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Executive Summary for the Second and Third Phases of a Multi-Year Program (PSRGSP II & III) 

 

2015/16 

Programme 

Overview 

Programme name: Power Sector Reform and Governance Support Programme – Phases II & III (PSRGSP II & III).  

This is a combination of the second and third phases in a programmatic series of 3 consecutive general budget support 

operations initially meant to support three fiscal years 2014/15, 2015/16 and 2016/17. However, due to some delays, 

the second and third phases will now both support the 2016/17 fiscal year. 

 

Programme Goal and Objective: In further pursuance of the thrust of PSRGSP approved in May 2015, the goal of 

PSRGSP II & III is to contribute to the government’s effort in promoting inclusive growth and enhanced 

competitiveness through power sector reform and improved economic and financial governance. The proposed 

programme will support Government’s power sector reforms, particularly the reform measures geared towards 

enhancing the economic and financial viability of the power sector and promoting private sector participation in the 

sector. It will also contribute to addressing the problem of fiscal risks posed by Public Enterprises (PEs), by 

supporting procurement and debt management reforms. The programme is aligned with Tanzania’s Vision 2025; the 

Tanzania’s Second Five Year Development Plan (2016/17 – 2020/21). It is also consistent with the Tanzania Country 

Strategy Paper (2016-2020), the High 5s, GAP II and the Ten Year Strategy 2013-2022 (TYS). 
 

Expected Outputs: The key outputs of the Programme are (a) Technical and financial performance of TANESCO 

enhanced; (b) TANESCO prepared for unbundling; (c) Institutional framework  for planning and policy analysis 

strengthened, in anticipation of the expected natural resource boom arising from the gas find; (d)  incentives for 

private investments in the  power sector created; (e ) Legal, regulatory and institutional framework for Private Sector 

Participation (PSP) in the power sector improved; (f) Improved debt management and reduced fiscal risk posed by 

PEs; and (g) Enhanced  efficiency and value for money in public procurement. 

 

Expected Outcomes of the programme: (a) Improved operational efficiency and financial viability of TANESCO, 

and enhanced competition and private sector participation in the power sector; (b) Strengthened Procurement and 

improved oversight and control of PE debt risk. 

2016 Country 

Context 

Overview 

Tanzania recorded a strong growth rate of 7% in 2015, driven mainly by construction, communication, finance and 

transportation. Inflation was volatile but moderate, averaging 5.6 percent. Performance of the external sector was 

mixed, with the current account deficit declining to 8.6% of GDP in 2015/16 compared to 10.7% in 2013/14. 

However, capital account surpluses narrowed due to declining external support and lower foreign direct investment 

in natural gas exploration. The second Five-Year Development Plan (FYDP II), approved in June 2016, places 

emphasis on economic transformation through industrialization and human development. The new President, elected 

in October 2015, has taken a strong stance against corruption, which is a welcome development and has a strong 

potential to boost investor confidence. Other measures, given priority by the new administration, include the 

facilitation of private sector-led growth by addressing the infrastructure gap and creating a business enabling 

environment conducive to job creation. 

Conditions 

for 

Continuous 

Support 

Since the Board approval of PSRGSP in May, 2015, the Government has continued to implement the energy sector 

and PFM reforms, and this commitment provides a strong basis for continuous support. The demonstrated strong 

commitment to reforms implementation is evident in the following results achieved: (i) Emergency power plants, 

hitherto a significant source of financial stress, have been totally phased out, (ii) 60% of all transformers are now 

fitted with devices to detect system losses, which have been reduced to 17% from 21% in 2012 (iii) Approval of the 

power sector master plan, (iv) the amendment of the relevant section of the 2008 Electricity Act allowing private 

generators to sell directly to bulk off-takers; and (v) Approval of a new energy policy. A recent major development 

is the Tanzanian Parliament’s approval of an amendment to the Public Procurement Act, which, among others, will 

help to improve efficiency, transparency, social inclusion and value for money in public procurement. A new Debt 

Management Department has also been created in the Ministry of Finance and Planning. Against the backdrop of 

these achievements, PSRGSP II & III will, not only help to bring about the envisaged power sector and PFM 

performance improvements but will also contribute to reducing the 2016/17 financing gap.  Hence the case for 

continued support. 

Policy 

Dialogue  

The Bank has vast experience in engaging with African countries, in areas such as infrastructure development, public 

finance management, and private sector development. The Bank can leverage its unique position as a reliable and 

trusted partner, to engage in policy dialogue and help Tanzania implement difficult reforms. PSRGSP II & III will 

build on the achievements of PSRGSP, and continue to focus on supporting energy sector reforms, improving PFM 

and facilitating private sector investments in the energy sector. Through this operation, the Bank’s support will bring 

to Tanzania solid expertise, knowledge transfer and best practices to support the government’s reform agenda. The 

program will create a strong platform for policy dialogue, with TZFO playing an important role of facilitation.  
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Institutional 

development 

and 

Knowledge 

building 

The programme will add to the body of knowledge already acquired within the Bank from numerous interventions 

in the energy sector and PFM in Tanzania and across Africa. It will build on the acquired experience from other 

countries, not only in the energy sector but also PFM and private sector development. The experience and knowledge 

acquired from the operation will be captured through adequate monitoring and evaluation of the programme outputs 

and outcomes, joint review missions within the framework of GBS and a project completion report at the end of the 

operation.   

 
 

 

I. Results Based Logical Framework 

Country and project name: Tanzania Power Sector Reform and Governance Support Programme Phases II & III (PSRGSP II 

& III) 
Purpose of the project: Promote inclusive growth and enhanced economic competitiveness through power sector reform and improved 

economic and financial governance 

RESULTS CHAIN 
PERFORMANCE INDICATORS 

MEANS 

OF 

VERIFICAT

ION 

RISKS/ 
MITIGATION 
MEASURES Indicator 

 (including CSI) 
Baseline Target 

IM
P

A
C

T
 Contribute to 

inclusive growth 

and enhanced 

competitiveness 

through power 

sector reforms and 

enhanced PFM 

systems 

GDP growth  

 

7.0% (2012/13) Average of 7.3% 

(2015-2018) 

IMF , AfDB 

& MOFP 

reports 

i. Capacity constraints:  

Challenges in planning and 

implementation capacity within 
Government, TANESCO and 

other energy sector institutions. 

Mitigation: Continue 
supporting targeted TA 

interventions for MEM, 

TANESCO, TPDC, EWURA, 
REA and STAMICO in the 

areas of contract management, 

negotiation, planning, 
procurement and 

implementation. 

 

ii. Macroeconomic/Fiscal 

risks: Tanzania remains 

vulnerable to a number of 
exogenous risks such as 

exposure to variations in prices 

on international markets. 
Mitigation: Continued 

engagement with GOT through 
policy dialogue to encourage 

implementation of on-going 

economic reforms and promote 
diversification; Also, 

monitoring of performance 

through engagement with IMF. 

 

iii. Fiduciary risk :  

Tanzania has made good 
progress in strengthening 

institutions and addressing 

corruption. However, 
weaknesses still remain, and 

these will continue to pose a 

risk. Mitigation: Continued 
implementation of the PFM 

Reform Program (PFMRP 

IV), continued strengthening 
of anti-corruption and 

oversight institutions as well 

as inclusion of PFM measures 
in the policy program. 

  

Iv. Performance risk: Delays 
in improving TANESCO’s 

GCI score (Quality of infrastructure 

sub-score) 

3.2 (2013/14) 

 

5 (2017/2018) 

 

WEF GCI 

Report 

O
U

T
C

O
M

E
S

 

Outcome 1: 

Improved 

operational 

efficiency and 

financial viability 

of TANESCO and 

enhanced 

competition and 

private sector 

participation in the 

power sector 

Percentage of population with 
connection to electricity 

24% (2013) 32% by 2017 TANESCO 
Annual 

Progress 

Report 

Improved revenue collection by 
TANESCO 

TSH 933,5 
billion(2013) 

1613.14 billion (2017) TANESCO’s 
financial 

statements 

Share of total electricity supplied 

through non-emergency sources 

79% (2013) 100% (2017),    Annual 

reports 

Outcome2: 

Strengthened 

Procurement and 

improved oversight 

and control of PE 

debt risk  

Average compliance of Procuring 

entities with the  new Public 

Procurement Act 

64% (2012/13) 

 

75% (2017) 

 

PPRA Reports 

Size of public debt stock  40.8% of GDP 
(2012/13) 

34.2% of GDP 
(2016/17) 

IMF reports 
MOF reports 

 Component 1: Strengthened institutional framework and operational efficiency of the power sub-sector 

O
U

T
P

U
T

S
 

Output 1.1 

Technical and 

financial 

performance of 

TANESCO 

enhanced  

Prepaid meters as share of total meters 
installed 

64% (2013) 100% (2016) Annual 
reports/ 

Supervision 

reports 

Establish separate accounting system 
for generation, transmission and 

distribution 

Single accounting 
system for all three 

segments (2013) 

Separate accounting 
systems established for 

generation, 

transmission and 
distribution (end 2017) 

Annual 
reports/ 

Supervision 

reports 

Installation of system of 

metering/audit of transformers to 

detect system loss;  

25% of transformers 

metered (2013); 

 

100% metered (2017) Supervision 

reports 

Output 1.2 

TANESCO 

prepared for 

unbundling  

Carry out revaluation of TANESCO’s 

assets and liabilities in preparation for 
unbundling 

No asset Revaluation 

(2013) 

Asset Revaluation 

conducted (March 
2017)  

Supervision 

reports 

Output 1.3:  

Strengthening 

Number of MEM and TANESCO 

managers trained on renewable energy  
 

24 ( 2013) 30 (at least 30% 

female) in 2016 

Progress 

reports/ 
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Planning, and 

policy analysis  

Number of MEM and TANESCO 

managers trained on policy and 

planning 

 

Percentage of women in TANESCO’s 

executive management 
 

Development of Gender Policy for 

TANESCO 

22 (2013) 

 

 

 

33% (2013) 

 
 

No Gender Policy for 

TANESCO in place 
(2013) 

 

30 (at least 30% 

female) 2016 

 

 

40% (2016) 

 
 

Gender policy for 

TANESCO approved 
(2016) 

supervision 

reports 

Progress 

reports 

 

 
Progress 

reports 

 
 

Progress 

reports 

financial performance could 

adversely impact the 

timeframe for unbundling. 

Mitigation: Take the 

necessary steps to improve 

TANESCO’s financial 
performance by improving 

operational efficiency 

(through both cost cutting and 
revenue enhancing measures), 

thus  providing a strong basis 

to pay off debt 

Component 2 Enhanced competition and private sector participation in the power sector 

 

Output 2.1  

Incentives for 

private investments 

in the  power sector 

created 

 
 

EWURA conducts updated cost of 

service study.  

No cost of service study 

conducted (2013) 

Cost of service study 

conducted (2017) 

Progress 

Report 

EWURA approves model PPAs for 

renewables 

No model PPAs for 

renewables (2013) 

PPAs for renewables 

approved (2016) 

Progress 

reports 

Cabinet approves a revised National 
Energy Policy to, among others, 

clarify Government’s intent on PSP in 

the power sector.  

2003 Energy Policy in 
place (2013)  

Revised energy policy 
adopted by 2016 

 

Progress 
reports 

Cabinet approves revised draft 
Electricity Act of 2008 to allow 

private generators to sell directly to 

bulk off-takers 

2008 Electricity Act in 
place 

Revised Electricity Act 
approved by Cabinet 

(2016) 

Progress 
reports 

Output 2.2:  Legal, 

regulatory  and 

institutional 

framework for PSP 

in the power sector 

improved 

An Electricity Infrastructure 

Procurement Committee (EIPC) 
established to manage competitive 

procurement of power infrastructure 

projects 

No EIPC in place 

(2013) 

EIPC established 

(2017) 

Progress 

reports 

Institutional arrangements for PPP 
streamlined 

Confusing roles for 
various entities working 

on PPPs 

Streamlined 
institutional 

arrangements in place. 

Progress 
reports 

Component 3: Improved governance through PFM reforms 

Output 3.1 

Improved debt 

management and 

reduced fiscal risk 

posed by SOEs 

(including 

TANESCO)  

Debt Management Department created 

within the Ministry of Finance  

No debt Management 

Department in place 
(2013) 

Debt Management 

Department created 
(2016) 

Progress 

reports 

Revised Government Loans, 

Guarantees and Grants Act submitted 

to Parliament 

Old Government Loans, 

Guarantees and Grants 

Act in place (2013) 

Revised Government 

Loans, Guarantees and 

Grants Act submitted 
to Parliament (2017) 

Progress 

reports 

Options study on the clean- up of 
TANESCO’s books prior to 

unbundling 

No options study 
conducted (2013) 

Options study 
conducted  (2017) 

Progress 
reports 

Output 3.2 

Enhanced  

efficiency and 

value for money in 

public  

procurement 

 

Revised Public Procurement Act 

enacted by parliament 

Old Public Procurement 

Act in place (2013)  

 Revised Public 

Procurement Act 

enacted by parliament 
(2016) 

Progress 

Report 

 
 

 

National Plan for E-procurement 

approved 

No national plan for e-

procurement in place 

(2013) 

 National Plan for e-

procurement approved 

(2016) 

Progress 

reports 

 

 

TANESCO’s procurement activities 
decentralised to zonal offices to 

improve efficiency 

Centralised 
procurement function at 

TANESCO (2013) 

 TANESCO’s 
procurement function 

decentralised (2016) 

Progress 
Reports 

 

 

COMPONENTS 

1. Strengthened institutional framework and operational efficiency of the  power sub-sector;  

2. Enhanced competition and private sector participation in  the power sub-sector;  

3. Improved governance through PFM reforms.  

Total financing for Phase II & III: UA 50 million. 
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REPORT AND RECOMMENDATION BY MANAGEMENT TO THE BOARD OF 

DIRECTORS ON A PROPOSED LOAN TO THE UNITED REPUBLIC OF TANZANIA 

FOR THE POWER SECTOR REFORM AND GOVERNANCE SUPPORT PROGRAM 

PHASES II & III (PSRGSP II & III) 
 

I. THE PROPOSAL  

1.1 Management submits this report and recommendation for a proposed loan of UA 50 

million to finance the second and third phases (UA 25 million for each of the two phases) of the 

Tanzania Power Sector Reform and Governance Support Program (PSRGSP II and III).  The 

PSRGSP was designed as a programmatic series of three consecutive general budget support 

operations covering the fiscal years 2014/15-2016/17, for a total indicative financing of UA 100 

million. In line with the Bank’s Policy on Program-Based Operations (PBOs), following Board 

approval of PSRGSP in May, 2015, the first operation for 2014/15  (of UA 50 million) was disbursed 

against achieved Prior Actions from Government of Tanzania’s (GOT’s)  implementation of power 

sector and public finance management (PFM) reforms. The approved PSRGSP, in presenting the 

three-year framework, set out indicative triggers for the second and third phases (PSRGSP II and III), 

for 2015/16 and 2016/17 respectively. This facilitates provision of predictable financing for GOT, 

and creates a medium-term framework for policy dialogue with development partners and major 

stakeholders, including civil society and the private sector. The proposed PSRGSP II and III are the 

second and third in the three year series. It should be noted here that, contrary to the initial schedule 

at program conception, PSRGSP II is now being presented, with some delay, in 2016/17 FY and not, 

as envisaged, during the 2015/16 FY which ended 30 June, 2016. The delay arose from GOT taking 

longer than envisaged to meet the triggers/prior actions. Thus, PSRGSP II and III have now been 

combined, rather than presented separately. The disbursement of PSRGSP II will be based on the 

achievement of prior actions, and the disbursement of PSRGSP III will be based on GOT meeting the 

disbursement conditions.           

1.2 The proposed operation is aligned with Tanzania’s Development Vision 2025, and the 

Second Five Year Development Plan 1I (FYDP II, 2016/17-2020/21). The operation represents 

continued support for GOT’s on-going power sector and PFM reforms, as set out in the 2014 

Electricity Supply Industry Reform Strategy and Roadmap and the Pubic Financial Management 

Reform Program (PFMRP IV 2014-17). The operation is complemented by technical assistance for 

capacity-building through on-going operations, including ISPGG III. 

1.3          In line with the original program approved by the Board in May 2015, the objective of 

this combined operation (PSRGSP II & III) is to continue support to promote inclusive growth 

and competitiveness, through power sector reform and improved economic and financial 

governance. The operation aims at sustaining support for Tanzania to address development 

challenges, by transforming the power sector into a financially and commercially viable, and 

technically efficient sector, providing reliable and affordable electricity to consumers. The 

programme is organized around three pillars that epitomise some of the key persisting challenges 

facing Tanzania, namely: (a) Strengthening the Institutional Framework and Operational Efficiency 

of the Power Sector; (b) Enhancing Competition and Private Sector Participation in the Power Sector; 

and (c) Improving Governance through PFM Reforms, with particular emphasis on strengthening 

procurement systems and reducing fiscal risks posed by public enterprises. The expected programme 

outcomes are: (a) Improved operational efficiency and financial viability of TANESCO, and 

enhanced competition and private sector participation in the power sector; and (b) Strengthened 

procurement and improved oversight and control of debt, particularly debt risks posed by public 

enterprises. These outcomes will lead to increased access to affordable and reliable power supply, 

and enhance economic diversification, competitiveness and inclusive growth. By providing reliable 

energy at low cost, private sector businesses will benefit, making growth more inclusive. Addressing 

debt management issues and fiscal risks posed by public enterprises will also contribute to inclusive 
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growth, by freeing resources for GOT poverty reduction expenditures in social sectors, particularly 

education and health. By increasing electricity supply, with the grid expanding to rural areas, the 

reforms will boost micro, small and medium enterprises, and impact positively on poverty reduction 

and inclusive growth.   

 

II. UPDATE OF COUNTRY ELIGIBILITY  

2.1 A. Country’s continued commitment to poverty reduction: Poverty reduction remains a 

priority challenge in Tanzania. In Development Vision 2025, Tanzania aspires to eradicate extreme 

poverty, as reflected in FYDP II, and the Long Term Perspective Plan (LTPP 2011/12 – 2025/26 – 

the roadmap to a middle income country). The ongoing reforms in the public sector have continued 

to focus on enhancing public service delivery to support poverty reduction. Official estimates indicate 

that the poverty headcount declined from 33.6% in 2006/07 to 27.9% in 2014/15, and is higher in 

rural (31.5%) than in urban areas (22.7%). National Survey data reveal a marginal deterioration in 

inequality, with the Gini coefficient rising from 0.36 in 2009 to 0.37 in 2011, to 0.39 in 2015. At the 

same time, Tanzania made good progress on the Millennium Development Goals (MDGs). Targets 

in primary school net enrolment, equity in primary education, access to safe water and reduction in 

child mortality have largely been met. Infant mortality rates declined from 51 deaths per 1000 live 

births in 2010 to 43 in 2015, while the under-five mortality rate declined from 81 deaths per 1000 

live births in 2010 to 67 deaths in 2015. The country has also made commendable progress in 

advancing gender equality. It achieved the MDG 3 target of promoting gender equality in primary 

and secondary education. Women’s labour force participation is also high at 86.3% in 2015 against 

89% for men. Technical Annex 2 presents a detailed gender analysis. The country’s commitment to 

poverty reduction remains strong. The main challenge is translating economic growth into faster 

poverty reduction, through robust transformation of the economy to promote growth that is inclusive. 

FYDP II places emphasis on poverty reduction through improvements in social services (education, 

health, housing, water and sanitation), enhancing income security, and promoting social protection. 

It is noteworthy that the new President is giving top priority to education and health sectors. 

2.2 B. Continued political stability: Tanzania continues to enjoy considerable political 

stability since Independence in 1961, and has not witnessed any major upheavals. The political 

order experienced considerable changes from the one party system at Independence to a multi-party 

democratic dispensation in 1992. Since then, Tanzania has held five largely peaceful general 

elections. The last elections, in October 2015, ushered in a new President, H.E. John Magufuli, to 

replace H.E. Jakaya Kikwete, under the Chama cha Mapidunzi (CCM) ticket. The 2015 general 

election was the closest, and most competitive ever held, and the new President was elected with 

58.46% of total votes, while his closest rival got 39.97%.. Overall, Tanzania continues to guarantee 

basic freedoms for all and the media enjoys a relatively free operating environment.     

2.3 C. Macroeconomic stability: Tanzania has maintained a high and steady economic 

growth rate in recent years. Macroeconomic management has been sound and anchored on the IMF 

Policy Support Instrument (PSI) program. The fourth review under the 2014-16 PSI was completed 

in June 2016, with the IMF Executive Board noting that macroeconomic performance had been 

strong. Real GDP grew by 7% in 2015, driven by construction, services and basic manufacturing, and 

economic diversification has continued. Most quantitative targets for end 2015 were met, but progress 

on structural reforms slowed due to the transition to the new government. The macroeconomic 

outlook is favourable, with growth remaining strong at about 7% in 2016. On the external front, 

performance was mixed. The current account deficit improved to 8.6% of GDP in 2015/16 from 

10.7% in 2013/14., while the capital account surplus narrowed, due to declining external support and 

lower foreign direct investment in natural gas exploration.  

2.4     Fiscal policy has focused on prioritizing public spending and strengthening domestic 

revenue mobilization, to maintain fiscal deficits within sustainable limits. Fiscal deficit was 

estimated at 3.3% of GDP in FY 2014/15.  The Government had initially planned for a slightly higher 
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deficit of about 4.2% of GDP in FY 2015/16, to accommodate additional expenditures in the 

education sector, as well as on infrastructure projects and expenditures carried over from 2014/15. 

The target was subsequently reduced to 3.25% of GDP, as a result of the external financing shortfalls 

(about 1% of GDP), which required a downward revision of the expenditure level. The ongoing 

efforts to reduce non-priority spending, and improve domestic revenue collection, demonstrate the 

authorities’ commitment to reducing the fiscal deficit to the medium term target of 3% of GDP. 

Revenue performance has been lower than programmed, in spite of the implementation of various 

measures to strengthen domestic revenue mobilization. This underperformance is due to challenges 

in rolling out electronic billing machines, lower than projected demand for excisable products, and 

lower trade tax collections due to growing imports from the East African Community (EAC), which 

attract lower or no taxes. As a result, the tax/GDP ratio has stagnated at around 12% in 2012/13 and 

2014/15. New revenue enhancing measures for 2015/16 include implementation of the Value Added 

Tax (VAT) of 2014 Act aimed at reducing exemptions, and introduction of levies on imports and oil 

products to finance rural electrification and railway infrastructure. These measures are projected to 

increase the revenue yield by over 1% of GDP in 2015/16.  

 

2.5  The Bank of Tanzania continues to maintain tight monetary policy, resulting in falling 

inflation over the past two years. In line with objectives of supporting economic growth and 

maintaining price stability, the growth of average reserve money was 15% in the year ending 

December 2015, – slightly lower than both the 15.8% growth limit, and the 17.4% growth in 2013. 

Inflation remained volatile but moderate, averaging 5.6%. The lending interest rates decreased 

slightly from 16.3% in July 2014 to 16.14% in November 2015. In line with developments in money 

supply and interest rates, private-sector credit grew by 24.5% in the year ending December 2015, 

higher than 20.1% growth recorded in 2014. The steady decline in inflation is largely due to the 

combined impact of the prudent monetary policy and decline in global commodity prices, including 

fuel.    

2.6  The balance of payments continued to recover gradually by end 2015, after deterioration 

in the previous year. Total exports value increased by around 12 % in the year ending November 

2015, due to strong performance in manufactured exports and tourism receipts. Meanwhile, the value 

of imports declined by about 3% in November 2015, mainly due to decrease in oil prices. The current 

account deficit stood at around 10% of GDP at the end of 2015, driven mainly by manufacturing and 

fuel imports. These pressures notwithstanding, the gross official reserves, at end November 2015, 

still represented a strong 4 months of import cover. 
 

2.7  Tanzania’s medium term economic outlook remains positive. Economic growth is 

projected to remain strong at 7% in 2016 and in the medium term, supported by mining, 

manufacturing, communications, and financial 

services, as well as a rapid increase in public 

investments. The current account deficit is 

expected to improve once domestic natural gas 

replaces liquid fuel as the main source of power 

generation. Considerable FDI inflows are 

expected to impact positively on export figures. 

GOT’s decision to review the VAT legislation, 

and rationalize tax exemption regimes, as well as control recurrent spending, will support the medium 

term fiscal policy target of 3% of GDP. Total public debt as a percentage of GDP stood at 35.4% by 

end 2014/2015 and is projected to stabilize at around 40% in the medium term. Based on the 

IMF/World Bank Debt Sustainability Framework for Low Income Countries, the 2015 DSA shows 

that Tanzania’s public debt remains sustainable under both baseline and alternative scenarios in the 

short, medium and long term. Most of the debt burden indicators have remained below their indicative 

thresholds, except the debt service to revenue ratio, which shows a near breach on applicable 

benchmark under the historical scenario: this reflects the low ratio of domestic revenue to GDP. This 

 

Table 1: Selected macroeconomic indicators, 2012/13-2016/17 
Indicators (in % of GDP) 2013/14 

Proj. 

2014/15 

Proj. 

2015/16 

Proj. 

2016/17 

Proj. 
Real GDP growth 7.1 7.2 7.0 7.0 

Overall balance- excl. Grants -5.4 -5.3 -5.7 -4.5 
Current account deficit  -10.7 -8.7 -8.3 -7.9 
Gross official reserves 

(months. of import cover) 
4,2 3.9 4.0 4.0 

Total public debt (% of GDP) 37.8 38.3 39.2 42.5 
Source:  Ministry of Finance, Dar es Salaam; IMF staff estimates, Feb 2016 
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scenario underscores the need for government to scale-up domestic revenue mobilization efforts, to 

create sufficient fiscal space to service debt in the absence of a refinancing strategy. This is now 

particularly important, given the new IMF debt policy: the PSI’s assessment criteria no longer include 

ceilings on external non-concessional borrowing and on net domestic financing. Instead a fiscal 

deficit assessment criterion is introduced.   

2.8    D. Fiduciary risk assessment: The latest 2016 Country Fiduciary Risk Assessment (CFRA), 

updating the CFRA of August 2014, concluded again that the country’s PFM system is reasonably 

adequate to support Bank operations in Tanzania. The assessment covers the main PFM components, 

namely budget planning and execution, Treasury management, accounting and reporting, internal 

control, procurement and external audit. The assessment of the PFM system was based on the Public 

Expenditure and Financial Accountability Assessment (PEFA) 2010 and 2013 reports; the joint DFID 

and AfDB CFRA 2011; the Country Policy and Institutional Assessments (CPIA) 2013 and 2014, 

General Budget Support Review (GBSR) 2013; Report on the evaluation of GBS in Tanzania 2005-

2012 and the Controller and Auditor General’s (CAG) reports of June 2013 and 2014. The updated 

assessment retains the overall residual risk as moderate, which is consistent with the PEFA 2013 that 

recognized improvement in PFM systems in line with the Government’s ongoing commitment to 

PFM reforms.   
 

2.9 The updated 2016 CFRA concurs with the PEFA 2013 finding that major challenges are the 

non-salary internal controls and the fiscal risk posed by some public enterprises. The 

Government is committed to PFM reforms. The required safeguards to mitigate the key 

risks/weaknesses, such as non-salary internal controls and the fiscal risk to the budget posed by some 

public enterprises, are being addressed in the PFM Reform Strategy IV. They are also part of the 

dialogue of DPs and the Government, with key issues put in the PFMRP IV supervised annually. The 

Bank has also been supporting the PFM strategy through the Institutional Support Project for Good 

Governance (the last one closed April 2015), and a third phase was approved in February, 2016.  

2.10     E.   Donor coordination Harmonization : There is good collaboration among DPs in 

Tanzania, but there is also room for improvement of the aid coordination mechanism between 

DPs and Government The development cooperation landscape comprises 4 multilaterals, 17 United 

Nations agencies, and 18 bilateral partners. In the past, the country received budget support from 

three multilateral DPs (AfDB, EU and World Bank), and nine bilaterals (Canada, Denmark, Finland, 

Germany, Ireland, Japan, Norway, Switzerland and the United Kingdom). However, the number of 

bilaterals providing budget support has been on the decline recently. The dialogue structure consists 

of more than 20 thematic working groups, and 7 sector working groups. In order to maximize the 

impact of its support, the Bank has been selective and focused on dialogue in areas where it has 

comparative advantage (transport, energy and governance). The Bank has been the lead DP in the 

transport sector since mid-2011, and has chaired the Poverty Monitoring Group since April 2013. It 

has also chaired the energy sector DP Group (DPG) in the past and continues to be an active 

participant in the work of the group. Partnership between Government and Budget Support 

Development Partners has faced some challenges recently, but major steps are envisaged, including 

through mediation, to devise a new, mutually agreed dialogue framework.  

 

2.11    The proposed PSRGSP II and III, like the first operation, has been prepared in close 

collaboration and consultation with the DPs to ensure continued complementarity and 

synergies with their energy sector operations. Furthermore, the Electricity Supply Industry Reform 

Strategy and Roadmap will continue to be the basis for future DP interventions in Tanzania’s energy 

sector. The World Bank has provided a two-tranche US$200 million Energy Sector Development 

Policy Operation, focusing on developing the gas sector, and enhancing fiscal transparency and the 

financial viability of TANESCO.  The EU is also processing a Euro 80 million operation, to improve 

energy access and pro-poor policies, private sector participation in the power sector, and support 

development of transmission lines and renewable energy. Other actors in the sector are CIDA, 
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Finland, Germany, JICA, Korea, Netherlands and SIDA. It is expected that the Energy Sector DP 

Group will eventually develop a sector PAF based on the Strategy and Roadmap, to further 

consolidate harmonization of interventions in the energy sector. 
   
2.12      Other relevant stakeholders, such as the private sector and civil society, were consulted 

at a stakeholder’s workshop organised during the appraisal mission for this operation. During 

supervision and annual GBS and energy sector review missions, the Bank will also ensure that DPs 

continue to be adequately consulted. The review of the first phase 2014/2015 of the PSRGSP program 

was concluded in December, 2015, and the results of the review, detailing progress and challenges in 

program implementation, have informed the design of the proposed second and third combined 

operation.  

 

III. COMBINED YEAR 2015/2016 AND YEAR 2016/17 PROGRAM:  

3.1 Program Goal and Purpose  

3.1.1  The goal of the combined PSRGSP II and III is to contribute to the government’s effort 

to promote inclusive growth and enhanced competitiveness through power sector reform and 

improved economic and financial governance. It aims to achieve this by addressing a major 

development challenge – the lack of adequate, reliable and affordable energy supply. The proposed 

combined operation, in line with the first operation, will further pursue addressing related challenges 

in PFM, building on progress achieved in past and on-going Bank support in this area. Particular 

emphasis is placed on two key areas of PFM: (i) further improvements to procurement systems; and 

(ii) reducing the risks to fiscal stability posed by parastatals, through improved debt management. 

Critical lessons learned during Phase I include (i) the importance of anchoring budget support 

operations on well thought out government-owned reform programmes; (ii) the importance of proper 

sequencing of reform actions; (iii) the need to factor in adequate time for consultations around critical 

policies/laws; and (iv) the need to exercise flexibility. These have been taken into account in the 

current phase of the operation.   

3.2 Program Components 

3.2.1 The PSRGSP II and III components remain the same as specified in the original 

Program Appraisal Report (PAR) namely (i) Strengthening the Institutional Framework and 

Operational Efficiency of the Power Sector; (ii) Enhancing Competition and Private Sector 

Participation in the Power Sector; and (iii) Improving Governance through PFM Reforms, with 

particular emphasis on strengthening procurement systems and reducing fiscal risks posed by 

parastatals. 

Component 1: Strengthening Institutional Framework and Operational Efficiency of the Power 

Sector 

3.2.2 The internal operational challenges of TANESCO continues to constrain Government’s 

efforts to provide adequate, reliable and affordable electricity in Tanzania. Unreliable and 

expensive energy supply have a negative impact on production, and businesses consider these as the 

most serious constraints to their operations. The lack of diversification of the sources of power, 

challenges in planning capacity within TANESCO, non-cost reflective tariff and the absence of 

competition in the sector remain major challenges. GOT is committed to addressing these challenges 

through the Electricity Supply Industry Reform Strategy and Roadmap. Within this framework, 

performance is being enhanced through measures such as tariff adjustments, signing of a performance 

contract between MEM and TANESCO, and improvements in billing and payment systems. The 

current average tariff is 11.07% cents per kWh and TANESCO has submitted an application for 

18.19% tariff increase, which is currently being considered by EWURA. During the 2015/16 fiscal 

year, GOT took commendable action transferring close to Tsh 200 billion (USD 92.3 million) to 

TANESCO to clear its arrears on electricity bills Other measures taken to help improve TANESCO’s 
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financial performance include the installation of automatic meter reading for major customers, 

enforcing penalty and disconnection policy for customers that fail to pay their bills, and enhancing 

the use of prepaid meters to improve collection efficiency. Despite these improvements, TANESCO’s 

financial situation remains precarious. As of October 2016, its arrears to suppliers stood at USD 345 

million. This is a major cause for concern. 

 

3.2.3   PSRGSP I supported GOT’s efforts to implement a phased restructuring of the power 

sector, as envisaged in the Electricity Supply Industry Reform Strategy and Roadmap. It 

supported immediate to short term measures, with focus on (a) enhancing the technical and financial 

performance of TANESCO; (b) unbundling TANESCO; and (c) planning and policy analysis 

capacity strengthening. Key prior actions supported, and implemented by GOT, were: (i) adoption of 

the Electricity Supply Industry Reform Strategy and Roadmap; and (ii) retirement of 100 MW of 

electricity supplied through expensive EPPs, aimed at reducing TANESCO’s operating cost. 

 

3.2.4 The PSRGSP II will build on achievements of PSRGSP I, by supporting (i) Increasing the 

number of prepaid meters as share of total meters to 100% (from 64% in 2013); (ii) Cutting the 

number of high cost emergency power plants to 0 (from 5 in 2013); (iii) Establishing separate 

accounting systems and management accountability for generation, transmission and distribution 

(ring-fencing);; and (iv) capacity building of TANESCO and MEM staff.  

 

3.2.5 PSRGSP III will build on the achievements of Phase II, by further supporting critical 

measures, including (i) training TANESCO and MEM staff, particularly in the area of planning 

capacity and renewable energy; (ii) increasing the number of women in TANESCO’s executive 

management; (iii) approval of gender policy for TANESCO, and (iv) Conducting assets and liabilities 

valuation for TANESCO’s generation, transmission and distribution segments. 

 

Component 2: Enhancing Competition and Private Sector Participation in the Power Sector 

3.2.6   GOT is implementing reforms to create the space for the private sector to scale up investments 

in the energy sector. These investments are needed in order to reach the targeted capacity of 

10,782MW by 2025. Completion of the gas pipeline, in addition to increasing the availability of gas, 

is expected to result in a reduction in marginal production cost of gas-fired generation units below 

the average tariff. This positive development is likely to attract private investments in the sector. 

3.2.7 PSRGSP I supported GOT’s efforts in improving the policy, legal and regulatory 

framework for private sector activities. Specific actions taken include (i) EWURA finalised and 

submitted model PPAs for oil and gas to MEM; and (ii) Bill on the Revision of the PPP Act submitted 

to Parliament. The proposed amendments to the PPP Act have since been passed, laying the 

foundation for PPP transactions in the power sector. The amended PPP Law has helped to streamline 

the hitherto confusing roles of numerous entities (Prime Minister’s Office, Ministry of Finance and 

Planning, Tanzania Investment Centre) involved in the PPP process. The third phase of the Bank’s 

ISPGG, approved by the Board in January 2016, will complement the policy reforms by supporting 

capacity building in PPPs, with particular emphasis on project identification, appraisal and due 

diligence to help ensure value for money in PPP transactions, including in the energy sector. 

3.2.8   PSRGSP II will build on the achievements of PSRGSP I, by supporting the following 

measures: (i) approval by Cabinet of the National Energy Policy clarifying government’s intent on 

private sector participation in the energy sector; (ii) EWURA approval of model power purchase 

agreements for renewables; (iii) EWURA undertaking updated cost of service study for electricity; 

and (iv) Approval by Cabinet of the revised Electricity Act and related regulations, allowing private 

generators to sell directly to bulk off-takers.  

3.2.9   PSRGSP III will further build on the achievements of PSRGSP II by supporting the 

following measures: (i) Establishment of Energy Infrastructure Procurement Committee (EIPC) to 
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manage competitive procurement of power infrastructure projects; and (ii) Developing wheeling 

charges mechanism.  

Component 3: Improving Governance through PFM Reforms 

3.2.10   The Tanzanian authorities are committed to PFM reforms, and continue to pursue tax policy 

and tax administration measures to enhance revenue mobilization, expenditure control, procurement 

reforms and strengthening of debt management, among others. Support for PFM reforms under 

PSRGSP is focused on two key areas, namely (i) reducing fiscal risks posed by SOEs, through 

improved debt management; and (ii) improving oversight, efficiency and value for money in public 

procurement. Despite Tanzania’s reform efforts over the years to strengthen the public procurement 

function, non-compliance of public entities with procurement laws and regulations remains a challenge. 

Strengthening the public procurement system is therefore necessary to ensure value for money, and reduce 

fiscal risks. Proper management of public debt also forms a critical part of PFM. The inclusion of debt 

management reforms in PSRGSP was geared towards enhancing fiscal stability, which could be 

threatened by poor performance of the power sector.    

3.2.11:  PSRGSP 1 supported a number of key measures, including the following: (i) timely 

preparation and publication of TANESCO’s annual reports; (ii) procurement audits conducted on 50 

procuring entities; (iii) passage of E-Transactions Bill by Parliament; and (iv) approval of an action 

plan to implement the Public Procurement Act. These are important achievements.  

3.2.12   PSRGSP II will support a number of follow up critical measures, including (i); (i) creation 

of a Debt Management Department within the Ministry of Finance; (ii) Approval by the PPRA Board 

of a National Plan for e-procurement; and (iv) Enactment by Parliament of the revised Public 

Procurement Act, which, among other potential positive impacts, will help to improve efficiency, 

transparency, social inclusion and value for money in public procurement.  

3.2.13   Phase III of the operation will further build on the achievements of Phase II by 

supporting the following: (i) Operationalization by PPRA of the pilot phase of e-procurement; (ii) 

Decentralization of TANESCO’s procurement activities to zonal offices and (iii) submission to 

Parliament of the Revised Government Loans, Guarantees and Grants Act, which have incorporated 

key elements of the draft Debt Management policy. This will, among others, provide the legal basis 

for the debt management department created within the Ministry of Finance and Planning. 

3.3 Program Outputs and Expected Results 

3.3.1 Support to GOT’s power sector and PFM reform programme under Phase 1 of PSRGSP 

has yielded positive results.  Progress made towards achieving the output targets set in the original 

PSRGSP PAR, approved by the Board in May 2015, as envisaged in the results logical framework 

(RLF), is summarized in Table 2 below.  

 

Table 2 a: Progress on Targets from the RLF 

Output Achievements 

Component 1: Strengthened institutional framework and operational efficiency of the power sub-sector 

Improve technical 

and financial 

performance of 

TANESCO  

 Prepaid meters (D1 and T1) as share of total meters stands at 96% as at end September and 

is on course to reach 100% by the end of 2016. 

 In 2013, 21% of total electricity output was generated by Emergency Power Plants. The 

resort to Emergency Power Plants (EPPs) has now been totally phased out. 

 60% of all transformers are installed with systems to detect losses by October 2016. This is 

on course to reach 100% by end December 2017. 

TANESCO’s 

Unbundling process 

 Tender for the revaluation of TANESCO’s assets and liabilities has been completed 

following some delay, due to an appeal against the procurement process which was 

subsequently resolved.  

 The process to establish separate accounting systems for generation, transmission and 

distribution will be the necessary step to follow the asset revaluation.  
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Strengthening 

Planning, and policy 

analysis 

 MEM has approved a capacity building strategy for long term generation planning. 

 A power sector master plan has also been prepared. 

 55 staff (from TANESCO, MEM and EWURA) have undergone training in various areas, 

including PPP in renewable energy. 

 Draft gender policy for TANESCO has been approved by TANESCO Management. This is 

expected to be considered by the TANESCO Board by end December 2016. 

 

Component 2 Enhanced competition and private sector participation in the power sector 

Create incentives for 

private investments in 

the  power sector 

 Cabinet approved a revised National Energy Policy to, among others, clarify Government’s 

intent on Private Sector Participation in the power sector. 

 Regulation on the creation of Electricity Infrastructure Procurement Committee (IEPC) has 

been passed. The Committee is expected to be established during the first quarter of 2017.  

Improve legal, 

regulatory  and 

institutional 

framework for PSP in 

the power sector 

 Revisions to the PPP Act have been approved by Parliament. The institutional arrangements 

are being streamlined in line with the provisions of the Act. 

 Cabinet has approved revision of the relevant section of the 2008 Electricity Act, allowing 

private generators to sell directly to bulk off-takers. The related Regulation has also been 

gazetted. 

Component 3: Improved governance through PFM reforms 

Improve debt 

management and 

reduced fiscal risk 

posed by SOEs 

(including 

TANESCO) 

 Debt Management Department has been created within the Ministry of Finance and 

Planning.  

 The revised Government Loans, Grants and Guarantees Act, incorporating elements of the 

draft Debt Management Policy has been prepared.  

Enhance efficiency 

and value for money 

in public  

procurement 

 Parliament has approved the e-transactions Act, paving the way for the implementation of 

e-procurement in Tanzania. 

 National Plan for e-procurement has been approved by the PPRA Board. 

 TANESCO’s procurement activities have been decentralized to zonal offices. 

 
 

Table 2.b. Progress towards achievement of Impact and Outcome indicators 
Indicator Target Current status Comments 

Impact Indicators 

GDP growth Average 7.3% 

(2015-2018) 

Average 7.0% 

(2014/15-2015/16) 

On track 

GCI score (Quality of infrastructure sub-

score) 

5 (2017/18) 3.1 Represents a marginal deterioration 

from a score of 3.2 in 2013/14 

Outcome Indicators 

% of population with connection to 

electricity 

32% (2017) 32% (2016) Target already met. 

Improved revenue collection by 

TANESCO 

TSh. 1,613.14 

billion (2017) 

TSh. 1,555.68 

billion, equivalent 

to USD 710 

million 

TANESCO’s revenue target is on 

track. In the meantime, it had 

moved from an operating loss of 

TSh. 399 billion in FY2013 to an 

operating profit of TSh. 262 billion 

in FY2015. 

Share of total electricity supplied through 

non-emergency sources 

100% 100% Target already met. EPPs have been 

fully phased out. 

Average compliance of Procuring entities 

with the Public Procurement Act 

75% (2017) 71% On track 

Size of the public debt 34.2% of GDP 

(2016/17 

37.5% (2015/16) On track to meet the target for 

2016/17. Government is taking 

active steps to strengthen debt 

management, including through the 

creation of a Debt Management 

Department in the Ministry of 

Finance and Planning. 
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3.4 Progress on PSRGSP II Prior Actions Outlined in the Previous Operation   

3.4.1 The progress on prior actions and results were monitored systematically during supervision 

missions, sector working group meetings and consultations with DPs. There has been considerable 

progress on the set of PSRGSP I triggers (now prior actions for PSRGSP II) outlined in the original 

PAR approved by the Board in May 2015.  

Under Component 1 of PSRGSP II, progress on the prior actions is summarized below: 

 TANESCO has continued to replace post-paid meters with prepaid meters, and is on course to 

reach the target of 100% pre-paid meters by end 2016. Following the inauguration of the gas 

pipeline, and steps taken to replace liquid fired plants with gas fired plants, the energy mix has 

become more favourable, contributing to the improvement in TANESCO’s operational cost. As 

at mid-October 2016, the energy mix was 50,1% natural gas, 38,4% hydropower and 11,5% HFO. 

This is expected to change to 70% for natural gas, 21% for hydropower and 9% for HFO by April 

2018. The emergency power plants have been completely phased out, following the termination 

of the Aggreko contract in March 2016. The installation of a system of metering and auditing of 

transformers to detect system loss is also on track. As at end August 2016, 60% of all transformers 

were installed with a tracking system, expected to increase to 100% by December 2017. The 

consultant recruitment process for the asset and liabilities revaluation of TANESCO has been 

finalised and the revaluation exercise is expected to be completed during the first quarter of 2017. 

This will be followed by the establishment of separate accounting systems for generation, 

transmission and distribution, to pave the way for unbundling TANESCO.   

 

 Despite the progress made in implementing various policy measures, however, there appears to be 

no major improvement in TANESCO’s arrears situation, despite significant steps towards 

improving the financial performance of the utility. As of October 2016, TANESCO’s arrears to 

suppliers stood at USD 345 million (up from USD 234 million in June 2015). TANESCO’s 

Management has made a commitment to tackle this issue, and is currently in consultation with 

key stakeholders across government, including the Ministry of Finance, the Ministry of Energy 

and Minerals and EWURA to finalise an arrears clearance plan. The plan entails a number of 

options, including (i) settlement by government of its outstanding electricity bills, and use of the 

funds to settle TANESCO’s arrears; (ii) direct settlement of government bills by the Treasury 

rather than through departmental allocations; (iii) intensification of arrears collection from private 

clients; and (iv) tariff review. 

Under Component 2 of PSRGSP II, progress on the prior actions is summarized below: 

 GOT approved the new National Energy Policy in 2015, and published it in April, 2016. The new 

policy has clarified GOT’s intent on private sector participation in the energy sector. Combined 

with progress attained in the development of the PPP framework, this new policy provides a strong 

basis for stimulating private investments in the energy sector. 

 GOT has repealed Section 41 (6) of the Electricity Act, 2008 through the Tanzania Extractive 

Industries (Transparency and Accountability) Act, 2015, and gazetted related regulations. This is 

another key measure geared towards enhancing private sector participation in the power sector, 

by allowing private generators to sell directly to bulk off-takers.  

 

 Regulation on the establishment of an Electricity Infrastructure Procurement Committee (EIPC) 

has  been passed and the Committee is expected to be established during the first quarter of 2017.  

Under Component 3 of PSRGSP II, progress on the prior actions is summarized below: 

 Following the enactment of the e-transactions bill, PPRA is taking the necessary steps for the 

implementation of e-procurement. The National Plan for e-procurement has been approved by the 

PPRA Board and is currently under implementation. Capacity building for the operationalization 
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of e-procurement is one of the areas to be supported by the Bank’s ISPGG III, approved by the 

Board in February, 2016.  

 Approval of a procurement policy, as initially envisaged, has not happened. However, there was 

a more significant development in the area of procurement reforms, with the passing by 

Parliament, in June 2016, of a revised Procurement Act which, among others, will help to improve 

efficiency, transparency, social inclusion and value for money in public procurement.    

On debt management, the revised Government Loans, Guarantees and Grants Act has been prepared 

and submitted to Parliament. Furthermore, in a strong move to improve debt management, the 

Ministry of Finance has established a Debt Management Department, and appointed a Commissioner 

and two Deputy Commissioners for the Department. When passed, the revised Act will, among 

others, provide the legal basis for the new Department.  The Ministry of Finance and Planning had 

also prepared a draft Debt Management Policy. Following its submission, the Cabinet Secretariat had 

questioned its relevance, given that a Medium Term Debt Management Strategy 2015/16 – 2019/20 

was approved in 2015. In light of this development, Government has done some work to reflect 

elements of the draft policy into the revised Government Loans, Guarantees and Grants Act. This 

course of action followed discussions, with the government and IMF, and agreement reached with 

the IMF, considering that the Debt Management Policy is also a structural benchmark under the 

current PSI programme. 

3.5 Policy Dialogue  

3.5.1  Over the past year, the Bank has intensified dialogue with GOT on power sector reforms,   

strengthening efficiency and value for money in public procurement, and improving debt 

management. The dialogue has been particularly intensive, during 2016, in light of implementation 

challenges and delays in meeting some prior actions. This has been the major factor behind delayed 

presentation of PSRGSP II and III to the Board for consideration. Arising from this situation, the 

Bank will continue working closely with the government, to implement agreed  reforms. Dialogue 

will continue to focus on accelerating Tanzania’s socio-economic transformation and ensuring that 

economic growth is inclusive and sustainable, in line with the SDGs agenda. The dialogue will also 

focus on strategies for domestic resource mobilisation,  procurement reforms and debt management. 

The Bank has chaired DP working groups in Tanzania, and will continue to utilize this privileged 

position to enhance country dialogue. In addition, the Bank’s support to capacity building in 

economic and financial governance, including anti-corruption, public procurement and internal and 

external audit, through ISPGG III, will enhance its role as convener, catalyst and knowledge broker 

in Tanzania.  

3.5.2     Overall, the Bank’s policy dialogue will continue to be informed by close co-ordination with 

other DPs. There is need to strengthen the engagement of GOT with DPs in Tanzania to enhance 

policy dialogue.          

3.6 Loan and Grant Conditions 

3.6.1 Prior Action for PSRGSP II: The prior actions for PRSGSP II are presented in Table 3.  The 

table indicates prior actions met and reasons for modification, where applicable. The updated 

PSRGSP II policy matrix is also presented in Technical Annex XII.  
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Table 3:  Prior Actions for PSRGSP II  
 Original Triggers Proposed Prior Actions/Reason for modification  Evidence 

1 Cabinet approves 

National Energy Policy 

which  clarifies GoT 

intent on PSP in the 

power sector 

Cabinet approves National Energy Policy which 

clarifies GoT intent on PSP in the power sector. 

Status: MET 

Letter from MEM, with copy 

of the Policy attached, 

confirming approval of the 

Policy. 

2 PPRA approves a 

National Plan for e- 

procurement 

PPRA approves a National Plan for e- 

procurement. 

Status: MET 

Letter from PPRA 

confirming the approval of 

the plan, together with public 

notice on the same. 

3 Cabinet approves 

National Procurement 

Policy 

Parliament approves revised Public Procurement 

Act.  

Status: MET 

The proposed modification was informed by the fact 

that the key measures to improve efficiency, 

transparency, and value for money in public 

procurement were adequately addressed in the revised 

Act. 

Letter from PPRA 

confirming that the Act has 

been passed, together with a 

copy of the Act. 

4 Revised Government 

Loans, Guarantees and 

Grants Act submitted to 

Parliament 

This has been moved to Phase III as a disbursement 

condition. It now reads “Revised Government Loans, 

Guarantees and Grants Act (which integrates 

elements of the draft Debt Management Policy) 

submitted to Parliament”. 

 

5 Cabinet approves Debt 

Management Policy 
Debt Management Department created within the 

Ministry of Finance and Planning.  

Status: MET 

Creation of a Debt Management Department was 

initially a Phase III trigger but was achieved ahead of 

schedule. It replaces Cabinet approval of a Debt 

Management Policy, which is no longer required. GoT 

has done some work to integrate elements of the draft 

Debt Management Policy into the Government Loans, 

Guarantees and Grants Act, which is now a Phase III 

disbursement condition.  

Letter from the Ministry of 

Finance confirming that the 

Department has been created, 

together with a copy of the 

structure. 

6 An Electricity 

Infrastructure 

Procurement Coordinator 

(EIPC) established to 

manage competitive 

procurement of power 

infrastructure projects  

Cabinet approves revision of Section 41(6) of the 

2008 Electricity Act to allow private generators to 

supply power directly to bulk off takers.  

Status: MET  

The Regulation supporting the establishment of EIPC 

was passed but the actual establishment was delayed. 

The measure has therefore been moved to Phase III. 

Letter from MEM confirming 

the approval, with a copy of 

the revised Act and related 

Regulations. 

 

3.6.2 Disbursement conditions for PSRGSP III Operation (in 2016/17): The disbursement 

conditions for the follow up Phase III, outlined in the table below, have been carefully selected, based 

on a flexible approach, to positively influence the Government’s power sector and PFM reform 

efforts.  
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Table 4: Disbursement conditions for PSRGSP III 

 Original Triggers Proposed Disbursement Conditions/Reasons for 

Modification 

Evidence 

1 Approval by Cabinet of the 

Bill revising the Electricity 

Act of 2008, particularly 

section 41(6) to allow 

private generators to supply 

power directly to bulk off 

takers 

An Electricity Infrastructure Procurement 

Committee (EIPC) established to manage 

competitive procurement of power infrastructure 

projects.  
 

Revision of the Electricity Act was already effected 

under Phase II. Establishment of EIPC was initially 

for Phase II but was delayed. 

Letter from MEM, confirming 

that EIPC has been established, 

together with public notice of the 

same. 

2 Create Debt Management 

Office within the Ministry 

of Finance 

Revised Government Loans, Guarantees and 

Grants Act (which integrates elements of the 

draft Debt Management Policy) submitted to 

Parliament. 

This replaces “Creation of Debt Management Office 

within the Ministry of Finance” which was already 

accomplished under Phase II. “Revised Government 

Loans, Guarantees and Grants Act (which integrates 

elements of the draft Debt Management Policy) 

submitted to Parliament” was initially a Phase II 

trigger but its implementation was delayed due to the 

need for further work and consultations on the initial 

version.  

 

Letter from the Ministry of 

Finance confirming that the Act 

has been submitted to 

Parliament, together with the 

forwarding letter and a copy of 

the revised Act. 

3 Operationalization of e-

procurement, as required 

by the Public Procurement 

Act 

Operationalization of e-procurement, as required 

by the Public Procurement Act 

Letter from PPRA confirming 

the operationalization of e-

procurement 

4 An Independent Market 

Operator (IMO) designated 

to manage wholesale and 

retail electricity trading 

Developing wheeling charges mechanism.  
This replaces the designation of “IMO to manage 

wholesale and retail trading”. 

This is because IMO is scheduled for Dec. 2017 as 

per the Electricity Supply Industry Roadmap, which 

is beyond the timeframe of the PSRGSP operation.  

Letter from MEM confirming 

that the wheeling charges 

framework has been developed, 

together with a copy of the 

approval 

5 TANESCO’s generation 

segment unbundled from 

transmission and 

distribution segments 

Assets valuation for TANESCO’s generation, 

transmission and distribution segments.  
This replaces “Unbundling of TANESCO”. This is 

because unbundling is now scheduled for end 2017, 

as per the Electricity Supply Industry Roadmap, 

which is beyond the timeframe of the PSRGSP 

operation. 

Letter from TANESCO 

confirming that the assets 

valuation have been conducted, 

together with a copy of the 

report. 

6 TANESCO’s procurement 

activities decentralised to 

zonal offices to improve 

efficiency 

TANESCO’s procurement activities 

decentralised to zonal offices to improve 

efficiency. 

Letter from TANESCO, 

confirming that the 

decentralization has been 

effected; together with the 

Delegation Notice. 

 

3.7 Application of Good Practice Principles on Conditionality 

3.7.1 The programme design incorporates good practice principles on conditionality by, among 

others, (a) aligning the policy matrix with the country’s Electricity Supply Industry Reform Strategy 

and Roadmap and PFM reform agenda; (b) selecting only a limited number of prior actions and other 

reforms critically important for achieving results; and (c) selecting realistic conditions that are 

achievable within the programme timeframe, as conditions for disbursement. In addition, the Bank is 

aligning this operation with the budget cycle and thus responding to GOT’s financing needs in 

collaboration with other DPs supporting energy sector reforms. (See Technical Annex 1). 

3.7.2 Application of Bank Group Policy on Concessional Borrowing: Tanzania is eligible to 

borrow from the ADF concessional window and its risk of debt distress remains low. The 
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operation contributes to GOT’s plans to mobilize concessional resources for its development needs, 

including addressing challenges in the energy sector, which is critical for competitiveness and 

inclusive growth.  The operation provides fiscal space for more GOT spending in sectors critical to 

Tanzania’s development. 

 

 

 

3.8 Financing Needs and 

Arrangements 

 3.8.1     The proposed 

PSRGSP II forms part of 

GOT’s external financing 

sources that will help close the 

2016/17 financing gap. The 

table below presents budget 

estimates of GOT’s financing 

needs for 2016/17 fiscal year. 

Total revenues are projected at 

TSh. 18,743 billion in 2016/17, representing increases of 21%. Total expenditure is projected to reach 

TSh. 23,770 billion (28% increase), in the same period.  This is largely driven by the heavy 

investments by GOT in infrastructure projects, including energy, within the framework of FYDP 

2016/17 – 2020/21. This revenue and expenditure performance will result in budget deficits of TSh. 

5,027 billion, billion in 2016/17. This puts the financing needs during 2016/17 fiscal year at TSh. 

5,027 billion. It is GOT’s intention to finance TSh. 497 billion (for 2016/17) through programme 

loans.  
 

IV. OPERATION IMPLEMENTATION 

4.1   Beneficiaries of the Program 

4.1.1 The direct beneficiaries of the program include MEM (Energy Division), MoF (Debt 

Management, Procurement Policy), TANESCO and EWURA. PPRA will also benefit through 

supporting improved public procurement. Indirect beneficiaries are the Tanzanians, through 

significant improvements in electricity delivery and access; lower tariffs in the medium to long term 

due to improved energy mix and elimination of more expensive emergency power. This is consistent 

with the Bank’s Light Up and Power Africa priority under the High 5s. Efficiency gains will also 

accrue, as the power sector moves from a monopoly to competition in generation. There will also be 

benefits from increased investment in the energy sector, due to improved conditions and better 

incentives for private sector participation. Improving access to reliable and affordable energy will 

benefit vulnerable groups, such as women and children, by lowering the cost of doing business, 

fostering job creation for the youth, and women, and reducing exposure of women to health hazards 

arising from use of firewood for household chores. This will support Pillar 2 (Economic 

Empowerment) and Pillar 3 (knowledge management/capacity building) of the Bank’s Gender 

Strategy. By enhancing competition and private sector participation, the operation will boost the 

private sector. By supporting adoption of more efficient technologies, and a framework for 

exploitation of natural gas and renewable energy sources to improve energy mix, the programme will 

promote GOT efforts to transition towards green growth and climate change adaptation and 

mitigation.   
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4.2 Implementation, Monitoring and Evaluation  

Implementation Arrangements:  

4.2.1     The overall responsibility for the implementation of the programme rests with MoF, in 

close collaboration with MEM.  The operation is designed to assist strengthen policy dialogue on 

energy sector reforms and related PFM issues, and help improve predictability, reduce transaction 

costs and improve efficiency.   

4.2.2     Monitoring and Evaluation Arrangements: The Bank will use the Programme Policy 

Matrix to monitor the operation. TZFO will continue to coordinate with DPs and GOT, engage in 

policy dialogue and monitor implementation, based on the results-based framework. The Bank will 

conduct two monitoring and supervision missions annually, to review progress and agree actions to 

address challenges. GOT will provide quarterly progress reports on the implementation of the 

programme, as well as annual reports and financial statements on TANESCO. Upon completion of 

the third phase of the operation, a Completion Report will be prepared to evaluate progress and draw 

lessons for subsequent operations. 
 

4.3 Financial Management, Disbursement & Reporting Arrangements  

4.3.1    Disbursement Arrangements: In line with the Bank’s PBO Policy, disbursement of the 

PSRGSP II loan of UA 25 million will be subject to fulfilment of agreed prior actions while the 

subsequent UA 25 million related to PSRGSP III will be disbursed based on the fulfilment of 

related disbursement conditions. The use of the funds will be in accordance with GOT procedures. 

The funds will be deposited into the foreign currency account designated by GOT, at the Bank of 

Tanzania (BoT). The equivalent local currency will be transferred to GOT Consolidated Fund (CF) 

used to finance budgeted expenditure. MoF will confirm to the Bank that the amount deposited into 

the foreign currency account has been credited to the CF. The management of the funds will follow 

GOT procedures on budgeting, reporting and auditing.  
 

4.3.2 External audit: In line with the Bank Policy on PBOs, the implementation, monitoring and 

evaluation of the Program will follow country systems, including audit arrangements. The Supreme 

Audit Institution of Tanzania, the National Audit Office under the Controller and Auditor General, 

will annually audit the CF including the Bank’s contribution. The audit report will be made available 

to DPs. An audit of the flow of funds of GBS will also be conducted as agreed between GOT and 

DPs. The audit report, and the management letter, will be submitted to the Budget Support Group of 

DPs no later than six months after the end of each year. 

4.3.3   Procurement: In line with the Bank Policy on PBOs, the procurement will be undertaken 

using country systems.  The programme will support and monitor the implementation of key policy 

actions, under PFM, that would reduce fiduciary risks related to procurement. These measures, 

supporting the strengthening of the procurement function, are highlighted in paragraph 3.2.10. 

 

V. LEGAL DOCUMENTATION AND AUTHORITY    

5.1 Legal Documentation  

5.1.1 A loan agreement will be signed between ADF and the United Republic of Tanzania.   

5.2 Conditions Associated with Bank Group Intervention  

5.2.1 Prior Actions: Before the Loan proposal is presented to the Board, GOT shall have provided 

evidence to the Bank, in satisfactory form and substance, that the prior actions for PSRGSP II listed 

in Table 3 have been met.  

5.2.2 Entry into force: The entry into force of the Loan Agreement shall be subject to the fulfilment 

by the Borrower of the provisions of Section 10.01 of the General Conditions. 
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5.2.3 Conditions precedent to the disbursement of the Loan. The obligation of the Bank to 

disburse the Loan for PSRGSP II (UA 25 million) shall be conditional upon the entry into force of 

the Loan Agreement, and the submission to the Bank of a duly completed and signed disbursement 

request in accordance with the Disbursement Letter. The obligation of the Bank to disburse the Loan 

for PSRGSP III (UA 25 million) shall be conditional upon the fulfilment of the disbursement 

conditions (listed in Table 4). The government will also transmit to the Bank the details of a foreign 

currency account with the Bank of Tanzania for the purpose of receiving the proceeds of the Loan. 

 

5.3 Compliance with Bank Group Policies 

5.3.1 This program complies with all applicable Bank Group policies and guidelines. These 

include the: (i) Policy and Guidelines on Program-Based Operations (2012) and Annotated  

Streamlined Appraisal Report Format (2015); (ii) GAP II (2014-2018); and (iii) revised Staff 

Guidance on Quality-at-Entry Criteria and Standards for Public Sector Operations.    

 

VI. RISK MANAGEMENT  

6.1 The risks and mitigation measures for this operation are presented in the table below.  

 

Table 6: Risks and Mitigation Measures 
Risk Probability/ 

Impact 

Mitigation measures 

Macroeconomic risks due to volatility of 

commodity prices  
Although the economy has been stable, it is 

vulnerable to exposure to variations in prices 

on international markets. 

Medium 

probability/High 

impact 

 

 

Continuous dialogue with GOT on macroeconomic 

management; continue efforts to further diversify the 

economy; put in place structures for effective 

management of natural resource revenues. 

 

Fiduciary risk including corruption.  
Tanzania has made good progress in strengthening 

institutions and addressing corruption. However, 
weaknesses still remain, and these will continue to pose 

a risk. Mitigation:  

Substantial 

probability/ 

Substantial  

impact 

The CFRA which took into consideration recent PEFA 

and other reports identified weaknesses in PFM. 

Mitigation recommended include (a) continued 

implementation of PFM Reform Strategy IV, including 

on procurement and minimising risks posed by 

Parastatals; and (b) further strengthening oversight and 

anti-corruption institutions.  

Implementation capacity risk.  
Challenges in planning and implementation 

capacity within Government and energy 

sector entities (including TANESCO)  

Medium 

probability/ 

medium impact 

The Bank has provided TA for MEM, TANESCO, 

TPDC & EWURA in contract management, 

negotiation, procurement and implementation. A new 

ISP on Natural Resources Governance will also be 

provided in 2017. DPs are also supporting capacity 

building. The Bank will continue to build capacity 

through the recently approved ISPGG III. 

Performance risk: Delays in improving 

TANESCO’s financial performance could 

adversely impact the timeframe for 

unbundling.  

 

  Take the necessary steps to improve TANESCO’s 

financial performance by improving operational 

efficiency (through both cost cutting and revenue 

enhancing measures), thus providing a strong basis to 

pay off debt. 

 

VII. RECOMMENDATION  

7.1  Management recommends that the Board of Directors approve an ADF loan not exceeding 

UA 50 million (UA 25 million for each of phases II and III) for the fiscal year 2016/17 to the United 

Republic of Tanzania for the purposes, and subject to the conditions, stipulated in this report. 

Management invites the Board to note that this operation combines the second and third phases (UA 

25 million for each phase) of the 3-year programmatic series, covering fiscal years 2014/15-2016-17. 
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ANNEX I 

 

IMF COUNTRY INFORMATION NOTE 
 

Press Release: IMF Staff Holds Review Mission to Tanzania  

October 31, 2016 

End-of-Mission press releases include statements of IMF staff teams that convey preliminary 

findings after a visit to a country. The views expressed in this statement are those of the IMF 

staff and do not necessarily represent the views of the IMF’s Executive Board. Based on the 

preliminary findings of this mission, staff will prepare a report that, subject to management 

approval, will be presented to the IMF's Executive Board for discussion and decision. 

 IMF team lead by Mauricio Villafuerte, visited Tanzania from Oct 18–28, to conduct 5th PSI 

review 

 Projected growth of 7% in 2016 is still within reach 

 Tanzania remains at low risk of external debt distress 

A team from the International Monetary Fund (IMF), led by Mauricio Villafuerte, visited 

Tanzania from October 18–28, 2016 and held discussions with the authorities on the fifth 

review under the Policy Support Instrument (PSI) program that was approved on July 16, 

2014. [1] 

At the end of the mission Mr. Villafuerte issued the following statement: 

“Preliminary data for the first half of 2016 indicate that economic growth was strong and that 

the projected growth rate of around 7 percent for the year as a whole remains within reach. 

However, there are downside risks to economic growth associated with the current tight stance 

of macroeconomic policies and the slow pace of implementation of public investment. 

“Inflation declined to 4.5 percent in September, below the target of 5 percent. The current 

account balance has improved significantly due to lower capital goods imports as externally-

financed investment has slowed down and exports of gold and manufactured goods increased. 

The Bank of Tanzania’s foreign exchange reserves have strengthened in recent months. 

“Implementation of the PSI-supported program has been satisfactory. Preliminary data indicate 

that most quantitative assessment criteria for end-June 2016 were met. The pace of 

implementing structural reforms has been slow, but has picked up recently. 

“Notable progress has been made in stepping up revenue collections and, based on data for the 

first quarter, the ambitious program target for the 2016/17 fiscal year is within reach. However, 

current spending has been lower than programmed. Together with the customarily slow pace 

of project implementation at the beginning of the fiscal year, this has led to a fiscal surplus in 

the first quarter. In addition, liquidity conditions have been tight contributing to upward 

pressure on borrowing costs in the economy. 

“The mission held discussions on how to address these macroeconomic challenges. In 

particular, it noted the importance of mobilizing external financing to step up the pace of 

planned capital spending. Tanzania is at low risk of external debt distress and has room to 

borrow externally on concessional and nonconcessional terms to meet its financing needs. The 

mission commended the authorities’ efforts to improve the efficiency of spending and noted 

http://www.imf.org/en/News/Articles/2016/10/31/PR16470-Tanzania-IMF-Staff-Holds-Review-Mission#_ftn1
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that it should not compromise the delivery of essential services. It also recommended continued 

steps to ease liquidity conditions in the economy. These could include liberalizing further the 

capital account in line with commitments under the East African Monetary Union Protocol; 

acquiring a sovereign credit rating to expand Tanzania’s opportunities to borrow abroad; and 

widening the range of monetary policy tools. 

“The mission welcomed the adoption of the second Five-Year Development Plan. The mission 

noted that it was essential to improve the dialogue with the private sector and accelerate reforms 

to bolster the business environment. The mission also welcomed the steps taken to clear 

existing domestic arrears and prevent their further incurrence. 

“Discussions will continue in the coming weeks to reach final understandings on an economic 

policy framework that can underpin the completion of the fifth review under the PSI. The IMF 

Executive Board is tentatively expected to discuss the review in early-2017. 

“The mission met with Minister Philip I. Mpango, Governor Benno Ndulu, Permanent 

Secretary Doto M. James, and other senior officials of the government and the Bank of 

Tanzania. 

“The IMF team is appreciative of the constructive and open policy dialogue and thanks the 

authorities for their hospitality during the visit.” 
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Annex II: Letter of Development Policy 

 

THE UNITED REPUBLIC OF TANZANIA 

                  MINISTRY OF FINANCE  
 

Telegrams: “TREASURY” DAR ES SALAAM.                                         

Telephone: 2111174/6  

Telex No.: 41329. 
Fax No.: 2110326  

All official Communication 

should be addressed to 
The Permanent Secretary to the Treasury. 

In reply please quote: 
 

                             1 MADARAKA STREET,                         

                              P. O.  BOX  9111, 

                              11468 DAR ES SALAAM. 

  

 

Ref. No. CDB.13/224/01                                                                6th October, 2014 

Dr. Donald Kaberuka 

President 

African Development Bank Group 
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COTE D’IVOIRE 

 

Dear Dr.Kaberuka, 

RE: LETTER OF DEVELOPMENT POLICY 

1. On behalf of the Government of the United Republic of Tanzania, I am writing to 

request approval of the General Budget Support in the amount of UA 50 Million. This African 

Development Fund (ADF) loan will assist in the implementation of the National Strategy for 

Growth and Reduction of Poverty II (MKUKUTA II), the First Five-Year Development Plan 

and support the implementation of the ongoing Government reforms aiming at maintaining 

macroeconomic stability, facilitating private sector participation in the economy, rural 

development, infrastructure, energy, education, and water sectors, strengthening public 

financial management, improvement in public service delivery, enhancing governance, and 

ensuring environmental sustainability. 

BACKGROUND AND RECENT DEVELOPMENTS 

A. MACROECONOMIC PERFORMANCE 

2. Tanzania continued to maintain high economic growth in 2013, with real Gross 

Domestic Product (GDP) growing at a higher rate compared to growth in 2012. The good 

economic performance was a result of increased economic activities especially in 

communication, construction, financial services and mining sectors during the year. 

3. Real GDP grew by 7 percent in 2013, higher than the growth rate of 6.9 percent in 2012, 

with higher growth momentum recorded in communication, financial intermediation, 

construction, wholesale and retail trade, and manufacturing. Good performance in financial 

intermediation was partly aided by recent innovations in the financial sector; while relatively 

stable power supply increased industrial production. The sectors that performed well during 

the year include communications (22.8 percent), financial intermediation (12.2 percent), 

construction (8.6 percent), manufacturing (7.7 percent), mining and quarrying (6.9 percent).  
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4. The overall annual inflation has continued to decline, on account of the prudent 

monetary policy followed by the Government and falling domestic food prices. The headline 

inflation reached6.5 percent in July 2014, down from a decade high of 19.8 percent recorded 

in December 2011. The average annual inflation declined from 16 percent in 2012 to 7.9 

percent in 2013. The Government continues to monitor movement in domestic food prices in 

the context of food shortage in neighbouring countries.  

5. Food inflation declined to 7.9 percent in July 2014, compared to 8.6 percent recorded 

in July 2013. Core inflation, which excludes food and energy, also declined to 3.2 percent in 

July 2014, compared to 6.7 percent recorded in July 2013. Annual average food inflation has 

declined significantly to 8.6 percent in 2013 from 20.2 percent in 2012. Furthermore, the annual 

average non- food inflation has decreased to 7.5 percent in 2013 from 10.7 percent in 2012 

while annual average inflation rate which excludes food and energy (core inflation) has 

decreased to 6.2 percent in 2013 from 8.8 percent in 2012.  

6. During the year ending May 2014, overall balance of payments recorded a surplus of 

USD 197.4 million compared with a surplus of USD 648.6 million recorded in the 

corresponding period in 2013, partly a result of slowdown in official capital inflows. Gross 

official reserves amounted to USD 4,486.9 million as at the end of May 2014, sufficient to 

cover 4.4 months of projected imports of goods and services. The current account recorded a 

deficit of USD 4,939 million compared to a deficit of USD 3,983.7million reported in the year 

ending May 2013, mainly attributed to decline in official current transfers coupled with 

increase in imports. 

7. Exports of goods and services increased to USD 8,833.7 million in the year ending May 

2014, from USD 8,464.4 million recorded in the corresponding period in 2013. The slight 

increase was largely explained by increased export earnings from manufactured goods and 

travel. The value of imports of goods and services increased to USD 14,050.5 million during 

the year ending May 2014, from USD 12,687.7 million recorded in the corresponding period 

in 2013. Much of the increase originated from oil imports, which rose by about 17.3 percent 

compared to the amount recorded in the year ending May 2013, driven mainly by fuel needs 

for thermo power generation. The share of oil to total value of goods import stood at 37.8 

percent by May 2014.  

8. In May 2014, the annual growth of extended broad money supply (M3) slowed down 

to 13.8 percent, compared to16.1 percent recorded in the corresponding period in 2013. This 

slowdown in money supply growth mainly resulted from decline in net foreign assets (NFA) 

of the banking system, particularly those of the Bank of Tanzania. During the year ending May 

2014, net Government borrowing from the banking system amounted to TZS 929.8 billion 

compared to TZS 678.1billion recorded in the corresponding period in the previous year.  Net 

Foreign Assets (NFA) of banks contracted by 75.4 percent, while credit to private sector 

recorded an annual growth of 18 percent, slightly lower that 18.7 percent recorded in the year 

ending May 2013.  

9. The Parliament approved the Government budget for FY2014/15in June 2014 with 

overall fiscal deficit of five percent of GDP, a significant reduction in deficit compared to an 

estimated 6.8 percent of GDP in 2012/13. This target is consistent with the Government 

objective of maintaining fiscal sustainability, lowering the risk of debt distress, and avoiding 

inflationary pressures. The Government has continued with efforts to improve domestic 

revenue collection, though new tax policy and administration measures, in order to finance 

priority programs and projects in infrastructure and social services. The Government has 
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prioritized key development projects in six priority sectors as part of the Big Results 

Now(BRN) initiative to foster shared growth in the country while sustaining the gains achieved 

in social service delivery. 

 

10. Domestic revenue in 2013/14are estimated to fall short of initial targets by about 10 

percent due to delays in the implementation of some revenue measures, particularly in the 

mobile communications subsector, including the SIMCARD tax which was contested by 

mobile operators. In light of the challenges related to some of the newly introduced revenue 

measures in 2013/14, the Government undertook the mid-year review of the budget to maintain 

the fiscal deficit target of five percent of GDP. On the revenue side, an agreement was reached 

between the Government and mobile phone operators to replace the proposed SIMCARD tax 

by a higher excise tax rate of 17 percent up from the14.5 percent initially tabled in the 

parliament. This measure resulted in slight recovery in revenue collection during the second 

half of the fiscal year. On the expenditure side, the Government implemented expenditure cuts 

on non-priority current spending as well as slowing down domestically funded development 

projects which are not part of the Big Results Now (BRN) initiative.  

 

11. As of May 2014, the national debt stock stood at USD 18,855.4 million compared to 

USD 15,199.2 Million recorded at the end of May, 2013, which is an increase 24 percent. Of 

this amount, USD13,993.60 is external debt while USD 4,861.8 million domestic debt.  The 

external debt stock increased by about 19 percent from the USD 11,785.3 million recorded in 

May 2013. The overall increase in the national debt stock during the period was a result of 

newly disbursed concessional and non-concessional loans, as well as accumulation of interest 

arrears on external debt. 

12. The Government conducted Debt Sustainability Analysis (DSA) in September 2013 

using end-June 2013 data, to assess the debt burden indicators and determine the sustainable 

borrowing requirements consistent with long term growth prospects. According to the DSA, 

the ratio of present value of public debt to Growth Domestic Product (GDP) was 19.3 percent 

against a sustainability threshold of 50 percent. Also, the ratio of present value of external debt 

to exports of goods and services was 70.7 percent against a sustainability threshold of 200 

percent; and the ratio of debt service to domestic revenue was 4.3 percent against a 

sustainability threshold of 22 percent. The DSA found that all important sustainability 

indicators were below the international thresholds, and concluded that the debt remains 

sustainable and the risk of debt distress remains low. 

B. MACROECONOMIC PROJECTIONS 

13. The review of leading indicators of growth shows that the economy will remain buoyant 

in the short and medium term. The developments and performance of key indicators, including: 

electricity generation, production and consumption based tax revenues, importation of 

industrial inputs, and exports (of manufactured, minerals and agricultural commodities) point 

to strong positive economic outlook. Also, the medium term prospects continue to be boosted 

by the momentum of the economic performance since 2013, supported by Government’s 

continued efforts to stabilize power supply and the ongoing implementation of the Five Year 

Development Plan (FYDP 1). 

14. The economy is projected to sustain a strong growth momentum of 7.2 percent in 2014 

and 7.4 percent in 2015, backed by on-going investments in infrastructure particularly roads, 

railways and related investments in power generation in the country, which will further boost 
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industrial production and provision of services. This growth will further be reinforced by the 

projected stability in global oil prices, favourable weather condition and the projected recovery 

of the global economy, which may increase our exports earnings. Also, the performance of the 

economy will continue to be supported by the Government’s efforts to improve and stabilize 

power supply including the ongoing construction of the gas pipeline from Mtwara to Dar es 

Salaam. 

III. THE GOVERNMENT PROGRAM AND POLICY AREAS 

THE ENERGY SECTOR BACKGROUND 

15. Tanzania is endowed with diverse energy resources, including hydro, natural gas, 

biomass, coal, geothermal, and solar and wind, much of which remains untapped. To date, there 

are no oil discoveries in the country, and therefore, fuel is imported for various uses including 

power generation. Access to modern energy is gradually expanding and has reached about 24 

percent of the population. The installed generation capacity is about 1,583.MW composed of 

hydropower plants and 562 MW (or 36 percent), natural gas power plants of 527MW (or 33 

percent) and liquid fuel power plants of 495MW (or 31 percent). About 417MW are generated 

independent power producers (IPPs) and Emergency Power Producers (EPPs)  

 

16. Tanzania has discovered natural gas, and recoverable resources are currently estimated 

at about50 trillion cubic feet (TCF), with most of the reserves confirmed in deep offshore areas, 

and yet to be developed. The Government has issued a number of licenses for gas exploration 

and development to private sector developers (including some major international oil 

companies), who are particularly active in the deep offshore areas. Construction of gas pipeline 

from Mtwara to Dar es Salaam is currently in advanced stages. The completion of the gas 

pipeline project will enable the 36-inch gas cylinder to produce 784 million standard cubic feet 

of gas per day, capable of powering up to 3,900 megawatts. 

 

17. The Government has undertaken significant reforms in the power sector over the last 

decade to ensure an enabling environment by updating the relevant policies, institutions, laws 

and regulations. In 2003, the National Energy Policy was adopted, which established affordable 

and reliable energy supplies in the whole country as a key objective and stressed the importance 

of increasing rural energy access through grid and off-grid extension. A Rural Energy Act was 

adopted in 2005, leading to the creation of the Rural Energy Agency (REA) and the related 

Rural Energy Fund (REF). An independent Energy and Water Utilities Regulatory Agency – 

EWURA – in charge of technical and economic regulation of the electricity, water sectors and 

downstream petroleum and natural gas segments, became operational in 2006. In 2008, a 

comprehensive Electricity Act was adopted, which reflected many of the international best 

practices for electricity sector reforms, tailored to the specific realities of the Tanzanian 

environment. The Act also established a general framework for the powers of the Ministry of 

Energy and Minerals (MEM), including the new mandates and requirements to prepare and 

publish a policy for the reorganization of the electricity market and to develop a rural 

electrification plan and database.   

 

GOVERNMENT POLICY OBJECTIVES 

 

18. The objectives of the Government program are to: (a) ensure a financially healthy 

power sector by FY2018; (b) reduce the cost of power generation and vulnerability of the power 

sector to the risk of hydrological variations and other external shocks; (c) ensure sustainable 
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development of the power and energy sectors in a transparent manner that would allow 

increasing access to electricity and other forms of modern energy at least cost and with requisite 

reliability and quality of supply; and (d) develop the gas sector in a manner that maximizes its 

benefits to Tanzania’s social and economic development. 

19. The policy measures in the energy sector respond to the current national growth and 

poverty reduction strategy, MKUKUTA II, which considers reliable supply of energy as a 

critical driver for growth and income poverty reduction with operational targets set for 

increases in generation of electricity, utilization of capacity and coverage by 2015.  Similarly, 

the first Five Year Development Plan (FYDP I) (2011/12–2015/16) presents the Government’s 

high-level policy priorities on infrastructure, including energy. FYDP I have included adequate 

investments in energy as a critical element for generating growth momentum and have adopted 

expansion of electricity generation capacity to 2,780 MW by 2015/16 as one of the 10 core 

investments in the country. The Government has also launched the Big Results Now (BRN) 

initiative with the objective of enhancing implementation of FYDP I.  The Government has 

established the Presidential Delivery Bureau (PDB) and conducted the first wave of “labs” in 

six National Key Results Areas (NKRAs), including one on energy 

20. The Government has adopted the recommendation of the Energy Lab report of 

NKRA/BRN, which was finalized in April 2013, and focused on the following three actions: 

(a) increase by 50 percent TANESCO revenues and energy delivered by revamping operations 

of existing assets, including delivering new gas to underutilized power plants, upholding water 

management practices, limiting energy losses in transmission and distribution, launching 

demand management initiatives and optimizing dispatching of EPPs and fuel supply; (b) 

deliver 7 high-priority generation projects and connect 590,000 new customers, supported by 

“business unusual” approaches to delivery, which will involve greater focus on prioritization, 

monitoring and evaluation (M&E), use of alternative sources of funding and fast-tracking 

approval; and (c) gradually restructure the power sector, including TANESCO, to establish a 

more transparent and attract investment and reward efficiency. 

21. In the gas sector, where recent explorations discovered offshore gas reserves of the 

magnitude that are sufficient to be developed for export markets, as well as to meet domestic 

supply obligation, so as to use it for enhanced and shared economic growth. The Government 

has adopted the Natural Gas Policy, which was prepared through a broad-based participatory 

consultative process, as the starting policy document on how to convert the captured rent of 

natural gas into investments with high social returns for sustainable development. Following 

the Natural Gas Policy, the Government will follow up with a Gas Master Plan and 

development of the legal and regulatory framework for the hydrocarbon sector, aligned with 

the Gas Policy and with the goal of creating conducive environment for investment. 

RECENT REFORM INITIATIVES 

 

22. The Government has prepared the Electricity Supply Industry (ESI) Reform Strategy 

and Roadmap (2014-2025) with the support of the African Development Bank. The Roadmap 

has been prepared following the recommendations of the Big Results Now (BRN) Energy 

National Key Results Area (NKRA) lab report, adopted by the Government.   The 

implementation of the recommendation is overseen by the Ministry Delivery Unit (MDU) 

created under the Ministry of Energy and Minerals. The ESI Reform Strategy and Roadmap 

provides a detailed structural review of the power sector with the objective of determining its 

optimal structure consistent with the future needs in terms of attracting investments, expanding 

access, ensuring efficient and reliable services, and promoting transparency and good 
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governance.The ESI Reform Strategy and the Roadmap propose a rationale and a framework 

for the reform of Tanzania’s electricity sub-sector. 

 

23. Following TANESCO’s request for tariff adjustment in September 2013, in December 

2013 EWURA issued a tariff order which raised electricity tariffs by 39.19 percent on average, 

effective January 1, 2014. The new tariffs will remain in effect for three years, until December 

2016. The tariff order allows TANESCO to apply, during this period, for periodic tariff 

adjustment to reflect the movements in fuel prices, domestic inflation, and exchange rate 

fluctuations. The tariff increase is expected to result in a significant increase in TANESCO 

revenues, in excess of US$150 million annually for the coming years. TANESCO will finance 

any remaining financing gap from Government subsidies and commercial borrowing to the 

extent needed. Government has committed to limit the level of subsidies to TANESCO in 

FY2013/14 to 2.5 percent of controlled total budget expenditures (defined as total expenditure 

excluding wages, consolidated funds services, and foreign-funded development expenditures), 

and to 2 percent in the subsequent year. The Government has also committed to ensuring 

transparency and predictability in its transfers to TANESCO.  In the approved budget of 

FY2013/14, the Government introduced a separate budget line labeled as “transfer to 

TANESCO”. 

 

24. The Government has initiated a study with a view to developing a comprehensive, 

effective and output-based sustainable energy subsidy policy. The resulting policy is 

anticipated to appropriately define the principles on how to subsidize the energy sector, 

including both consumption and supply sides.  Such policy is expected to be finalized and 

approved by November 2014. 

 

25. The Government realizes the importance of attracting private investors in the energy 

sector, including in power sector, to help finance the enormous investments needs that can only 

be met in partnership between the public and private sector (public-private partnership – PPP). 

The Government has adopted a policy to promote Private Sector participation in power 

generation through competitive process. Under the policy, the Government will select investors 

through a transparent, competitive process wherever feasible, to ensure transparency, fairness, 

and efficiency of the outcomes, using the best practices of international environmental and 

social standards. As the initial phase of implementation, the Government has launched PPP 

capacity building programmes. Specifically, the Government has started building the capacity 

for PPP projects and ddedicated PPP units are already in place both in MEM and in TANESCO. 

MEM also adopted PPP strategy in 2013.  A PPP training program has also been designed. 

Training courses covers such topics as designing legislative, institutional, and regulatory 

frameworks for successful PPP; and planning, measuring and managing continent liabilities 

and Government risks in PPP projects.  

 

26. The Government has embarked on the new initiative of developing Tanzania’s own 

natural resource charter based on the program under the New Partnership for Africa’s 

Development (NEPAD). The framework set for improved management of resources, including 

those from natural gas, and the Government has established an expert panel to conduct a 

benchmarking exercise.  The panel was officially launched by the Government on December 

13, 2013. The benchmarking exercise, to be conducted by the panel, aims to diagnose gaps and 

opportunities along the decision chain for natural resource management, including natural gas, 

from extraction to investing the financial proceeds.  The results will be used to build an action 

plan and national vision to guide a program of activities to improve the governance and 

economic management of natural resource wealth. 
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IV.  REFORMS TO IMPROVE AID EFFECTIVENESS 

27. External Resources (ODA) continues to be an important component of the Government 

Budget.  During FY 2012/13, ODA constituted 21 percent of the Budget and 47 percent of the 

Development Budget.  For FY 2013/14, the share of ODA in Government budget also remained 

at 21 percent. 

 

28. Given this significance, the Government is committed to continue with the 

implementation of reforms aimed at enhancing the development impact of ODA in Tanzania.  

These reforms focus on strengthening Government ability to own and lead the development 

process, including allocation of aid resources to national priorities and account for its use.  A 

key Government Strategy towards this objective is to encourage development partners to 

channel their resources through General Budget Support (GBS).In 2012/13, the Government 

of Tanzania and the Budget Support Partners conducted a joint independent evaluation on GBS. 

The outcome of the evaluation forms a strong basis for future reforms of the GBS modality to 

ensure aid effectiveness.  

 

29. The Government prefers the GBS aid delivery modality because of its advantages over 

project and basket funding modalities in terms of enhanced Government ownership over 

resource allocation and the full integration of aid resources into the National Budget, Public 

Financial Management and Accountability Systems. Currently, the Development Partner’s 

GBS Group is made up of 12 Development Partners that are providing part of their ODA 

through General Budget Support.  The African Development Bank is one of these 12 

Development Partners that provide General Budget Support. 

 

30. The implementation of General Budget Support in Tanzania is guided by the 

Partnership Framework Memorandum (PFM) that was signed in May 2011.  Under the PFM, 

the Government and Development Partners have committed to implement a set of Principles 

and Commitments designed to improve overall performance of the Government, including 

Governance and accountability, improved service delivery, and enhanced anti-corruption 

efforts. In collaboration with development Partners, the Government will continue to monitor 

progress in the implementation of all agreed commitments through sector and the main GBS 

Annual Reviews, using agreed performance indicators on the PAF. 

 

31. During the 2013 Annual Review, overall PAF implementation performance was rated 

satisfactory.  One important outcome of the 2013 Annual Review is to slim further the PAF 

and focus on high impact interventions. Consequently the PAF 2014 has been slimmed down 

to no more than 17 indicators. The Government and development partners agreed to enhance 

the dialogue on results. The key focus for dialogue in coming years between Government and 

development partners will be on sustainable growth (energy and agriculture), quality of social 

services at local government level, and public financial management and transparency.  
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ANNEX III: Revised Operations Policy Matrix 

TANZANIA: POWER SECTOR REFORM AND GOVERNANCE SUPPORT PROGRAM (PSRGSP II & III) 

Medium term 

policy objectives 
Policy measures (Phase I) Policy measures (Phase II) 

 

Policy measures (Phase III) 

Outcomes 

(Monitoring 

indicators) 

 

CSP goals to which the 

program is contributing 

 Pillar 1: Strengthening the institutional framework and operational efficiency of the power sub-sector 

Enhancing 

operations for 

improved financial 

performance of 

TANESCO 

Cabinet approves Electricity 

Supply Industry Reform 

Strategy and Roadmap 

(prior action) 

Increase the proportion of prepaid 

meters as a share of total meters to 

100% (from 64% in 2013) 

  

 

 

TANESCO’s revenue 

collection increased 

to TSh. 1613.14 

billion by 2017 (from 

TSh. 933.53 billion 

in 2013) 

 

Pillar 1: Infrastructure 

development 

EWURA approves 39% tariff 

increase, effective on 1st 

January 2014 to improve the 

financial; viability of the 

sector. 

Cut the number of high cost emergency 

power plants to 0 (from 5 in 2013) 

 

Retire 100 MW of EPPs by 

December 2014 

Install a system of metering/audit of 

80% of transformers to detect system 

loss (from 25% in 2013) 

Preparing 

TANESCO for 

unbundling 

Establish a Task Force with 

mandate to monitor the 

implementation of the 

Roadmap 

Establish separate accounting systems 

and management accountability for 

generation, transmission and 

distribution (ring fencing) 

 

 Carry out a Management Information 

System (MIS) audit to pave the way for 

effective ring-fencing of TANESCO’s 

Strategic Business Units 

 

  Conduct assets valuation for 

TANESCO’s generation, 

transmission and distribution 

segments 

Strengthening 

planning, policy 

analysis   

 

 

 MEM approves capacity building 

strategy for long term generation 

planning 

 

30 TANESCO staff trained on 

renewable energy policies 

30 TANESCO managers trained on 

renewable energy  policies 

Build planning capacity of TANESCO 

managers through training of 30 staff  

Build planning capacity of 

TANESCO through training of 

30 staff planning 
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Medium term 

policy objectives 
Policy measures (Phase I) Policy measures (Phase II) 

 

Policy measures (Phase III) 

Outcomes 

(Monitoring 

indicators) 

 

CSP goals to which the 

program is contributing 

 Increase the percentage of 

women in TANESCO’s 

executive management 

  

 Approval of gender policy for 

TANESCO 

  

 Pillar 2: Enhancing competition and private sector participation in the power sub-sector 

Creating incentives 

for private 

investments in the 

power sub-sector 

 

EWURA finalised and 

submitted model PPAs for oil 

and gas to MEM 

Review the Electricity Act 2008, 

particularly Section 41(6) to allow 

private generators to supply power 

directly to bulk off takers 

Cabinet grants approval for 

generators to sell electricity 

directly to bulk off takers while 

paying wheeling charges to the 

transmission company. 

 

  

Share of total 

electricity supplied 

through non-

emergency sources 

increases to 100% by 

2017 (from 21% in 

2013) 

 

 

Electricity 

connection rate 

increases to 32% by 

2017 (from 24% in 

2013) 

 

Pillar 2: Building an 

enabling institutional and 

business environment 

Cabinet approves National Energy 

Policy clarifying Government’s intent 

on PSP  

Bill on the Revision of the 

PPP Act submitted to 

Parliament 

EWURA approves model PPAs for 

renewables 
   

EWURA conducts updated cost of 

service study for electricity. 

Improving the 

legal, regulatory 

and institutional 

framework for PSP 

 

 

 

Streamline institutional arrangements 

for PPPs 
Developing wheeling 

charges mechanism.  
 

 

 Review the EWURA Act to 

reinforce the regulator’s 

mandate  

Establishment of EIPC to 

manage competitive 

procurement of power 

infrastructure projects 

Regulator sets up mechanism 

and rules for the operation of 

retail market for electricity. 

 Pillar 3: Improving governance through PFM reforms 

Reducing fiscal 

risks posed by 

 Government creates Debt 

Management Department within the 

Ministry of Finance  

Revised Government Loans, 

Grants and Guarantees Act 

submitted to Parliament 

Average compliance 

of Procuring Entities 

to the Public 
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Medium term 

policy objectives 
Policy measures (Phase I) Policy measures (Phase II) 

 

Policy measures (Phase III) 

Outcomes 

(Monitoring 

indicators) 

 

CSP goals to which the 

program is contributing 

SOEs (including 

TANESCO) 

  Carry out options study on the 

clean-up of  TANESCO’s 

books prior to unbundling 

procurement Act 

increases to 75% 

(from 64% in 

2012/13) 

 

Public debt stock 

targeted at 39.2% of 

GDP (2016/17) 

Pillar 2: Building an 

enabling institutional and 

business environment 

Timely preparation and 

publication of TANESCO’s 

annual reports 

  

 

Improving debt 

management and 

enhancing 

efficiency and 

value for money in 

public procurement 

 

Procurement audits 

conducted on 50 Procuring 

Entities 

Parliament approves new Procurement 

Act 

Pilot phase of e-procurement 

operationalised by PPRA 

 PPRA Board approves National plan 

for e-procurement  

TANESCO’s procurement 

activities decentralised to 

zonal offices to improve 

efficiency  

Develop Action Plan to 

implement the Public 

Procurement Act 

  

NB: Measures in italics denote prior actions for PSRGSP II and disbursement conditions for PSRGSP III 
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Annex IV: Tanzania: Selected Macroeconomic Indicators  

 

 

Indicators Unit 2000 2011 2012 2013 2014 2015 (e) 2016 (p)

National Accounts

GNI at Current Prices Million US $ 10,537 33,929 36,971 42,179 48,195 ... ...

GNI per Capita US$ 310 720 760 840 930 ... ...

GDP at Current Prices Million US $ 10,186 33,562 38,809 44,333 48,030 47,382 51,410

GDP at 2000 Constant prices Million US $ 10,186 21,163 22,251 23,868 25,530 27,329 29,295

Real GDP Growth Rate % 4.9 7.9 5.1 7.3 7.0 7.0 7.2

Real per Capita GDP Growth Rate % 2.3 4.5 1.8 3.9 3.6 3.7 3.9

Gross Domestic Investment % GDP 16.8 33.2 28.5 30.3 31.0 28.7 29.9

     Public Investment % GDP 5.7 6.2 6.4 5.5 4.8 4.8 5.4

     Private Investment % GDP 11.2 27.1 22.1 24.9 26.2 23.9 24.5

Gross National Savings % GDP 10.8 13.9 13.2 11.6 13.6 15.4 17.2

Prices and Money

Inflation (CPI) % 6.0 12.7 16.0 7.9 6.1 5.6 5.9

Exchange Rate (Annual Average) local currency/US$ 800.4 1,572.1 1,583.0 1,600.4 1,654.0 1,979.7 2,091.2

Monetary Growth (M2) % 61.1 16.0 12.1 10.4 16.7 14.6 ...

Money and Quasi Money as % of GDP % 24.1 34.6 33.3 31.8 33.1 32.2 ...

Government Finance

Total Revenue and Grants % GDP 13.8 15.4 16.1 15.3 15.4 12.4 11.8

Total Expenditure and Net Lending % GDP 15.2 20.2 19.1 20.1 18.7 15.7 15.4

Overall Deficit (-) / Surplus (+) % GDP -1.4 -4.6 -3.0 -4.8 -3.4 -3.9 -4.4

External Sector

Exports Volume Growth (Goods) % 27.5 -11.3 2.3 3.9 6.4 3.9 6.9

Imports Volume Growth (Goods) % -3.0 17.7 11.3 3.9 8.0 4.0 3.3

Terms of Trade Growth % -3.8 262.6 2.5 -3.2 -4.2 -2.9 -1.0

Current Account Balance Million US $ -364 -2,871 -2,396 -4,566 -4,947 -4,453 -4,206

Current Account Balance % GDP -3.6 -8.6 -6.2 -10.3 -10.3 -9.4 -8.2

External Reserves months of imports 5.5 3.9 3.8 4.2 3.9 3.8 ...

Debt and Financial Flows

Debt Service % exports 17.4 3.2 2.8 2.9 3.8 5.0 5.6

External Debt % GDP 70.2 25.7 25.9 25.9 28.7 29.8 29.3

Net Total Financial Flows Million US $ 1,229 2,437 2,848 3,641 3,375 ... ...

Net Official Development Assistance Million US $ 1,064 2,440 2,823 3,431 2,648 ... ...

Net Foreign Direct Investment  Million US $ 282 1,229 1,800 2,131 2,142 ... ...

Source :  AfDB Statistics Department;  IMF: World Economic Outlook, October 2015 and International Financial Statistics, October 2015;  

                AfDB Statistics Department: Development Data Portal Database, March 2016. United Nations: OECD, Reporting System Division.

Notes:            …      Data Not Available   ( e ) Estimations   ( p ) Projections Last Update: April 2016
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ANNEX V: Map of Tanzania 

 

 
 




