kV Rumakali – Mbeya
	150
	2018
	Govt/DPs
	

	400kV Rumakali – Makambako
	200
	2018
	Govt/DPs
	

	220kV Tunduma – Sumbawanga
	175
	2018
	Govt/DPs
	


5.4
Analysis of 2009/2010 Budget Allocation to the Energy Sector 
An analysis of the 2009/2010 Budget allocation for the energy sector activities reveals the following picture:-
(i) Energy Sector Budget 
Overall, the Government and DPs commitments to the Energy Sector was 6.7% (Previous year allocation was 6%). The allocation is still very low when compared to the other key sectors such as Infrastructure 25%, Health 11%, Water and Irrigation 11%, Finance 8%. The Government and DPs and the Private sector at large, should consider allocating more resources into this sector since developments in other sectors depend highly on the energy sector. Worldwide, countries with higher GDP have the highest per capita energy consumption.  
(ii) Contribution by GoT and DPs 

The GoT will contribute about 43.3% of the energy sector development funds. The balance (56.7%) shall be contributed by the DPs excluding MCA(T).

(iii) Infrastructure and grid expansion
The 22.6% allocation to this budget line is a clear refection of the Government’s resolve to address the priorities of MDGs, MKUKUTA and the 2005 CCM Manifesto.
(iv) Electricity connection to District Headquarters
The priority in the Budget speech is to electrify the remaining four district headquarters of Kasulu, Kibondo, Ngorongoro and Nkasi thus improving the grid/off grid connections.
(v) Rural Electrification and Renewable Energy 
The GoT and DPs have allocated a substantial amount of funds of about 77.4% to Rural Electrification and Development of Renewable Energy as compared to the previous year’s actual releases of 13%. If this level of funding is progressively maintained, these efforts may in the long run relieve the pressure on biomass based fuels.

(vi) Alignment of GoT and DP interventions to the main elements of the Energy Policy and Strategy

Government and DPs interventions are consistent with the energy policy and strategies and address all the six elements contained in the energy policy and strategy as detailed under section 5.5. below. Furthermore, the 2009/2010 budget implementation plan includes TEDAP, JICA, Sida, NORAD, MCC/MCA (T) and AfDB supported projects. The JICA supported project which is being implemented aims at improving electric power supply quality in the northern area of Dar es Salaam especially Masaki, Oysterbay and Mikocheni. JICA also supports a project on capacity building for TANESCO in order to enhance efficiency and reliability of power supply. Other planned activities for rural electrification which are in the contract stages of implementation and are being financed by Sida, NORAD, MCC/MCA (T) and AfDB also aim at improving quality of power supply.
(vii) Financial Gap for MKUKUTA 

The financial projections for meeting the MKUKUTA and MDGs targets indicate Resource Gaps over the period from 2007/08 to 2012/13 as reflected in Table 5.5 below. 
Table 5.5: MKUKUTA and MDGs Financial Projections and Resource Gap

	Year
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	Projects: MKUKUTA/MDGs (US$ million)
	897.9
	1123.3
	906.6
	871.7
	687.2
	926.4

	Projected Budget Allocation (US$ million)
	384.5
	414.0
	443.9
	478.6
	503.3
	533

	 Funds from MCC (tentative) (US$ million)
	N/A
	41.2
	41.2
	41.2
	41.2
	41.2

	TOTAL FUNDS  (US$ million)
	384.5
	455.2
	485.1
	519.8
	544.5
	574.2

	Financing Gap (US$ million)
	513.4
	668.1
	421.5
	351.9
	142.7
	352.2

	Gap as % of requirement
	57.2
	59.5
	53.5
	40.4
	20.8
	38


Source: JESR Reports of 2007 and 2008
Taking into consideration, the levels of budget allocations to the energy sector and actual funds disbursements over the last two (2) years, it is highly doubtful whether those targets will be fully met within the period concerned. With the current low levels of funds disbursements, the annual Resource Gap will be increasing instead of declining over the implementation period.

Due to this unfavourable trend, MEM could possibly institute a process for reviewing the projections and making them more realistic, taking into consideration the available energy investment programme and implementation capacity. Understandably so, the indicated gap serves to be a good communication tool to the Government and TANESCO for a need to embark on aggressive resource mobilization from both domestic and foreign sources. A list of prioritised projects in the short and medium term considerations are given in Table 5.4(ii) to indicate preference on funding.
5.5
Analysis of the Energy Sector Performance in relation to the Energy Policy and Strategy

The alignment of GoT and DPs interventions to the main elements of the Energy Policy and Strategy are reflected in the following analysis in relation to the sector performance. The six (6) identified elements are presented in bold and the drawn up interventions in italics.
(i) Developing domestic energy resources which are shown to be least cost options

· The Government has in placethe Power Sector Reform Strategy and the Power Systems Master Plan (PSMP) which are both being implemented. PSMP contain Short Term, Medium Term and Long Term Power Generation Programmes and related transmission lines systems. The on going power programmes aim at ensuring the availability of reliable and affordable energy supplies.
(ii) Promoting economic energy pricing

· The Electricity Act of 2008 requires EWURA to promote improvements in the operational and economic efficiency of the electricity supply industry and efficiency in the use of electricity;

· EWURA has procured a consultant (funded by U.S. Trade and Development Agency ("USTDA")) to develop standardized regulatory mechanisms for the electricity, petroleum and natural gas sub-sectors; as well as introducing a tariff calculation model to facilitate private sector investment in the sub-sectors.

· The long term objective of the Power Sector Reform Strategy is to introduce whole sale competition through a gradual reform process;

· The Power Sector Reform Strategy aims at introducing tariff increases to ensure cost reflectivity;
· With the Petroleum Act of 2008 operational, EWURA is now regulating prices for petroleum products to eliminate unfair prices and monopolistic tendencies in order to conform to provisions of EWURA Act and Fair Competition Act.
(iii) Improving energy reliability and security and enhance energy efficiency

· The Power Sector Reform Strategy aims at establishing an efficient energy production, procurement, transmission, distribution and end use systems in an environmentally sound and sustainable manner;

· One of the goals of the TEDAP is to ensure quality of supply. Under this project, TANESCO is upgrading the network in three main urban areas – Dar es Salaam, Arusha and Kilimanjaro. The upgrade of Transmission and Distribution system will improve service in the key urban areas, reduce losses and improve revenue streams. The other supporting initiatives is implementation of the energy projects under MCC/MCA(T) in six (6) regions of Dodoma, Iringa, Mbeya, Morogoro, Mwanza and Tanga;
·  TANESCO has developed a Customer Service Charter which awaits approval for implementation. EWURA and TBS need to speed up the formulation of technical specifications which will ensure safety and quality of supply. However in similar lines, MEM launched its Client Service Charter in August 2009.
(iv) Encouraging commercialization and private sector participation

· Both the Electricity Act of 2008 and the Power Sector Reform Strategy aim at attracting more private sector investments in the sector and at creating a financially and commercially viable sector, subject to obtaining license from EWURA (unless exempted);

· One of the key roles of REA/REF is to encourage private sector participation through provision of incentives and identification of Independent Power Producers (IPPs) in the rural areas. To facilitate this development GoT and DPs are progressively allocate more resources to REA/REF. During the 2009/2010 GoT and DPs allocated a total of Tshs. 37 bi. to REA/REF  (compared to Tshs. 10 bi. in 2008/09 and  Tshs. 1.8 bi. in 2007/08).
(v) Reducing forest depletion
· REA has a major role in promoting, developing and use of new and renewable energy resources (solar, wind, mini-hydro, biogas, bio-diesel etc.) through out Tanzania. This intervention will help to reduce forest depletion.
· During the financial year 2009/2010 GoT and DPs allocated a total of Tshs. 2.8 bi. (Compared to Tshs. 1.8 bi. in 2008/09 and Tshs. 1.8 bi. in 2007/08). 
(vi) Developing human resources

· Developing human resources is key to the efficient operations of the energy sector. As such TEDAP and programmes supported by JICA and Sida have components for strengthen engineering and technical capacities of EWURA, REA, MEM and TANESCO. JICA will also support TANESCO to strengthen its technical capacity to enhance efficiency and reliability of power supply; and SIDA will support technical capacities of REA; and TEDAP will support EWURA, REA, MEM and TANESCO.

· Staff development and training is one of the outputs of MEM’s Strategic Plan.
6.0
PROCESS FOR JESR 2009/2010 REVIEW
JESR has been an independent effective monitoring and evaluation tool for the energy sector. The execution of the activities of JESR has been mainly to evaluate the Energy sector performance and evaluate the sectors’ plans for subsequent period. The 2009/2010 review process is recommended to be based on the following general framework:-
(i) MEM has a central role in the sectors performance in terms of policy, budgeting, monitoring and evaluation. To keep the MEM informed of the sectors development, MEM needs to strengthen the involvement of stakeholders of the sector in order to obtain key inputs on the performance of the sector on a continuous basis prior to the undertaking of JESR and Budgetary presentation. MEM needs to build capacity for this;

(ii) The energy sector’s consumers and stakeholders rely on a fair deal between suppliers and providers of the energy resources. A fair deal springs out of an efficient and independent Regulatory Authority. EWURA, as an autonomous Regulatory Authority has to be equipped for independent evaluation and economic regulation of the energy sector operations and activities. EWURA’s independence and an anticipated harmonious co-existence with MEM should be demonstrated for the betterment of the sector. The two have to work together to enforce the various sector legislations;

(iii) The preparation of the energy performance reports is an involving undertaking. To facilitate the collection of data and other relevant information, this exercise could first be done by Operators at the operational level, and the Regulator as required by legislation. MEM should call for these reports on a monthly or quarterly basis and thereafter prepare comprehensive energy sector performance reports which would be readily available before the JESR undertaking. The framework format of such a report could be worked out by MEM in collaboration with the Energy Sector Working Group involving DPs and other key stakeholders of the energy sector.

(iv) The energy sector performance review is providing key inputs that enforce the Government’s and DPs intentions to support the sector whose planning and development priorities center around the Country’s development goals, embodied in MKUKUTA, Vision 2025 and CCM 2005 Manifesto.

7.0
CONCLUSIONS
In conclusion the following sub themes from the Energy Sector are highlighted;
(i)
Energy Sector Situation
The energy sector of Tanzania is showing signs of steady growth. The sector registered a growth rate of 5.4% in 2008 when compared to 10.9% registered in 2007, and power generating capacity increased from 958 MW to 1102.8 MW in 2008 and customers connected to the power grid also increased slightly above 940,000. However, despite this growth, there have been periods of severe power shortages and power interruptions in 2008 and 2009 due to breakdowns and mandatory servicing of some of the Songas turbines at the Ubungo Power Station, Kihansi and Hale Hydropower Plants, the breakdown of the Dar es Salaam Ilala substation, the decommissioning of the 100 MW Dowans power plant and still to be resolved, the legal dispute surrounding the IPTL plant. That notwithstanding, notable achievements were registered during 2008/09, and these included the strengthening of REA both technically and financially to spearhead rural electrification; increased utilization of gas for power generation (at Ubungo and Mnazi Bay) and in industrial establishments; increased tempo in the exploration for petroleum and gas in Songo Songo, Mnazi Bay, Mkuranga, Ruvu, Mandawa and Lake Tanganyika; the increased tempo towards the development and promotion of renewable and alternative energy sources (solar, wind, biomass, geothermal, bio fuel) and the gradual improvement in TANESCO operations.

(ii)
Electricity Generating Capacity

The generating capacity of about 1102 MW is still below demand and lagging, the grid penetration is still low and growing slowly, wood fuel is still in excessive use, and environment-friendly sources of energy (solar, wind, geothermal, mini-hydro) are yet to be fully exploited including the promising use of bio gas. The situation is particularly worse in rural areas and needs to be addressed by the Government through MEM and REA/REF in collaboration with Development Partners.

The short-term TANESCO investment program if successfully implemented, will significantly improve generation capacity and grid enlargement. This however requires firm commitments to funding the energy projects by the Government, DPs and the Private Sector. The tariff structure and other means of attracting major private investments into the sector must be put in place.

(iii)
Rural Energy Situation

The Government’s resolve towards improving supply of energy in rural areas is in the right direction and requires concerted efforts in order to achieve the expected levels. The establishment of REA and REF will go a long way towards supplying rural energy in Tanzania. Concerted efforts need to be directed towards the development of new and alternative energy sources so as to improve access and energy penetration in the rural areas. REA through Energy and Climate Research shall ensure that alternative energy sources contribute to social economic activities. Sida’s resolve to support REA in institutional strengthening will greatly enhance REA’s technical capacity towards achieving its corporate objectives. Together with that undertaking, the Government through MEM should undertake to improve the incentives to attract investments and research into the sector, as well as looking into the issue of subsidizing connection charges.

(iv)
Petroleum and Gas

With regard to petroleum and gas, further development of Songo Songo and Mnazi gas projects may lead to increased utilization of gas for power generation, industrial use, vehicles use and household use. For Songo Songo gas, there is an urgent requirement to expand gas processing facilities and consider constructing a second gas train to Dar es Salaam. Similarly, Mnazi Bay gas development could also be given same considerations and invest in more power generation and a gas pipeline to Mtwara. Furthermore, investments in bulk purchases of petroleum products may lead to a 30% reduction in prices and therefore should be pursued vigorously. EWURA should finalize the ongoing consultations with the stakeholders and create the required mechanism to have the system operational by 2010. Meanwhile, exploration for petroleum and gas must be continued in the identified areas; and TPDC should be empowered to effectively participate in investment activities. The proposed retention scheme of 50% of revenue collections will greatly improve TPDCs financial base.

(v)
Funding

The implementation of energy projects during 2008/09 was seriously affected by delays in funds disbursements. At the close of the financial year, only 14% of the total budgeted funds were disbursed. The Government disbursed 19% of the budgeted local funds and Development Partners 10% of the foreign funds. Concerted efforts are required in order to reverse this trend.

The Development projects allocations for the energy sector for 2009/10 is lower than that of 2008/09. The total allocation is TShs. 212.10 billion inclusive of the MCA (T) funding. Of the total, the share of Government funding is about TShs.91.9 billion or 43.3% and for Development Partners is 56.7% or TShs.120.2 billion. The budget allocation is generally in accordance with MKUKUTA priority areas. However, efforts need to be done to improve the overall allocation of funds to the energy sector and find ways to address the serious problem of delays in funds disbursements. Examining the trend in funds flow to the energy sector, it is therefore doubtful whether the MKUKUTA target of 20% of the population accessing affordable electricity by 2010 will be realized (taking into account the current coverage of about 14%). The energy sector must effectively render its expected contribution to the development of the nation’s economy, the social well-being of its citizens and its targeted environmental protection.

(vi)
Governance issues in the Energy Sector

In implementing the relevant Acts of the regulated sectors namely the Electricity Act, the Petroleum Act and the Gas Act (soon to be enacted), the distribution of functions as stated in the Acts should be adhered to in order to avoid unnecessary conflicts. There should be a clear definition of mandates between the Government, EWURA, REA, TPDC, TANESCO and other actors, specifically:-
· Shifting of powers from the Minister to the Regulator (EWURA) was and is expected to create good governance, encourage private investments in the sector and hence bring in technology and efficiency, bring in competition and protect consumers from monopolistic tendencies and unfair pricing of services; but operations on the ground seems to be encountering problems;

· The relationship between EWURA and MEM appears not to be well defined. The distinction between the mandates of the Minister and those of the Regulator is difficult to see. The Regulator appears to be an extension of the Office of the Minister. The situation may not be efficiently responsive to fair demands of both investors and consumers and hence competition. 
 (vi)
The Role of Tanzania Joint Energy Sector Working Group (JESWG)

The Tanzania Joint Energy Sector Working Group that has been created following the recommendations of JESR 2008, has a significant role to play in the development of the energy sector if effectively utilized as per Terms of Reference given to it. Indeed the Working Group can take stock of the following:-
· Energy policy changes and related strategies;

· Strategic interventions for resource allocation;

· Monitoring and evaluating progress of the sector in general and in meeting MKUKUTA Targets and implementation of GBS/PAF commitments; and

· Reviewing key findings and recommendations of sector studies.

It is expected that the Forum will greatly assist the Government in identifying priorities which will be forwarded to the Budget Guidelines and Budget Preparation Teams. Furthermore, the current JESR process which allows key stakeholders to meet and discuss developments in the energy sector is a strong mechanism for getting feedback on policy and program implementation. 
8.0
RECOMMENDATIONS
In view of the findings reported here in, the following recommendations are drawn from the study:-
(i)
Resources for the Energy Sector Development 
Improving generation capacity, transmission and distribution is key to the expansion of power supply in the country. This requires substantial funding by the Government and support from DPs. Urgent needs like gas development for power generation, oil exploration, establishment of strategic fuel reserves and the development of new and renewable energy sources all require both financial and technical support from DPs and the private sector at large to enable the Government meet its economic growth targets as enunciated in MKUKUTA, Vision 2025 and MDGs. MEM could coordinate the development of a National Strategy for raising funds to scale up investments in the electricity sub sector.
Furthermore, implementation of the proposed 50% retention scheme of fees and other revenues collected by TPDC on behalf of the Government will greatly enhance TPDC’s capacity. 

Implementation of energy projects during 2008/09 was seriously affected by delays in funds disbursements. At the close of the financial year, only 14% of the total budgeted funds were disbursed. Efforts need to be done to improve the overall allocation of funds to the energy sector and find ways to address the serious problem of delays in funds disbursements. This may include strengthening capacity for procurement and implementation, eliminating red tape and un-necessary delays.
Due to this unfavourable trend, MEM could possibly institute a process for reviewing the MKUKUTA and MDGs Financial projections and making them more realistic, taking into consideration the available energy investment programme and implementation capacity.
(ii)
Rural Energy

The establishment of REA/REF reflects Government’s commitments towards supplying rural energy in Tanzania.   At the same time concerted efforts need to be directed towards the development of new and alternative energy sources so as to improve access and energy penetration in the rural areas. Both MEM and REA have a significant role to play in their development. Furthermore, REA as an implementing institution should adequately be financed and its technical capacities strengthened. In order to enhance the development of alternative energy sources, adequate incentives should be put in place to attract private investments into the sector. This should include looking into the issues of subsidizing connection charges to enable affordability by the people intended to benefit from the schemes to be developed.

(iii)
Governance

As was indicated during JESR 2008, the issue of governance in the energy sector resurfaced. The Government should be committed to the Acts regulating the sectors such as the Electricity Act of 2008, the Petroleum Act of 2008 and the soon to be enacted the Gas Act. The mandates of key players (MEM, EWURA, TANESCO, REA and other Operators) should be well defined and made clear beyond doubt.
· MEM and EWURA have an important role to play in improving performance, governance and the management effectiveness of these organizations. EWURA must be responsive to the concerns of both investors and consumers and should demonstrate its independence and neutrality;

· With regard to petroleum products, EWURA should be more involved in creating a mechanism for effecting bulk purchases of petroleum products to save on costs of supply, in ensuring quality of supply and fixing standards of service; 

· EWURA should ensure that TANESCO’s Customer Service Charter is operational;

· EWURA should also look into the issue of putting in place a workable mechanism for compensating genuine losses arising from power cuts;

· EWURA has to be strengthened for it to be an effective and fair Regulatory Authority given its four sub-sectors which it has to regulate (electricity, petroleum, gas and water);
· For ARTUMAS to manage the supply and distribution of power in Mtwara and Lindi regions, EWURA should develop an effective cost reflective tariff setting methodology; and

· To further improve governance in the energy sector, the Government could also consider placing EWURA under a Neutral Central Ministry to avoid the apparent conflict of interests. 

(iv)
Monitoring and Evaluation

· The execution of the activities of JESR has been mainly to evaluate the Energy sector performance and evaluate the sectors’ plans for the subsequent period. MEM has a central role in the sectors performance in terms of policy, budgeting, monitoring and evaluation. As such M&E system in MEM should be further strengthened and the Joint Energy Sector Working Group which was set up following recommendations of JESR 2008 should effectively be utilised to follow up performance of the Energy Sector.

· To keep MEM informed of the sector’s development, MEM in collaboration with the Joint Energy Sector Working Group has to strengthen the involvement of stakeholders of the sector in order to obtain key inputs on the performance of the sector on a continuous basis prior to the undertaking of JESR and Budgetary presentation. MEM has to build capacity for this undertaking. 
(v)
Energy Policy and Planning
· There is general concern that the Energy Policy requires review to take into account new developments in the energy sector such as climate change, the role of Research and Development and the emerging other alternative sources of energy;

· The Government should have the Power Systems Master Plan updated regularly and the Power Sector Reform Strategy approved; 
· With the existence of abundant gas reserves in Tanzania, MEM should put in place strategies for commercializing the gas resources and this may include a gas pipeline to Dar es Salaam or construction of a fertilizer factory;
· The Government should undertake to develop a Rural Energy Policy and a National Strategy for Rural Electrification;
· There should be a policy for the use of energy efficient systems/gadgets in buildings and households and the public should be made aware of them. It is also important to promote the use of LPG or natural gas especially in the urban areas where the consumption of charcoal is highest;

· Since the new Electricity Act allows competition in the energy sector, the Government should develop clear business guidelines and incentives for attracting private sector involvement and other participants;
· Since power development based on gas is currently being constrained by inadequate infrastructure to process and transport gas, it is therefore important to upgrade the gas train to Dar es Salaam; and
· With opening up of private sector investments into the energy sector, the Government has to build a strong team of experienced contract negotiators for dealing with private sector energy projects.
9.0
PLANS FOR IMPLEMENTATION OF JESR FOR 2010
The successful and meaningful execution of JESR 2010 shall depend on the implementation of bankable plans. The plan of activities must be able to assist the realisation of an Energy Sector that fulfils its strategies. The following are anticipated activity plans for the implementation of JESR 2010:
Plan Activity 1

Identification of the ToR for engaging Consultants, Scope and Objectives of JESR 2010 

(MEM, JEWG)
Deadline:  December 2009
Plan Activity 2

· Identifying variables and parameters to be included in the JESR undertakings. 
· Map out the players to address the variables and deliverables. 
 (JEWG)
Deadline: December 2009
Plan Activity 3

· Audit quarterly reports from Actors and data for JESR 2010
July 
    – 
September (Nov. 2009)

October   – 
December (Feb.. 2010)

January    – 
March (May 2010)

April 
    – 
June (July 2010)

· MEM reconciles the data and avails the summaries to stakeholders for synthesis.
(MEM)
Deadline: July 2010
Plan Activity 4

Plans for JESR 2010:

· Preliminary identification of consultants

· Endorsement of the consultants



Deadline: July 2010
Plan Activity 5

MEM organises for JESR 2010 and Workshop process.


Deadline: Aug.-Oct. 2010
Plan Activity 6

MEM feeds results of JESR Workshop 2010 into its presentation to the 2010 follow-up and evaluation of the entire Annual General Budget Support Review.

Deadline: Nov.-Dec. 2010
10.0 MAJOR ISSUES RAISED DURING THE JOINT ENERGY SECTOR REVIEW WORKSHOP

The Joint Energy Sector Review Workshop was held on the 19th October, 2009. The Workshop engaged stakeholders in participatory discussions emanating from the Consultants’ Report for JESR 2009. The discussions generated suggestions for consideration by MEM and the Joint Energy Sector Working Group to take forward to the General Budget Support Meeting. It is noted that most of the suggestions made by the participants had been taken up in the Consultants’ Report. The major issues and their interventions raised at the Workshop are summarised and presented in Table 10.1.

Table 10.1:
Major Issues Raised During the JESR 2009 Workshop and their Intervention Strategies
	S/N
	THEME
	ISSUE FOR INTERVENTION
	AREAS OF INTERVENTIONS
	INTERVENTION STRATEGY

	1
	Electricity sub-sector
	Advancing and development and performance of the electricity sub-sector
	· Price Settings
	· Set reflective tariffs

· Subsidised connection charges in rural areas 

	
	
	
	· Policy
	· Set up policy for emergency power cover

	
	
	
	· Investments
	· Enhance gas generation capacity

	2
	Governance in the energy sector
	Actions to be taken to advance the overall governance in the energy sector
	· Capacity building, human resources/finance
	· Remuneration

· Training

	
	
	
	· Decision making
	· Adhere to National priorities

· Establish Client Service Charter

· Define roles of entities in the energy sector 

	
	
	
	· Finance disbursements
	· Timely disbursements of funds

· Adhere to financial and procurement guidelines

	
	
	
	· Gender
	· Put in place gender mainstreaming

	3
	Coordination and Collaboration
	Improving coordination and collaboration amongst stakeholders
	· Communication/meetings
	· Networking for information sharing

	
	
	
	· Support advice
	· Give technical support to local initiatives in the sector

	
	
	
	· Coordination
	· Harmonise intergovernmental policies on energy issues 

· Bring on-board private sector views on the energy sector

	4
	New and Renewable energy sub-sector
	Advancing the development and performance of the new and renewable energy sub-sector
	· Resource
	· Access resource potential

· Develop attractive incentives to upscale investments

	
	
	
	· Policy
	· Review the energy policy of 2003

· Develop new and renewable energy strategy

· Access new and renewable funding opportunities

· Develop network of information on renewable energy

	
	
	
	· Framework for new regulations
	· Develop appropriate regulations

	
	
	
	· Capacity building
	· Build capable expertise

	5
	Investments
	Actions to be taken to attract more private and public investments in the energy sector
	· Access to information 
	· Consolidate energy database

	
	
	
	· Competition
	· Enact Gas Act and implement power sector reform strategy

	
	
	
	· Red Tape
	· Clarify roles of the various stakeholders

· Complete projects in time

	6
	JESR process
	Implementation process for the review
	· Follow up mechanism
	· Improve terms of reference to include review of previous JESR recommendations

	
	
	
	· Timing
	· Appoint consultants by May of each year

	
	
	
	· Communication
	· Sensitise key stakeholders including civil societies and the private sector on JESR

· Update a website of MEM to cover matters on JESR

	
	
	
	· Participation
	· Invite a wide spectrum of participants

	7
	Petroleum and gas sub-sector
	Advancing the development and performance in petroleum and gas sub-sector
	· Finance
	· Intensify Mobilization of funds from various sources 

	
	
	
	· Competition/price
	· Harmonise taxes on petroleum products

	
	
	
	· Infrastructure and development
	· Expansion of existing gas infrastructure

· Develop national exploration capacity

· Introduce bulk procurement system

	
	
	
	· Human resource

· Capacity building
	· Improve institutional and human capacity building

· Strengthen Monitoring and Evaluation  mechanism in MEM

	
	
	
	· Legal framework
	· Enactment of the Gas Act

· Formulate and reinforce regulations

	8
	Fund disbursements
	Avoiding fund disbursement delays
	· Giving priority to energy sector
	· Allocate more funds to the energy sector

· Improve dialogue between Government, DPs and the private sector

	
	
	
	· Procurement procedure
	· Review procurement procedures to make them prudent and less cumbersome 

· Ensure accountability and transparency

	
	
	
	· Capacity building
	· Build capacity for procurement and disbursement of funds

	9
	Poverty reduction
	Energy sector role towards achieving MKUKUTA and Vision 2025 Goals
	· Policy
	· Establish rural energy policy

· Develop rural 

energy master-plan

· Program for scale up of access to electricity

· Involvement of private sector in energy issues

· Ensure reliable supply of petroleum and gad

	
	
	
	· Capacity building
	· Project implementation and accountability

	
	
	
	· Finance
	· Fund raising for renewable energy

· Develop a workable system to subsidise connection fees

	
	
	
	· Technology
	· Programs to introduce improved stoves for domestic cooking 

	
	
	
	· Regulations
	· Simplify regulations to promote rural energy development
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APPENDICES
APPENDIX I

CONTACTED PERSONS

	S/N
	ORGANIZATION
	CONTACTED PERSON
	POSITION

	1
	Ministry of Energy and Minerals 


	(i) Eng. Bashir J. Mrindoko
	Commissioner for Energy and Petroleum

	
	
	(ii) Eng. Hosea Mbise
	 Asst. Commissioner for Energy Development 

	
	
	(iii)  Ms. Wanja Mtawazo 
	Senior Economist, Policy and Planning

	
	
	(iv) Mr. Jacob Mayala
	Senior Geologist

	
	
	(v) Mr. Mkoma Masanyiwa
	Forest Officer

	
	
	(vi) Eng. Victor Stephen Labaa
	Energy Engineer

	2
	Ministry of Finance & Economic Affairs/MCA(T)
	Mr. Bernard S. Mchomvu
	Chief Executive Officer, MCA (T)

	3
	EWURA
	(i) Ms. Muna Miriam Mahanyu 
	Director of Legal Services

	
	
	(ii) Eng. Norbert A. Kahyoza
	Commercial Manager, Electricity

	4
	FCC
	Mr. Godfrey Mkocha

	Director General, FCC

	5
	TANESCO
	(i) Mr. Declan P. Mhaiki
	General Manager Transmission

	
	
	(ii) Mr. Felician Mayila 
	Manager, Strategic Planning

	6
	Songas
	(i) Mr. Reuben Mwaikinda
	Head of Legal & Public Affairs

	
	
	(ii) Mr. Oswald Mutaitina 
	Corporate  Finance & Business Dev Manager

	7
	REA/REF
	(i) Mr. Lutengano U. A. Mwakahesya
	Director General 

	
	
	(ii) Eng. Bengiel H. Msofe 
	Director of Technical Services

	8
	TCCIA
	(i) Mr. Adam Zuku
	Senior Chamber Development Officer 

	
	
	(ii) Ms. Magdalene Mkocha
	Senior Chamber Development Officer 

	
	
	(iii) Mr. Emmanuel C. Nnko 
	Marketing Officer 

	
	
	(iv) Ms. Specioza Mashauri 
	Chamber Development Officer

	
	
	(v) Mr. Mwenze Kabinda
	IT Manager

	9
	TPSF
	(i) Ms. Esther Mkwizu
	Chairperson 

	
	
	(ii) Mr. Louis Accaro 
	Program Director

	10
	TPDC
	(i) Mr. Yonna Killaghane
	Director General 

	
	
	(ii) Mr.Gabriel N Bujulu 
	Senior Principal Petroleum Engineer


	11
	Artumas Group (T)
	(i) Mr. Richard Tainton
	Managing Director, Artumas  Mtwara Jersey Ltd. 

	
	
	(ii) Mr. Fidelis Benedict Matunda 
	Govt. Relations Officer 

	
	
	(iii) Mr. Alli Kila
	Public Relations Manager-Umoja Light Coy.

	12
	Pan African Energy
	(i) Mwinshehe Said 
	Financial Controller  

	
	
	(ii) Michel Gotab
	Asset Downstream Manager 

	
	
	(iii) Yvonne K. Abba 
	Commercial Assistant

	13
	World Bank
	(i) Mr.  Robert Schlotterer
	Financial Analyst, Energy Team

	14
	Embassy of Sweden/Sida
	Mr. Goran Haag 
	Counsellor, Energy and Infrastructure

	15
	JICA
	(i) Ms. Minako Yamamoto
	Representative responsible for Energy and Infrastructure Development 

	
	
	(ii) Ms. Tomoko Tauchi 
	Program Advisor, Infrastructure

	16
	Norwegian Embassy/NORAD
	Mr. Ornulf Strom
	Counsellor

	18
	CTI
	(i) Mr. Hussein S. Kamote 
	Director of Policy & Advocacy

	
	
	(ii) Mr. Geoffrey N. Mackanja
	Policy Specialist (Macro)

	19
	TASEA
	Prof. Kimambo
	Chair person

	20
	TaTEDO
	Mr. E. Sawe
	CEO

	21
	COSTECH
	(i) Dr.  Raphael 
	Director of Centre for Technology Development and Transfer 

	
	
	(ii) Mr. Salvatory Mushi  
	Principal Research Officer


APPENDIX II
TERMS OF REFERENCE

1. Review the JESR 2008 Report and proceedings of the Workshop including underlying Situational Analysis, Policy and Planning and Sector Financing, and follow-up of output, recommendations and key issues to be monitored.
2. Review relevant policies & strategies (National Energy Policy & MKUKUTA and map interventions (GoT and DPs). Also analyze accuracy of interventions towards policies & strategies and identify gaps/overlaps. 
3. Analyze MEMs’ MTEF (budget execution & planning) and map interventions (GoT and DPs). Analyze accuracy of interventions towards policies & strategies and identify gaps/overlaps (focus on Development Accounts).
4. Take stock, analyze and conclude on existing Monitoring Framework & Indicators: GBS PAF. Indicators: Temporary Process Actions, Outcome Indicators; and MKUKUTA (clusters 1 & 2 for Goal 6) Monitoring Framework - input to JESR.

5.  Elaborate on what information (and its sources) is required for an Energy Information Management System to monitor sector performance.

6. Analyze the sector’s review process in terms of implementation structure, management, stakeholder involvement and process of establishment of milestones and outcomes. Make a comparison to existing GoT/sector planning, budgeting and review process for alignment of JESR and subsequent meetings during the year. 
7. Review:-

(a) The sector progress (targets and results);

(b) Consistency of the budget with the sector programme strategy, plans and priorities;

(c) Whether budget execution/budget allocation is in line with approved budget;

(d) Progress on performance indicators, targets and outcomes as identified in strategic plans, indicator frameworks and MKUKUTA for the 2009;

(e) Progress on achieving milestones agreed in the past review;

(f) Information sharing and timeliness;

(g) Performance of the energy sector (physical and financial);

(h) Challenges the sector is facing, propose a few key issues to be discussed at the JESR meeting;

(i) Energy issues being addressed in MKUKUTA document;

(j) Monitor and review budgets in terms of their alignment with policies, strategies or relevant strategic plan and MKUKUTA;

(k) Monitor and review the implementation of sector programme activities and budget execution;

(l) Monitor and report on progress on MKUKUTA goals and targets;

(m) Monitor, assess and report on results and outcomes in the sector, detailing progress, challenges and constraints in implementing policies, strategic plans and programme plans, including progress on sector or programme indicators;

(n) Monitor and assess the functioning of public financial management systems (e.g procurement, auditing, ect.); and 

(o) Actions on previous year recommendations.
8. Propose a Road map for implementation of JESR for 2010. 
Propose a format for continued Energy sector reviews including organization and time frame over the year (given the respective plan of operations for the respective projects). Propose also a set of indicators by which the state and performance of the sector could be measured, including sources of information. The number of indicators should be based on MKUKUTA. 
9. Present the draft report to the JESR Working Group for comments and suggestions and revise the report based on comments received.
10. Make a Power point presentation of the Final report to the JESR Stakeholders’ Workshop in 2009; and thereafter, submit the Final JESR 2009 report to MEM, after incorporating stakeholders’ inputs and ideas.
APPENDIX III
GOALS ON ENERGY IN THE MKUKUTA

Table A 3.1: Identified areas in the MKUKUTA where energy has a role to play in contributing to Cluster I: Growth and Reduction of Income Poverty
	Goal 6:
Provision of reliable and affordable energy to consumers

	Operational targets
	Sub Category
	Cluster Strategies
	Intervention Package
	Sectors or areas of collaboration

	Liberalisation of the power sub-sector effected by 2010
	Energy

Efficiency
	Regularly update the power systems master plan; and implementation of power projects according to the Power System and Rural Energy Master Plan
	Review of Power Master Plans
	Energy, Science and Technology Trade

	
	
	
	Review investment proposals from developers
	

	
	Sustainability and Environment
	Promote efficient environmentally benign energy development
	Enforce measures for increasing adherence to guidelines and regulations
	Energy, Environment

	
	
	Guidelines and regulations for reduction of energy transportation, transmission and distribution losses reviewed, enforced
	Monitor performance of energy systems
	

	
	
	Promote rational use of energy and energy efficiency and conservation in all sectors of economy by 2006
	Prepare a programme on Energy Conservation  and Efficiency Use
	Energy, resource conservation, environment, law enforcement

	
	
	
	Sensitise relevant stakeholders to implement the programme
	

	
	Reforms
	Promote efficiency and effective generation and use of the power utility
	Finalise restructuring of power sub-sector
	Energy

	
	
	
	Private generation and distribution
	

	At least three Production Sharing Agreements (PSA) negotiated, concluded and signed by June 2010
	Energy resources
	Develop and promote utilization of indigenous energy resources and diversification of energy sources
	Identify viable sources of energy
	Energy, Forestry, Agriculture, Water, Livestock

	
	
	
	Disseminate information to investors
	

	
	
	
	Development of potential gas sources
	

	
	Petroleum exploration
	Publicized petroleum exploration data
	Promote on-shore and offshore petroleum exploration
	Energy Legal


Source:
EU Commission ENABLE: Establishing the role of energy in the National Poverty Reduction Strategy: Undated

Table A3.2: Identified areas in the MKUKUTA where energy has a role to play in contributing to Cluster II: Improvement of quality of life and Social Well-being
	Goal 4:
Adequate social protection and rights of the vulnerable and needy groups with basic needs and services



	D. Access of the Rural Population to Modern Energy Services

	Operational targets
	Sub Category
	Cluster Strategies
	Intervention Package
	Sectors or areas of collaboration

	Institutional arrangement for rural energy development established and strengthened
	Organization
	Put in place right institutional arrangements to increase rural people’s access to modern energy
	Formulate a Rural Energy Master Plan
	Energy, Utilities

	
	
	
	Establish Rural Energy Agency
	

	
	
	
	Establish Rural Energy Fund
	

	Contribution of solar, wind and biomass and coal for electricity generation increased from the current 0.5% in 20003 to 3% by June 2010
	New and renewable energy
	Facilitate the fast uptake of new and renewable energy sources of energy
	Promote harnessing of renewable energies
	Energy, Gender, Employment, SME, Environment

	
	
	
	Promote coal electricity for generation and thermal applications
	

	At least 10% of the population using alternatives to wood fuels for cooking by 2010
	Alternative Energy
	Develop and promote non-wood fuels for cooking and other thermal applications
	Promote biomass technology and coal briquettes for cooking
	Energy, Natural Resources, Minerals, Industry


Source:
EU Commission ENABLE: Establishing the role of energy in the National Poverty Reduction Strategy: Undated

APPENDIX IV
KEY ISSUES WHICH AROSE DURING THE JESR 2008 WORKSHOP
During the discussion session, participants raised some issues which needed to be clarified by the Ministry. The key issues and their updated responses are indicated in the Table below:-
	S/No.
	Issue
	Response

	1
	Electricity sub sector has underperformed (severe power shortage).
	The issue is being addressed in different programmes/projects. Such programmes include TEDAP (Dar es Salaam, Kilimanjaro, Arusha); and MCA (T) (Mwanza, Mbeya, Tanga, Morogoro, Dodoma and Iringa) which aim at strengthening transmission and distribution systems.



	2
	Urgent measures should be taken by the Government including the need to accelerate implementation of Tegeta Power Plant, resolve IPTL dispute and supporting the long term projects.
	The implementation of Tegeta Power Plant will be commissioned in October, 2009. The Power System Master Plan is in place and indicates schedule of implementing Short term, Medium term and Long term projects.



	3
	There is need to ensure sustainability to TANESCO operations (financially).
	The implementation of the Financial Recovery Plan is showing positive results.



	4
	Gender should be mainstreamed in to energy issues
	The Ministry encourages women to participate in discussing Rural Energy projects and also take up top posts.



	5
	REA should be adequately financed to be able to facilitate private developers in the implementation of rural energy projects
	According to the Rural Energy Act, 2005 section 19 subsections 3(a)-(e), the sources of funds for the REA are:

· Government (budgetary allocation is on the increase);

· Contribution from International Organization, Agencies and DPs;

· Levies on commercial generation of electricity. A 3% levy is operational from September 2009
· Fees in respect of services provided by the agency.



	6
	Since 90% of the total energy consumed is biomass based, there is need to have thorough analysis in this area in the JESR 2009, as well as other renewable energy (wind, solar, geothermal, small hydro).
	The Government is looking into all renewable energy sources in order to increase the provision of modern energy. JESR 2009 has reviewed their potentials. The Sida Programme and Sustainable Solar Market Packages project under TEDAP are typical examples of the effort taken by the Government.



	7
	M&E is important in determining sector performance therefore a clear system for M&E should be in place.
	The indicators in the MKUKUTA are the ones currently used in determining the sector performance. With PSMP and PSRS in place the Government is refining the indicators to make them clearer in terms of being measurable, achievable, and realistic and time bound.

	8
	There is a need for REA to conduct awareness campaign on its main functions.
	REA is addressing this issue and has started programs aimed at identifying and assisting small power producers in the rural areas. 


	9
	The local financial sector should seize the investment opportunities available in the energy sector.
	The Government through the TEDAP will encourage financial institutions to finance energy projects particularly in rural areas. CRDB has already shown interest.



	10
	Capacity (human resource and financial) in the energy sector should be strengthened.
	The Government is taking initiatives in making sure that enough capacity is available for the development of the Petroleum and Gas, Electricity and Renewable Energy Sub-sectors, TEDAP, JICA and Sida Programmes have capacity building components.


	11
	Resources should be set aside for Research and development (R&D) in the energy sector.
	The Government is exploring best ways of enhancing R&D activities in higher learning institutions and in R&D institutions. 


	12
	The consumers should be involved in the future reviews of the sector.
	JSER 2009 has taken on board views from associations such as TPSF, CTI and TCCIA which represent key consumers of energy sources. MEM will invite representatives of these associations. 

	13
	MEM should formalize the TWG in the sector.
	The TWG formed after the first JESR 2007 did not work as it was anticipated; MEM has formed a Joint Energy Sector Working Group consisting of MEM, DPs and key stakeholders in Energy Sector.


	14
	Off-grid opportunities must be explored in order to bring modern energy services to the entire population.
	The TEDAP being implemented by MEM in collaboration with the World Bank aims at encouraging and facilitating the private sector participation in the off-grid energy projects. REA/REF has a very significant role to play in this area as well.


	15
	Policy and plans in the energy sector should have a multi-sector approach.
	This is already being addressed by MEM and forms a basis for investments in the Energy sector. Investments in the Energy Sector should support growth and developments in the other sectors of the economy.

	16
	The energy balance must be there on the annual basis as a yardstick for development of the sector.
	The Ministry is collecting data and information on energy in order to prepare an energy balance for 2008 and thereafter.



	17
	Issues and discussions in the energy sector reviews should be done at a higher level.
	The Ministry can only send invitations to stakeholders to attend and participate in the JESR Workshops but can not determine the level of the representation. The decision as to who should attend is normally left to the organizations themselves. 

	18
	Private Project developers in the energy sector should be supported by REA so as to increase the rate of rural electrification.
	Private developers are encouraged to submit their proposals to REA. They have to fulfil the eligibility criteria set.



	19
	There is a need to promote utilization of low cost technologies/materials in energy sector.
	The Government has on going plans to promote such technologies and also make sure that they are appropriate and safe.

	20
	Resources are needed by Dar es Salaam Institute of Technology to do more research in the energy sector.
	The Government will work with such institutions in order to encourage the development of the appropriate technologies. However, the Government is also urging those with the relevant engineering and technical skills to take initiatives.

	21
	Performance of sector analysis should be included in JESR.
	The main component of the JESR is the analysis of the Energy Sector performance over a given period.


	22
	Pie-chart on energy supply and consumptions must be included.
	The necessary energy information is  included in the JESR report. Pie-chart is just one of the methods that could be used to present desirable information.




APPENDIX V

SUMMARY OF MCA (T) ENERGY PROJECTS
The Millennium challenge corporation energy projects are estimated to cost US$ 206.5 million and geared at achieving following objectives:- 
· Increase energy services in terms of quality and reliability. 
· Improve energy quality for business and social activities hence increase investments to citizens. 

· Increase supply of electricity energy and the capacity to transmit high energy, increase quality and its safety. 

Under the Energy sector, Projects to be implemented include the following:-
(i)
Zanzibar Interconnector

Zanzibar second interconnector cable project estimated to cost $ 63.1 million will transmit electricity to Zanzibar through the sea. The project will involve the following activities:

· Construction of a 20km, 132kV electricity line from Ubungo to Ras Kilomoni and laying of a 40km kV underground cable second line to Ras Fumba with a capacity to transmit 100MW. 

· Construction of 22km 132kV line from Ras Fumba to Mtoni Main power station.

· Rehabilitation of Mtoni power station and installation of a new transformer and other accessories. 

The project is expected to be completed by 2012. 
(ii)
Construction of Malagarasi Hydropower Station

Construction of Malagarasi Hydropower station and power distribution in Kigoma Region:- 

The project is expected to cost US $ 53.7 million and will be implemented in 5 years. 

Project activities include the following:-

· Construction of 8MW Hydropower station at Iyamba water falls in Malagarasi River (with possible expansion to 24 MW). 

· Construction a 33 kV distribution network to enable transmission of power to Kigoma town Uvinza and Kasulu. 

The project is expected to supply power to several villages with the target is connect 6230 new customers in Kigoma Region.
(iii)
Transmission and Distribution Systems

Transmission and distribution systems rehabilitation and extension in six regions of Tanga, Mwanza, Dodoma, Iringa, Morogoro and Mbeya. The project is expected to cost US $ 89.7 million and will involve transmission and distribution systems rehabilitation and extension of new power lines so as to improve the quality and reliability of supply at an acceptable level. The areas to be involved in Distribution network extension and transmission and distribution network rehabilitation have already been surveyed and mapped, and all villages in the 6 Regions to be supplied with power have been visited. Specific activity details are presented in Table A5.1-Table A5.3 whilst the schedule of program implementation is given in Table A5.4.
Table A5.1:
Power Supply to Regions 

	Regions
	Number of villages
	New customers to be connected
	Existing customers to have power supply improved.

	Tanga 
	80
	4,737
	5,987

	Mwanza 
	56
	12521
	-

	Morogoro 
	40
	11,699
	1,270

	Dodoma
	50
	8,249
	1,212

	Mbeya 
	15 residential areas 
	2450
	3,875

	Iringa 
	Some towns  and settlements 
	3820
	7,900


Source:
MoFEA


Table A5.2:
Distribution Network Extension 
	Region
	Scope of work

	
	HV Line (KM)
	LV Line

(KM)
	No. of Service Lines
	No. of Transformers to be installed

	
	33Kv
	11Kv
	
	
	

	Tanga 
	16.1
	30.7
	155.8
	4,737
	55

	Dodoma
	737
	18
	262
	12,521
	105

	Morogoro 
	426
	102.1
	156.3
	8,249
	115

	Dodoma
	374.3
	13.1
	358.1
	11,699
	109

	Iringa
	469
	14
	108
	3,820
	75

	Mbeya
	14.1
	17.7
	29.5
	2,450
	20

	TOTAL 
	2,036.5
	189.6
	1,069.6
	43,476
	479


Table A.5.3:  
Transmission and Distribution Network Rehabilitation
	Region
	33/11KV Transformers 
	50kva Aux Transformers 
	33KV Line (km)
	11 KV line Bays 

	Tanga 
	1
	3
	-
	4

	Dodoma
	2
	2
	15
	11

	Morogoro 
	3
	‘-
	20
	4

	Iringa
	1
	-
	9
	2

	Mwanza
	4
	2
	73
	11

	Mbeya
	1
	2
	20
	13

	TOTAL
	12
	9
	137
	45


Source: MoFEA

Under rehabilitation and upgrading of the transmission and distribution network the following shall be erected/installed and commissioned. 

· Two (2) bays for 220kV

· Two (2) 220/33Kv transformers 

· Two (2) bays  for 132kV

· Two (2) transformers for  132/33kV

· Fifty five (55) bays for 33kV

· One (1) 33kV voltage regulator 

· Thirty nine (39) system control and protection sites 

· Twenty (20) sites of civil works. 

A5.4:
Schedule of Program Implementation 
	Project
	Tender Date
	Tender Award Signing
	Completion Date

	1. Malagarasi Mini Hydro Project and power supply to Kigoma, Kasulu, and Uvinza towns:
a. Construction of access road
b. Construction of bridge
c. Construction of Hydropower Plant 8MW

	August, 2009


	February, 2010


	August, 2012

April, 2011

June, 2011

August, 2012



	2. Rehabilitation of Transmission Network and Extension of Distribution System in Dodoma, Iringa, Mbeya, Morogoro,Mwanza and Tanga Regions

	September, 2009


	March ,2010


	June, 2012



	3. Sub-Marine Cable Interconnector Project 100MW

a. Laying of sub-marine cable 
b. Construction of overhead lines
c. Rehabilitation of Sub-Stations at 
(i) Ubungo 
(ii) Tegeta

(iii) Mtoni Zanzibar          


	August, 2009

August, 22009

August, 2009
	December, 2009
January, 2010
January, 2010
	August, 2012

August, 2012

(i) Ubungo, April,  2012
(ii) Tegeta, May,2012
(iii) Mtoni, March 2012


Source: MCC (T), MoFEA
APPENDIX VI
REA PLANNED ELECTRIFICATION PROJECTS FOR 2009/2010 
	Code
	Project Name
	Allocation appearing in 2008/09
	Local (Tshs.)

’000
	Foreign (Tshs.)

’000

	3001-3112
	Rural Electrification
	√
	45,524,153
	

	
	Electrification of Magindu
	
	1,351,441.8
	-

	
	Electrification of Mbwewe
	
	1,462,490.7
	-

	
	Electrification of Malya/Sumve
	
	714,195
	-

	
	Electrification of Ihanja
	
	658,423
	-

	
	Electrification of Mvumi/Mlowa
	
	1,264,116
	-

	
	Electrification of Mchinga A&B
	
	947,826.7
	-

	
	Electrification of Mgwashi
	
	1,095,148.6
	-

	
	Electrification of Itiryo-Tarime
	
	769,293.85
	-

	
	Electrification of Bukene
	
	1,264,116
	-

	
	Electrification of Berega
	
	1,056,115.9
	-

	
	Generator procurement for Kasulu, Sumbawanga, Kibondo
	
	34,910,474.25
	-

	3001-3113
	Rural Energy Agency and Rural Energy Fund
	√
	29,031,037.7
	7,832,990

	
	Rural Energy Fund-REF
	
	29,031,037.7
	5,529,300

	
	Electrification of Ukerewe
	
	-
	1,209,073

	
	Electrification of Simanjiro
	
	-
	700,378

	
	Electrification of Serengeti and Bunda
	
	-
	394,239


Source:
Vote 58, Ministry of Energy and Minerals, Public Expenditure Estimates – Development Votes, Vol. IV (Part – A), for July 2009-2010 Submitted to the National Assembly.
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