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EXECUTIVE SUMMARY

On the 24t August 2011 the Rt. Honourable Speaker of Parliament of Uganda,
appointed an eight member Adhoc Committee on Energy (ACE), to investigate
the elec;tricity crisis in the country which was charactenized by among others,

persistent power outages and load sheddmg. This came at the time when

- stakeholders had raised concerns about high electricity tariffs, faulty billing

systems, astronomical subsidies by the Government towards thermal power

generation, as well as, poor quality of service by Umeme Limited.

e T In order to effectively understand the irregularities in the electricity sub- sréctor and

- to, comprehenswely address its Terms of Reference, the Committee as a maftier of

- necessity had, to review the restructuring and teform process phal the sector that
dates as far back as 1999. The Committee established that the reform process in the
~ T power sector that led to the unbundling of UEB into successor companies (UBGCL,

" UETCL and UEDCL) had good and well intended objectives which mclhuded:

‘ l , 1) Securing sustained, efficient and affordable electric power for domest.,

' . "Ormll@rClal industnat and other uses

Atfractmcr 31g1nﬁcant pnvate sector participation or mvestment i the

— sector
1) Removing real or perceived monopolistic structures in the sector and

o thereby create market conditions that would make for competiion for

services

ST 1v) Achieving transparency in the regulation of power utiliies.

S <
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The Commitiee noted that the power sector restructuring process which

involved . the unbundling UEB into successor . companies was marred by
nregularities.  The Power Tdisttjbution_ COTICESSION agrecments signed between
GoU and Umeme Ltd have number of unfavorable clauses to Government and
the citizenry. The role played by Pauil Mare in the unbundling of UED was
highly suspect given his employment record with Eskom Entefpn'ses South
Africa (a share holder of UMEME Ltd, 2004) and later Eskom Uganda and
UMEME. It's no doubt that ‘Panl Mare came as a forerunner for his parent

company, Eskomn Enterpnses South Africa [Esl«:om Uganda) which together

. with Umeme Ltd are runnmg The key segmen‘cs i the electnmty cham e

'genera’uon and c:hstrlbutlon respectwely Unfortunately, it was on the strength

of the biased/doctored information provided by Paul Mare {as a billing expert
with UEB) about the level of losses and dilapidation of electricity network that
the Government based to privatize and sign the power distribution COTICESSION

with Umeme Lid in 2004,

More Thaﬂ ten years after ‘the reforms in the power sector were carried out, th

generation capacity output at the main Kiira-Nalubaale hydropower droppad from .

high 270MW {when. Eskom took over) to a low generation output of 140MW, wil

the power distribution segment is still characterized by dilapidated infrastructure i
most areas{despite a claim by UMEME Ltd to have invested $130milhon in th
network), high energy losses, high levels of government subsidies{unti Feb 2012

poor quality of supply and energy utilization inefficiencies.

Uganda continues to charpe one of the ghest electneity end-user tarffs in
the region and globally despite the high Government subsidy. Nommstandrng -
Government elforts to. expand pOWErL connectivity through the Rural

Tlectrificafion Ageﬁcy (REA), only 10-12% of the country’s total population has o

Page 10 of 160 el
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"Hydropower Plarrt Hassdone little in boosting the national electricity coverage,

M e e e L N g e oy gy N R ] L U e s

access to the power. The commg on board of 250MW from the Bujagaal:

save for temporarily stabilizing the power supply. Admittedly, this 1s,
according President Museveni Likely to tame power outages and load shedding
for only two years. Unless the intention to develop Karuma and other hydro-
power stations 1s implemented per plan, the demand for power in Uganda will
increasingly outstrip supply, undermining targeted socio-economic growth

rates and exacerbating environmental degradation.

In addition to the reforms in the power sector, Government through the Energy

Ministry has demonstrated some efforts aimed at addressing the challenges in the

sector, particularly the high power tariffs, power distribution losses and poor Service

delivery. In 2009, the then Minister of Energy and Mineral Development, Hon.

Hillary Onek -consﬁtuted a Committee for Interim Review of Electricity Tanff chaired

N T T e IR NN L

by Gern. Salim Saleh. The committee made key findings and recommendations &s -
_contained mn its Report. on: Electricity Tariff Reduction. While initially efforts were
made to have this repor‘t considered by Cabinet, the Minister of Energy reahzed that £
since this was a tarif niatter ‘and therefore under the purview of the sector rﬁ:gulatm

he sent the report to the ERA Board for scrutiny and eventual 1mplementatlor>..i
However, save for the basic implemeﬁtation done by ERA, the cnbcas

recommendations in this report SUCh a forensic audit into the Umeme mnvestments

and level of losses have not been addressed.

~The inherently poor performance of the power generation and distribution segments

of Uganda’s clectricity sector 18 attributable to mismanagement of the reform process

by PU-MFPED, the inefficienicy of ERA, the ineffectiveness of UEDCL and the failuwre
by both Eskom and UMEME Ltd to manage those assets as was intended. For the

electricity sector to succeed 1t is mandatory tc have a technically astute and

experienced regulator, asset owner and asset manager. —

fare
P
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Of great concern to the committee was the manner in which the POWEL . .- -

distribution concessionaire was procured and the outrageous terms and
conditions of the agreements signed between GolU and Umeme Ltd. The soft
targets set for UMEME Ltd motwithstanding, the commitfee found out that
because of the peripheral role played by the Attorney in the drafting of the
power Concession agreements, their ferms and conditions were skewed to
favour Umeme at the expense of Government and the people of Uganda as
evidenced by scandalous provisions like loss of sovereign immunity over
national assets, terminationn, abnormal buy-out amounts, working capital

allowances/days lag'-'aild compensation of Umeme for making losses. -

The Committee also 1dentified critical institutional and policy deficiencies,
whose correction is fundamental o the smooth running of the sub-sector. For
instance, the Ministry of Winance Planning and Economic Develo;ﬂmen_t

(MFPED) continues to direct, control and supernntend over the management of

T UETCL, UEDCL and UEGCL vet the operabions and functions of-these. .

agencies fall within “the purview of the Energy Ministry. This overlap’ in
political supervisiont affects the performance of the sector institutions and
must be urgently addressed. The MFPED should mmmediately relinquish 1ts
control of the UEB successor Companies to the MEMD. . '

Considering the central role eleciticity plays n the industrialization and soclo-
cconomic development of a country, it is therefore apperent that Government
takes the necessary deliberate action to resolve the sector structural,
institutional and legal challenges, whose long-term bmpact will continue
undermine country’s long term development goals as outlined 1 the National

Development Plan and the Vision 2040.
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", To strengthen the sub-sector further, the current structural arrangement
should be modified by introduction of an over rarching corporate body, the
Energy Regulatory Cornrmission to replac—e the current Electricity Regulétory |
Authority (ERA)(with UEGCL UETCL and UEDL under it) while the Rural

— Electrification Agency 18 elevated to an Authority given its paramount role of

L extending electricity upcountry to the country.

The power distribution segment should be managed under a Public-Private

“""partmership framework with Government having atleast a 51% shareholding. It

" “should be’ further broken -~up into varous-zonal areas that will attract :

ECOIDpCJUUVC part1c1pat10n and the involvement of mainly home grown solutions

“=just as is the case countres like Kenya and Ghana. These changes ShOLﬂd be

aimed __at_rcspppding__tq thestrateglc and operational Lmterests of Uganda
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CHAPTER ONE

" BACKGROUND TO THE INVESTIGATION

1.1 Background

This chapter states the Terms of Reference for the investigation, composition

of the Adhoc Committee, scope of investigation and the methodology used

__ T " during the investigation.

- On the 91st of July 2011, Hon. Muhammad Nsereko, Member of Parhamen’r

the consideration of the Report of the Standmg Commmittee on the BudgeT on

the request by Government for Parliament of Uganda to grant authornty to

spend UGX 61 billion (Sixty one billon shillings) toward thermal power

- subsidy.

about the persistent load shedding, high electricity tariffs, faulty “billing

systems, huge governunent subsidies towards thermal power generation and .

= POOT quality of service by Umeme Limited.

There was peneral concern by the House that substantial amounts of money

- (MP) . Kampala . Central, - moved .a motion for the creation of an Adhoc o

- Commuttee on Energy (ACE) to mvestwate the Energy sector. This arose during

T'hi:s was also prempﬂated by the numerous concems raised by stakeholders -

had been -sunk -in the electricity sub-sector -~ without __corrt:c.pondmg ,

improvement in service delivery. It was believed that the inefficient operations -

of the sector must be a precursor o the high level of electocity tarffs and
hence the need for the unsustainable level of subsidy requirements from

Govemment_ )

JVW/
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Arising out of tiiose CONCeIms, there was resolution by the August House that

the Rt Hon. Speaker comstitutes the Adhoc Committee on Energy and

‘provides it with the requisite Terms ol Reference,r__Consequehﬁy, REL Hon
Speaker appointed the Adhoc Committee on Energy under tule 164 of the
. Rules of the Procedure of Parliament of Uganda with specific Terms of

Reference (ToR) to investigate the energy sub-sector.

*' . ....~1.2 The Composition of the Committee

An eight member Adhoc Committee on Energy (ACE) of Parliament of Uganda,

:-hé?rreéit'f:‘r referred to as The Committee, was c_onstitutéd by the Ri. Honourable

E:Speakef on the 24th August 2011 and comprised the following:

~Hon. Oboth M. Jacob . =~ Chairperson

e Homa. Mulongo Simon. - ... Member
. Dr. Eng. Ajedra Andru - Member

. Lubega. Ssegona Medard. Member

. Nankabiwa Ann Maria - _ Member

i Okupz; Ebjah . “ o ‘Member

. Baﬁayahga Andrew Aja ~ Member

I). Amongi Betty Ongom ‘ Member

1.3 Terms of Reference

. In a letter datéd 16t é-eptember 2011, reference AB 199/199/01 (Appendix ),

- the Rt. Hony Speakér issued the Terms of Reference to the Chairperson and
F s~ Members of the Adhoc Committec on Energy. The Committee comrmenced
S _investiga’rjon on 215t September 2011 and was tasked to assess the

:;‘ _.-. performance of the Energy Sector and m particular:-

page 15 of 160 a w




Invéstigate matters related to power losses, Tariffs, subsidies and power

. generallor;

Serutinize agreements between Govemment and Independent Power

 Suppliers with the view of determining whether the terms are favourable ~

" to Government and consuwmers;

Establish the extent to which the recommendations of the repor’f of
General Salim Saleh Committee on Tariff Review instituted in 2009, to
investigate the energy sector have been implemented;

Investigate ‘whether the management of Open Tender System on the

pﬁrchase of oil products from Kenya has a bearing on production costs

“of generation of thermal electricity by the various power suppliers; and

Make such recommendations as the committee may considaer

_ appropriate and feport back to the House within sixty (60) days.

- 1.4 Scope of the Investigation

The scope of InveshgaBion covered the period between 1999 to May 2012 in the

following key areas of the electricity sub-sector:

1

1i.

11l.

1V,

The performance of the energy sector.

The Power sector restructuring and refonn process _ _
Agreements between the Government of Uganda and Elpctmnty
Producers/Supphiers. '

Power losses, tanils, subsidies/rebates, investments and power

generation i general. _
. Procurement and construction of hydl 0 and therrnal power genérators.

_The policy, legal and institutional framework.
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1.5 Method of Work * =

The Committee designed and agreed on a systematic method of work that
enabled it collect, collate, triangulate and analyze information collected from

diverse sources on the performance of the electricity sub-sector.

The Committee reviewed pertinent titerature and generated specific questions

that steered the invesfigatiori.

L GEN . I . . . . .

The Committee held a series of meetings with Government officials, the priveltez

- gector operators, - consultants “and “experts Tin -the” “electricity sub-sector

. (Appendix 11). ST TR

, The COIIlHJlttE:F: camed out ﬁeld or 31te visits to the electnmty mfras‘[zucture.
_ projects; and undertook benchmarlﬂng v131ts to the Repubhc of Kenya a,nd thé

-_ r S ~ Republic of Ghana to acquamt itsell mth the dev\,lopments and perlonnance :

of the electricity sector in these JunsdlcUonS

1.6 Challenges encountered during the investigation
o e The Adhoc Committee encountered some challenges that need to be tak\,n mto 7

7, w e - account. The key challenges that bogged down- the Commmittee’s work mcluded

1) Complexity of matters under mvestlgatmn The electricity SuD—Sﬁ‘,C‘L
is not only wide but also technically complex. The committee found out
that the scope and volume of work - to be handled during the
investigation was guite €NOImous. The matters the Cor_ﬁmi_ttee was

rasked to investigate are broad and complex, and therefore the necessity

= Page 17 of 160
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)

iv)

-.to complete its work.

dor ample time in which the Committee had to do and complete its work

was overlooked. The mEmbDEL oﬁ documenm reviewed, the dfwﬂrse
reference materials and cross section of witnesses examuined and fact
finding visits undertaken by the committec among others, explaim why

the assignment was bigget than anticipated.

None co-operative witnesses: Considerable delays were also caused by

reluctant or unwilling witnesses who were invited to appear helore the

comumittee but deliberately refused or failed to appear o0 the day(s) they

were invited. In other cases s0me Wltnesses withheld kéy':infoﬁnation

- asked of them. Ultimately, the. Comritice had to reschedule its progra_tr

with the inevitable consequence of prolonging the time it was CXpGCtF‘C

Threats to members of Comm1ttee There were external forces

: e'specially those believed to be working for individuals and companles U

the electnmty sector who occasmnally and vehemently” thrf*atepeci th

_ me:mbers and technical Staff on. the C‘om_rmttee Some of ﬂ:lesc tnreat

were brought to the attention of the Police and other secunty aerenmeq

Competing Responsibilities:., Whereas  members of the Adhe

Committee on kEnergy demomnstrated devotion and uﬁquestionab

. commitment to the assignment given to them, it must be notﬁd that thu

- at the same time remeined duty-bound to perlorm their COI‘LSUUJHOP

duties of legislation and representation. [t therefore became appare

that members had to take time off to attend plena;y and (ommlﬁ

meetings, as well as their respective party PTOgrams. -

Counter/paraliel government programes: - Foﬂowing the

_ commencement of this investigation-. (possibly as a ~result  of the
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momentum generated by the imquiry) the electricity subsector witnessed

everal attempts. by.the Ministey, of Energy to camry out abrupt
reforms/ programines some of which were in d1rect reverberauon of the |
Committee’s Terms of Reference. For example, the cominissioning of a
review of the performance of the electricity sub-sector, a review and
announcement of a new electricity tariff structure by ERA effective
January 2012, closure of most thermal energy plants while Umeme Ltd

hastily reduce energy loss rates and significant reduction in power

-1 gutages at the time of submitting this report.
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_ electricity -+ could~- be  better - accomplished  through implementing - a

CHAPTER TWO

THE ELECTRICITY SECTOR RESTRUCTURING AND REFORM PROCESS

2.1 Introduction

This chapter gives the background to the state of the electricity sector that led
Government to institute a restructurnng and reform process in the sector. It

also states the key objec_ﬂves of the reform process and its fadures. B

In order to “contextnalize the investigation,”it was mecessary 1o get-a fair -
understanding ‘of the background to the restructuring and reform of the
electricity sector to discern the need for the ensuing agreements that would be

under scrutiny in the next chapter. The chapter therefore, seeks to achieve

" that insight to build the case for subsequent analysis.

2.2 Backgiround to the Restructuring and Keform Process .

The electricity sector in Uganda underwent various reforms -over the last two =

decacdes, associated with general - liberalization of the economy cand
privatization of state enterprises. The reforms mvolved a rapid range of
structural and msttutional changes in which the Uganda Flectricity Board '

(UEB), a state owned vertically integrated company, was unbundled into

successor companies. laitially, UEB established in 1948, was responéibié: for

all the aspects of power supply chamm operations in Uganda.

Like meny Government owned parastatals, UKD was overtime grossly -

| mismanaged. By the late 1990's the Government of Uganda (GOU) had

recognized that major efficiency improvements and expansion of access {o
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comprehensive power sector reform program which would place the electricity

' sector unider private tnandgement, operated on ‘prudent covnmermal principles.

""‘_Agajnst the backdrop of a worsening state of the power sector, characterized -

-~ ~by the dilapidated infrastricture, low levels of efficiency, high energy losses,

low rates of revenue collection, limited investments, frequent power outages
and load shedding, Government of Uganda with the assistance of the World
_Bank undertook comprehensive reforms in the electricity sector in 1999. The

-=key objectives of the eleciricity sector reform included the following:

= domestic, commercial, industrial and other uses;

power sector;

iii. Increasing access to electricity through additional customer connections

w1ﬂ:1 the e)oshng 1nfrastructurs and through the Rural Electrification

| Programme

1v Removmg real or percelved monopohstlc struotUIeS in the sector, a.nd

SCTVIC&S

o v Achmvmg transPaIency in the regula’uon of power uhlmf:s

VI Improvmg the rehablhty and qual1ty of electr1c1ty supply through‘_

cof semces

subsidies from Government budget
viii. Meeting growing dernand for electricity and increastng coverage; and

ix. Taking advantage of export opportunities after satisfying local demand.

The above gave 1ise to the formulatlon and enactment of the new electricity Act

of 1999, Cap 145, as part of the reform process, which among other outcomes

i Securing sustained, efficient and affordable electricity power supply for - B

: 11 Attracﬁng"siglnﬁcant private sector ‘participation or 111vesttnent 11 the =

' thereby create market condmons that Would make for compeutlon for,,,,_f

improved monitoring and supervision of the sector and improved quakity

Vil Makmg the power sector ﬁnam:lally v1able and able to performfwithout
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- Wled to the unbundlng of UEB in 2001. The unbundling of the Uganda

Electnmty ‘Board Ied to the -creation ol three SUCCESSOL COLﬂDthES 'L'ch'T'lC].V o

Uganda Electricity Genera’uon Company Limited (UEGCL} responsfble for .

pOWeET generaﬂon Uganda. Electrncity Tra_nsmlsswn Company Limited (UETCL) :

responsible for power transmission; and Uganda Electrcity Distribution

Company Limited (UEDCL) responsible for distribution of power to CONSUMELS.

A new legal and regulatory framework that would now oversec the new]y
d1su1tecrated utility with - the separate Generation, Transmlssmn : and o

Distribution segments was formed with the Electricity Regulatory Auﬂlonty

(ERA} established in 2001 to provide the desired regulatory overmght.;E,RA, the. -

mdependen’c regulator was to oversee the operatlons of the sector, setiing the

" electricity tanffs 1ssu1ng LlCCIlCE:S to generatlon transmission and dxs.tnbutlon

companies and settmg techmcal standaids among others. Key among the
expectations in the new arrangement was that the generation segment would
be enhanced t‘nrough pnvate sector 1nvestmcnts distribution segrnent would

be Jeased to th(: pnvate sector and that the tTanSIissIon segnlent owing to its

' stratPgK: mlportance would be retamed as a public entity.

In order to attrac’r formgn director mvestment (FDI) n to the eleclﬂmty sector th
Government of Ugaﬁda engaged UMEME Ltd as a pnvate sector concessmnahe

restore, rshablhtate expa.nd operate and rnaintain the Uganda distribution netwo:
owned bv UEDCL. The electnaty genera’uon segment was leased to M/s Eskom (
Lirnited Whl(: the clectnmty transmm'ﬂon segment was retained by UETC‘ L to
managed as a Pubhc entlty Whﬂe “the reforms resulted in some FDI in flows, t
Govemmcnt has over the years (untLl 2012) continued to subsidise the electric

sector due to ‘the h1gh cost of POWEr generatlon espemally the diesel fired them

power plants...
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- of supply and energy utilization inefficiencies.

. _ demand. = -

‘The hydrology on Lake Victoria is reported to have deteriorated in 2005, which

reduced hydro power gene-ratlen At the” Taltbaale and Kiwa dams o Jinja Irom..
installed capacity of 270mw 1o about 140mw in "7011. In order to minimise- the
impact of reduced hydropower generation; the Government of Uganda was compelled -
to engage Aggreko, Jacobsen and later Electromaxx to supply emergency poxx;er ‘
using light fuel oil, known as automotive gas oil (AGO) and heavy fuel oil (HFO) or
diesel between 2005 - 2008.

More than ten years after the reforms into .the power sector Werje can'"leelf-eu-t, L'the
generation capamty output at the main Knra—Nalubale hydropower dropped from a
high 270MW . (When Eskorm took over) to a 1ow generatlon output of - 14OMW thle'
the distribution segment is still characterlzed by dllapldated mfrastructure inn rnost
arcas(despite a claim by UMEME Ltd to have invested $130mﬂLon in the network),
high energy losses, high levels orf government subsidies(until Feb 2012), poor quality

The poof performance of the elecm'citj('subeseetor'is mainly attributed,{g-e. Jonig epaﬁ

- of limited capital investment, over hedging by the private sector and increased po*-wer

- The CO’IlITlltLE‘,e Was 1nformed that Government has made efforts to 1mprove the

B performance of the sector by Duthng i plaee among others, the foUowmg

1) The Hydropower Development Master Plan. o ' H ,

- 1) The Plan to Supply Power to the country in the short, medium and loTy

term 200'5 / 06.

1) - The Rural Eleetrlﬁ\,atloq Strategy and Plan 2001,
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) The Energy PO].l\,Y 2001
v} The Renewable Energy Pohcy 2007.
vi) The Power Sector Investment Plan 2011.

vii) The Hydropower Development Master Plan 2011,

- 2.3 Challenges to the Electricity sub-sector

Notwithstanding the efforts above, the electmcity sub-sector is still registering

poor performanc,e and is characterized by a lot of irregularities. This pooT

' perforrnancs can be expla_med by the following:

1. Inadequate and upreliable power suppiy B

By 1999, power generated in Uganda stood at 180MW. From 2005, the
energy demand 171 Ugamda has grown at an average rate of about 10%
-per year ’I‘hls has been. largely. driven. by mcreased economic grcmth o
However, the energy supply has not increased correspondingly to meet
the demand. This was also exacerbated by drought in 2005/06 ﬁfhich 1S

~ said to have led to a drop in water leveis in L. Victoria resulting inte
__ reduced discharge of Water ffOI_'ﬂ Nalubadle and Kiira Hydmmower
| Piants. This created an energy deﬁcrc which lcd to the elecmcty CT181S
_the country leading to severe 1oad shedding. Government was then
_compellf‘d to engagf‘ Aggr“ko Jac chsen and Electromaxx to SUpply
_emergency thermal power. {ater on, some small hydro and rogenera’uon

- power planfs were also brought online.

Additioﬁélly, delays in the completion of Bujageli and other Mini-
Hydropower plants compounded the problem of - enérgy'lz' CTLSIS.
Cousequehﬂy, the Government was compelled to continue using thermal
geﬁération plants longer than earlier anficipated. "
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ii. Weak Governance structures and overlap in supervisory role

_ s e ey s TR ALY ST St

The reforms in the energy .éectot mthelate 19905 and the entire pfdcés's'."‘:a’f""‘*
- . unbundling UEB . were largely driven, controlled and dominated by the
Ministty of TFinance, V-Planning and --Econorm'c Development ~ (MFPED};
particularly the Prvatization Unit (PU).The sector ministry ie Ministry of
Energy and the Electricity Regulatory Authority (ERA) instead played =
penpheral role. At times they were just co-opted to the extent that their expert
‘. mew v1ews Were 1crnored The MFPED Prvatization Unit in particular,
dornnated the procureme'lt and negottatlon of the power generatlon and

e dlstnbuuon concessmns Wlth IIl_lIl]IIlUIIl or no 1np11t from the relevant line

MlI"llST_T}’ and ERA

L - As- ',-7much-f,.aslr;—.,:the MFPED -Was - mandated ander the PERD Act to
. spearhead the privatization Process. of . UEB, this did not entail the

oo e e TetEDTION _.of ;ownership, control and management of the successor

companies which undermined the role of the line Ministry of Energy and |
f;_'i_'Minerai-,a;Devel,.gptllent:-_-.ﬁl"_ he-MFPED.does not have the requisite__”teehnical‘ '
‘capacity to supervise, 'rrtotlitor and guide the UEB successor --e:empanies
 whose funcﬁons and duties fall w1th1n the ma_ndate of the M]IllStI‘_Y of
Energy and Mineral Development )

To-date ti:te t(/tznistet.of Fmanee s.tjlll appomts -atnd disbands the Boatdé
Cand Manage*nent of UEGCL, UE’I‘CL and UEDCL which makes these
key pletyets m the energy sector pay greater aﬂeglance to the MFPED
) _' oth_ertha‘rt the seetor__M;mst_I} of Energy and Mmeral Development.

Given that the Mimsiry of Finance owns the shares of the successol

companies and controls the boards, the tole of the line Ministry of Energy 1t

Lndermoined, o e T T




iii.Inadequate Sector financing

“The development of electricity infrastructure (generation, transmission

and distribution mfrastructure] requires huge capital mvestments The - -

Commitiee established that the industry/global average financial

requirements each Megawatt of hydro electricity generation stands at
U$2.9Mmillion while the same amount of thermal power generatrion

costs ten times. Whereas Government has over the years made

~ commendable. investments in the sector, ﬂ'le ncreasing demamd for

electricity due to population growth and econornic growth caHs for a 10‘5

1nore capital investment in the sector e meet the growmg demand

iv. Weah:ness of the Sector Regulatory Body -

The Electncﬁy Act, 1999 provides for the creation and functlomng of the 7

Electricity Regulatory Authority (ERA} as an “independent” OI'gELRILaUOI’lA -
TRt regulates the affaits of the clectncity, sector. Apparenﬂy, it is ev1dent'__;_,,,_
e that .the . Authorlty has failed to effec’uvely regulate prov1de the
e - necessary technical guldarce and ensure compl 1811(26 with th_e Secmr':"""
regulations as envisaged In the Act. On several accessmns ERA has o
acted .under  the dH":CdOH maniputation and control of the Sector';"f-"i

Minister . or other “sector players. -The Auc_‘htor Cenerals report on

Flectricity Sub-Sector (2012] Volume Il shows Lhat the compomtlon of -

: _the ERA Board was not done in accordance with the Act with respect to

. _qualifications, expertise and conflict of interest issues.

A review of ERA’s financial and human rescurces shows that Ef?A_is not - -
well resourced to execute her mandate. The revenue sources for"ERA are
limited and therefofe, the Authority is incapable of guneratmg enough -
resources to 1aC1L1Lat\, execiition of its mandate. The se f'Lariat 1s not

~well staffed with several posxtw{mb vacant in thé key departments as well
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© as some bemg occupled in acting capacmes The Chief Executive Officer

Who ‘had acted in the post for Hiore il_ha_u 6hé And mhalf years.was just—..

:;"recen’dy substa_utlvely appomted

Over seven years mto the power dlSt['lbIlt'lOl’l concession, ERA has faﬂed o

“to ensure the development of the Restoration and Rehahbilitation Plan, |
the Investment Determination and Verification Guidelines and also

failed to establish a clear mechanism for determining technical and

commeTcial losses.

. External control " of the reform process in UEB

The Comunittee found out that the reform process in UEB was from the - _
onset managed directed a.nd controﬂed by Eskom of South Africa, a

govemment controlled compa:ny that had business interest in Uganda’s

power ‘sector. 1t was this same company that subsequently took oﬂrer the

power distribution concessmn in a consortlum compnsmg of 1tself

.f—r-f—ESkom [44%) and Globleq(56%) under a spec1al purpose V€h1cle kﬂOWn
" as UMEME Ltdm2004 Lo ez e

Betweenn 1999-2001, the Mu'ustry of Energy and Mmeral stelopmentﬁ“ -
(MEMD) contracted the services of Mr Paul Mare, a South African
”natlonal as “a bﬂlmg expert’" a.fter _being seconded by his - employer;__:; '
Eskom Sout‘u Afrlca Mr. Mars oversaw the unbundling of UEB into the -

| suCCessor, companles and the subsequent concessioning of ths power = - -

| generation and distribution to Eskom(hls employer back home in South
Africa). After the unbundhng of UEB Mr. Paul Mare ssrved as MD of
Eskom (U) Ltd betweon 2001- 2005, and UMEME Ltd between 005,
2009
Given the employment record of Mr. Paul 'Msre' who he-ldr is'sniof_. |

BEal : positions in UEB, Eskom and { UMEME Ltd, 1t is clearly evident that he

- ‘covertly worked for and served the interests of Eskom and UMEME Ltd-':ﬁ o

B
: 1T




and therefore, the information he provided on energy losses before the
- unbundling of UEB did not refiect the actual status at the time-and it

debased the values of the successor cornparnes

Regrettably, ‘Government dld not carry out a prudent and 1ndependent '_
study on the haseline of critical factors like power losses before UMEME

Lid took over the power distribution concession in 2004, but mstead
relied on the information provided by this “billing expert” called Paul

Marell. A more. measured rate of engagement and 1ndependent

VEI’lﬁCd.thI’l by Government “would have rnitrgated the - current =

chscordanee in the encrgy sector ar181ng from the drstorted level of

losses '

i. High 011 pr1ce5 and ﬂuctuahng exchange rates

The therrnal power generation plants in Uganda have been rnnrnng on
- AGO- (dlesel) and Heavy Fuel Oil (HFO) which fuel eornrnodrtres have
wrtnessed a Sharp increase in prices reachrng a recotd hlgh 1 recent
trrnes ThlS increase in fuel prlc:es [by about 87% per litre) has had far
edchmg effect on the end-user tariff since fuel is-used as a pass
N through cost. As a result, Governiment has been intervening by ﬁnancrng
t_he shortfalls to subsidize the electricity tariff to CONSUMETS. Betweenr '
2006 and June 2011, Government of Uganda paid UGax 1. ltrllhon as

quberdles fo therrnal power pla_ntfs

l} e Comumittee also noted that since the 1ntroducnon of ernergency
thermal power generation in 2005, the Ush to UGK exchange rate has
significantly increased from 1700 to 2500 Shillings to the Dollar. It 1s
rmperatrve to note that whereas the e1eetr101ty tariff is denormnated n
_ Shllhngs most of the costs of power generation (hydro and therrnal} are |

denominated 1n USD. To recover these costs, which are most tlmeb
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exaggerated by the investors and the bureaucrats in the sector,

- Govertiment has had to-adjust the tariff upwazrds.

The tarnff stmcmre therefore, responds to the foreign exchange

fluctuations and in a bid to have a farrly affordable tanff, Government B

has always moved in to heavily subsidise the sub-sector.

vii. Exaggerated distribution Losses

viii.

“Uganda continues topost ‘the highest “power " distribution ioeses"'in E

Eastern. and Southern Africa and one of the highest in the world!. The

power loss faetor_s have for a long time hovered between 38% and 40%, e

until 2009 (following the Gen.. Saleh Inquiry), when . UMEME .Ltd -

drastically reduced the losses to 28%. The exaggerated level of losses

signiﬁcaﬂﬂy impacts on the end-user tanff. B

___The reform process was mea_rlt to make the electnelty sector ﬁnanually.“; T

viable - and .able “to - perform - without " subsidies ~ from Government.

However, 1t . was found - that smee 2005 -Government has been

subs1chsmg for elecmCIty -1n order toZ keep ‘the -end “user tarlffs to -
affordable ;.L__levels-,,.f The .;SubSIdy,. contributions by- Government were

stopped in May 2012 after it was realised that a total of Shs.1.99 Lnlhon

7had been, spent on _ subsidies™ 36%* of ‘which ™ was ‘compensation for
declared,_losses.-by;Um_eme L1m1ted--and~24% for profit' on .declared'buL R

~unverified investments and the balance for -electricity ge,nerafed___‘ by o

emergency diesel thermal power generators from 2005 to 2012 This
money could have been used for eonstnlctlon “and expansmn of the -~

electnaty mfrastrueture o " R
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ix. Existence of Monopolistic Structures in the Electricity Sector

 One of the key objectives of reforming the power sector was to remove

- monopolistic structures and thereby create market conditions that

would make for compefition and provision of guality services for the
__ customers. However, to-date monopolistic structures in the sector still
' exist. For example, in the electricity distribution segment, Umeme

Limnited controls 99% of the market share whereas the new companies

~ this segment only have 1% of the market share and are based m rural

areas. The nature of the agreements that were entered into with Umeme

Limited, gave the company monopolistic advantages. Given the
== territorial advantage of Umeme Ltd no electricity distributor can

effectively compete with it in a way that would compel Umeme make

mmprovements on the distribution network, efficiency in service delivery
and reduction of distribution losses.
x. ®x. High Electricity.’.[‘aﬂffs
ﬁ - - .1t had been expected by Governiment, the electricity consumers and the
‘general public that the coming in of a private Company to manage the
= . distribution. network would “result “into  expansion of the network,
' eficiency and lower tariffs, but this has not been the case. The
Committee found that since the taking over of power distribution by the
private company, electricity tariffs have continued to rise and Ugandé’s

domestic tariff ranks the highest in Africa, and second highest in the

- world. _ :
The privatization of the electricity distribution segment has therefore,
not resulted into affordable electricity for domestic, commercial or -
mndustrial users who have continuously -complained about the high
eiectricity tariffs. Suffice to note, high electricity tariffs adversely affects
mdustrialization and the ébmpetitiveness of Ugandan products.on the
intérnational market. ‘ R o -
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xi. Low Access Levels to Electricity

Smce 20uo “the demand for energy in Uganda has been gromng at

average rate of 10% per asnrmnul. However electnaty generatlon and |
e supply ‘has - not increased eorrespondmgly “to satlsfy the demand.
Currently only 12% of the country has access to electricity supply with

only about 450,000 customers connected due to limited investment in

the expansion of the electricity transmission and distribution networks.

- Much as the Rural Electnﬁca‘uon Ageney (REA) receives reasonable
fundmg from “various” Development Partners, there is no- adequate-
~mechanism to ensure value for ~money. Ac:cordlng to " information ny
“accessed by the c:omrmttee a total of US$145 million has been mjected -

- by the Development Partners and GOU towards expansion of the power - -

" . network in-the.rural areas in the period 2004 - August 2012 With—-__no -

value for money audtt ravo_ila}p]e_. .

':’f";_Conclusio'ﬁ‘:t'-‘f;

""-'Whereas Govemment has made commendable efforts espeela_lly sifice the Idte"

7';19905 through mltm’ong a_mong others rstnlctural institutional -and Iegat

“reforms in the electnc1ty suib- sector, 1t 1s apparent that the objectives of thess

“ reforms ‘have not been substapttally reallzed For exalnple the sector still

“faces 1I1ad'=quate Iundmg, hmlted connec:twlty “while the power dlStI‘lbuUO !

7system 18 'stﬂl charactenzed by d1lap1dated infrastructure n - Cmost -

areas(deSplte a cla.lm by UMEME Ltd to have invested $130mﬂhon m r_he.

network) h1gh energy 1osses nﬂh Tevels of government sub51d1es{unt11 Fen

S 2012}, poor qLe_hty of supply and energy utﬂlzatlon mnefiiciencies.




7. The Ministry of Energy and Mineral Development should
develop a comprehensive arud dynamic energy resource plan to

guide and ensure effective coordination and execution of .

 energy projects in the coun‘tfy. E

. ii. Government should prioritise and explore other options of

‘increasing funding and investment in the development of power .
infrastructure and develbp alternative sources of energy. ' s
 iii. The Auditor General conducts a comprehensive value for money
- e, audtt of all the Rural Electrification projects undertaken by L
: . REA since 2004 to- date, where about US$145m1Hmn has been

o . _‘_,Injected towards expansmn of the power network in the mral

. areas and no. value for money audit has been camed out. The

- audit should cover the technical financial, project tendenng

. and award processes. .. Iy

iv. There is urgent need to Tehabilﬂ_‘ate the power dwtrzbutwn -

network in order to reduce on energy losses.
_ 0. In a bid to Improve/streamhne the governance. of the electﬁclty_ S
sub-sector; the MFPED . should immediately - T‘ehﬂqulﬁhwfhe, 3
 supervision, control and management ) of thé- .UEB successor
companies to the sector ministry MEMD which has the
technical competence for overstght ’7 7

vi. There is need for restructuring the ERA to provide for cnttcal .

positions cmd skills to effectively execute its regulatory

mandate. g
vit.  ERA must rise to chcﬂlenge to oveisee, comfrol and regulate

the sub-sector without fear or favour,,xn accordance thh the,_r

Electricity Act.
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CHAPTER THREE

WEW OF MECHANISMS POR-DETERMINING- TARIFFS POWER '

B LOSSES SUBSIDIES AND POWER GENERATION

3.1 Introductioﬁ

7 This. chapter specifically addresses the Term of Relerence requiring
‘ '._mvestigation "oﬁ'mma‘lcters related to tanffs power losses subsmhes and power' R
generation. The chapter is structured mto four Sub S\.,CUOHS in Wh1ch the ST

““ gbove mentioned 1ssues are dlseussed separately

3.2 _Objectiﬁes _

_tarﬁfs and analyze their trend smce 2005.
; 11 To rewew the meehanlsm fo:r detenm_mng power losses and analyze thelr L

: j-iif'ﬁ__trend since 2005. -

iii. To _review and aseertaln the level of Government - expeﬂdﬂ:ufe _on
 subsidies since 2005. _ 7 .
v To rewew the modes of power. generatlon in Uganda and asc—ertain the

o mvesttnent and COIlStI'IlCUOIl costs of the ongoing power pl“OJCCtS _ '

e 3 3 Tar1ffs

A tanff 1s a pnc:e a customer has to pa3r to a prov1der to obtaln serv1c:es or .

supply of a produet In the case of th1s mvestlgatlon a tarjﬁ 1s & unit pnce for =

B supply of eleetnelty In Uganda the mandate to determine electnmty tanffs s .

vested with  the Eleetnelty Recrulatory Au’rhorlty which has issued the '

Elee‘mclty (Ta:ﬂff Code) Regulations, 2003 under section 120 of the Electnicity -
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issued by BRA for opérators in the supply chain. .

Act, 199%. According to these regulations a tariff 18 computed for every license

For the power supphad T_hrough the gnd electricity pnces are set at thre:e'
points in the mdustry: IR
1. At the mterface between generation and transmission (Generétion tariff);
i At the interface between transmission and distribution (Bulk Supply
Tariff); and .
i At the interface between distribution and end user cdn;umér;.:“ ,(Rétail

The Uganda Transmission Company Limited (UETCL) is the single ’buyér of
electricity""'l?:shij'plied‘ to" the transmission network in Uganda "and the sole-

exporier "and importer of electricity. The pnces charged by the g,éhf:ration"-'

'compaﬁ‘f (Eskom Uganda Ltd.} for power supplied to UETCL are negotiated

between The two companies in a form of a Power Purchase Agreement (PPA),

whlch is Subject “to “oversight - “and - approval by ERA. The {ransmission

company, UETCL, then sells power fo, any electricity chstnbu‘uoq company,

hké_ Urn'eﬁﬁe Limited' ‘that is connected to the transmission network at a Bulk

- Supply Tariff (pricej. The Bulk Supply Tanff (BST) reflects the costs of POWED

“ generation and fransmission. UETCL can export power at specially negoﬁated

" prices, buf not below either the average or marginal cost of power purchase.

The 'electncfty dlbtrlbUthIl company purchases power at the Bulk Supply

lanff and sells 1t to end users following an approved tanff sche dule by ERA. .

"lhe end user tanffs reflect the cost of power purchase as well as the cost of

I di_stnbutlon and retaﬂ.
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" 3.3.1 Tariff Setting Model™ - -

using a tariff model. An in-depth review of the tanif methodology in order to
get an insight in the determination of end user tariffs, bulk supply tariif {B5T)

and power losses and also compute the level of Government expenditure could

: = not be done by the Committee. . “This is due to the technical and mathematical -.

understanding the tariff model in_order to address this objective srgrnﬁcantly .

. determination of tariffs was therefore, considered. .. . ..~

requiremnents of the regulated and licenced entities. Revenue reqmrements of

to the foﬂowrng

. Allowed expenses that 1nc1ude cost of sales, ‘operation and rna_rntenance

o costs COHCCSSIOD or 1ease payments and regulatory fees,

S - (RO and applicable taxes, and

. adjnstrnents pcrfor'nance mcentrves ete T

demesfic, comme1c1a1, " medium  industrial, large ‘industrial, very large

customers and street lights).
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 Taniff setting for Eskom (U) Ltd., UETCL and Umeme Limited is done by ERA P

" nature of the tariff model. And also the level of effort and expertise required AR

exceeded: -that was - envisioned. -A.-simpler ‘approach. to, Jnvesngate the S

_ The tarlff Jevels-. are .estimated in accordance with the total revenue

- the regulated busmesses are rneant to compensate the cornparues Wlth respect

- Investment component ‘that includes” capltal recovery for mvesnnents :

undertaken and to “be undertaken m future ‘a return on rwesnnentﬁ i

- Other expenses not covered by the abovc such as any~ allowed L

The end user tanff structure 1s ﬂlen de31gned taking into account the tanff o

levels and the “costs of supplying the varous Consumer catecrorres (le. .




The tanfl applicable to- power generation cornpanies IL){Pept fox CEskorr

Uganda) is negotiated between UET CL as the single aufhonzed a_nd hcenced‘

buyer and developer and is spelt outin a Power Purchase Agr eement approved

by ERA.

" Renewable energy feed-in tariffs for Independent Power Providers are — .

B determined by ERA and published on the ERA website. They provide an

" ipdication of what’ developersl'éxpe(_:g”to receive from technology applied for

renewable energy projects.

~ The r—:nd user tariff generally includes the follomng cost categores:

1. Power acquisition rel ated COSts, e L

ii. Operations and maintenance costs,

ii.  Investment related costs,

iv..  Return on mvestment, =

"v.  Adjustment factors, for systern  losses (commercial “and -

distribution), inflation and exchange rate fluchiations, and . -
vi. Tax assumptions ' ; , R L
vii. Uncollected debt paremeters :

viii. Other costs as approved by ERA

In sctiing, the end user tanff, the following objectives. are -put 1nto

- consideraton:
1. To . provide CORSUINErS vuﬁh fa,J a_nd r&:asonable price 5truc‘ﬂ wes

consistent with maintenance of a financilally and opera‘uonaﬂv sefure

clectricity supply system;

ii. Encourage consumers to make efficient use of energy based on price "
signal; S

ii. Encourage operators to make efficient use of plant (a_ésets) and
_operational efhciency hesed on financial benefits and penali]es
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E;i M
- iv. Provide opera ting companies reasonable return / profit to give confidence

CLdgrentren Hrvestorsrandatira ol s _mvestore

T Proviole- a taan structare for . cost reﬂectlve tariff for each Customer

:":'g‘fO'Llp, -and & . ’, ; :
- - vi. Provide for future progress towards a commercially competitive systemn.

Simplified Approach. to Tariff Determination = -

+=In this approach hlcrh 1nefficiencies mn eleetn(:lty chstrlbutlon Segment unpaets '

o) u the end user tanffs Wthe -high electricity dlstnbutlon 1osses also lead V_to‘

7 eshigh end user tariffs:because of:the revenue requirement. -

L The-simpliﬁe—d‘fomulaguSed fo: detennine the tariffs is as follows:

== Tanff = Total Revenue Requirement (TR_J o

= TRR = Costs'of Generafcio'ﬁ-?i+' Costs of .Trailsmjseion;_+* Costs of Dlstnbu‘uon RS

et Number of units of "energy"Sold = Number ofﬁunitsf'Generoted-f Number :ﬁojts TSRS

=oreen = ol energy Lost . '

Tanff Total Costs of Generation + Transrmssmn + Dlstrlbutlon

- =~ No-of Units of Energy Generated ~ Number Umts of Energy Lost "

FrFor example:

=Suppose the Total Revenue’ Roqulrement (Cost C)

=100 and

LT T T

 Total units of energy generated (G} - _ 7 _
Units of energy lost (L) are 32% of total units of energy generated 32 (Where

5 units are lost in transmission and 27 \nits lost in distribution) 7'7 o 5

Therefore, _ _ : .__',,_,,:7;{57:" o

B - F‘agei"a_‘? oflGD




“Tariff = c .

Tariff " T1 = 100 = 100 =147
o 100-232 68 '

Mow assume that units of energy lost come down 1o 16% (i.e. reduced froni. N

7% to 11% in the distribution segment) of total units generated. .
Tariff T2 = 100 = 100 =1.19
100 - 16 - 84

in perceﬁtﬁgé terms, a reduction in tariff from 1.47 16 1.19 Would'bélg%.__;-,. =

The Comm1ttee was mformed that a 1% reducton in the tariff 1eéd§. to an

appro}mmate saving of US$H3 mﬂhon per anmnum. Therefore n the above )

example, 19% reduction in the tanif Would lead to a saving of US$57 mﬂhon
per annu. ‘- - '

Other cost drivers include the high costs of generation that were occasioned by

a substantial component of Emergency Diesel thermal generation‘éin tElf’

enerpy mix at the time of the investigation. In particular the cost drivers are
attnbutdble to high fuel prices (for Emergency Diesel thermal generators), Iugh
supply logistical cost (freight, msuranc:e] and the depreciation of the shilling

have an impact on the tariff. '

3.3.2 Structure and ”“mnd of blectncrty Tanffs

The trend of electricity tariffs between 2005 and up to August 2012 for various

categories of consumers are shown in Table 3.1 below. -
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e R e e

Dor_rlestic % Changéiommermc% Chang eviedium |% Chang_ﬁi_ér-ge % Ch-angr:Street'. % Che

_ Consumets Consumerg {Industria {industria Lights
st january2005 | 171.4 164.8 150.3 60.4 162.6]
" |1st April 2005 91251 24 | 2044 | 24 | 1789 19 | 71.9| 19 | 201.5 2
~ |15t January 2006 216.9] 2 208.6 { 2 190.2] ©& 76.4 1 6 | 205.6] -2
1st june 2006 298.2| 37 286.8 37 261.51 37 120.8| 58 282.8| 3¢

1st Novemher 2006 426.1| 43 398.8 39 369.7( 41 187.21 55 403 a:
1st January 2010 385.6| -10 358.6 -10 | 333.2y -10 | 184.8} -1 | 364.3] -1
15th January 2012 524.5) 36 487.6 36 458.9| 38 312.8) 69 }1488.7}

Cumulative % Incregse ' 133% 129% 132% o 206%. | - ! 13

: SourceEIectnmty Regulator\/ Authonty

The end nuser tanffs have generally been on the rise smce 2005 when Umeme:,_;_ '

) _L1nnted got the electricity distribution concession. The cumulative percentage

‘1ncrease 1n the end user tanﬂs for domesnc consumers s1nce 2005 to date s,

- percentage J_ncreases l‘ﬂ cnd user ta_r1ffs for rnechum 1ndusLnal and 1argef.-"": )

B mdustnal consurners were 132% and 206% respectwely And the curnulanve

7 _ percentage 1ncrease m taﬂff for stree't hghts s 13 1% Snce 2003 a

7_ .._-,:According to ERA end user taﬂffsm Ugsnda rermained ﬁxed over a penodof g
-tnne frorn November 2006 to January 2010 and were not adjusted to reflect

the then prevalhng crrcu'nstances As a result the end user tariffs were not

'_ reﬂecnng the true cost of promchng the service, with the shortfall of the sector' i

7 revenue costs bemg met bjy GOU 1 fornl of subsuihes

3.3.3 The Move 'tc'Aufomatic Tariff Adjustment
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Acpordmg to h,RA the energy sector will begin to operate a rmechanism called
‘Automatic Tanff Adjustments’ as communicated earlier in January 2012 -

during the tanff review. Automatlc Tarlff Adjustments is a process by which

" the current tanff (BASE T ariff) is adjusted for changes in Inﬂa’uon Exchange

Rates and Fuel Prices in préportion to the contribution of each in the energy

- TIIX. The costs of these mputs are already factored in the BASE Tanff. Tt is the

changes to the price / cost of these mputs that will be reflected in these

adjustments on a monthly basis.

o .Thﬁ‘ 'Tﬁ‘-aSOIlS for the intfoduc_tién of Automatic Tariff Adjustménts according to
o ERA 1nc1ude ' : : o e

i Automatic Tariff Adjustments is not a new Policy on tanffs because

_ _ _adjus_ﬁnents have always been made to take care of these factors. -

ii. The difference is that in ﬂm past, the effects of these adjustrrienté: have

~ been met through Government of Uganda subsidies.

il '_7111 the Janualy 20172 tanff remew Govemment removed Subsu:hes fmm-

electric energy consmnp’uon in order to acceleratc capital (long term

VInvestment} in eleciticity infrastructure 1n priorily projects such as
) Karuma Hydro Power Pro;ect (6EO0MW]), Isnnba Hydro . Power PIOJGC‘L

(120MW) and the transrmssmn mfrastrucmre among others.

Government of Uganda’s decision to invest m capital projects such as mamed
above benefits consumers for a longer period than end user . consumption;
however 1t’s 1mp0rtant to note that Government 1s meehing the capital costs

for Jacobsen - Power Piant - based 1 Namanve and Caprml payments for

. Electromaxx (U) Ltd based in Tororo. These two remained in the energy mix as

part of the strategy to ensure security of supply. -

AN




' :334F1nd1ngs”w o

I_ \ rtanff_s_____ln ATICE. fo e

The overall effect of Altomatic Tarifi Adjustments will be movements upwards |

T er ‘downWaId's'=;=é@-&.-:—#Ehe—-.ss;fﬂnalv;@@.n&elizm@I:fzta;ﬂff;;:,dug;;,.:".to;_‘;_.change,_g___‘ 4o Inflation, - ..

- Exchange rates and Fuel Prices....The “tariff will reduce when the U-gandanr
Shilling appreciates against US Dollar and when fuel prices reduce and vi—cé -

versa. Consumers will benefit when costs reduce. Companies/ utilites will be 1

T allowad to recover additional costs incurred.

' ,i'i The tariff methOdOIO&f states that sorne of the taIgets ie. tarﬁet 1088
L factof promde strong 1ncent1ve for improved performance by thr.—: utlhty S
: Companles -However, ﬂns has not been the case for encrgy losses by :
- electricity  utility. operators in Uganda. By the end of 2010, 33.4% of -
R energy generated was lost in Uganda compared to only 16% in Ken}’a -
B 7 The retail tanff in Kenya was 17.04 U.S cents/kWh (unsubsidized and
7 fully cost recoverable) while that in Uganda stood ‘at 13.80 U.S |
cents/ KWHr and was, heavﬂy subsidized _at 44.6%, and ﬂlerefore not -

oL Wlth the exaggerated cost of generatlon for both hydro and Emergencyr o
- Diesel thermal power plants, the inclusion of unrealistic opera‘aon and
maintenance -~ costs of the distribution - concessionaire in the tariff _- )
computahon and other would be disallowable costs, the Committee was, .

therefore, not surpnsed that Uganda bhas one of the hlghest end-user - ‘7

iii. The power tanfis have remained at unsustainable levels and are the

. highest when compared with other countries within the region as shown

in Table 3.2 below.
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Tahle 3.2: Comparison of Fnd User Tariffs in Uganda With Those of Selected

3 Countries. -
- L (Tanjfs for selected countries have been converted to Uganda S}Lllmg
. o Equwalent)
, MEDIUM | LARGE LARGE e
- DOMESTI | COMMER | INDUSTR | INDUSTR | INDUSTRI | STREE
C CIAL TES IES ES T
. CUSTOM | CUSTOME | CUSTOM | CUSTOM CUSTOME | LIGHTI
- ERS RS ERS ERS RS-F " NG
COUNT | (Shs /KW | (Shs./kWh | (Shs./EW | (Shs./EW (Shs.]LWh (Shs. [k
RY h) ) - ) h) ) o Whj
UGAND . T |
A 524.5 187.6 458.9 312.8 - 488.7
KENYA 244 35 151 124 108 197
1A | 205 2057 |t o205 " | 185~ 126 205 |
3 GHANA 305 371 379 300 275 395 |
o Source: Electricity Regulatory Authority(Uganda), g o

Energy Regulatory Commission(Kenya), T anzania
Electiicity Supply Company(TANESCO), Energy

" Commussion Ghana

o2 sinece 2005, For large industrial customers the tanft

- iv. The cumulative end user tariffs have risen by an avefage of 130% for
.. domestic, commercial, medium industrial and street lighting customers
has TiSEn bv 2E‘un -

cumulatively since 2005. This high nise in tanﬁs is contraly to one u

_the objectives of the reforms in scctor where electricity 1s meaﬁt to be

7 affordable by the CONSUINETS. -
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_ " v. Umeme Limited currently gets a return on investment (ROI) of 20% per

o 'aﬂnnm 1ncorporated in the tariff. A return on-investment of 20%per .. e’
) anmum 1s ‘ngh consrdertng that 1nterest rates charged by 1nternatlonal "
7 financial ]IlStltthlOIlS are hardly above 10% per annuin. For example j_j

Umeme Limited pays 8.5% for a loan obtained from International

" Finance Corporation (IFC). = - SRR L e

-3 3. 5 Observattons e

o i, It was observed that hlgh mefﬂcrencres in the dlstnbunon segment had
B A rnajor 1rnpact on the end user, tanffs Smce the}f are factored 1n the

" tanff computation rnodel.

ngh drst_nbutlon losses that have hovered between 38% and 28% from L

_ 2005 to 2011; have led to hrgh end user tanffs since these are consrdered 2

during tanff computation. The main electricity distributor has no

e E - incentive to:bring. down these losses drasncally since 1t s compensated s

-__tbrough the tanff The hlgher t_he energy_‘losses the blgger the amount of - o

S = S cornpensanon grven that a 1% loss 1s compensated w1th equ1valent of

- USD411111110*1 per annum tbrough the tanff

111. Thej;_tan‘ff_ setting model 1s complex, one:and not »ueer friendly'_'for_the_ '_ .

- ,,_:_,_ordinary stakeholder.

B = iv. The Cornmlttee also obseri;ed that ERA is set to introduce Autonratic

W Taridf Adjustrncnts begmmng 1St October 2012 In case of very hlcrh -

e e i deprecra‘non of the Uganda shﬂhng agajnst ‘the convernble currencies, i

_ h1gh 1n‘lanon rates and hlgh pnce splkes of fnel in the mtemanonal
rnarkets as were xpe—renced last year the automatic tarif adjustment_—r '

lead to- tariffs to go beyond affordable levels and thus cause anxiely

among the consumers.




3. 6’ 6 Coﬁcfusion?~ o

High power tariffs are chsastrous to the natlonal economy in that production

cost increases reduce the compehhveness of the local manufacturers at both.
local and international markets. And also high tariffs leads to power theit as

- most of the consumers cannot afford to pay for expensive electricity.

~“The Comnuttee recommends that

i . The Aud1tor General carries out a forensic audtt of the To'nff :
- Review Methodology to ascertatn among others, the disallowable

costs whtch are the btggest cause o f abnormal tanffs

" ii. - The - tariff seﬁztng mor.i‘el must as o matter of necessﬁy be

transparent and subjected to extensive stakeholder review over ad )

specified per(od of time, not exceeding six months, sufﬁctent to
L ohtain stakeholder buy—tn . ‘
S L ERA should ﬁrst undertake nationwtde Stake holder Sensiflzcltlon.t '
: Lon the Automaﬁc ’Ianff Adjustment billtng scheme befaore T.f_S:-
implementation since this may have far reaching consequences )

that are detrimental to the economy.

T3, 4 Powef Losses

""’)nf: of the lff:,y objechve:J of the reforms in the electnicity sector in the late
“ - 7 19903 was. to I‘E‘dllC(i powcr losses. Power losses occur along the electricity
| a 'Supply cha_‘m ~{rom generatlon transrmssmn to distmbution. At the

t_transmlssmn level only technical losses are realized while at the distﬁbution

level 'both technical and non-technical {or commercial] losses are realized.

According to the 'Elpctrioi-ty" Regulatory Authority, techmical losses occur

naturaly “and consist mainly of power dissipation in electmiaty sysiem
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. -components such as transmission and distribution lines, transicrmers and
“raeasurement -systems..Technical: losses. are valued at -generation costs. The
main contributors to technical losses include electrical losses due to theft and

“illegal connections, inadequate conductor capacity, and administrative losses. .

. On the other hand, the non-technical or commercial losses are a result of

" administrative shortcomings by the utility operator with respect to madequa\,y _

- -umnits are sold to the consumers; therefore, 20 units are lost representing & -

- 20%)
According to ERA, by January 2006 the level of distribution losses {ie. ;

: techmcal Josses were between 14% and 17% while the non-technical losses i

: Uganda continues to post ‘the hlghest distribution power loss levels in thp o

at the tlme Umeme Limited took over from UEDCL, power losses had reduced

The level of technical loss depeﬁds on many variables including voltage levels

and network design but ranges generally between 3% and 8%.

of the billing systermn, non-collection of bills, vandalism and power theft, meter

tampering and estimated meter readings.

3.4.1 Status of Power Losses i

Losses in the electricity dlstnbqun system are estabhshed as: Eﬂt‘rgyt
Produced Less Energy Sold. If energy produced_ls, say, 100 units a_nd only 80 o

ower loss.

technicél ‘and non—tecl'mical)' were Tanging between 34% and 35%. The

ranged from 16% to 19%. By 2008 both the transmission and dlStleUthIl'n_.':é o
losses stood at 40% and they were the highest in the continent. - At that time

the total power generafion was about 250 MW and losses of 40% meant that"-'_-:

100 MW mcludmg the expenswc thermal power end\,d up in losses

reglon and one of the highest in ‘the world standing at 28% by 2011, And yet L

o about 27%. When compared with other Nile Basin countries namely; Kenva, -~ -
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Tanzania, Rwanda, Burundi, Sudan, Ethiopia- and Egypt, Uganda has the

hzgﬁest power losses. Bgypton the other. hand has the lowest losses at 1'_2%

7 while Burundi followed Uganda with total losses of 24%. The other six

counmes had losses ranging from 16% to 20%.

3. 4 2 Trend of Distribution and Transmtsswn Power Losses

At the tine of take over from UEDCL in March 2005 the starting level of

 distribution losses allowable to Umeme Limited for the first year of operation -

was tentatlvely ‘set at 33% and was expected to be reducmg by 0.83 per centage -

points per annum to reach 28% n ﬂie seventh year as per schedule A4 to

" In addition, Govem.ment of Uganda is Concerned that if- losses are" not -

" similar characteristics to the Ugandan economy.

Annex A of the Distribution Supply License. Whereas Umeme Limited has. -

made significant efforts towards mprovement in collection rates, ERA- aﬂd

Government of Uganda in general is concernted that the level of chstnbu‘uen -

~ losses, which impact on tariils, has remained relatively high compared to the

levels of losses pertaining in other countries in Sub-Saharan Africa which have

Slgmﬁcaﬂtly reduced, the benefits from any additional generation may not be

realised. For each percentage point of power loss, US$3.2 million i 1ost

‘annually.  This means that for the non-technical {or commercial} iosses

. estimated at 20%, US$64 million [abOLL Shs. 160 billion) 1s lost annually With

such a magnitude of losses, eiforts to improve power supply are greatly

~ impeded.

‘For the period 2005 to 2011 the distribution losses as measured by-Uinemt:

Limited are as shown 1 Table. 3.3 below.

“Table 3.3: Trend of Umeme Distribution Losses frora 2005 to 2011




Year 2008 | 2009 | 2010 | 2011 |
TSet  Distribution 2 | 305% ""29’—.7%”“—-’-:-98 8% 4*98 0%
Losses Targets ' SR - '
Distobution Losses | 33.0% | 32.2% | 31.3% | 34.1% | 31.7% | 28.2% 27 .2%
Targets Used In . - -
Tariff . .
Actual Distribution | 38% : | 34% 35% |- - 35% 30% 28%
Losses L -
I l

Source: Umeme Limited '

From the abo\fe":%é';%lé"B 3
- ach1ev1ng the loss reductlon tafget
“have reduced from a peal{ of around 38% in 2005 to 28%

~ first seven 1 years Umeme Lunlted was I1ot able to “reduc

“the compamy was able to bnng down the dlstnbqun 1085365 to the tarcret level -

T of 28% 1n 201 1 as set m ’rhe concesswns agreements

Umertne Limited attnbutes non—technlcal
connechons, meter bypasses a:nd collusion:

~ The Company also attnbutes techmcal losses to msufﬁue

network.

s wh1ch were hlghcr than the set losses ta;rgets However it was m]racul

nt 1nvestmf:nts 1r1 the -

3. 4.3 The Role of Preminent Persoris’ in Inﬂa:ting Losses -

_The events leading to the:Amendments=

- agreements in 2006, witnessed among others, the convening

“it can clearly be seen that Umeme Ltd was not _
s. The actual dlstnbutlon losses for Umeme.}f' |
by 2011. Dunng the
e the actual ibsées,:

oué that T

(or commerf:lal) 1OSS€SIIIItOl'j iﬂégal o

s between customers and 1ts stafl '

of the: Umeme Limited’s concpssmn

of a meeﬁmg on

the 239 November, 2006 by a group of people calling themselves promment

- persons’

Permnanent:

J.“
M
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Secretary Ministry of Energy and Mineral Development and

_ This meeting was convened and chaired by Mr. Kabagambe Kaliisa,
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attended by Mr. David Ssebabi, Director Privatisation Unit, MFPED, Eng. Elias
Kivernba, Managing .Director JUETCL; My Sam Zunbe (Urneme), Mr. Buljan
(Umeme) and one Mr. Paul Mare{Umeme). A copy of the minutes is attached

as Appendix I -

This promment pe1sons in contravention of sections 15, 16, and 17 of the

electnmty act Cap 145 1999 overruled the then mainister and arbitrarily

“increased The threshold of distribution losses from 33% to 38%, contrary to an

earlier pos1t10n taken by Hon. Daudi Migereko, the then substantive Mimister

of Energy and Mmeral Development who had put the capping of distribution

e - losses at 33% as the most acceptable benchmark level as per his letter dated
<. 17% November 2006(Appendix V). - In a related comrmumnication to the

| Permanent Secretary /Secretaly to the Treasury, the Chief EAef‘utwe Officer
ERA noted that in the worst case scenario, distribution losses could be capped -

at 35%, ﬂlough the most acceptable level should have been 33% ( Appendix
V.

The Cominittee established that the above meeting which took a decision 1o |
increase the threshold of distribution losses from 33% t038% was held. when
Hon. Karnanda Batanngaya was holding the portfolio of Minister of Energy
and Mmeral Development. He colluded with the three technocrats (namely,
Kabdgainbe Kaliisa, Sebbabi and Eriasi Kiyemba) and the Umeme Officials to
overturn the earlier decision of Hon. Migereko. The decision to mcrease the
_____ hreshold of distribution losses from 33% to 38% was officiaﬂy corﬁmumcai;u
to the Ministry of Finance by Hon. Bataringaya on 28% November 200(3 and
was written on Permanent Secretary’s (Kabagambe Kaluisa) letter head b\-.angg _' N
his teference and telephone number. o |
The Comrmittee tasked Mr. David Sebabi, Mr. Kabagambe Kalisa and ng.

- Kiyemba to produce the instrument that mandated them to hold this meetng

and the Terms of Reference of the saad meeting to ne avail. - :
. ‘ : P
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o each percentage loss estimated at Us4 million per annum. This mecharnsm ;

see-Umeme concession dgregmerrts.: of 2906 .oince t.hen Umeme mai ntamed hth

- Furthermore, the swiftness in which the earlier position of the sector Minister . o

= . Energy drafted the 1etter overtummg t_‘ms posmon is sufficient ewdenoe to "

‘Consequently, power distribution losses were capped 38% in the amended

distribution losses between 35% -38% and Govemment has been aosorbmg

“the losses 1r1herent1y through the agreed tariff methodology with the cost of

" was bound to inherently give an incentive for the utility to overstate the losses. - oo S

(Hon. D. Migereko), on losses was overtumed while he was away,ond the'

admission by Hon Batanngaya that the Pennanent Secretaly Mlmstry of

believe that such a dec131on was fraudtﬂently taken.

Tl __The drstnbu‘oon 1osses have remamed relatrvely hlgh and 1f thﬁ}r are not
. gmﬁea_ntly reduced _the, beneﬁts or ATy, addltrorlal _power, generat_lon -
. may not be reahsed As a.heady pomted out earher n-a one percentage

_. power loss 1s eqmvalent to a loss of US$4 mﬂhon per annurn ST
S 1. _Notw1thstandmg the shght decline m energy losses m 2011 éeveral o

. 1ssues have TEI]laJIlEd outstarlchrrg even_ after seven years mto Umeme

Limited’s d1stnbutton CONCEeSSIOT. The spht between techmcal and non-
technical losses has not been determined by both the concessionaire -
[Umeme Limited] and the regulator (ERA)_ i e

. .. 1u.  There is no _clear loss reduction. strategy tr\aL has bﬁﬁ’l develooed and. :._

- adopted by both ERA and Umeme Limited. e
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1V,

compensation through the taciff and thus defraud Government and the. .

Tyl

VIl

e i

The Company’s metering inaccuracies and estirmated moeter readings

have had a sighificant impact on-the level-of distribution. losses and the

ensuing tariff charge to the consumers.

From the aforementioned, it is evident that there was a delibefate effort -

by Umeme Lid to m&mpulate the said losses in order to obtain high

' peopie of Uganda. -

Thc: Cornmlttec Lurther estabhshed that as a result of a number of

-~ reforms and procrrams pnor -to the unbundhng of UEB ﬂlere were _

gInf icant reductions n- d1str1but10n 10S5€S from about 38% to 28% at"_ |

_ the time Umeme Ltd took over the d1stnbutlon concession from URDCL

in 2005..In fact, UEDCL and ERA indicated to ’Lhe Commlttee tha‘r the -
losses Were_at ’?7% at the mne of takeovel compared to 38% losses -
clairned by Urmneme Lunlted in the same year. ' '

The tearm of prormnent persons’ mcreased thii threshold of chstnbu

losses for Umerne Limited. from 33% to 38% Whﬂe 1gpormg advu:e f1 o

ER:’—\ and the p051t10n that had earher been de(:lded by the substaﬂtme o

" line Minister. The Comraittee found that this was not a policy maftter but

a regulatory one that should have been handled by ERA. This was a

D wolatlop of Sections 13, 16 and 17 of the Electricity Act 1999 Cap 145

that empowere the Mlmster and ERA who objected to ralsmg the loss

' ﬂ’]TESuOld LO 380/0_'-_ X . ) . L - _z V

:"'lelé-;UMEMEIM"?Ha; “failed _to | curb power thefts and " illegal power

- connectmnf; whu:h are further c:ompounded by hugh mmal costs of

comlcchon a d hlgh end user tanffc; el '

~ 7 page 50 of 160




BT After fa;lmcr to attam the set 1088 Largets i the “first six yearsTof

':413 4. 6 Concluswn S

" 3.4.5 Observations

operatlon it was note d That the Umeme mlraculously brought down the -
dlstnbutmn losses to the ta:rget level of 28% in 2011 as set in the B

eoncessmns agreements Thls abrupt attalnment of the set target was

due to the mpendjng review of tariff parameters and the Companys

peﬁonnance in the last seven yeaIs by ERA In 2012

o u ERA has not developed mstltutlonal and technlcal capaaty to detennme

Umerne lelted for dlstrlbutlon losses and yet ‘the Regulator should be,,‘:_% ) -
tak_lng 1ead mn estabhshmg “the - dlStHbllUOIl losses reported by the

Company It is therefore, 11Tegu_1ar for ERA to rely on data on. losses from

Umeme Lmnted has o comrmtment to lowenng dlstnbu’oon losses " -

;g‘—‘..51gmﬁcantly because 1t gets compensated by havmg the dlsmbutlon""?":-:

- losses &gmﬁean‘dy The Company has been carry‘lng out a pﬂot prOJect
0 Kitintale  District . (Kampala} .since.: Iast _year, wyet .other . eleetn(:lty

d1stﬂbutors operatlng in Iural areas adopted the use of pre pa:td

: From the aforemenhoned 1t can be eoncluded that hlgh dlStI‘lb'LlT_lOn 1osses-'

have an 1mpact on the end-user tanffs as they are mcluded i - tarlff

computaoon Unless drastic measures are made by the electr1c1ty d1stnbutor C’

and momtor ‘power 1osses in ’rhe sector. ERA rehes on data submitied by T




(UMEME) to reduce power losses, they will keep end-user tariffs high as the

C,ornpany gets commensaLeu thIough the tardi. -

The Committee recommends that:

i Mr 'Kabagambe Kaliisa (PS-MEMD), Ir. David Ssebabt (Drrector PU) '
and Eng. Elias Kiyemba (MD, UETCL), should be held Jomtly andfor

severally responsible for abuse of office and exacerbating the loss "
- factor when they irregularly raised the loss factor capptng from-

33% to 38%.

ii. The Committee further recommend:; that Hon Dr Ka:manda Cos
Batanngaya former Mm1ster of State jor Energy ‘and currentlu

. — holding the portifolio of Minister of State Jor Educatwn be ‘held

personally and politically -responsible for neglrgence when he

_ sanctioned the raising of the loss factor capping from 33% to 38%,
contrary to an earlier position by the substantive Minister. )

iii. ERA should develop a loss reduction strategy to cap energy. | lOSSé,S'

R D _ between 14% and 16%, whtch would mgrufcanﬂy loiver end user

Clem - . tariffs as the case in Kenym : . s e

w All the distribution concessionaires should" adops, thei best

R . available technologies,.and practices such os prepaid meﬁic_ars to

curb the challenges related to thefts, billing, collecﬁo;z cnd.

custormer care.

v. " The MEMD should tntroduce an amendment to the Electrtcrty Act,

“making potoer. thefts and vandalism least attractive ventuj e and

- seriously punztlve-

3.5 Subsidies © - E o o N
A’ subsidy is the price paid by either the provider or third party {governiient]

to help bring down the price of a product or service such as electricity. In

B b
R




o "---G-bvérnmeﬁtiaﬁd: fhe Developmeni:Bartnens:

- Ugand-aﬁ-context the subsidies on electricity have been paid mainly by the

- From 2005, the Uganda Government had been subsmhzmU tariffs for power"__'-' -

consumers. This arose from the effect of procuring 200 Megawatts of thermal _

- - power to bridge the power shortage from private ﬂlc_]jmal_generating companies'_'_‘ '

(UETCL)-for it to purchase electricity from generatlon compames and Pa_ld he”

~whose -costs .of .generation were high. Therefore, the ‘Government intervened - - =

- - through provision of subsidies with the view to making electricity affordable to S

ok Th"e:*éubsidy.._.used to be pa_ld to Uganda Electnmty Transnnssmn COI‘_[lPaI].YV_':-; A

~stated price.- UETCL then would sell eléctricity fo the distubutors 111{6 Umeme ST

- Limited -to distribute at a lower rate to mmgate ]:ugh tariffs.-

This intervention, for example had managed to artificially keep mellpower
tariff for domestlc consumers at UGX385. 6 per ‘unit of energy ~Without the s

~.subsidy, the- tme'cost of electricity in Uganda. for domestlc Consumers by T_hep':; e

_~would have been UGXB845.8 per urit of energy; unplymg that the Govemment:i%
was paying the balance of UGXA60.2 per wnit of cnergy. The Government was“_'_'-' .

.- therefore subsidising the cost of electncity c0nsumed by the domestlc Users b}, S _:

55% péf unit of energy. =~

::The‘*policy,on subsidies had been 1mplementcd from the year 2005 untﬂ o

January=2012: when «the : -Government = eventually: deemcd the subsmhes
unsustainable.-The -adoption of subsidies was contrary:-to. the objectlves set
- out in the Uganda Power sector restxucﬂnng and pnaa‘uzaﬁon strategy 1999;
which among others, was 1o make the power sector ﬁﬁanaally wable and able

to perform without subsidies from the governinent budget.” * e
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Over the years subsidies paid by government have been increasing o

HHSHSLa_lIlELb]E levels as . shown in Table3.5 below. Ffom 2005, to. ]ariuawv

2012, the Government of Uganda had spent UGx1, 992 840,000,000 only (say,
Shﬂhngs one trillion, nine hundred minety two billion, elght hundred foﬂy
IIllHlOH) equwalent to US$B00,000,000 (United States Dollars eight hundred’

mﬂlion) on subsidies for electricily consumers.

Table 3.4: Subsidies paid by Government from 2005 to 2012

. Year . \ 2005 ] 5006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

~ ]130.8 | 2474
Subsidy— - 5366 T . 7 0499 | 258.9- 310.8 6339 | 114.2
Amounts in _ | : o 3 |9 = o 0
UGX Billions |

| SR PR N B

Source: UETCL T

From the d.bOVC l“dhlu 3.4, 1t 1s can be cleaﬂy seen that Gove m’nent Sllb%‘ldlﬁ‘ o )
grew from UGX 53.66 bﬂllon m 2005 to UGK 6 ’m 99 bl}_hon m. 201 1, Over the -
eight (8) year period the total amount C}ovemment spent on subsidies Dqld to
| thermal generation compames ‘stood at -~ - UGX 1.99 trillicn Whl(‘h 1S a'f '
fifth of the national budget for the FY 2011/2012 Table 3.5 below shows the o

subsidy amounts paid to thermal generation companies.

Table 3.5: Gove'rnment Subs1d1&s Pald to Each Thermal Generation Compdny

Total




Lugocfo/Kiira Mutundwe | &5 - - B o
S Years

[U e A) '(UGFX} s PGy e (T

2005 | 63,875,643,4 o |- o0 o 63.875,643,47
71 e | | 1

-V : t
o 00061 130,922,714, |0 o0 -0 130, 922,714 4 ‘
F 454 — S S -
- 2007=|" 244,356,409, | -0 | 0 N .o"f 044 356, 4093 \
390 _ . Lo LT . 920 1
2008 | 227,508,875, o 23,265,8887 | 0 - 250,774, 763 8. \
. N 088 . . o o 32 . 7 riz 20

ligoded 872, | 0T | 175,689,798, ¢ Tot 265,154,6‘/0,7
08 - 382 w90 -

57785 467 3004 | 15,950,078,6 | 171,013,273, 42,737,430, | 305,168,082,
89,467,501 rl 505 150 33

36059240, | 196,765,802, | 234,046,056, | 50,911,782, | 617,782,891.3
o .| 508 625 823 348 04

58 163.757,8 | 50,469,186,8 | "'5 570,962, 114 203,907,2
e I VIt B . 92

'":'977 655.064, | 270,879,630, | 654,484,204, 89,220,175, 1992 939 083,
68T 105 |- ‘as4 - | - 238 - 384

o Afters .the - scrapping ‘subsidies” by~ ‘GOU electricity : bills - mcreased by 36%__

«z-domestic, conlmercml and medlum industnal Consumers Whﬂe the bﬂls ior

the large industrial consumers rose b} 69%. T‘le reasons glven by GOU for o

" "‘scrappmg subsuihes were: -

{“The - rrioﬁéy 71'_h_at ‘had been spent on subsidies “could casily have

constructed another big dam or even two smaller ones. .
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5 Tt was befter for comsumers to pay extra now and in the end have

reliable power supply in future.

iii. The money freed ﬁp W(:ﬂﬂd._béj used to finance the expansion of the

Uganda's generation capétcitjr which has been shrinking and it would -

also be used to finance the implementation of other critical govermment

Programines.

iv. The tariffs were not reﬂec_tjng the current fmérket price of geﬁt;rating
electricity and were continuing to deny funding to other sectors of the

TECONOMY.

- The 10110" term, effcci.s of scrappmg subsmhes on the cconomy are yet to be. -

quantified and analysed However for the dOIIl\’iSUC and. . commerc:ml'
Consumers the effects have already been felt W’lth paynlents of mcreabed

electncity bﬂlsu

In ElddlthI) to the government sub31dles o1 thermal power generation, U}LTCL

- offers rebdtes averagmg Shs. 8 bﬂhon to Shs.11 billion per month to Umemei

Limited to prevent iar it mcreases by Compensatmg all the stated-= = power
distributor’s technical and cominercial losscs and any upward adJusUncn’rs n

the bulk supply tarif

Just ke the govem*nent subsuhes on ihennal power the rebates offered by

UETCL to Umeme mmlted have ber::n nsmg from UGX. 25.43 bilbon in 2005 o

- UGX 431.33 billion in 2011 The total amount of rebate over the penod 2005

to 2011 stood at UGK 878,74 billion as shown in Table 3.6 below.
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Table 3.6: Rebates Offered By UETCL to Umerne Limited from 2005 to 2011

| -'Y-earw 1 Grosslnvmce " Rebate T - WNet InvoiceValue | -
7 _ BRI 61C2: G S UGEX s
£ 2005 85,860,225,700 25,426,999,998 60,433,225,702
2006 184.802,039,633 __ |92,895,000,001 |91 ,907,939,167 _
3 343.107,340,633 | 117,858,999,999 226, 268,340,634 e
319.105,299,209 | 78,477,000,003 . 240,718, 299,206 e
2009 309,267,764,547 45,465,000,000 263,802,764,547
5010 . | 376,807,503,744 ...-| 87,289,002,000 . 289,518,501,744

2011 —wnn

692,207,690,304 .-

T431,330,000,000 | .

260,877,690,304

Total UGX . 2 312,268,763,305::

Séurce: UETCL

551 bindings

(i) . The introduction of subsidies™.
oo .7 contrary to govermment policy. of usm

.- markets as a basis for the growth and drfr’:Y(?lO

878,742,002,001 ..

1,433, 526 761, 304

cc22% (1) s2- The expenditure. of UGX 1.99 trillion paid by. Gove
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pment of the Sector -

i the -eiectricity' _sectorﬂ-fin-“ 2005 was -

g the private sector and efticient

mment as subsidies

Jnene-on- thermal power . ‘generated -over..the, pbnod 2005 -to 2012'ﬁ"denie;t’1:

'-;'-};Ugandans resources for soc1o—econom1c growth, yet only 12 percent of -




.....

. 3.5.2 Observation

" the for.;esight o know that subsidies in the long run would not be tenable. The

subsidies should not have been introduced in the first place since one of the

" objectives of the reforms was to allow market forces determine prices.

3.5.3 Conclusion

The subsidies paid by Government from 2005 to 2012 in the enérgy sector to
the tune of UGX 1.99 trillion, benefitted only 12% of the county that is

“Tle technocrats charged with management of thi power sector did not hawe..

connected to the electrlc:lty supply network. The deuszon to qubmdme the .

sector was caused by the poor planning and lack of foremght by the

technocrats charged with the management of the energy se:ctor T he submdwes 77 :

should not have been entertained as market forces were SUPpOSLd to:

determine the prices of electncity paid by consumers. The money spent o1l

““subsidies over those years -deprived Government of valuable resources that

would have been mvested in cother infrastructure development projects in the

Cdlm ) ) T _' Tl : _- ,V . . S e . ir e i

" The Committee recommends that Governmernt should fast-track the

construction of Karuma power plant-and other small hydra power

Vpr'ojects fo ensure that the demand for power does not outstrip the

supply as has been the case that warranted the acquisition of power -

from thermal generation comparnies.

3.6 POWER GENERATION

T Uganda ‘has diverse renewable energy Dotenhal The countiy’'s known

. rencwable energy resources are hydro, biomass, solar and wind. Discounting.

except for the large hydropower plants at Kira Nalubale, Bujagah and a few '

s
(| NN

&

“wood fuel biomass, Uganda’s renewable energy resources arc largely Lm-;tapf)ed ’

] ,:-.. . - . : <\‘:
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mini-hydro plants The most economic source of power supply for Uganda 18

. hydro,, ahﬁough it is prone fo seasoqahtv factors, fraudulent mampulatlon of

k constructlon costs by Ministry of Energy and M1n1stry of Fmance technocrats S

. and the Challenge of reusmg the 1r11t1a1 1nvestrnent capi tal for construct_ng the _' T -
: 7_ plants

L ::By May 2005 the mstaﬂed electnmry genera’don capamty in Uganda was 380 )

o -;;-D_;megawatts (MW) produced by the hydroelectric pla_nts at Owen Fa]ls Nalubale P
_7 180 MW and 200 MW at K_ura The effective generatrorl Capacrty of the cornplex E

- was about QBOMW However the capacity productlon by these plants dropped o
“to about 140 MW kel 2005 beeause of the supposedly prolonged drought thatr

h.'jmcaused the water levels on Lake Vrctona to drop. However hydrologlcal data .
3 .showed that 1t was NOT the drought that agmﬁcantly reduced the 1ake levels i '
BUT the pos1tronmg of Kiira Dam parallel to the eXJSUng da,m (Nalubale) Wthh T

grossly caused the level of Lake Vrctona to drop, resultmg 1r1to redueed ;-

' genera‘don eapacrty of the two dams.

Insplte of 1the decline in gederation demand for elecm(:lty Contmued to" grow -

widering the gap bétween SUPP1Y and demand. In 2006 ‘péak demand reached;f o
- 380MW. resultrng mto per31stent rolhng blackouts at peak of 80- IQOMW Tne IR
. _"_;'_Sll‘jrtfaﬂ i electricity SupplY was met Lhrough i“combination of measures - - -

mvolvmg»procurement of emergency - diesel Fand - heavy'*' fuel generators

promotion of energy efﬁc1eney a_rld renewable energy. 7

- By July 20 12, the total 1r15tal‘ed pOWer g generation eapamty wWas 772MW that N
15 630MW from the large hydro plants 57MW from mini- -hydro plants 68MW 7
" from thermal plants and 17 MW from co-gene ra’aon at the Sugar 1nduer1es i

However, the total effective generation output fro—n Lhese SOUrces was about

-~ SROMW in July 2012 == = 7
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+ the same tdme the power demand during peak hours (7pm — i dmignt), was
at 443MW. Electricity demmand increased: sharply z month after the Buje g

Hydropower Project delivered 250MW fo national C’Tld With the pOWer de_maﬂd )

growmg at 10% per annun, it 15 estimated that every year ih\, ceuntrv will

need to commission a SOMW pfO_]eCt in order to avoid going back to the '

31tuat10n of load shedding.

" The demand forecast WaS that ’rhe surplus energ}r would be consumed in the -

"next 94 months before the undesued load- sheddmo retums Howew‘x 1t 1S ’7';.7

N turning out that the cxcess electricity will be consumed faster thamn e,{ppc‘red '
— ' .Statlstlcs from Udaﬂda Elecmc1ty Transmlssmn Compan‘y (UE’TCL) indicate

'.”that peak dernand has grown by 9% to 487MW from the previous 443 MW in o

' just over a month after July th1s jrea;r

3.6.1 Existing Generatmn

i Hydropower The emstmg hydropower plr:mts in the country are the

s Kira- Ndlubalc, power complex and Bujagah kel the River- Nﬂe ”'“hesk o

h power pld;rlt&, are a cascade and therefore their electnu*y Otltputs are

) directly related Kira- Nslubale has a combined installed 06116ra1_10n‘-"-.-'.‘-'“
capacity DI 080MW but their actual output has mgzuﬁcanﬂ v Clloppud.
since 2006 averagmg at 140 MW

The shaip drop ol generaﬁon capacity of Jira-Nalubale is reportedly 7

attnbuted (MFPED and MEMD] ta pmloncrea drought of 200 7/06 that
led to a significant drop n the Lake me 1@ \Udtﬁr levels. Fver: with the '
improved hydrology of this lake [rcstorahon of Wdtﬁ:‘ jevels j and the . .

purported heavy capltal 1nves‘f1nent of Eskom (U} Limited mio the same

= o ' pizmt ‘me “actual output of thlS plant‘h
(140MW]). '

- 3 T
ermnained . at 1ts  lowest




i‘..“":“"Ji:"‘“"has ‘the mstalled generafion c:apac:rty of . 250MW.- The actual gener afion »
S output is expected to be QSOMW ' |

3.~ country .which include :Mpanga (Kamwenge] with installed generation ..
._fcapacfty of 18MW - HydromaX#Buseruka SMW, Bugoye 13MW and
-__;Ishasha mini- -hydro with an installed genera’uon capacity of 6. SMW. :

===The Bu]aga_h Hydro plant which was brought on board in July this year

Mm1~Hydro Plants: There'are a rruniber of mini—hydre plants in the .

‘-if-trr:?Oﬂler rmrn hydro plants include Kilembe Mmes Lmuted with mstalled T

generann capac1ty of '9.5MW. The Nyagal{ rmm hydro plant was -

; "mcomrmssmned i early September thls year w11‘11 a generatlon capa(:lty of

¥ Thermal .power The prolonged drought of 2005/06 reportedly redue’ed'"r

ik Vpower generatron capacrty of the country Wthh compelled Govemment ; -

_‘.;_”jfto enter into. agreements with leVB.tC therrnal power producers (M /s

__Whereas " thermal power generators were contracted fto prowde .
o emergency power n Uganda (as a stop gap measure), their contracts /

11censes had been regularly extended These therrnal power generatron

achieved, for. whom the project was designed, the.timeframe 1t was

. envisaged to take, ammong others.

N

:ngneratlorl capamty of SMW and Kasese Cobalt LlIIllth with an mstalled

3.5MW. =

the-water levels of Lake Vrctona leading to a reduetlon in the hydro |

' Aggreko J acobsen and Electromaxx) to supply power in order to reduice .
‘-fthe “power - ‘shortfall * experrenced from that time. " These eompames

ombmed produee_d a total of QOOMW_

agreements dld.not ,_(_:learly spell out the. targets or obJeetlves to-be .
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The continued extensions of these thermal power generation contracts

. while mmaintmining the  same - Wnmns and: condlt;ons of the ﬁlifi.al
 agreenents had grave implications on the tanff. In effect Government,

‘was stuck in thermal power generation agreements that had abnorm a]ly '

high tariff profile that were meant to be for a short Hme Spa_l’l but in

setual sense lasted longer than envisioned. -~ -

"A slack -.of 1ntegrated resourees plammng had gwen ‘Tise~ to. the',-__

imple*nenta‘uon of these  thermal power projects in emergency '
SltllElthIlo which unfortunately had accentuated the problems in lthe‘

power sector. These- emergency DOWeT solutions had become base lo\ad

- power plants at abnormally big cost to. the country. Considering that

about 30% of the expensive thermal power was lost in the transmission -

and dlstnbutlon process, ‘a clearly untenable situation unfolded n the -

country.

The retaul tarﬁff:s pald by the power end USers were not sﬁfﬁcient to pay

for the power- procured from  thermal generatlon plants. _Therefere,

Government came in and paid the difference between retail tdﬂff .:md the.

actual cost of supplying power.

Solar Energy: Solar energy Is & source o-f eleetﬂcify in Uganda: alth.qugh
it is not well tapped and developed to reasonable 161-/*618. Solar energy
~when well tapped. Would prowde the remote and off grid ruaral locations
in the country with power A few homesteads a:ﬂd public institutions i

rernote areas have installed solar power systems.

Standhy and Embedded Genefation: Th_ere have been significant
amounts of standby generatlon capacity owned by some industries and
commercial estabhshmentb that were 1ntended for operd‘uous durnng -

cwteqdcd Uenods of blackouts There was, however, 10 information
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 available on the total installed capacity of these standby generators

countryvmde e e e e P T T e

- v1 _ Wood.Fuels: Wood fLels account for more than 80% of total energy used -

) m Uganda. It is the tradlttonal energy source of Ugarlda The bulk of the
country’s energy supply comes from wood. Wood fuel is renewable and
. sustainable if . supply could increase to meet. demand. Wood fuels -

»+ provide the bulk of the energy needs for most informal enterpnses such "

" as bread baking, tobacco curing, brewing of 1oca1 dnnks ﬁsh smokmg

vl “Co-Generation: In- addl’aon “to. generahon from mini- -hydros, sugar .

- comparues have demonstrated potentlal to” step up generatlon 'from

=+ bagasse and sell surplus power ‘to- the grid. l’t is now expected that by '

2013 sugar compa_ums “will be selhng ap to 50 MW to thc gﬂd N

Kaklra Sugar Works produces' 12MW of elecmc:lty through co-

generatlon Co generatron 15 a process through whlch power 1S produced

. using bagasse (sugarcane Waste] The Company started producmg power T

from the sugarcanc. waste n 2005 and has estabhshed that it 1s so far

_ the cheapest power source Accordmg to REA Kakira was one . of the

Comparly obtained a US$3. Smillion grant in 2008_ Kinyara Sugar Works '

11kew13€: produces SMW of e1ectr1c1‘y through co- generation for in house ..~ .-

use.

~ - Untl 2006, hydropoWer.Was”major source of electricity in.the country which

- contributed 100% of power into the national grid. Owing to.the supply deficit

““arising~ from “the 2005/ 06 - drought ~and . the resultant compulsion :; .
P O S

» Q¥

cornpanles whrch recelved funds under the electnﬁcatron for “rural

trarlsforrnatlon to produce electnc1ty through co- generatlon and the = ..




Govemment to enter into agreement with pr rivate thermal power producers o

'supply DOWeET +6 teduce the shortfall, there was a shm in the generaiion. *ﬂm
. with Emergency diesel thermal power and Heavy fuel 0'11 (HFO] thermal power
" contributing 56% of power info the national grid Whﬂe 44% has been coming

from hydroc generation. Offcourse, this shift towards thermal generatlon‘_ _

7 plant in July 2012 delivering 250MW.

introduced higher generation costs into the generation rmix.

Kira and at Mutundwe i Apnl 2012, there. was. A remarkable 'let in the
generation mix. By April 2012, the genuratlon mix had changed to 74% of

plaﬁts 59 from mini-hydro generation plants and 3% from co-generation. The

" situation has been boosted by the camrmssmnmg of Bujaga_h Hydro power.

' 3.6.2 Construction Power Generation Projects
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" With the closure of Emergency Aggreko thennal generafibn piants at Lugogo, . ..

~ power produced from 1arge hydro power plants 14% from thermal generauon [
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Bu]agah Hydro Power Plant

As part of thc mdcr effo ts to 1nctease powex géﬁétatiﬁn- sthee Bujagall- e

_V Hydropowe:r Plant conn act was awardcd in 2005, The initial contract cost was ST .
- o '_ US$460nnlhon Howcvcr the cost of ﬂ’llS pro;cct had risen to US$893 miilion -
L bY 2011 mak_lng By agah a vc“y expenswc H‘Ydro Power plant ‘considering the

o cxpcctcd generation capaclty of only 250MW. The Committee could not obtam o

T been made to the relevant M1n13try and Acrenclps

avcrag1ng betwccn UEBO 12 (1‘?US ccnts) pcr l'{llowatt"'

-;.t-'othcr power plants constrnctcd within thc samc pcnod in other countncs. For

o .'I-E:::.-;“-'exalnple Sudan built 2 1 SOOMW hydro powcr plant at US$1.95 bilion which

7' '_-“translatcs to US$1 3 rnllhon pcr IVIW Thc Grand EtlnoplazRenalssance Dam ~
hydro power pro;cct W1th an cxpcctcd gcncratlon capa(:lty of 6, OOOM‘N uponi '

N cornplctton in. 20 14 is bemg co*lstructed at a cost of US$4 8 b1lhon that 1s,

e constructmn of thc Thrcc Gorgcs Darn. in Chma the biggest hydro power plant

. - Page650f150 .

the actual construcnon cost for the Bujagah plant even. 'after' requests ]_nad - o

(HFO) and the thcrrnal power generalors ‘which sell between 24— 34 US cents '
" dcpendlng on the exchange Tate and fuel prices: Itis. unporta:nt to note that if |
o thc BuJagah generatlon tariff was to be w1thln thc mtcma’aonally acccptablc -
;;.':_-_'='jﬂrangc thcn 1t Would bc US$O 05 to US$O o7 (Or 5 US ccnts to 7 US ccnts] per :-:1

Taklng 1nto account tnat US$8931n1H10n had. been spcnt on thc BUJ agah powcr 7

- plant by 2011, it is considered a very cx*pcnswc prOJect when compared Wlthﬁ B

) US$O 8 mﬂhOﬂ per MW Taklng into cons1dcranons the above paramctcrs the T

'7 Thc tanff proﬁle for thc Bujagah Powcr plant Wlll not bc constant but Wlll be .
Outf (kWh) over the B -
;730ycars bcforc tins plant :rcvcrts to Govcmmcnt owneranlp and pcaklng atfé‘i—-i
ﬁlGUS ccnts/kWh in 2022 In the first 13 ycars thc tanff for Bujagah will be: 1n -
' thc range of US 12- 16cents/kWh which 1s almost thc same for Heavy Fuel Oil- BEEC




i the world with installed generation ca pacity of 22, O00OMW, cost the Chinese

Government USi‘p?b Billion, thatis, USE1.2 mdlion per MW,

From the above examples, it can be seen that there is a very big variance in =

“construction costs im the countries “mentioned  when compared to the

... Ugandans. thal further details regarding the procurement of Bujagali Hydro

power plant and how its generatlon taxifis were determined be availed 11 & bld .

to mltlgate the likely consequen(,e to the growing public apprenensmn that

electricity tariffs will hit abnormal levels despite the completion of this plaﬂt.

The-(':ommittee also no.téd that the cost escalations from the bidded price by

" the eventual witiner-of the Bujagah power plant M/s Salini was done outmde. _
- clearly expldms that matters to do VVI.‘th tariffs are the resoonqlbmty of ERA

Bujagali was fraudulent and designed to cheat by increasing the costs ﬂlegally
avoiding the oversight of the Auditor General and ERA.

. The - process increasmg and approving the cost of constructng Bujaggal

Hydropower Pta_ut from the initial US$460miliion to a high UsSHa9 %mﬂhon was

~chughly -quspicious. This astronomical mcrease in the plant cost was done .
4 betwe:en the Mlmstry of Energy, Mimistry of Finance, UETCL and UEGCL the
prOJect supemsor on behalf of the pro;ecL contrdcmr M/s Salini ERA whose

: :manddtf, mclhdes tarlff managememt was never involved Therefore the

D A

rd /;{:;é
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“ “ronstruction cost of the Bujagali Plant that cost US$3 44 million per megawatt .
- before addiion of interest during construction. The industry benchmark =
- construction cost of hydropower projects. is U$1.5 milhon per Megawatt as 1t is

. the case I other countries the world over.- It is therefore in the mterest of

. the ambit of the - 1ectr1(,1ty Act. The ele cm(:lty act Cap 145 1999 o@CLJ.Oﬂ N

wunless otherwise delegated by E RA. The approval process for cost ovcmlns n
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T astmnomlc cost of Bujaggali adversely 1mpacts of the tan'ff paid by electricity

' ’I‘he procurement process fer Kardma 1S ongomg HeWe_Ver, the Committee "

estabhshed that 1t ‘has been ‘marred by irregularities n the procur-em-ent. |

proeess Due dlllgence OTL: the prequahﬁed ﬁrms was done by police and other = i

" after the technlcal evalua’don of blds at Chobe Hotel Murehlson falls National e

- D1sposal of Assets (PPDA] Wh1ch were reportedly resolved. 3R Eec . P
iii = :'Integ'rated Gras Power’ at _Kehaa—le-Hoima? o o
- JAS, pafc of ther ea.rly productlon scheme Government 15 in.-the ﬁnal stages of_:f :
developmg as power plant:at. Kabaale in -Hoima. JThis_ plant - 1s, expec_ted _to_'-_-'-: e

generate S50MW using cmde 011 from extended Weﬂ Testmg

3 7 Flndlngs i

'_There are stdl many untapped SOUICES ofenergy to be exploited in order

-.to mcrease electnelty supply

=The Constructlon Cost was Bu]aggah Hydropower Plant susp1c1ously .
mcreased from US$460m11hon in 2005 to US$893million by 2011'_'-"
';:jr._mthout the expert inpul of the seetor regulator  ERA, Wthh‘WaS .

fcontraventwn of seetlons 15, 16 and 17 of the Electricity Act.

i _T he Bu]agah plant generation tariffs of US$0.12 to US$0.16 per kWh are

= high when compared with the internationallyz acceptable genera’don; |
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T coneurner was rev1ewed SO the expert mput of the: Sector regula;_or ‘TRA} U

' VGovemment ageneles on the mstructlons of the Executwe arm of Government == ="

: There “WETE = also ‘some- eompleunts raised with the -Public Procdreme—nt' 7and -




ranffs for similar nydro power pld“LS wihich range from US$0.05 to

Gssoor

3.8 Observatmns _ , S
i} Even when one Con51ders the fact that the cost of constructmg raf
hydropower p1a.nt depends on its location, size, mvesrment HSkb
accessibility - to- raw ‘materials “and the economic COIlCL‘H:lODS of the:.--
country, it is stﬂl mconcewable that Bujagah Hydropower Plant w1th 1ts?*.:- o
expected Genera‘uon Capacfcy of 250MW can cost over US$893m1H10n1 o

1) The Committee takes cognizaice of the fact ttlat hydropower is
cheaper than thermal power although the initial investrnent cost of hydro,'
power generatlon 18 much higher than the 1nvestment for thermal powerr

" generatlon The runmng costs of hydropower generalionn are cheaper:_ D

| than those for thermal power generation.

. 131) Uganda energy consumels have reason to WOITY because a. hlgh tarlff :
.outstrips their domestic eannngs (i the utility bills exceed lOAa of thelr _
domestic income), depriving them of a descent hife, since thcy wﬂl be left

with no mncome to cater for other basic needs. Buffice to say, dlstoned E
.costs also distort life. It is therefore in the interest of Ugandans ‘that
further details regard_mg the procu_rement of Bujagalt hydlo power plant
and how its tariff was determined bhe avallﬁd in a bid to mitigate the hkelyr '
consequences to the gromng public apprehensmn that ele ctncrcy tarlﬁs .'

will hit abnormal level despite the comple’mon of this plcmt

' 3.9 Conclusion - |
There is still a lot of potential for hydropowex generatlon pow erin Ugaﬂdd fthe -
untapped sources of energy. are expl(yted It is thCTCfOI"F mcumbent on

Government to explore financing options to tap mto this resource. - /4_

ﬁ*

r’"\

. Page GB 0f 168

W)
[
o,




K -*—‘f'The Avuditor Ger

‘ -~ Bujagali Hydropomer
- six months after the adoptwn 0 f thts report

_Vr'z_i'i)

-‘_7__.The Inspectorate
" manner in which the po

T bem.g procured

 Resources take keen intere

a'l"'mstz*‘utes & teéhaical-and jmanctal auditof

- plant and report back to Parliament within

f Govemment should ‘take mterest in the -

. The. IGG the OAG and the Parltamentary Commtﬂ:ee on Natural

st in the procurement process for the -

_ construction of the Karuma poler plant to. guarantee value for .

4.1 .REGULATION OF THE ELECTRICITY SUB~SECTOR- '

4 1 1 ERA Structure p011c1es and procedures S

. y

Whereas the funetlo

" defined in the Electricity Act of 1999 the commlttee found out that

ation of the Authonty s mdependence '

cither deliberately or otherwise. =

 there was apparent misinterpret
msa a-vis the powers of the Mrinister,

In some 1nstanees the dlﬁerences n. 1nterpr
- the Act resulted in the exeeuave arm, of the povernment usurping the

'functlons of regulator mth respecL to tariffs setting, energy losses and

- huwman resources management The case m pomt being the chermssal ,

of the formerCEO Eng- S5

J ohnson Kwemgabo

MEMD estabhshed REA to faclhtate the GOU geél of achieving a rural’

- eleetnﬁcatlon rate of at, 1east 10% by the year 2012 from 1% at the

beglnnmcr of the decade. REA carTies out: planmnc actwme::, for raral - L
" page 69 0f160 - - - '
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wer pIant at Kabaale in Hmma WAS /IS L

ns, powers and mdependence of the’ regulator are’ R

etation of the provisions of . . o

ebowa and the Authonty SecreLary Mr.
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- electrification, which function st hould be part of sector wids integrated

resources -'planﬁmg: .

iii) - The composi_tlon of the board of ERA is not in accordance with the
electricity Act with respef,t to qualmcahon EXPCIUSG and conflict of

mnterest. These are key aspects of goed COrporate governance. ..

iv)  ERA Srtafﬁng Gaps Exammatlon of the Au‘rhonty s structure and- the -
IR staffuig"lew}els revealed that most deparunents have staffing gaps in -
critical areas. Untﬂ September 2012, the Direcfor.E)conOmic regulation
IR o as also the Acting CBEO . of ERA both of which posts are  very |
o .demanchng. The remew of the organlzatlonal stracture also revealed

that, the Manager Legal Services 18 also acting as the General Counsel

~ to the Authonty. Out of the 11 vacant posts, 7-are ma_nagena_l posts.
This situation impacts negatively on the capacity of ERA to effectively: -

execute 1ts mandate of sector eupemsmn a_nd monitoring.

I't_ 1S - arlso--r. the- Comrmttfee Lons1dered view.  that tbe current
"---organxzational strueture ot ERA is* devoid of - other equally key,'

,posnﬁonb The Authon‘fy needa a more robust Structwe to effectwely

- " execute its mandclte

- W} Lack of & Risk Management Manual Given t the -—;useeptibiﬁfy of the
-electrlmty sector Sub sector to risks, the regulator (ERA) has not been

“able to develop a rlsk rnanauement manual neither does it periodically

"Iemew its major rlskt, Potential nsks are not identified, measured,
‘ mltlo*ated tested, monitered Nor reported Therefore, failure by ERA to
penodlcaﬂy 1dent1fy and undd’e its risks exposes management to CrisLs

em;zatmns '

i "'_"-fVi)"""jLIrIeguIar appomtment of ERA Board The appoin,tmen‘:c'.“ of the
e CLITE:"].‘E board of ERA was mearred by irregularities. A‘pparenﬂy) it is

= ewdent while appointing the current ERA board in bis Capacﬁ}f as

S
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e = . former Minister of Energy. and Mineral Development Hor. Hillary

1 - exhibited Gotiflict ofinterest: N: 1s highly probable appomted the

Board without carrying out due consultations  with the relevanf

 government agencies in the ensrgy sector.

7-‘-"’5}-"f":"r--';;-"-""T'The‘Committee found ‘out that Hon. -Hlllaly Onek 13 the Ch&rman’ L

y) Wh11€ “Mr. Apiire Santo. the R L

Pakwach Power {an elec nc1ty compan

current ERA Board Chaurmam s a ﬁna,nce dlrector m the-samei—-_i s T

F company. '

= ERA is less 1nvolved in- power Sector planmng,,fwhlch leads to 1arge o

tment projects such as Bujaggah Karuma yet itis .7

_'1) Lo

_private sector inves

Fexpected to issue licences for the operation of these power plants T hese 7

: la_rge prOJeCtS “when - completed _____ have fa huge 1mpact on. power

not. bemg pla_nned -

S Y T transimisslon: and. dlstnbutton networks, whlch are

The board DI ERA has over the penod of the reforms 1ost 1ts power to . ; o

wnits such as the MEMD, MOFPED S

other goverrunent depa.rtments and
atization. umt ERA has thus suifered mandate dnft

and pnv

~ 4.1.3 Licensing procedures

I “the “interest” of the” transparent a_nd —predmtable regulatlon 11; 1SV‘:-:_"

1bsu111g, amendmg ‘and revoklng llcenc:es A

"-"’:unportant that the pLOCCSS fot
Seible. BRA has not properly

% are clearly spelt ouf, and are as operl as po

S coordmated this process due to mandate dnfts
F Revocation _of hcenoes has DEVEr been done _ as ERA s r'i'ot well

or ‘,omphance Amendments made to date

resourced to effectively momt
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on so*ne hcences are as = result of external situations and not

mLernauy fla gged by ERA.

111} There are clear instances of non- compliance with grid code provisions, - .
poor gquality of supply, and high levels of actual 10"-‘.888 in comparison
with peers in Bast Africa The high level of subsidies In the sector rajses

. questions of inancial viability -
- 414 Momnitoring and supéﬁision

1) ERA does not have adequate humam resource capac:lty to carry out
efficient sector monitornng and superva.smn im the a_leas of

cnvnonmental comphcmce 1r15pect10r1 and investigations.

N 1) Even 1if the licencees provide ERA with pertformance Lnformd‘uon 1t does

- not analyse the information for decision making 1 the public. ,1ntereat_
. For instance, the grid code sets performance targets with respect to

T quality . of - supply which targets are being v1olated Wlthout any '

L corrective acu_on on pait of “‘RA These performance targets have an

B - jmpact on-the tanl = -

iii) The Uganda electricity sﬁpply ihdusfry ‘js based on a mono'?oly -'inf-'_--f';-__ .
generation; that is “single buyer” rna;rket model where many generators

o 7 sell their power to URTCL. At the d1s,tﬂbutmn md rﬂlpplyf end there 15 a

private monopoly.

General findings

*’ 1) Electricity meters are key to sector economic Plﬁuen"y {‘ urrbnﬂy each

licensee is reguired to provide, fest, calibrate amd CET uff 1tblrmcter5

without any. third party involvermnent. The absence of the third party to
certufy electnmty metres UMEME Ltd has installed a sophisticated test .

bench that it uses to test, calibrate and certily meters.
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i}~ Protecting the environment has become topical in light of green house

“U gad emission teduction and climate change mitigation. Accordmw to the

‘National Enviromment Act (NEA), an envuonment clearance by the N

o an Envnonmental 1mpact Assessment (EIP) must be gwen for any -

;iséue' of a license by ERA. There is lack of specific clauses 1n ‘the -

B reportlng and w11'_h how 11071~ comphance can be dea_lt

___enwromnental comphance for the entlre electnelty sector. T he review

- monttor env1ronmental compliance.

‘I‘he Commtttee recom_nlends that ERA should expedtttously develop a

iy RISk Management Manual so as to mttlgate the effects of potent‘uﬂ nsks L

‘5.1 INVE STMENTS [N THE ELECTRICITY SUB-SECTOR, -

The main purpose of the reforms that led to the pnvaﬁzahon of the electncnty

_‘:sector was to. develop 311 envuonment ~which. would  atiract cap1tal and
entrepreneuLs and to reahze Competltlon beneﬁts The prwatlzatlon processh_'??- .o

culminated - into the estabhshment of ﬂle generatlon a_nd dlsmbuuon”

“assesses’ the . levelof © 1nvestment by Umeme ‘ Limited - and Government

- investment in the sector.

Nannal EnVlronmental Ma;nagement Authority (NEMA] m the form. of S

generation, Lansnmssmn and dlstnbutlon of electnmty in Uganda to_ .~ -

occur. There after envuonmental audits is condition precedent to the_'

1icence5 issued ..by ERA with respect to regular en‘m’onmental audlt s

= ERA currenﬂy has only one emnronmental ofﬁcer WhO is responsfble for s

. shows that there is not enough manpower capac1ty o eﬂective‘ly"?f:'-’f

concessions with the private ‘comparies. This sub-section of the Chapter ©




At the oegmpmg of "the Power Distribution: Concession in March 2005,

investments by Umeme {imited in the network were supposed to he guided by e
the Restoration and Reinforcerment Plan as- stipulated in the Support' o

Agreement signed. by__ Govemment and ‘the - Concessionaire. The ﬂve year -

Restoration and Reinforcement Plan that was to COMINENCE 1n AOOS and end 1n _'

2010; was supposed to be approved by the Electnmty Regulatory Authonty.i _

This Restoratlon ‘and Remforcement Plan was meant to be a tool to guide botb L

Goveroment-, of .Uganda~and. the Concess_tonalre by eleany deﬁmng a.nd

stipulating the “erifical areas of investment in the distribution network the_

otherg

As a regutatory reqtnrement before the begmnmg of eaeh tanff year Umeme'

the Restoratloq ‘and Remforcernent Plan for ERA’s approval. The InvesUnent

:“Plan is submitted together w1th an Annual Application. for the tanff rev1ew The

Inv estment Plan must be detalled enough showing areas of the network where

these mvestments are to be deployed and giving the ]ue‘oﬁea tion that 1s bome g

out of the network / system analysls | status report.

The aﬂrlu& tart apphcahorl rnust also show the expected benef ts in terms ol
energ loss reduction, mlproverﬂents n quality of supply and service dehvery,
billing etfimency among “others. The submission rnust also be dCCOmpaIllﬁd by

detuiied schedules that would enable ERA to monitor the unplelnentatlon of the

appr roved investment. ERA then approves Umerne s investment Plan aft er it has

been fully'satlsﬁed ‘that t‘rle mvestments Wﬂl go into - strategic areae of the

network where they are needed most to deliver the expected benehits n terms of

loss reduciion, improved quality of supply and service delivery.
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"~ From T able 3.7 below -the total ‘verified Umeme “Lamited’s investmé__i_’_its_"bjf

; transferred to the Asset Regmter the financial staternents for that year ‘and pe

Buﬂf’ diagrams for the assets The mvestment venﬁcatmn 1S Jomtly conductbd e

i -December 2010 a_mounted to UGX 165.3 billion and those pending verificafion.

" “submitted for venﬁcatlon “and approval was UGX 198.5 bilion at Decembe; '

S o010

~T Table 3.7: Umerm;é; lelted .I]iiré's'tmént“s:":'-"*-'-' S

By the close Ol the tanff year, specifically by 1st February of the subseguent

year Umeme 1s requlred o submit to ERA and UEDCL the 11st of assets '

by ERA and UEDCL, the assets owner R

5 1 1 Umeme ’s Investments Submtfted to UEDCL for Venﬁcahon and

- Approval "7 S R

" by December 2010 were valued at UGX 33.1 bﬂhon ‘The total mvestment value -

- | Total

Venﬁed/ e - N
Investlnents S \ “

Conﬁrmed

| Pending -
e Vcﬁﬁ(}:&tim

8-,8-:" Oc:tober
201 1

= UJGX) R
2011 E oL -t

o (UGX} (UGX) I

951020815

T 5480393471




e

' . /i_#_e__;;r’;_' .
51,489,093,_658 6 H5, 558 257 58, 155,651,915 ) '

_— -

31,120,630,973 03,046,380,204 54367,001,177 .

_4.____—-_,4__, I

165.351,222,57 33 139 063 63 198,490,286, 21 -

Spurce: UEDCL

Opera Uon and rnamtenance costs -under he Umeme Power dlsmbutlon_ g
Conr‘essmn are directly recovered from the tariff whﬂc, mvesLment Costs are _-
pr ovided wAth a “cleat return. orl investment of 20% per anmnunl. Unfortunatc,l“\,, |
when officials from both the Regulator (ERA) and the power alstnbutlon assct
OWTLET (UEDCL] appeared hefore the Cominittee, they a1l admitted the absence

of a Clear mechalnsm of verifying Umeme’s investments and chstlngulahmg

iIlVE,SUIlEHt costs from the concessionaire’s operatien and maintenance costs.

It is quute astomshmg to noie thcﬂ; with purpo rted levd oi mvesunent madf- by .

the Conc:esmonalre in the network Umeme Lunltf-a 1S still ncurﬂng O‘)GT&UO"I-V;_::
and *nalntenance costs a_mountmg to an averag@ US$36m1ﬂ1on per arlnum X
The commlttee con31ders Umeme lelted‘a purported investments - aIIlOU.I’lU_Hb

to US$ 130 million. in the last 7 years 25 highly exe crerated and therefcm

" unacceptable since the alleged investment should have led to 1mproved pnwer
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system efncmnme:. which 1 tarn.. iranslates ~into . less operafion and

malntenanc\, costs.

5 1 2 Umeme ’s Level of Inves’tmsnt -

Informatlon avallable flom Umeme Lirnited mdlcates that from 2005 to 2011 o

the = Shareholdprs of U*neme Limited have contnbuted to a total of -

U$13,333,332 oniy in fom of share cap1tal and eqmty

- _ff':'b'refékdown] CUmemn:

—and Intermational Fin

e Limited has also obtalned 1oans from Globleq Holdmgsi_'_’f--,"'{__s._ o

ance Corporatlon tmahng to U$51 666,

__,fTable 3. 9 below. o - 77:-,___-_-;;_' 3 :
tlve ‘o noté ‘that” M/ S Globleq_ Holdmg
Llrmted smce 2006 Thls 1mphes that.s

(Umeme L1m1ted) US$26 666 667 at

S contlnues to own. lOO% )

1S LMpera
mce 2006 fo 2008

shares of Umeme

=M / S Globleq Holchngs has lent 1tself

Q_-' i “an mterest Tate” ‘of 12%" per annum In 'mew of theabove, the total Sum of
money 1-1vested by ‘the company “by-2010 ie. Shareholders funds a.nd Ioans

APITAL FUNDS U

2 LIMITED s EQUITY AND SHARE' C.

“Table 3.8 UMEM
PRINCIPAL ‘

- | Equity in Apxil
2,004 . . -
1st April.
2005

R Pagé 71 0{160 : _ B
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l ist Aprl 1
| cos | 933333

5,000,000 )
15th May
2003
15th
October IR
2008 | ] 3333,333
e . ] 18,333,332
Total Equity and Share Capital. L - 13,333,332
SOURCE UMEME LIMITED ' T —

T able 3. 9 LDAN S5 OBTAINED BY TMEME LIMITED FOR INVESTMENT IN

. THEPOWER NETWORK S
=7 | - LENDER T DATE OF - | CURRENT LENDX
T | BORROWL = - | OUTSTANDL. o NG
- wG NG LOANS RATE

wss ol

TN ooo 000
February
2007

e
Globleq Holdings

Globleq Holdings 15t May
- __;f{_',f_f 2008
3 Globleq Holdings \ 1 5% May
J 2008
Globleq Holdings - ‘ Tl Ste.
T QOctober -~
R e 2008
' \Intematlonal 30t
Finance ' ' December
corporation {2090
Intema’uonal 7t Miay
Finance oo T - -
Coggoraﬁon '_;;_
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_, U5$51,666,
668 |

130 million by -

Interfrauorlal 10,000,000

Flnarlcc

d, the company. had mvestcd US$

;"Accordmg to Umemc Limite
t at thc time Umeme Limited took over the -

rcported that the power dlstrﬂo
dllapldatcd and the O

L. 20117 1t s 1mportant to notc ‘tha
ut'rorr o

:_-DlStI'lbthIOIl COIlCE:SSlOI’l ‘in 2005, it is

ry state,

mirastructurc was in a so
re logical to say that with

“network and
= energy/ -systcm_'_ losses stood at 33—35%_ It is therefo
= {Jmeme ~Limited - claiming to havc invested about- US$130 rmillion m the
ountry should have witnessed corrcspondingly?er big S

S charactenzcd by a Slgrnﬁcaﬂt dro
othcrs o

utages and load shcddmg among - . R

: udistribution network, thc C
p in losses,

—1rnprovcrncnt el thc cfﬂc1encrc

dccreascd tandf, hrmtcd power 0

:U__r_rjr_"ortunately, thg revcrs_c 1_5 true. e e

7 Conversely such a hcfty opcratlon a_nd malntcnancc budget 1cnds credence to -

Lm_ntcd s purported

T asscrtlon arld behef that Urncrne
0o bcncﬁt both A

- _‘rhc Commlttcc = ca.rhc

1cvcl of 1r1vestrnent is a. fraudulcntly concocted amount meant

' Umeme Limited and their accomplices.

S el

2 . i |
5 1.2 Government Investments it the Power Network E
_"threas the ‘main purpose of ‘Covernment signing the “Umeme ermtcd e
y d1stnbut10r1 conccssmn Was to attract prwate ~sector investment, thc GOU .

contlnucd to mjcct rcsourccs ‘into “the network through acquired loans anof
f‘-grants from development partncrs “ Government *of Uganda prov1dcd an-
,:' mvcsfrncnt package of U$11million (Power v Loan) whrch consotutcd part of . " :.
‘the mvcstmcnt in the distribution network. These were.. ' R
. S Irwcstmcr}ts i electricity poles and transformers to tune of Sl usse
T o million. ‘ . ' a ’
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41, To help reducmg the retail tariff, ‘a commitment of UsS$Smillion was
used 1o ﬁnance mochﬂeatlons on the power distribution 1 netwolk It is on

record that Umeme Limited was not meant to refund T_hls sum of money -

In addition to the above GOU also secured an ADB joan amountm_g to UGXBG'_"‘__:"-T?. :

pillion, which was meant o be invested in the power network mfrastruc.ture S

- (Urban Power Rehablhtatlon project). The- prOJect was aimed at Slg‘l’l]ﬁCEL‘[lﬂY'.__._;‘-

reducing © the teehmcal Josses | specﬁica]ly i the d1stnbut10n network 111 -

Kampala, Jirga and Tororo. Other investments in the power network have been -

-capital. contributions from mnew custorners requidng r:onnectlons to the'

_ ,leleetn'eity supply nerwork and also from fully funded schemes.

5. l 3 UMET‘\’IE’S cla1m for deprec1at1on from UEDCL Assets |

o T_he Committee shoekingly found out that since 200’3 UMEME Ltd has conﬂnued o

g

- neither UEDCL nor URA had detected this anomaly for all these years. .

‘ ¢laim depreciation from the same Government assets, yet accordmg to the Lease {;\Hlj

Assignment Agreement between UEDCL and UMEMI Ltd these assets, (DlSt[’lbuUfJ*
system) retnained under the legal. ownersmp of Government of Uganda (UEDCL anc
there is no option of transferring (hem to UMEME even at the ena of the lead

period.

According to the nature of this agreement, 1t 1S essemjal.ly an"operaﬂng 1eéiée and no
a financial lease. An opelatmg lease allows the leaser (UEDCL) to elaifn the e‘api,i_:z
deductions and the lessee (Umeme) to cxpense the Jease rentals. Therefore the i
treatment that UMEME should have applied was to EXPENSE the enUre leat,e TN 10
as the’ only ~available deduetlon aﬂsmg from the use of these assets Hovmw

UMEME instead has CO'ltlIluE‘,d to clalm capxtal deductions on these assefs This

.. treatment. that Urneme. employed is for finance leases bul- not operatmg lease

doing this UMEME has been able to comveniently understate 1ts taX hd’mht}r
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i It is regretfable ‘to note” that seven years Cinto thepower distribubionta. e

concession, No Restoratlon and Reinforcement Plan (RRF) has been. _
- developed by Umeme Ltd. In the absence of an RRP, and the total failuff; e
- by ERA to put in place Ainvestment guldehnes cleaﬂy specilying the-',-'”';' 2
- strategic arcas fo invest in; and the absence ot a water tight vnechanlsm-” e
_,‘ for venfymd these investments, Umeme L1m1ted has cont.nu\,d to dictate o
_' when and where to invest mc:ludmg 1argely, none core items such as
_ office furniture and fittings, “motor vehicles; buﬂdmg official remdences

and rehabﬂltatlon of fonner UEDB ofﬁces from Whlch they recoup a 20% o

return per annum.

ii. The Committee found out-fha;t there are 10 Investrnent Regulatlons a_nd i
Verfication Qﬂ;udelmes that Govemment can 1use to determme the level of - j

mvestment made by Umeme Lumted n the dlStrlblltlDIl ne“work: and

e we . ascertain whether or not the objectwes “of unbundlmg UEBS and ﬂle

me e subsequent leasmg of the powcr dlstrlbutlon are bemg Iea_hzcd

-_ 5 1. 5 Obseruatlons .

i.mIn the absence of a” Restoratlon and WRelnforcement Plan to gulde

1'1V'=sttnents the Comrmttee finds 1t exiremely difficult to beheve Lhe Jevel -

) _‘of nmvestment clalmed by Umeme Lunited, © AN 'mvestmenL ___m thﬁ:

e rdistnbutlon network to the tune of US$130m_11hon that Umeme L1m1ted :

- wants Ugandans to beheve Would have subSLanua_Hy tumed around the
S - efficiency - of -the dlstnbqun network Umeme ‘Lirmited “would - havbi-- : .

instalied ~prepaid -meters, - 1mproved accuracy in bllhng ‘and therefore B

Coe LT recorded--a " significant” reduchon 1L energy lossps to aCCEZPL&b]\,
et e L DT Jbenchmark 16?’?18:*!%” e e T L '
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1v.

o to bunld and enhance LhC capacty.:.__

i. The Lomrruttee considers the claim by Umeme to have invested Us$130

million as a means of uppmv tnelr stalce of the “Buy Out. SAnount” (wioch

is based on amount .nvested and not recovered by the Company), in the
event of - early or natural terminafon of. the Power Distribution

Concession by Governient.

Whereas Umeme Lumted and some top bureaucrats in the Fmance and

Energy Mlmstrles havc-: continued .to claim . that the Company “has

recorded SU.Ch 1evels of 1nve°,‘rment in the power distribution network, the

- comunittee finds such & Clalrn mlsleadlng because such huge amounts of

morney, if invested, would have translated into new efficient technolo ngS
a better and improved network with a service that is satisfactory to power
consumers in the countzy All thus, unfortunately makes the _Ugandaﬂ

power CORNSWMELS feel qulte nostalgm for UE,B

A decade since the iinbmdlin‘g of UEB, ‘vaemment has made little effort -

abset owner {UbDCu) to be able to 1ndependcn‘dy verily investments in

of both the Regulator (ERA) and the -

the distribution network, detemune the level of losses and make 4 spllt“

hetween technical and commercial loses.

“The. subri;issidn of the Asset Register by Umeme in February 2012 for the

whole of the previous calendar year comes as a huge backlog whose

_venﬁcatlon a‘iwajs LaLeo long. It would be better if these submissions

were made Wlthu1 a, Sh()rLPr period mstcad of once 11 a year.

For - over S&VED },rears ‘since Umeme secured the Power Distribution
Concesslon in Uganda, the Conce551ona1re has successfully continued to

file 1ts Annual Investment Plan which prominently includes none core

pape820f160 S g .
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iterns hke office furniture and ﬂt‘rings bulldmg residences for 1ts

_ cntlcal investment areas.’ -Shockingly, these none core 1tern5 ha\ze always _

been approved by both ‘rhe ReoulaLor (ERA]

- gan annual returmn on investment of 20% 011 these kinds of mvestments

e candwill Conﬂnue domg so until. the

Concessmn penod No reasonable person would approve among others

d1str1but10n systeml R

e The Commxttee recommends that

- The Auditor General cames out an aucltt to verify the amounts

Umeme Limﬂ:ed clatms to have 1nvested stnce 2005

itor- General should co:rry out an auci‘if into

1o UEDCL and " aI;o ascertcun the tmounts 1;n the tarlff eamtng

these Ioans o

Energy and MIIIBTC[I Development to

';.ijgeneratton transrm:sston cand dwtnbuﬁon segments review

'commtﬁee s}mu[d compﬂse representatwes of key Agencies in the

from each of the Cancesstonatres

veﬂfy the amounts of Income tax defrauded by Umeme Ltmtted

management Stalf snd Yepovation of former UbB buudmgs as part of 1ts B

~oovilIt 1s palnful to note that at the end of the' day, Umeme Llrmted reeoups L
nd ‘of the’ 20 years of the -

ofﬁce Afurmitare and flth_ngs as core mvestment itemns in 2 power;

the US$11mﬂImn (Power IV Loa 1) ancl the UGx 36b11110n loan gtven -

retum on Investments from Umeme Ltnuted that __were _co_yered by -

it ’_I‘ he Commtﬂ:ee recammends that ;_Govemment urgently puts in
place an Energy Coordtnation Commtttee headed by the Minister of
5:effecf;tvely morutor the power

progress . and reuort io Parhament on.a. quarterIy basis. This

;Pawer sector (UEGCL UETCL and UEDCL) ERA and a representatme}_'-'

Ao ’I‘he Ofﬁce of he Auatto; General should carry out an audzt to,—:'ﬂ"'-"

= e m e e et
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the mditer of Umeme’s Clain of

The Committee recommends that Uganda Revenue Authority takes up

f Depreciation from UEDCL Assels arnd

raise the appropriate assessment to recover the tax due from UMEME "

with in two months after the adoption of this repert.
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. CHAPTER FOUR =¥

Th1s chapter addresses the Terrn of Reference that requires the scrutmy of &
agreements between Government of Uganda and the Independent Power ,' 'J -

_Supplers. It therefore, presents mformatron on the review of key agreements o

'-:'executed in the electricity sector in Uganda. The first part of this chapter "

focuses on the agreements signed by GOU aﬂd Umeme Limited for electrierty

_,, dlstnbqun "The second part focuses on the agreements SlgHEd fOl"POWGf.

_"__generahon b}r the GOU with Eskom Uganda Limited and other thermal power- e

generators

42 Bzrekgrpu:ﬁd__ to the f_’_rlvatization of Electricity Distribﬁti_dn Busiﬁie‘ss,g_-_

Sl :ri"_'_.The -privatisatron process of . ‘the - -electricity - distribution -business_ was _ .
- R conducted through the international tendering process which started in June

©2001. By September 2001, six bidders had expressed mterest in the busmess___

“““and these were: CDC Capital Pa_rtners (UK), ESkOIIl Entﬁfppses (PtY) South

= Africa, Urnon ‘Fenosa Interrratlorlal (Spaln)' Cmergy Global Power [USA)

--.Electrlcuy Supply Board Intematlonal [Ireland) ‘and Tata Power (Indla) The:!'ﬁl'* S

ﬁrrns Whlch ‘were” prequahﬁed were Tata Power (Indla) Umon Fenosa'f""f?:f'-""'

Internatronal {Spam) and Eskorn Enterpnses in par’mersmp wrth CDC Caprtal L
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espechively. On ‘the 28t Novembel 2006 Eskom sold its 44% investment in

Umeme Limited to Globleg, thus making Globleg the sole sh&eholder with

100% oWﬂersh1p by end of 31st December 2006. In Qctober 2009, the

ownershlp of Globleq was trd.nsferred to CDC Group Ple. On the lath October
2009, Clobleq was renamed Umeme Holchng limited, and on the = 3

December 2009 lhe ownership of Umeme Holding lelted WAaS transferred

from CDC Group Plc to Actis Infrastructure 2 LP.

'Jmcme Lumted s1gned concessmn agreements with Govemment of Uganda

.7 (GOU) to manage the power dlstnbuUOn network prevmusly operated by

- Uganda Electucnty letnbutmn Company Lumted (UEDCL) 2004 " The :

d_ngE:IIlCI'ltS Slgned by the (“ompany and GOU at the time of handover of the

, %\@}ﬁ"p

dlstrlbu’uon network were

{1 _Lease and Ass1gnment Agreemeut — 1 which UEDCL ledsed 1ts -

power chstnbutlon assets to Umeme Limuted to operate for ?O yea_rs'-

from the 17 May, 2004. This agreement was signed 011 behalf ol
. UEDCL by Eng Irene Muloni M.D., c‘md Esther N MhlyagonJL_I

Company Se(,retary UEDCL as a Witness On beha_f" of -"Uni'cmp._

lelted 1t was 81gned by D Grylls, Director and Wltnessed by T.

Caesar C Malokd and Vehle Duhe all Duectors.

(11) | Support Agreement ~ in Whl(‘h (IOU is to use its good oxﬁces fo
'Support the Companys performdnce uf its obligations to design,

'msure rehabﬂ1 tate, operate and maintain the Distribution \gs'stem

"'for 20 years fIOIIl the 17m May 2004, Thlb aﬁreement was signed orn

i behalf of the Govcmmen’r of the Repubhc of Uganda by Hom. Gerald

M. Sendaula Ml‘nsfer Mmls’ay of FlIIBIlCF‘ Planning and Econoemic
7 Development (MFPED) and Wltﬂtosed by - Prof. Peter haqsnenc;

Minister of State Privatisation, MFPED. On behalf of Umeme Limited
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it was signed by D. Grylis, Director and witnessed by T. Caesar, C.

+,aMaloka and Velile Dubeof Direefors:

(i) Power Sales Agreement — in which Uganda Electnﬂty Transmlssmp

- -Compaﬂy Limited (UECTL) 1s to sell and the Comoaﬂy is to pulehase R

B electricity in quantltles adequate  to fulfill . the . Compaﬂys serwce
_ obhgatlons under the Licences for 20 years from. ‘rhe 17t May, 2004.
- e —_:__"1.“Th1s agTeement was s1gned for and on behalf of UETCL -by. Enc

o 'Klyemba Enas M. D UETCL and mtnessed by Denms Wam&a S
ﬁ Company Seereta_ty On behalf of Umeme lelted 1t was 81gned by D.

-“'Grylls Dlrector and Wltnessed by T Caesa,L C Maloka a_nd Vehle -
,Dube all Dlrectors R :

(1v) -_Escrow Agreement ~ in Whlch an Escrow ACCOUHL 0pened W1th
. Cltlba_ﬂk N A London is initially funded by UEDCL to accumulate up B .

- - - a requIIed amount to promde a source of paymenL to Umeme in the R

N SSCUH’EY for: Obllgatlons of GOU under the Support Agreemeflt

i This agreement was s1gned on the 18th Febmary 2005 by E‘ncr Irene .

= | e Mulom ‘M.D_," on behalf of UEDCL' and Wltnessed by usther N
e “Mulyagonja;” ComPanY Secretary UEDCL. - On behalf of Umer‘le' B
= SRR meted it was signed by Luka Buljan, Dlrector and witnessed b} p g e

- (v)r' Llcences — Bes1des the above agreements the Electr1e1ty ReguldLory

B Auﬂlorlty 1'%sued Llcences for D1str1but10n and Supply of Electr 1e1ty to- %

| :' - Umeme Lumted on the 1st ’VIa_rch 2005. The Distribution Licence: was
_- to enable Umeme Limited to perform the aet1v1ty of d_stnbutlon “of
- o electricity SL'Lb_]CCt to the Licence Conchtlons The Supply Licence was B
“to epable the Company 10 perform the aeﬁmty 01 supply of electricity, -
) sub]ect to the Llcenee Conditions. Both Licences are to contnue in
- . PageBBoiflﬁo. o -




effect for a period of 20 years plus 30 days from the Transfer Dafte as

- defined in the Licenc ndibions.

The fo]lowmg are key clauses and sectlons i the prlvausa‘uon of generation

' and dlstrlbutlon concessmn agreements as noted 1n the following sections.

4.2;2 Support Agreememﬁ with Urmeme
B Thé‘ Suppf)rt Agreément in which Government of Uganda 1s to _'S.l.lpport'
- Umermne’s perfonna_nc,e of its obhgatlons to design, insure, rehabilitate, Dperate

and maintain the Distribufion System for 20 jﬁ.cﬂ‘S ror the purpose of this

- {7_:_1-'_“"‘ report they key extracts from this agreement are:-

Under Sectmn 2. 1 the agreement commmenced on 17%® May 2004 and unless
C e:{tended or termmaLed earlier, Would contmuc . full force and effect untll the
' 20th annlversary of the transfer date and, subject to payment of the buyom

' amount The buyout amounts are “funds to be pa;d to the Compaﬂy n case of

: eafly termination of this Ag1 cement or_at the end of its natural Term. -

Section 2.2 described matters related to transier of distribution systems at
the end of the term. it states that at the end of Term, unless there 1s an early -

COTNPAILY tennma’uorl in whichh case GOU shall pay to the Company tmb

buyout amount as described above, pursuant to Article XII of this Agreemc
and the Company’s rights, title and interest in the distribution system shall
oo ternunate.  Upon ‘the termination, the distribution system shall be

retransterred to UEDCL 1n accordance with the terms of Lease Agreemeﬁt.

‘Under section 4.4 on cenveftibﬂii_y of foreign currency and repatriation, the

e D agreemcﬁt provides that GOU shall ensure that the Cornpany and its: direct

>
. ' /it%‘,{& .
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ontraetors may convert shillings into Foreign Currency) and reparnate ary

7, : capltal dwldends dlstﬂb t10ﬂ_or orher proeeeds frorn the company

7 Sectlon 4 5 on Legal Opmron SLates pnor to the transfer date GOU shaﬂ o

- the form set forth in Annex D of this Agreement. o

“ensure that the Attorn\,y General of Ugan da 1ssues an Dpll’llOI'l substantlally in 7‘_:'__;

ZIn section 6. l on acqmsrtlon of shares or assets the GOU undertook to the b

et

- ordinary share capital, the leased assets, asmgned interests or other rlghts or L

| material assets of the company or its sharcholders” interest in relation to the o s on i

kiﬂ :
( Eoropany or distribution systern or ‘other nghts and Jnterests that are the ~

- - subiject of the lease agreement and the p_ower_ sales agreement. o

Section 9.3 discusses how arbitration of dispuree':-ehall be 'Vcnnducted. In the T

. —event the parties agree as follows:

'w-;-The chspute shail be ﬁnally settled by arb1tra_: n before a tnbunal o

-~ conducted in accordance the rules of the Unlted Na‘aons Cornrmssmn S

and International Trade Law (UNCITRAL) '. AR

« “Any arbitration shall “be ‘conducted 1 Uganda provlded that if : the el

company desires that arbitration be conducted oufside. Uganda, the ~ v

arbitration shall be conducted in London, England and ‘the’ company - e

eww -+ .- shall pay all costs ol Lhe arb1trat10n as a_nd when 1ncurred by GOU

«  Notwithstanding the foregomg, if the rnatter of Dlspute mvolves a sum of .

Us$7million . or . more, " any arbltratron as” such Dlspute shall be",
. conducted 11 London England and i such case, eaeh paI*}’ shall pay;

1ts owr costs o1 arbrtranen as and When 1ncurred

- company - that “neither 1t nor any relevant authonty shall - exproprlate = S

" compulsorily - acquire, natlonanze or otherwme Cornpulsorﬂy procure any R




Section 9.5 states issues on sovereign immunity. [t posits that Government of

" Uganda shall unconditionally and irrevocably agrees that shouldj any -

proceedings be brought against it or its assets, other than its air cra;ft naval

vessels, and- other “defense — relatpd ‘assets protected by, dlplomaﬁc and

consular pnvﬂeges no claim of 1mr1un17 from’ such Droceedmgs Wﬂl ‘be —_"*:-
claimed by or on behalf of GOU or any of its assets that 1s now has or may in
the future have m any such jurisdiction 1n connection with | -any - “such
proceedings. It also waives any T1ght of immunity Wthh it or may m the future :
have in jurnsdiction in connection with any such, proce\,chngs e too consents :

- crenerally to the _]Ll‘(‘lSdlCUOIl of any court of competpnt jurisdiction of the

arbitration- Tnbunal appointed under this Agreeme*it to resolve any dlspute

between the PElIUES.

Section 12.1° explams the Duyout armount- opuons upon Tefrmnatlon This

section documents three main optlons

= In case Umeme Limnited defaults “the buyout amount Shdﬂ equal the

‘cost of the Modifications . a,.' upgra&& or expansmn of the Distnbutmn--__‘ ‘

- -system and other capital inv estments made by the r‘ompany) ﬂlat 1S 1n-

depreciated and un-recovered by the rompany through: the tariff

multiplied by a percentage ‘equal to 80% if the tﬁITI‘lIld'thIl occurs dunng -

the p€f10d from the end of the 1utial Pernod through the 13th

' "ci.I.'lIllVGI_'SaJ} of the Tra:nc‘ftr datc, such perccnfagc mcreasmg 2% per
annum. to 9/‘ Yo 1z the year that 1s the )Oth anmversary of the Transfer

" Date.

« Tn the case GOU defaults, buyout amount shall equal the cost of the

Modifications that is un-depreciated and unrecovered by the company

i through the tanif under the licenses as of. *he date of retransfer of the

- dis‘tnbuhon system to UEDCL *nul‘uph\,d by a T)ercentage equal to 120% (, /
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_ from the end of the initial period through the 13th anniversary of the

l::‘f*ftransfer date;-such pepoentage deohmng 2%. per annum thereafter to S

: For. natural termination, the bujrout .émount Shajl ,equaliilOS%V 'of __the: =i

cost of the Modifications that is un-depreciated and unrecovered by the -

“.Company through the tanff under the Licenses as of date of retransfer. L

" 4.2.3 Lease and Assignment Agreeﬁierit S

:"”In thls agreement the UEDCL 1eased 1ts power dlsmbuUOn assets to Umeme R

7-;_L1Imted to operate for 20 years with effeot from 17% May, 2004 Some of the -

_ salient extracts mr the agreement are:

| --V-Seetmn 2 1 Clause (b) states that the occurrence of the transfer date 18

_".;lsubject to the fo]lowmg condltlons precedent - | R e _

Recelpt by the company of Speolﬁed Consents that are req red to -;' .

exeeute ac’umtles under the anathatJon Agrﬁ-eme T

Estabhshment and fundmg of the Escrow Account by UED CL
Ewdence that the Retaﬂ Tarlf_f Shall have been approved by ERA

|
;;._

ST 3 Reee1pt by ‘the company of a Uganda Shillings working Capftal facﬂlty :
from bamks in amount equlvalent to US$5mﬂhon L

Emdence ’rhat the eompany Esorow Aecount has been estabhshed ré_nd

funded in the amount of US$5mﬂhon .

,-A.ﬁReeelpt by the Compauy Of an opunon of the Attomey General attaehed R

-as Annex D to the Support Agreement

Rece1pt of the Compamy of a. hst of UEDCLS seeurely stored stocksr i

Y
‘D

spare palts and other items used by UEDCL c:onnee’oon Wlth the

o operatlon and msuntenance of the Distmbution Systern.
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« GOU shall have committed to finance investment in the poles and
transfor'ners ‘to be meorporat ed intc -the _)lstﬂoutzcm SYSIRIL, 1oy ar
amount of U8$umllhon (or equtvalent) during each of the f rst two

- ' Agreement YE:BIS.

In order to reduce the level of the Retail Tariff applicable i1 the first Agreement . .
Year, -an amount of no less than US$5Smillion (or equlvalent] shall have been

3comm1tted to the Company to finance Modifications through any combma&on
~of funds to ‘be - promded by ‘GOU on terms and conditions red‘%on’-mly.
. acc_eptable to GOU and the Company and loans from Ugandan mvestorq in
' the Company on terms and condltlons reaqonably acceptable to GOU the
Company and its 5hareholders Whlcl’l Company loan obhgatton::r 1f any,

existing at the time of any tennmatlon of this Agreement, shall be assumed by

OF paidfoff and cancelled by GOU upon the termination of this Agreemendt.

Arttcle III of the lease agreement sets outs the terms of termmatlon as foﬂowo

- The Lease Agreement ‘can be termjﬂatea by either UEDCL or Umeme

"':_'Lumted;"f; e

" Section 3.2 Company Events of Default - stipulates the company's events of

_default which UEDCL may apply to terminate the Lease Agreement.

Section 3.3 UEDCL Events of Default - stipulates UEDCL’s events of defanlt

which the company may apply to terminate the Lease Agreement.

' 4.2.4.Pbrwer-' Sales'ggr'ee”lehfff -

An ':_agreement in which UETCL 1s to sefl and the Umeme Limited is to

purchase electricity in quantities adequate to fulfill its service- obligations”

yunder the Licenses for 20 years.
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. 4.2.5 EscTow Argreement___'__j :

©An agréefnent- in x;&fh-i-ch an Escrow Account openf:d W1th thlba_nk N A London o
15 mmally Iunded by UEDCL to "accumulate . up to a reqwred a_mount to ::-"_
provide a source “of payment to Umeme in the event of ceértain cvents descrle'd
‘1 the Lease Agreement to serve as security for ob]igatwns of GOU under _the '

' Suppoft Agreﬁerment. L ' | I

The funds dep051ted m | the escrow Account 1s promde a source of paymf:n to e

- Umeme n the event of certaln events descnbed in the Lease AgreemenL and to oo

serve a as sec rlty obhgatlons of GOU under a Support Ag‘reement

Clause 2 Appcnntment of ESCIDW Agent o - '_ X s
~ Umeme Lumted and UEDCL appomted C1t1bapk London as the Escrowagént_ REE

| Clause 3 Estabhshment of Es::rov.r Accounts

Accounts Were to be opened 111' the ""names of UEDCL lor_.;;"_..f-_-?--'.‘

-;US Douafs Eﬁid Uﬂaﬂda Shﬂlmg‘s The Escrow Account ma}’ not go ‘into o
 overdraft. Escrow Account and Esciow Amount shiall be the. exc:luswe propertyz‘- L
.of UEDCL, but UEDCL shall have no nght to use any part of the Escrow'
Amount dumng the term of The Escrow Agreement and UEDCL hereby gfants e

& ﬂrst lien. a_nd secunty mterest in favor of Umeme in all of its might, t1tle and

mterest in and to the Escrow Account and all monies deposﬁced therem T

7 _'Clausér GOperatlng/ rReleaser 'Prdcerh‘lrer: |

The Qeqmred Amount on the Tla_nsfer Date shall)be US$5mj11idn. - S

: ~The Escrow Account shall be operated as follows
e Umeme Lumted only 1ssues mLhdIawal cer‘uhca tes to C1t1banlf to access

funds on the Esbrow Account
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» Umeme Limited issues Type B Withdrawal Certificate to Citibani t

claim lost revenue due to lack of timely tarill approval by the ﬁmtﬁ rmt‘y

Clause 8 Escrow Agent: -

To induce the Escrow Agent'to act hereunder, it is further agreed by Umeme :

Limited and UEDCL that: =~

« The Escrow Agent is under no duty to ensure that funds withdrawal

from the Escrow Account are actually applied for the purpos; for which

they were withdrawn, or-that any claims made in any W 1+hm'awa_’1
Certificate or cother 1nstfuct10n or direction by Umeme Limited ot UPD CL

is accurate.

‘. s The Escrow Agent may act upon any Withdraw Certificate without bein.g

required to determine the correctness of any fact stated therem.

Clause 11 Fees and Expense: _
The Escrow Agent shall be entitled to total fees of US$50,000 for first yef:{r and
thereafter to-total fees of US$20,000 per anmum. The Escrow Agent’s annual -

... fees shall be paid 1o advance m 4 _1r15,talhm::1ts if the Escrow AI Jount s

ipsufficient to cover the payment of the Escrow Agent’s fees, such fecs shall be

paid by UEDCL  within 30 days of the Escrow Agent’s delivering 1ts invoice to

UEDCL and Umcmé Limited shall not be hable therefore

4.2.6 Power Distribution and Supply Licences

These were issued: by bRJ‘-‘ to Umeme L1m1tpd ont st March 2005, The

Distribution Licenice enables Umeme LIL,LPQ to perfﬁfm the activity of -~

distribution of electricity and while the Supply Licence enables the Company

perform the actinity of supply of electicity, subject to the Liren se Conditions.

Both Licences are to continue in effect for a per 0d of 20 years pius 30 days

from the Transfer Date as defined in the Licence Conditions.
- Page 35 of 160 . S
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.. 4.3 Findings

Sl Per:'tpheral role played by the Attorney General

- The divesture and reform pro

curement - of ;Umeme -, Limited, «the r;power dlStI‘lbuUDIl concessmn

s pro )

o = Uganda was directed, ma:oaged and overseen by the anattzatlon Ul’llt of
. Ministry of Finance, Plannmg and Econormo Development with little or

T e '-'sa:-:;_.-flnvolvement of other key Goveﬁment msttmttons notably the Attorn_ey' B

:5—%'2?2--(}61'161_3].. LT R R .

- From the SU.bl'D.lSSlOIl made _before

---.:_-J:_E_,Ssebabl the. Direcior,s Pﬂvatjzatlon Um
... Government . of Uganda Negottaﬁon _______
“Transactmn Advisors”

ol 'hased private firm

oo b ~wealth ..of . .experience > t_he ut111ty sector- they rehed upon to d

,%;negottate and ﬁnally sign.all the yoLe
w1th ~Umeme L1m1ted The ofﬁce of

ower d1stnbut_10n :

the Attorney ';-General

e documented.: e e

' M . ) The Attorney Grenera.'l p1ayed a peﬂpheral role in the prepara’ﬂon d

7 __a,nd Slgm‘w of the Umeme Lln'n

_Ssebabt the anatlzatlon Unit | pr

Advisors who performed the Attormey Gen

cess of " UEB and the subsequent

111 SRR

the Ad hoc Comnuttee by Mr. Dav1d
t MFPED and leader of the ;
Team the ana’uzahon Umt hired

mn the pame of Hutton and Wﬂhams (a Us 7

) onn whose putported legal/ techmcal exper‘use and
raft, -

Cessmn agreements

!'as }ust e

raftiiig :

erals Constttutlonal duty of

ted’s agreements Accordmg o Mr Dawvid

ocured. ‘and Contracted ’lransacttonf*“.—

- drafttn ‘and oerusmcr acteements on behalf of Government
L It was also found that Counsel to UMEME m conjunctlon with Ugandas*“

Transactlon “advist

= Distribution Concession agreemen

General’s OpIuon

. Page960f160

T opind {ifould take. Mr. David Ssebabi mformed the Comrmttee”

ors hu'ed by PU/ NIFPED drafted the” Umeme Power o
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LT

that the Aftorney General’s opinion was also negotiated among other

Aﬂlcle 119{4)( b). of Lhe Conetltutmn of Uga_nda €11 011S the Ateomey .
General to draw and peru:,e agreemenfs coniracts, treatzes convenhona

and documents by whatever name called, to which the Govemment is a

' party or in respect of which the Gouemmenf has an mterest It 154 .

| proof from the current Deputy Attorney General Hon. Fredrick Ruhmdl
7 d L wbo represented the Aftorney General during this mvestlgatlon that the

AtTomey General performed this duty.

ii. No Benchmark Stﬁdies Déﬁe Prior to 7Negotiatidns :
— ' The Government of Ugé-_nda teaﬂi_"ﬂlat negotiated the Cencession
. dtwements other than admitting their technical meptitude and Iaek of
T ' expenenec did not carry out pmor “benchmark studies and thelefore
| 7 -laeked cnUcal mlonaﬁon needed at the time fo plan and conclude
""" 7T16gOUdtIOI15 in national interest. They did not carry out prior Sturhee to
'-apprecmte the state of dilapidation of the distribution network m the
country; the actual level of losses (both techmeal and norn- techlnca_l) the

' cntleal areas of mvesUnent and wltumately the Ievel of mveefments-

reqmred to rehabilitate and reatore the network and reduce losses to

acceptable test practlce levels.

1ii.meg0u¢tfoue Held in Wa‘;hmoton USA

| It also emerped during this 11LveeUg'H10n that, the negotiations between'
Government of Uganda Umeme Limited took place n Washmgton in the
United States of America. There was no jusﬁficatiezi whatsoever, for
Government to have Chosen Wd hington as the venue for négotiations
withh Umeme Limited, for a service fo be locally contracted in Uganda. -
This lends credence to the belief that the whole process of prdcuﬁng,
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i drafting, negotiating and signing the power distribution Concession Was
. controileddirected and manageH by the Concessmnalre (UM““VIE} '

v. Lack - of Expenenc:e and Technlcal Competence by the ' GOU 7
5 ':"—'Negotmung Team Fe S S - ' _
~ 2 During-the appearéilee of the of the Government of Uganda negoi"iardj]:lg.jj

‘ teamn led by “led by Mr. Daﬂd Ssebabi (Current Director of Pﬁvatirze;tien;;-”.
i Umt MFPED) “before”the  Committee, they “admitted their lack.of -

7- expenence and techrical competence in the sector, and mterestmgly
- they were oblivious of the details of the terms and conditions of these |
_ agreements “But the”’ {eam went ahead conscmusly ar unconscmusly to

“*"""make a°deal on behatf of GOU

S v Coneessmn Proeurement Process

“U g stated above and in response to a written questlon as to how Umeme "

pm ‘wsecured the d.lStﬂ.bU.thI’l concession, the Comrmttee did not receive any -

i answers How then dld Umeme come to know of the business opportumty =

e e the 'power Sector 111 Uganda?‘ The Cornrmttee chd not- recelve any'—
e - ':i,f;",'answer lhe Comm1ttee found as a fact th?t B s
a Urﬁeme Limited ‘was not in existence at the tume of bidc-i-iné _ahd B
- : "’Z""'necrotlatlon ‘The Umeme Limited that Gnally eigned the concession
':':',f'aoreements is not the one that bldded “The Umeme Limited fhat s
o - signed the “concession agreement‘: Was forreed cleven [ 1) days - SRE
_ TR -before'the s1gnmg of agreements This means the necfot1auons for - '
- TR .'5'—‘-'—:"f?::‘f"the"*power;dis’r'nbu‘aon concessmn agreements which took some_:_,:
B ﬁ months-were prejudiced since ESKOM Enterpnses was negoﬁatmg S
- S withe 1tbe1f through Paul Mare “and” that UMEME L1m1ted_wasi‘i‘tk
- ;:’::"'*formed after IlchTlatLOIlS were eomplete R :
o b "OF all ﬂne six bidding Compaﬂlﬁts only a Seemmgly unr eglstered _
LT Consortmm of GDC and Eskom submitted their bid but wmch was

. - ST o -Pagessoflﬁﬂ LR %




strangaly accepted by Government However, these “consm'tium”
never appeared anywhere thG‘IF"lf[PT Instead a REW COMPAIY !

form of Umeme Ltd was 111c0rporated on 6T May, 2004 with the’

~ principle objective of signing a Lease and Assignment agreement 7
- with the Government. It would appear on the face of it, that thls

“transaction was pre-decided before incorporating the company.

. "It should be noted that at this time Eskom Enterprises had already o

obtained the electricity power generation at Nalubaale. '

The Committee further observes that whereas the envisaged

“consortium” was scemingly between CDC Capital Partners and

“Eskom Enterprises, Umeme was only ‘registered with  two

shareholders: Globleq "Holdings (Conco Ltd}, whose address=1s:

" CANON’S Court, 22 Victoria Street, Hamilton, Bermuda HM12 and

Eskom Enterprises (Piy) Ltd whose adclréss 151 Maxwell Drive -

'Sunninghill 2157 Republic of South Afnccl CDC- Capltal Partners

‘registered in the U.K.J does not appear i the company (Umeme)

which' eventually signed the’ Lonressmn agreemcnt even’” “when it

was supposedly the second p.a_rtner in the “consortinm® *

. “Whereas the Commlttce was 111formcd by the ’JLU.OITZLF‘V Gf‘nf,ral ﬂlat :

‘the Government accepted the Smgle bid of the consortivum between
CDC Partners and Eskom Enterprises, mo smgle document was
availed in proof of the alleged Conqortlum In hus Subxmasmn dated

190 May, 2012, the Depufy Attorn‘,y (xc’:neral Hon Prednck

_Ruhind: informed the Comgnittee that Umbme Ltd. was estabhsn@d |

as a Spemal Purpose Vehicle by CDC and. Eskorm to manage the

Conre%swn Umembs Artlclcs and Memma_ﬂdum do not indicate
CDC as a ShEIEhO].dCI Or.. ‘jar’umpanL In eny Way in the process

lea_dmg to the incorporation leading to Umeme.
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SpwmES 00 peither does Umeme refer anywhere in its estabhshment to the

Tf “The' Committee further noted: tLJ.aL Whereas the learned DeDuLy e
ttorney General presents Umeme Ltd as a spec1al purpose VE:thlE: -
7 "7 to manage the concession, from the evidence available, such was

" neither envisaged nor stlpulatecl in the Artlcle and Memorandum of 'h.:;;'}r:

SUEELEAT L pgsociation. This is further evidenced by the Umeme Ltd’s. Ob_}CCtS

. contained in their Memo, No. 3 (b] is “to generate (if perrmtted S

under ‘relevant licenses), chstubute and supply electnc:tty” aﬂd:

said “consortium’.

8 i Thls confirms the reason why When Umeme Limited was asked by g
the Comrmttee as to who Umeme was, they simply responded by:_};,—:-,

: attachmg the Certificate of Incorporahon dated 6% May 2004 zmd‘_,,_;

~ the Artu:les and Memo of ASSOClatlon of 4th May, 2004 ThlS was as :

Jf to admlt the above ]Iregulantles w1thout neeessanly statlng thexn. .

vi.No" Eaﬂy Termmahon Optmn by Govemﬁent Ea eI S

;:;_Sectlon 10 6 promdes that only the Company and not the Govemment
may, 1n. 1tS sole dlscretlon commence early termination proceedmgs by =

o ~-giving reasonable notice to Government but in any case not later than -

- 60 days pnor to the end of the initial penod Clearly the Govemment L |

has no opUOn of an early termination and upon receipt of the notice the

-on opton of Government is to receive its assets in whichever form. Without ™" -

~doubt, the Government, in these provisions, does not have an option for -

—-early termination oo ClmmaT TR

St R Compensaj:lon to Umeme Limited in Case of Company Defaalt

rom Section®12.1+ of the Suppoﬁ Ag—ee'nent even 1f Umeme- Llrruted
defaulted in carrying out 1ts obhgamons as stipulated i the agjeementr

.- . and mitiated the termination of the agre-ement; GOU would still have to.
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pay the Company & buyout amount equal the cost of the M odifications

{ie. upgrade or expansien of the Distribution system.and other.capital -

investrnents made by the company) that is un-depreciated and un-

recovered by the company through the tariff multiplied by a percentage

' “equal to 80% if the termination occurs dumg the penod from the end of .

the initial Period through the 13t anniversary of the Transfer date; such

percenfage increasing 2% pf:_f annum to 94% in the year that is the 20th

: anﬂiversaljr of the Transfer Date.

Vi

Accordmg to documents acce*ssed from the Uganda Kegistration

Services “Bureau (the “Articles and Memorandum of Understanding -

among’ others) the Committee estabhshed that Umeme Limited was

*formed in Aprﬂ 2004 by two companles ie. CDC Globleq Holdings
{Conco) ‘Limited with 56% sharf-holdmg a_nd Eskorn Enterprises {(PTY)

Lmllted ‘with 44%. However, upon ocmtmy of the UMEME file, the

Com;mttec_ found ‘out that the signature placed alongside the
dlrectorshlp of Globieq Holdmgs Lumted is the signature of a lawyer

alled - E7ek1d Fu;na The - second SlgIldLUI" placed mnext to the

- dJIectm 3h1p of ESKOM Enterpnses is the SIgnature 01 Allan Sh@num

Both Ezekxel Tuma and Allan Shomﬂn work for the same law firm of
M/S Shonhbl Musoke and (‘ompapy PLdVOCdU:‘S {the same people whom

GOU contracted as Transaction Advisors during the procurement of the

Umeme Limited’s Concession.

.Lack of Powers of Attorney and Company Resolution

The Committee after thorough scrutiny of Umeme Uimited’s file obtained
from the Uganda Registration Services Bureau also found that, there
were neither Powers of Attorney nor a company resclution from CDC

Globleq  or Eskom Enterprises permitting Allan Shomisbi and Ezekiel

“Tuma to endorse on their behalf. The signatures i the Memorandum

' . Page 101 of 160
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_and Articles of Association for purposes of having Umeme Limited

1ncorporaLed are - hermow,

w K. Lack of Memorandum and Art1cles of Association

. found on thf: file of Umeme Limited. Efforts by this Commuttee to secure

.~ these docu_m_ents from Umeme Limited bore ne fruits. .

i Umesblved Tax Evasion by Eskom Enterprises

=5

Lmnted to Globleq in 20060, i'he Compa_ny did not pay Capital Ga_lns Tax ]

_ | (CGT). to URA The URA argues that since the transfer of shares. Was_

therefore there was no case for the tra_nsferor to pay Cap1tal quns TaX

-__';::_When Eskom Enterpnses sold 1tS 44% share investment in Umeme‘ S

However _the Commlttee strongly obJects to the URA, explanatlon 5111(:& R

Umeme 18 a locally mcorporated Company which 1s bound “by” the o

from a legal point of view, a nullity and void.

ts unporta.nt to note that under the Compa_mes Act of Uga:ada it 1s a
1egal requlrement that any forelgn CoInparny conductmg any business i |
, ____Uganda ought to deposit at the. Company Registry its original A
.:'_Memorandum and _Articles of Assoma‘uon from its - home country. = .7

_..Unfortunately, these key documents as requlred by the 1aW could not be R

. -,;between forelgn companles that _are mot’ bable’ to- paylng CGT a_nd

Mum(:1pal 1aws Equallyso in the recent past Forelgn 01l companles_'i'--

h s i operatu:lg et Uganda were compelled {after Parha;tnent s obj ectmn to thelr -

| _ 7none—t_axr _c_o_mphance) to pay Capital Gains Tax. '

54 g;laly'gis'iﬁ"'an.d Observations

“1.--Section 9. 5:-of the Support: Agreement. removes. . the 1I£LII1U_I11t_Y rof

-.;:Covernment Of Uganda from claiming its assets-that it has NOW Or may -

'.}L.agamst Government. This provision was meant to ensure that Umeine. =
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Limited is paid at whatever cost by GOU in case of any legal proceedings

brought by the Company against Government. The Committee observes

that since the immmunity of a counny s assets is a matter of law it cannot

 be amended by an agreement To this extent the prov151on of Sectlon 9 5 E

~ of the Support Agreement is unfair and a nullity. -

1.

Section 2 1 Clause (b ] of the Lease and A581gnrnent Agreement had 2

- provision std‘nng ﬂlat upon t]ne occurrence of the transfer, date the

111,

iv.

Company should have recelved froxn GOU Uganda Shillings WorkJng
capital facﬂlty equivalent to US$5_In11110n. This was a case of a private

investor being funded by GOU before it could commence its operations.

The GOU was also to provide. ev1dence to the Company ‘thdt the Escrow =

Aeeount had been eetabhshed and funded . the amonnt of US$S

million. Whereas the monies from this Escrow Account prmnded Secunty

to Umeme, there  Was no, correspondmg secunty frorn Umeme to -

Goverpnl ent m the event 01 the bredch T

Secondly, there was no determined mdependent'inechéni'srn etipillaijng

when Umeme would have recourse 1o - the rnoneys : the Escrow

account, - how. much. - and * what’ remedies “would be - avadable to.

Governrnent in the event of a wronghul withdrawal. As 1t stands, Umneme

is at liberty to withdraw and simply notify Government of the recourse to

the account.

Again 1n1 Section 2.1 Clause (b of the Lease a_nd A551g11ment Agreefnent

the GOU was to provide ’to the (,ornpany a-hst of UEDCL’s secu_rely

storedt . stocks, .. spare’: part% a_nfi o’fher 1+en15 used by UE‘DCL

connection with the Oper ann and rnamtenanee of fhe qutnbuuon'

Systern. The stored stocks and spare parts had been procured by
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"~ acquired them on loan from the'IDA

C UEDCL with a loan from the International Development Agency (IDA]

g% the Contpany - was o take OVET.. the ' stored stogk  without any. j.

payment to UEDCL. The Comumittee Teceived no evidence that the value
of the stored stock was ever ascertalned and taken into account during

““or after the negotiations or was ~ever ‘applied in - diminution i ‘the

Government financial obligation under the agreement. Such must have

occasioned an unascertained loss to Government, 1nore so having

V. The prlvate Company was required to invest in the rehabilitation of the

'eleotncnty distribution network. - Bul in~Section 2:1*Clause (b) of‘the‘
" Lease and Assignment Agreement GOU ‘was required to have comrmtted

‘to finance investment in the polee and transformers to“be 1ncorporated S—_—

into  the- D1stnbutlon system,  in— an “amount of US$3mﬂhon for "hr
: eqtnvalent) du_nng each of the first two Agreement Years. The pnvate o

mvestor was expected to have come with 1ts eap1tal for 1nvest_rnent n

_ ,sueh “activities and yet the agreement provrded for GOU ﬁnancrng

monitoring, evaluation, verification, value for money audit and or quaht‘y L
: ,-assurarlce I addition to. the lack of investment plan, there Were no - -

procurement"‘ guidelines that _Would guarantee sufficient ,..proteotlon of

Government interests.

vi. In view of - the above the Cornrnlttee ﬁnds that - the negotlatlons -

procurement process between Uganda- and the - European cornpanies

. reduced. Uganda preposmon below. European pnvate comparues ‘Indeed,
" »Spanish Prime Miruster. Manano Rajoy is reported to have said - "We re-_.-

- the number four power in Europe, Spam is not UGanda" o an effort -

,Thrs clause does not rnake sufﬁc:lent prov151on for Governrnent B

T T T Ui
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to encourage his Minister for finance to stay strong in securing a bailout

- package.-

Note: In the absence of Powers of Attormey and company Tesolution from.
CDC Globleq and Eskom Bnterprise authorizing Ezekiel Tuma and Allan

Shbn‘ub-i to endorse the incorporation of Umeme Limited on their behalf,

and the failure by CDC Globleg and Eskom Enterprises to deposit with the

Company Registry their original Memordndum and Afacles of A-asomaﬂon

from their respective home countries, it can be concluded that therc WeLe

“distribulion concession and thus objection to Umeme Limited’s ]ocus and

status 1 law.

some fraudulent - players i the- procurement of Umeme’s . power.

i
_ (.
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EA_AMPT ES OF SCEN/ %_"RIOS IN CASE OF TLRI‘:‘TIN“TIDN OF AGREEMENTS

x pa_rd to Umeme, Limited in case the Acreements sigrled with the Company are

terrnmated earlier or reach end of natural term. = :

Penod as. defined in the Lease Agreerne*‘lt 18 668 days from the . date of

- The following scenarios show the possible Buy Out Amottrtté that wouldbe '

The Date_of Commeneement of Agreements was 17th May 2004 The Imttal‘

handover of the Distribution System o Umeme Limnited. The Inmal Perlod

e S 'A .star_t-ed on 1’7th May 2004, and ended r8 months thereafter o

“ “Geemario 1: Case of GOU Initiating Termiriation of Contract

= - Pursuant “to Buy Out Prov1310ps Artlele KT Section.: : 12'17'::C1ause‘ (b]iof the o

;7,, S e Systern o UEDCL multiplied by-z - T e
S Tet e Ui ofas percentage equal-to .':120% from the end of the Irntlal Penod 7
- ~teithrough “the ™ 13t Pmmversa_ry of -the ,ftranster date, | such_ a::r o
- :percentage declining 2% per arnun thereeuter to 106% in the year
: . s ST that is the 20t Anniversary of the transfer date.
_ (2) Amount Umerne Limited claims to have mvested as at August
- 2011 is US$130 million.” e
R ":'"’The Cornpany “also cla.urrs to "'-h'ave bnljr"”"reberered US$'_7: mi]lton_

__':"_pursuant to’ the Buy Out PI‘OVlSlOi’lb as’ menuoned above_
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Loncesmon Agreements the Buy. Out Ammount shall be calculated as follows: .

the “costoof mod]ﬁc&ﬂons that-as: undepre(:iated and‘urﬁec'overed o

'rleaﬂnc an undepremated “and *-u*lrec:overed amount of US$123 '

T million Thererore “the -Buy ~Out” Amount ‘shall be edlculated '

D1stnbutmn Support Agreement i GOU- terrmnated ‘Umeime . Llrmteds

sy Umerne Lirnited: -at the time of retra,nsfer of the DlStIlbthlOIl'




The computation of Buy Cut Amount if GOU initiated termination oi the

‘Concession Agreements now would be as follows:

Amonnt nnrecovered US$123 million x 120% =US83147.6 million

The GOU would have to pay Umeme Limited a Buy Out Amount of US$147,6

million if it initiated the termination of the Concession Agreements now.

It is important to note that the Buy Out Amount calculated shall be paid by

" GOU to Urneme Limited within 91 days, short of this GOU shall be required to

pay 20% interest per annum on the outstanding Buy Out Amount unfil such a
time when it is fully paid. o
Scen_a__rio___ 2: Case of Umeme Limited Initiating Termination of Contract

Pursuant ‘ro Buy Out Prov1s1ons Arhcle X_II Schon 12.1 Clause 1(1) of U'Lt'

Dlstnbum)n Suppert Acreement if Umeme Limited imitiated tﬁ*‘[ﬂ_LIlathH of-

j Conceqsmn Agreements, the Buy Out Arnount shall be calculated as fo OWS

@ " the cost of modifications that is undepreciated and’ unrecqvm ed o

" by Urmeme Limited at the time of retransfer of the Distnibution
Systern to UEDCL, multiphied by |

.(ii} -d_ percentage equal to 80% if the termination occurs during 1hﬂ

Wpﬁriod from the.end of the Initial Period through the 13t

Anniversary of the transfer date, such a percentage lncr.c-asm?g' 2%

per annum te 94% in the year that is the 200 anniversary of the .

transicr date.

(2} Amount -Umeme' Limited claims to have mvested as at Auguqt

201] 13 U'SQRI O nnﬂlon
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The amount Umeme Limnited has invested and 1s undepreuated

| (b)

arld UnIree

. Provisions as mentioned above..

- The compﬁfation of Buy Out Amount 1f Umeme Limited
_fEeHni_nati_onr_ij the Concession Agreements now would be as follows: -

.. Amount unrecotjeied US$ 123 million x 80% —US$98.4 million o

From ’rhe above ealeulatlon GOU Would have to pay Umeme Llrmted a Buyr Out - [
o Amqunt 0f__US$98.4, million if the Company initiated the termination of the '

Concession Agreements now. -

It is 1rnpo;rta11t to’ note th

Buy Out Amount shall be calculated pursuanL to the Buy out

% " ghall be paid by ‘GOU to Umeme Limited within 91 days, short of thus GOU

- shall __be requlred to PaY 20% mterest Per anmum

o o A*nount untll Such a tt:me when 1t 15 fuﬂy pald T T T

! o Pursuant to Buy -Out Prmnsmns Artlcle XH Schon 121 Clause (d) “of Thei-rr' "

:;Dlsmbutlon Support Agreement 1f Umeme Lmnted operates untl the 20@-‘

anmversary of the Contracts, that is, up to the end of the 20“—11

= permd o o

y’ear ContracL

= B R mod1ﬁcat10ns that is undepreaated and unreeovered by Umeme -

- "‘UEDCL
T

IL]IIllth at the tlme of retra_nsfer of the Dlstnbutlon System to

the Buy Out Amount shall be equal to 105% of the cost of_" '

overed-as of. August 1s US$123 rmlhon Therefore the

initiated =

at as in Seeha;rio '1-, the Buy Outfﬁhiouﬁt ca.l.cﬁlatedr.- .

on the outstandmg Buy Out’ 5 -

AFEFRACEERAR AR AR AR




()  Assume arnount mmvested by Umerme Lirnited that is undepreﬂciated
Cand unrecovered as at the end of the natural term 1s Us§123
million. And also assume that the end of the Natural Term 1S now.
Therefore, the Buy Out Amount would be calculated pursﬁam_t_ to
the Buy Out Provisions as mentloned above '
" The computation of Buy Out Amount if the end of the Natural Term of

the Concession Agreements was now would be as follows:

Arpount unrecovered US$123 mﬂl;lon'j{ 105% ¥U8$129_15 million

The GOU would have to pay Umeme Limited a Buy Out Amount of US$]_29'.15' -

million if the Natural Termination of the Concession Agreements was now. . .

As in the previous two scenatios above, ‘rhe Buy Out Amount would e pald by' :

" GOU to Umeme Limited within 91 days ‘short of this GOU shall be required to

pay 20% interest per annuin on the oputstanding Buy Out Amount until such a

time when it 1s fully paid.

N.B. Pursuant to Buy Out Promsions Arficle X1, Section. 121 Clause (a) and’
b} of the Distribution Support Agre_e:ment, ¢iﬂ1€1‘_Umeme,Limitéd or GOU can
initiate the early termination of this Agreement. Tt shduld_ be VIIOszd,V however,
that the longer Umermne Limited cdntinues_Opcrating_ﬂjf_:;powef distribution
network the higher the amount of money it will claim to have mmvested over thé

vears. This will mean a ugh Buy (',)ut_An_lpuﬂt will have to be paid if Umeme |
Limited either operated up to the end of natural period or if the Agreements

arte terminated early.

The support agreement has documents Iegafdmg the payment modahtles In .

{ early termination of the Support Agreement, GOU shaH pay the

o}

case

supropriate buyout amount in US Dollars not later than 270 days foﬂofving

[
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‘receipt or issuance of the termination .notice or G0 days following the final -
sesblution  of any. dispute related. thereto. I addition a percejtgge:equal to '
120% from the end of the initial penod through the 13th anniversary of the .'
s transrer date such percentage dechining 2% pEeT annuIn thereafter to 106% in .

the year t_hat is the 20th ap_nwersa;(y Of trle tra_nsfer date

The company shall deliver to GOU not later than 90 days prior to the end of

. the Natural Term, and if this agreement is terminated earlier not later tha_n 45

‘days following the commencement cof - the - retransfer: transition penod a
statement of the estimated buyout amount ‘payable. "The ‘estimate of the
- buyount- amount will '-be'reeoneﬂedf;toe'detemline.-the ﬁnal ‘buyout amount

'Amounts cla:lmed shall be subject to audit by GOU.

7 If VAT or any other sales tax is reqmred to be charged by the eompany 011 the
buyout amount GOU shall pay such taxes in addition to the buyout amount

' so that the eompaﬂy receives the full beneﬁt of the relevant buyout arnount

'-fealculated ' - R o o e

In the case of a terrmnatlon before the end of the Natural Term 1f the payrnent o

- of the Buy Out A mount is deiayed 150 days followmg the delivery of a

Termmatton Notice or 90 days following the fimal resolution of any dispute
| related thereto GOU shall pay the Company mferest on' any outstanding L
_ pOI’thl’l of the Buy Out Arnount at a rate of 20% for the perlod from and after
o1 days after the Buy Out Date. . '

B ‘Were[are “the Umeme Power  Distribution” Concession - Ag;reements

ny ‘therefore falr to Governmer-t and the People of ngmda’:' T :

It must be relterated Lhau_ more than SEVEIN years mto the UMEME Power

D1stnbutlor1 Concession, the eountrys el ectrl(:lty distribution segment is still




" characterised by dilapidated mfrastructure {despite "the’ claun by UMEME to

1

‘have invested over $130millios in. the network), hugh cnergy losses, poor gquahty

of supply, energy utilization inefficiencies and high end-user tanff.

“Whereas the concession agreements are reported to have genera_lly conformed
to basic iﬁternatibnal Standard_s,'" they were crafted to strbhgly favour, UMEME
Ltd at Thf:x.expen-se of the Government and people of Uganda in terms of return
.on investment, arbitration, buy out conditions on termination of thé contract,

days lag/working capital allowance, and risk allocation.

In view of the provisions of these agreements that are highly skewed in favour

“of UMFME it 1s highly questionable whether the léérﬁ'ed Attommey General
addressed his mind to the finer details and HIlpllCdthl’lS of these provisions on

~the’ people and Govemment of Ugandd

.._.T._._Thf: CONCESSION: agreements 1ack key performance 1nchcators and - standd
' ﬂlat would enable the efficient and. tffectlve monitoting of the concessiomaire.
The agreements predommantly reflect the Strengths of thdeq/AcUs{UMh‘\f

Ltd), who were the lead partner in the concession.

A Reflection on Specific Provisions

Committee deems the following specific provisions cof the Lease and Assignment
Agreement between UEDCL-and: UMEME Lid ocutrageous, and thercfore too

unfavourable to the people and Government of Uganda:
" 7i)  Return on IHVEStlilj:‘:nt
Return on investment levels are generally higher were the perceved wvestment

risks are ligh. The return on investmnent set as 20% is hugh given that the GOUJ
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bad assumed most of the risks associated with mvestments in the sector.

comparable target returns.

. Dispute Resolutlonf

" Parties under the agreement are required to attempt to resolve any dlsputes'"

. through their authorised representatives. Failure to resolve the dispute within'r ‘

refer the chspute to a tribunal to be arbitrated under the N’\IICTRAL Rules and :

| o dec131on by such tnbunal would be iinal and bmdmcr as the sole and excluswe

._..remedy between the parties. &

- In the event ‘that certain rights of appeal, not waived by the partles do exist,
© - ““they shall be exercisable by the interested pa_rty “after full’ 1mplementat10n of the

- tribunal award or payment under such award if payment 1s required but not - -

L _ Enforcementwof awards is subject to the _]U_I‘lSdl\_UDIlS of thf: courts or trlbunals:‘:
| e Ugan da an a the ‘United Klngdom ‘Much as arbltra‘uon can be conducted 111
O Uga_nda UMEME Ltd has the rlght to opt to. have th\, arbltratlon Conducted in.

“the United Klngdom and weuld also pay any out Of pocket ﬁXpences over and

above what Would have b&n mcurred had the arbltratlon been held 1 Uganda

UMEME Ltd retams thﬁ nght to determme Whether any chspute of a value of

 over $7 11111]1011 can go to i terna‘uonal r:uburaton

- and Junscnc‘uons over its current and future assets n any pa_rt of the World_

save for its aircraft, naval vessels and other defenc\, related assets or assets

. Whilst. the, 20% was agreed UpOLL Lnltpe _JN:‘ 1L was not rpﬂe\,tlve of smnlar and_ o

30 days from the date of S\,rvu:e of nouc\, of dispute necessitates the pa:rhes to - T N

'_""'LGO'U under thu dlsDute resolutzon aweemant walved ats sovermgn 1Im11un1ty!_ L




protected by the Diplomatic and Consular privileges under the 1276 Sovereign

-

Immavrines Act of the UK or the 19 Soverelgn rnmunities Act of the USA o
any analogous legislation, for purposes of enforcement of any award under the

Arbitration "Agreement. ‘UMEME"Ltd' “also consented that jurisdiction over 1ts

‘current and future assets and rights be subjea to any court of competent

jarisdiction for any action filled by GOU.

- 1i1) Termination

The Support Agreement offers several options for terminationn. The GOU
given the right to terminate the agreement due to the occurrence of an UMEME

Ltd event of defaudt, which is not cured within the permitted hrne.

. Such events mclude a breé,ch'byﬁ the: _c:oinpéﬂy due to a force maj‘eu;re event, a
.- breach by GOU under the Support Agreement, a breach by UETCL under the
Power sales Agreement, a breach by UEDCL under the Lease and Assignment

' AgTe(:ment or any event, which would constitute an event of default by GOU,

UETCL or UEDCL under the respective agreements. -

UMEME Ltd also has a right to terminate based on a GOU event of defsulf,

which is not cured within the prescribed fime as long as an event does not

substantially result from a breach by UME SME Ltd. of any of the pnivatisation

agreements.
iv} - Buy out provisions

Considering that the option of early termination dunng the initial pernod was
not exercised, UMEME Ltd is entitled to be paid a buyout amount upon

termmation of the agreement. This termination can be due to the occurrence of
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“iro L a ‘company. event by default,- GOU tevent of default, political force majeure

~The buyout amount (BOM) is crlven Dy the product of the cost of mochﬁeatmns
< -undepreciated -and unrecovered (CM) by UMEME Ltd through the tariff under

the license as of the date of retransfer of the distribution system 0 UEDCL or

1tS de51gnee and a mulupher (M} equal to percentages

v Sovereign Immunity

o7 »Section, 9.5 of the Support Ac-reement states issues on sovereign 1mmun1ty It_- _

= posits: that Government of Uganda -shatl unconditionally and m’evocably agrees

that should any proceedmgs be brought against it or its assets, other than its B
:..;Lalr craft,znaval- vessels, and’ ‘othier -defense — related assets protected by,_i_ B
“diplomatic; “ and‘-consular  privileges,” no claim  -of - immunity from > Sueh_ A

-+ proceedings. will be clajmed- by -or on behalf of GOU or any of its assets that 1S -

SHT10W has or may in the future have in any such ]U.l'lSdlCthIl n CODIlCCthIl with

7 any sueh proceedmgs It also Walves any right of tmmunlty which it or may -

. the future have in Jtmsdu:’uon m eonneetton Wlth any such proc:eedmgs Tt too - " "i

'_’eonsent's _geneir‘ally to the _]llI‘lSdICUOIl of any court of competent _]llI‘ISdlC,UOIl of R

Tihe arb1trat10n T nbunal appomted under this Agreement to resolve any dlspute Ll

T between ‘the Parhes

E'The concession égreements while generally confomﬁn'g to the basic standards,
were crafted to strongly favour the private concessionaire at the expense of the

people ) and__ govemment of Uganda in terms of return on mvestmenL

7 arbltratlon buy—out condmons on tem’unatlon Of the eontraet and nsk-

dlocahon )




i the dispuie resolution “provisions, the locafion of arbitration 1s

ot -

Iondon for amounts above US$7. miltion. The GOU waived its
sovereign  mrmunily ot its assets other than those protected by

diplomatic and consular privileges. -

11) UMEME Lid gets _compensated 9)41 termmatlon of the agreement
irrespective  of the cause. _ Where the government causes the’
termination, UMEME, Lid gets paid a hlgher percentage than 1t gets |

paid wihien 1T i the eau%e

i) - There1s an absence Key perforrance mdieators [KPIS) ans standardb'
that “would enqble ‘theZefficient ant effective monitoring - of the
concessionaire. The acrreements are predommaﬂﬂy legal, commercial
and financial reflecting” the " strengths of the -lead partner i the

- concession. T TR

1wy The mnunuimn 1e<ke1'of""serviee ‘guiding principles should have been

used to deterining key performan(:e mmdicators like actual energy =

-7 losses, customer 1ntem1pt10ns etc. that Would be used for momtonncf

SUPeTVISInE e CONnCes SlOnAlTe.

Conclusion - S B e
1+ is the Committes’s firm conviction that if the learned Attorney General had
carried out his/her Consttfutonal duties as provided in Article- 119(3), (4) and

(5), by addressimng his/her 111111(1 to the finer details of thes.e agreements there is

‘no way he/she couid have comﬂut‘[ed Government aﬂd people of Uganda to

£y

such lopsided  power dis P’duhon concession agreements with such unfair ©

provisions like the abnormal buy out amounts, loss of sovereign immunity and

working capital allowances arnong others.
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The Committee recommends that: &0 7

e fo the gross-legalities- and. manipulations encountered SUrTouUn dan

' the " procuremernt of the - Umeme —-Concession and , Lhe st_a“dalcms _

promstons “of these power distribution  cgreements . stgned ‘between - .

Government of Uganda and Umeme Limited, this. contract should be'

o terminated

T he URA should take up the matter of e-uaswn payment of Capital

Galns Tax by Eskom Enterpnses when it sold its sha:res to Globleq S

and ensure recovery of the said tax

4T THE ESKOM POWER GENERATION CONCESSIDN_____, B

The privatisation process of the electricity generation business Was conducted

'_'_through the mterna’uonal tendermo process Wthh started -in 2001 By

September 2001 the ﬁrms Whlch were prequahﬁed o bld for Generatmn{ -

e Concessmn were Tata Power (Indla) Umon. Fenosa Irlternatmnal {Speun] apd"_f‘ Lo

_ Eskom Enterpnses (South Afnca) RequesL for Proposals Were ‘sent to the three LT

“ pre quahﬁed bidders but Tata Power did not submit its hid thus effectmeiy-

 leaving only two bidders Union Fenosa Internationat and Fskom Enterprises.

As part of proeurement procedure these firms conducted due difigence in

o7 grder to prepare their bids.-However, Union Fenosa did not aLtena the pre-bid

““rieetirigs that had been scheduled to take place in January 2002 and hence.

10 bid was subrnitted by this’ Company This effectlveiy leit Eskom EnLerpnses

- as the only b1dder for Generafion Concession.




' 4.7.1 Agreements Stgned I ny Govemnten?‘ of Uganda and Eskem {1} Lid

'Eskozn Uganda Lnnlted the main electricity Crenerrcttor 11, Uganda is a private

" “"-"’Lhrmted hablhty comparty. Whlch was incorporated under thc Laws of Uganda.

- Eskom Uganda Limited s1gned Concession and Assrgnment Agreemern Vﬂth" :

Uganda Electncnty Generation Company Limited (UEGCL) relating {0 tl’we

Nalubale and Kiira Hydroelectric Faelllnes located near Jinja, Uganda o1 tne

- 26 day of November 2002 - The concession agreement gave caathority to

Eskorn Uganda Limited to rnanage power generation prevzously operated by

- UEGCL m 2002. Other _agreernents signed by the Cornpanv 1ne1uded the -

' _,-Support Agreernent Slgned with Government of Uganda the Power Purchase
Agreement signed with Uganda Electricity TransrrnSSlon Cornnany Lirnited

_ ( ET CL) and the Escrow Agreement 51gned with UEGFL

(1 Concess1on and Assignment Agreement - in which UEGCL gran ted

Eskom Uganda Lnnlted and the Cornpany aceepted frorn UL,GCL tbe

: ConceSSJOn Interest and the right to sell and transfer tr 1e Avaﬂable

Capacrty of ‘the Nalubaie ‘and Kiira Comp]ex and the Net Electrical -

Output generated by the Cornplex to UETCL in. ‘accordance with the
terms of the Power Purchase Agreement to operate for 20 years from the

tra_nsfer date. The Uansfer date was the date OTl Whlt,h UEGCL delivered

possession of the Coneessmn Interest, Asergned Interest and Other

Rights to the Cornpany pursuant to Clause 2.1 (b) of this agreement.
The transfer date in this case was 90 day‘; after the signing of the

] Generatlon Concession Agreements.

This agreement was signed on behalf of UEGCL by Mr. John Mugyenz, -

Managi_ng Director, and by Mr. Emnmanuci Lubandi, Company Secretary -

UREGCI. as a witness. On behalf of Eskom Uganda Limited 1t was Signed

by Dr. Enos Ned Banda, Chairman of the Board and witnessed by
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. Stephanus Christiaan du  Plessis, Venture Development Manager

1) - Sappori= Agreement ~.in ;which. COU is-to support the Companys‘_—.
i .operation’ and rnarnrenanee of the- Cornplex and ﬁnanee undertakrng
. and ‘managing of the restoratlon and reinforcement of. the Complex’s |
_ generatron substations. This support was to be implemented In a
mnanner. Lhat reilected the eooperatlon and support prOV1ded by the =0~
on e swpublic seetor n Uganda to the private cornpanres operatrng faerhtles for il

The generatron of eleemcrty for sale on the nahonal gnd for 20 years.

T frorn the 26th November 2002 Thrs agreement Was 31gned on, behalf of = o
fa | i T the Government of the Repubhe of Uganda by Hon Gerald M Sendaula

CRR (MFPED)_ and Wrtnessed by . Prof. Peter . Kasenene Mrnlster of State
o anatrsatton [MFPED] On behalf of Eskorn Uganda Lirnited 1t was . . :
- - srgned by Dr Enos Ned Banda Chajrman ‘of the Board ‘and Wltnessed; =
by Stephanus Chnsnaan du PleSSrs Venture Development Manager =

, (111] Power Purchase Agreement —m 1 which Eskom Uganda ernlted is to sell

to Uganda Ti‘lectrlc:rty Transnnssron Cornpany Limited (UETCL) and L7
UETCL IS to purehase frorn the Cornpany, the Avaﬂable Capaerty and S e
'_ the assoc1ated Nef Elec:tneal Output of the - Cornplex and Ancillary

_ Servrees for 20" vears from t’tle 26“‘1 November ?OOE Th_lS agreement was <1t

' srgned for and on behalf of UETCL by Eng Erias Kryernba Managing
" Director UETCL and Wltnessed by Dennis L. Wamala, Company .- -'
Seeretary On behall owt Eskor'l annda Limited it was signed by Dr.
Enos Ned Banda Charman of Lne Board and mmessed by Stephanus et

Chnstraan du Pres 818, Ventm e Deveroprnent Manager (Hydro)
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4.7.2 Support Agreement with Eskom(U] Ltd

(ivi Escrow Agreemeni — Il which an Escrow Account opeoed witir an

wscrow Agent dgreeable to the Parbes to the © oncession Agreement.

(v{ * Licences - Besides the above agreements, the Electricity Regulatory
Authority (ERA) 1ssued Licences for Generation and Sale of Electnicity to
URTCL. The Generation Licence was to enabie Eskom Uganda Limited

e

- perform the activity of generation of electniaity subject, to the Licence

Conditions. The Sales Licence was to enable the Company to perform
- the activity of Seﬂing'eléctﬁcity, subject to the Licence Conditions. Both

licences are to continue in effect for a period of 20 years from the

Transfer Date as defined in the Licence Conditions.

© The following are key clauses and sections in the privatisation of generation

concession agreements 2s noted in the following sections.

The Support Agreement in which Governiment of Uganda shall use 1ts good

offices to support Eskom Uganda leltﬁ‘d s performence of 1ts- obhﬁagoﬂ to

design, insure, rehabilitate, operate, and ma;ntain the Generation Complez.

For the purpose of this report, they key extracts from this agreement are:-

Under Part II, Clavse 2.1, the agrecment commenced on 26% November,

9007 and unless extended or terminated earher, would confinue 1 full force

and effect vntil the 20th anniversary of the Transfer Date; provided, however,
if the term of the Power Purchase Agreement is extended the Term shall aiso

be extended for a period equal to the pericd of extension of the Power

. Purchase Agreement

- // g ] - B . ] ..r .
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,C?aLse 2.2 described matters related to transfer of the GC’]EI’ELUOH Comiplex a

: r-thcefld of Term. It stafes. that at the end of Term, GOU shall Day to the

- Company the Buy Out Amount pursuant fo Part H Clause 11 1 of IhlS

Agreement

' full force and effect and binding on. GOU and the Company, on receipt by the

;Agreement and the Companys ncrhts tle al'ld mterest . and to the o oo
' Coucessmn Agreement shall’ terrmnate Upon the termmatlon ‘the Complex’ e

© shall be re’r_ransfe:rred to UEGCL m accordance wﬁh the terms of Concessmn

Clausez;l- on 'Leigrarl VOi)in‘ior;-.z_s-—tates“ that, this Agreement will only come inte . o

T Company of a legal opinion, to its satisfaction and acceptance by the Attorney ... s

byGOU and the Agrecment 18 _en_fo;ceable_ against GOU 4as set out herein.. -

SRR f—_,.jUnder “Part IV Clause-. 4.3 -on+ convertibility . of forelgn currency - and -

s .__been granted in terms of the Laws of Uganda for execution of this Agreement

B InPartVI Clause 6.1 on acquisition of shares or assets, the GOU undertook.

to the company that nelther it nor any relevant authonty shall expropﬂate -'

D General of Uganda that all the necessary authorisations-and permissions have g

' 'repatnatlon the agreement prov1des that GGU shall ensure that the: Compaﬁy o

N a_nd 1ts d1 ect c' ntractors may convert shﬂhngs 1I1to_Fore1gn Currency, and':' :

: .:eompulsonly acqulre natlonahze or other\mse cornpulsonly proeure any .

""-rordmaly share capltal ‘the“concession | interest,’ asmgned interests or- other

~ rights or material assets-of the Company or the other nght_s and interests that =

arethe “subject  of “the - Concession ' Agreement. “and the Power Purchase

= Agl'eém:é'nt;t's R
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. |
ceonducted. In

Part WVIill, Clause 8.3 discusses how arbitration of disputes shall be
he event the Parties are unable to resolve any dispute pursuant |
to Clause 8.2, then the Parties agree as follows:
« The dispute shall be finally settled by arbitration before a tribunal
conducted  in accordance - with the rules of the United. Nations

_Comrussion and International Trade Law (UNCITRAL).

Any aIbﬂI'atlD"l shall be Conducted 1! Uganda prOVldCd however that if
(the CDIIlpZII.l_)T He'ﬂres that arbitration be conducted outmdt Uganda, the
arbltra’uen shall be conducted in London England and the Co:mpamy
~shall pay all costs of fhe a;rbltratlon as and when mcurred by GF‘U
«  Notwithstanding the foregomg, if the maiter of Dlspute 1nvolves a sum of -
: U‘S$ 7 mﬂhon or more any arbitration of Such dlspute shall be

conducted m London England and 11 such case, each party shall pay

ClauseSS é.tat-és i_Suﬁ“S mon sovefeign Immnity. It posits that Gavermnenf of
Uganda shall unconditionally and urrevocably: .
(i} - agrees that should any proceedings be ‘b:'rrourgh"c' agéinsf it or its aSsé‘tS,
other than its air craft, naval vessels, and other defense —telated assets .

protected by diplomatic and consular pnvllegea, no claim of imrounity

from such "'-"O-Cf’edir]g W]H bc c.lalmed bv or on bchalf of GOU or By © H
its assels that is now has or may i thf‘ futmc have In any such

junsdictionan connection with any such proceedings;

(3] It alse waives any.right of immunity which it or any of its assets now -
has or may mn the fauture have i jurisdiction m connection with any

such proceedings; and

L
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“ 1t too consents generaily fo the jurisdiction of any court of compeient
P 3

111

(i

. jurisdiction for any acUon ﬁled by the Company to enforce any award or

-'___.-;_._dec131or1 of the Arbrtratron T rrbunal appomted tmder thls Agreement to . Fr

a7 | resolve any drspute between the Partles

5w co.part IX Clause 9.1: Expla.ns _the main Causes. for early termination of thc

e _" agreement by either the GOU or by the. Company Termmatron may be due to )

S f_ "-1Co_mpany Event of Default or GOU Event of Default as. detailed in the stated.
- Clause. Termination will also occur due to a Pelltlcal Force Majeure Event or .

- 7 .- R at 'the Natural end of the T(?IT,L'l— *”” .

- GOU .may initiate termination o the agreement in case of ‘Company Event of

Default provlded however that no such event shall be a Company. Event of .- -

Default if it results from (1) a breach by GOU of this Agreement (1) & breach by

UEFCL of the Power Purchase Agreement (i) a breach by UEGCL: of the

- Concessron Agreernent or (W) the occurrence of a Force- MaJ eure Event.

2 The Comparly can also mltrate the terrmnatton of the agreement in case of a

.. ‘GOU Event of Default promded however, that Do such event shall be GOU
. Event of Default if it results substantlally from (1] a breach by thie CompanY of

the Privatisation Ag*eements the Llcences or Consents or (u) the occwrrerice © -~ ° 0

: .-;_.;_:_Vof a Force Majeure Event. . _.

{ Clause 0.3: Upon the eXprratlon or earher terrrunatlon of thts Agreemerlt the N
Parties shall have no further Tiahbilities or obhgatrons except for those that -

;arose pr1or to or.arise _upon such exprratlon or tenmnatlon and Obrlgatrong

: ,;_that expressly:. survrve such. E:XplIaUOIl OT . terrmnatron pursua_ru to ﬂ"lS RS

. agreement; proﬂded however, . that the ng‘us and _obligations set out !




and Part IV shall survive any termination or cxpiration of this Agreement uniil

finds payablie by U TW(“L unier the Power Purchase Agreemendt, if any, are

recewved by the Comparny, and thc Company has been afforded a reasonable -

opporiunity to convert and repatriate the Biy Out Amount

Part ZXI Clause 11 1, documents thﬁ: Buy Out Amount provisions upon.

) ,_\tﬁ:nmna‘uo*l of The Agreement Upon termmahon DI thL Agraemenu, by either

Party, Govemment of Ugaﬂda will pay the Company 171 munedlately avaﬂable

- funds within 270 (two hundred seventy)- days from the date of ter_mmatton of

this Agreement the applicable amount (the ‘Buy Out Amount’) specified below:

In case Eukom Uganda Limited defaults, ﬂ’]f‘ Buy Out Amount shall -~

equal (1} the cost of the Modlﬂca‘uons (1.e. any reutorauon reinforcement,

replac,ernent or upgrade of the Complex by the Company and all otherf;,: .

capital investments made by the Companv} that 1S undepreaated and
_ LlIlI'E‘LOVGfE:d by ‘the Cornpany through the Capacfcy Payment as at the
_date of the termma‘uon of the Agreement Iﬂlﬂﬁphed by (i1} a percentage ‘
equal to 80% from the Transfer Date’ through the 13% anniversary
’rhereof such peru \tacrf; increasing 2% .per qnnum (straight line} for

E:ach year thuea_f[er to 94% in the year that is the 20th anniversary of

the Transfer Date. [Capacity Payment is the amount to be paid by

- month).

the Modifications that 1s undepreciated -and unrecovered by the

Ccrqpany ’Lhrough the Capacity Payment as at the date of the

termination of the Agreement, multiphed by (ii) a percentage equal to

120% from the Transier Date through the 13% anniversary thereof, such

2

. UETCL to the Conﬁpcﬂny per KWh of Net Electrical Qutput for any - -

U In the case GOU defaults, the Buy Out Ameunt shall equal (i) the cost of -

percentage declining 2% per annum (stranght lne} for cach -year
, _ _ -
F
. wf}\i” (
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 thereafter to 106% in the year that is the 20th annwersary of the

. Tramsfer Date_

For natural terminationn of this Agreement, the: Buy, Out Amount shall S

equal 105% of the cost of the Modmcaﬁons that is undepremated arld-f":;i.ﬂfff' -

VuClause 11 2 Upon eaﬂy tBIII’lJIlatlDI‘_l of ths ADrPement GOU Shall pay the'_i -

gL o appropnate Buy OU.L Amount in Dollars not earhe* That 45 [forty five) days and e
o _ Ilot later ﬂlan 270 (tWO hundred and seventy) days follomng the receipt of the Ny

o ‘Termination Notice. In case of natural tennlnahon of the lenn GOU shall pays

,'._ the Buy Out Anlount not Lmer than 30 (thlrty) days followmg the 1ast day of o
the Tcrm : o B ) i

Unless the tra.nsfer of T_hli: Complex amd payment of ihe Buy Out Amount 1s '
i—;delayed by the Company 1ate payment of the Buy Out Amount shall bear _ 7
interest at LIBOR plus five Dercent Irom ‘the date that 15 90 (mnety) days.ir.-'_:"i__

T—follomng the dehvexy of the Ter:cmnatlon Notlce untj pald by GOU

- In th15 agreement UILGCL £r antpd to. the C,omnany and ’rhe Compaﬂy accepted _

fIOm UEGCL tlle Concessmp Intere;,t and the flght to Sdl and transfer 1'he

Aveulable Capamty of xhe Complpx emd Net Electncal Output generated by thc

;T::Complcx to UETCL in accordance Wn'_h the terms of he Power Purchase'
" Agf eement for 20 }eals Wlﬂ’l eﬁect 1rorn 26t November 2002 {Net Efectﬂcal

Output is the net electnuﬂ energy expressed in kWh delwered to the

“Interconnection Point and measured at the Dutput Meters by the

' Compuany when Dispatched by UETCL}).
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Some of the salient extracts from the Concession Agresment are

A

Article II, Clause (b} states that the occurrence of the Transier Date is subject,

-~ to the following conditions precedent: -

L

Estabhshment by UEGCL of the Escrow AccounL

_Receipt by the company of Speaﬁed Conaeqts fhat are requ;red to -

e execute ac tivities under the anatlzahon Agrf’ements

2

Evidence promded by ‘the Compamy to UET CI that the Lompan_y h

e Company'aﬂd'{he'qperaﬁoﬁ and maintenance of the Coiﬁiplex;"l

S T “ deed- dily executed unconditionally releasing Business Assets and

— - - _consenting to their transfer pursuant to thns Agreement.

Clause .2.1-- {e): Tn\, Company shall restore anc’ reinforce the CD*DDlex .11 ] __:

. af“cord aTnce V\HT_h The Tequiremernits o*‘ and withan  the schedude 1o tne

RGSLOIdtLOI'l and RC] niforcement Pld_rl to thlo Agreement.

shall deliver to the Company an updated sfock inventory 1n addition to the

. stock inventory dated 20 November 2002 and evidenced in the Disclosure
- Letter in Annex F hereto.

Clause 2.4: The dIﬂOllIlt of the Concession Fee payaol\, each _Immh by the

: Lompany to UEGCL 1 consideration for the grant and assignment by UEGCL

to the Company of the Concession Interest, Assigned Interests and Other

Rights shall be determined in accordance with Annex E of this Agreement.

- adequate-funds 'avaﬂablc to make all pavmenis required for Restoratlon

- and ' Remnforcement, .and- for working capital requirements of the '

2 Delivery by UEGCL of the followmg {i} the Records; (ii)--the lists of -

'femployees, fixed assets, site and cormplex, leased asscts etc. and (i) a0

Clause 2.3 (d): By ne later than 30 days prior to the Transfer Date, UEGCL:




. Clause 2.8 (2l Alter the Transter Date, the Company, at its sole expense, shall

,have the r1ght and obhgatron o make all Modificatons necessary to cause the

Complex to FerfaiTi an’ comphanee W11;’t1 all reatnrements of tbe Laws of Ugan\.ra S

L r'._:'f_;and the Licence. ..

- Clause 2 8 {d} requ]res the Compa_ny fumrsh to UEGCL a monthly repmt

. Stahng that the total cost of all Modifications to the Complex and desc:n‘mnaT

I separateiy and in reasonable detail each Modlﬁcatlon with a cost in excess of '

| "USSSS OOO m Lhe aggrecrate

on. UEDCL carl. mltrate terrmnatron of the Agreement in ease of

= :_term_matl
w 7 Company Event of Default The Company, lﬁcemse can 1n1t1ate temnnatron m --
. ....cas _of UE,GCL Event of Default as Spelt out 1o the Agreement . - s
B lause 3. 1 (b] of t_he agreement prowdes that 1f the terrn of the Power Purchase
- Agreement 1S extended t_he T erim of this agreement shall also be extended ror S

P perrod equal to the penod of extensmn of the Power Purchase Agreement

= Clause 3 2 ‘C‘onpany Events of Default - stlpulates the Company s Events of

default whlch UEGCL rnay apply to temunate the Concessmn Agreement

____,_;Clause 3 a: ‘UEGCL Events of Default - stlpulates UEDCL’S events of derault

LWthh the Company may apply to term]nate the Coneessmn Agreement

- 4774 Power Purchase A'gréemmt

Part III of the Coneessmn and A551gnment Agreement sets outs the terms of
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his is an agreernent in which Eskom Uganda Lunited Is to make available to

T
1
-

TRTCL the Available Capacity and the Net Electrical Output of the Complex to

< ihe- extent that-it-is 1_D’i5pé-‘tﬁhed‘,"i and. shall provide to UETCL the Ancillary: .

Services. And subject to and in accordance with the terms of this agreement,

i the Company shall declare to UEI‘CL for each ho&r of the follovsnng day the

..reduced

nva,ﬂable Capacity, GXPLCSI:‘E’G in kilowatts per hour, rapable of Dlspatch by -

UETCL UETCL shall accept- all the NEL Eiectrlcal Output as well as any
7 energy produced durlng testulg o - * R

Part VI Clause 6.1, (a) states the Term of this Agreement which commenced

upen the Effective Date .and unless extended or terminated earlier in .- .

accordance with the proyis__ions of this Agreement, shall continue to be in force

- and effect until the 20% anniversary of the Transfer Date.

(b) If a Political Force. MAJEURE Event .reduces the oufput 'of Available .-

Capacity by more than 50% ~the Term of the Agreement will be e‘{tended for .

the penod eunl to oucﬁ a penod durrlg which the Ava_dable Capac;ty wWas” so'f*' -

Clause 6.2 'dc—:‘téu Is the Company Events of Default that can ledd to UP T\,;'"'

“initiate the termination of this Agreement

Clause © 3 detaals’ UF‘TCL Fvents of Default that can make Lhe Comp Y

mnitiate the tenmnatxon of thlS Agreemeni

4.7.5 Escrolo Agreernent :

~ Part V Clause 5.1 of the Concession a_nd Assignment Agreefnent requures the

Parue%‘. to enter into the Escrow Agreement with an Escrow Agent self‘ctc,d by:‘;_: o

the Parities, which agent shall establish and maintaln the Escrow Acrouqt

be held at a bank designated under the Escrow Agreement 1T trust for the
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| beneﬁt of GOU and the Company. ihe Escrow Agent shall have the sole nght

g

of W1thdrawal wuh resppct to. me Escrow Account. uach of the Pafms and hne

- Escrow Agent mtend that 1O CT dlter off UEGCL, me Cﬁmpanj} -DI“- ne Escrow

Agent :shall have: any mterest 1n t‘ne a_mounts _OnL depos1t i the Escmw R

,-,Account. L

Clause 5.2 (a): states that after the' Transfer Da‘c\, al”d ‘throuphout the Term

the Compaﬂy shall dep031t all Concessmn FPes 111, the Escrow Ac count, ‘net ol":'
the Administration Fee Component of the Concessmn Fee -In section (b} of
S '-- B this Clause, i during any month the Company fails to receive an amount due . - -
. W _V  and payable to the Compaﬂy under the Power Purchase Agreement due to (i) '

-UETCL's fallure io pay any monthly Capacfy Pay ﬂnent to the: Company by the ) o

+ due date for such a mom_h or {1} due to.a Pol 1t1t:al Force. Majeure EVGTlt- then = -
B Aapon. ‘notice” to UEGCL - the- Company . mayreduce: the . paymem of tn?'.

~ .= - Concession Fee for each month in which there is. a-payment. shortfall.

The Genera‘uon and Sales ‘Llcence'was supposedr -'to_i:bé'"_i&iéﬁéd' by;E’_iRDﬁto-'

Eskom Uganda leltf:d The Genera’uon Emd Salp g Licence enables the =~
‘ Co:npany to, per‘orm the actﬂnmes of elec‘cnmty gf:neratlen dlld salP of
:- -:d_'-i electnmty to UETCL sub]ect to the Licence Condltlons " The Licence 1is to"'

7 continue in effect for a penod of 20 ycars from Noverber 26th 2002 as defined .

- _' in the Llcence Condltions

,ﬁ,skom (U] was mlscozlcelved It WaAS n—regular for uovemment o .
- concession the w0 power: plants vet - they are reymned to have been

operating at the highest cfficiency levels in the Fast African Rbgmn




" Thas contmued to deteriorate. At the time of takeover by Eskom Ugdnda '

] imited in 2002, the two plants were generating 280MW but since then
the generation capacity has significantly reduced to 140 MW.

i The Commmitice established that - world over' the: managémen‘t of g

hydroPOWCr plants/ generation 1s .etther .under  direct Government -

~ control or under a Public Private Partnersiup (PPP) arrangf‘me,nt with B

Government still retaining majority shareholding. It is therefore ironical .

" as to how GoU chose to abdicate its sovereign responsibility to a foreign -

~of momney. for “the opera‘mon and mamtendncc of the two plants,-at the

same tuna, GoU incurs huge financial cxpenses by way of furmmgf the

7 gtate-owned but locally registered private company. - S e

' 1v While Government confinues to pajr- E,.skoﬁl Uganda Limited huge sums -

_ operations/ programs of a statutory boay called UEGCL. Both"“"'"

institutions  (ESKOM and UEGCL) which carry out  simila
 functions / activities are funded by Gov&qﬁnent._‘ﬁhile appearing
the Comrh;ﬂ'eé the UEGCL officiels copfirmed (hat given  tac
OppOI tunity, they would run and manage the generation of power more

: eiﬁcmndy ar1 drgument seen as IHLHT_IH&{ to the Commitiee. The dowuble

1¢ belore

funding (notably the _exorbitant wage bill} of these compé.ulieg has

continued to adversely 1 impact on the end user tarff.

V. It wWas estdbnshed that ES}\O“’l bganda Limited rums an electncity sub-

Statlon ﬂleoally at nga This is contrary to Section 53 of the Electricity

ST
e
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S At Whic' prombue .any person Jrom ConSLructmg, owning and

transxmssmn 11 ense.. Addlnonally} Lhe Same company par‘umpatlng in

_.Fhé

-y o f"“-‘:i’:?:-:' i) = Deepﬂ:e the reporied tevel of znvestment by Eskom (U) Ltd in .

the. Kura—NaIubaaIe Hydropewer pIants ‘the generatton

i capaczty aj the 110 plants has conttnued to deterlorate At

' generatmn ‘cdpdcity has ﬂgnzﬁcanﬂy reduced to 140MW

__The Committee =

. _ under dlrect Govemment control or- uncier a Publrc anate

Parfnership (PPP} n:trraingermzntJ wtth Govemment stll}(

retaunng majon?:y snarehold'ng It C 1S therefore

rgsnonmbth*y to a foretgn

| registered prwate company

{1{} “?_‘; IIE (}‘Oyemmgn‘t cgnf‘[nues tO pay Eskom Uganda L[mlted

huge sums of money for the operat‘wn and malntenance of

:' ﬁndneic{f-: expenses " by wcr.y " of ﬁLndlng V'the

ODeratmg an. lﬂStaﬂaUOﬂ fol maﬂs*mssmn of electnc1ty wfchout a

nnmedlate f -

_zneoncetvable how GDU cnose to ‘abdlcate ifs sovereign

_\ state—owned but _,_Io_c:ally o
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B Cthe two piants = "t the ' same ttme GOD “incurs huge




operaiions/programs of o statutory bhody cailed Uﬁ‘GC
The Ugandan faxpayer connot afford o camﬁnue pu:utng

i oo wl Y L eele ssal sumns of money to the two tnsutufmns (ESKOM and

S L UEGCL) which carry out similar functions/activities. It is

o L - ot sustainable.

i 0} Tne double Junding (ﬁsaabjg the E/CDTbItC{HL twcrge DI’U Of‘ R
. Esko'n (U} Ltd fa South Afﬂcan Government company) and

. UEGCL fa- Uganda Government Company} is an avmdabie e

T L expense which adversehr impacts on the end‘ﬂser tariff.

Tt is the Committee’s strong conviction ‘that UEGCL has the techmical - - .

- expertise sun and manage the genera’uon of power more emueqﬂy The -

generation comporent should revert to government’ control as it s the
- practice world over. UEGCL “and " UETCL should” be merged into one

S R - Company in order to _eliminate tne doubie costs of fundmg of these____—__'___

L COLNPAaTES 'by—'-‘GGVf:rnment.’---7'= Lo

4.8 POWER PURCHASE AGREEMENTS BETWEEN GoU AWD THERMAL
E ... . . POWER SUPPLIERS .

Following the reported drop it the water levels of I ke Victoria due to

EEE S )

prolonged drought mm 2005/06 and the resultant reduction i hydropower
'_"generaﬁon capacity of the country, Governrnent was compelled to enter

nto agresment with pnvate powm produc:eﬂ; (Aegreko, Jaccbsen and

' blu LlOchJCﬁQ to %upply emergenr power.
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generally a_nd the regulator (ERA) 1 pa_rtlcular The ﬁrst two Abgreko
““licenses Wthh Were of three - year terms were extended for more tham

"thl;ee years each If 1'116 11cences had mltlal]y been for a duration of §ix” e

/ObJCCthCS to._be achleved for WhOIII the- pIOJect is. des1gned lhe tme - |

frame it 15 env1saged to take a_mong others

‘ .the Government sub51dy proﬁle In effect, Government has for long been

| _;trapped in thermal power prcuects with abnormally high tariff pl ofile and

;;A. lack of mtegrated resources. - planmng hasfr gruen S rise ,to _ Lhe :__:.:'? i

1mplementat10n of these thermal power projects m e*nefg\,ncy s1*uat1n

/“\

Wthh umortunately has further comphcated the power sector. These
@.‘/ 3




" big role- in- supplementmg hydropower and other “sources ‘of+ power,;':

abnormal n _1%; cost to th\, cnuntﬁr T s o e

Durm.g s V131‘L to Kenya and Ghana rhe Comrmttee found out thatr"-

thermal power generatlon continues to cons’utute a s1gn1ﬁcant compo nf:nt'j '

of the generation mix and power supply in these countries, and plays. a-

ce,p\,maJy ‘during: emergenc1es However the contracts 31gned with

thermal power generatnlg companies are long term but not for a short T

time span like in Uganda’s case. ThlS aﬂangement there:fore helps m '

ensuring that the end user tarifi is favourable

4.8.1 Other Findnxgs about Thermal Power Generatmn "

1- Tllegal raising of the fuel consumptmn of Aggl’eko Knra -

- The Lc;mpmttee found out that LI1 2009 Mr- Kwes1gabo Jo]:mson Secretarv

to the ERA Board who ﬁas ihen Actlng CEO, in Concert mth Van'

mba FBlias, Managulg Dlrector UETCL arbltranly amended ﬂ16 terms of -

the license to. Aggreko Kira by raising the fuel consurmnption rates of this
power plant from 0.262 litres per kilowatt hour to 0.277 litres per lkalowatt
hour. | | N

According 1o the Auditor General’s report on the Financial Statements of

- ERA for the year ended 30%™ June 2011 _the fuel consumptlon Td.tCS of

Aggreko thermpal plants both MLDJHLWS and Kiira were 0.262 lhitres per
Iilowait hour. Mr. Kwesigabo Johnson {Ag. CEO then) did not seek the

approval of ERA Board before issumg out the said letfer. This action

resulted into a loss of US$4,078,329 to Government.

. Fuel CORSHIIIPtIOIl for Jacabsen Thermal Power planl: 7 | m(w

\\%&‘
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| '."the year. endea June 2011 Jécobsen .thermal pla_nt in Navﬁanve uses-_.-r',"'lf:—_
-CSt 380 Heavy Fuel 011 (HFO) to Cremerate power mstead of C5t 180 HFO

. The Commit ttee for -the Intenm rev1ew of Electncfcy Ta.nfl [2009) also

. extenswely analyqed ﬂ1e same matter and decned the dlscrepa_ncy pie the o

. rnanufaaurer m the J acobsen power purchase agreement

- CSt 380 HFO to: generate power whﬂe bﬂhng Govemment for the more‘ -

- expenswe and. good quality CSt. 180HFO As a result of. this, the Company

© Shs. 480,000, 000=per month.. Whﬂe all this has happened over the years

. elalmed bv the Company - L .' _

g empromme the __ﬂfespa_n of_

. under the Buﬂd Own Operate and Transfer arrangement for a period of SIX B

' meenarucal status of these" ge*lerators at the end Jof the 6year BOOT .~

- because of addmona} costs of mamtenanee

fuel consumption rates. “which are Way above those Wananeed by r_he S

Jacobsen thermal plant contmues to use the cheaper but poor quahty

makes a margul ol US$25 30 _per. ton Jeading to a loss of approAunately

~ ERA has nwot made any effort to stop it and recover any funds., unfazrly";{_;,z

- §ii. Suffice to note, the Jacobseén thermal plant at'Namanve was procured - . .

e (6) years.~ Durmg “the " 111vest1gat1011 the® DOWET - plajc underwent D’laJOI

repalrs and overhau1 of some maelnnes barely ‘(hree Vears, after they were S

installed. "The ComnuLtee was ‘therefore concerned as to-what Vvlll be the -+

; penod The level of repaﬂs also negatlvely unpacts o1l eleetn(:i‘y tarjfs[;




iv. .Fue_.i Handling Charge/ Fea

- ol Uganda extended to ali thermal power pl’ints was dlesel tax exemphons

rsavmg U$ 1460 OOO per month

: Desplte this 1ncentwve that applied to all HFO thermal power plants, the

" The. Commlvtee e:,tabhshed thau. one. of t]:m SpEClﬁC 1*1ce*1t1ves LQVP1 nment -

: Committee was concerned to find o*at that Jacobsen was given a spcmal

consideration handling fee of 5% of fuel Supply costs. The special facility of

" 5% fuel handling fee given 1o J acobsen further enhdn(,ed the Droﬁt marg1n :

of this company which translates to US$3million - - - (UGX 7oillionr) per

apnum. This is based on taxation rate on diesel which 1s approximately “

UGX 580 per litre.

If the fuel handling fee for Jacobsen was a fixed swm of approﬁmateljf"

U$4 /Mwh as is the case with th\, Otht‘r HPO plants Government would be -

- . The Cammuftee Re:_ommends fho:t

i Eng Ii,lias Kiyembua, MD UETCL shauld 1n1medu1tel‘y be

1nterd1cted Jor nis role 171 IHegaIIg _ ratinng +he‘ fuel

COI’L‘”.&!TL}_DtiOR of Aggreko Kura, which is- an act of gross_—:

- misconduct that tantamounts = to .- .abuse _-_:,o_f ~office- and

 subsequently causing Sfinancial loss to G—ovc,rnrnent

i The Inspector General of chemment and the DDp *ake up-

the matter of illegal increase of fuel__:cqns_umptzon for Aggreko

- Eitra with the view of possi{ﬂexp.r_;osrec'ution of Mr. Kmesigabo _

—Johnson' fbnnerﬂ CdunseI,/Secretciry ERA and Eng Elias

Kiygemba, MD UETCL for abuse of office and causing financial

: Io:,s to Govemment

iii) Government should recover all the monies that - Jacobsen

. Elektro AS has fraudulently claimed for using C5t 380HFO to

generdte power.

R ‘—‘;) VPage 135 of 160 é _;_ﬁ . i w'\
- . =1 — ) P
-y - LA }) ¥



P B

i Opérafiﬁn"arid mainf,enance ‘of the ,g_gﬁipment should 7ot be -

The high fuel consumpiion of generators resulling from poor -

rewarded in the targj

ST Government should 1mmed1ately scrap - the ﬁlel handltng—:ff: %

'charge/fee gwen to Jacobsen Th errnai generatmn Company
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Y R EVIEW OF THE SALIM SALEH REPORT ON ELECTRICITY TARIFF REDUCTION

.51 Introduction

-. ”[;hi_s_chap’ter hig‘hh"ghts the ke-jr--fecommr "éndatloﬁsr Of the Committee’ -'onﬂ'thé

Intcnm Remew of ‘Electricity Taniff, which is also often referred to as the-[-"

' General (RLd) Sahm Saleh Commlttef: Report oni Eiecmcﬂy Tarifl Reduc‘uon

- ___.'2009’ "The" key objective 1s to find ocut the extent to which rhese

recommendations were implemnented by Government Ministiies, Departments,
-Agencies as well as Prwvate Companies engaged in the electncity sub-sector i~
& ;_Uga:ﬂda.
", 5.9 Objective of Interim Review of Electricity Tariff

Talfnng cognlzaﬂce of the problems and challenges m the electncity sactor and

S An a bld to find a sustaidable solution to the increased Governroent subsﬂlesﬂf'“ .

to th? C]Pctncfty sector amidst the high tanffs and energy losses, the theun .
Minister of E)nt—:rcy and Mmerai DﬁVF‘lOpIIALIlt instituted an imaquest into the
- sector in 2009. The Interim Review of Electmicity Tariff’ Committes appoulted -

by the Hon. Mimuster had the following as its Members:-

=

1. " {Rtd) General Caleb K. Akandwanaho SalimSaleh Onba (F5C) ~ Chairman |

2. Mr. Muyanja Mbabaali — Vice Chairperson

s 4!

Mr. Perez Bukumunhe [FCIB) — Chauperson Technical
~eoo o 4. Dr Muzhammad Serunjogi — Sccretary

; 5.  Hon. Jacebh Oulanya (Now the Rt Hon. Deputy Speakes of the Parhamen
“Uganda) — Counsel - '_'- . . C | R Q"_.c
't - g
I Y, L fr = s
. o r ///%‘/F! [ 2R L
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government through subs1d1es

.Assess how rnuch fuel 1. bemg used bjy each of the the*—ma_'l plants:. _—

vis- a—v1s what they ClalIIl through the tarlff
mpact o the tanff

o ta.keover from UEDCL a_nd the ﬁnancmg of these mvestmems — B

. Indlcate the levels of proﬁtab1hty for eaeh of the companies. = -

VI 2 Drovlc]Le concrete proposals on how the: tanffs carn be reduced |

then Mmlster of Emergy and Mireral Development Hom: Hﬂlary Ornek and" efforl

B Were Jater rnade 1o have its report considered by Cabinet, the Mmlster of Enert\

' rea,hzed that since thrs was a tariff matter arld therefore ar‘eordmg to seetlon 10 of

. the Eleetncrty Act 1999 a matter under the purv1ew of the sector regulator (FRA}
: -'-Thus Hon Hlllary Orrek accordmgly sent_the report to the ERA Board for serutm v

L -and eve:otual 1mp1emer1tat1on S

5.3 Key Recommendatlons 1n the Report E SR _- e Z o

In its report t1tled ‘Report on Eleolrrorty Tanff Reduenorl 20097, th Gen Saleh

Comrmrtee for Interim Rev1ew of Electn(:lty Tanf{ recommended tth - K I

. Page138of 160

- Revlew all power c:ontraets a_nd 1dentrfy the prudenee of each of the_' o

7 costs allowed to ‘be recovered in the *anff as well as those ﬁnanced by e

= iii-r_-_PTOpOSC Wthh of the costs should be, d1sallowed a:od mdleate the -

“Provide mformatlon orr- the mvesmlent made by UMEME Ltd since

_Whereas Cornrmttee for Irrterlm Revrew of Electnr:lty Tdnff was corlshtuted by drr.. i

T T T T AT N T T T T




a) Go\fcrnment Qhoum comrmssmn forensic inve tipga tm? S 1o~

_ through UEDCL to procure system loss reduction materials to be

‘EXamme Lhe .UMITVIL fd COHLSSblUﬂ Agreermnents (negotations and o

. 1mplem_ntat10n} ' |

E Determlne WhV Aggreko Mutundwe thermal power plant (WhJCh 1S ZEero -
) ’J ) i . '7.
Fo - -:_‘tanff rated) ralsed the Bu]k Supply Tanﬁ desplte protesis by TE\A

ae SO ST s ) ﬁ .
it Examine the real baseline distribuhon system losses at the time of the

5 o ‘hand over of ,‘fhét e.le-chicity distabution network from UEDCL and

. TUMEME Lid. B S

g iv. .. Ascertain the investment level as at September 2006 and the source of

. ﬁ S ]'Ilfoﬁﬁation for. subéequenﬂy misféjaresanﬁng levels of mmvestinents.
Thﬁ effect of thls a_nomaly and how they are. treated in the UEDCL 7
- " accountu
; oy Determine reba;tes‘p.aid’ to UMEME Ltd.
1 -. R
:
: ,[ : . . - . - -
vi.” Find out how power losses were deternumed since 2006,
.L__,".‘
: vii Fmd out why the Prominent Persbns_’ increased the system losses from
~ " the Ministerial capping of 33 r’ crcent to 36 uercent mn 2006
e viii. Deterrpine why déspite the GOU/IDA loan of US$ 11million channeled



- -;?V:-UMEME Ltd reported system 'losses_,, _

mvesunent ﬁnanemg by UMLMLV Ltd and enab 'mdepende*'lt

e

B

IHDI'J.ltOI'lIlU Df any d1sbursement of funds by ERA from a bank pont N

requestea by the Regulator

x. FEstabiishincome tax feporfed by UMEME Ltd-over the years. S

- Jacobse*l thermal power pla:at

V.- Estabhsh Why the- heensmo ‘PrOCESS- of “the- Buyoge Trender Enerm.

iject was handled dlfler\,nﬂy from that of other licences. '~

"F;"age 140 0f 160

installed by UMEME Ltd, there has been no visible unpact i the -~ "

. Fmd Dut Wh}’ the Company Escrow Ac ount ongmally envisaged by the T

ﬁrst coneessmn agreement as’ & mechanlsm to traek Jany new

Was closed And Why UMEME Ltd refused to Ieopen the account Whﬁ*‘l W

T S e e T T T T L T T
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111.

v,

V1.

vii. - Remove the monopely in the electricity distibution segment and create

- Find out'the relationship between M/5 Clobleq, Eskom Enterpmses

- taridf

il

and . Actis Infrastructure 2LPat the time of HE:UDTiaﬁIlQ the concession

Cwith a view to ascertain whether there was msnﬂ&r trading at the Time

of unbundiing of UEB, making of Lease and Assignment Agreements

and presentat_o of wrong data to be 'Ll%c,d as the baSlS for agreements

.or SUbbEtCJ_UCIlt amendments ‘ A

b} Other policy recommendations in the report also covered the following areas:

Reviewing the UMEME Ltd Concession Agreements.
- Power Generation muy.
Transmussi10on and distnbuton mbrastructiare.

Flmlln stion. of all Diesel Based Thermal Generation.

Licenses-and Power Purchase Agreements for Heavy Fuel Oils (HFQ)

thermal generafion plants.

HY RS

:MJ_mstry of Energy and Ml;lf‘f.:d Dievelopment (MEMD] to avoid a

f'cpeztiﬁoll of the political cversight.

biling and cellecting franchises similar to the ones i mobile phone

companies with super dealers and sub-dealers for gazetie arcas.

~Undertake a comprehensive clectncity demand analysis in the country

-~ so that seneration and distribution planning can be firmed up.

-3

- Rollout uncondifionally prepaid meters thrOLg} wut the country to

address billing and working capital 1‘eq'u1rement3 which impact on the

Ring fence customer deposits (estimated at over UGX 28 billion at the

* Rationalize and merge ﬂ]@ UER S50T COMpAanies L]T‘HEI’ ﬂle line

{
fme of the report) through the use of an Escrow Account 1 trust .
. W
: ‘age 141 of 1 ' A
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of thesi TNONIES ‘oei*lc

companles - generatlon Uansmlsswn and d1stnbu tiom.

: ‘l LT x1v. Engage UMEME LTD on further tarxff rpducl_on proposals ‘
'; S Ry Encourage various fonns of co- Genera’mon arrapvements

— -.__._;:_7 5 4. chhngs on. the extent of 1mp1f:mentat10n of the Saleh Report

B The Adhoc Comlmttc-:e Energy found out tha‘r desmte the cnncal ﬁndmgs and: -
._;’ 7.““‘:7I€COIDII16DC18.UODS of the Saleh Comrmttpe as contamed 1 1ts report entitled

"Commlttee estabhshpd the follov;nng

No "fore‘nSic "audlt Wa's 'carried fHuttto 'a's'f'*ﬁftéiﬂ"""‘théﬁ'adtual'level"'of =

investment “by UMEME - L[d “Lirpited <on the Dewer distribution ...

“network. Thele was® also 110 audlt ‘on” ﬂr‘e Teturn on mvestment:' '

reCOUped by UMEMJ:L Lid. Lzrmted througn the tar:uf

_-_:,-:‘-,_rwere mlported and msteui@d by UMEME Lid were remeved from tne

COIISUIDCIS

3. No negotiauon of” the pov*cr ' dlstnbLton dgreements S1gn€d_‘_if- -

. Pag2 14207160 .- . .

There Should be PO overlap:;. n - ﬂ“e mxfes’unents of thf: successor

7 W!T_h{’, ‘Report oT1 Electncﬂy Tanff ReducUon(2009] no. forenslc mves‘ugauonsi"f o

No 1nvesugat10n was done o v\,nﬁr Wpetner the faulty Ine[crs T_hat :i-_:i'-;

e ;._.bétween, GOU-and UMEME 1 Tid was done. The renegotiation was /\




“

Comeant to amiust the loosided nature of the agreerments that favoured.
) =] A

he Concessionaire at the expense of Ugandans..

jv. S Na- review of agreements - signed between ~the “thermal ~power

 generators and GOU was done in order to ascertain: whether the

Comparrres coniorm to WhaT is supulated m the agreements

7 There were 0o attﬂmp ts made towards the reductton of tanffs as was

erwrsaged and "SLOIDIDEHdECI in the report _ _-‘_ o

‘ No mveercrauon wWas 1r\st1Luted agamst the Comrmttee of ‘Prormmnent
" Persoms’ to asceriain why arjd where they” obtained the mandate to
- increase the system losses from the Ministerial cappmg of 33% to

38%. . o

No audit of income tax payrrlent% reported by UMFME Ltd over ’rhe

ycarfs has been done

viii. No comprehensive Elt:Ctl’lClt‘y demand andlysm m tht Ceuntly has

~been carried out to aid in planmng the future enf:rgy needs

JX- No at TELHPLE:» to remove the Hlonopoly - the. electncrt} aistnbution -

“segment and create bilhing arld Cehectlng franchlsecrsrrmﬂar to the

“ones in mobile phone (,ornpalﬂcs were made.

X0 '_UME 1B 1td has not teolled out %;preipai'd'f’rnet'e:rs' throughout the -

Zno: country as was recommended in the report..

From a review of the (Rid) General WSEﬂirn, Saleh Report on Electricity - Tarnif

Reab_(fi@rﬂ 2009 and the 1ssues raiscd by the Adhoc Comrnittee with the officials o

“gapous relevant Government instifubions,. it can be concluded that no deliberals

. achon was instituted to see to it that the recommendations in that report an

1 i}

implemented. No wnstitution took the lead to get the recommendations woplemented

Page 143 of 160 / é 4
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. save. for. the - basic implementation . of selected . recommendations by ERA.

e Consequ e“h} JL 1ﬂtu71d\_,d Deneﬁts Would have acc*upd 1rom the 1mplementat10n of -

. the said recommeddaﬂoqs hav not been reahsed

5 6 l”‘he Cammittee ecommeni‘s that _ o o
Sfm:e the regulator {ERA) formally accepted and owned up the report o_;
the Commﬁ‘tee on the Interim Remew of Electncﬂ:y Tariff, it is prudent'_}f_‘“’?

that ERA and the sectef- Mlnmtry should take the Iead to pick out and =

= Implement ‘semeof ‘the ‘recommendations therein that could stﬂl be'-'f'ff—'
. reievant in a bid sustalnable solutions to issues like hlgh tanffs energ 15

Iosses etc

e venﬁed as per. the report’s recommendatwn o

“iii. The’ Attomey General together with Minlstry of Energy and Minerm -

DEUEIDPmE"Lf and F‘RA msttf:ute a revieiw of the Concesswn Agreemenw:-_

51gned with UMEME Ltd. ”’I‘he Attomey General should take a Iead in aif

E the Juture revieind and amend’ments to such agreements when requtred

Pagél% of 160
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"CHAPTER SIX

' REVIEW OF OPEN TENDER SYSTEM WITH RESPECT TO ITS BEARING
 ONPOWER GENERATION COST ' e |

‘6-1 In&oductioﬁ 7

~ This” 'Cﬁép‘tér. starts - with” defining the Open Tender System (OTS). It clearly . -
' explainfé how it is used in transacting cil products in Kenya. It examined how : |

 the OTS is used in procuring oil products for thermal generation in Uganda.”

6.2 Open Tender System

For practical reasons the Refinery serves customers with a pocl in which an
individual user or customer wins a tender to dehver crude through the Open
Tendering System form which after processing, all other customers draw
product. Subsequent deliveries are also tendered through ‘the OTS with the -

- Refinery keeping account of ciude oil delivered, crude oil stocks, products in

stock and products drawn. - - - T R . ey
. - : M
1. BExamine the open tendering system . _ ' =
S ’ &4
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UL Termej_and conditions of the agreements C o

' :'-"m Compare oils p*“iCPS pnor o and al’ter the OTS -

3 | 71v The 11npact of OTS on tlmehness of dehvexy Of o1l product cost and SRR

o 1 Uga.nda 1S a landlocked CO'LlIltI'Y and imports over 90% its petroleum producu :

through ‘Kenya as the route 1is shorter. Other II_[lpOI'tS :
thanlD%passesﬂlrough’l‘anzanlaﬂlemonthly importation/ Consumptlon ﬁgure 57

curfently stand at a total of 112 .5million litres detailed as: -

.60 mﬂhon 11tres of automotlve gas oul (AGO / dlesel) of Whlch 18 IIl]th‘T -

'_h‘ores s for thermal power genera‘uon

_321111111011 htres of premlunl motor SPlﬂt(PMS /Petrol)'

L2 The resultant monthly, unportatlon bill is US$ 137, 449 600 of Wthh taxes and o*th er
. (mal{xng and clearing) fees accounts for Us$24,040, OOO The:re is zero tax on bot
) Jet and Kerosene. The tax per hitre on petrol and dlesel is Ushs. 850and Ushs 5

} 'respectwelv This tax has remained unchanged for the last Syears. The Comparﬁ

__ pay - taxes at the border through GIOSS payment Accounts (GPA] they have w3 "_::_;
e .Uganda Revenue Authonty (URA) o

3. The” major components of pnees of petroleum produets n Uganda are:

e 1) Mombasa landed pnce eonmbutmg 67- 85% of pump pnce per htre .,
-7--,—, _ i) Logistics from Mombasa to Eldoret contnbu’ong634% SR L

B © i1) Transportation ‘ex Eldoret, Taxes Company and Dealer Ivfaimr

- Clearing and Quality Assurance Fees, contributing a sum_ of 26.08 /o,f; -

Page 146 0f 160 . -




=

i

e

5 To address this issue, the major measure taken was to  orgaruse the oi marketing

System.

_ litres of petrol, 12 million hifres of jet and 8.5 million of keresene. This is

Ish)

The : critical

o
T
o
[
[
e
g
44
bt
o
r"-l

i
4

he - regiongf ]_i.as -l adequate, Importation, stora

13‘3

* transportation and distribution nirasin cture to cope. with the wsing demand. To

alleviate on this challenge that contributes te sporadic supply shortages i the

recion. there has been need to address con estion 1 Mombassa. The congestion 18
g10T11, nge

mainly {:ausedzby unscheduled delivers. :

companics (OMCs) to use ihe open tender system (OTS) for import. The measuare 18

based on the experence on Kenya. The OTS works in such a way the companies bid

~tor bulk supply of products for specific month. The tenders are normally spit intc

two and per product. The company-with' the lowest bid price wins the tender. The
Uganda OTS Works hand-in-hand with that of Kenya and there is no tax on this
system. In addltlon fuel supply for thermal power plants does not form part o

the OTS as 1L 18 p_r_ocuj_red Sepajately and is accorded priority in the Kenya Pipeline

One of the challenges identihed was 1nadequate storage space m the pipelis
system that is mainly attributed to { 1) ncrease in demand and {1y)slow evacuahon ¢

products from the system by some  muddlemen who extend bond periods .~

address this problemn, it was among others agieed that Kenya allocates dedicate
storage space to Uganda-bound products based on transit share (which is abos

0%j. The allocated space per month is 41 Smillion litres of diesel, 30 millie:

addition io dedicated monthly <:T_orage space of 18million Ltres ior

diesel supply
Aggreko EUP by She]l (U) d tor thermel gener ation.
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7T allocated fnu"lthly space 1s ufilised by Ugandan companies through their sister

companles an Kﬁnya (as compames regzstered il Kenya and conmbuaed to hne fll wre
M_T"" . the_only ones authonsed o Hnport in to the Kenya plpelme System) “The ahocauon 1*37'?
B based on. welcrhpd average share of 1mport (70%] and retail network [30%) Bgures .
that Ucranaa av&uls Kenya The OTS S*arted 111 Apnl 5011 with some aﬂomaly m,_r B

Whlch spme comparues that had not been forwarded to Kenya found their way on the o

hst However the matter has Smce been addressed Dy the Kenyan Authoriaes.

: 8 From ﬂm foregomg: _therefore the ors| does not affect fuel supplies for ﬂlennal:i

power generaﬁon and hence has no bean_ng o11 productlon costs for thermal power R

“o stock for diesel and 12 days stock for petrol. This has been’ made poss;ble mtnm'
7.__:___:_.:__E_e_r_lforcemcgtﬁ_of;.ijfmgf_i};eq}%%;g;ncpt for the oﬂ,_’__\marketmg companies to keep 10 days'

4 . operational stocks. =TT T o0 e

"51“9 Othermse “the - supphes to The country are at ‘the moment normal’ with 9 days of " ‘
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{.A)Salient i.séues worth noting

" From the for egomg itis evwdenty clear that the restrucmnng and reform process 111

Ugaﬁdak Electricity sub sector was mlsmanaged desp1te: the Well mtenUoned

objectives. The PFRD tatute which was meant to provide a legal framework for the

pnvatzfdhon Of the q\_ctOA did not empower the sector institutions. to make cmmad

decisions especially 1o Clrcumstanceq-werﬁ their technical expertlse was cntmal]y

. needed. Cunsequently, ome ili-intentioned technocrats and pohtlca_l leaders in the

.Mlmstry of Finance and the pnvatrfa’uon Umt manlpulated the provess for selfish

ends. Tm»da‘re the Mnlsfry of Finance and the Privatisation Unit contmue to exert

Vlt‘-: ‘rlege*noqy over the UEDB SUCLS:)SOT compan1es as evidenced ‘by the 100%

B shareholding, and appointment of Board and mcﬂldgement of UETCL, UFGCL and

More Ll ain ten vears after the reforms in the power sector were carned out the

gene I.?mm capacity/output at the main Kira- Naluba ilE hydy opower dropped from &

high 270MW (when Eskom took over} to a low gf’neratlon output of 140MW, wihile

the power distribution segment is still Lharacterlzed by dﬂapldated mirastructure 1
most arcas{despite a claim by UMEME Ltd to have invested $130million i the

network), high energy losses, high tantfis, hlgh levels of Qovemment subsidies(unt

Feb 2012), poor guality of supply and ener U.t]llZ&thIl methciencies.
. ;7 _1: - l a - -

The inherently poor performance of the power generabion and distribution segment:

3

-of Ugaﬁd' s electnaty. 'S.chu is attributable to mismanagement of the Ieform proce“
y PU-MFPED, the 111€,fH"IE‘I1(‘y of ERA, the incHfectivensss of UEDCL and the failur

‘m b m ‘Eskom and UMEME Ltd o ;manage those assets as was intended. For th.

S G

T
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- experienced regulator, asset owner and asset manager. ~ . -,

" electnicity sector. to succeed it 1s mandatory fto have a technically astate and

There 15 urgent need for well 'thought out reforms with the focus on éddressing the )

. inherent legal, institutional and policy deﬁciencies such as Streamljﬂjﬁg political

. lsupernsmn of the sector, enha_ncmg the techrical’ competence of the Regulator apdf

engage ‘the pr1vate sector players on terms and condmons that do not comproszse' -

. na‘aonal mterests among others. A Comprehens1ve National Energy Plan “that
~ addresses the critical short, medlum a_nd long term energy and developroent needs of
Cthe country needs to be put in place. This will ultimately make the 111_dust1y more .

competitive with reduced energy losses and much more affordable eleerrieity tariffs. -

{A)The Umeme Power Distribution Concession B

“The Coﬁlmittee having satisfied itself with the manner in which the UEB Was -

unbundled and havmg reviewed the resultant procurement and slgmng of the "

'Umeme Power Dlstnbutlon Concessmn agreements "and the prov151ons 01 these,, .

agreements 1t 13 here’by recommended that the Umeme lelted’ _power .- .

o dlstnbutmn concession he termmated The IECDmmendatIOD is premlsed R

on the f0110W1ng grounds

(a) _--The Attorney General of fhe ReDublie of Uganda did nbt Perforﬁl"the“. :
I.‘VCOI‘lStlt‘thlOIlal duty required of him under Artu:le 119[2), specifically - '
: that of drawing and perusing all the agreements Slgved betweert GOU o
alldjgmeme Lumted regardmg the Power chstnbutlon eo,ﬂcessmn This o
I.}_._Co*lsututlonal obhgatmn was hljacked and therelore abused by the'r-,,ji
' P*lva‘rlzann Umt Wno harea Transachon Adwsors who dld not transact -

7_11 the best interest of Government and the Deoplg of Uganda. . -
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b} Topsided-Agreerments: [t is-the"Committee’% hrm conviction that if the-
J P B

- lzammed Attorney General had Ca*ned out his/her Constitutional duty.as -

~noted aboxfe__ there is 1o way he /-she- could have committed Government
and people of Uganda to rsuch a raw deal All the three Agreements
'51gned between GOU and Umeme Ltd: regardjng the power distribution

- concession were Skewed 1mn favour of the company to the detnment of the

f.f:"Ugandan Clthenry l"he COIIJ_H]OH denomlna’ror across these agreemento

""'aIe the scandalous prov151on5 hke the abnormal Buy Out. Amounts

generous WOI’kll'lg La‘pl't& aJlowances and compen*:ahon of Umeme

lelted for malung losses among others

- {c) - Exéggerated zlervelg_ﬂf losses: ___Evenrrwith the nveshments m.ad_é';_by

Government in - the electn'city- sector before and a'fter'.thé UMEMR S
 COICESSION, Umeme Ltd has for. ﬂle last 7 years coniinued to post the

highest level of energy losses (at 35 ~38%) until 2010 (following the Salim

Saleh- Inquiry), ‘when they brought'losses down to 28%. This level of =

" losses-sll remains the hlghest m the regmn ‘and far below acceptable

= o -~ industry 1evels L R e

(d) Exaggerated Level of invéSfiﬁE'ﬁfflele' claim by Umerne Limited to
E © have invested U$130million in the network in the period 2005-2012 is
| unfounded. Such massive level of investment would have tumed around

the sector and resulted into distribution network efficiency, substantial

‘Teduction in losses and more new connections to the grd. Suffice to
note; this exaggerated level of investment is aimed at upping Umeme’s

Buy Out Amount’ in c:asei'_rof early. or natural termination of the

“concession T

(e} Over’ seven years into ‘the power distribution concession, Umeme Ltd

S “andthe regulator (ERA) have deliberately refased o put in place a
Restoration and Reinforcement Plan{a requirement in the contract)

. o
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o guide. investrnents in the distribution network..-’fhis' is a plan that .- - :

S Wonla have, cleau iy defined the critical areas 01' 1HV€bIm6nL the e qui:ed

.-,-_‘re.sourees,= xpected OLLputS ana. performance st:_—mdares W1thout i,

DMEME contmues to -dictate where and how to mvest. No Wonder 1t i

- invests in non- cn’ucal areas like perlphera.ls OlIlCC IUImLLll'E and ﬁLtlIlgS
and recoups a return on such 1nvestrnen’rs As a country, we. cannot

allow ﬂ'ns +o connnue

{ﬂ Generous WDI’]:TJJlg eap1ta1 allowance [ days lag

Accordlng to the Urnerne COHtTa’“t mth Govemment of Uganda the
" Governiment is under obligation io pay Umeme Ltd such amount of

after 40 days. The commaittee finds this arrangement unprecedented m:
- the business or comimerclal world since nowhere mn the world can a™"

“roincentive did Umeme have to reduce the energy’ losses and even 1n'1prove
.- - 1ts collection ratell Indeed this was.a well orchestrated sheme to beneﬂt
U Umeme and the bureaucrats in Lhe Mmlstnes of Energy and Flnanee
-who crafted ﬂns contracﬂ e e e

It is imperative that Government mmediately:':—mitiates the termﬁiafjonm

Lmonies equivaiént to the uncollected Umeme bills from power consumers L

i__'.company / individual can be pcud for their inefficiencies. What other ke

1-"'aHangenlent since it 1s evident from on.the onset that mrthe'r SlgIllﬂCBIlL L

- costs will ‘be incurred with the connnuanon of current- pOWer d1stnbut10n :

- concession agreements. Government should therefore consider sourcing for

.+ -other companies with the capacity and technical capability ‘to.m'anaige the

: jpowerdistributjonﬂ.business after Umeme  Limited’s ‘concession has been

--‘-}A-ternmnated Preference should “be ‘given#to <local co*nDames Cwith - the B

- "Q,,f"exnerlence capacfy and: sexpertise to” tal{e over the rnanagement of the

«electricity distribution busmess 1y Lhe f‘omfry

further to the above, the Comraittee also recommends the_fo]lowingﬁ in

. respect of the Umeme Power Distribution Concession:
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S IR R All transactions on the Escrow Account must stop

i : 1 S ipmedictel -unﬁ‘i ot gudit inic its “m i g w2nt
B L fas been 'ban{ed'éi;t' B —_, S i
ii) "~ The Auditor General carries. ‘outl a forenszc to:
o ascertain the level of Invpstment made by Umeme - - -

in the network since PGOS ’I‘he Audztor General

T s 'a’lso carries out a forensu: cudit to CiSCE’FfElI?’L the -

actual amount pcud to UMSE}VIE Itd in form of -

- - - L customer deposits since 2004,
o ?_ﬁ_ iii) i The._fnspector General of Governmerv‘ arield the
D o R T Auditor General ~interest Lhemewes Into “the -‘
- _' SR 7 R e T management of the Escrow Account wufh the view -

of unearthtng _any . possible abuse Paﬂfzcular

tnterest should be ‘taken in 1€€pect of possﬂ::h_- '

” double budgeung spemﬁcally b1 Y UPDF Uganda-
. Police, Uganda Pnsons and TUBC.

1w}  The generous capttal aliowance& tha:t GG;Je?‘T?.ﬁeﬁf_

. B ha‘_s been paylng Umeme Ltd must be Scrappeﬁ and.

o neither should they bc extended tc any other
| Juture powe}: d'tstr[butlo n éompaﬂy. | | |

| L ” ﬁ} ERA shoufﬂ ensure that the powei dfstﬂbuﬁen loss

i | targets in the next five years be pui ot 18% whick

o o is the acceptable industry level.

Ui} There rnust be a clear split between technicai éﬁdl

, S e :coﬂumerc_idl fosses.. - .

. vil) . Government through the Regz‘ﬁ_ﬂ“‘of Shouid pa{{ irt

"..-plac:e - clear l. fcey | power sector perf ﬁ;-rmam;:. _
indicators am:ir standards. |

viti}  The generous capital allowances that Govermumnent

has been paying Umeme Lid must imonediately be {.
' - T
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- | o scrapped and neithﬂr should they be ex‘tend’ed 10-'
7 s other f{ ture power dtstnbutmn company
Ix} -Mr Damd Ssebab1 in his capac1ty as Dtrectorr' o
S Prwczttzatwn Unit, ‘head of Technical . ‘Committee -
::;‘_ and " leader _" of the Govemment of - Uganda
j _ ';":negottatwn team: hgacked the Cons-ﬁfutionali'i."-_'_f"_ o
ﬂ mand’ate of the Aﬁomey Generai by~ recrutting .
ﬂ; S transaction advisors - Hutlon and W‘LIIIEIHSOII ons T
-k E ?7 S S EEuhese purported legal and expertiée he bez.:sed“to:-jl. S
| | " entrench the unfavorable promsmns in the’ Umeme
. : .h-c.ontrczct ThE‘." eomm1ttee thereft ore” ﬁnds " frirn

= well—orchestrated ploy to fleece the ctttzenry _ |

g AccordIngly, Mr. ~ David Ssebabt — Director-rf:f-;

- anatlzatwe Urut a.s head of GOU Umeme g
- Concession Negotzatmn _Team should be relteved of

= _ his. duttes and be prosecuted for ﬂ'_buse of office,” -~ }
| causing financial loss and colluding with. CDC

well knowzng that this is a. Constttutwnal duty

' that cannot be delegated The members in questwn :

. F'EE;E 154 of 150 e ot - _'_:-'_ "Jé}_b\,

T culpable of conscmusly mtsguidlng and committing

"'Implementatwn Committee should a:lso be held

eontract “with Umeme Thts without doubt w.as a |

_;;'_?'Cuipabie for abuse of ofﬁce by appromng the‘-

e
Yo

s

:j'i"Govemment and the people of Uganda _t ; a_ bad ' -

br?af the draﬁ: ing “and perusa:l Of these: agreements”.—"- o

")




o1

are Hor  Gergld Sendawula former Minister of

- Finganrce,  Plonning . and Er‘aﬂamir" Developrneni

Hon. Syda Bumbea, Former Minlsfe?‘ of Energg

N 'C\The Ec;hOM Power Generatlon Concess1011

""_The concessioning of the Kiira and Nalubaale Hydropower generatlon plants to

Rsk{)m (U) was misconr“mved It was rregular for Government to concession

rhe two powbl plants yet they were reported fo have been operatmg at th“

]thﬁ“?t efficiency levels in the Fast Afnran Regmn The commﬂtee accordmgl ¥

recom:_rmﬂc.q. the: 1mmediate ten*unatlon of the Eskom Power Generahou

N ~Concession on r.he folowing grounds: = .~ B AT T

oL T o) : Desptte the repor‘ted Tevel o f investrmerd by Eskom (U] Ltd in the

Kﬁra Naiubaxﬂe Hydrcpawer plants, fhe generatwn CQPG-CltJ o]

=the twe p{ants has conhnued ta’ detenorate At the izme G

:talfeover by’ FEskom Uganda Limited in 2002 the two plart

were qenerahng 280MW but since then the gener atmrt capacits
s fﬂqngﬁcanﬂy reduced to 1401}TW

. - - R - vi) ©  The Comuniftez _estczbli_shed th_c.r:t world over, the manogement o
Fuydropower . plants/  generatiorn 1s either under direc

Covernment control or under o Public Privatle Partnership (PF:

arrangement, with Government  still  retaining — maforit

shareholding. It is therefore. in_conceivable“ how. GolU ChOS(?. T

= abdica‘te its soverei n . res onﬂbzﬁt tcr a foreign stateown
. g 9

but Zocaligf regzstered prtvate company

{
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L Othér: Rééér}{n{eﬁdﬁtions

o udi) . While Govemmenu_corstinues ito pay Eskom Uganda Limited

'_'".“_‘_":.,huge sumns (Jf money for the operas,zon and mazntenance of Ihf” R

e &::‘_.sk’-. e

| e_xpenses by way of ﬁ(ndlng the operatmns/programs of
statutory “body caIIed UEGCL ’I‘he Ugandan taxpayer cannot :

_7':,-afford to continue paytng colossal sums o_f money to the tws

e functlonsfacttmtles It is not wstainable _. g

mu} The double fund1ng (notably the e:corbztant wage bﬂl) of Eskom -

{Uj Ltd (a South Afncan Govemment company) and UEGCL {ee

adversely Impacts on the end user tartff

- It is the Comﬂuttees strong conmctlon that UEGCL has the techmcal T

expemse ran and manage the generaUOn of- power more efﬁo ently T

{riew Jofithe. aforementioned; = it=is = unperahve that Govemrnent

: Jmmedlately 1111t1ates the termmauon arrangement smce it is also emdeni

'7”:that further unnecessa;ry costs wﬂl to be mcurred with the contmuatlon of e

Eskom power generamon CONCESSIO0N: -

R S The Commtttee recommends that once the Umeme powf—‘r dtstﬂbutlon

concesston is termznated the pawer dtstnbutton segment should be
; 7_:i:managed under a . Public anate Partnershtp frarnewﬂrk with

'.;_:LGovemment hamng atleast o4 5 1% shareho ldtag- e T

e :--Gm{erameat___should prioritize faﬁher__ e.xplo‘ration _and deveiépﬁenf: of

.o a wide range-of available -energy resources in' the country. These

~ Page 156 of 160 %
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- two plants _a‘t the same ﬁm ‘ GOJ Incurs huge ﬁnanctal

.:rinstttuttons {ESKOM and UEGCL) whtch carry Uut simﬂa,

Uganda Government Campany} is an avmdable expense whi_cr* =




100 ERA should, in cnnjunctton wtth relevant players, develop a Power -

. cermce delwery dnd Iowenng of end—user tanffs Sl - S

rruL n d‘esired invesime onts fnormally requiring significant returmnj this:

is s srmrter aﬂa more sustainable way of subsidising the sector. = .
-‘l‘he electnmty dtsfﬁbutmn segment should. be opened up to other: - .-

- players in order fo remove the monopoly by one company, which:wdas -

one- of the kel objectives of the power sector reform process. “This will

ulttmately bring about compet‘ttton and the resultant efﬁctency in

The , releva:nce and - significance ' of an zndependent ETECfT‘ICIfy _

- Regulatory Authortty should be enhanced through Instttutlonal and

Iegcd framework T he Bourd of ERA should therefore bf’ reviewed Ly

the Mlnister of Energy and Mineral Development to. ensure that the N

desired skills mix is.._ad’eguately Catered - for.: Spectﬁcally, - the

"Electn'cai Eﬁgineering representation must be gtven the de,stred- due

' stgnzﬁcance R S . L R

_— Loss Reductwn Strategy to bﬁng down the dtsfnbutwn Iosses to 18%
UI the next five: yeu:m ' and eventuczlly to match the regmnal

S dzstr{buﬁon fosses average of is % T

‘As o matter of urgency, prepatd metering sgstem should be Lnstallmz

"aIZ over the country. This is one ef | the  key medsures th(lt IU'([T

substantlaliy reduce du;tﬂbutwn losses and Przd-u-;er taﬁffs

- _ URA should take up the matter of evasion of: payment of Capital
- Gains Tax by Eslkom Enterprises when it sold its shares to Globleg

: and ensure: recovcry of the said tax. It should ulso recover all the

S taxes Umeme hcr_-s evaded by ‘declaration of depreciation frorn UEDL}_

. assets. .

. The Naﬁonal Bureau OJ Standards should in couo:borafmq wuh ERS

dpﬂelop and estabhsh inirmum energy efficiency standards e

labels for energy ‘consuming appltances imported or manufactured =
. - : o . o o N




. Ugaﬂ - These . 1nc1uae eIe’Cfﬂ;‘lty o *neereq i air-"-'. -conditioners,

reﬁ—igerators and deep, Sreezers, Uﬁdusfrfvti eIeetnc monitors etc e

g '”The‘Commzttee recommends that 'owtng to the-sirategic tmportance o f R

electnetty projects.to_the country,.the, ane Mirdster through the s

esponﬂbie sector Mlnister should instltute a water tight mpemgory

o and mon1tonng mechanlsm to oversee . the scad projects and file

- guarterly report;s to Parhament on” tne sta‘us Gf thﬂ eIectnctty sub—j
15 The Commtﬁ:ee recommends that the Minlster of Energy and Mlneral_r PN

Development should present to Parhcr_ment wtthtn twelve months-‘l B

prow.de for among others; the following: e

.- Repeal —of  the-. PERD--— Sfaf:u

ownershtp, management and supermmon of UETCL

- #-UEDCL and UEGCL to the Minis‘try of . Enargy

zrmtttuﬁona_;,;mandate__of ERA by trcmqsﬁ:n1"1'ntng.__.:VIt'f

-__;.5._;-;;-—__.5._;_-—;—-and UEGCL being- amang its key departmﬂﬂts

)

. Authority awith . L much more dtsﬁnef mandate and

e o ctonomy; s other ; than Lits. current status where thf_ )

-...Permanent -Secretary, Ministry of Energy ts - the-

Chairman and Accounttng Officer.

o 16.-_,‘ Government.;

fafter the. adoptwn .of this. report, - the Electricity ﬂmendment Bill to S

}_;b L transjefriﬁg .fhe ARt

Expansmn,, and: -*-*—:enhancement- g af -the | Iegal—.; and

: Iﬁto

Energy - Cammtsszon of. Uﬂanda wzth UETCL;" UEDCL i

; Elevatmn Uf the Rural Electrlf ication Agency to P

+ should s-upport promotlon : and developmenf f

sysustainable,, management Uj the CULT'nyS natural forests ancf o

woodlands for sustatnable supply of woeod. me?ucﬁng woodfuelsi -

| _. 17 Gﬂvemment should establzsh an rzstitu“‘wnal framework 1:0 enhance o

- "..:.-j_: and Coordtnate wooafuel related aetzmaes as. an Tntegral part of the ;

4' na‘zonal energy developmenf: s*rategy

X}%




el

e

272,

L Governnent should. support copacity building progroamunes jor the
B PJL_?{?;L 1y tmv utilityagencies, .0 e

"Govemment fhrough the ERA d’evelop the necessary Renewable

Energy Technology regulatory framework. .

" Government ‘should support promotion and der;elopment of biomass

for _e'{ectricity generation from municipal garbage, logging and wood

' prdcessiﬁ_-g:i*esidﬂés and agro fiels, as well as plantations.

Government Jsh-ould support  and help local agencies tiip the

numerous available world wide funding from international a_cnor

) facfhtles {“grea?n credﬂs”) such as the Global Environment Faci ility “
-~ and the Clean Development Mechanism.
Government should explore various options including def‘entrajbed

and mini-grid systemms for reduang the cost 0_;‘ suppl'glng utfmrg

power to the rural CO}THIH.{TII‘EIEZS
Government shou Id support Rural EIectnﬁcaTwn Agency/ﬁut;mﬂtu

ané’ ERA to set up local enerqgy admsory uUnits in the dxstn’ﬁ couna?:s

' to ad Uise CONSUmers on energy efficient fechnologtea and pra‘.ctt(‘PS

It is recommended- that Government urgently develops an infegrated

and hamORIZEd pianrung jranlework that will deal with Eem c‘{;ei
ge}“eration pIanrung to forestcﬂl the posstbtlttg af commisstoning

costly energy sources in the supply mix.

25.  Further investment in the rehabilitation of the power distribution

snetworfc should be prioritized done in o bid to reduce energy
. lasses, considering that energy losses hove a significant bearing

in the computation of the retail electricity tarijfs_-
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T AB199/199/01

“The Adhoo Commmeﬂ on Ene;gy

P O Box 7178
. KA_MPALA

'ﬂ"RE: TERMS OF REFEREN“E FuR THE COMMITTEE

--'.'S..._:_-_Ih s o advises THOT )fo' Commit e —esmmences wwes‘naoﬂons W e f ?1
supfembﬁr 201 The terms of reference are as follows:.

el DA ;\,\‘ﬂgg\g OF UGANDA PARLIAMENT HOUSE.

Speaker’s Chambers. - .0 % POBOX 778

o Tel: 3256-414.341 033
T aaEA14-3TT 00

TR A L *756-414-377 000
Fax: +256-414-231 296

161 September 2011

The Chdairperson and Members of' s

Parlament House

Ihe commities shall assess the performance of ihe energy‘sec’rof_ond n

paricuiar:

1 Investigate matiers relmed to power Iosso iariffs, subsidies and
' powel generafion; - :

2. Scwstinize agreements between Govemmen! - and independent -
power suppliers with ¢ view of determining whe ’rher ’rhe Te{rrs are

~favourable fo Covernment ond consumers; -

3 Establish the extent io which ihe recommendations of the repor! on
the General Salim Saleh-Commission of inauiry instituted in 2009 to
Investigaie ihs cnergy sector has beon Ir T“Dlemen’red

4 Investigate whether the mgnagemenT of the open ’render systerm
[O15] on the purchase of ol products in Kenyo has o bearing on-

, N S e

b —:\L—J

t?’x;\}—)}'

. KAMPALA, UGANDA.IQ_«:.“.‘ .



’f?Dr@dUChOHH{:‘/QSIS ol genercﬁ OP=0f- rhermcﬂ eledrncn‘v by, T%e various.
~ power suppliers; and - ' L ,

Make such. recommendatian. Cas the “Cammiliee. may. cansider
- 'Gpproprlcn‘e and report back to Porhomerﬁ within 60 doys from The
~_ date of its appointment. - ' - S

2 leébBCCC-J-A chdg;j"cj"(m ) - eEER
SPEAKER OF FARLIAMEN o

- QCC: -~ Rt Hon Depu’ry Speoker e mee . Smemmn T
Cc: . The Government Chief Whip ”
Leader of the Opposition ToEE T
Clerk fo Parlioment -

-
1




Y LIST OF WITNESSES ME

T BY THE ADhO(, CONMMITTER OGN ENERGY

S/No | Name -Designatibﬂ | Institution. :
1. Hom. Irene Mutom Minister MEMD ]
2. Hon. Hillary Onek Minuster Mol _ i
3. Hon. Aston Kajara Minuster of State MFPED
4. Hon Dufjanga Simon Minister of State MEMD
=2 Hon. Kamanda Bataringaya Minuister of State | MoES
6. - | Hon. Frednick Ruhindi Depuly Attorney | ModJCA -
7. Mr. J.R. Suuza PoA MoJCA B
3. Gen(Rtd) Akandwanaho Former Chairman | Interim Review of
' Caleb(Salim Saleh) Electricity Tariff
B Committee o
9. Mr. Perez Bukumunhe Former Chair- Interin Review of |
i | Technical Flectricity Tamft .
- - C - - ) ' Commitiee - -
10. Mr. Muyanja Mbabali Formner Vice Interim Review of |
: Chairman Electricity Tariff
o ' Committes
11. - | Dr. Muhamed Serunjonj Former Secretary | Interimm Review of
' ST - : - Electrcity Tanff
B ' , Committee
12. Mr Fred Kabdgalnbe Kahlsa Permanent . MEMD . . -
SRR Ronald Sgﬁawa GLgenda Under Q.ecretary MEMD - _]
14, Erig. Moses Murengezl ‘ Adviscr to PS MEMD |
115, | Eng. Paul Mubira Director Energy MEMD
16. Mr. Joseph Odor Principal . MEMD -
e s : - Accountant 1 |
17, Mr. David Ssebabi Director PU / MFPEI)_-
18. | Mr. Jim Mugunga Spokesperson PU/MFPED |
19. | Mr. Moses Mwase Head Legal PU/ M[‘PP ]
20, Mr. Richard Apne- Sant - Chairman Board ER_A
21. | Mrs . Fatumah Nsereko Reard Member ERA
2. Mr. Fablan Tibeita - ¢ | Board Member ERA B O
23. | Mr. Benon Mutambi Ag CEO ERA o
24 | Eng. Nobert Sermitala Director - - ERA S
7 Techmcal !
| 25. Mr. Patrick Mwesige Director-Finance | ERA o
26 Mr. Jullns Wandera PRO o ERA - o
27. | Mx. Stephen Mwhanda Legal Counsel ERA ]
28. Mrs. Allen Kagina Comrmmissioner URA T
) B General . |
29. | Mr. Moses Kajubi Commissioner URA N _J’



Mr. John Walakira. - -

| Assistant . ..

Commissioner

T Mr: Joseph Katéregga |

o Managm T

Mrs. Cormelia Sabiiti

Executive Director

Mr. Milton Tumutegyereize

Director

Mr. Benon Turamye

Director

Ms. Palricla Asuinwe

Director =

Mr. John Muwanga

Auditor General

Mr. Francis Masuba

Director -

‘Ms. Carolime Bonabana

Legal Officer

.. | Mr. JohnMugyeum

Managjng BT

Director -

UEGCL -~ .. -

Mr. Emmanuel Lubandl

Manager-Finance

UEGCL

o .MT'_ Daﬂ MayanJ e PR e SRR

Manager- ...

Technical =

UEGCL . = -

TMr. Nicholas Ecimu -

Jegal Counsel -

.= | Managing=

| En g__;_Ej_i_,asi_ Kiyemba . -

Director

_Denis Makuba

Manager -

. Innocent-Kihika

Manager

7. Valentine Katabira

Manager '

. Emmanuel Owiny

5 Maﬂagef =R

- J oseph_ Katera‘ﬂ.:'_.-_._-i¢=:;---.<--.-;-_:.§'.ft;__..-e-".-:‘i--:-- :
Duector

lanaging -

e - Compallir e
T SEeretany &

M1 Godfrey Turyahlkayo

_Exec:utlve Dlrector

rManager e

. Pairick Kyakulaga

. Benon Bena

Manager

. Deborah Nantume

RISA

Ms.

Elizabeth Nakungu

Supervisor

ModCA

Eng. Dr: Sebbowa

Former CEQ

. Johnson Kwesigabo . .. .-

Former Counsel ..

ERA

ERA

'.' Chaﬂes Chapman '

| -Pirector - -

; Sam élrnbe

General Manager

UMEME

. Andrew KaSuye'

Legal Counsel

UMEME

. Henry Ruganoba

Head -
Commumca’mons

| MEME

. Selestine Babung

Chief Finance
Officer c

. Robert Kisuln

Stakeholder

| Manager
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63 Ms. Florence Nguuug; Chief Oueram:fzt:rl;:%fiifﬁ 5
L Officer _
54, | Mr. Dag MOER Managing tJacobsern
e SRR Director ] _
65S. | Mr. Roar Millenouger Director Jacobsen
66. Mr. Herbert Dusabe Company Jacobsen
S - Secretary
' 67. | Mr. Charles Muhumuza, CEO Electro-Maxx
| 68, Makeazie .S _ Business Analyst | Electro-Maxx
69. | Ms. Nokwanda Mugen: MD/CEO Fskom |
70. Dr. Allan Shonubi Legal Counsel Eskom ]
71 Ms. Elizabeth Ossiva Director Finance | Eslom
72 Mr. Peter Teniena Ag. Director Eslkom
o ” - Technical
| 73. | Eng Mugisha Shillingt Director MoWE ]
3



\O iE O\I THE HIGH LEVEL i\iEETING—ﬁETWEb\i THE 29
D} J:NT DEPAUT T

-

Ar. Kapasambe I\:xhlm R PS Minisiry oFJ: nergy rSL Mineral Developmem

 LukaBuljan 0 Director, UMEME Lid. —— T
" Managing Director, UETCL
_Chief Executive QOfficer, UMEME Ltd. .
“Chief Cusiomer Service Manager 7
—-—:;Team Leader Utihity Reform -MOFPED

- Erasi Kiyemo
voPant Mare

roSam Zimbe

h““‘ M CTG]J e ‘Tle b)’ the Permment Secretary _
The Permanent Secretary opened the discussion with ‘highlighting two outstanding isshies

-“of congern.on the side 6t ‘Governulerit, on the ploposed amendments to the UMEME
The firstof which-w as the’ seemmﬂly low defanlt threshold targets on the
lEw ccegtab “1 hoht ofthe [EfOITHS )

C~f e=—Concessione
nd.Collections. which was'l

AL

o1
%

an_au\ and as wcll as eaoemallv inthe corﬂw“{t GI the: ﬁecd J.’eyﬂt%P= hwhast fvel of S

- —,-V Ty = - B
i The *-‘;\ qL CETEC GATL Llkal[:f:;J_a;;,éiﬂE:LrO Uik

i ——— g i

.. & pdivate canry expected [0 have ne muscle o reaucmc the 1o5ses aqd ireasing

: . f—ﬂ
h-’,—y- l:oll tions T Governmenl was tnerel gre pioposing that the loss and collection threshold of

z I+ he held at the current levels of 33% and 10%; twelve months afLE:r amendmem as
jthis /ol id provide encugh time for UMEME to d al Wlt‘l them, R

..nd noint oFconcun ralsad b\, [hu S was Lhatcf the *uced to F“{DEdllE

L (NS O 20, ﬂUlCEd framework on how UMEME will cooperate with R&A on the
Hural ‘Ha mhcanon Schemes. This remained a phonty for Government znd indeed it -
would be best that this matter is finzhzed by the mldale of December 7006 to allow thess - -

dle'nas 0 proceed smnoothly. .

'i.,-";.Un“IE:\’iE pcmse :
in their Tesponse 10 the above UMEME clamhed thﬁz Lhe defaul tth_reshold of 38% and

- were intended to cap the compensations of Gowermnment, they were an imPIO\rSI'ﬂETH
evious positien for the benefitof GOU, where potentially GOU was exposed i
ssation liability without a ceiling, Thefz thresiSlds were not meant 1o be the -

¢ {nf efficiency as it would seem (© have been undersiood | BV (1“"F‘H'LT'HCHI The -

:nd collection targels wers ihic reguiatory ones, which'are pro udcd

nd are 1% below the level at the time of Lanff adjustmeu[ for

s -hf_‘i‘ ey loss =

€

€
1N THE Smendinenis a
nEEs an0 | h prevailing collection ratz for the Griaric —...Gu.u ULIcrc rﬂmF Ed_]Lla ment
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AppendixA

nerestiveiuring: Txplanation of thp mecnam‘:m TD atigw aﬂces of
znd non:toliettions during thié Special T '}rov;mon F’er(oc (The
Energy Sup p"' Crrrsj

o
%
@
fn

The retail eleciricity {261 prevides alfovwances for Io&.ss and non-collection, which at
10 recover tHelr impact through the tarifi. The decrezse in these atlowanccs pre
7 targeis for Umeme gs it improves e Business.

low Umeme
sent efﬂciency
3 :

v

o _i, Bemre ramruuurmg | - Dun_f_g_S_PLk:u[@_[__P_L__J”

|
!
d profie from i_ﬁﬁgﬂ@%wa%a ?ﬁ—i_ New erd pronle to be |
Jlr_ A-4 10 Arinex § delermined on the basis of | agréed by ERA and
Supply acluzl losses experienced | Umeme 1+
e in the prewous period : r
minus 1% L :
- f Umeme kccpm) Um;ﬁ_ _,epa 75% of the, | - Umeme Keeps 100% |
) | Lrﬁrm\, beating fthe beanefit beweﬁl wor the firsi five Df the benefit
) ! the allowance S LT eans;: thp(e"“er JO% - . - '
— re | Urncme losgs moreg 25 | P Umeme's rcsulrs cre‘
nofimpacied: 2ol slanis.the yezr Dy-bejr q-. nok 1mpaued
; ! . 1% belifid Ine dilgwancer | - N
- I Grderio avoidithe ' ’
impact, Umeme needs (o
beat tne allowznce by 9
by the end of the year, e, |
armve o 2% below the -
aclus! level of losses in
the previous year, . -
Ureme sufiere t0C% Unw;rraéTo%;‘_tiqe_i_%fa of its | Urnerne suffers 100% |
¢l the shorifal ' revenue, which atloday's | of the shorfa)l
_ ' tz6i emounts o 518 :
B millien. The rest of tha i
mpactis borne by GOLU. E
B

—
New ner D iz o be |

peolite which wani from 22% 10 25% over the first seven years of
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CAppendix Ao ot b

- O i S

& deciled explanation.of the efficiency targets is Sttathed hereto for information-

UMEME also explained fhatinder the Sieidments; a'c {,3ss Reduction
Pilan has been subrmitted, and the plan clearly iadicates what activities thatwill need to be

- done to further reduce Josses. They however highlighted the nead for Go‘ifémrﬂant o

i
1
N
et

2 REAd UYIEIFE R tnad@sabStantial prog

- Resoluafions ™ =7 77 L

"1 clerified and explained to all stakeloldess

- suppart them to implement this plan as 2 joint effort and welcorned the suggestion from

the PS for a regular, preferably fuarterly, foriim between GOU cfficials and UMEME to-
exchange ;infonnation on Lasses and collections. The PS would VCOIISti_I_I_l}féSuCh a2 forum.
On the possibility of having local pafticipation in the shareholding of UMEME, the
representatives were very positive about, and indicated that this 15 2 welcome

~developmeit and UMEME would be willing to consider it.

Having heard the clarification from UMEME on the two
following: ) ) T Ly

lssués. lhe meeting resolved the -

1] That the threshold be maintained at3 Sh/g.jlz_cs‘;ses;aﬁ@ 20% -:nr__c-mﬁrr;"-i.é-c}l},_et'tion, FEEE
however, it is important thal theclatification of this Héing a threshold to cap

L ‘the compensations 25 oppos-gd tOthemg .g,’r_égﬁlatg}_‘,x;gfﬁﬁia}s_;)}_ tarzet

*(which is the relevant incentive mechanistn for UMEME to reduce l{osses)"bu; B

b

e BEIng”

sand w_vei'éno'wfon course o
" achieve the set Decembler 157 Ministerial deadline for resolving the
~impediments. [ " 1

]

. framework of the Rural Electﬁ_ﬁ_cé*i en Scheme

—— ! .
. ) :’ L e e i - e e e g ——
1 ; - -

| .

3 TUMEME Jvaold communieate a proposal on hiow o enhance focaly
narticipation in the ownership of the Concession Company. i
4 Theré is a need fo have a regular forum, preferably on a quarterly basis, in
- Jylich relevant officials from Government and UMENE will discuss the
——progress on-the reduction of losses and increase in the collections.

ke e —

7o a workable .2 ..
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T Minisiry of Finance, Planning and Economic Developman:
CoKaMPALA T SN

Coron. Minister of Firsah-::e,; Pianmng.,aﬂd Feonomic Development

O Dear Colleague,—

| RE: UGANDA ELECTRICITY DISTRIBUTION COMPANY LTD

- (UEPCL)/UMEME CONCESRION RESTRUCTURING

- THiis follows mine ESD/567/G1 af 30™ Ociober 2006 i which Tagreed in -
~ principle o the restrudiuring of the UMERME concession subject to:
oo T further infprmat’imﬂ'_bemg_a‘&railed_t@ me. ' C e

S SeBsefuenty in 2 Poltey Coordination Committee (PCC) meetinig he 7
L 15 Novernber-2006 in which our Colleague, the Minister in charge of

Tl Privatization parficipaied, we ﬁ;ﬁ:herﬂeiiberated--updm-—*tﬁe'r?s-.giﬂ_za_—imr,rgj" -
i ofthe UMEME Cercession to-aur sadsfaction, Co

- This is to therefore gralt o gl appreval to the restruciiring of the
 UMEME concession — suliject to thee review of the' default threshold for
-~ - the Distribufion Losses and the colledion rate, currenily set st 38% and

; 20% 10 3 mere scceptable level. Current figures for loss reduciion of
'33% and coliection rates of 10% cauld be considered as accepizble
- benchmarks. - R )

We would also wish to refterste the imporance of more acive
i <+ Dartcipation -of ~UMEME in-the Colntry's Rural Flect
7 and shall insist on a workable framework & acce

N

be agreed betwesn the concessionaire. and the -Rurel Electrification _
Agency by mid Decermnber 2006. '

fectrification” schemes. s
terate these schemes o=




]

-~
3

Meanbime we would like to oropose that the idea of allowing the incal
Dopu1a0n o take up shares IN"UMEME Ge given congiderati@ﬂ. Th]g will
e UMEMT rore acceptable to the Ugandans sinze they will have 3

_ _5 ake i1 it but siso they ,M be able o parddpaie In modam hisiness
,'3

I to take adva'mue of the atiznd nr benafiis

YOurs, .

oSV B SUE e
ﬁabd( Migereko f MEe ]
;@1?%ETEQG LWE EY ND M?‘%E‘%@L DEVELDPFIENT
"_’_____Hm Mirister of State fo rEnﬂrgg, o T,
Mzms:try of Energgf « Minerat {J ewloprmm ' '

o
g

L. 'i__fHon Minister of State for Fnance, {ornmg and Ecehoriic
- Deae[opm@ﬁt{-ﬁnvq{lzatm ).

he Per rmarent SLLTE‘EWfStCTPBW E{J Lr T Ea:uw‘ }

. _'_'T"w PQ: anent ‘Hecstu,ry: s
¢ Ministry of Energy and Mineral Ee felo et

.o The Deputy Segraiary 1 Hia Treasuny
€L The Cﬁ £~ Pxecutiva Officsr Slediicioy RCL‘L" atory AvtRerty

e Direstor, Privatization Unic



- CENERAL LINE:23d4733

e 28 b Nevember 2008

,Hon Dr Ezra Surum‘a

HAMPALA ¢

‘ RESTRUCTURING
—~*approval to. the restrucluring of the UMEME concessien subject 1o the parlies agreeing to & more
* aceeptable threshold of lasses/collections and resolving the framework for the implementalion of

L ,_ameeements

mecharﬁlsm;
= coliections.

L C 7 The Mimster ef Energy and Mmeral Develepmeni

TELECRANS:  ENERMIN

e T MINISTRY OF ENERGY AND

MINERAL DEVELQ PMENT

FAX: T 230220234732 P. Q. BOX 7270, v o
C o EoIATL: - psmcmo{@encrgy.go.ug KANMPALA. =
IN ANY CORRESPONDENCE ON E . . THE REFUBLIC DFUGJ.DA

THIS SUBJECT PLEASE QUOTE RO: -~ - . -

Esofe5/237/02

~ Minister of Finance, p!ar}nmg and Econormc Developmeni . : C B
~Minislry of Finance, Planning and Economic Development- = wr o r oo e el

fColleague

'UGANDA ELECTRIC]TY DISTRIBUTION ‘COMPANY [ (UEDCL)/UMEME CONCESSION

Futther 1o our letler referenced FSTYBS/237102 of 17 November 2006 in which we gave our find

" Rural Electifi c;atlon Schemes L hereby WISh lo gran’f our no objechon [o the executlon of the

granted after ha\_!mg been $a :sf ed ihat the losses and collechon threshe(d R

Secondly, we are-also sat tisfied on the progress made on resalving the impediments of the .
implementation of the Rural Clectrification Schemes, for which, according to our undersiandmg,
workab e frameWDrk W|II be n place by 15"l December 2006.

Yours sincerel

“Dr Cos Kamanda Batanngaya
MHNSTER OF STATE FOR MlNERAL DEVELOPMENT also HCLDING
THE PORTFOLIO OF MINIST!:R OfF ENERGY AND MINERAL DEVELOPMENT




d Co The Minister of Siate for Energy
Ce The Minister of State for Finance, Planning and Economic Development

(Privafization)
ct The Permanent Secrelary, Mimstr\j of Energy and Mineral Development

Cc  The Permanent Secretary/Secrelary o the Treasury

3
[

The Deputy Secrelary 1@ the Trieasrur'y




L

ef: MEMD/0D6/005-mdk. - S
The Permanent Secretary/Seceetary 10 the Treasory
‘Ministry of Finance, planning and Economic Development

. Attn: Mr. Keith Muhakanizi -

.DearSir' S

' We refer to your letter Ref EDP 49725802 of 12" June 2006 on the above subject

© Umeme Ltd) commissioned Norconsult AS an Oslo based energy-consuiting firm in april T
2006 1w address some of the issues raised. in your letter. - Their work with, Umeme ttd .
“on losses is on-going. However, they recenty bmitted @ draft report on the. ~Study,

U\ .
.

ELECTRICITY REGULATORY AUTHORITY -

Promoting Quality and Sustainable Electricity Supply at Equitable Prices

o rJh June 16, 2006

o

P.O.Box B147 N
KAMPALA

HESTRUCTURING OF THE UGANDA ELECTRICITY DISTRIEUTION CONCESSION . o

matter.

vou will be glad te know that ERA is 2 full member of the 'Projed Transaction . - .
Cornmitiee {FTC) set Up by the Utility Retorm unit {URUY) and have very senioq

representation at most of its meetings.

$he distributon losses remain 2 rmazjor enigma in the sector. ERA has recen‘dyf;'oughir o
come independent profession advise on these losses. . ' o ot '

Through the support of the Norwegian Embassy. the AUthO(iTy_V(VJﬁh_ ;:)p_f(.:_wa_i _:_)f

on Establishing the Level and Cause of Distribution -LOS5Es™, “which Jaithough” bry
discussed by all parties seem 10 suggest that: - St . T

» The total distribttion losses are at present estimated to be 34-35“/:,"/.
The technical losses are at present ectirnaled to be 14-17% o

The commerdal iosses are al present estimated 1o be 1619% e e o o

Since the tofal s close 10 nurnbers presently reported by Umeme Ltd the split might alsa -
he close. One would on average take technwal losses as 15.5% and commercal losses - .

at 17.5%.

Dur advice in the FTC on how 1o restructire issues sround the losses has been: .

. a) Worsenlng lLosses Scenario:

——

All parties to agree a present 35% totsl distribytion lasses. Umerne Ltd has full -
rol gver th i nonent of the losses. e

In rase of any worsening of distribution losses sbove 35% Umeme should be :
only compensated op 10 3 mmaxicnum of pro-iated commercial loss compenent
e 53% of the escalation ip distribution losses above the 35%. For example, if -
tolal distrbution lasses were 1o shift from 35% 1o 37% Umeme should b=
aliowed (35 + 2 x 53%) ie. 36.06% as the total distibution Josses. The D.94%
would be 2 technical Joss mel by Umeme and would act 2s an infentive for
Umerne Lid io invest in loss reduction equipmen*lﬁnfrastructure_ ; ’

Plpl 15 Shimeni Road Nakasem, PO, Hox 10332, Warnpala
Fei: D41 (323852 341546). Fax D47 - 141624 E-mail era@africanniine co.ug wWabsile: wwi era. olud







