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A. Basic Information  

Country: Mozambique Project name: Southern Africa Regional Gas Project 

Project ID: P082308 Guarantee Number(s):B1190, B1200 

ICR Date: 07/15/2013 ICR Type:1 Core ICR 

Guarantor: IBRD  Guarantee type: PRG 

Borrower:  Republic of Mozambique The Standard Bank of South Africa Limited   

Original guarantee amount2:  US$ 30M Revised guarantee amount3:  N/A 

Environmental category:  A                                                                                                                 
Agent Bank: The Standard Bank of South Africa Limited  

Implementing Agencies: Sasol Limited (South Africa), and Empresa Nacional de Hidrocarbonetos 
(Mozambique). 

Cofinanciers and Other External Partners: IFC, DBSA, AfDB, Proparco, DEG, FMO, EIB, MIGA, ECIC 

B. Key Dates  
Process Date Process Original Date Revised/Actual 

Date(s) 

Concept review: 12/12/2002    

Appraisal: 04/07/2003 Mid-term Review: N/A  

Guarantee 
Approval: 

05/22/2003 Project 
Completion:4 

03/26/2004  

Guarantee 
Effectiveness: 

11/30/2003 Guarantee Expiry: 06/15/2015  

Operation 
Committee Approval: 

 First Drawdown:   

C. Ratings Summary5  
C.1 Performance Rating by ICR  
Outcome: Satisfactory 
Risk to Development Outcome 
 [or Global Environment Outcome]: 

Moderate 

Bank Performance: Satisfactory 
Borrower (of guaranteed loan)/ Implementing 

Party Performance: 
Satisfactory 

Government: Satisfactory 

1  Core or Intensive Learning (ILI)ICR 
2 Amount of guarantee at time of Board approval 
3 Amount of guarantee if different from Board approval (e.g. amount of guarantee at effectiveness) 
4 Project Completion refers to the implementation date of the project or the Commercial Operation Date (COD) if 
applicable 
5  All ratings given by the ICR should use a six-point rating scale (Highly Satisfactory, Satisfactory, Moderately 
Satisfactory, Moderately Unsatisfactory, Unsatisfactory, or Highly Unsatisfactory), except for the rating of Risk to 
Development Outcome (or Global Environment Outcome) that use a four-point scale (Negligible to Low, Moderate, 
Significant, High). 
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C. 2  Detailed Ratings of Bank, Borrower and Government Performance 

World Bank Ratings Borrower6 Ratings Government Ratings 

Quality at Entry: Satisfactory Implementing 
Agency: 

Satisfactory Government: Satisfacto
ry 

Quality of 
Supervision: 

Satisfactory     

Overall Bank 
Performance: 

Satisfactory Overall 
Borrower 
Performance: 

Satisfactory Overall 
Government 
Performance: 

Satisfacto
ry 

C.3 Quality at Entry and Implementation Performance Indicators   

Implementation Performance Indicators QAG Assessments (if any) Rating 

Potential Prob. Project at any 
time(Yes/No): 

No Quality at Entry (QEA): None 

Problem Project at any time(Yes/No): No Quality of Supervision (QSA): None 

DO rating before Closing/Inactive status: N/A 
D. Sector and Theme Codes7 
 Original Actual 
Sector Code (as % of total Bank financing)   
1.   Energy and Mining (Oil and gas) 100% 100% 
 Original Priority Actual 

Priority 
Theme Code (Primary/Secondary)   

1. Trade and integration (Export development and 
competitiveness) 

50% 50% 

2. Trade and integration (Regional Integration) 25% 25% 
3. Financial and private sector development 25% 25% 

E. Bank Staff  
Positions At ICR At Approval 

Vice President: Makhtar Diop Callisto Madavo 

Country Director: Mark Lundell Darius Mans 

Sector Manager: Lucio Monari Michel Wormser 

Project Team Leader: Mustafa Zakir Hussain Joel Maweni/Marie-Ange Saraka-Yao 

ICR Team Leader: Mustafa Zakir Hussain  
 
F. Results Framework Analysis  
 
 
 

6 In the context of PRGs for private sector projects, Borrower refers to the World Bank’s counterparty under the 
Project Agreement (i.e. project company or concessionaire)  
7  There can be a maximum of five Sector Codes (that has more than zero percent) and five Theme Codes (of which 
at least one must be “Primary”). 
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Project Development Objective 
 
The project's development objective is to initiate the development and export of Mozambique’s 
substantial natural gas resources in an environmentally sustainable manner, thereby contributing 
towards economic growth and poverty reduction. 

 
Revised Project Development Objective (as approved by original approving authority): (the 
system displays entries in Section 6) 
 

N/A 
 
PDO  Indicator(s) ─ from Project Appraisal Document  

 Baseline Value Original Target 
Values 

(from approval 
documents) 

Formally Revised 
Target Values 

Actual Values 
Achieved 

at Completion or 
Target Years 

PDO Indicator 1: Gas Exports: Export of about 72 million gigajoules (MGJ) of gas in year 2004 ramping 
up to a plateau rate of 120 million gigajoules per annum (MGJ/a) in year 2009 and 
remaining at that level for the duration of the project. 

Value 
(quantitative or 

Qualitative) 

0 
 

2004: 72MGJ  
2009 onwards: 120 

MGJ/a 

N/A 2005: 77MGJ  
2009:  110MGJ  
2011:  129MGJ 
2013(E): 138MGJ 
2018(F): 160MGJ 

Date achieved     
Comments  

(incl. % 
achievement) 

Target achieved as at 2011. The quantity of gas is increasing although forecast predicted 
that the level would remain the same until guarantee expiration date. 

PDO Indicator 2: Fiscal Benefits: As a host country, Mozambique will derive revenues in the form of gas 
royalties and taxes amounting to about US$ 498 million, or US$ 105 million in net present 
value terms at 2001, at a discount rate of 10%. In addition, Mozambique will receive 
returns on its equity participation in the Project’s upstream component (gas field 
development and central processing facility) and the pipeline over the Project’s 25 year 
period. 

Value 
(quantitative or 

Qualitative) 

0 
 

2004-25: US$ 
105m (discounted to 
2001) 
2004-13: US$ 37m 

(discounted to 2001) 

N/A 2004-23(E): 
US$277m 
(discounted to 
2001) 
2004-13: US$ 

46m (discounted to 
2001) 

Date achieved     

Comments  
(incl. % 

achievement) 

Estimate over the life of the project is more than 260% of target.  Actual for the period to 
2013 is 124% of target to 2013. 
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(a)  Intermediate Outcome Indicator(s)  
 Baseline Value Original Target 

Values 
(from approval 

documents) 

Formally Revised 
Target Values 

Actual Values 
Achieved 

at Completion or 
Target Years 

IO Indicator 1: Project is fully funded and achieves financial closure. 
Value 

(quantitative or 
Qualitative) 

100% funded by 
Sasol 
 
 

 N/A 70% Sasol, 25% 
CMH, 5% IFC 

Date achieved 11/01/2003   8/26/2004 
Comments  

(incl. % 
achievement) 

Project was successfully financed.  

G. Ratings of Project Performance in ISRs8 
No. Date ISR Archived DO IP Actual Disbursements 

(US$mil.) 
 1 12/22/2006 Satisfactory Satisfactory N/A 
 2 10/30/2007 Satisfactory Satisfactory N/A 
 3 03/04/2009 Satisfactory Satisfactory N/A 
 4 01/14/2011 Satisfactory Satisfactory N/A 
 5 03/08/2012 Satisfactory Satisfactory N/A 

H. Restructuring (if any) 
Restructuring 

Date(s) 
Board 

Approved PDO 
Change 

[check box] 

ISR Ratings at 
Restructuring 

Amount 
Disbursed at 

Restructuring 
in  US$m 

Reason for Restructuring & 
Key Changes Made 

DO IP 

N/A      

 
If PDO and/or Key Outcome Targets were formally revised (approved by the original approving body) enter 

ratings below: 
 

 Outcome Ratings 

Against Original PDO[GEO]/Targets  

Against Formally Revised PDO[GEO]/Targets  

Overall (weighted) rating [the same rating as Section 8] 

I.  Repayment Schedule of Guaranteed Loan [TBD]

8 List of ISRs completed at time of preparation of this ICR 
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1. Project Context, Development Objectives and Design 
 
1.1 Context at Appraisal  
 
Country background 
 
1. At the time of the project appraisal in 2003, Mozambique was one of the poorer 
countries in Africa, with a per capita gross domestic product (GDP) of US$ 248 (in current 
dollars)9 and 54% of the population living below the national poverty line10. However, the 
country’s economy was growing strongly with a compound annual growth rate of over 8% for 
the ten years from 1993 to 2003. The period of high growth was largely due to recovery from 
the effects of the civil war, which had followed independence from Portugal in 1975 and had 
ended with the peace accord of 1992.  

2. The civil war had left a legacy of high perceived political risk and a poor overall 
climate for investment, especially for foreign investors. During the civil war, the Cahora 
Bassa hydropower plant was unable to operate due to the transmission lines to Zimbabwe and 
South Africa being unusable. Even after the end of the civil war, Mozambique was untested in 
terms of respect of property rights and agreements. At the time of project appraisal, there was 
concern over a number of political risks including the following of due process in changing 
laws and regulations, expropriation of assets, currency transferability, etc. this was not an 
environment in which many investors were interested in investing significantly at the time.   

3. The country had abundant resources including hydropower potential, metal ores and 
hydrocarbon deposits of natural gas and coal. As a result of a lack of investment and a lack of 
energy demand within the Republic of Mozambique (RoM) these resources remained largely 
untapped at the time that the Southern Africa Regional Gas (SARG) project was being 
conceived.  Energy exports were therefore seen as a way to support economic growth.  
However, in order to do so, the country’s investment climate needed to be improved. 

Sector Background 

4. Mozambique was in a good position to use energy resources to support economic 
growth. However, a key reason for not having developed the resources was the lack of 
demand within Mozambique.  For example, of the potential for 14,000 MW of hydro power, 
only 2,500 MW had been developed at the time of appraisal and the output from Mozambique’s 
largest hydropower generation scheme, Cahora Bassa, was being exported to the Republic of 
South Africa (RSA) and Zimbabwe. It was thought that exports of energy products and of 
energy intensive manufactured products could provide a substantial source of revenues if 
sufficient investment could be undertaken.   

5. Through its energy strategy of 2000, the GoM intended to allow the private sector 
to lead energy sector development. The Government of Mozambique (GoM) was attempting 

9 Source: IMF World Economic Outlook Database, April 2013. 
10Source: The World Bank, World Development Indicators, 14 May 2013.  A recent study by The World Bank 
estimates that 56% of the population was living below the national poverty line in 2003.  See World Bank, Poverty 
in Mozambique: New Evidence from Recent Household Surveys, October 2012. 
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to address a number of issues with its energy sector strategy of October 2000. The strategy 
recognized the importance of a supportive policy and regulatory framework to allow the private 
sector to lead energy sector development. Within this strategy, the GoM had decided to use 
technical assistance for negotiating large energy export contracts while developing capacity 
within the country. In addition to a substantial untapped energy resource base, the Strategy 
identified that there were few households with access to modern forms of energy such as 
electricity and petroleum products (e.g. for cooking). The GoM recognized that local gas 
resources could be used for power generation to complement hydro and coal based power 
plants. 

6. The strategy also recognized that the energy sector had low operating efficiency and 
was financially weak, that there was limited institutional and human resource capability within 
the sector (the GoM intended to support implementation of its energy strategy by strengthening 
its institutions, including through donor assisted support) and that there was heavy reliance on 
biofuels (firewood) which imposed a significant environmental and health cost on the 
population.  The strategy provided for an expansion of access to modern energy forms as a 
partial substitute for biofuels, thus mitigating the adverse effects of biofuels. 

Project Context and Design 
 
7. The project envisaged development of onshore gas fields at Pande and Temane 
(field development, including drilling), processing the gas at a Central Processing Facility 
at Temane and then developing a pipeline for transporting the gas to Secunda in South 
Africa where it would be used for a number of activities by Sasol and would also be sold on to 
third parties. There would be 5 off-take points within Mozambique which would enable some 
gas to be used within Mozambique. Activities at Secunda and Sasolberg would be outside the 
scope of the Bank project. The project costs by component and the financing plan are listed in 
Annex 1.   

8. Sasol was the key driver for this project. The project was the result of discussions 
between Sasol and the Ministry of Minerals Resources (MIREM) in Mozambique. Sasol is a 
private sector firm that is managed in a fully commercial manner. Involvement of the 
Government of South Africa, especially on activities on the Mozambique side of the border, 
has been limited.  

9. Prior to the Bank’s involvement, the major contractual agreements to implement 
the project had already been put in place (between the GoM, the Government of South 
Africa (GoSA), the Mozambique National oil company (ENH), and the Mozambique oil 
company (CMH), which is a subsidiary of ENH, and Sasol).  The Petroleum Production 
Agreement (PPA) and Pipeline Agreement (PA) were signed on 26 October 2000. Sasol took 
the final investment decision (FID) on 3 September 2001 and began work on the project prior 
to the Bank’s involvement.  The Joint Operating Agreement (JOA), Gas Sales Agreement 
(GSA) and Gas Transport Agreement (GTA) were signed in 2002.  

10. The World Bank guarantees were requested to mitigate political risk in 
Mozambique. Sasol initially financed the construction work on the project using a bridge loan 
from the Development Bank of Southern Africa (DBSA) and its own equity. On 23rd October 
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2002, the GoM, through the Ministry of Planning and Finance, requested Bank assistance for 
the provision of a Partial Risk Guarantee (PRG) to support the mobilization of private financing 
for the project. The project was subsequently re-financed. The Bank PRGs along with the 
International Finance Corporation (IFC) equity investment and the Multilateral Investment 
Guarantee Agency (MIGA) political risk insurance were considered necessary to obtain the 
final/long-term project financing package (see Section 4).   

11. The Bank was approached relatively late in the financing process when it was felt 
that World Bank financing instruments would be required. By June 2003, during 
preparation of the World Bank operation, more than 80% of the central processing facility had 
been completed while more than 80% of the Mozambique section and more than 60% of the 
South African sections of the pipeline had been completed. 

12. Financing for the project was a hybrid of a corporate loan and project financing. 
Sasol itself was guaranteeing payments of debt service to lenders (labelled ‘Sasol corporate 
credit’ in the figure below). The guarantees addressed commercial risks of the project for loans 
to SPT (a fully owned subsidiary of Sasol, with 70% of the upstream component) 11  and 
ROMPCO (a fully owned subsidiary of Sasol with initially 100% of the pipeline component) 
throughout the duration of the loans. However, Sasol was unwilling to guarantee the political 
risks in Mozambique. Its approach to mitigating political risk was twofold: (1) to ensure 
Mozambique’s participation in the project, through ENH’s two subsidiaries CMH and CMG12, 
in order to maximize political risk cover from export credit agencies and (2) to use IBRD 
guarantees and MIGA political risk insurance for commercial loans, which lenders had 
indicated would be required. Sasol guarantees the debt repayment obligations of ROMPCO and 
SPT assuming project related risks (‘Sasol corporate credit’).  Mozambican political risk is 
largely assumed by the lenders or, in the case of Standard Bank, by the political risk coverage 
providers, IBRD and MIGA. 

11 CMH (25%) and the IFC (5%) became partners to the UJV on 1 April 2006. 
12 The GoM through CMG (a subsidiary of ENH) and the GoSA through iGas had options to acquire in aggregate up 
to 50% of the pipeline component.  These options were exercised in 2005. 
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Sasol Petroleum 
Temane (SPT)

70%

Sasol corporate 
credit

Standard Bank

DBSA, AfDB, 
Proparco, DEG, 

FMO

ZAR 410m

ZAR 920m

IBRD ZAR 140m

MIGA ZAR 190m

ECIC ZAR 80m

ROMPCO
Sasol 50%

CMG (ENH) 25%
I-Gas (RSA) 25%

Sasol corporate 
credit DBSA, AfDB

Standard Bank
ZAR 1.05bn

ZAR 550m

IBRD ZAR 70m

MIGA ZAR 630m

ECIC ZAR 320m

EIB
ZAR 900m

Risk 
mitigation:

Loans:

CMH (ENH)
25%

IFC  5% 
(Investment US$18.5m)

Share ownership: 

Gas fields and CPF

Gas pipeline

 

 

 

 

13. The World Bank guarantee exposure was capped at US$ 20 million and US$ 10 million 
each for SPT and ROMPCO, respectively. 

Rationale for Bank Assistance 

14. Under the Country Assistance Strategy (CAS) for the period 2004-07 the World Bank’s 
approach was “… to help Mozambique improve its investment climate, expand service delivery 
and build the capacity and accountability of its institutions […] to support the achievement of 
Mozambique’s long-term development priorities of economic growth and poverty reduction 
...”13. 

13 Source: Project Appraisal Document, page 1. 

Figure 1: Financing Plan 

Note: All figures are actual financing as at August 2004. 
 
ECIC = Export Credit Insurance Corporation of South Africa 
DEG = German Investment and Development Corporation 
FMO = Netherlands Development Finance Company 
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15. In an early example of ’One World Bank Group‘ in action - this project aimed at 
improving the investment climate in the gas sector by using a combination of IBRD’s Partial 
Risk Guarantees (PRGs) (US$ 30 million), an IFC equity investment (US$18.5 million) and 
MIGA’s political risk insurance (US$ 72 million) to help Sasol and the GoM finance the 
project.  These financing sources and guarantee instruments facilitated private sector funding of 
the project, which had an overall cost of US$ 721 million (to the end of the initial funding 
period which ended in December 2004), excluding the cost of financing during construction14. 
The Partial Risk Guarantees were intended by Sasol to bring the World Bank into the 
transaction so that Sasol could benefit from the significant mitigation of political risk in 
Mozambique; only US$ 30m of IBRD exposure was considered to be sufficient.  At the time, 
debt financing for infrastructure projects without political risk coverage had proven difficult to 
achieve in a country like Mozambique.  

16. IFC equity investment facilitated GoM participation in the transaction. IFC 
purchased a 5% share in the Gas fields and CPF UJV. The World Bank played an active role in 
bringing in IFC to support the GoM in purchasing an adequate share. IFC worked closely with 
CMH and was part of the operating committee of the UJV and was therefore able to create 
more balance between private and public sector interests. Without IFC participation, the GoM 
had been having difficulty in raising the financing to take up the 30% share in the UJV that was 
intended for the GoM.    

1.2 Original Project Development Objectives (PDO) and Key Indicators (as approved) 
 
17. According to the PAD, the project’s original main objective was “to initiate the 
development and export of Mozambique’s substantial natural gas resources in an 
environmentally sustainable manner, thereby contributing towards economic growth and 
poverty reduction.”   

18. The PAD gave two performance indicators for the project’s main objective: 

• “Gas Exports: Export of about 72 million gigajoules (MGJ) of gas in year 2004 ramping 
up to a plateau rate of 120 million gigajoules per annum (MGJ/a) in year 2009 and 
remaining at that level for the duration of the project.” 

 
• “Fiscal Benefits: As a host country, Mozambique will derive revenues in the form of gas 

royalties and taxes amounting to about US$ 498 million, or US$ 105 million in net 
present value terms at a discount rate of 10%. In addition, Mozambique will receive 
returns on its equity participation in the Project’s upstream component (gas field 
development and central processing facility) and the pipeline over the Project’s 25 year 
period.” 

 

14 The inclusion of US$ 130 million of capitalised finance charges and a US$ 150 million exchange rate change, due 
to the strengthening of the Rand against the US$,  brings total financing required for the project as at the date of the 
PAD to US$ 1001 million.  Of this amount, US$ 935 million was required to finance SPT and ROMPCO, which 
compares to ADB projected costs at appraisal of US$ 978 million and actual costs as at August 2004 of US$ 715 
million. 
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19. The PAD noted that “the proposed World Bank Group instruments (IBRD partial risk 
and MIGA guarantees and IFC equity investment) will facilitate the mobilization of critical 
private capital as well as commercial debt financing required for implementation of the 
project.”   

20. The PAD also mentions that “… [the project] would also provide a framework for other 
future private sector projects and facilitate further investments in gas exploration and other gas-
related industries.”   

1.3 Revised PDO (as approved by original approving authority) and Key Indicators, 
and reasons/justification: 

21. There were no revisions.  

1.4 Main Beneficiaries  
 

22. The primary target groups identified in the PAD were the GoM and the general 
population of Mozambique. The project was intended to provide an ongoing revenue stream for 
the Government in the form of gas royalties, taxes and dividends on the GoM’s equity 
investment in the upstream component through CMH and, in the pipeline component, through 
CMG. 

23. Other project beneficiaries identified by the PAD were15: 

• Local communities. Local communities would benefit from employment opportunities 
created by the project during implementation and operation, and from the social 
development initiatives for these communities financed through a social fund 
established by Sasol. 
 

• Small businesses and local contractors. Small businesses would benefit from 
opportunities to supply goods and services to the project. 
 

• Sector professional and management staff. Mozambique would benefit from the 
transfer of technology and expertise to staff working on the project and through training 
funded by Sasol. 

 
24. In addition, the project includes five gas off-take points in Mozambique which allows 
for the significant future development of gas-based activities. At the time of appraisal, the GoM 
had already awarded a concession to the Matola Gas Company (MGC) to construct a 75km 
pipeline from the off-take at Ressano Garcia to supply gas to the Matola industrial area near 
Maputo.  To the extent that natural gas provides a cheaper and cleaner source of energy to users 
within Mozambique this has the potential to create jobs in new industries while also providing 
health and environmental benefits. 

 

15 Source: PAD pages 19 and 20. 
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1.5 Original Components  
 
25. The project comprised two components. The upstream component comprised 
development of the Pande and Temane gas fields, a 177 km gas gathering network to deliver 
gas from the production wells to a Central Processing Facility (CPF), and the CPF itself. The 
CPF cleans and dries the gas, removes condensate and compresses it into the inlet flange of the 
gas pipeline for transportation to downstream customers. Development of the fields would 
make use of previously drilled appraisal wells and it was planned to use 34 wells phased in 
over the life of the project to maintain gas sales volumes. 

26. The gas pipeline component comprised the 865 km 26 inch diameter steel pipeline from 
the CPF to Sasol’s petrochemical complex at Secunda in South Africa, where the gas would be 
used as a feedstock for Sasol’s petrochemical plants and for its gas distribution system. The 525 
km Mozambican section of the pipeline includes five off-take points at Ressano Garcia, 
Magude, Macarratane, Chigubu and Temane. The pipeline is designed for a capacity of 120 
MGJ/a without compression (i.e. compression only at the CPF) or 240 MGJ/a with mid-point 
and quarter-point compression. 

1.6 Revised Components 
 
27. There were no revisions to the project components.  

1.7 Other significant changes: 
 
28. There were no significant, formal changes to the project. However, the project was 
expanded as new gas reserves were discovered.  The original project (as set out in the PAD) 
was intended to begin delivering 74 MGJ/a of gas to Secunda in 2004, to increase deliveries to 
120 MGJ/a by 2009, and to remain at that level for the duration of the contract. These 
commercial deliveries were covered by the first Gas Sales Agreement (GSA). In addition, 6 
MGJ/a of royalty gas could be taken in cash or in kind i.e. as gas, by the GoM. 

29. In 2007, new gas reserves were confirmed in addition to those required to meet the 
requirements of the first GSA (i.e. in addition to the performance indicator in the PAD) and 
demand for additional gas in RSA and RoM was identified. In May 2007, ROMPCO decided to 
add compression at Komatipoort in South Africa to further expand the capacity of the pipeline 
to deliver gas to Secunda to 147 MGJ/a; the pipeline expansion was completed in 201016. In 
2012, SPT expanded the CPF to 183 MGJ/a17. ROMPCO is now in the process of expanding 
the pipeline to 188 MGJ/a by adding a line that runs in parallel with the original gas pipeline 
from the CPF for 128 km18. The pipeline could eventually be expanded to a maximum potential 
capacity of 240 MGJ/a. Figure 2 shows capacity of the Mozambique to Secunda pipeline over 
time and compares this to its maximum design capacity. 

16 See NERSA, Application for tariff in terms of the Gas Act (Act 48 of 2001) by ROMPCO. 
17 See Sasol press release dated 30 May 2012. 
18 See ROMPCO update 10 December 2012, Expansion of Mozambique to Secunda (MSP) capacity through 
installation of a loop line. 
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30. In relation to this expansion of the pipeline and CPF, a second GSA was signed for a 
further 27 MGJ/a of commercial gas to be delivered to Secunda, starting in FY 2010.  This 
second GSA relates to the 27 MGJ/a pipeline expansion of 2010 which brought pipeline 
capacity to 147 MGJ/a. In line with the GoM’s policy that 50% of new commercial gas be 
made available to Mozambique, a further 27 MGJ/a of commercial gas is available to 
Mozambique and GSAs are currently under negotiation19. In addition, a further 2.7 MGJ/a (i.e. 
5% of 54 MGJ/a) of royalty gas is available to the GoM, bringing the total amount of royalty 
gas available to Mozambique to almost 9 MGJ/a. The 54 MGJ/a of commercial gas and 9 
MGJ/a of royalty gas correspond to the 63 MGJ/a expansion of the CPF in 2012, from 120 
MGJ/a to 183 MGJ/a. 

31. As a result, the changes to the project increased gas exports to the RSA, increased the 
fiscal benefits to the GoM through taxes, royalty gas, and dividends on its equity share in the 
project, and also allowed for further investments in gas related downstream activities. 

Figure 2: Mozambique to Secunda pipeline capacity 

 

Source: Sasol 
 
2. Key Factors Affecting Implementation and Outcomes 
 
2.1. Project Preparation, Design and Quality at Entry 
 
Soundness of background analysis  
 

19 CMH notes in its 2011 Financial Statements that the UJV is negotiating the sale of 27 MGJ/a of natural gas to the 
Mozambique market, with discussions being underway with MGC (11 MGJ/a), ENH (6 MGJ/a) and EDM/SNE (11 
MGJ/a). 
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32. The World Bank became involved at a relatively late stage of overall project 
preparation. When the World Bank was asked to provide Partial Risk Guarantees (in a letter 
dated October 23, 2002), it carried out due diligence on the pre-existing preparation work. This 
was not a fresh start, as the Bank had been involved previously in the sector through a number 
of technical assistance activities. The gas sector context and the Bank’s prior involvement are 
set out in Annex 6.  

33. This ICR finds that the project was well prepared by the Bank during appraisal. 
The due diligence carried out by the Bank team included regulatory and commercial 
agreements, legal statutes, technical availability of gas, quality of contracts and allocation of 
risks, procedures for award of EPC, economic benefits, financial analysis and environmental 
and social safeguards. Annex 5 lists the detailed preparation activities carried out by the Bank 
team.  

34. Importantly, the Bank, during appraisal, was able to insert several requirements 
relating to environmental and social safeguards that the project would need to follow. 
This included: a monitoring and auditing framework; Sasol to retain independent auditors to 
audit compliance with environmental obligations and compliance with the Resettlement 
Planning and Implementation Program (RPIP); and World Bank standards would apply to any 
expansion. Also, parties carrying out investments that required access to the pipeline had to 
comply with the Bank’s environmental and social safeguards policies. Further details are set-
out in section 2.4.  

35. The Petroleum Production Agreement (PPA) and Pipeline Agreement (PA) – the 
two documents that allocate the risks and returns between Sasol and the Government of 
Mozambique (and its institutions) - had already been signed (on 26 October 2000). The Bank 
reviewed the Agreements as part of preparation – and was satisfied with the documents. In 
assessing the appraisal of the agreements, it is important now to keep in mind the investment 
climate in Mozambique at the time of the appraisal, the (limited number of) realistic alternative 
investors Mozambique would have been able to attract at the time - and the risks/uncertainties 
that Sasol was facing at the time that the agreements were being negotiated.   

Lessons incorporated from earlier operations 
 
36. The Bank team consulted a number of relevant Bank project documents and 
reports. The following projects were reviewed: the Bolivia/Brazil Gas Pipeline Project (1997), 
the Azerbaijan/Georgia Oil Project (IFC/R98-180), and Chad-Cameroon Petroleum 
Development and Pipeline Project (2000). The 2003 report, prepared by the Operations 
Evaluation Department of the World Bank: “Extractive Industries and Sustainable 
Development, An Evaluation of World Bank Group Experience”, was also consulted. This 
report evaluated how effectively the World Bank Group has assisted clients in enhancing the 
contribution of extractive industries to sustainable development. The project design took 
account of the report’s three main recommendations: (1) formulate an integrated strategy for 
transforming resource endowments into sustainable development; (2) strengthen project 
implementation; and (3) engage the stakeholders.    
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• With reference to (1), the PAD notes that Mozambique’s share of revenues from the 
project would be accounted for through the GoM’s budget on a line item basis, the 
project’s environmental and social effects have been comprehensively studied and 
mitigation plans prepared, and the sponsors have established a social fund to be used for 
local communities in accordance with priorities set with community participation. 
Project preparation focused on procedures for environmental and social safeguards and 
its institutionalization in the culture of Sasol. 

• With regards to (2), that Sasol would retain independent auditors to audit compliance 
with the environmental management plans and applicable guidelines and policies as 
well as with the resettlement planning and implementation program.  

• With regards to (3), there was active consultation of stakeholders in RSA and RoM 
during the project design phase, in particular with regard to environmental and social 
aspects.  In addition, during implementation, local communities participated in decision 
making on the selection of community projects under the Social Development Action 
Plan mentioned above.  Finally, CMH worked closely with the IFC in raising finance 
and CMH staff benefited from this experience as well as from IFC’s participation in the 
operating committee of the joint venture undertaking in the upstream component of the 
project. 

Assessment of risks  
 
37. During Appraisal, the Bank reviewed the contractual structure of the project and 
concluded that the allocation of commercial, technical and political risks was acceptable and 
consistent with the structure of the project and in line with current practice in similar projects 
around the world. In addition, the legal counsel for the lenders to Sasol concluded that the 
project agreements were generally of a high quality. Development partners such as EIB and 
AfDB also conducted their own due diligence and were satisfied.  

38. A number of risks were identified during project preparation.   

39. Political risk was the most important from the perspective of facilitating commercial 
financing for the project. The risks covered by the IBRD guarantees were obligations within the 
control of the GoM.  The project was designed to make the GoM a stakeholder in the success of 
the project through (i) access to benefits of future project revenues in the form of royalties, 
taxes and dividends from the project: (ii) the opportunity to create a downstream gas market in 
Mozambique using royalty gas; (iii) the creation of jobs from project expenditures within 
Mozambique; and (iv) the improvement of skills of the workers within the gas sector.  In 
addition, the GoM agreed to indemnify IBRD for any call on the PRG, which created a strong 
contractual incentive for the GoM to meet its obligations. More generally, the World Bank’s 
ongoing dialogue with the GoM would enable it to influence GOM’s implementation of the 
project.  IFC’s participation was designed to encourage ENH to have an ownership presence in 
the upstream component of the project, thereby increasing the overall benefits to the country 
through higher returns and greater sharing of operational control. To date, the GoM has abided 
by its obligations under the PPA and PA and the Partial Risk Guarantees have not been at risk 
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of being triggered. In fact, consideration is being given to a re-financing and cancellation of the 
World Bank guarantees ahead of their scheduled closing date. 

40. Operator risk was identified as relevant. Sasol had experience with pipeline operations 
but not in oil and gas upstream operations. This risk was mitigated by Sasol appointing 
Kellogg, Brown and Root under an operations and maintenance contract. To date the project 
has operated at a high level of gas availability. 

41. There was also a technical risk that the gas reserves would turn out to be insufficient for 
the project.  As discussed in Annex 5, the gas fields had been studied extensively at the time of 
appraisal and three parties had provided estimates of the size of reserves. Since the time of 
appraisal, gas reserves have been revised upwards and the project has been expanded. 

42. A potential conflict of interest risk was identified due to Sasol’s involvement in all 
aspects of the project.  Sasol was one of the operators of the upstream component, a gas seller 
through the UJV with CMH and IFC, a pipeline owner through ROMPCO, a pipeline operator 
through Sasol Gas, and the gas buyer through Sasol Gas. Safeguards mechanisms were put in 
place for negotiating commercial contracts and for ongoing project operations and 
management.  ENH represented the sellers in negotiating the GSA with Sasol Gas.  Similarly, 
ENH represented the sellers in negotiations of the GTA with Sasol Gas and CEF (the South 
African government owned company with an option to invest in the pipeline). A management 
committee chaired by the regulator (DNCH) was established to oversee field operations, all 
decisions regarding upstream development needed to be approved by DNCH, and an 
independent auditor / expert could be called in by CMH / ENH or DNCH to verify any aspect 
of operations. For the pipeline,the development plan, key appointments and decisions regarding 
third party access within Mozambique required DNCH approval.   

43. Market risk was also a potential issue with the project. The following mitigating design 
features were included. The GSA included a take or pay clause, requiring Sasol to pay for gas 
that it does not take below 80% of the annual contract quantity (ACQ). The GTA contained a 
ship or pay clause, again for 80% of annual quantities. The effect of the take or pay and ship or 
pay clauses is to reduce volume risk for the project. Other market risks included force majeure 
and a gas price risk.  The economic assessment at the time of appraisal concluded that the 
project is “quite robust in delivering net economic benefits to Mozambique under the various 
scenarios.”  One reason for this is that the GSA contains a cap (US$ 34 per barrel) and a floor 
(US$ 16 per barrel) on the Dubai crude price used in the pricing formula for the first 10 years 
of operations, i.e. until the end of March 2014. 

44. In comparison to crude oil futures prices quoted in 2003 at the time of appraisal the 
range of crude prices allowed by the GSA appears not unreasonable.  The final daily settlement 
price of West Texas Intermediate futures contracts for delivery in December 2009 as quoted by 
NYMEX and averaged over the period September and October 2003 was $25.75. 20  The 
equivalent Dubai price would have been around US$ 3 per barrel lower. The range of crude oil 
prices allowed by the GSA also appear reasonable in comparison to long term oil price 
projections made at around the time of appraisal. The EIA’s price projections at the time for 

20 Source: Bloomberg. 
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2015 ranged from US$(2001) 19 to US$ 33 per barrel or from US$ 25 to $43 in current 
dollars.21 The EIA reports eight other price projections for 2015, which range from US$ 23 per 
barrel to $35 per barrel in current dollars. 

45. The economic assessment also noted that, given the conservative assumptions made, the 
economic benefits realized by the project could be much higher. With the project expansion, 
gas volumes produced and transported are currently higher than those anticipated at the time of 
appraisal.  In addition, the price paid under the GSA has been higher than that assumed for the 
economic analysis at appraisal and following the expiry of the price cap in 2014, the GSA price 
is expected to rise significantly. A second GSA, related to the expansion, has been signed with 
a price of gas higher than that of the first GSA.  

46. The financial analysis at the time of appraisal also showed that CMH would make high 
returns on its investment and that the project would provide sufficient cash flows to enable 
CMH to service its debt throughout the life of the project. The analysis showed that the debt 
service coverage of SPT and ROMPCO would be tight in the early years of the project and 
noted that the financial underpinning for the project is the financial strength of Sasol and its 
prominent position in the South African gas market, with a captive gas market that could 
absorb the bulk of the gas production from the project. The analysis also showed that, in the 
base case, IFC’s return was 15% and, in each of four downside scenarios, IFC’s return fell to 
13%. When IFC assessed the project in mid-2008 it found the returns to IFC on its equity 
investment to be “excellent”.22   

47. The conclusion is that overall, the risks were well identified and mitigated.  

Rationale for Bank involvement 

48. The Bank was presented with an investment opportunity that was in line with the goals 
of the CAS. Although significant preparation had already been undertaken, due diligence 
supported the view that the Bank could work with the existing gas agreements. An important 
consideration was the willingness of the parties to adhere to the Bank’s requirements on 
environmental and social safeguards. The investment presented the Bank with a first 
opportunity to structure an IBRD Enclave PRG (using IBRD in an IDA country on the strength 
of the credit worthiness of the project –due to exports, payments in foreign currency and credit 
worthy off-takers). It should be noted that this was a highly innovative activity for the Bank – 
both in terms of structuring first IBRD Enclave PRGs and in terms of bringing in IFC to 
purchase equity and improve the balance of the deal in favor of the GoM.  

Government role  

49. Whilst the Bank negotiated and agreed on an indemnity agreement for the PRGs with 
the GoM, the project was driven mainly by Sasol with the GoM having what has been 
described as a facilitating role.  

21 See EIA, International Energy Outlook 2003, page 43. 
22 IFC, Southern Africa Regional Gas Development Outcome, review of outcomes as at mid-2008.  Note that the 
IFC assessed the upstream component, not the full SARG project. 
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Factors outside the control of borrower, implementing agency or government 
 
50. Since the project was prepared, two key fundamentals have changed. First, the price of 
oil has increased and remained at a significantly higher price (from US$30-40/barrel to 
US$100+/barrel). This is clearly a function of changes in the global economy and is not 
something that the World Bank team could have predicted (given that all major forecasting 
institutions were not predicting such an increase). However, this has led to Sasol having 
obtained gas (and paid taxes) at lower cost over the period 2004-14 than if the gas price did not 
have a cap. Second, Mozambique and South Africa have both gone from being countries with 
excess power to countries looking for new sources of power. This dramatic shift has made gas 
exports a less attractive activity for Mozambique when the gas could be being used to generate 
power at lower cost than the cost at which EdM is currently able to purchase power. These two 
key fundamentals would have been difficult to predict at the time, but have acted to make the 
‘deal’ between Sasol and Mozambique seem less attractive from Mozambique’s perspective 
than it appeared at the time. Annex 3 provides more details.  

2.2 Implementation 
 
51. Project results on physical delivery of gas have consistently been very strong.  

• The upstream and pipeline components of the project began delivering gas to Secunda 
in February 2004, less than three months after Board approval, on November 20, 2003.  
This gas start date was one month later than assumed in the PAD base case but fell 
within the window for the start date under the GSA, which ran between 1 July 2003 and 
30 June 2004. The formally revised completion date of the project was 26 March 2004 
(official first gas). 

• The Bank was informed that audits of the gas field development, pipeline and CPF 
construction, and metering installation conducted by Mozambican teams with technical 
support from advisers funded through Norwegian technical assistance confirmed that 
the project had been constructed in accordance with the development plan. 

• As at June 2012, 875 MGJ of gas had been delivered by the project of which 852 MGJ 
had been exported to Sasol in RSA under the GSAs.  In addition, 4.0 million barrels of 
condensate had been sold. The base case scenario used for the economic analysis in the 
PAD assumed 100% of annual contract quantities (ACQ) for 100% of proven reserves 
and 50% of probable reserves. The base case scenario assumed that by mid-2012 the 
project would have delivered 891 MGJ of gas under the GSA and 3.9 million barrels of 
condensate. The actual deliveries of gas and condensate under the GSA to date are 
therefore very close to expected deliveries at appraisal. 

• Additional gas reserves were discovered by 2006 and it was noted that any further 
developments would need to be consistent with Mozambique’s interests to develop 
tourism and to preserve the country’s nature reserves. Although some of the new gas 
finds were outside the Pande and Temane PPA area, they would still utilize the CPF and 
pipeline components of the project and, therefore, the Bank’s environmental and social 
safeguards policies would need to be observed. The 2006 ISR noted 12 wells available 
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for production, a stable CPF operation and the pipeline running at 100% of contracted 
volume.  SPT and ROMPCO were in line with the Bank’s environmental and social 
safeguards, with no environmental incidents and resettlement and rehabilitation almost 
complete.  Accordingly, implementation of the project in terms of progress towards its 
PDO was consistently rated satisfactory in project ISRs, issued in Dec 2006, Oct 2007, 
Mar 2009, Jan 2011 and Mar 2012. 

• The final construction costs for the gas pipeline are about R490 million(US$ 52.6 
million) below the project appraisal estimate, despite the Bank’s supervisory mission 
of November 2004 having noted capital costs overruns of US$ 10 million for the gas 
field and US$ 31 million for the CPF during the funding period ending December 31, 
2004.  

52. However, there were some problems along the way. 

• The IFC disbursement was delayed by 2 ½ years while CMH arranged financing for its 
right to a 30% stake in the UJV. Sasol advanced the project as the sole UJV owner until 
CMH and the IFC took up their stakes. The Governments of Mozambique (via 
Compania Mozambicana de Gasoduto) and South Africa (via iGas) exercised their 
options to acquire 25% each of ROMPCO in 2005.  CMH, which holds a 25% share of 
the UJV, listed 10% of its shares on the Mozambican stock exchange in April 2009, 
leaving its shareholders as GoM 20%, ENH 70% and a free float of 10%. 

53. One area of relative underperformance was in information sharing.  

• The 2007 ISR reported a lack of information sharing between SPT and CMH/IFC on 
operations and decision making in the upstream component.   

• The 2008 ISR rated ‘reporting’ as moderately unsatisfactory on the basis that reporting 
requirements of ROMPCO and SPT were not being met on a regular basis.  By 2011 
and 2012, however, the ISRs noted that ‘reporting’ was satisfactory. 

• Reporting for the purposes of this ICR was found to be of varied quality (highly 
responsive by SPT and Sasol Petroleum International – but significantly less so by 
ROMPCO). ENH and the Ministry of Mineral Resources were found to be unresponsive 
to follow up requests for clarification/information following meetings/discussions. 

• Reporting was rated as moderately unsatisfactory in the 2009 ISR because audited 
annual reports and other operational reports were not forthcoming from SPT or 
ROMPCO. This issue was not resolved and was still an issue (mostly for ROMPCO) at 
the time of the ICR.  

2.3 Monitoring and Evaluation (M&E) Design, Implementation and Utilization 
 
Design 
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54. The indicators and targets regarding gas exported and fiscal benefits to the GoM could 
have been designed to be better aligned with the PDO. In particular, the indicator related to gas 
volumes focuses solely on gas exports, without considering the potential for developing a 
domestic market for gas. A more appropriate indicator would have captured gas exports and 
gas sales for use within Mozambique. If the project were to be designed today, given current 
World Bank policy that two-country projects can qualify as regional projects, the project would 
likely have been designed as a regional project. This would have meant that impacts would 
have been assessed in both Mozambique and South Africa under the M&E for the project. This 
would have given a broader assessment of overall benefits to the region and in both countries 
from the project rather than a focus on exports from Mozambique to South Africa per se as is 
the case for this project.   

55. The indicator for fiscal benefits was defined in aggregate for the full 25 year duration of 
the project.  However, the indicator could have been better designed to specify fiscal benefits 
along a timeline, with expected aggregate fiscal benefits at certain time intervals.   

2.4 Safeguard and Fiduciary Compliance 

56. Safeguard compliance has been consistently rated satisfactory. The strong 
performance during early implementation led management to concur to an extended period 
between supervision missions. The frequency of supervisory missions was conducted every 18 
to 24 months and environmental audits every 18 months instead of annually.  The 2008 ISR 
noted that Sasol was maintaining the required environmental and social standards for the gas 
field, CPF and pipeline, including the pipeline expansion. The same ISR noted that the project 
operations had run smoothly during an earthquake earlier that year and cyclone Favio in 
February 2007.  Sasol was also reported as maintaining appropriate environmental and social 
standards throughout the period covered by the five ISRs. Sasol provided an Annual Integrated 
Disclosure Report that summarized Sasol’s compliance with its social and environmental 
obligations.   

57. At the appraisal stage, in what was one of the critical areas of additionality as a 
result of Bank involvement, a monitoring and auditing framework was designed and a 
number of measures were put in place. Sasol retained independent auditors to audit 
compliance with environmental obligations and compliance with the Resettlement Planning and 
Implementation Program (RPIP). Sasol would provide the reports to the Bank and make public 
an annual integrated disclosure report. It was agreed that Bank standards would apply to any 
expansion and that the GoM would retain independent experts to ensure adequate monitoring of 
implementation of the project’s environmental and social mitigation plans. Also, parties 
carrying out investments that required access to the pipeline had to comply with the Bank’s 
environmental and social safeguards policies. 

58. In discussions with Sasol during the ICR process, the team was informed that from 
Sasol’s perspective, the Bank’s involvement in the project helped to strengthen 
compliance procedures within Sasol. The Bank’s standards empowered the Sasol CSI team to 
ensure that Sasol complied with these standards. Bank mission Aide Memoires and regular 
Annual Integrated Disclosure Reports produced by Sasol were seen as important for instituting 
safeguard related corporate good practice across Sasol’s entire activities. The Bank’s 
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environmental and social safeguards standards were also important for Mozambique since the 
standards were stronger than what Mozambique had in place and the GoM learned from the 
Bank’s standards.   

59. The Bank’s supervisory missions in 2007, 2008, 2010, and 2013 noted that Sasol had 
retained its ISO 9001, ISO 14001 and OSHAS 18001 certification, indicating that Sasol’s 
standards were of a high quality. The missions also noted that Sasol was demonstrating a 
concerted long term effort to improve environmental management at the CPF, at the old and 
new gas fields, along the flow lines, and along the main gas pipeline. The most recent Bank 
supervisory mission conducted in June 2013 as part of the preparation of this ICR was very 
satisfied with the environmental management, health and safety performance of Sasol. 

60. Sasol’s approach to managing safeguards issues is to avoid compensation situations.  
The project has had a number of safeguard issues during the period of operations and when an 
issue was identified, Sasol worked to resolve it. For example, there were issues at the CPF 
regarding wastewater treatment, fumes from the incinerator and a smoky flare.  These were 
dealt with by installing a new plant and working with CPF staff to change their behavior in 
terms of the use of fats or disposal of plastic bottles. There have been no complaints from 
neighboring communities.   

There are some environmental issues that need to be noted: 

• Encroachment at the CPF is an ongoing issue.  When the CPF was developed, the site 
was built on an empty space. However, the CPF is now an attractive place to which to 
migrate.  The UJV needs to acquire new land to allow for expansion, which is likely to 
require re-settlement in future. 

• Environmental audits have identified safeguards issues with the pipeline. The main 
issue is the use of the pipeline service tracks by locals for logging and charcoal 
production activities.  The pipeline traverses wilderness areas where there are no roads, 
which makes the pipeline service tracks attractive access routes. Sasol tries to manage 
this by padlocking gates to make the tracks less accessible. However, the padlocks are 
often cut.  Sasol provides information flows to the GoM and engages with local 
government about these issues. However, Sasol cannot physically stop use of its service 
tracks in every case. 

61. At the preparation stage, it was also agreed that Sasol would establish a US$ 5 million 
fund for a Social Development Plan. This became the Corporate Social Investment (CSI) 
program, which by June 2012 had invested US$ 12.5 million on social projects in 
Mozambique.  In the period 2002 to 2012, Sasol invested in education, health, water and 
sanitation, and job creation. This involved the building of health centers and hospitals, 
construction of schools, investment in sports, and the building of water fountains. Until 
recently, Sasol’s approach had been to respond to the immediate needs of the community, 
which helped to build relationships within the local communities and local government.  
However, there was a concern that Sasol’s approach to CSI could be made more sustainable. 
For example, ENH noted the case of schools that had been constructed but could not be used 
because of a lack of teachers. 
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62. With regards to issues raised on social safeguards: 

• Sasol is now adopting a more formalized approach to CSI. It continues to consult with 
stakeholders to understand the needs of the community. It then works with stakeholders 
to develop solutions consistent with an overall theme for CSI and which are sustainable.  
Approved projects are implemented and monitored. However, focusing on sustainable 
projects means building up the capacity of the community.  For example, this may mean 
constructing a health clinic, training health workers and providing equipment to health 
workers to enhance the provision of health services. As the new approach is 
implemented, Sasol expects CSI expenditure to increase. Sasol’s forecast social 
expenditure from the UJV and ROMPCO in Mozambique over the period 2013-2023 is 
US$ 1.8 million per year. 

• Management of the social development fund would need strengthening due to the 
increased program size.  

2.5  Post-completion Operation/Next Phase 

63. Sasol and ROMPCO provided a number of regular reports including six monthly 
operations and maintenance reports, annual compliance certificates with financial covenants 
and audited annual financial statements. These reports provided information on gas production 
and sales volumes, gas quality, plant operations and safety, and financial performance.   

64. The World Bank undertook regular missions to supervise the financial, operational and 
safeguard aspects of the above project. The supervisory missions initially took place every 12 
months and from 2008 the frequency was reduced to every 18 – 24 months on the basis of 
satisfactory ratings (monitoring and evaluation was consistently rated satisfactory). 

65. At the same time, it is unclear whether the Bank team took full advantage of its role in 
this operation to advance further Bank support for gas development activities in the region. For 
example, at the time new gas discoveries were reported, management encouraged the team to 
think about how to assist the government in developing gas for power generation and, more 
broadly, the development of the gas market in Mozambique, issues that are extremely relevant 
for Mozambique today. However, even though the ISRs show that the issue was raised by 
management with the team as far back as 2006, there is no evidence of any follow up. There is 
also a general sense that the Bank teams did little to publicize this operation in the Bank, with 
lost opportunities to apply lessons from this operation to other Bank operations under 
preparation.  

Assessment of Risk to Development Outcome 
Rating: Moderate 
 
66. The risk to the development outcomes is assessed against the expected outcomes at the 
time of appraisal and reflected in the project development objectives. This risk is considered to 
be  a moderate risk overall, given that the project has been developing and exporting gas for 10 
years and its impact to date on the Mozambique economy can be accurately assessed.  In the 
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intervening period, expectations in regard to gas development outcomes countrywide have 
increased significantly, due to prolific offshore gas discoveries, and may not be easily realized. 

67. The risks to the development outcomes can be grouped into a number of different areas, 
each of which is discussed below. 

68. The technical risk to the project is moderate. The project was designed and constructed 
by industry experts and has been operated by an experienced operator, Sasol Gas, since 2004.  
In addition, the fields at Pande and Temane are well understood. However, with any project of 
this nature, there continues to be some risk of technical failure. 

69. Mozambique has in the past experienced natural disasters in the form of floods, 
earthquakes and cyclones. The SARG project performed well during the earthquake and 
cyclone with its associated flooding in 2007.  While this indicates a robust project, each natural 
disaster has different characteristics and the risk remains that a future natural disaster could 
interrupt operation of the project. 

70. Political support for the project is strong. The GoM benefits from royalty gas, income 
tax, and profits through its 25% equity stake in the upstream and pipeline components of the 
project.  This gives the GoM a strong incentive to continue to support the project, particularly 
in light of the expected future increase in fiscal benefits which will begin to accrue in the next 
one to two years. The obligation for the GoM to indemnify the World Bank if the PRGs are 
called provides a further incentive for the GoM to abide by its project obligations.  The PRGs 
are due to expire in 2015 and 2017.  While this will remove the incentive for the GoM to abide 
by its obligations, the strong fiscal benefits expected to be accruing by the time the PRGs 
expire will continue to give the GoM strong incentives to support the project. The GoSA is also 
strongly committed to the project, given the importance of Sasol’s operations in RSA and the 
government’s 25% stake in the pipeline. In terms of political importance, the new gas fired 
power generators are becoming extremely important to Mozambique’s medium term power 
supply needs and thus political support for the gas supply, in this regard, is likely to remain 
strong. 

71. Community support for the project is also strong, given the CSI program undertaken by 
Sasol, the benefits of the development of the downstream gas industry and the 10% local stake 
in CMH. There is a danger that if the gas distribution network in Maputo is not developed as 
planned and closure cannot be reached on the sale of gas for use by downstream projects, 
community support for the SARG project will weaken. A further danger to community support 
is if CMH cannot begin to pay its declared dividends. 

72. The development of the very large gas projects in Northern Mozambique to some extent 
derive from the success of the SARG project. However, the developments in Northern 
Mozambique could pose a threat to the SARG project by exacerbating a skills shortage within 
the gas sector, at least in the short to medium term. If the new projects in the north are not seen 
as a success or are delayed, it is possible that they will serve to reduce public support for the 
gas sector more generally, including for the SARG project. 
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73. The main market risk is driven by the gas price under the GSA and the transportation 
price paid under the GTA. The GSA price is directly linked to the crude oil price and the GTA 
price is indirectly linked to the crude oil price through prices for gas oil and heavy fuel oil.  At 
the time of appraisal, the crude oil price was in the order of US$ 20 per barrel and it is now in 
the order of US$ 100 per barrel. The volatility in the crude oil price was recognized at the time 
of project design, when a cap and floor were placed on the crude oil price used to set the GSA 
price.  However, the cap and floor applied only until March 2014. The expiry of the cap will 
allow the GSA price to rise to reflect the current crude oil price. However, the crude price 
remains volatile, creating significant downside price risk under the GSA compared to the crude 
price assumption used to estimate economic and fiscal benefits at the time of this ICR review.  
It is possible to use crude oil price derivatives to hedge (or partially hedge) the GSA price and 
mitigate the risk. 

74. Regulatory risk is a possibility. The industry regulator must approve access terms to the 
pipeline within Mozambique, which raises the possibility, at least theoretically, that third party 
access to the pipeline interferes with Sasol’s ability to deliver according to its obligations under 
the second and subsequent GSAs. It is assumed that GoM would not allow a regulatory ruling 
to interfere with Sasol’s ability to deliver under the first GSA for which it has the PRGs.  In 
addition, the Regulatory Agreement in RSA allowed Sasol exclusive use of the South African 
portion of the pipeline for a 10 year period from commercial operations. NERSA’s regulatory 
rules regarding third party access could, in theory, affect Sasol’s project operations.  As a 
purely hypothetical example, a requirement to provide third party access to ship royalty gas to 
RSA may affect Sasol’s incentives to further expand the upstream component of the SARG 
project. 

75. Finally, the project is commercially viable in its own right, leading to strong incentives 
for the equity owners to provide continued support for the project. Sasol has an added incentive 
to support the project, given its downstream operations and market in Secunda that rely on the 
gas provided by the project. 

3. Assessment of Outcomes  
 
3.1 Relevance of Objectives, Design and Implementation  

Rating: High  
 
76. At the time of appraisal, the project’s objectives were highly relevant to the 
development priorities of the GoM, as set out in the CAS of 2004 to 2007. By initiating the 
development and export of Mozambique’s natural gas resources, the GoM revenues from the 
project would contribute towards GoM’s long-term development priorities of economic growth 
and poverty reduction while the project would help to improve Mozambique’s investment 
climate and build the capacity and accountability of key sector institutions. 

77. The project’s original objectives remain relevant for GoM development priorities.  
Having said that, greater emphasis is now being placed on the domestic use of gas resources. 
Using gas domestically has gained in importance because of: (i) the pressing need to quickly 
develop electricity generation to meet increasing demand (and the high cost of current import 
options); (ii) the desire on the part of the GoM to have the people of Mozambique feel 
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ownership of the project by benefitting directly through the use of the gas, for example, for 
cooking; and (iii) the perceived success of the development of a downstream gas industry using 
the distribution networks of the Matola Gas Company and in North Inhambane, supplied by 
royalty gas. Economic growth and poverty reduction remain long term priorities and the gas 
sector exports continue to play a key role in achieving these objectives by providing revenues 
to the GoM. 

78. In practice, the project outputs have been sufficiently flexible to adapt to changing 
government priorities.  In this respect the project design was highly relevant in that it allowed 
for five off-take points within Mozambique thereby providing the option to increase domestic 
supply, allowed for an increase in pipeline capacity using compression and allowed for royalty 
gas to be taken as cash or as gas in kind. As the downstream gas sector developed, the GoM has 
been able to take royalties as gas in kind (i.e. up to 6 MGJ/a from the original project and 2.7 
MGJ/a from the project expansion) for use in Mozambique in place of cash payments. In 
addition, the intention now is to allocate 50% of all new commercial gas to Mozambique, 
which means that 50% (27 MGJ/a) of commercial gas from the expansion project is intended to 
be allocated for use within Mozambique. Part of this gas is being allocated for power 
generation – with a number of projects in various stages of design, construction and operation.  

79. The Bank continues to support projects that reduce greenhouse gas emissions; in 
this respect, the project objectives on environmental sustainability remain highly 
relevant.  Gas from the project in Mozambique is being used to replace charcoal and wood for 
cooking in homes and liquid fuels for power generation, both uses reducing greenhouse gas 
emissions and having other environmental benefits. Also within Mozambique, the project has a 
strong emphasis on following World Bank environmental safeguards. Although not formally 
part of the scope of the project, in South Africa, the gas has been used to replace synthetic gas 
made from coal as a feedstock in Sasol’s petrochemical operations in Secunda. The GoM has 
plans to use gas in power generation which would help to meet rapidly growing demand for 
electricity within Mozambique, thereby helping to generate economic growth. 

3.2  Achievement of Project Development Objectives  
Rating: Satisfactory 

80. The main objective is “to initiate the development and export of Mozambique’s 
substantial natural gas resources in an environmentally sustainable manner, thereby 
contributing towards economic growth and poverty reduction.” The key performance indicators 
are exports increasing from 72 MGJ in 2004 to 120 MGJ/a from 2009 to the end of the project 
and fiscal benefits from royalties and income taxes, estimated at the time of appraisal to be US$ 
498 million (undiscounted) over the project life, or US$ 105 million discounted at 10% to 
2001. 

81. The outcome key performance indicator (KPI) of gas exports has generally been 
met.  Gas exports were slightly below the indicator in 2009 and 2010 but following expansion 
of the CPF and pipeline have exceeded the indicator since 2011 – see Figure 3.23 The reason for 
lower exports than planned in certain years was due to gas not being taken by the buyer rather 

23 Gas exports to RSA comprise sales under GSA 1 and GSA 2. 

20 

                                                 



than the project not being available to deliver gas up to the level of contractual commitments.  
Looking ahead, the additional gas reserves found in the region around the Pande / Temane 
fields suggest that, over the life of the project, the indicator for gas exports will be exceeded.  
Gas supplied to Mozambique was 3-4 MGJ in 2011 and 2012, and this rose to 14 MGJ in 2013. 

Figure 3: Actual gas deliveries 

 
Source: PAD and Sasol 
Note: for the purposes of the graph we have shown a linear increase in target gas exports from 72 MGJ in 2004 to 
120 MGJ from 2009.  The export performance indicator does not specify whether the change from 2004 to 2009 is 
linear.  Delivered volumes in 2004 are below target largely because of the difference between the fiscal year used by 
Sasol and the World Bank. 
 
82. As at June 2013, 1,026 MGJ of gas had been delivered by the project of which 989 
MGJ had been exported to Sasol in RSA under the two GSAs. In addition, 4.4 million barrels 
of condensate had been sold.  The base case scenario used for the economic analysis in the 
PAD assumed that by mid-2013 the project would have delivered 1,011 MGJ of gas under the 
GSA and 4.4 million barrels of condensate. Actual deliveries of gas and condensate to June 
2013 are therefore very close to expected deliveries at appraisal, with actual deliveries of gas 
under the GSAs being 2% below base case deliveries under the GSA forecast at appraisal. 

83. Sasol provided a gas supply forecast from 2014 onwards. This shows gas deliveries 
rising from 171 MGJ in 2014 to 195-198 MGJ/a from 2017 to 2024 (of which 158-162 MGJ/a 
are forecast to be exported to RSA), when the forecast ends – see Figure 4. This is significantly 
more than the 120 MGJ per annum set out as a key performance indicator. From 2004 to 2024, 
deliveries to Sasol in RSA are expected to be 2,719 MGJ, which is significantly more than the 
2,282 MGJ to the end of 2024 or the 2,489 MGJ for the life of the project in the base case 
scenario used by the Bank for the economic analysis at appraisal. In summary, the project 
should comfortably exceed the gas exports performance indicator. 
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Figure 4: Actual and forecast gas deliveries 

 
Source: Sasol 
Notes: 2004 royalty and commercial RoM gas includes commissioning gas, volumes for 2004 to 2013 are actual 
volumes, volumes for 2014 onwards are a forecast provided by Sasol in May 2014.  The gas exports KPI is shown 
on the graph as being constant to 2024.  This arguably overstates the KPI since it implies deliveries to RSA from 
2004 to 2024 of 2,376 MGJ compared to 2,282 MGJ used in the base case scenario by the Bank for its economic 
assessment at appraisal. 
 
84. The project will almost certainly exceed the fiscal benefits performance indicator. 
As noted above, data provided by Sasol indicates that the total amount of income tax and 
royalties paid to GoM from 2004 to 2013 was US$ 130 million (undiscounted) 24 . This 
compares to the base case forecast at appraisal of US$ 102 million (undiscounted) over the 
same period.  Over the period from 2014 to 2023, according to Sasol’s forecasts a further US$ 
1,380 million of taxes and royalties will be paid to GoM – see Figure 5.25 When discounted to 
2001 (using a 10% discount rate), the total amount of royalties and income taxes paid to GoM 
over the period 2004 to 2023 is forecast to be US$ 277 million. This is more than two and a 
half times greater than the US$ 105 million estimated for the base case scenario at appraisal 
over the period 2004 to 2025 and set as one of the project’s key performance indicators.   

85. In addition to the fiscal benefits from income tax and royalties, GoM benefits from 
dividends paid by CMH and CMG and capital gains on its equity stakes in the two companies.   

24 Annual figures reported by Sasol are lower than annual figures reported in the EITI Mozambique reports.  
25 We adjust the forecast by taking only 75% of the value of royalties paid by the UJV as the benefit of royalties that 
accrues to the GoM and taking 75% of the value of income tax paid by ROMPCO as the benefit of tax that accrues 
to the GoM.  These adjustments reflect CMH’s shareholding in the UJV and CMG’s shareholding in ROMPCO. 
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Figure 5: Actual and forecast income tax and royalties paid to GoM 

  
Source: Sasol (Note: actuals to 2013 and forecast from 2014 to 2023). World Bank (Note: forecast at the time of the 
PAD from 2004 to 2023) 
 
86. Until 2012, minimal taxes and royalties had flowed to GoM although fiscal benefits 
then increased significantly in 2013 and are expected to increase significantly further 
from 2015. It was recognized at the time of the PAD that the fiscal regime in Mozambique 
meant low taxes would be paid to the GoM in the early years of the project, with the PAD 
indicating that 70% of royalties would be generated after 2010 and tax payments would begin 
towards the sixth year of commercial operations, i.e. financial year 2009. Therefore, the 
expectation was that revenues from taxes and dividends would be somewhat backdated.  

87. The likely reason for some additional delay in revenues to the GoM relative to 
expectations at appraisal is twofold.  First, the GoM used debt to finance its equity stake in the 
UJV through CMH. This has meant that much of CMH’s share of profits from the UJV have 
been used to service the debt.  Second, the tax regime applied to capital expenditure related to 
the pipeline and upstream expansion has delayed tax revenues. This tax regime is a standard 
approach by countries wanting to incentivize capital expenditure. Depreciation on the capital 
expenditure is treated as an expense for tax purposes. Mozambique applied a regime of 
accelerated depreciation whereby upstream costs were 100% depreciated over 4 years.  
Accelerated depreciation is often used to attract oil and gas investment in particular. For 
example, the US provides tax incentives in the form of accelerated depreciation to stimulate 
private investment in the oil and gas sector - intangible drilling costs may be fully depreciated 
in one year and tangible drilling costs fully depreciated over seven years. 26  The project 
expansion ends up bringing benefits to Mozambique through additional royalties, the 
availability of gas to Mozambique and, in the long run, delayed but significant tax revenues.   

26 www.brucemarkpetroleum.com  
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88. A further reason for the rise in expected fiscal benefits in the near future is that the cap 
on the crude oil price that forms part of the calculation of the first GSA price no longer applies 
from April 2014.  From Sasol’s perspective, the cap is likely to have been crucial in it 
committing to the large sunk investment required for the project. Without the cap, Sasol is 
likely to have been concerned that a substantial increase in the crude oil price would have 
resulted in reduced consumption by its gas customers in South Africa, leaving its investments 
stranded. The 2014 increase in the GSA price will increase taxes and royalties owed to the 
GoM. It is also worth noting that the floor on the price of gas in the first GSA would have 
given comfort to GoM on revenues from the project.  

89. Sasol’s forecast royalty and income tax benefits suggest that the delayed tax payments 
are largely a matter of timing since due to the expansion and higher than expected crude oil 
prices at the time of appraisal – over the life of the project – the fiscal benefits to Mozambique 
are likely to be significantly higher than anticipated at the time of the PAD. 

90. It can be expected that some of the GoM’s equity will be released from the project in 
the near future.  According to ROMPCO’s 2012 Audited Annual Financial Statements, the 
Directors of ROMPCO have approved repayment of shareholders’ loans in 2015, including 
CMG’s R238 million loan. 

91. In spite of fiscal benefits from income taxes and royalties being below expectation to 
date, the Ministry of Mineral Resources indicates that Mozambique has already benefitted from 
the project. The project allowed monetization of the gas in the Pande and Temane fields, which 
had been stranded for many years. In discussion with the Ministry, they were of the view that 
any fiscal benefits to the GoM were an improvement over the counterfactual of not monetizing 
the gas. Discussion with senior officials at the Ministry of Energy of Mozambique and EdM 
makes it clear that power generated by gas from Pande and Temane is the medium term 
solution in terms of making available financially sustainable power for Mozambique.   

92. The achievement of the objective “to initiate the development and export of 
Mozambique’s substantial natural gas resources in an environmentally sustainable 
manner” has been highly satisfactory. As noted above, the project has met the performance 
indicator regarding gas exports. In Mozambique, some of the gas from the project is being used 
to replace charcoal and wood for cooking in homes and liquid fuels for power generation, both 
uses reducing greenhouse gas emissions and having other environmental benefits. This is 
reinforced by ENH’s view that “the project has had little effect on the environment other than 
that gas produces fewer emissions than the coal or oil which it has replaced”. In addition, 
Implementation Status and Results Reports (e.g. 2006, 2007, 2009, 2012) have consistently 
rated the project as satisfactory with regards to environmental safeguards. Although not 
formally within the appraisal framework, downstream use of gas in RSA is bringing global 
environmental benefits in the form of reduced CO2 emissions and local environmental benefits 
in the form of reduced particle emissions and NOx and SOx emissions.  Much of the exported 
gas is being used in RSA as a substitute for synthetic gas made from coal as a feedstock for 
Sasol’s petrochemical facilities.  

93. The achievement of a contribution “towards economic growth and poverty 
reduction” is rated as satisfactory. The project has contributed to Mozambique in the form of 
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direct fiscal benefits (revenues to GoM from royalties and taxes alone are estimated at US$ 130 
million from inception to 2013, compared to the estimate of US$ 102 million at appraisal), 
through the creation of employment on the development and ongoing operation of the project 
and its expansion (employment on the project has been roughly estimated as 5000 person years, 
see Annex 3, including 154 employed in Mozambique on an ongoing basis as at 2013 and 
forecast employment of 170 from 2014), through the development of a downstream gas sector 
(over 30 industrial and 600 household customers were connected as at 2013) and the 
development of gas fired power generation (400MW of power generation plants have either 
been commissioned or planned). Over the life of the project, it will provide sustained fiscal 
benefits to the GoM though it is difficult to find specific evidence of the project having already 
led to economic growth and poverty reduction. For this reason, the rating is ‘satisfactory’ rather 
than ‘highly satisfactory’.   

94. The overall performance of the macro economy includes but is not attributable to the 
impact of the project. During the period of the project i.e. from 2004 onwards, Mozambique’s 
economy grew strongly, both in terms of GDP and GDP per capita. However, there has been no 
discernible change in rate of economic growth since before the project.  Further, while poverty 
has fallen between the mid-90’s until 2003, it is not clear whether it has done so since and it is 
not possible to attribute any reduction in poverty to the impact of the project.   

95. The project also aimed to “provide a framework for other future private sector projects 
and facilitate further investments in gas exploration and other gas related industries.” In this 
regard, the project allowed Mozambique to begin to develop a downstream market for gas as a 
result of the distribution networks in Matola and Maputo and in North Inhambane. 27  For 
example, 620 households have been connected to the gas distribution network in North 
Inhambane. The distribution network in Matola and Maputo also serves over 30 industrial 
customers. In addition, over 400 MW of gas fired generation projects have either been 
commissioned or are planned. This could bring substantial benefits to Mozambique by avoiding 
costs of burning imported liquid fuels to generate electricity and improving the availability of 
electricity to Mozambique customers. The economic benefits of this power generation to 
Mozambique could be US$ 77 million, or more, over the next five years.28 

96. The project has helped the participants/actors/stakeholders in Mozambique’s oil and gas  
sector to learn how to manage new exploration and production in the sector. For example, the 
project has helped Mozambique to better develop and manage the tender process for 
concessions for oil and gas exploration, and how best to monetize gas from the new discoveries 
in the Rovuma basin.  Given the enormous size of recent gas discoveries, the experience built 
up over the past 10 to 12 years on the SARG project, and earlier Gas Engineering Project, is 
very valuable. 

27 The gas distribution network in North Inhambane was developed before the SARG project.  In 1992, an 
exploration well in the Pande field was put in production to supply gas to power generation facilities in Vilankulo.  
Since 1992, the system has been expanded several times and gas is now also supplied to Inhassoro and Nova 
Mambone, and to the islands of Magarugue, Benguerra, and Bazaruto.  See World Bank, Flared Gas Utilization 
Strategy - Opportunities for Small-Scale Uses of Gas, May 2004. 
28 See Annex 3 for more detail. 
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97. In the Ministry’s view, the lessons from the SARG project are currently being used in 
developing the gas master plan for the country.29 The project has also helped the stakeholders 
in the sector to build capacity such that they are able to manage the gas project for themselves, 
without the need for external advisors and these lessons will be used for the new discoveries. In 
this way, the SARG project has helped to create a framework for new private sector 
investments. 

98. The SARG project has also helped improve the investment climate in Mozambique. 
Prior to Mozal (large Aluminium smelter), few firms were looking to invest in Mozambique. 
The SARG project encouraged investors by demonstrating that it was possible to develop a 
large project in Mozambique and gave the GoM credibility that it would be supportive of 
investments.  During negotiations for the SARG project, the GoM worked to improve the legal 
framework for the sector by defining roles for different government entities and drafting the 
Petroleum Law (2001). The legal framework is currently being updated to deal with new issues, 
such as the need for legislation governing LNG exports.  

99. The Ministry’s comments suggest that the GoM believes its experience with the SARG 
project has helped it in developing the Mozambique gas sector in a sustainable way. This is 
particularly important in light of the new discoveries of gas in the North of the country which 
are very substantial, with around 100 Tcf of discovered reserves and potentially over 150 Tcf of 
undiscovered gas resources. The recent ICF report30 estimates that Mozambique could earn 
US$ 5.2 billion per year by 2026 from LNG exports alone.31 

3.3 Efficiency  
 
100. The efficiency of the project is high because of the higher net present value of the 
project and higher economic rate of return relative to that forecast during appraisal. The 
PAD estimated the NPV (2001) of the economic rent from the project accruing to the GoM as 
US$ 197 million from royalties, income taxes, and equity participation in the UJV and 
pipeline.32  Of the economic rent, US$ 105 million was estimated to accrue from income taxes 
and royalties.  At appraisal, Mozambique’s share of the economic rent from the project was 
estimated as 64%, with an EIRR of 21.5%. Since then crude oil prices have risen significantly 
which has increased the estimated economic rent accruing to the GoM to US$ 591 million, of 
which US$ 295 million is estimated to accrue in the form of income taxes and royalties. 
Mozambique’s share of the economic rent is estimated as 52%, with an EIRR of 33.1%.   

101. This updated estimate of economic rent is conservative since it does not take account 
of the economic rent that will accrue to the GoM as a result of the 45% expansion to the project 
(i.e. from 126 MGJ/a to 183 MGJ/a, including royalty gas) and planned future expansions. Nor 

29 This information is based on conversations with Ministry staff.  The Bank has funded an input to the gas master 
plan, the report by ICF, The Future of Natural Gas in Mozambique: Towards a Gas Master Plan, Dec 20 2012 
(updated Feb 22, 2013). 
30 ICF, The Future of Natural Gas in Mozambique: Towards a Gas Master Plan, Dec 20 2012 (updated Feb 22, 
2013). 
31 Centro de Integridade Publica (CIP) Mozambique’s publication Good Governance, Transparency and Integrity – 
Edition No 07/2013 assumes US$ 1.2 billion in 2026. 
32 This calculation assumes that GoM owns 100% of CMH rather than the 90% it owns directly or through ENH. 
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does it take account of the indirect fiscal benefits that will accrue to the GoM through increased 
employment and greater economic activity.  

102. A comparison of the SARG pipeline costs with the costs of pipelines elsewhere 
indicates that the SARG pipeline costs were relatively low. The pipeline component of the 
project had a construction cost of US$ 404 million, excluding financing during construction.  
Based on regressions of costs data for pipeline projects in the US, a 865km, 26inch pipeline in 
the US built around 2002 would have been expected to cost approximately US$ 625 million on 
average. The cheapest pipeline would have been about US$ 310 million.  Indications for what a 
26inch 865km pipe in 2002 would cost using today’s costs and adjusting to 2002 prices using 
the IHS Cera Upstream Capex Index range from US$ 690 million in Germany to US$ 680 
million in West Africa and to US$ 420 million in East Africa. A similar analysis has not been 
undertaken for the upstream component since such costs vary significantly by project 
specification. 

3.4 Justification of Overall Outcome Rating  
Rating: Satisfactory 

 
103. The overall outcome rating is satisfactory based on the high relevance of the 
objectives, the high relevance of the project design, the satisfactory achievement of 
objectives and the high efficiency of the overall investment. 

104. The achievements of the project in developing and exporting gas remain relevant today, 
even though the GoM has shifted emphasis to using gas in Mozambique, and its contribution in 
terms of fiscal and other economic benefits remain also relevant today for economic growth 
and poverty reduction. Providing a legislative framework for future private sector investment 
and facilitating further investment in exploration is extremely relevant today, given the need to 
develop the significant gas finds in the north of the country. It is expected that, in the near 
future, the project will bring increased fiscal benefits to the Government. For example, 
ROMPCO will repay shareholder loans in FY 2015 allowing CMG to release R238 million 
Rand of equity,33 the cap on the GSA price ends in 2014, which will result in an increase in 
royalty and tax payments, and volumes sold under GSAs are also forecast to increase in the 
next few years. 

3.5 Overarching Themes, Other Outcomes and Impacts  
 

(a) Poverty Impacts, Gender Aspects, and Social Development 
 

105. The SARG project has had a beneficial impact on poverty and social development –
indirectly, through the fiscal benefits that have accrued, and will continue to accrue, to GoM 
(on a considerably greater scale) throughout the life of the project; and, directly, through the 
CSI program undertaken by SPT. As of June 2012, the CSI program had invested US$ 12.5 
million on social projects related to education, health, water and sanitation, and job creation. 

33 See ROMPCO’s Audited Annual Financial Statements 2012, page 69. 
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106. On the fiscal benefits, whilst it has not been possible to track the use of funds received 
by the government from this project, it is possible to look at budgetary priorities of the 
government and how this project may have helped to increase fiscal space within the budget to 
help better undertake these priorities. In 2012, the project receipts were of the order of US$22m 
or Meticais 688m. This compares with overall government receipts from mega-projects of 
Meticais 5,665.1m34. Total government expenditure was of the order of Meticais 137,262m35. 
The project therefore potentially expanded the government’s budget by 0.5%. The majority of 
the 2012 budget was spent on the following: General Public Services (c.28%), Economic 
Affairs, which includes agriculture, infrastructure and energy (c. 15.5%) and Education (c. 
19.4%).   

107. Regarding the CSI program, Sasol had been responding to the local communities’ 
immediate needs with investments, which helped to build relationships within the local 
communities and local government.  However, there was a concern that Sasol’s approach to 
CSI needed to be made more sustainable.  In response, Sasol is now taking a more formalized 
approach to CSI. It continues to consult with stakeholders to understand the needs of the 
community. It then works with stakeholders to develop solutions consistent with an overall 
theme for CSI and which are sustainable. Approved projects are implemented and are 
monitored. By focusing on sustainable projects the program now builds the capacity of the 
community. For example, this may mean constructing a health clinic and also training health 
workers and providing equipment to health workers to enhance the provision of health services. 
The change in focus was in part driven by the status of the project.  During exploration and 
development, it was thought appropriate to invest in projects that did not require a long term 
relationship since it was possible that the project would not proceed.  However, as the project 
entered its ongoing operational phase, longer term relationships could be developed with the 
knowledge that they could be supported. 

(b) Institutional Change/Strengthening  
 
108. The project has led to institutional strengthening in the Mozambique gas sector in 
several ways. Firstly, the project has allowed Mozambique to begin to develop a downstream 
market for gas.  The companies operating the distribution networks in Matola and Maputo and 
in North Inhambane are learning how to negotiate contracts, deal with customers and operate 
gas distribution. The industries using the gas have also learnt how to use gas in their processes. 
While the SARG project has helped to develop skills in the sector, the gas developments in 
Northern Mozambique have exacerbated the local skills shortage in the industry.  For example, 
Sasol noted that it had lost several safety staff to developments in Northern Mozambique. 

109. Secondly, by participating in a large gas project, the GoM and its entities ENH, CMH, 
CMG and the regulator have gained first-hand experience in assessing how to use gas, 
negotiating contracts, granting concessions, dealing with social and environmental issues etc. 
This experience has been particularly useful for the GoM’s dealings with the large international 
gas companies, developing the new gas fields in the North of the country. 

34  CGE 2012 e Autoridade Tributaria de Mocambique. 
35  World Bank figures.  
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110. Thirdly, from Sasol’s perspective, the Bank’s involvement in the SARG project helped 
to strengthen compliance. The Bank’s environmental and social safeguards standards were 
important for Mozambique since the standards were stronger than what Mozambique had in 
place and the GoM learned from the Bank’s standards.  In addition, the Bank’s standards 
empowered the Sasol CSI team to ensure that Sasol complied with the standards. Bank mission 
Aide Memoires and regular Annual Integrated Disclosure Reports produced by Sasol to comply 
with Bank requirements were seen as important for instituting safeguard related, corporate 
good practice across Sasol’s activities. 

(c) Other Unintended Outcomes and Impacts  
 
111. The outcomes of the SARG project while better than expected were not unintended, e.g. 
the pipeline was designed to be expanded through the addition of compression and to allow off-
take within Mozambique at five points. Therefore, the fact that the project is now delivering 
more gas than expected at appraisal and is about to begin delivery of commercial gas to 
Mozambique customers cannot be described as unintended. 

112. An unintended consequence of the pipeline access roads has been the use of these roads 
by local communities. The pipeline was laid in remote parts of Mozambique, with limited 
infrastructure, so the communities viewed the access roads as a convenient transportation route.  
The use of these roads has been beneficial to communities. However, it has also allowed access 
to forests for unofficial wood cutting for charcoal. Sasol, as operator of the pipeline, can try to 
make the use of the roads less convenient by locking gates.  However, it cannot physically 
prevent use of the access roads. 

113. A second unintended consequence is immigration to the area near to the CPF.  When 
the CPF was first developed in 2003 and 2004, the region was remote and largely unpopulated. 
As a result of employment at the CPF, a local community has since developed due to the 
project. 

 

3.6 Summary of Findings of Beneficiary Survey and/or Stakeholder Workshops  
 
114. No beneficial survey or stakeholder workshop was undertaken as part of the ICR. 
However, comments from stakeholders about the SARG project have been received and 
included in Annexes 7 and 8. 

4. Assessment of the Guarantee in Support of the Project 
 
4.1 Impact of the guarantee in mobilizing private sector financing 
 
115. In Standard Bank’s view, it would not have been possible for Sasol to secure debt with 
a term of more than 3-5 years without political risk cover. With the entry of the World Bank, 
Sasol financed the project with 12 year debt.   
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116. A more fundamental reason for the political risk cover relates to the crucial role that 
natural gas would play in Sasol’s core operations in Secunda. A reliable and sustained supply 
of natural gas from Mozambique was critical, once Sasol had converted its plant in Secunda 
from using synthetic coal gas to using Mozambican natural gas.  Sasol needed to minimize the 
political risk not just to finance the project but also to help ensure uninterrupted operations for 
the project’s 25 year life, which lie at the core of broader Sasol industrial activities in South 
Africa. By involving the World Bank, Sasol (as well as purchasing the right to re-payment if 
the government reneged on obligations) was really purchasing a fundamentally reduced 
likelihood of GoM driven disruption to Sasol’s core operations. The Bank’s involvement 
significantly strengthened the creditability of the GoM’s support for the project through its 
agreement to indemnify IBRD if the partial risk guarantee was called. 

4.2 Role and value of the guarantee in addressing critical risks and improving the 
overall sustainability of the transaction 
 
117. Sasol was willing to assume the commercial risk for the project. It also provided 
guarantees to SPT and ROMPCO and stood behind the commercial debt service obligations of 
SPT and ROMPCO. In Figure 1, this is marked as ‘Sasol corporate credit’. However, it was 
unwilling to take on the Mozambican political risk for the project, which was provided out of 
the debt service support and assumed by lenders or providers of political risk coverage. 

118. As the first large scale privately financed energy export project in the gas sector, the 
aim was to provide a framework for other future private sector projects and facilitate future 
investments in gas exploration and other gas related industries. It built on the track record of 
Cahora Bassa (Hydro Power) and Mozal (Aluminum Smelter) – which show that Mozambique 
is building a reputation for honoring contracts. As a result, the project is seen as having helped 
Mozambique attract private investment capital to the sector. 

4.3 Key issues or events that may arise in the future that could lead to a potential call 
on the guarantee 

119. None identified during the discussions. In fact, Sasol and its financiers are currently 
considering options for re-financing the loan and cancelling the World Bank PRGs. 

4.4  Extent to which the costs (actual and potential) associated with the guarantee are 
commensurate with the benefits 

120. Evidence for the initial value of the PRGs includes the financial burden they placed on 
the project in terms of up-front fees. The guarantees required a front-end fee of 1% of the 
principal amount, an initiation fee of US$ 100,000 and a processing fee for the Bank’s out of 
pocket expenses of up to 0.5% of the principal amount.  

121. Evidence of the ongoing value of the PRGs is provided by the fact that they are still in 
place. If there was not an ongoing perception of GoM risk that the PRGs are helping to address, 
Sasol and its entities would have chosen to refinance without the PRGs. In terms of a funding 
mechanism, the PRGs do incur a cost for the project, with a standby fee of 75 basis points per 
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annum on the committed but undisbursed amount of the loan and ongoing fees of 200 basis 
points per annum on the disbursed amount of the loan36.  

5. Assessment of Bank, Borrower and Government Performance  
 

5.1 World Bank Performance 
 

(a) Bank Performance in Ensuring Quality at Entry 
Rating: Satisfactory 

 
122. The Bank’s performance during the project preparation was satisfactory. The Bank had 
previously undertaken the Gas Engineering Project that provided support for Pande gas 
delineation to prove the adequacy of reserves for commercialization, negotiation of agreements 
for commercialization of the Pande/Temane gas fields with investors, and initiation of the 
process of strengthening Mozambique’s gas sub-sector institutions to enable them to play a role 
in future gas operations. Through the Energy Reform and Access Project (P069183), the Bank 
strengthened institutions in the gas sector to manage the SARG project and to develop a 
framework for development of the domestic gas market. 

123. At the time the Bank became involved in the project, Sasol had already developed it to a 
large extent and by the time of appraisal the construction of the project was largely complete. 
Therefore the technical risks of the project were well known and were being managed through 
the use of sector experts.  The Bank played an important role in providing PRGs, which 
supported long term financing for the project while strengthening the GoM’s incentives to 
support the project.  The latter was particularly important to Sasol since its core operations in 
RSA relied upon the project delivering an ongoing, secure supply of natural gas.   

124. The Bank’s provision of US$ 30 million in PRGs created a stable environment for 
financing a project with total financing costs of over US$ 1 billion. Furthermore, the PRGs 
have not been called nor have been at risk of being called. The Bank therefore facilitated 
financing for a large project with a relatively small exposure. 

125. The design of the project financing also served to strengthen support from the GoM by 
ensuring that it had a stake in the project, i.e. 25% in the upstream and pipeline components. 

126. Finally, during the preparation phase, the Bank drew on studies undertaken by other 
members of the World Bank Group, specifically, the environmental and social assessments 
undertaken by MIGA. 

127. The performance indicators for the project might have been expanded. The two 
performance indicators are gas exports to RSA and fiscal benefits in the form of income tax and 
royalties. Given the need to maintain support of the local community in Mozambique and the 
benefits from developing a downstream gas industry, it may have been appropriate to include 
some level of domestic gas sales within Mozambique as a performance indicator.  In addition, 

36 The ongoing cost of the PRGs would have been US$ 600,000 per annum when the full US$ 30 million amount 
under guarantee was disbursed.  By 2012, when the outstanding amount under guarantee had fallen to US$ 9.6 
million, the cost of the PRGs amounted to US$ 190,000 per annum. 

31 

                                                 



the GoM will obtain fiscal benefits through returns on its equity stake in the project.  These 
returns could also have been included as a performance indicator. 

(b) Quality of Supervision  
Rating: Satisfactory 
 

128. The Bank undertook regular missions to supervise the financial, technical, 
environmental and social performance of the project. From a technical perspective, the project 
was operational early in the supervision phase and went through a further expansion. At no 
stage was there any perceived risk of the PRGs being triggered. In this environment, most 
issues in terms of supervision related to ensuring enforcement of environmental and social 
safeguards. No major problems arose – though a few issues are mentioned in this ICR. The 
ongoing application of the Bank’s standards for environmental and social issues was found to 
have helped to strengthen these standards within the GoM and also helped to empower the CSI 
team within Sasol. 

129. According to Bank policy, this ICR should have been initiated two years after project 
completion (i.e. by March 2006) and should have been completed shortly thereafter. There is 
evidence that the supervision team did initiate ICR work earlier, as a very preliminary draft was 
compiled in 2009. However, it appears that a lack of institutionalized process for timely 
tracking and following up on delivery of ICRs for guarantees has led to little time being 
dedicated by the supervision team to its timely completion. There is currently an initiative to 
complete ICRs for a number of guarantee operations, and this ICR forms part of that initiative. 
This particular project has a high profile in the region and there is external interest in the Bank 
carrying out an assessment of the project and its outcomes through an ICR process. By coming 
late in the life of the project, this ICR has benefited from data over a number of extra years of 
operation. It has also been able to review and incorporate project supervision and completion 
information from other stakeholders such as the African Development Bank, MIGA and IFC. A 
full list of documents consulted is included in Annex 9.   

130. It appears that the Bank team did not leverage the role that the Bank was playing in this 
project to influence the regional dialogue on gas and Mozambique power sector dialogue in 
relation to the country’s gas-to-power agenda. Internally, within the Bank, there is limited 
understanding of this project and the role the World Bank Group has played. More could have 
been done to package and transfer knowledge from this operation to benefit other cross-border 
projects in other countries/regions of the Bank.   

(c) Justification of Rating for Overall Bank Performance 
Rating: Satisfactory 

 
131. The overall Bank performance is rated as satisfactory given that the project 
preparation and supervision were both rated as satisfactory. 

5.2 Borrower/Implementing Party  Performance 
Rating: Satisfactory 
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132. Sasol as implementing agency drove the project forward. Sasol, or its subsidiaries, were 
involved in all aspects of the project-as gas seller, pipeline operator and gas buyer. Where Sasol 
was insufficiently experienced to undertake the development or operations itself, it used 
industry experts.  Prior to the Bank’s involvement, Sasol had already taken the final investment 
decision and by the time of appraisal construction of the project was largely complete. 

133. Having confirmed additional gas reserves, Sasol found a market for the additional gas 
under the expansion project allowing the expansion to proceed.  

134. Sasol complied with environmental, social and fiduciary requirements, and has abided 
by its obligations as set out by the commercial agreements under the project. When the GoM 
wanted to renegotiate the way in which the CPF fee was applied to royalty gas, Sasol and the 
GoM arrived at a solution that resolved the issue, i.e. waiving the CPF fee for royalty gas. 

135. Feedback was provided that the CSI program was not adequately meeting the needs of 
local communities and that it would need to be strengthened. In response, Sasol restructured the 
CSI program to make it more community focused and to focus on sustainable investments. It 
also strengthened the CSI program by increasing the number of staff employed in the area. 

136. One ISR report noted that reporting by Sasol or its subsidiaries was moderately 
unsatisfactory.  Subsequent ISRs noted that reporting was satisfactory. 

5.3 Government Performance 
 

(a) Government performance as host government agency 
Rating: Satisfactory 

 
137. The Government of Mozambique has supported the project during its planning and 
implementation.  As noted previously, the GoM has met its obligations as set out in the PPA 
and PA and the PRGs have not been at risk of being called. The GoM’s ongoing support for the 
project has been crucial to its success. 

138. There were delays in mobilizing funds for CMH to invest in the upstream component of 
the project. However, these delays did not affect the performance of the project since Sasol was 
able to proceed in the absence of CMH’s participation.   

139. Areas where the Government could have improved performance include ensuring a 
competitive process when awarding the concession to MGC for a distribution network in the 
Matola / Maputo region.  In addition, it is questionable whether the use of gas in IPPs based in 
Mozambique, aimed largely at the export market, is economically the best use of Mozambican 
gas, particularly when Mozambique is faced with power shortages. This issue appears now to 
be being rectified with the new Sasol/EdM 175MW gas engine project that will sell 100% of its 
power to EdM.   

140. During preparation of this ICR, the government was unresponsive to requests for data 
and follow up discussion.  
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(b) Justification of Rating for Overall Government Performance 
Rating: Satisfactory 

 
141. The overall rating is satisfactory based on the satisfactory ratings for both government 
and borrower performance. 

6. Lessons Learned 
 
142. There are a number of lessons learned from this project.  

143. A relatively small financial commitment by the Bank (US$ 30 million in PRGs) 
facilitated a much larger investment in the project.  The Bank’s commitment was much 
more important to the success of the project than implied by the financing amount alone. The 
requirement for the GoM to indemnify the Bank, in case of the PRGs being called, 
fundamentally reduced the political risk as the GoM’s incentives were better aligned with those 
of the project sponsor, thereby reducing the overall risk to the project.   

144. Where possible, the Bank should enter the project preparation process as early as 
possible. In this case, the most important agreements, allocating risks and returns amongst the 
stakeholders (the PPA and the PA) had already been agreed and signed, almost exactly 2 years 
before the Bank received a request to support the project.   

145. A financially strong and technically capable stakeholder (Sasol in this case) is 
critical to moving forward a large/cross-border project in a timely manner.  

146. The WBG (World Bank, IFC and MIGA) can collaborate in a highly effective and 
complementary manner- to the benefit of the project goals. In this case, three different 
entities from the World Bank Group participated in the project, IBRD, MIGA and the IFC. 
IBRD and MIGA provided risk mitigation and IFC provided equity for the UJV development. 
The different focus of the entities helped to make the project successful. For example, the 
IBRD focused on the economic benefits of the project for the GoM and the IFC focused on 
financing the GoM subsidiaries, CMH and CMG. The involvement of all three entities made 
fundamental sense – and led to all three becoming involved.  

147. Participation  of the  WBG in “firsts” in countries can be highly impactful and may 
pave the way for future large investments in countries with high political risks and may also 
provide the best long term returns. 

148. Use of IBRD Enclave Guarantee instrument proved to be extremely effective in 
this context. Not only did it leverage significant financing with limited commitment of IBRD 
funds, but it ensured that IDA funds for Mozambique were not diverted from other necessary 
expenditures. In particular, the fact that the investor was willing to pay four times the usual 
IBRD guarantee fee is important in showing its value in the market. The guarantee is still in 
place (even though it could be closed out by re-financing the underlying Standard Bank debt). 
This is a testament to its continuing value. There are likely to be many more opportunities for 
using such a structure – and the Bank needs to actively look at this.  
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149. IFC was used in a highly strategic manner to enable the government to fund its 
equity in the project. Not only was the project able to go ahead, but the government was able 
to pull in a neutral party to be part of the management of the UJV together with Sasol. Such 
strategic use of different parts of the WBG to deliver on a program is an extremely positive 
lesson learnt.  

150. Packaging and sharing knowledge from such transactions within the Bank is 
important. The Bank was involved with delivery of one of the few cross-border large energy 
projects in sub-Saharan Africa that was built to budget, delivered outputs in a timely manner 
and has brought significant economic benefits to the region. Yet, the Bank’s role is not 
particularly well known inside or outside the Bank. Inside the Bank, project teams in other 
countries/regions grappling with similar issues were not able to make use of knowledge from 
this high profile project residing within the institution. Improved incentives for knowledge 
dissemination may be required for supervision teams, especially those that inherit a project that 
was prepared by a different team.  

151. By building flexibility or optionality into the original design of the project, the 
project was able to adapt to the changing circumstances and priorities of the GoM over 
the years.  This enhanced the value of the project. First, the additional gas reserves discovered 
could be monetized because the pipeline to RSA was designed to be expanded at relatively low 
cost to accommodate additional gas flows. The gas pipeline was designed to allow expansion to 
double the initial capacity of 120 MGJ per annum to 240 MGJ per annum, should market 
demand and reserves justify this.  Second, the pipeline was designed with five off-take points 
within Mozambique to allow for domestic use of gas. This allowed the project to adapt to the 
GoM’s changing priorities with regard to the use of gas within the country. As the project 
expanded,  GoM put in place a policy to use gas within Mozambique to increase the benefits to 
the country.  

152. The project indicators could have been more reflective of development within the 
national gas and power sector. Mozambique wanted to see more local benefit from their 
natural gas resources. The participation by the GoM and the public flotation of 10% of CMH 
both helped in this respect. However, people wanted to see more of the gas resource utilized 
within Mozambique. The inclusion of an additional project indicator to measure growth of a 
national gas market could have further facilitated such a development. 

7. Comments on Issues Raised by Borrower/Implemention Entity 
 
Please refer to Annexes 7 and 8 for prospective provided by the Government of Mozambique, its 
entities and Sasol. 
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Annex 1:  Project Costs and Financing 
 

Project Costs and Financing Plan 
(Project Cost by Component (in US$ million equivalent)  

Cost Component 
Indicative Costs at Board & 

First Gas 
(US$ million) 

Current Costs 

 Field Development 
  

- Drilling  
- Management and Support 

services 
- Pre-operating costs 
- Other37 
- Contingency 

118 
 10 
 6 
 2 
 4 

 

 Total Field Development  140  
 Central Processing Facility  
(CPF) 

  

- EPCm Contract 
- Internal and External 

Development Costs 
- Spares 
- Pre-operating costs 
- Others38 
- Contingency 

 95 
49 
 7 
18 
 2 
 6 

 

  Total CPF  177  
Transmission pipeline 
development 

  

- EPC contract 
- Sastech services 
- Internal and External 

Development Costs 
- Equipment 
- Pre-operating costs 
- Others39 
- Contingency 

138 
 14 
 48 
133 
 25 
 18 
 28 

 

 Total Transmission Pipeline 
404  

 Total Baseline Costs for the 
Project 

721  

 Interest during construction 130  
 Foreign exchange rate changes 150  
Total Financing  
 

1001  

37 Shipping and taxes. 
38 Insurance 
39 Insurance and taxes 
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Financing Plan (at Appraisal) 
 

Upstream Development – unincorporated joint-venture Funding  Current Financing 
Plan 

   CMH    
      Equity  18.00  
      Debt Facilities 38.00  
   Total CMH  56.00  
    
   IFC  10.00  
    
     SPT40    
     Equity  148.00  
     Debt Facilities41 182.00  
   Total SPT 330.00  
   
    Total Upstream  396.00  
    

Gas Pipeline. 
 

Funding   

   Equity  285.00  
  Debt Facilities42  320.00  
 Investments in the Gas Pipeline  605.00  
   
 Total Financing Required for the Project 1001.00  
 

 
 
40 Includes back costs of US$95 million incurred before December 1999 of which SPT’s share is 100%. 
41 PRG of $20 million provided by IBRD. Also guarantees from MIGA and ECAs.  
42 PRG of $10 million provided by IBRD. Also guarantees from MIGA and ECAs.  
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Description of the different debt tranches 
 

1. The first tranche of debt was led by Standard Bank, comprising R1.05 billion of 
commercial debt advanced to ROMPCO and R410 million advanced to SPT43. Commercial 
risks for this tranche were based on Sasol corporate credit.  The country political risk coverage 
for Mozambique was split as follows:  

• ROMPCO – Export Credit Insurance Corporation of South Africa (ECIC) R350 million, 
MIGA R630 million (of which R155 million was reinsured with SACE of Italy and R155 
million EFIC of Australia), World Bank partial risk guarantee R70 million; and 
 

• SPT – ECIC R80 million, MIGA R190 million, World Bank partial risk guarantee R140 
million. 

 
2. The second tranche of debt was R1.47 billion led by multilateral developing financial 
institutions.  The participants in this tranche are: 

• ROMPCO – DBSA R350 million and African Development Bank (ADB) R200 million; 
and 
 

• SPT – DBSA R300 million, ADB R350 million, Proparco of France R90 million, the 
German Investment and Development Corporation (DEG) R90 million and the 
Netherlands Development Finance Company (FMO) R90 million. 

 
3. The third tranche of debt is provided by the European Investment Bank (EIB) for 
ROMPCO. This tranche is split into two sub-tranches each of R381 million. For the first sub-
tranche Sasol assumes commercial and Mozambican political risk and for the second sub-
tranche Sasol assumes commercial risk and EIB assumes Mozambican political risk44. 

43 All figures are actual financing as at August 2004.   
44 The total debt financing of R3692 million was the required financing as at August 2004.  This corresponds to US$ 
506 million when converted using the June 2004 exchange rate of ZAR 7.30 per US$.  Required debt financing at 
the time of appraisal according to the PAD (excluding CMH’s debt facilities) was US$ 502 million. 
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Annex 2:  Outputs by Component 
 
Upstream Component 
 
4. At the time of appraisal, recoverable reserves from the Pande and Temane onshore gas 
fields were estimated to be 2.78 Tcf, with a 50% probability. According to the National 
Petroleum Institute (INP), recoverable reserves increased to 3.8 Tcf with further drilling, 
including the discovery of the Inhassoro gas field. 

5. Sasol developed the fields and establishing a gas gathering system of about 177 km of 
buried pipe to deliver the gas to the central processing facility (CPF). The CPF removes 
condensate, water and any other impurities in the gas.  The clean, dry gas is put into the 
pipeline to South Africa.  The condensate is loaded onto tankers for export from the port of 
Beira. 

6. At the time of appraisal, the PAD estimated that 205 contracts had been awarded to 
local Mozambican contractors for a total value of US$ 64 million.  MIGA estimated that more 
than 720 job opportunities for local employees would be created during construction and that it 
would continue to employ the 25 staff at the CPF and 85 on the pipeline, with the benefits to 
local enterprises to be over US$ 1 million per year. 

7. Gas was first delivered in February 2004 from the Temane field, with production from 
Pande beginning in 2009.  The initial project design was to ramp up production to 120 MGJ/a 
in 2009 and to maintain that level of production. No commercial gas was assigned to 
Mozambique.  However, 6 MJ/a of gas (i.e. 5% of 120 MGJ/a) was available to be taken by 
GoM as royalties or gas in kind.  

8. As a result of increased reserves and adequate demand, SPT invested in a US$ 220 
million project to expand the CPF to 183 MGJ/a.  Financial closure on the expansion project 
was reached in June 2011 and the project was inaugurated on 30 May 2012.  According to 
Sasol, during construction the expansion project employed 600 Mozambican workers and 
procured US$ 64 million worth of goods from Mozambican suppliers.  A second gas supply 
agreement was then concluded to deliver up to 27 MGJ/a to RSA, with a further 27 MGJ/a of 
commercial gas being allocated to the Mozambican market. Gas sales agreements are in the 
process of being negotiated.  In addition, GoM will receive a further 2.7 MGJ/a of royalties in 
cash or gas in kind.  Negotiations are currently underway to sell 11 MGJ/a of gas to the Matola 
Gas Company, 6 MGJ/a to ENH and 11 MGJ/a to EDM/SNE for use in gas fired power plant at 
Ressano Garcia.  In addition, 3 MGJ/a of royalty gas is expected to be delivered to the 
Kuvaninga power plant project in Chokwe. 

9. Sasol expects to spend a further US$ 200 million in drilling over the next two years to 
improve its reserve estimates under the PPA and a further US$ 150 million in the next four 
years developing and appraising the Inhassoro Field.  

10. Figure 1 shows the gas volumes produced by the upstream component from 2005 to 
2013, and compares them to the project performance indicator of gas exports.  Gas production 
increased from 77 MGJ in 2005 to 110 MGJ in 2009.  Although the annual contract quantity 
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under the first gas sales agreement (GSA) is 120 MGJ/a, the buyer is able to nominate a lower 
quantity, subject to take or pay obligations.  Production increased significantly from the 
commencement of a second export GSA in 2010 to reach 132 MGJ in 2012.  With a further 
increase in sales under the two export GSAs and sales of commercial gas to the Mozambican 
market, production rose further to 151 MGJ in 2013. As of June 2013, a total of 1,026 MGJ of 
gas had been delivered, of which 989 MGJ had been exported to Sasol in RSA. 

Figure 1: Actual gas deliveries 

 
Source: Sasol 
 
11. Figure 2 shows condensate production.  Production varies according to the dryness of 
the production wells, varying between a low of 249 thousand barrels in 2010 to a high of 716 
thousand barrels in 2008. By June 2013, a total of 4,425 thousand barrels of condensate had 
been delivered for export. 
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Figure 2: Condensate production from the UJV 

 
Source: Sasol 
12. Gas volumes delivered for export were below the relevant key performance indicator 
for the project as set out in the PAD for 2009 and 2010, i.e. 120 MGJ/a.  However, exports in 
2011, 2012 and 2013 were 126 MGJ, 128 MGJ and 137 MGJ, respectively – well above 120 
MGJ/a.  With the signing of the second GSA (for which deliveries began in 2010), exports can 
be expected to exceed 120 MGJ/a in future. The reason for gas exports being below 120 MGJ 
in 2009 and 2010 was due to the flexibility provided for in the GSA for the buyer to nominate 
gas quantities below the ACQ.  Sasol provided a gas volume forecast in May 2014.  This shows 
gas deliveries rising from 171 MGJ in 2014 to 195-198 MGJ/a from 2017 to 2024 (of which 
158-162 MGJ/a are forecast to be exported to RSA), when the forecast ends. This is 
significantly higher than the key performance indicator. 

13. Given also the GoM’s objective to provide gas to the Mozambican market, a better 
performance indicator would have been the total amount of gas supplied whether to RoM or to 
RSA.  Gas supplied in 2011, 2012 and 2013 was 129 MGJ, 132 MGJ and 151 MGJ, 
respectively. By this yardstick, the project significantly exceeds the relevant performance 
indicator. 

Gas Pipeline Component 
 
14. This gas pipeline component consists of 865 km of 26 inch diameter high pressure steel 
pipeline between the CPF and Sasol’s petrochemical complex at Secunda in South Africa.  The 
pipeline had an initial capacity of 120 MGJ/a, with compression at the CPF. It has been 
designed for a capacity of 240 MGJ/a, with additional compression at the mid-point and quarter 
point of the pipeline. The pipeline includes five off take points in Mozambique which are, 
Ressano Garcia, Magude, Macarratane, Chigubu/Funhalouro and Temane.  The Mozambique 
portion of the line runs 525 km from the CPF to the South African Border near the 
Mozambican town of Ressano Garcia. The South African portion of the line then runs from the 
border 340 km to Secunda, where it connects into Sasol’s existing gas distribution network. 
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15. ROMPCO added compression at Komatipoort in South Africa to expand capacity of the 
pipeline to deliver gas to Secunda from 120 MGJ/a to 147 MGJ/a.  The project cost about R1.1 
billion and employed about 450 people, including 150 skilled workers and 300 local workers 
from South Africa. The compressor has been operating since early 2010. 

16. To support the delivery of the additional 27 MGJ/a of commercial gas to Mozambique, 
ROMPCO is undertaking a project to further expand the pipeline to 188 MGJ/a.  A number of 
options were considered including the use of additional compression.  ROMPCO has decided to 
install a new pipeline, known as the first loop line, which will run from the CPF within 
Mozambique for 128 km, in parallel with the original pipeline. The new pipeline will be placed 
10m from the original.  Construction is expected to begin in mid-2013 and to be completed in 
mid-2014.  A second loop line may be constructed in future. 

Other Related Components 
 
17. In addition to the two components described above, Sasol has undertaken a number of 
investments in South Africa that are required for the project to function but are not considered 
to be part of the project. These investments include: 1) conversion of Sasol’s existing gas 
distribution network in South Africa from delivering low heating value synthetic coal gas to 
delivering higher heating value natural gas; 2) conversion of Sasol’s Sasolburg petrochemical 
complex from using coal gas to using natural gas as feedstock for its chemical production; and 
3) modification of Sasol’s synthetic fuel operations in Secunda to use natural gas. In total, 
Sasol’s own operations provide 94 MGJ/a of the total estimated initial demand of 120 MGJ/a 
for the natural gas. 

18. In addition, a number of investments and activities have taken place in Mozambique to 
develop a downstream gas market: 

• MGC gas distribution network. The Matola Gas Company (MGC) holds a concession to 
distribute gas within the Maputo province.  MGC was formed in 2004 with shareholders 
from ENH, Gigajoule (49.6%) and private Mozambicans. In 2004 and 2005 MGC 
developed a 100km pipeline network with a capacity of about 8 MGJ/a, including a 75km 
pipeline that takes gas from the main CPF – Segunta pipeline near Ressano Garcia and 
delivers it to the distribution network developed in Matola and Maputo.  MGC uses 
royalty gas to supply over 30 industries in and around Matola and Maputo, including the 
Mozal aluminium plant, Cement of Mozambique’s cement works, a scrap steel smelter, a 
medicine manufacturer, a baker, a soft drink bottler and cooking oil distiller.  In addition, 
MGC has developed a CNG system for non-grid supplies of gas and has developed 
supply for compressed natural gas vehicles in Maputo and Matola, including three CNG 
service stations.  A gas distribution grid is now proposed for Maputo, which would 
provide gas to smaller commercial users and households. 
 

• North Inhambane gas distribution. Royalty gas is used to supply a gas distribution 
network near Temane which provides gas to 620 households, a number of small 
industries and a 15 MW power generator in the districts of Vilanculos, Inhassaro, Govuro 
and the Bazaruto Islands. There are plans to expand the power generation and to connect 
it to the main electricity grid. 
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• MGC supply for power generation.  In July 2012, MGC began supplying gas to a 

110MW temporary gas fired power station at Ressano Garcia developed by Aggreko and 
Gigawatt.  In March 2013, MGC began supplying a further 122 MW of temporary 
generation at the same site. Up to 15 MW from the first phase will be used to deliver 
power to EDM and the remainder will be used to export power to Eskom.  Up to 32 MW 
of the second phase will be used to deliver power to EDM, with the remaining 90MW 
used to export power to Namibia. 
 

• Other power generation projects. Two other power generation projects being planned are 
the Kuvaninga Energia Project / Enventure Partners / Investec Bank plant in Chokwé, 
with a capacity of 40 MW using royalty gas, and the EDM / Sasol New Energy power 
plant in Ressano Garcia with a capacity of 175 MW. 
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Annex 3:  Economic and Financial Analysis (including assumptions in the analysis) 
 
19. The project will provide direct benefits to the GoM and benefits to the economy, as 
described below. 

Direct benefits to GoM 
 
20. The Government of Mozambique will obtain economic rent from the project as three 
flows: royalty payments, taxes and dividends from its ownership interest in the upstream 
component and pipeline component of the project. The calculation of the economic rent that 
flows to the GoM assumes that the Government funds its share of the project through equity.  
In this way the economic analysis differs from a financial analysis – with a financial analysis, 
debt funding would reduce tax payable and free cash flows from the project. 

21. All three flows of economic rent depend on the value of condensate and natural gas 
produced and the operating costs of the project components. In addition, the dividend flows 
depend on the economic profits of the project. 

22. The well head price of gas under the first GSA is indexed to the price of Dubai crude, 
gas oil and fuel oil prices, with a cap and a floor for the first ten years, i.e. until the end of 
March 2014. The processing fee is indexed both to US and South African inflation in addition 
to Dubai crude, gas oil and fuel oil prices. The price of condensate is related to the price of 
Brent crude and Singapore Naptha, less a component to reflect the cost of handling and 
transport from the CPF to the export port, without a cap or floor. 

23. The forecast price trajectory used for crude in the PAD was the current Bank forecast at 
the time. The forecast was for crude to fall from US$ 21.08 per barrel in 2004 to US$ 17.44 per 
barrel in 2010 then to rise very slowly to US$ 18.91 per barrel in 2015 and US$ 19.0 per barrel 
in 2016 and onwards. 

24. In preparing a new forecast of the economic rents from the project, the actual price paid 
for gas at the well head and the actual processing fee have been used up until 2012.  From 
2013, the prices are based on the most recent World Bank crude price forecast. Price spreads 
which are constant in nominal terms are applied to derive prices for Dubai crude, gas oil and 
heavy fuel oil.  The crude price is US$ 101 per barrel in 2014, rising to US$ 102 per barrel in 
2029.  

25. All other aspects of the economic model used at the time of appraisal have been 
retained, i.e. the revised economic model does not consider the effect of the project expansion. 

26. Using the crude price forecast described above the royalty payments, income taxes and 
cash flow on the GoM’s equity investment have been estimated. 

• Royalties.  Royalties are 5% of gas and condensate sales. These may be taken as cash or, 
in the case of gas royalties, as gas in kind. The value of royalties varies with production 
volumes and with prices. For the period 2004-2025, which is the same period used to 
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estimate the economic benefits of the project for the PAD, royalties are estimated to be 
US$ 134 million or US$ 33 million discounted at 10% to 2001.   
 

• Taxes.  Total income taxes paid to the GoM are estimated to amount to US$ 1.2 billion 
over the period 2004-2025 or US$ 262 million discounted at 10% to 2001.45 It is assumed 
that profits from the upstream component are taxable solely in Mozambique and profits 
from the pipeline component are split between Mozambique and RSA for taxation 
purposes.  In practice, tax payments to the GoM from the upstream and pipeline 
components of the project have initially been low due to the following factors: 
o losses may be carried forwards for up to 8 years for the upstream component and 10 

years for pipeline component;   
o accelerated depreciation reduces the accounting profit from the project in the early 

years; and 
o reduced tax rates are applied in the initial years. 
 

• Cash flow to Government’s equity investment. Two GoM owned companies have 
equity stakes in the project. CMH owns 25% of the upstream component and CMG owns 
25% of the pipeline component. CMH is owned 70% by ENH, 20% directly by the 
Government and 10% is listed on the Mozambican stock exchange. CMG is 80% owned 
by ENH and 20% directly owned by the Government. For the purposes of the 
calculations, it is assumed that Mozambique holds 25% of the upstream component and 
25% of the pipeline component of the project.  On this basis, Mozambique’s share of 
cash flows to equity from the project is estimated as US$ 1.5 billion over the period 
2001-2025 or US$ 297 million discounted at 10% to 2001. 

 
27. In total, the share of economic rent accruing to the Government of Mozambique from 
the project over the period 2001-2025 amounts to US$ 2.9 billion or US$ 591 million when 
discounted at 10% to 2001.  Although the economic rent accruing to the Government of 
Mozambique rises compared to the projections used for the PAD, the share of the economic 
rent (discounted to 2001) accruing to the Government of Mozambique falls, as shown in Figure 
3. 

45 In addition, Sasol will make a substantial tax contribution to the Government of South Africa. 
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Figure 3: Share of net cashflow 

 

 
Source: Base case projection used for the PAD and base case projection revised for actual gas prices to 2012 and 
gas prices from 2013 derived from the most recent World Bank crude price forecast 
 
28. The above calculation is based on delivering 2,489 MGJ of gas over the life of the 
project i.e. to mid-2028 (or 2,342 MGJ to the end of 2025).  Further gas discoveries have been 
made and therefore the actual economic rent accruing to the Government of Mozambique from 
the project will be higher than that described above, even when the additional capital and 
operating expenditure associated with the increased deliveries are taken into account. 

29. Details of the revised economic assessment are provided in Table 1. 
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Table 1: Economic benefit to GoM 
ERR Project 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Gross Revenues -                    -            -            90.04         163.91       219.07       269.74       303.61       302.20       279.89       305.91       327.99       315.50       417.29       479.41       473.11       475.11       477.10       442.55       444.74       449.01       340.00       343.25       273.41       203.65       

  Less: Operating costs -                    -            -            (12.10)        (16.70)        (17.80)        (18.62)        (17.95)        (16.93)        (17.22)        (19.26)        (17.83)        (16.95)        (17.78)        (18.79)        (17.80)        (19.82)        (20.53)        (21.18)        (18.96)        (19.46)        (19.84)        (22.36)        (22.36)        -            
  Less: Capex (23.76)                (239.05)      (299.72)      (166.93)      (27.21)        (31.48)        (20.18)        -            -            -            -            (6.63)         (16.00)        (5.44)         (18.09)        (38.31)        (37.62)        (6.72)         (0.90)         (20.17)        (17.26)        -            -            -            -            

26.29% Net Cashflow Project (23.76)                (239.05)      (299.72)      (88.99)        119.99       169.80       230.94       285.66       285.27       262.66       286.65       303.53       282.56       394.07       442.53       417.00       417.67       449.85       420.47       405.62       412.29       320.16       320.88       251.05       203.65       

Government take
Revenues -                    -            -            22.51         40.98         54.77         67.44         75.90         75.55         69.97         76.48         82.00         78.88         104.32       119.85       118.28       118.78       119.27       110.64       111.19       112.25       85.00         85.81         68.35         50.91         

Operating costs -                    -            -            (3.02)         (4.18)         (4.45)         (4.66)         (4.49)         (4.23)         (4.31)         (4.81)         (4.46)         (4.24)         (4.44)         (4.70)         (4.45)         (4.95)         (5.13)         (5.29)         (4.74)         (4.87)         (4.96)         (5.59)         (5.59)         -            
Capex (5.94)                  (59.76)        (74.93)        (41.73)        (6.80)         (7.87)         (5.05)         -            -            -            -            (1.66)         (4.00)         (1.36)         (4.52)         (9.58)         (9.41)         (1.68)         (0.22)         (5.04)         (4.31)         -            -            -            -            
Royalty -                    -            -            1.16          2.19          3.40          4.47          4.86          4.27          4.00          4.41          4.37          4.32          8.08          10.31         9.98          9.96          9.94          8.55          8.54          8.58          6.46          6.50          5.15          4.36          

Taxes1 -                    -            -            -            -            0.42          4.34          24.72         27.10         41.55         49.38         56.57         53.69         84.40         100.31       98.17         96.38         95.41         87.24         89.24         91.12         68.11         68.60         53.20         43.97         
33.12% Net Cashflow GOM (5.94)                  (59.76)        (74.93)        (21.09)        32.19         46.26         66.55         101.00       102.68       111.21       125.46       136.81       128.65       191.00       221.25       212.40       210.76       217.82       200.91       199.18       202.77       154.61       155.32       121.11       99.24         

Investors take 
Revenues -                    -            -            67.53         122.93       164.30       202.31       227.71       226.65       209.92       229.43       245.99       236.63       312.97       359.56       354.83       356.33       357.82       331.91       333.56       336.76       255.00       257.43       205.06       152.74       

Operating costs -                    -            -            (9.07)         (12.53)        (13.35)        (13.97)        (13.47)        (12.70)        (12.92)        (14.44)        (13.37)        (12.71)        (13.33)        (14.09)        (13.35)        (14.86)        (15.40)        (15.88)        (14.22)        (14.60)        (14.88)        (16.77)        (16.77)        -            
Capex (17.82)                (179.29)      (224.79)      (125.20)      (20.41)        (23.61)        (15.14)        -            -            -            -            (4.97)         (12.00)        (4.08)         (13.56)        (28.73)        (28.22)        (5.04)         (0.67)         (15.12)        (12.94)        -            -            -            -            
Royalty -                    -            -            (1.16)         (2.19)         (3.40)         (4.47)         (4.86)         (4.27)         (4.00)         (4.41)         (4.37)         (4.32)         (8.08)         (10.31)        (9.98)         (9.96)         (9.94)         (8.55)         (8.54)         (8.58)         (6.46)         (6.50)         (5.15)         (4.36)         

Taxes1, 2 -                    -            -            -            -            (0.47)         (8.71)         (31.06)        (34.33)        (49.44)        (57.94)        (65.78)        (63.58)        (102.09)      (120.70)      (118.93)      (117.54)      (116.95)      (109.17)      (111.57)      (113.87)      (85.10)        (85.90)        (66.77)        (55.41)        
22.31% Net Cashflow Investors (17.82)                (179.29)      (224.79)      (67.90)        87.81         123.48       160.01       178.32       175.35       143.56       152.63       157.50       144.01       185.39       200.89       183.84       185.75       210.50       197.63       184.10       186.77       148.55       148.26       116.37       92.97          

Note: analysis based on World Bank economic model at appraisal, adjusted for revised crude oil prices  
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Direct benefits to the Mozambique economy 
 
30. In addition to the revenues which the GoM will receive from the project, other 
substantial benefits will flow to the Mozambique economy. These are described below. 

Further exploration and development within the Sasol concession area   
 
31. Sasol has undertaken further exploration in its concession area and has found additional 
reserves in the Pande and Temane fields and discovered the Inhassoro gas field. As noted 
above, the INP estimates that, as a result of this drilling, reserves near Pande and Temane have 
increased from 2.78 to 3.8 Tcf. Gas production from these increased reserves has not been 
included in the economic analysis described above and would bring additional economic rents 
to the GoM through royalty payments, taxes and return on equity. In 2010, Sasol found oil in 
the Inhassoro field which may be commercialized in future. In addition, it is considering 
development of an LPG plant for the Inhassoro field. 

Exploration by other companies   
 
32. Other companies have explored for hydrocarbons in Mozambique including: Petronas 
(Malaysia), Norsk Hydro (Norway), Eni (Italy), Anadarko (US), Mitsui (Japan) and Wentworth 
Resources (Oslo and London). In 2010, gas discoveries were made in the Rovuma basin, 
offshore in Northern Mozambique. Two blocks have an estimated 100 Tcf of discovered 
reserves and potentially over 150 Tcf of undiscovered gas resources.  Discussions are underway 
as to how to commercialise the gas, with a report by ICF46 estimating that Mozambique could 
earn as much as US$ 5.2 billion per year by 2026 from LNG exports.  Centro de Integridade 
Publica (CIP) suggests US$ 1.2 billion in 2026.   

33. The Pande and Temane project has helped pave the way for this further exploration and 
development by building an image of a stable investment climate in Mozambique, helping to 
develop the legislative framework for the sector, and providing individuals in the sector with 
experience in managing a gas project, including negotiating with a multi-national company and 
managing environmental aspects. Consequently, some of the economic rent that accrues to the 
GoM from these new gas finds could be attributed to the Pande/Temane project (SARGP). 

Downstream gas industry is being developed.   
 
34. As noted above, distribution networks in Matola / Maputo and near Temane are 
supplying gas to a number of industrial users and households. Although currently small, the 
distribution networks and the number of customers they supply are expanding. MGC’s 
distribution network  in Matola and Maputo currently supplies around 1.4 MGJ/a and has a 
capacity of 8 MGJ/a.  MGC uses royalty gas to supply over 30 industries in and around Matola 
and Maputo, including the Mozal aluminium plant, Cement of Mozambique’s cement works, a 
scrap steel smelter, a medicine manufacturer, a baker, a soft drink bottler, and a cooking oil 
distiller.  In addition, MGC has developed a CNG system for non-grid supplies of gas and has 

46 ICF, The Future of Natural Gas in Mozambique: Towards a Gas Master Plan, Dec 20 2012 (updated Feb 22, 
2013). 
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developed supply for compressed natural gas vehicles in Maputo and Matola, including three 
CNG service stations.  For example, MGC supplies up to 0.1 MGJ/a of CNG to Arcelor 
Mittal’s site in Maputo. 

35. A gas distribution grid is now being planned for Maputo, which would provide gas to 
smaller commercial users and households. The benefits of the downstream natural gas industry 
are difficult to quantify. Qualitatively, the benefits include foreign exchange savings from 
replacing imported liquid fuels, stimulation of economic growth through the availability of 
cheaper energy allowing closed factories to be restarted and new industries to be developed, 
cost savings for households as well as environmental and health benefits from a reduction in 
the use of wood and charcoal for cooking. 

Power generation is being developed.   
 
36. Several projects have been developed, or are in the process of being developed, to use 
gas from the project to generate electricity in Mozambique. These projects include: 

• 110 MW power station at Ressano Garcia developed by Aggreko, which began operating 
in July 2012; 
 

• 122 MW power station at Ressano Garcia developed by Aggreko, which began operating 
in March 2013; 
 

• 15 MW power station connected to the North Inhambane gas distribution network which 
is operating;  
 

• 40 MW power station planned in Kuvaninga by Enventure Partners and Investec bank; 
and 
 

• 175 MW power station planned at Ressano Garcia by EDM and Sasol New Energy. 
 

37. Mozambique’s electricity demand has been rapidly increasing in recent years, with 
demand growth averaging about 10% per annum and peak demand growing at about 14% per 
annum over the period 2008 to 2011, rising from 416MW in 2008 to 610MW in 2011.  This has 
led to a shortage of capacity during the peak period, estimated as 75MW in 2010.  New hydro 
generation projects are planned but will take many years to begin operations.  For example, the 
first hydro generation project to be developed is likely to be Mphanda Nkuwa, a 1,500 MW 
power plant on the Zambezi River 62 km downstream of the existing Cahora Bassa plant. 
However, this plant is not likely to be operational before 2020.   

38. In the meantime, gas fired power generation, which can be constructed quickly, is a 
valuable way to meet electricity demand. This generates economic benefits for the electricity 
consumer that could not otherwise use power. A 2005 study by Adenikinju into the economic 
cost of power outages in Nigeria estimated the marginal cost of an outage to be in the range 
US$ 0.94 to US$ 3.13 per kWh of lost electricity. If the cost of outages was similar in 
Mozambique, the price of power from the Aggreko plants (thought to be in the order of US$ 
0.25/kWh) would be generating economic benefits of between US$ 0.69 and US$ 2.88 per 
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kWh by reducing power outages.47  Suppose the 47 MW that Aggreko provides Mozambique is 
used in aggregate for a week during the year to avoid power outages.  The economic value, i.e. 
the difference between the cost of generation and the consumer benefit of not having a power 
outage would be US$ 5.4 million, using the low estimate for the value of lost load.   

39. If the counterfactual to having gas available for power generation is not a power outage 
but rather the avoided cost of using more expensive liquid fuels, the economic benefit of the 
gas being used for power generation would be significantly lower. For example, if 100MW of 
power generation ran on gas that would otherwise have run on liquid fuels and that this 
generation ran for 5 years until the Mphanda Nkuwa project has been completed, at an average 
capacity factor of 70%, the economic benefit to Mozambique of having gas available would be 
US$ 77 million (undiscounted). 

40. Since much of the output from the two power plants that have begun operations at 
Ressano Garcia will be exported to Namibia and to South Africa, some of the potential value to 
Mozambique of using gas for power generation will be lost to the country. At the same time, 
the export of power will provide revenues to Mozambique and economic rent. 

Employment   
 
41. The project directly and indirectly generates employment in a number of different ways.  
In aggregate, the Mozambican employment directly generated by the project has been 
estimated very approximately as being in the order of 5,000 person years. Indirect employment 
generated by the use of local suppliers, MGC’s activities and the economic activity of firms 
using gas in Mozambique would have created additional employment. Direct employment on 
the project includes: 

• The PAD estimated that, at the time of appraisal in October 2003, 205 contracts had 
already been awarded to local Mozambican contractors for a total value of US$ 64 
million and MIGA estimated that more than 720 job opportunities for local employees 
would be created during construction of the project. 
 

• MIGA estimated that ongoing operations of the upstream and downstream components 
would employ about 110 people, with benefits to local enterprises of over US$ 1 million 
per year. 
 

• Sasol estimates that the project to expand the CPF to 183 MGJ/a employed 600 
Mozambican workers and procured US$ 64 million worth of goods from Mozambican 
suppliers. 
 

• Sasol expects to spend a further US$ 200 million in the next two years to improve its 
estimates of gas reserves under the PPA and a further US$ 150 million in the next four 
years developing and appraising the Inhassoro Field. While most of the jobs created will 

47 This calculation assumes that the economic cost of generation from the Aggreko plants is equal to the tariff.  In 
fact, the economic cost of generation is likely to be lower than the tariff, with Aggreko receiving some economic 
rent. 
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be for experienced workers from outside Mozambique, this activity will generate some 
direct employment and employment by suppliers to Sasol. 
 

• Further workers will be employed by ROMPCO during construction of the first loop 
line.48 

Corporate Social Investment.   
 
42. The UJV undertakes corporate social investment in Mozambique, with a budget of 
approximately US$ 800,000 per year.  CSI focused initially on infrastructure improvements 
around the CPF and along the pipeline route to Mozambique. This includes funding the 
construction or upgrading of clinics, primary schools, boreholes, dams etc. CSI has also 
provided funding for agricultural projects and small businesses.   

43. During the exploration and development phase of the project, the CSI focused on quick 
win projects that could be completed quickly.  The rationale was that such projects would not 
be abandoned half completed, were gas production not to proceed. These CSI projects were 
undertaken without following a particular strategic objective. 

44. Now that the gas project is well into its operational phase, the CSI is in the process of 
being refocused onto more sustainable projects with a strategy.  For example, 2013 is focused 
on tackling problems with water and 2014 will focus on health whereby not only will clinics be 
built but also the CSI will work to improve the ability to deliver health better in the community 
through training and equipping medical staff. 

45. As can be seen from Figure 4 below, the recent expenditure on CSI has been well below 
the US$ 800,000 per year budgeted.49 This is the result of the refocusing of the CSI approach 
and also rebuilding the CSI team following a number of departures. Sasol has provided 
forecasts of future CSI expenditure by the UJV and ROMPCO, which average about US$ 1.8 
million per year to 2029. 

48 ROMPCO’s previous expansion of the pipeline through the addition of compression has not been included since 
this project was undertaken in RSA. 
49 Expenditure shown here includes CSI by the UJV on behalf of ROMPCO and SPT. 
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Figure 4: CSI expenditure by the UJV in Mozambique 

 
Source: Sasol 
 
Other benefits 
 
46. Aside from the economic benefits that are accruing to Mozambique from the project, 
economic benefits are also accruing to RSA. The GoSA will accrue economic rents from 
taxes on the RSA share of ROMPCO’s profits and dividends on its 25% equity stake in 
ROMPCO.  In addition, the GoSA will accrue economic rents in the form of taxes levied on 
Sasol and also on the increased activity of the downstream industries supplied by natural gas 
from Sasol’s distribution grid. 

47. There are global and local environment benefits from using natural gas in place of 
synthetic gas made from coal as a feedstock for Sasol’s petrochemical facilities in Secunda. 
The global benefit comes in the form of reduced CO2 emissions and the local benefit comes 
in the form of reduced particle emissions and reduced SOx and NOx emissions. Reduced 
local emissions also bring health benefits. 

48. Although the availability of gas will create employment through the stimulation of 
economic activity, it will also have reduced employment in mining as old mines are closed 
or not expanded and new ones are not opened. 
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Annex 4:  Bank Guarantee and Implementation Support/Supervision Processes 
 

(a) Task Team members  
 

Names Title Unit 

Lending (The system pulls from Task Team in PAD Data Sheet, if any.) 

Joel Maweni Lead Financial Analyst AFTEG 

Marie-Ange Saraka-Yao Senior Financial Officer PPF 

Thomas Duvall Chief Counsel LEGCF 

Charlotte Bingham Lead Regional Coordinator AFTES 

Marc Heitner Lead Financial Analyst COPCO 

Charles Di Leva Lead Counsel LEGEN 

Cally Jordan Senior Counsel LEGCF 

Alberto Ninio Senior Counsel LEGAF 

Robert Robelus Senior Environmental Assessment Specialist AFTES 

Dan Aronson Consultant AFTES 

Elizabeth Wang Senior Financial Officer PPF 

Jyoti Azad Financial Analyst PPF 

Joao Tinga Financial Management Analyst AFTFM 

Atsuko Okubo Counsel LEGFI 

Evelyne Gomis Consultant PPF 

Lily Wong Chun Sen Program Assistant AFTEG 

Janine Speakman Program Assistant AFTEG 

Supervision (The system pulls from Task Team Members in all archived ISRs.) 

Mustafa Zakir Hussain Senior Energy Specialist AFTG1 

Ada Karina Izaguirre Infrastructure Specialist TWIFS 

Scott Sinclair Lead Financial Officer AFTEG 

Wendy Hughes Lead Energy Economist AFTEG 

Robert A. Robelus Senior Environmental Specialist, Consultant AFTEG 

Elizabeth Wang Senior Financial Officer FEUFG 

Jyoti Bisbey Operations Analyst FEUFG 

Justin Pooley Senior Environmental Specialist IFC 

Maria Luisa Ana Esteban Meer Program Assistant Temporary AFTG2 
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(b) Staff Time and Cost (from SAP) 

 
 

Stage of Project Cycle 
Staff Time and Cost (Bank Budget Only) 

No. of Staff Weeks US$ Thousands 
(including travel and 

consultant costs) 
Lending   

FY2003 67.35 368.51 
FY2004 56.79 283.98 

TOTAL: 124.14 652.49 
Supervision/ICR   

FY2005 13.76 90.65 
FY2006 11.11 58.63 
FY2007 9.59 51.27 
FY2008 2.19 7.23 
FY2009 4.74 24.56 
FY2010 0.50 1.32 
FY2013 3.30 73.42 

TOTAL 45.19 307.08 
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Annex 5:  List of project preparation activities undertaken by the Bank team 
 
49. All of the key commercial agreements were in place at the time of appraisal. The 
Bank reviewed the agreements between the GoM, GoSA, ENH and Sasol and its 
subsidiaries. These agreements included: 

• Cross Border Agreement between GoM and GoSA setting out a framework to 
facilitate trade of natural gas between RoM and RSA; 
 

• Gas Act (RSA) establishing a national gas regulator in RSA and binding the regulator 
to the Regulatory Agreement between Sasol and GoSA for 10 years from commercial 
operations; 
 

• Regulatory Agreement between Sasol and GoSA setting out the scope of the 
regulatory dispensation for the project under the Gas Act; 
 

• Petroleum Production Agreement between GoM, ENH, SPT, CMH granting exclusive 
rights to the Pande and Temane field to SPT and CMH for 30 years from first gas 
delivery and setting out tax dispensations; 
 

• Pipeline Agreement between GoM, ROMPCO and Sasol setting out terms for 
construction and operation of the gas pipeline; 
 

• Joint Operating Agreement between CMH and SPT regarding operations under the 
PPA; 
 

• Gas sales Agreement between SPT/CMH and Sasol Gas for the sale and purchase of 
gas including price and quantities; 
 

• Gas Transportation Agreement between ROMPCO and Sasol Gas for the 
transportation of gas; 
 

• Engineering Procurement Construction and Management Contract between SPT and 
Foster Wheeler for construction and commissioning of the gas gathering system and 
CPF; and 
 

• Engineering Procurement and Construction Contract between ROMPCO and Grinaker, 
McConnell Dowell and Consolidated Contracts International Company to design, 
build and complete the pipeline. 

 
50. The Pande and Temane gas fields had been extensively studied and the main 
uncertainties remaining at the time of appraisal related primarily to the area and net pay in 
Temane. Three parties had estimated gas reserves: DeGolyer and MacNaughton (D&M) 
estimated reserves as 2.78 Tcf, with a 50% probability, Sasol estimated reserves as 3.2 Tcf, 
and PGS had also estimated reserves. The first GSA commits the sellers to supply 2.86 Tcf 
over the 25 years of the agreement. 
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51. Independent technical experts, Stone & Webster Management Consultants, Inc. was 
appointed by the lenders of SPT and ROMPCO.  Stone & Webster confirmed the project 
schedule for start-up, that the pipeline route selection was consistent with best industry 
practice, and that the pipeline design and construction is consistent with industry norms and 
regulatory guidelines. 

In addition to the projects that led to delineation of the reserves and supported the sector 
through capacity building, the World Bank undertook further preparatory work.   
 
52. The Bank found that the contractual structure and the allocation of commercial, 
technical and political risks was acceptable. In addition, the legal counsel for the lenders 
took the view that the agreements were generally of high quality.   

53. The Bank reviewed the procedure for awarding the EPCm for the gas gathering 
system and CPF and the EPC for the pipeline. It found that the competitive process was in 
accordance with the Bank’s policy requiring economy and efficiency in outcomes.  

54. As part of its pre-appraisal mission in March 2003, the World Bank reviewed 
progress of the project. The mission noted that construction and procurement was ahead of 
schedule regarding field exploration and the CPF and on schedule regarding the pipeline. 
Sasol had put in place a regular consultation process with provinces and local communities 
on the use of the US$ 5 million Social Development Fund (SDF) being established. The 
mission reviewed the tax regime set out in the PPA and PA, noting that it corresponds to 
regulations applicable to investments in the petroleum sector.  The mission also reviewed the 
economic benefits to Mozambique and identified issues that the GoM would need to address 
with ongoing sector reforms so as to maximize the value of the gas. 

55. The Bank reviewed the economic benefits of the project, concluding that 
Mozambique’s share of economic rent in the form of royalties, taxes and dividends would be 
US$ 197 million (present value in 2001 using a 10% discount rate).  The Bank tested the 
economic analysis for variations in parameters and concluded that the SARG project is 
robust in delivering economic benefits to Mozambique, and that the true economic benefits 
could be even higher than assessed.   

56. The Bank noted benefits from local employment and procurement from local 
contractors during construction of the project and future benefits from plans to expand the 
project, and the SDF mentioned above. The project could be expanded at relatively low cost 
and offtake points from the pipeline within Mozambique allowed the opportunity for the 
development of a Mozambican gas industry. The Bank also concluded that non-quantifiable 
benefits would include contribution to regional economic growth. 

57. The Bank undertook financial analysis of the major parties involved in the project, 
i.e. CMH, Sasol Petroleum International, Sasol Gas Holdings and ROMPCO. Cash flows 
from the project would be sufficient to fund costs incurred after the initial funding period 
ending in 2004.  The Bank’s conclusions from the financial analysis were that CMH would 
be able to finance its debt throughout the life of the project and that the project would 
generate strong financial returns to CMH of 22.9%, that the financial underpinning of the 
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project is the financial strength of Sasol, that Sasol has the financial resources to support its 
financial obligations to SPT and ROMPCO, Sasol’s gas market would absorb the bulk of the 
gas production from Mozambique and that if Sasol increased third party gas sales, the 
revenues for SPT, ROMPCO and CMH would be above the Bank’s financial projections. 

58. In December 2002 a joint World Bank / IFC environmental mission visited the 
country.  At this stage, MIGA had disclosed environmental documents and the mission 
concluded that the environmental studies and assessments had been conducted to a high 
standard.  The mission recommended the preparation of a consolidated executive summary, 
a Regional Environmental and Social Assessment (RESA) and a Resettlement Planning and 
Implementation Program (RPIP). The mission also made some recommendations to Sasol, 
which complied with these recommendations. 

59. Sasol provided the Bank with a Consolidated Executive Summary and Update dated 
July 2003 summarizing the seven Environmental Impact Assessments (EIAs), eight 
Environmental Management Plans (EMPs), RESA, RPIP, the Social Development Action 
Plan (SDAP) and a report on Public Consultation and Disclosure.  The executive summary 
notes that all of the EIAs had been approved by the relevant Government authorities with the 
exception of the Secunda interface which was exempt from EIA requirements.  Sasol noted 
that it had committed to recommended actions from the various documents. 

60. Having completed the suite of reports, the Bank concluded that, at the time of 
appraisal, the SARG project was in compliance with the Bank safeguards and environmental 
policies, procedures and guidelines and with the environmental requirements and standards 
of the GoM and GoSA. 
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Annex 6:  Mozambique Gas sector context 
 
61. Gulf Oil discovered natural gas in Mozambique in the Pande gas field in 1961, 
followed by Buzi (1962) and Temane (1967)50. Initially the gas fields were thought not to be 
commercial.  The internal strife of independence and the civil war combined with the lack of 
an internal market for the gas delayed development. Work was undertaken to map and 
appraise the Pande and Temane fields in the 1980s and 1990s51. In 2003, Sasol undertook 
extensive drilling of exploration and production wells in the Pande/Temane block and 
commercial gas production from the Pande/Temane fields began in February 2004. At the 
time of project appraisal, the combined Pande and Temane fields had probable reserves of 
2.8 Tcf, of which 2 Tcf were proven.  However, given the limited amount of exploration in 
Mozambique up to that date it was thought that the full extent of natural gas reserves had not 
yet been established. 

62. The government’s efforts started at the end of the 1980s when it initiated the process 
of delineating the gas reserves at Pande and identifying private sector investors.   

63. According to the National Petroleum Institute (INP), during the period from 1981 to 
1996 the GoM evaluated many different ways to monetize the gas from Pande/Temane, 
including using the gas for LNG exports, to produce fertilizer, for power generation or to 
make sponge iron (i.e. direct reduction of iron ore).  None came to fruition due to factors 
such as the relatively small size of the reserves and the lack of a local market for gas. The 
World Bank (ESMAP) was asked by the GoM in 1991 to help it determine the best way to 
utilize the gas resource52. A pre-feasibility study showed that the best use of the gas was to 
transport it by high pressure pipeline to buyers in the industrial heartland of South Africa, 
with a branch line to Maputo. In 1990, ENH contacted 25 international oil companies to seek 
partners to invest in Pande, but with no immediate result. In 1994, the World Bank approved 
a US$ 30m credit from IDA with the preliminary objective of undertaking all work 
necessary to enable the GoM, ENH and the private sector investors to make a firm decision 
to develop the Pande gas reserves.  

64. A World Bank financed Gas Engineering Project (IDA-26290, approved June 16, 
1994 and closed June 30, 2003) provided support for Pande gas delineation to prove the 
adequacy of reserves for commercialization, negotiation of agreements for 
commercialization of the Pande/Temane gas fields with investors, and initiation of the 
process of strengthening Mozambique’s gas sub-sector institutions to enable them to play a 
role in future gas operations.   

65. Phase I was to ensure sufficient gas reserves and clear away some project 
uncertainties (including financing for seismic shooting and its interpretation). Phase 2 would 
cover any remaining pre-development work and would include tasks in which a joint venture 
partner would wish to have input to the work. A direct result of the Bank financed pre-

50 Source: CMH.  Some sources note that the Temane field was discovered in 1956. 
51 Source: National Petroleum Institute website. 
52 Source: Memorandum and Recommendation of the President of the International Development Association to 
the Executive Directors on a proposed credit in the amount equivalent to US$30 million to the Republic of 
Mozambique for a Gas Engineering Project, May 19, 1994. (available at www.worldbank.org). 
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feasibility and subsequent work to better understand the reserves was that a number of firms 
from North America, South America, South Africa and Western Europe began to show 
interest.   

In 1998, Sasol proposed to use the gas from the Pande and Temane fields in its petrochemical 
plants at Secunda in South Africa. The gas would replace synthetic gas made from coal as a 
feedstock for its petrochemical plants and for its gas distribution system. The proposed project 
was conceived with two components: the upstream component comprising the gas field 
development and central processing facility and the transmission component comprising the 
gas pipeline from the processing facility in RoM to Secunda in RSA (see section 1.5 for 
further details). 
 
66. The seismic survey and drilling program provided investors with the comfort to 
commit to develop the Pande gas reserves for export and use in Mozambique, which led to 
Sasol signing the petroleum production agreement (PPA) and pipeline agreement (PA) in 
2000. The legal, economic and financial support to ENH during its negotiations with Enron 
over the period 1994 to 2000 and the various agreements drafted as part of those 
negotiations supported the preparation of the SARG project.53 The engineering project also 
helped ENH to evolve from having a focus on operations to focus on promoting investments 
in hydrocarbons. 

67. The GoM considered several different options for using the gas in order to maximize 
the economic benefit to Mozambique54. These included: generation of power and export to 
neighboring countries, production of LNG for export, use in a gas to liquids plant for export, 
sale of natural gas within Mozambique, and export of natural gas for use in South Africa. All 
except the export of natural gas to South Africa were rejected on the basis of being 
uneconomic, delaying monetization of the gas, having insufficient gas reserves to support 
large investments, or having insufficient local demand for gas.   

68. Export of gas to South Africa emerged as the only viable option for Mozambican gas 
and, according to the PAD, brought the greatest potential benefit to Mozambique because it 
would allow Mozambique to sell gas to a larger market at reasonable prices with the 
potential to increase exports if more gas reserves became available, would allow 
Mozambique to derive benefits from the gas more quickly than the option of producing and 
exporting power, and would allow Mozambique to use some gas within the country via the 
five off-take points on the pipeline. The PAD notes that the timing of the export of gas was 
also considered and it was decided better to export the gas under this project than to wait for 
an alternative project.   

69. The ongoing economic cooperation efforts among the Southern African 
Development Community (SADC) countries and the creation of Southern African Power 

53 During the negotiations with ENRON many options were considered for commercialising the gas. The option 
that came closest to being developed was a treatment plant for iron ore in cooperation with the Industrial 
Development Corporation (IDC) of South Africa.  IDC withdrew from the project in 1999 due to depressed 
prices in the iron industry.  Sasol has discovered commercial gas reserves in the Temane field and in 2000 Sasol 
acquired Enron’s rights to the Pande field. 
54 See the PAD Annex 4. 
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Pool (SAPP) established an overall political environment conducive to cooperation for the 
cross-border gas project.  

70. The GoM prepared an energy sector strategy in 2000, which the World Bank Group 
supported through several projects including the ongoing Gas Engineering Project, 
mentioned above in this section, and the Energy Reform and Access Project (P069183, 
closed 31 March 2011).  The energy reform project was aimed at helping Mozambique 
expand access to electricity in a commercially viable way, strengthen institutions in the 
sector including support for the National Directorate for Coal and Hydrocarbons (DNCH) 
and the Ministry of Coordination of Environmental Affairs (MICOA) to help them monitor 
implementation of contractual obligations under the SARG project, the National Directorate 
for Energy (DNE) to develop a framework for development of the domestic gas market, and 
ENH subsidiaries through provision of technical, legal and financial services to help manage 
the GoM’s interests in the SARG project.   

71. Through these and other projects, the Bank and other donors were working to support 
the GoM in taking significant steps towards adopting a legislative and policy framework to 
reform the energy sector to address the issues identified in the GoM’s energy sector strategy. 
These included laws related to the GoM’s shift from investor and manager to policy maker 
and business facilitator.  These resulted in the conversion of ENH into a corporate entity 
operating under commercial law, and creation of regulatory bodies to oversee the sector.  
The Petroleum Law, 2001 was aimed at improving the institutional set-up and policy 
framework, in particular for upstream development and actively to encourage private 
participation and investments in upstream development, particularly in gas.  The law helped 
to clarify responsibilities within the energy sector, e.g. DNCH was given oversight of 
exploration activities and DNE was given supervision of distribution activities in the local 
gas market. 

72. To manage the GoM’s interests in the SARG project, ENH established two 
subsidiaries, CMH which is the joint venture partner with Sasol for the upstream component, 
and CMG which holds 25% of the shares in ROMPCO following the GoM’s exercise of its 
options in 2005. The GoM also awarded a concession to Matola Gas Company for gas 
supply to Mozal and other consumers which will utilize royalty gas from the project. At the 
time of the SARG project appraisal, the IFC was supporting gas distribution by working 
with Matola Gas Company to improve the commercial prospects of Matola’s gas distribution 
project. 

73. In spite of the progress made in reforming the energy sector prior to appraisal, it was 
recognized that the limited institutional and human resource capacity remained a major 
constraint to the design and implementation of projects to achieve results.  For example, the 
Gas Engineering Project ICR55 notes that as of 2004 ENH staff were technically reasonably 
competent but considerable legal and financial strengthening was required. Therefore, 
DNCH, DNE and ENH continued to require substantial technical assistance to execute their 
functions. As part of the SARG project, funds amounting to US$ 200,000 per year during the 

55 Report No: 27480, dated 15 March 2004. 
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15 year period from 2004 have been made available to support training and institutional 
development for CMH, ENH and the regulator56. 

74. Given the lack of financial and human capability of Mozambican institutions at the 
time, Sasol provided both the financial strength and commercial and technical expertise to 
undertake the project.  At the time, Sasol was the leading petrochemicals and liquid fuels 
company in South Africa, with listings on both the Johannesburg and New York stock 
exchanges and a market capitalization of US$ 8 billion. The use of a highly solvent private 
sector sponsor in conjunction with significant participation by Mozambican government 
entities provided it with initial capital resources and reduced the sovereign risks to the 
project. With modest exposure, the World Bank leveraged its assistance substantially and 
was able to bring added value in the areas of political risk mitigation, and environmental and 
social risk mitigation. 

75. Sasol undertook its own financial analysis to come to the conclusion that it would be 
commercially viable to deliver gas from the Pande and Temane fields to its petrochemical 
plant and distribution network at Secunda in South Africa. This meant that both the demand 
for gas was well understood at the time of appraisal and that Sasol had a commercial 
incentive to make the project happen. 

76. Here Sasol did not have the required technical expertise to undertake the project, 
industry specialists were used.  The UJV appointed Sasol’s subsidiary SPT as operator of the 
gas fields and the CPF.  Kellogg, Brown and Root was appointed to design and complete the 
field development program and operate the field. Foster Wheeler was appointed engineering 
procurement and construction management (EPCm) contractor for the CPF. ROMPCO the 
pipeline owner and operator contracted Sasol Gas Limited to operate and maintain the 
pipeline. A consortium of Grinaker, McConnell Dowell and Consolidated Contracts 
International Company was contracted to construct the pipeline on a fixed price basis. 

77. Since development of the pipeline, there have been a number of developments in the 
Mozambican gas sector, not least, the discovery of significant quantity of off-shore gas. 
Whilst these further developments do not form part of the scope of this ICR, it is worth 
mentioning that Mozambique has been taking forward implementation of the transparency 
initiative EITI in Mozambique – which has led to significant disclosure of information 
relating to the gas pipeline. The first report was published in 2011 (covering 2008). Going 
forward, the Bank is providing significant capacity building support under the Mozambique 
Mining and Gas Technical Assistance Project (P129847).  

56 SARG Pre-Appraisal Mission March 13-15 2003, Aide Memoire. 
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Annex 7:  Summary of Implementation Entity’s ICR and/or Comments on Draft ICR 
 

Comments by: Sasol 
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Annex 8:  Comments of Government entities and Other Partners/Stakeholders57 
 

Conference call with Benjamin Chilenge, National Director for Investment and 
Cooperation, Ministry of Mineral Resources (MIREM), Government of Mozambique – 
held on 7 May 2013 
 
The Ministry sees the Southern Africa Regional Gas Project as a success which has brought 
many benefits to Mozambique.  Principally, the project allowed Mozambique to monetise gas 
from the Pande and Temane fields that had been stranded since the fields were discovered in 
the early 1960s. 
 
The design of the project funding helped to make it a success. The IFC helped the 
Government of Mozambique (GoM) to raise funds to take a stake in the pipeline and upstream 
parts of the project, creating a sense of ownership within Mozambique.  In addition, the sale 
of shares by CMH within Mozambique has made Mozambicans feel empowered regarding the 
project and has motivated them to support the project in succeeding. 
 
The Project has brought several benefits to Mozambique. Firstly, the project exports gas to 
South Africa, providing direct fiscal benefits to the GoM.  Secondly, the project has brought 
non-fiscal benefits to Mozambique.  The private sector has benefited from the availability of 
gas in Vilanculos and around Maputo for use in industry. With the availability of additional 
gas to Mozambique through the expansion, additional uses for gas are now being developed or 
considered including power generation, petrochemicals, fertiliser etc. The opportunity to use 
natural gas for cooking has reduced deforestation and the use of gas in the form of CNG for 
transport and industry has reduced energy imports.  In addition, people living near the project 
facilities have benefited from the provision of schools, hospitals, cashew nut crops etc. 
through the project’s Corporate Social Investment (CSI) program. 
 
An important indirect benefit is the experience Mozambique gained in developing a large gas 
project. This experience has helped with the recent large offshore gas finds in Northern 
Mozambique, including helping Mozambique to understand how to monetise the gas in a way 
that brings value to Mozambique and improving the capability of Mozambicans to manage the 
new projects while reducing the reliance on outside consultants.   
 
The Project was one of the first large private sector investments following the end of the civil 
war.  By demonstrating that a large infrastructure project can bring benefits to the country 
while being a success financially for the developers, it has helped to create confidence in the 
Government thereby improving the investment climate. The Project did not achieve this in 
isolation. Rather, it was the combination of several large investment projects such as Mozal, 
in combination with the Project that helped to achieve this. The better investment climate was 
also helped by improvements to legislation. The Petroleum Law has been improved and the 
legal framework has been further adapted to take account of new situations such as the need to 
deal with LNG in the context of the gas finds in Northern Mozambique. 
 

57 Note – despite repeated efforts, these write-ups in this Annex have not been validated by the participants to the 
meetings and are therefore strictly the ICR team’s interpretation of the key messages from the discussions.  
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Finally, the World Bank Group played a very constructive and important role in facilitating 
the project. The Bank helped during all phases of discussions about the project and helped 
provide the GoM with the capability to deliver the project. In addition, the Bank Group 
through the IFC helped the GoM to raise funds for its stake in the project. 
 
Meeting with ENH held on 2 May 2013 
 
Overall, the project has achieved its objectives, i.e. to initiate the development and export of 
Mozambique’s gas resources in an environmentally sustainable manner thereby contributing 
towards economic growth and poverty reduction, while providing a framework for other 
future private sector projects and facilitating further investments in gas exploration and gas-
related industries.  In addition, the project infrastructure has worked well. 
 
However, the project has had two main drawbacks, related to the lack of gas available to use 
within Mozambique and the lack of dividends paid to the Government of Mozambique. Both 
relate to the operation of the project to date and we expect them to be largely overcome in 
future. 
 
We would like to have seen more gas used within Mozambique.  Royalty gas of 6 MGJ per 
year of gas is available to be used within Mozambique. Two of the five off-take points within 
Mozambique are currently used.  One near the Central Processing Facility (CPF) is used to 
supply a small distribution network with 620 customers, a 15MW power plant and small 
industrial customers. The other at Ressano Garcia is used to supply power plants near Ressano 
Garcia and to provide the Matola Gas Company’s distribution network, which is linked to 
Ressano Garcia via a 69km pipeline and whose customers include Mozal, a cement works and 
other industrial customers. 
 
Little gas is used in Mozambique because the original PPA allowed only for royalty gas to be 
made available in Mozambique, with all commercial gas being delivered to South Africa. The 
project has been expanded and the Government’s policy is now to make 50% of new 
commercial gas available within Mozambique.  For example, ROMPCO’s pipeline has been 
expanded from 120 MGJ/a to 149 MGJ/a.  A second expansion in the form of a parallel 
pipeline (loop line) running from the CPF is underway, which will expand capacity to about 
200 MGJ/a.  Eventually the pipeline could be expanded to 240 MGJ/a, with the GoM’s 
preference being for the additional gas to be used in Mozambique. 
 
Matola’s distribution network is being expanded to bring gas to Maputo where it will be used 
in power generation and for commercial and industrial customers. These connections are 
necessary to reduce the perception that the project has only resulted in gas being exported. A 
way to finance household connections is being explored.  Other projects to use the additional 
gas being made available in Mozambique include additional power generation near Ressano 
Garcia and expansion of the power plant connected to the distribution network located near 
the CPF. 
 
Another drawback is that the project has not yet paid dividends to the Government of 
Mozambique (GoM). In part, this is due to the way ENH financed its share of the project, i.e. 
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through quasi equity loans from EIB and Standard Bank and a standard commercial loan. 
Jointly iGas, Sasol and ENH decide on the level of dividends each year, setting them to ensure 
debt repayment obligations are covered. As a result, the revenues from the project have been 
sufficient to service ENH’s debt but insufficient to pay dividends to the GoM. While we 
expect dividends to grow in future, the GoM had expected dividends to be paid earlier –9 
years since project commissioning has been a long time to wait without a dividend flow. 
In addition to dividends, the owners are looking to refinance to take advantage of the project’s 
current 60:40 ratio of debt to equity to release equity. Also, the GoM receives other cashflows 
through royalty gas (either sold or taken as gas), royalty payments on condensate and taxes. 
 
The project has brought a number of other benefits to Mozambique. The project has helped to 
develop the legal framework for the gas sector. The regulatory framework has evolved over 
time, resulting in an improved competitive process for bidding for license blocks. One change 
to the regulatory framework has been to split the commercial and regulatory activities of 
ENH.  Although this split has created difficulties for ENH, for example due to the loss of 
license revenues, the separation will be positive in the long run. 
 
The project has had little effect on the environment other than that gas produces fewer 
emissions than the coal or oil which it has replaced. 
 
The World Bank Group helped to finance the project by providing the partial risk guarantees.  
In addition, the IFC took a 5% stake in the upstream component of the project, allowing ENH 
to meet its equity share, and helped ENH to finance its 25% stake. In particular, the IFC 
experience was helpful in raising US$ 6 million on the local stock exchange. 
 
However, the World Bank Group has had a wider role in the project than solely helping to 
finance the project by providing partial risk guarantees.  The Bank helped ENH to be more 
organised by requiring ENH to follow certain procedures, allowing ENH to learn from those 
procedures. In addition, the experience has built up capacity for contract negotiations as ENH 
and the GoM previously lacked this capability. This has helped Mozambique’s better position 
itself during more recent negotiations regarding gas from the Rovuma Basin. 
 
There have been no issues with the PPA and PA. Both agreements have been followed and 
have performed well. There was an issue with the processing fee for the royalty gas. Until 
April 2011, royalty gas was taken at the wellhead. The CPF processing fee was higher than 
the value of the gas meaning that Mozambique lost money on each GJ of royalty gas taken. 
The shareholders agreed that from April 2011 royalty gas would be taken downstream of the 
CPF. Contract negotiations as part of the expansion were not always easy but have been 
concluded satisfactorily. 
 
Although the project has been a good experience for the industry, further capacity building is 
required. A clear transfer of technical expertise is required to allow ENH to prepare to operate 
the project one day. Otherwise, when the current agreements expire in 15 years’ time, 
Mozambique would still need to rely on Sasol to operate the project.  An example of the 
capacity building is that Mozambique companies bid for the construction of the loop line.   
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More could have been done for local communities. The SDI program could be better targeted 
to meet the needs of communities.  For example, the program develops schools in areas close 
to where the pipeline runs but the school doesn’t meet the needs of the community because it 
doesn’t have a teacher. The SDI program should involve communities directly through long 
term engagement to understand and meet their needs. An example of this is the program that 
was recently started to help people to access gas. Households can’t afford the US$ 1000 cost 
of a connection.  By financing connections, customers receive on-going benefits from the 
project of over a hundred dollars per month since it is cheaper to use piped gas than charcoal, 
wood or LPG for cooking. 
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	1. Project Context, Development Objectives and Design
	1. At the time of the project appraisal in 2003, Mozambique was one of the poorer countries in Africa, with a per capita gross domestic product (GDP) of US$ 248 (in current dollars)8F  and 54% of the population living below the national poverty line9F...
	2. The civil war had left a legacy of high perceived political risk and a poor overall climate for investment, especially for foreign investors. During the civil war, the Cahora Bassa hydropower plant was unable to operate due to the transmission line...
	3. The country had abundant resources including hydropower potential, metal ores and hydrocarbon deposits of natural gas and coal. As a result of a lack of investment and a lack of energy demand within the Republic of Mozambique (RoM) these resources ...
	Sector Background
	4. Mozambique was in a good position to use energy resources to support economic growth. However, a key reason for not having developed the resources was the lack of demand within Mozambique.  For example, of the potential for 14,000 MW of hydro power...
	5. Through its energy strategy of 2000, the GoM intended to allow the private sector to lead energy sector development. The Government of Mozambique (GoM) was attempting to address a number of issues with its energy sector strategy of October 2000. Th...
	6. The strategy also recognized that the energy sector had low operating efficiency and was financially weak, that there was limited institutional and human resource capability within the sector (the GoM intended to support implementation of its energ...
	7. The project envisaged development of onshore gas fields at Pande and Temane (field development, including drilling), processing the gas at a Central Processing Facility at Temane and then developing a pipeline for transporting the gas to Secunda in...
	8. Sasol was the key driver for this project. The project was the result of discussions between Sasol and the Ministry of Minerals Resources (MIREM) in Mozambique. Sasol is a private sector firm that is managed in a fully commercial manner. Involvemen...
	9. Prior to the Bank’s involvement, the major contractual agreements to implement the project had already been put in place (between the GoM, the Government of South Africa (GoSA), the Mozambique National oil company (ENH), and the Mozambique oil comp...
	10. The World Bank guarantees were requested to mitigate political risk in Mozambique. Sasol initially financed the construction work on the project using a bridge loan from the Development Bank of Southern Africa (DBSA) and its own equity. On 23rd Oc...
	11. The Bank was approached relatively late in the financing process when it was felt that World Bank financing instruments would be required. By June 2003, during preparation of the World Bank operation, more than 80% of the central processing facili...
	12. Financing for the project was a hybrid of a corporate loan and project financing. Sasol itself was guaranteeing payments of debt service to lenders (labelled ‘Sasol corporate credit’ in the figure below). The guarantees addressed commercial risks ...
	13. The World Bank guarantee exposure was capped at US$ 20 million and US$ 10 million each for SPT and ROMPCO, respectively.
	Rationale for Bank Assistance
	14. Under the Country Assistance Strategy (CAS) for the period 2004-07 the World Bank’s approach was “… to help Mozambique improve its investment climate, expand service delivery and build the capacity and accountability of its institutions […] to sup...
	15. In an early example of ’One World Bank Group‘ in action - this project aimed at improving the investment climate in the gas sector by using a combination of IBRD’s Partial Risk Guarantees (PRGs) (US$ 30 million), an IFC equity investment (US$18.5 ...
	16. IFC equity investment facilitated GoM participation in the transaction. IFC purchased a 5% share in the Gas fields and CPF UJV. The World Bank played an active role in bringing in IFC to support the GoM in purchasing an adequate share. IFC worked ...
	17. According to the PAD, the project’s original main objective was “to initiate the development and export of Mozambique’s substantial natural gas resources in an environmentally sustainable manner, thereby contributing towards economic growth and po...
	18. The PAD gave two performance indicators for the project’s main objective:
	19. The PAD noted that “the proposed World Bank Group instruments (IBRD partial risk and MIGA guarantees and IFC equity investment) will facilitate the mobilization of critical private capital as well as commercial debt financing required for implemen...
	20. The PAD also mentions that “… [the project] would also provide a framework for other future private sector projects and facilitate further investments in gas exploration and other gas-related industries.”
	21. There were no revisions.
	22. The primary target groups identified in the PAD were the GoM and the general population of Mozambique. The project was intended to provide an ongoing revenue stream for the Government in the form of gas royalties, taxes and dividends on the GoM’s ...
	23. Other project beneficiaries identified by the PAD were14F :
	24. In addition, the project includes five gas off-take points in Mozambique which allows for the significant future development of gas-based activities. At the time of appraisal, the GoM had already awarded a concession to the Matola Gas Company (MGC...
	25. The project comprised two components. The upstream component comprised development of the Pande and Temane gas fields, a 177 km gas gathering network to deliver gas from the production wells to a Central Processing Facility (CPF), and the CPF itse...
	26. The gas pipeline component comprised the 865 km 26 inch diameter steel pipeline from the CPF to Sasol’s petrochemical complex at Secunda in South Africa, where the gas would be used as a feedstock for Sasol’s petrochemical plants and for its gas d...
	27. There were no revisions to the project components.
	28. There were no significant, formal changes to the project. However, the project was expanded as new gas reserves were discovered.  The original project (as set out in the PAD) was intended to begin delivering 74 MGJ/a of gas to Secunda in 2004, to ...
	29. In 2007, new gas reserves were confirmed in addition to those required to meet the requirements of the first GSA (i.e. in addition to the performance indicator in the PAD) and demand for additional gas in RSA and RoM was identified. In May 2007, R...
	30. In relation to this expansion of the pipeline and CPF, a second GSA was signed for a further 27 MGJ/a of commercial gas to be delivered to Secunda, starting in FY 2010.  This second GSA relates to the 27 MGJ/a pipeline expansion of 2010 which brou...
	31. As a result, the changes to the project increased gas exports to the RSA, increased the fiscal benefits to the GoM through taxes, royalty gas, and dividends on its equity share in the project, and also allowed for further investments in gas relate...
	Figure 2: Mozambique to Secunda pipeline capacity

	2. Key Factors Affecting Implementation and Outcomes
	2.1. Project Preparation, Design and Quality at Entry
	32. The World Bank became involved at a relatively late stage of overall project preparation. When the World Bank was asked to provide Partial Risk Guarantees (in a letter dated October 23, 2002), it carried out due diligence on the pre-existing prepa...
	33. This ICR finds that the project was well prepared by the Bank during appraisal. The due diligence carried out by the Bank team included regulatory and commercial agreements, legal statutes, technical availability of gas, quality of contracts and a...
	34. Importantly, the Bank, during appraisal, was able to insert several requirements relating to environmental and social safeguards that the project would need to follow. This included: a monitoring and auditing framework; Sasol to retain independent...
	35. The Petroleum Production Agreement (PPA) and Pipeline Agreement (PA) – the two documents that allocate the risks and returns between Sasol and the Government of Mozambique (and its institutions) - had already been signed (on 26 October 2000). The ...
	36. The Bank team consulted a number of relevant Bank project documents and reports. The following projects were reviewed: the Bolivia/Brazil Gas Pipeline Project (1997), the Azerbaijan/Georgia Oil Project (IFC/R98-180), and Chad-Cameroon Petroleum De...
	 With reference to (1), the PAD notes that Mozambique’s share of revenues from the project would be accounted for through the GoM’s budget on a line item basis, the project’s environmental and social effects have been comprehensively studied and miti...
	 With regards to (2), that Sasol would retain independent auditors to audit compliance with the environmental management plans and applicable guidelines and policies as well as with the resettlement planning and implementation program.
	 With regards to (3), there was active consultation of stakeholders in RSA and RoM during the project design phase, in particular with regard to environmental and social aspects.  In addition, during implementation, local communities participated in ...
	37. During Appraisal, the Bank reviewed the contractual structure of the project and concluded that the allocation of commercial, technical and political risks was acceptable and consistent with the structure of the project and in line with current pr...
	38. A number of risks were identified during project preparation.
	39. Political risk was the most important from the perspective of facilitating commercial financing for the project. The risks covered by the IBRD guarantees were obligations within the control of the GoM.  The project was designed to make the GoM a s...
	40. Operator risk was identified as relevant. Sasol had experience with pipeline operations but not in oil and gas upstream operations. This risk was mitigated by Sasol appointing Kellogg, Brown and Root under an operations and maintenance contract. T...
	41. There was also a technical risk that the gas reserves would turn out to be insufficient for the project.  As discussed in Annex 5, the gas fields had been studied extensively at the time of appraisal and three parties had provided estimates of the...
	42. A potential conflict of interest risk was identified due to Sasol’s involvement in all aspects of the project.  Sasol was one of the operators of the upstream component, a gas seller through the UJV with CMH and IFC, a pipeline owner through ROMPC...
	43. Market risk was also a potential issue with the project. The following mitigating design features were included. The GSA included a take or pay clause, requiring Sasol to pay for gas that it does not take below 80% of the annual contract quantity ...
	44. In comparison to crude oil futures prices quoted in 2003 at the time of appraisal the range of crude prices allowed by the GSA appears not unreasonable.  The final daily settlement price of West Texas Intermediate futures contracts for delivery in...
	45. The economic assessment also noted that, given the conservative assumptions made, the economic benefits realized by the project could be much higher. With the project expansion, gas volumes produced and transported are currently higher than those ...
	46. The financial analysis at the time of appraisal also showed that CMH would make high returns on its investment and that the project would provide sufficient cash flows to enable CMH to service its debt throughout the life of the project. The analy...
	47. The conclusion is that overall, the risks were well identified and mitigated.
	Rationale for Bank involvement
	48. The Bank was presented with an investment opportunity that was in line with the goals of the CAS. Although significant preparation had already been undertaken, due diligence supported the view that the Bank could work with the existing gas agreeme...
	Government role
	49. Whilst the Bank negotiated and agreed on an indemnity agreement for the PRGs with the GoM, the project was driven mainly by Sasol with the GoM having what has been described as a facilitating role.
	50. Since the project was prepared, two key fundamentals have changed. First, the price of oil has increased and remained at a significantly higher price (from US$30-40/barrel to US$100+/barrel). This is clearly a function of changes in the global eco...
	51. Project results on physical delivery of gas have consistently been very strong.
	 The upstream and pipeline components of the project began delivering gas to Secunda in February 2004, less than three months after Board approval, on November 20, 2003.  This gas start date was one month later than assumed in the PAD base case but f...
	 The Bank was informed that audits of the gas field development, pipeline and CPF construction, and metering installation conducted by Mozambican teams with technical support from advisers funded through Norwegian technical assistance confirmed that ...
	 As at June 2012, 875 MGJ of gas had been delivered by the project of which 852 MGJ had been exported to Sasol in RSA under the GSAs.  In addition, 4.0 million barrels of condensate had been sold. The base case scenario used for the economic analysis...
	 Additional gas reserves were discovered by 2006 and it was noted that any further developments would need to be consistent with Mozambique’s interests to develop tourism and to preserve the country’s nature reserves. Although some of the new gas fin...
	 The final construction costs for the gas pipeline are about R490 million(US$ 52.6 million) below the project appraisal estimate, despite the Bank’s supervisory mission of November 2004 having noted capital costs overruns of US$ 10 million for the ga...
	52. However, there were some problems along the way.
	 The IFC disbursement was delayed by 2 ½ years while CMH arranged financing for its right to a 30% stake in the UJV. Sasol advanced the project as the sole UJV owner until CMH and the IFC took up their stakes. The Governments of Mozambique (via Compa...
	53. One area of relative underperformance was in information sharing.
	 The 2007 ISR reported a lack of information sharing between SPT and CMH/IFC on operations and decision making in the upstream component.
	 The 2008 ISR rated ‘reporting’ as moderately unsatisfactory on the basis that reporting requirements of ROMPCO and SPT were not being met on a regular basis.  By 2011 and 2012, however, the ISRs noted that ‘reporting’ was satisfactory.
	 Reporting for the purposes of this ICR was found to be of varied quality (highly responsive by SPT and Sasol Petroleum International – but significantly less so by ROMPCO). ENH and the Ministry of Mineral Resources were found to be unresponsive to f...
	 Reporting was rated as moderately unsatisfactory in the 2009 ISR because audited annual reports and other operational reports were not forthcoming from SPT or ROMPCO. This issue was not resolved and was still an issue (mostly for ROMPCO) at the time...

	2.3 Monitoring and Evaluation (M&E) Design, Implementation and Utilization
	54. The indicators and targets regarding gas exported and fiscal benefits to the GoM could have been designed to be better aligned with the PDO. In particular, the indicator related to gas volumes focuses solely on gas exports, without considering the...
	55. The indicator for fiscal benefits was defined in aggregate for the full 25 year duration of the project.  However, the indicator could have been better designed to specify fiscal benefits along a timeline, with expected aggregate fiscal benefits a...
	2.4 Safeguard and Fiduciary Compliance
	56. Safeguard compliance has been consistently rated satisfactory. The strong performance during early implementation led management to concur to an extended period between supervision missions. The frequency of supervisory missions was conducted ever...
	57. At the appraisal stage, in what was one of the critical areas of additionality as a result of Bank involvement, a monitoring and auditing framework was designed and a number of measures were put in place. Sasol retained independent auditors to aud...
	58. In discussions with Sasol during the ICR process, the team was informed that from Sasol’s perspective, the Bank’s involvement in the project helped to strengthen compliance procedures within Sasol. The Bank’s standards empowered the Sasol CSI team...
	59. The Bank’s supervisory missions in 2007, 2008, 2010, and 2013 noted that Sasol had retained its ISO 9001, ISO 14001 and OSHAS 18001 certification, indicating that Sasol’s standards were of a high quality. The missions also noted that Sasol was dem...
	60. Sasol’s approach to managing safeguards issues is to avoid compensation situations.  The project has had a number of safeguard issues during the period of operations and when an issue was identified, Sasol worked to resolve it. For example, there ...
	There are some environmental issues that need to be noted:
	 Encroachment at the CPF is an ongoing issue.  When the CPF was developed, the site was built on an empty space. However, the CPF is now an attractive place to which to migrate.  The UJV needs to acquire new land to allow for expansion, which is like...
	 Environmental audits have identified safeguards issues with the pipeline. The main issue is the use of the pipeline service tracks by locals for logging and charcoal production activities.  The pipeline traverses wilderness areas where there are no ...
	61. At the preparation stage, it was also agreed that Sasol would establish a US$ 5 million fund for a Social Development Plan. This became the Corporate Social Investment (CSI) program, which by June 2012 had invested US$ 12.5 million on social proje...
	62. With regards to issues raised on social safeguards:
	 Sasol is now adopting a more formalized approach to CSI. It continues to consult with stakeholders to understand the needs of the community. It then works with stakeholders to develop solutions consistent with an overall theme for CSI and which are ...
	 Management of the social development fund would need strengthening due to the increased program size.
	2.5  Post-completion Operation/Next Phase
	63. Sasol and ROMPCO provided a number of regular reports including six monthly operations and maintenance reports, annual compliance certificates with financial covenants and audited annual financial statements. These reports provided information on ...
	64. The World Bank undertook regular missions to supervise the financial, operational and safeguard aspects of the above project. The supervisory missions initially took place every 12 months and from 2008 the frequency was reduced to every 18 – 24 mo...
	65. At the same time, it is unclear whether the Bank team took full advantage of its role in this operation to advance further Bank support for gas development activities in the region. For example, at the time new gas discoveries were reported, manag...
	Assessment of Risk to Development Outcome
	Rating: Moderate
	66. The risk to the development outcomes is assessed against the expected outcomes at the time of appraisal and reflected in the project development objectives. This risk is considered to be  a moderate risk overall, given that the project has been de...
	67. The risks to the development outcomes can be grouped into a number of different areas, each of which is discussed below.
	68. The technical risk to the project is moderate. The project was designed and constructed by industry experts and has been operated by an experienced operator, Sasol Gas, since 2004.  In addition, the fields at Pande and Temane are well understood. ...
	69. Mozambique has in the past experienced natural disasters in the form of floods, earthquakes and cyclones. The SARG project performed well during the earthquake and cyclone with its associated flooding in 2007.  While this indicates a robust projec...
	70. Political support for the project is strong. The GoM benefits from royalty gas, income tax, and profits through its 25% equity stake in the upstream and pipeline components of the project.  This gives the GoM a strong incentive to continue to supp...
	71. Community support for the project is also strong, given the CSI program undertaken by Sasol, the benefits of the development of the downstream gas industry and the 10% local stake in CMH. There is a danger that if the gas distribution network in M...
	72. The development of the very large gas projects in Northern Mozambique to some extent derive from the success of the SARG project. However, the developments in Northern Mozambique could pose a threat to the SARG project by exacerbating a skills sho...
	73. The main market risk is driven by the gas price under the GSA and the transportation price paid under the GTA. The GSA price is directly linked to the crude oil price and the GTA price is indirectly linked to the crude oil price through prices for...
	74. Regulatory risk is a possibility. The industry regulator must approve access terms to the pipeline within Mozambique, which raises the possibility, at least theoretically, that third party access to the pipeline interferes with Sasol’s ability to ...
	75. Finally, the project is commercially viable in its own right, leading to strong incentives for the equity owners to provide continued support for the project. Sasol has an added incentive to support the project, given its downstream operations and...

	3. Assessment of Outcomes
	76. At the time of appraisal, the project’s objectives were highly relevant to the development priorities of the GoM, as set out in the CAS of 2004 to 2007. By initiating the development and export of Mozambique’s natural gas resources, the GoM revenu...
	77. The project’s original objectives remain relevant for GoM development priorities.  Having said that, greater emphasis is now being placed on the domestic use of gas resources. Using gas domestically has gained in importance because of: (i) the pre...
	78. In practice, the project outputs have been sufficiently flexible to adapt to changing government priorities.  In this respect the project design was highly relevant in that it allowed for five off-take points within Mozambique thereby providing th...
	79. The Bank continues to support projects that reduce greenhouse gas emissions; in this respect, the project objectives on environmental sustainability remain highly relevant.  Gas from the project in Mozambique is being used to replace charcoal and ...
	Rating: Satisfactory
	80. The main objective is “to initiate the development and export of Mozambique’s substantial natural gas resources in an environmentally sustainable manner, thereby contributing towards economic growth and poverty reduction.” The key performance indi...
	81. The outcome key performance indicator (KPI) of gas exports has generally been met.  Gas exports were slightly below the indicator in 2009 and 2010 but following expansion of the CPF and pipeline have exceeded the indicator since 2011 – see Figure ...
	82. As at June 2013, 1,026 MGJ of gas had been delivered by the project of which 989 MGJ had been exported to Sasol in RSA under the two GSAs. In addition, 4.4 million barrels of condensate had been sold.  The base case scenario used for the economic ...
	83. Sasol provided a gas supply forecast from 2014 onwards. This shows gas deliveries rising from 171 MGJ in 2014 to 195-198 MGJ/a from 2017 to 2024 (of which 158-162 MGJ/a are forecast to be exported to RSA), when the forecast ends – see Figure 4. Th...
	84. The project will almost certainly exceed the fiscal benefits performance indicator. As noted above, data provided by Sasol indicates that the total amount of income tax and royalties paid to GoM from 2004 to 2013 was US$ 130 million (undiscounted)...
	85. In addition to the fiscal benefits from income tax and royalties, GoM benefits from dividends paid by CMH and CMG and capital gains on its equity stakes in the two companies.
	86. Until 2012, minimal taxes and royalties had flowed to GoM although fiscal benefits then increased significantly in 2013 and are expected to increase significantly further from 2015. It was recognized at the time of the PAD that the fiscal regime i...
	87. The likely reason for some additional delay in revenues to the GoM relative to expectations at appraisal is twofold.  First, the GoM used debt to finance its equity stake in the UJV through CMH. This has meant that much of CMH’s share of profits f...
	88. A further reason for the rise in expected fiscal benefits in the near future is that the cap on the crude oil price that forms part of the calculation of the first GSA price no longer applies from April 2014.  From Sasol’s perspective, the cap is ...
	89. Sasol’s forecast royalty and income tax benefits suggest that the delayed tax payments are largely a matter of timing since due to the expansion and higher than expected crude oil prices at the time of appraisal – over the life of the project – th...
	90. It can be expected that some of the GoM’s equity will be released from the project in the near future.  According to ROMPCO’s 2012 Audited Annual Financial Statements, the Directors of ROMPCO have approved repayment of shareholders’ loans in 2015,...
	91. In spite of fiscal benefits from income taxes and royalties being below expectation to date, the Ministry of Mineral Resources indicates that Mozambique has already benefitted from the project. The project allowed monetization of the gas in the Pa...
	92. The achievement of the objective “to initiate the development and export of Mozambique’s substantial natural gas resources in an environmentally sustainable manner” has been highly satisfactory. As noted above, the project has met the performance ...
	93. The achievement of a contribution “towards economic growth and poverty reduction” is rated as satisfactory. The project has contributed to Mozambique in the form of direct fiscal benefits (revenues to GoM from royalties and taxes alone are estimat...
	94. The overall performance of the macro economy includes but is not attributable to the impact of the project. During the period of the project i.e. from 2004 onwards, Mozambique’s economy grew strongly, both in terms of GDP and GDP per capita. Howev...
	95. The project also aimed to “provide a framework for other future private sector projects and facilitate further investments in gas exploration and other gas related industries.” In this regard, the project allowed Mozambique to begin to develop a d...
	96. The project has helped the participants/actors/stakeholders in Mozambique’s oil and gas  sector to learn how to manage new exploration and production in the sector. For example, the project has helped Mozambique to better develop and manage the te...
	97. In the Ministry’s view, the lessons from the SARG project are currently being used in developing the gas master plan for the country.28F  The project has also helped the stakeholders in the sector to build capacity such that they are able to manag...
	98. The SARG project has also helped improve the investment climate in Mozambique. Prior to Mozal (large Aluminium smelter), few firms were looking to invest in Mozambique. The SARG project encouraged investors by demonstrating that it was possible to...
	99. The Ministry’s comments suggest that the GoM believes its experience with the SARG project has helped it in developing the Mozambique gas sector in a sustainable way. This is particularly important in light of the new discoveries of gas in the Nor...
	100. The efficiency of the project is high because of the higher net present value of the project and higher economic rate of return relative to that forecast during appraisal. The PAD estimated the NPV (2001) of the economic rent from the project acc...
	101. This updated estimate of economic rent is conservative since it does not take account of the economic rent that will accrue to the GoM as a result of the 45% expansion to the project (i.e. from 126 MGJ/a to 183 MGJ/a, including royalty gas) and p...
	102. A comparison of the SARG pipeline costs with the costs of pipelines elsewhere indicates that the SARG pipeline costs were relatively low. The pipeline component of the project had a construction cost of US$ 404 million, excluding financing during...
	103. The overall outcome rating is satisfactory based on the high relevance of the objectives, the high relevance of the project design, the satisfactory achievement of objectives and the high efficiency of the overall investment.
	104. The achievements of the project in developing and exporting gas remain relevant today, even though the GoM has shifted emphasis to using gas in Mozambique, and its contribution in terms of fiscal and other economic benefits remain also relevant t...
	105. The SARG project has had a beneficial impact on poverty and social development –indirectly, through the fiscal benefits that have accrued, and will continue to accrue, to GoM (on a considerably greater scale) throughout the life of the project; a...
	106. On the fiscal benefits, whilst it has not been possible to track the use of funds received by the government from this project, it is possible to look at budgetary priorities of the government and how this project may have helped to increase fisc...
	107. Regarding the CSI program, Sasol had been responding to the local communities’ immediate needs with investments, which helped to build relationships within the local communities and local government.  However, there was a concern that Sasol’s app...
	108. The project has led to institutional strengthening in the Mozambique gas sector in several ways. Firstly, the project has allowed Mozambique to begin to develop a downstream market for gas.  The companies operating the distribution networks in Ma...
	109. Secondly, by participating in a large gas project, the GoM and its entities ENH, CMH, CMG and the regulator have gained first-hand experience in assessing how to use gas, negotiating contracts, granting concessions, dealing with social and enviro...
	110. Thirdly, from Sasol’s perspective, the Bank’s involvement in the SARG project helped to strengthen compliance. The Bank’s environmental and social safeguards standards were important for Mozambique since the standards were stronger than what Moza...
	111. The outcomes of the SARG project while better than expected were not unintended, e.g. the pipeline was designed to be expanded through the addition of compression and to allow off-take within Mozambique at five points. Therefore, the fact that th...
	112. An unintended consequence of the pipeline access roads has been the use of these roads by local communities. The pipeline was laid in remote parts of Mozambique, with limited infrastructure, so the communities viewed the access roads as a conveni...
	113. A second unintended consequence is immigration to the area near to the CPF.  When the CPF was first developed in 2003 and 2004, the region was remote and largely unpopulated. As a result of employment at the CPF, a local community has since devel...
	114. No beneficial survey or stakeholder workshop was undertaken as part of the ICR. However, comments from stakeholders about the SARG project have been received and included in Annexes 7 and 8.

	4. Assessment of the Guarantee in Support of the Project
	115. In Standard Bank’s view, it would not have been possible for Sasol to secure debt with a term of more than 3-5 years without political risk cover. With the entry of the World Bank, Sasol financed the project with 12 year debt.
	116. A more fundamental reason for the political risk cover relates to the crucial role that natural gas would play in Sasol’s core operations in Secunda. A reliable and sustained supply of natural gas from Mozambique was critical, once Sasol had conv...
	117. Sasol was willing to assume the commercial risk for the project. It also provided guarantees to SPT and ROMPCO and stood behind the commercial debt service obligations of SPT and ROMPCO. In Figure 1, this is marked as ‘Sasol corporate credit’. Ho...
	118. As the first large scale privately financed energy export project in the gas sector, the aim was to provide a framework for other future private sector projects and facilitate future investments in gas exploration and other gas related industries...
	4.3 Key issues or events that may arise in the future that could lead to a potential call on the guarantee
	119. None identified during the discussions. In fact, Sasol and its financiers are currently considering options for re-financing the loan and cancelling the World Bank PRGs.
	120. Evidence for the initial value of the PRGs includes the financial burden they placed on the project in terms of up-front fees. The guarantees required a front-end fee of 1% of the principal amount, an initiation fee of US$ 100,000 and a processin...
	121. Evidence of the ongoing value of the PRGs is provided by the fact that they are still in place. If there was not an ongoing perception of GoM risk that the PRGs are helping to address, Sasol and its entities would have chosen to refinance without...

	5. Assessment of Bank, Borrower and Government Performance
	122. The Bank’s performance during the project preparation was satisfactory. The Bank had previously undertaken the Gas Engineering Project that provided support for Pande gas delineation to prove the adequacy of reserves for commercialization, negoti...
	123. At the time the Bank became involved in the project, Sasol had already developed it to a large extent and by the time of appraisal the construction of the project was largely complete. Therefore the technical risks of the project were well known ...
	124. The Bank’s provision of US$ 30 million in PRGs created a stable environment for financing a project with total financing costs of over US$ 1 billion. Furthermore, the PRGs have not been called nor have been at risk of being called. The Bank there...
	125. The design of the project financing also served to strengthen support from the GoM by ensuring that it had a stake in the project, i.e. 25% in the upstream and pipeline components.
	126. Finally, during the preparation phase, the Bank drew on studies undertaken by other members of the World Bank Group, specifically, the environmental and social assessments undertaken by MIGA.
	127. The performance indicators for the project might have been expanded. The two performance indicators are gas exports to RSA and fiscal benefits in the form of income tax and royalties. Given the need to maintain support of the local community in M...
	128. The Bank undertook regular missions to supervise the financial, technical, environmental and social performance of the project. From a technical perspective, the project was operational early in the supervision phase and went through a further ex...
	129. According to Bank policy, this ICR should have been initiated two years after project completion (i.e. by March 2006) and should have been completed shortly thereafter. There is evidence that the supervision team did initiate ICR work earlier, as...
	130. It appears that the Bank team did not leverage the role that the Bank was playing in this project to influence the regional dialogue on gas and Mozambique power sector dialogue in relation to the country’s gas-to-power agenda. Internally, within ...
	131. The overall Bank performance is rated as satisfactory given that the project preparation and supervision were both rated as satisfactory.
	132. Sasol as implementing agency drove the project forward. Sasol, or its subsidiaries, were involved in all aspects of the project-as gas seller, pipeline operator and gas buyer. Where Sasol was insufficiently experienced to undertake the developmen...
	133. Having confirmed additional gas reserves, Sasol found a market for the additional gas under the expansion project allowing the expansion to proceed.
	134. Sasol complied with environmental, social and fiduciary requirements, and has abided by its obligations as set out by the commercial agreements under the project. When the GoM wanted to renegotiate the way in which the CPF fee was applied to roya...
	135. Feedback was provided that the CSI program was not adequately meeting the needs of local communities and that it would need to be strengthened. In response, Sasol restructured the CSI program to make it more community focused and to focus on sust...
	136. One ISR report noted that reporting by Sasol or its subsidiaries was moderately unsatisfactory.  Subsequent ISRs noted that reporting was satisfactory.
	137. The Government of Mozambique has supported the project during its planning and implementation.  As noted previously, the GoM has met its obligations as set out in the PPA and PA and the PRGs have not been at risk of being called. The GoM’s ongoin...
	138. There were delays in mobilizing funds for CMH to invest in the upstream component of the project. However, these delays did not affect the performance of the project since Sasol was able to proceed in the absence of CMH’s participation.
	139. Areas where the Government could have improved performance include ensuring a competitive process when awarding the concession to MGC for a distribution network in the Matola / Maputo region.  In addition, it is questionable whether the use of ga...
	140. During preparation of this ICR, the government was unresponsive to requests for data and follow up discussion.
	141. The overall rating is satisfactory based on the satisfactory ratings for both government and borrower performance.

	6. Lessons Learned
	142. There are a number of lessons learned from this project.
	143. A relatively small financial commitment by the Bank (US$ 30 million in PRGs) facilitated a much larger investment in the project.  The Bank’s commitment was much more important to the success of the project than implied by the financing amount al...
	144. Where possible, the Bank should enter the project preparation process as early as possible. In this case, the most important agreements, allocating risks and returns amongst the stakeholders (the PPA and the PA) had already been agreed and signed...
	145. A financially strong and technically capable stakeholder (Sasol in this case) is critical to moving forward a large/cross-border project in a timely manner.
	146. The WBG (World Bank, IFC and MIGA) can collaborate in a highly effective and complementary manner- to the benefit of the project goals. In this case, three different entities from the World Bank Group participated in the project, IBRD, MIGA and t...
	147. Participation  of the  WBG in “firsts” in countries can be highly impactful and may pave the way for future large investments in countries with high political risks and may also provide the best long term returns.
	148. Use of IBRD Enclave Guarantee instrument proved to be extremely effective in this context. Not only did it leverage significant financing with limited commitment of IBRD funds, but it ensured that IDA funds for Mozambique were not diverted from o...
	149. IFC was used in a highly strategic manner to enable the government to fund its equity in the project. Not only was the project able to go ahead, but the government was able to pull in a neutral party to be part of the management of the UJV togeth...
	150. Packaging and sharing knowledge from such transactions within the Bank is important. The Bank was involved with delivery of one of the few cross-border large energy projects in sub-Saharan Africa that was built to budget, delivered outputs in a t...
	151. By building flexibility or optionality into the original design of the project, the project was able to adapt to the changing circumstances and priorities of the GoM over the years.  This enhanced the value of the project. First, the additional g...
	152. The project indicators could have been more reflective of development within the national gas and power sector. Mozambique wanted to see more local benefit from their natural gas resources. The participation by the GoM and the public flotation of...

	7. Comments on Issues Raised by Borrower/Implemention Entity
	Please refer to Annexes 7 and 8 for prospective provided by the Government of Mozambique, its entities and Sasol.

	Annex 1:  Project Costs and Financing
	1. The first tranche of debt was led by Standard Bank, comprising R1.05 billion of commercial debt advanced to ROMPCO and R410 million advanced to SPT42F . Commercial risks for this tranche were based on Sasol corporate credit.  The country political ...
	2. The second tranche of debt was R1.47 billion led by multilateral developing financial institutions.  The participants in this tranche are:
	3. The third tranche of debt is provided by the European Investment Bank (EIB) for ROMPCO. This tranche is split into two sub-tranches each of R381 million. For the first sub-tranche Sasol assumes commercial and Mozambican political risk and for the s...

	 Field Development
	 Total Transmission Pipeline
	 Total Baseline Costs for the Project

	Annex 2:  Outputs by Component
	4. At the time of appraisal, recoverable reserves from the Pande and Temane onshore gas fields were estimated to be 2.78 Tcf, with a 50% probability. According to the National Petroleum Institute (INP), recoverable reserves increased to 3.8 Tcf with f...
	5. Sasol developed the fields and establishing a gas gathering system of about 177 km of buried pipe to deliver the gas to the central processing facility (CPF). The CPF removes condensate, water and any other impurities in the gas.  The clean, dry ga...
	6. At the time of appraisal, the PAD estimated that 205 contracts had been awarded to local Mozambican contractors for a total value of US$ 64 million.  MIGA estimated that more than 720 job opportunities for local employees would be created during co...
	7. Gas was first delivered in February 2004 from the Temane field, with production from Pande beginning in 2009.  The initial project design was to ramp up production to 120 MGJ/a in 2009 and to maintain that level of production. No commercial gas was...
	8. As a result of increased reserves and adequate demand, SPT invested in a US$ 220 million project to expand the CPF to 183 MGJ/a.  Financial closure on the expansion project was reached in June 2011 and the project was inaugurated on 30 May 2012.  A...
	9. Sasol expects to spend a further US$ 200 million in drilling over the next two years to improve its reserve estimates under the PPA and a further US$ 150 million in the next four years developing and appraising the Inhassoro Field.
	10. Figure 1 shows the gas volumes produced by the upstream component from 2005 to 2013, and compares them to the project performance indicator of gas exports.  Gas production increased from 77 MGJ in 2005 to 110 MGJ in 2009.  Although the annual cont...
	11. Figure 2 shows condensate production.  Production varies according to the dryness of the production wells, varying between a low of 249 thousand barrels in 2010 to a high of 716 thousand barrels in 2008. By June 2013, a total of 4,425 thousand bar...
	12. Gas volumes delivered for export were below the relevant key performance indicator for the project as set out in the PAD for 2009 and 2010, i.e. 120 MGJ/a.  However, exports in 2011, 2012 and 2013 were 126 MGJ, 128 MGJ and 137 MGJ, respectively – ...
	13. Given also the GoM’s objective to provide gas to the Mozambican market, a better performance indicator would have been the total amount of gas supplied whether to RoM or to RSA.  Gas supplied in 2011, 2012 and 2013 was 129 MGJ, 132 MGJ and 151 MGJ...
	14. This gas pipeline component consists of 865 km of 26 inch diameter high pressure steel pipeline between the CPF and Sasol’s petrochemical complex at Secunda in South Africa.  The pipeline had an initial capacity of 120 MGJ/a, with compression at t...
	15. ROMPCO added compression at Komatipoort in South Africa to expand capacity of the pipeline to deliver gas to Secunda from 120 MGJ/a to 147 MGJ/a.  The project cost about R1.1 billion and employed about 450 people, including 150 skilled workers and...
	16. To support the delivery of the additional 27 MGJ/a of commercial gas to Mozambique, ROMPCO is undertaking a project to further expand the pipeline to 188 MGJ/a.  A number of options were considered including the use of additional compression.  ROM...
	17. In addition to the two components described above, Sasol has undertaken a number of investments in South Africa that are required for the project to function but are not considered to be part of the project. These investments include: 1) conversio...
	18. In addition, a number of investments and activities have taken place in Mozambique to develop a downstream gas market:

	Annex 3:  Economic and Financial Analysis (including assumptions in the analysis)
	19. The project will provide direct benefits to the GoM and benefits to the economy, as described below.

	Direct benefits to GoM
	20. The Government of Mozambique will obtain economic rent from the project as three flows: royalty payments, taxes and dividends from its ownership interest in the upstream component and pipeline component of the project. The calculation of the econo...
	21. All three flows of economic rent depend on the value of condensate and natural gas produced and the operating costs of the project components. In addition, the dividend flows depend on the economic profits of the project.
	22. The well head price of gas under the first GSA is indexed to the price of Dubai crude, gas oil and fuel oil prices, with a cap and a floor for the first ten years, i.e. until the end of March 2014. The processing fee is indexed both to US and Sout...
	23. The forecast price trajectory used for crude in the PAD was the current Bank forecast at the time. The forecast was for crude to fall from US$ 21.08 per barrel in 2004 to US$ 17.44 per barrel in 2010 then to rise very slowly to US$ 18.91 per barre...
	24. In preparing a new forecast of the economic rents from the project, the actual price paid for gas at the well head and the actual processing fee have been used up until 2012.  From 2013, the prices are based on the most recent World Bank crude pri...
	25. All other aspects of the economic model used at the time of appraisal have been retained, i.e. the revised economic model does not consider the effect of the project expansion.
	26. Using the crude price forecast described above the royalty payments, income taxes and cash flow on the GoM’s equity investment have been estimated.
	27. In total, the share of economic rent accruing to the Government of Mozambique from the project over the period 2001-2025 amounts to US$ 2.9 billion or US$ 591 million when discounted at 10% to 2001.  Although the economic rent accruing to the Gove...
	28. The above calculation is based on delivering 2,489 MGJ of gas over the life of the project i.e. to mid-2028 (or 2,342 MGJ to the end of 2025).  Further gas discoveries have been made and therefore the actual economic rent accruing to the Governmen...
	29. Details of the revised economic assessment are provided in Table 1.
	30. In addition to the revenues which the GoM will receive from the project, other substantial benefits will flow to the Mozambique economy. These are described below.
	31. Sasol has undertaken further exploration in its concession area and has found additional reserves in the Pande and Temane fields and discovered the Inhassoro gas field. As noted above, the INP estimates that, as a result of this drilling, reserves...
	32. Other companies have explored for hydrocarbons in Mozambique including: Petronas (Malaysia), Norsk Hydro (Norway), Eni (Italy), Anadarko (US), Mitsui (Japan) and Wentworth Resources (Oslo and London). In 2010, gas discoveries were made in the Rovu...
	33. The Pande and Temane project has helped pave the way for this further exploration and development by building an image of a stable investment climate in Mozambique, helping to develop the legislative framework for the sector, and providing individ...
	34. As noted above, distribution networks in Matola / Maputo and near Temane are supplying gas to a number of industrial users and households. Although currently small, the distribution networks and the number of customers they supply are expanding. M...
	35. A gas distribution grid is now being planned for Maputo, which would provide gas to smaller commercial users and households. The benefits of the downstream natural gas industry are difficult to quantify. Qualitatively, the benefits include foreign...
	36. Several projects have been developed, or are in the process of being developed, to use gas from the project to generate electricity in Mozambique. These projects include:
	37. Mozambique’s electricity demand has been rapidly increasing in recent years, with demand growth averaging about 10% per annum and peak demand growing at about 14% per annum over the period 2008 to 2011, rising from 416MW in 2008 to 610MW in 2011. ...
	38. In the meantime, gas fired power generation, which can be constructed quickly, is a valuable way to meet electricity demand. This generates economic benefits for the electricity consumer that could not otherwise use power. A 2005 study by Adenikin...
	39. If the counterfactual to having gas available for power generation is not a power outage but rather the avoided cost of using more expensive liquid fuels, the economic benefit of the gas being used for power generation would be significantly lower...
	40. Since much of the output from the two power plants that have begun operations at Ressano Garcia will be exported to Namibia and to South Africa, some of the potential value to Mozambique of using gas for power generation will be lost to the countr...
	41. The project directly and indirectly generates employment in a number of different ways.  In aggregate, the Mozambican employment directly generated by the project has been estimated very approximately as being in the order of 5,000 person years. I...
	42. The UJV undertakes corporate social investment in Mozambique, with a budget of approximately US$ 800,000 per year.  CSI focused initially on infrastructure improvements around the CPF and along the pipeline route to Mozambique. This includes fundi...
	43. During the exploration and development phase of the project, the CSI focused on quick win projects that could be completed quickly.  The rationale was that such projects would not be abandoned half completed, were gas production not to proceed. Th...
	44. Now that the gas project is well into its operational phase, the CSI is in the process of being refocused onto more sustainable projects with a strategy.  For example, 2013 is focused on tackling problems with water and 2014 will focus on health w...
	45. As can be seen from Figure 4 below, the recent expenditure on CSI has been well below the US$ 800,000 per year budgeted.48F  This is the result of the refocusing of the CSI approach and also rebuilding the CSI team following a number of departures...
	46. Aside from the economic benefits that are accruing to Mozambique from the project, economic benefits are also accruing to RSA. The GoSA will accrue economic rents from taxes on the RSA share of ROMPCO’s profits and dividends on its 25% equity stak...
	47. There are global and local environment benefits from using natural gas in place of synthetic gas made from coal as a feedstock for Sasol’s petrochemical facilities in Secunda. The global benefit comes in the form of reduced CO2 emissions and the l...
	48. Although the availability of gas will create employment through the stimulation of economic activity, it will also have reduced employment in mining as old mines are closed or not expanded and new ones are not opened.

	Annex 4:  Bank Guarantee and Implementation Support/Supervision Processes
	Annex 5:  List of project preparation activities undertaken by the Bank team
	49. All of the key commercial agreements were in place at the time of appraisal. The Bank reviewed the agreements between the GoM, GoSA, ENH and Sasol and its subsidiaries. These agreements included:
	50. The Pande and Temane gas fields had been extensively studied and the main uncertainties remaining at the time of appraisal related primarily to the area and net pay in Temane. Three parties had estimated gas reserves: DeGolyer and MacNaughton (D&M...
	51. Independent technical experts, Stone & Webster Management Consultants, Inc. was appointed by the lenders of SPT and ROMPCO.  Stone & Webster confirmed the project schedule for start-up, that the pipeline route selection was consistent with best in...
	52. The Bank found that the contractual structure and the allocation of commercial, technical and political risks was acceptable. In addition, the legal counsel for the lenders took the view that the agreements were generally of high quality.
	53. The Bank reviewed the procedure for awarding the EPCm for the gas gathering system and CPF and the EPC for the pipeline. It found that the competitive process was in accordance with the Bank’s policy requiring economy and efficiency in outcomes.
	54. As part of its pre-appraisal mission in March 2003, the World Bank reviewed progress of the project. The mission noted that construction and procurement was ahead of schedule regarding field exploration and the CPF and on schedule regarding the pi...
	55. The Bank reviewed the economic benefits of the project, concluding that Mozambique’s share of economic rent in the form of royalties, taxes and dividends would be US$ 197 million (present value in 2001 using a 10% discount rate).  The Bank tested ...
	56. The Bank noted benefits from local employment and procurement from local contractors during construction of the project and future benefits from plans to expand the project, and the SDF mentioned above. The project could be expanded at relatively ...
	57. The Bank undertook financial analysis of the major parties involved in the project, i.e. CMH, Sasol Petroleum International, Sasol Gas Holdings and ROMPCO. Cash flows from the project would be sufficient to fund costs incurred after the initial fu...
	58. In December 2002 a joint World Bank / IFC environmental mission visited the country.  At this stage, MIGA had disclosed environmental documents and the mission concluded that the environmental studies and assessments had been conducted to a high s...
	59. Sasol provided the Bank with a Consolidated Executive Summary and Update dated July 2003 summarizing the seven Environmental Impact Assessments (EIAs), eight Environmental Management Plans (EMPs), RESA, RPIP, the Social Development Action Plan (SD...
	60. Having completed the suite of reports, the Bank concluded that, at the time of appraisal, the SARG project was in compliance with the Bank safeguards and environmental policies, procedures and guidelines and with the environmental requirements and...

	Annex 6:  Mozambique Gas sector context
	61. Gulf Oil discovered natural gas in Mozambique in the Pande gas field in 1961, followed by Buzi (1962) and Temane (1967)49F . Initially the gas fields were thought not to be commercial.  The internal strife of independence and the civil war combine...
	62. The government’s efforts started at the end of the 1980s when it initiated the process of delineating the gas reserves at Pande and identifying private sector investors.
	63. According to the National Petroleum Institute (INP), during the period from 1981 to 1996 the GoM evaluated many different ways to monetize the gas from Pande/Temane, including using the gas for LNG exports, to produce fertilizer, for power generat...
	64. A World Bank financed Gas Engineering Project (IDA-26290, approved June 16, 1994 and closed June 30, 2003) provided support for Pande gas delineation to prove the adequacy of reserves for commercialization, negotiation of agreements for commercial...
	65. Phase I was to ensure sufficient gas reserves and clear away some project uncertainties (including financing for seismic shooting and its interpretation). Phase 2 would cover any remaining pre-development work and would include tasks in which a jo...
	66. The seismic survey and drilling program provided investors with the comfort to commit to develop the Pande gas reserves for export and use in Mozambique, which led to Sasol signing the petroleum production agreement (PPA) and pipeline agreement (P...
	67. The GoM considered several different options for using the gas in order to maximize the economic benefit to Mozambique53F . These included: generation of power and export to neighboring countries, production of LNG for export, use in a gas to liqu...
	68. Export of gas to South Africa emerged as the only viable option for Mozambican gas and, according to the PAD, brought the greatest potential benefit to Mozambique because it would allow Mozambique to sell gas to a larger market at reasonable price...
	69. The ongoing economic cooperation efforts among the Southern African Development Community (SADC) countries and the creation of Southern African Power Pool (SAPP) established an overall political environment conducive to cooperation for the cross-b...
	70. The GoM prepared an energy sector strategy in 2000, which the World Bank Group supported through several projects including the ongoing Gas Engineering Project, mentioned above in this section, and the Energy Reform and Access Project (P069183, cl...
	71. Through these and other projects, the Bank and other donors were working to support the GoM in taking significant steps towards adopting a legislative and policy framework to reform the energy sector to address the issues identified in the GoM’s e...
	72. To manage the GoM’s interests in the SARG project, ENH established two subsidiaries, CMH which is the joint venture partner with Sasol for the upstream component, and CMG which holds 25% of the shares in ROMPCO following the GoM’s exercise of its ...
	73. In spite of the progress made in reforming the energy sector prior to appraisal, it was recognized that the limited institutional and human resource capacity remained a major constraint to the design and implementation of projects to achieve resul...
	74. Given the lack of financial and human capability of Mozambican institutions at the time, Sasol provided both the financial strength and commercial and technical expertise to undertake the project.  At the time, Sasol was the leading petrochemicals...
	75. Sasol undertook its own financial analysis to come to the conclusion that it would be commercially viable to deliver gas from the Pande and Temane fields to its petrochemical plant and distribution network at Secunda in South Africa. This meant th...
	76. Here Sasol did not have the required technical expertise to undertake the project, industry specialists were used.  The UJV appointed Sasol’s subsidiary SPT as operator of the gas fields and the CPF.  Kellogg, Brown and Root was appointed to desig...
	77. Since development of the pipeline, there have been a number of developments in the Mozambican gas sector, not least, the discovery of significant quantity of off-shore gas. Whilst these further developments do not form part of the scope of this IC...
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