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1) Introduction 

From the work of Ishmael Ackah e tal, 2021 on a Case study of Ghana’s 

Power Purchase Agreements, it was averred that, ‘Ghana’s electricity 

sector faces an urgent crisis of immense financial strain that calls for 

a more transparent approach for contracting power in the future’. 

This financial strain according to the writers is attributable to the 

opacity and confidentiality of the current Power Purchase 

Agreements (PPAs).  

Indeed, Ghana’s electricity sector faces an urgent transparency crisis 

of immense financial strain that deserves an unbiased investigation 

and assessment into the commercial and operational activities of the 

actors and stakeholders of the sector to ascertain the real reasons for 

its inability to meet the Required Revenue target that compensates 

the actors of the electricity supply value chain. These actors include 

regulators - MoE, MoF, Energy Commission, PURC, ECG, GRIDCo and 

the IPPs.  

According to the writers the lack of transparency and absence of 

detail information disclosure on the current Power Purchase 

Agreements have contributed in no small measure to the problems in 

the electricity sector, including fiscal payments, renegotiation costs, 

reliability, non competitive prices and ineffective power sector that 

may take years to resolve. 

The financial impact of the lack of transparency is confirmed by some 

works in the sector. For example, according to the ESRP and some 

government functionaries “even if ECG collects 100% of its revenue, it 

will still not be in position to pay all of its debts to the actors of the 

electricity supply value chain. It is projected that, if not checked, the 

energy sector debt could plateau to $12.5Billion by 2023. Why? This led 
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me to investigate this assertion whose findings I will share with you 

shortly. 

In the next few minutes, I will touch on some thematic issues about 

the power sector to establish my position on why the often-accused 

elements of the existing Power Purchase Agreements, are not the 

reasons for the power sector challenges and the way to go in fixing 

the sector and enhancing transparency. 

 

2) Power Sector Reforms in Ghana 

In the work of African Energy & Minerals Initiative on Power 

Procurement and Power Africa on Best Practices in PPA negotiation 

Version 1.3, it was stated that “depending on the regulatory framework 

and the nature of the electricity market reforms taking place in a 

country, there are typically two types of electricity industry structure: 

vertical integration (bundle) and unbundle”.      

From 2006 and 2007, Ghana evolved from a vertical integration system; 

where (VRA) usurped the roles of generation and transmission whilst 

the distribution function was also managed by ECG. The operational 

objective of this system was to provide quality power (voltage and 

frequency) to consumers, while ensuring supply reliability and tariff 

affordability. The price of power in vertical integration regime was 

regulated and based on actual cost - there was no element of profitability 

and return on equity. That was actually the days of government subsidies 

on utilities. After some years of the subsidy regime and inability of the 

government to sustain the subsidies due to huge cost overrun introduced 

the unbundled regime. This was not noticed by consumers some of whom 

currently misinterpret it to mean high electricity prices. Electricity prices 

in an unbundled market is actually not cheap because of financing 

arrangements. 

The unbundled system or structure which is the current structure of 

Ghana’s power sector is the case where the roles of generation, 

transmission and distribution are segregated for different entities to 
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participate. These include the Gencos (VRA & IPPs), Transco (GRIDCo) 

and Discos ( ECG, NEDCo and EPCL). 

   

3)  Procuring Power Generation Capacities 

Procurement of power generation capacities is largely informed by the 

demand for electricity, most importantly for economic, industrial and 

residential use. This requires the offtaker, as a first step, to conduct a 

study to assure itself of the demand quantum for power in 

collaboration with the technical regulator - Energy Commission. The 

study is usually not about only the grid or current demand for power but 

also anticipated changes in demand overtime as a result of population 

and economic growth. 

Meeting the calculated, confirmed and predicted demand, as well as, 

the urgency of procuring the additional generation capacity will require 

either solicited or unsolicited procurement approaches, based on the 

recommendation and approval of the Energy Commission, especially 

where the government is not in position to invest in additional 

generation capacities to meet the growing demand. Both options have 

their advantages and disadvantages. 

Of the two procurement options, the preferred method that features 

transparency largely is the solicited bid; which is usually in the form of 

competitive bidding. This will often involve a formal request for 

proposals (RfP), which will identify, among other things, the capacity 

of power being sought, the generation technology to be used and the 

ideal location of the plant.  

Based on those parameters, interested producers will bid against each 

other to showcase their competencies and qualifications, their ability 

to pay upfront the cost of building the power plant and to offer the 

most competitive tariff. 

The offtaker in collaboration with the public procurement authority or 

any special committee set by the Government in collaboration with the 

sector ministry, will compare prices, financial capacity, qualification and 
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track record to ensure that the selected proposal is a source of power 

that will function reliably over time at a price that is most competitive 

to the end user. This, unlike Ghana, is the case in some African countries 

such as South Africa and Cameroon.  This method is generally seen as 

very transparent and producing a more competitive result than 

engaging in direct negotiations of unsolicited proposals as is the case 

in Ghana. The direct negotiation of unsolicited proposals does not 

engender the required level of transparency required as the terms and 

conditions of cooperation between the private investor and the 

offtaker will usually be clouded with a confidentiality clause. 

Competitive tenders are increasingly becoming a popular choice for the 

procurement of power projects. The competition is typically based on 

price but may focus on the quality of the technology, speed of 

deployment, track records and other factors consistent with the 

government’s priorities and policies.  

For the sake of transparency and public accountability, there are 

generally some two stages in the competitive procurement process 

which are Expression of Interest (EoI) and Request for Proposals (RfP). 

The procurement entity may use a Competitive Dialogue for complex 

transactions, as in the investment mode of PPP, BOOT, BOT etc or 

project structures to further refine the project specifications and may 

require input from pre-identified bidders before issuance of the RfP.  

This process may involve inviting selected bidders to engage in a 

dialogue on the project specifications. The specification dialogue, 

which has impact on the cost of the project, could include the 

identification of the best technical solutions, adjustment of the 

commercial structure and reallocation of risk among other 

stakeholders. 

The procuring entity may then publish the refined RfP to all pre-

identified bidders. The elements of the open tendering process then 

apply to the evaluation of the preferred bidder. 
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5)  Advantages of the Competitive Tendering 

 Increasing transparency and improving public confidence; 

 Empirically proven to reduce cost. 

However, 

 Require a lot of time to engage and understand the market thereby 

delaying the project. 

 Require investment by the procuring entity to develop the 

specifications and other criteria 

 

6)  Unsolicited proposals are sometimes used  

 As a means of quickly procuring power to deal with emergency 

situations and hastening power generations in countries with large 

power deficits as Ghana experienced in 2005,2006, 2007 and 2008 

and also in 2014-2016;  

 In jurisdictions where there is no framework in place for 

competitive bidding; 

 For large, complex projects where the number of potential 

developers is limited. 

However, 

 It is difficult to ensure that the project cost is market-based due to 

lack of price-on-price competition; 

 There is a potential for imbalance between an experienced 

procuring entity and experienced developer; 

 Legal challenges may be raised if procurement law requires 

competition for power sector infrastructure projects; 

 The procuring entity is required to actively engage the public and 

private sector players to build confidence in the transparency of the 

negotiation process. 
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It is important to have adequate regulatory safeguards to ensure 

transparency and value for money in the processes leading to the 

consideration of unsolicited proposals. The regulatory safeguards 

should be detailed enough to reveal an appreciable level of information,  

which in my opinion, is the concern of the IEA and consumers. 

  

7)  Stakeholders in Ensuring Transparency in the Procurement of 

Power Purchase Agreements 

 Government - the government is the first point of call when it 

comes to ensuring transparency in the power procurement 

process. Government must create the enabling platform for the 

regulators, agencies and assigns to discharge their roles 

professionally and objectively without interference. The level of 

interference in the functions of the regulators is critical concern 

that hampers transparency. 

 

 Ministry of Energy - the ministry is expected to provide the 

supervisory role, policy guidance and direction with respect to 

the power business strategy of the government, as well as, 

tooling the relevant agencies and assigns to function openly and 

effectively. As we speak, the government policy directives are 

not clearly communicated to the industry participants. We 

expect some improvement in the level of clarity and engagement. 

 

 Public Procurement Authority - this is expected to be a 

professional body on procurement to provide a clear and 

transparent structure for the power procurement activities in 

collaboration with Ministry of Energy and Finance to define the 

rules and requirements of the process. As we speak, the National 

Procurement Authority is involved in any of the processes leading 

to the procurement of the additional generation capacities. They 

can do more than they are presently engaged in if we truly desire 

to enhance the level of transparency in the power sector. 
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 Energy Commission - They are expected, as part of the 

transparency process, to set the most cost effective but tested 

technical standards that guarantee reliability and sustainability. 

They should be involved in physical technical and specs audit of 

the various equipment, machines, components and parts of 

power plant before and after construction. Currently they only 

do book audit before the construction and verification after the 

installation. There is a big risk in there and I respectfully 

recommend to EC to consider the physical audit before 

installation more seriously. 

 

 Public Utilities Regulatory Commission - expected to ensure 

proper and unbiased economic scrutiny of the various 

parameters of the financial models and data that forms the basis 

of the tariff setting after the EC’s technical approval and 

recommendations. It is further expected that PURC must not 

dwell only the data provided by the parties but must do further 

due diligence checks to ensure consistency and transparency in 

the tariff determination process. 

 

 The Electricity Company of Ghana - ECG should engage experts, 

as in energy and financial economists as well as, commercial 

lawyers to guide in the negotiation process to ensure value for 

money, as a product of transparency. The composition of the 

team to lead in the PPA negotiation should involve the key actors 

in the process of procurement becuase of the varied 

specialization to ensure transparency. 

 

 Civil Society Organizations/Media - It is expected that the CSO’s 

will join in policing the processes of power procurement to 

ensure best practices are employed. 

8)  Power Purchase Agreements 
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Signing of the Power Purchase Agreement is one of the key processes 

after the selection of the potential bidder or as a part of direct 

negotiation (unsolicited) process.  

PPA is the convergence point of the Power Producer and the offtaker. 

It is also a risk sharing document, that is to mean, it is a fairly negotiated 

commercial terms and conditions that govern the sale and purchase of 

power between a POWER PRODUCER (one who produces or generate 

power for sale) and an OFFTAKER (one who seeks to buy or purchase 

power). 

This agreement is made after the offtaker has made series of important 

decisions, such as quantifying the demand for power, available sources 

of power, financial or economic ability to purchase power, the 

technology desired and the ideal location of the power plant.  

 

9)  Tariff or Price Determination 

This is one of the two key elements of the PPA negotiation, it requires 

energy and financial economists and technical advisors of the 

developer or the offtaker to lead in the tariff discussion. To checkmate 

transparency here, it is required to pay particular attention to details of 

the procurement information requirements such as design and 

construction, equipment, operation and maintenance plan, risk 

response plan, financing and others. 

 

 

The need for Capacity Based Tariff 

Generally, capacity-based tariffs combine an energy and capacity 

element into a single energy charge (usually stated in Dollars per kWh). 

This is designed to protect the producers against demand volatility and 

consumers against the need to pay for energy that is not needed. 

In general, the capacity-based tariff provides that the offtaker will pay 

the power producer each month.  
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A) A capacity charge for the capacity of generation facility that is made 

available to the offtaker, regardless of whether the offtaker actually 

dispatches the facility and;  

B) An energy charge (per MWh or per kWh) for energy that is dispatched 

by, and delivered to the offtaker. 

The capacity charge is sized to enable the power producer to earn a 

guaranteed level of revenue under the PPA to cover its fixed cost, 

which will be incurred regardless of whether or not the power plant is 

dispatched. The capacity charge is stated as the price per MW that is 

made available by the power company (whether or not utilized by the 

offtaker). 

The energy charge is calculated to cover the project’s variable cost, 

predominantly the cost of any fuel used to generate the energy 

dispatched and any operation and maintenance costs that vary 

depending on the quantity of energy produced by the Power Producer. 

 

10)  Importance of Capacity Charge to Independent Power Producers 

The Capacity Charge component of the tariff is sized to rake in sufficient 

revenue to enable the Independent Power Producers to: 

 Repay the project loans on time; 

 Pay the sponsors a return on the equity and quasi-equity 

(shareholders loan); 

 Pay all corporate and other taxes that are assessed on the power 

producer; 

 Pay for fixed operations and maintenance costs and any other 

agreed-upon project costs that will be incurred by the Independent 

Power Producer regardless of the dispatch factor. 

 

11)  Ghana’s End User Tariff Composition 
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End user tariff is a composition of Generation Tariff (The negotiated 

price per kWh of electricity from any power producer) PLUS 

Transmission Service Charge (The PURC approved for transmission 

services) and the Distribution Service Charge (The charge for 

distribution value addition and services)  

Let me establish here that, the Distribution Service Charge, like the 

Transmission Service Charge component is carefully and economically 

sized; in such a manner that it will cover all the relevant costs of the 

distribution value addition and be able to generate the Required 

Revenue to pay the actors on the electricity supply value chain.  So, at 

worst, ECG - the Distribution service provider is expected to recover all 

of its cost or break even. But, we have a case at hand that ECG is unable 

pay itself fully, pay the transmission service provider and let alone the 

gencos. Why? Are there some secrets that the public is not being told 

about ECG? 

It will interest you know that up to the end of the first quarter of 2017, 

ECG was performing creditably by paying the power producers over 80% 

of our monthly invoices leaving about 20% in arrears but the reverse was 

the case from the second quarter of 2017 until this year when it has 

come to an average of 65% to power producers. This performance is 

largely due to the fact that government through the Ministry of Finance 

make some bulk periodic payments to the IPPs. It is credit worthy to 

report that our receivables worth about USD$1.4 Billion in December 

2020 have decimated to about USD$400Million now. It is equally worth 

mentioning that this was aided by cancellation or forgiveness of some 

components of the legitimate receivables by the IPPs. 

 

12)  Take or Pay obligations 

One essential component in drafting the tariff-related provisions in the 

PPA is the payment obligations of the offtaker, often expressed as the 

“take-or-pay” obligation. 

Take or pay obligations are often controversial because of 

misunderstanding and misinformation. The popular meaning is that the 
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offtaker is paying for the power it does not use and this is the cause of 

its indebtedness. This understanding misses the point and the fact that 

the Power Producer has paid for the construction and operation of the 

power plant means that the offtaker (the government)is relieved of the 

burden to source and procure the financing to pay for the plant itself. 

In fact, if the offtaker has a limited balance sheet (as is often the case), 

the offtaker would not be able to finance the plants in the first place. 

It is worth making it clear here that the reverse of this assertion is 

equally stated in the PPAs. That offtaker equally has the right to claim 

for non-performance or unavailability if the power producer is unable 

to meet the required contracted energy or the Annual Contracted 

Energy. So please, let us clear our minds today that it is not a clause in 

the PPA that favors only the Independent Power Producers and thus 

puts undue financial burden on the offtaker (ECG)/government. It is 

unfortunate that perhaps because of the complexities in PPAs, IPPs are 

often accused unjustifiably as extortionists, greedy and people who 

lack empathy and conscience. 

A million dollar advantage of the take- or pay clause to the offtaker 

(ECG) is that it guarantees access to all the generation facility every 

time.  

Opting for take and pay PPAs does not in any way favor government or 

the actually. It is just another kind of contract with its terms and 

conditions. The terms here are more rigid compared to take or pay 

terms. Also, because of the risk of default, it makes the cost of the 

electricity higher and the end user becomes the sufferer in the end. 

One advantage, under the take and pay, to the Power Producer is that 

if ECG or government cannot provide sufficient guarantee to cover the 

entire capacity, the producer has the option to sell power to any 

credible bulk customer. In the context of a project financed IPP, the 

PPA is unbankable without a robust take- or- pay provision. 

 

13)  Confidentiality and non-disclosure clauses under the Regime of 

Unsolicited PPAs.  
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It is a fact that our Power Purchase Agreements have limitation on the 

disclosure. The provisions require both parties to maintain 

confidentiality of sensitive commercial or technical information. There 

may be exceptions to disclosures that are required by law, courts or 

regulatory authorities. Notwithstanding that fact, all PPAs in this 

country are usually sighted by the Sector regulators and could do 

anything they want with it. 

 

14)  Issues of the claimed over capacity, mounting debt and others 

A detailed investigation of demand and supply is very necessary to 

determine the precise nature of demand, the potential for growth and 

the capacity required. Identification of and accounting for all sources of 

generation and projected demand may provide greater confidence as 

to whether the government is or not over procuring. 

The public is made to believe that ECG has procured more than enough 

power capacities required in this nation resulting in mounting debt on 

ECG. I believe ECG was ambitious to develop more markets for their 

function at the time that could be linked to government’s policy drive 

in 2010 thereabout to make Ghana an Electricity Hub for West Africa. 

This would have largely contributed to the country’s GDP growth and 

inflation targeting. So, it is a different ball game, if ECG gave up or failed 

in that objective or a change in policy. 

So, on that premise, I beg to differ and refuse to accept that claim. I will 

rather prefer to call what is being called over capacity or excess 

capacity as Under Utilization of Power Generation Capacities. To the 

prudent investor, it is an opportunity for expansion. To the best of my 

knowledge, ECG demand planners in collaboration with the technical 

regulator - Energy Commission - have conducted proper demand 

analysis and projection.  So, if the Business Developers of ECG are not 

able to develop the market for their goods and have to be rationing 

supply which result in idle capacity charges, you don’t blame IPPs then. 

For IPPs to avoid such default charges, they do all they can to ensure 

they declare availability all the time, except for scheduled maintenance. 
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It was reported that PDS at the time reduced this gap by rapidly 

developing new markets and recovering the lost customers via prudent 

economic and commercial decisions. It is no secret that VRA is currently 

luring some of ECG’s customers which if ECG does not rise to the task, 

it will compound the idle capacity charge liability on them. 

From where I stand as a private investor, I expect to see ECG developing 

more markets to sell the power. Besides, in a power market of excess 

capacity and in the absence of spot market, the offtaker has the option 

and the privilege to negotiate for a discount on the tariff for the excess 

capacity to enable it sell to customers that have the capacity to 

consume more. 

 

15)  Justification for Additional Capacity Procurement now 

Sector Overview and generation statistics 

Below is current statistics of the sector 

 Installed Generation Capacity (potential to supply) - 5167MW 

 Dependable Generation Capacity - 4742MW 

 System Peak Load (7th April, 2021) - 3206MW 

 Independent Power Producers - 12 (2987.5MW) - 57.8% 

 Grid Connected Independent Power Producers (IPPs) - 9 

 Off Grid Independent Power Producers (IPPs) -  3 

 Hydro  - 1580MW 

 Thermal - 3438MW 

Contrary to the excess capacity claim, I would like to strongly suggest 

the need to start contracting additional capacities now. From the 

sector statistics, the country experienced the highest demand ever, 

system peak load on 7th April, 2021 with 3206MW. This provides the 

basis that demand could surge and catch up with supply in the next 3 

to 4 years. By our estimation, demand for power is expected to grow 

by over 1000MW by 2026.  
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Informing this projection is the power need in the operationalization of 

the West Africa Power Pool market, operational activities of the 

Petroleum Hub Development Corporation (PHDC) of about 500MW, 

Valco’s power demand of about 500MW -1000MW after their planned 

expansion, Mines, Export, steady increase in the production of electric 

vehicles, residential demand etc. 

Worth considering and energy demand forecasting is the report in the 

BFT of 22nd October, 2021that Global Investors at a recently held Global 

Business Forum Africa 2021 in Dubai voted Ghana to lead the African 

Continent towards industrial boom, 

According to a study of the Electricity Market Oversight Panel, 

electricity requirement for Ghana including power exports to Togo, 

Benin, Burkina Faso and Mali is projected to increase from 22799Gwh in 

2022 to 28550GWh by 2026 at a Compound Annual Growth Rate of 

about 9%. Meanwhile, Ghana’s system peak is projected to increase 

from 3539MW in 2022 to 4460MW in 2026 excluding the 18% reserve 

margin. 

Since procurement of a cost-effective conventional power plant will 

typically take 3 to 4 years, planning for a new capacity should be looked 

at from strategic point of view. The processes leading to the 

procurement of the new generation should start now taking into 

consideration the industry participants’ track record as the country 

stands to benefit from the flexibility in the negotiation process with 

them. 

 

16)  Recommendations for ECG Revenue Maximization to Stabilize 

the Power Sector 

 Going forward, government should a set timeline for the 

implementation of PPAs from the signature date.  Failure to 

deliver on the agreed timeline should lead to termination; 
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 Government should consider Public Private Partnership model in 

the procurement of the new generation capacities as this may lead 

to some cost benefit; 

 As it is done in other jurisdiction, government should also consider 

allocating vantage lands for siting new power projects. The cost of 

procuring land on private basis can be very costly, with its impact 

on the tariff. 

 As at today, a good number of consumers are still on credit meters 

and hinder ECG’s revenue mobilization. ECG has all it takes to 

transfer all these customers unto the prepaid meter to maximize 

the revenue requirement. If this is really the threat to the collection 

drive. This action will be one of the immediate shows of a private 

investor. So the question is, why is ECG not doing this actively?  

 If ECG’s recurrent revenue shortfalls are due to technical reasons, 

as we are sometimes made to believe, then the investment so far 

made in replacing the obsolete equipment or transformers should 

have yielded a positive impact on the revenue gap by now. We are 

aware, PDS invested to address some of these technical issues just 

as the ECG itself is currently doing. So, this can no longer be an 

excuse. 

 ECG should do well to cut down on their cost of operations. Again, 

records and reports have it that PDS had significantly reduced ECG’s 

cost of operations - direct costs and other avoidable costs to a very 

significant level leading to their revenue maximization at the time. 

For a fact, they were raking in about 98% of invoices. 

 Most importantly, there is the need for a thorough investigation 

of what is called commercial loses on ECG’s book. This is now 

reported by the Energy Minister to be about 30%. How did it come 

about? My study revealed that this economic or commercial gap 

for which the government is continuously borrowing to fund via a 

special purpose vehicle - Delta Fund, is largely due to an 

unsustainable and unjustifiable business or commercial model 

being implemented by ECG to some of its bulk customers.  
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 It came to light that ECG sells power to some of its big bulk 

customers that represent about 25% of its customer base at a price 

lower than even its purchase or cost price from the power 

generators. With this unsound business model, the revenue gap or 

shortfall can never be closed, even if all PPAs are converted to take 

and pay.  

 If transparency, as we understand it is important, then ECG needs 

public enquiry in cost engineering and transaction cost analysis. 

Transparency may not necessarily lead to least cost procurement 

if the actors on the electricity supply value chain and the 

regulators are not allowed to do an objective work. Political 

influence and interference on the activities of the regulators 

should be minimized. 

 Finally, we have always analyze issues of the power sector from 

the engineering or economics point of view but in a work I am 

publishing on Corporate Governance and Firm Performance in 

Electricity sector organizations in Ghana: The Moderating role of 

Transformational Leadership, revealed something significant. 

That is, board procedure, board structure and corporate 

governance disclosures have a positive relationship with firm’s 

performance. That is to mean that the level of transparency and 

disclosure expected from the actors of the electricity supply value 

chain can be enhanced for good performance by 35% through the 

establishment effective board procedure, board structure and 

corporate governance disclosures. 

 

Thank you. 

  

 

 


