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Project description and rationale 

 

(Q) How and by whom was the site [Ngozi field] determined as the most promising in 

Tanzania? 

 

[AfDB]: Tanzania has many geothermal sites spread around the country. Pre-feasibility 

studies started being conducted in the 70s and continued over the years. These were led by 

the Government of Tanzania with the support of different development partners. Between 

2006 and 2013, the German Federal Institute for Geosciences and Natural Resources, 

conducted surface exploration in the Mbeya area where the Ngozi field is located and the 

results were considered very promising for the site. Additional detailed studies with the 

support of UNEP and ICEIDA were concluded in September 2016 which confirmed optimal 

characteristics for power generation in the site.  

 

(Q) The project foresees the exploratory drilling of 5 test wells (slim holes). What are the 

conditions set to qualify the thereby identified resource as successful for further drilling (i.e. 

field development)? 

 

[AfDB]: The detailed geophysical explorations funded and conducted by BGR “found” a 

deep geothermal reservoir embedded within optimal conditions that are an incentive to pursue 

with the exploration. At this stage, there is a need to gather more information about the 

reservoir such as porosity, permeability and fluid flow within the reservoir itself and from 

bottom upwards. In order for this to happen, there is a need to drill wells to get accurate 

parameters at various depths below surface and if results are promising, then TGDC can 

proceed to the steam field development, a prior to the construction of the power plant. 

 

(Q) What is foreseen if the said conditions are not met in the Ngozi field after the exploratory 

drilling? 

 

[AfDB]: If the above conditions are not met, the wells drilled will be abandoned and the 

Government of Tanzania in conjunction with its development partners will have to decide 

whether to undertake additional drilling or abandon the site altogether. 

 

(Q) To what extent does the SREP co-financing also contribute to the improvement of 

enabling environment for geothermal development and PPP in Tanzania? 

 

[AfDB]: The SREP Project Preparation Grant of USD 700,000 is under implementation. As 

explained in the PAD, Norton Rose Full Bright was hired by the Government of Tanzania to: 

(i) develop and propose an institutional arrangement setup for geothermal, (ii) the geothermal 

policy, and strategy roadmap, and (iii) draft the country’s geothermal bill. On June 2017, a 

public consultation workshop led by Norton Rose with the objective of gathering inputs was 

well attended by representatives from the Government of Tanzania, civil society and private 

sector. The assignment is expected to be completed by September 2017 with the above as 

outputs. Private sector participation in power generation in Tanzania is allowed since 2008 as 

a result of the country’s PPP Act and Electricity Act and therefore the SREP role in 

improving the enabling environment, while relevant, is somewhat limited. 

 

(Q) To what extent does the project include transaction advisory services for the GoT related 

to the tendering of the geothermal power plant construction and O&M as an IPP? We 

remember that such a component was included in the investment plan.  

 



 

 

[AfDB]: At the moment an allocation of up to USD 2 million (to be confirmed during 

appraisal) of the project’s total cost is being considered to help advance the generation phase 

of the project including transaction advisory. The ultimate objective is to tender the 

generation to the private sector in the form of an IPP. If need be, AfDB will consider 

additional support through the Africa Legal Support Facility and the Sustainable Energy Fund 

for Africa. 

 

Project budget and financing 

 

(Q) What is the distribution of funding on the different project components and 

subcomponents, notably the SREP contribution (grant and loan)? 

 

[AfDB]: At the time, the Investment Plan was endorsed, there was no indication that the 

project would benefit from a combination of loan and grant and therefore SREP amounts 

were not allocated to the different components per type of financial instrument (see table 1.A 

on page 103 of the Investment Plan). 

 

The SREP final amounts per instrument and component will be agreed with the project 

beneficiary/borrower as appraisal advances on the ground. The final amounts will be defined 

prior to the presentation of the project to AfDB’s Board of Directors for review and approval. 

An indicative distribution is as follows: 

 

 After the adjustments IP ($M) 

 GRANT LOAN 

Component A 1.7 0.5 

Component B 13.4 4.0 

Component C 1.7 0.5 

Component D 0.0 0.0 

   Sub-Total 16.73 5.0 

Total 21.73 

 

(Q) What will be financed by the grants contributed by the other developing partners (AfIF, 

GRMF, ICEAID, GEF)? Are there any restrictions to the use of these grants? 

 

[AfDB]: ICEIDA – Grant used for technical, social and environmental feasibility studies 

already. 

AFIF – Grant used to fund the construction of infrastructure such as access roads, water and 

drilling pads. 

GRMF – Grant used for test drilling. If any well shows positive results, an amount of 70% of 

the total drilling cost will be added to the project to the maximum of USD 3.3 million 

GoT - Social infrastructure - construction that includes hospitals, compensations, schools etc. 

around the project site areas. 

 

(C/Q) We took note that the biggest portion of component D entitled “Social Infrastructure” 

is in fact the compensation of project affected people [$7.3 million]. How and by whom was 

this amount determined? Who will finance it? 

 

[AfDB]: This amount is what the Government of Tanzania has allocated to the project based 

on recommendations from the environmental and social impact studies that were funded by 

ICEIDA. Based on AfDB’s environmental and social safeguards, any compensation payable 

to Project Affected People must be paid by the Government of Tanzania.  

 



 

 

 

Expected results 

 

(Q) Both the endorsed IP and the project document foresee the eventual installation of 100 

MW power generation capacity from the geothermal resource. Yet the project has higher 

expectations regarding annual output (823 GWh vs 700 GWh). How is this justified? 

 

[AfDB]: The figure presented in the IP was revised. The current figure was computed as 

follows: 

 

Energy Output = (100MW x 24 hours x 365 days x 0.94)/1000 = 823 GWh 

 

Where 0.94 corresponds to the estimated availability factor of the power plant. The 

discrepancy in the two figures is most likely due to a different availability factor. 

 

(Q) There is a discrepancy between the expected avoidance of CO2 emissions listed in 

paragraph 5.4 (p.14) [555’590 tCO2/y consistent with the IP] and the results framework 

[980’480 tCO2/y] and estimated lifetime savings for 30 vs 25 years. Which figures are 

correct? 

 

[AfDB]: The figures included on paragraph 5.4 (page 14) that take into account an estimated 

life of the power plant of 30 years are the accurate one. Amounts included in the Cover Page 

and the Results Framework were updated and a revised version of these documents will be 

submitted to the CIF AU. 

 

(C) We noted that the leverage factor of the project without the power plant is 1:3.13. this is 

below the expectations in the IP [1:4.0]. This is despite a reduction of the requested SREP 

contribution. What part of the initially planned co-financing was reduced and why?   

 

[AfDB]: The estimated leverage factor of this specific project was 1:18.5 (see Table I.A in 

page 103 of the Investment Plan). The current leverage factor of 1:3.13 is due to the 

following: (i) non-inclusion of the costs associated with the power plant, (ii) fine-tuning of 

the scope of the project, (iii) a better understanding of the outstanding activities to finalize the 

geothermal exploration phase and respective costs, and (iv) better estimate of the 

compensations to be made as part of the resettlement action plan.  

 

It is important to note that the figures provided in the Investment Plan were an estimation and 

that over the last years much progress was made on the ground that allow the Government of 

Tanzania and AfDB to come with better estimates of the project’s total costs.  

 

Financial and economic viability 

 

(Q) The project cover page indicates that the additional co-financing related to the IPP is 

$300 million. We assumed this to be the sought private sector investment. Is our assumption 

correct?  

 

[AfDB]: The assumption that the rest of the funds for the installation of the generation 

capacity will come from the private sector is accurate. It may happen that some MDBs may 

be called to fund part of the debt package. 

 

(Q) In the IP the total private sector investment (equity and commercial loans) was stated at 

$460 million. Please explain the difference. 



 

 

 

[AfDB]: At this stage, the envisaged cost of the 100MW power plant (excluding geothermal 

exploration phase) is estimated at USD 300 million (as opposed to USD 475 million referred 

in the Investment Plan), a figure that AfDB’s technical team believes is much closer to 

reality.  

 

(Q) What would be the economic and financial viability (EIRR, ENPV, FiRR, FiNPV) of 

such a 100 MW geothermal power plant? 

 

[AfDB]: The economic and financial viability analysis for this project is not yet finalized. 

However, its finalization is a pre-condition for internal review and approval by AfDB’s 

Board of Directors. 

 

(Q) Has the AfDB or the GoT already identified potential investors for such a plant, if the 

geothermal resource of the Ngozi field is confirmed? 

 

[AfDB]: It is still too early to identify potential investors for the generation component of the 

project even though many companies present in the sector are interested. The preferred bidder 

shall be selected through an international competitive procurement process once the first 

phase of the project is successfully completed. 

 

(Q) What would in your opinion be the minimum size of a geothermal power plant in the 

Ngozi field to be profitable enough to attract a private investor for an IPP?  

 

[AfDB]: This depends on the modalities of engagement being considered with the private 

sector but based on previous transactions funded by AfDB and the estimated total cost per 

MW in the context of the project, a minimum power plant size of 10MW could be considered 

to be delivered in the form of an IPP. Many variables (e.g. transaction costs, technology 

costs, creditworthiness of the off-taker, government support, capital costs, etc.) can influence 

the determination of the minimum size of a power plant. 

 

Risks 

 

(C) We took note of the phased approach described in the IP and in Table 5 (Risk Ratings 

Summary) which foresee first exploratory test drillings (slim holes) and a scaling-up only if 

these are successful. We understand that the project will be aborted if the exploratory 

drillings are not conclusive.   

 

[AfDB]: This is correct. 

 

(Q) How are the SREP contributions (grants and loan) ranked with regards to (first) risk 

taking against the other developing partner’s contributions and the AfDB loan? 

 

[AfDB]: All contributions already made in the early-development phase of the project were 

grant contributions. AfDB’s ADF contribution and all other contributions to be made under 

phase I of the project will be made in the form of grants and not loans. Hence, the risk faced 

by SREP is similar to the risk faced by other contributors.  

 

(Q) How are the SREP and AfDB loans secured and from what revenues would they be 

serviced and reimbursed? 

 



 

 

[AfDB]: The repayment of the SREP loan will be exposed to sovereign credit risk i.e. the 

inability of the Government of Tanzania to settle any debt outstanding. The SREP loan will 

be repaid from the annual budget of the Government of Tanzania and shall benefit from 

AfDB’s Preferred Creditor Status. Same would apply to any AfDB’s loan to Tanzania.  

 

(Q) How would the AfDB rate the risk that a conclusion of a successful IPP deal cannot be 

reached despite the confirmation of the geothermal resource? What are the proposed 

mitigation measures for this risk? 

 

[AfDB]: Even though the Government of Tanzania could, following the successful 

conclusion of phase I, take the unilateral decision of building and paying for the power plant 

on their own budget, the likelihood of this happening is very reduced for two main reasons: 

(i) IPPs are already operating in the country and have proven to be an efficient delivery 

method for power generation, and (ii) this decision could greatly impact Tanzania’s National 

Accounts which are closely monitored by the IMF given Tanzania’s status as a low-income 

country. 

 

(Q) In the IP, the off-take risk to a potential IPP developer was mentioned. In the project 

proposal this risk was not addressed. How do you rate this risk at present and how will it be 

mitigated? 

 

[AfDB]: This risk does not affect the successful implementation of phase I as no off-take 

agreement is required to ensure the successful completion of the project. However this can be 

a risk in phase II depending on the financial situation of the off-taker. Private sector and other 

investors will demand a sovereign guarantee from the Government of Tanzania to cover for 

the risk of non-payment by the off-taker to the IPP. MDBs Risk Products and other insurance 

instruments available in the market can be considered as well.  


