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Bringing more power
to Zambia
Zambia is almost completely
reliant on hydropower, with the
Zambezi River fuelling 96 percent
of the country’s energy. Yet years
of climate change have started
affecting the river’s capacity,
Ashwin Devineni
resulting in long bouts of power
cuts, which have now become a daily occurrence. In
response to this increasingly urgent issue, a new coal
plant offers the means for providing reliable energy
supply to Zambia’s growing economy.
In an interview with World Finance, Ashwin Devineni
and PJV Sarma from Nava Bharat Projects discuss
the landmark Maamba Collieries project, a large coal
mine that spans 79 square kilometres and consists of
a 300MW coal-fired power plant. The plant – which
was due to be commissioned at the time of going to
print – has the potential of expanding its capacity to
around 600-900MW.
“What Maamba brings to the table is good, reliable,
baseload power. And the government is extremely eager
for us to come online so that we can fight the current
load-shedding crisis”, said Devineni. The plant is also
expected to provide much-needed support to Zambia’s
leading industries and businesses, such as copper
production – a major contributor to the economy.
Moreover, the financing of the project itself is a
first for the country, as approximately 70 percent of
the total cost, some $600m, was funded by a group of
international banks.
“One of the reasons why this project could be
financed on a purely project finance basis is the strength
of the sponsors – financial, and technical – and the
robustness of the project documents”, Sarma told World
Finance. “So this is unique in the sense that it’s the
first IPP [Independent Power Producer] project coming
in Sub-Saharan Africa which is getting finance from
international banks – especially from Chinese [entities]
– on a purely project finance basis." In addition, the
project was funded on a non-recourse finance basis,
without recourse to the sponsors.
Maamba Collieries represents a historic project
finance deal in sub-Saharan Africa, one that regional
companies hope to replicate now the Zambian model
has been established and sponsored with
such success.
TO FIND OUT MORE ABOUT BANKING, VISIT:
worldfinance.com/videos

The Moscow Exchange, Russia. Morgan
Stanley has warned Russia that it will remain
in a recession throughout 2016

Russia warned of financial crisis
Global financial services firm Morgan Stanley has
warned Russia the country will stay in deep recession this year. Following Russia’s 2014 financial
crisis – due to a vast decrease in oil prices – the
country is yet to find the path to a buoyant economy. Morgan Stanley Economist Alina Slyusarchuk predicted Russia’s federal deficit will widen,
and the current account surplus will continue to
decrease, following up on her prediction in January 2015.
Slyusarchuk wrote soon after Russia’s financial
crisis had started: "Looking ahead, barring a strong
rebound in oil prices or the lifting of sanctions, we
see the recession lasting much longer through
2016, unlike the V-shaped rebound in 2009, particularly given the rising risk of further sanctions."
Many analysts predicted the 2015/16 financial crisis would follow the same pattern as it did
when the economy was suffering in 2009 with a
V-shaped rebound. However, the recovery hasn’t

It is evidently doubtful that Russia’s economy
will improve any time in the near future, unless
there is a sudden increase in the price of oil, or
western-imposed sanctions are lifted. Additionally, with contributing factors such as its foreign intervention in conflict
zones including Syria, the country is distracted and turning
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emerged and Morgan Stanley’s prediction of an
economical deflation came true.
The country’s economic performance continues to be heavily dependent on oil prices. As the
largest country in the world (geographically) and
the third largest oil producer – behind the US and
Saudi Arabia – the country has turned its focus
to primarily crude oil. Russia's oil markets took
a beating during the much-anticipated meeting
in Qatar in April, where the world's leading oilexporting countries addressed the price drop. The
outcome was unsuccessful, especially for Russia,
after nations such as Iran refused to agree a deal
to freeze oil production.
However, despite Russia remaining in the
longest recession in two decades, President
Vladimir Putin is optimistic about its economic
future. He has his sights set on the country’s hardcurrency reserves, as Russia is the only major
emerging market with a gain in this sector.

a blind eye to its own economic state. Russian airstrikes in
Syria are costing Moscow up to $4m a day, which averages
to $130m a month – an astounding figure that cannot be
overlooked by the country when discussing the retrogression in its economy. Things cannot continue in this manner
if Russia is to get out of the mess it is in.
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PROJECT:

MAAMBA COLLIERIES
LOCATION:

ZAMBIA

Two birds with
one stone
An impressive array of investors and
lenders has enabled Maamba Collieries
to launch and implement an ambitious
power project that makes use of lowgrade coal

Future challenges

THE MAAMBA COLLIERIES PROJECT
WOULD BRIDGE THE CURRENT
POWER SHORTFALL, ESPECIALLY
AT A TIME WHEN THE LACK OF
RELIABLE POWER IS HAMPERING
THE REGION’S DEVELOPMENT
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with the growing demand for power,
not only in Zambia, but also in the
entire sub-Saharan region.
There are two key elements to the
project: the first is a coalmine revival
programme, which includes the establishment of a coal handling and
processing plant. The second and
most important feature is the setting
up of a 300MW mine mouth (composed of two 150MW sites) coal-fired
power plant, along with a 48km,
330kV double circuit transmission
line and raw water pump house with
a 21km-long pipeline.

Safeguarding the project
The Maamba Collieries project is
being implemented by Maamba
Collieries Limited (MCL). A project
of this size, scale and significance
of course requires a huge capital
investment, and so the Zambian
Government decided to bring in a
strategic partner with the necessary technical experience, financial
strength and track record to ensure
its successful completion. Following a global bidding process in 2010,
Nava Bharat (Singapore) (NBS) was
selected. NBS acquired a 65 percent
shareholding in MCL, while ZCCM
Investment Holdings held the remaining 35 percent.
NBS is a wholly owned subsidiary
of Nava Bharat Ventures, an Indianlisted business conglomerate, while
ZCCM is a company mainly owned

by the Government of Zambia. It is
a unique and collaborative project
in Africa, wherein the sponsors are
from Singapore, India and Zambia,
the principal contractors are from
China, and lenders come from across
the globe.
To guarantee the completion
of the project, MCL signed an engineering, procurement and construction contract with SEPCO
– one of the largest thermal power
construction groups in China – to
bring much-needed expertise to the
project. MCL has also employed circulating fluidised bed combustion
technology for the power project,
which is known and recognised as
an environmentally friendly technique with the additional ability to
use thermal-grade fuels of diverse
origins and qualities.
To ensure a long-term customer
base, MCL has secured long-term
purchase agreements: the firm has
signed a 20-year power purchase
agreement (PPA) on a ‘take or pay’
basis with ZESCO, the local stateowned utility. The tariff payable to
MCL is denominated in US dollars
and is subject to indexation based
on US producer prices. As a security mechanism over PPA receivables, MCL has also entered into an
escrow agreement with ZESCO,
which regulates the flow of revenues
received under the PPA. The Zambian Government has also provided

01 300MW Pithead
Power Station at
Maamba Collieries
02 Maamba
Collieries’ coal
handling plant

a guarantee that will remain in place
until the escrow account mechanism
is operational to the satisfaction of
MCL and its lenders.
The Government of Zambia has
acted as a strong supporter of the
Maamba Collieries project, as it is
strategically important for the Zambian economy, providing a reliable
energy supply for the country. MCL
has therefore entered into an implementation agreement with the government to support the obligations
of ZESCO, covering standard clauses
on compensation in case of a change
in the law, political force majeure or
government default. It also provides
customary buyout rights and termination compensation, designed to
cover senior debt and equity. MCL
has also signed an investment promotion and protection agreement
with the government, wherein it is
entitled to specific rights, such as:
employing local and expatriate employees; security interest over project
assets to the lenders of the project;
designated tax and duty exemptions;
and assistance in obtaining permits,
including the licenses and consents required for implementation
of the project.

Financial aspects
The power plant’s capital expenditure is estimated at $738m, and
the coalmine’s capital expenditure
– including mine establishment ex-
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COST

$843m
FINANCIAL STRUCTURE

Equity - $253m
Debt - $590m
START DATE

April 2012
END DATE

July 2016
DESIGNERS

SEPCO, China
CONCESSION PERIOD

Until July 2036
PROJECT TYPE

Integrated coalmine and thermal
power project
LOCATION

Maamba, Zambia
OBJECTIVES

Power generation and sale of
high-grade coal
KEY PARTNERS

SOURCE: Maamba Collieries Limited

Maamba Collieries was incorporated
in 1971 under the ownership of the
Zambian Government, and has
since become the largest coal mining company in the country, boasting an opencast coal mine situated
near the village of Maamba in the
Sinazongwe district of Zambia.
The original mine was operational
for many years, but low-grade coal
was left to stockpile as waste. This
resulted in severe environmental pollution and health hazards,
both water and airborne, due to
spontaneous combustion and acid
mine drainage.
As Zambia is a country with
growing energy needs – and, indeed,
a lack of energy in many areas – the
government devised a strategy: in
order to mitigate the environmental
risks and to enable Maamba Collieries to effectively exploit its resources,
the government decided to establish
a thermal power plant that could
make use of low-grade coal. Consequently, this project was able to kill
two birds with one stone, by cleaning
up the environmental mess left by
the stockpiles of coal while providing
much-needed energy to the country.
The project is the first of its kind
in Zambia, as it provides a dependable and sustainable base-load power
source, which is crucial to the country’s energy security. It also provides
Maamba Collieries with infrastructure that is ready to scale-up in line
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• Sponsors – Nava Bharat
(Singapore) and ZCCM
Investment Holdings
• Lenders – Bank of China,
Industrial and Commercial Bank
of China, Standard Chartered
Bank, Absa Bank Limited,
Development Bank of Southern
Africa, Industrial Development
Corporation of South Africa,
Barclays Bank Zambia and Africa
Finance Corporation
CEO

Rear Admiral Venkat Shankar

penditure – is estimated at $105m,
creating a total capital expenditure
of $843m. The project achieved
financial closure in July last year,
making it the first independent power project of this size in entire subSaharan region to achieve this status.
However, before financial closure
itself, sponsors committed their entire equity, and construction was 80
percent completed.
The project is being funded on a
debt-equity ratio of 70:30. Sponsors
have contributed equity of $253m,
while debt totalling $590m has been
raised from a consortium of lenders
comprising large international commercial banks and development
financial institutions on a limited
recourse project finance basis.
These banks include the Industrial and Commercial Bank of China,
Bank of China, Standard Chartered
Bank and Absa Bank, which have
been secured on the basis of the
insurance cover of Sinosure, the export credit agency of China. This is
the first private power project in the
sub-Saharan region to receive export
credit agency insurance cover from
Sinosure. Furthermore, the domestic
bank Barclays Bank Zambia is also
contributing, along with a number
of developmental financial institutions, including Development Bank
of Southern Africa, Industrial Development Corporation of South Africa
and Africa Finance Corporation.

Zambia’s reliance on hydropower to
meet current and future electricity
demand faces significant challenges,
such as: increased economic development leading to growing demand for
other water uses; increased water
needs to address conservation goals
in light of the potential impact of climate variability on water supply; and
increased power demands requiring
additional water for hydropower.
With Maamba Collieries being the
only thermal power plant of its size
in the country, the project diversifies
Zambia’s energy sources from 96
percent hydropower and offers reliable base-load power.
Due to drought conditions, hydro projects in Zambia are underutilised, resulting in the country facing a power deficit of 760MW as of
April this year, which constitutes
about 40 percent of total demand.
There are power cuts in the country for between eight and 12 hours
per day. The imminent completion
of the Maamba Collieries project
would bridge the current shortfall, especially at a time when the
lack of reliable power is hampering
the region’s development, making
the project of significant strategic
importance to Zambia.
The project will also help Zambia grow on a socioeconomic level,
in terms of health, education and
vocational training, in addition
to supporting the industries upon
which the country’s economy relies
– most notably, mining and agriculture. Presently, these industries are
operating at very low capacities due
to the country’s frequent power cuts.
Now in an advanced stage of
completion and scheduled for commissioning in July this year, the
project offers hope to other African
nations that large-scale projects can
take off without real movement of
precious raw materials such as coal
and minerals. Overall, the project
has resulted in significant economic
empowerment and growth in the
under-developed Southern Province
of Zambia. ■
PROJECT FINANCE |

199

