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THE MODEL OF STATE PARTICIPATION IN GAS 
PROJECTS REPRESENTS A HIGH TAX RISK IN THE 
PUBLIC COFFER
- ENH is responsible for more than %90 of the external debt of State-
owned companies and those in which it has shares

INDUSTRY
EXTRACTIVE

1. Context
In 2019, the stock of external debt of the State Enterprise Sector (SES) increased by %23.5 
when compared to 2018, rising from USD 1,431.7 million to USD 1,768.6 million, which 
represents %17.95 of the stock of external public debt and %12 of GDP in 20191.Among 
the SEE companies, the National Hydrocarbon Company (ENH) stands out as the one that 
contributes the most to the debt of this sector, with a weight of %11) %91.4 of GDP being 
that, excluding ENH, the external public debt of the SEE represents only %1 of GDP).

1 https://www.mef.gov.mz/index.php/destaques/268-relato-rio-da-di-vida-pu-blica-2019
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It should be noted that the aforementioned %11 of GDP relates to loans obtained for 
ENH’s participation in Liquefied Natural Gas (LNG) projects in the Rovuma Basin. Public 
companies and the majority of state-owned companies in Mozambique face different 
challenges, ranging from poor financial performance, inefficient project development to 
poor resource allocation. This compromises their ability to take part in major projects in 
this sector without resorting to debt.

Among the underlying causes of these challenges is the lack of appropriate rules due to 
legislation or regulation governing the activities of public undertakings. Such legislation 
and rules cover the mandate of companies, financing, transparency and disclosure; 
acquisition, supervision, conflict of interest, management incentives or purchase and sale 
of assets.

In this context, this note analyses the situation of the State business sector through the 
challenges of its participation in gas projects and the risks involved.

2. Analysis
The state business sector represents a potential source of fiscal risk to the economy, both 
explicitly and implicitly, which needs to be constantly monitored.

Explicit Risk of the National Hydrocarbon Company for ESS

The explicit component refers to the increasing volume of the State Budget (SB) in direct 
transfers, subsidies, retrocession agreements, guarantees and sureties. Considering only 
the guarantees and sureties for public companies and participated by the Mozambican 
State, the volume grew from 26.1 billion meticais in 2016 to 151.3 billion meticais in 2019, 
which corresponds to an increase of %579.5. (See graph 1)

Graph 1: Authorization of Guarantees and Sureties to Public Companies

Source: General State Account (2019 – 2016)



In 2019, pursuant to Article 11 of Law 2018/15 of 20 December, the government issued 
guarantees and sureties amounting to 151.2 billion meticais. Of this amount, 136.1)  %90 
billion meticais) was destined to support the State’s business arm in the oil and gas sector, 
namely ENH’s participation in the LNG project in the consortium led by Total SA (also 
known as Dolphin - Tuna in Area 1) in the Rovuma Block, with maturity of 1 year after 
construction. (See table below)

The remaining 15.1) %10 billion meticais) was allocated to other companies or components 
of the ESS. This clearly shows that, in the context of the explicit risks, ENH has the 
greatest weight for the public enterprise sector.

The direct gains of the State business sector would be the dividend income. Dividend 
revenue stood at 2.7 billion in 2019 (representing a %19 decrease from 2016), corresponding 
to only %0.98 of total revenue. Of the total dividend revenue in 3.7 ,2019 came from ENH. 
Therefore, the weight that ENH represents to the SES in terms of costs is not 
accompanied by benefits in the same proportion.

Between 2016 and 2018 there were no dividends paid by ENH.

Lack of Transparency on Financing Cost

ENH assumes2 that its business is exposed to several financial risks, one of which is the 
interest rate risk with a direct impact on the cost of financing. This interest rate risk arises 
from loans obtained at variable rates and, in order to deal with this risk, ENH obtains 
financing at fixed and variable interest rates.

In the case of financing that occurs before the approval of the development plan, the 
rate is mentioned in the contract signed between the concessionaire and the Government 
(interest counted quarterly at LIBOR1+ 8 percentage point)3.

Regarding the financing of the participation in the Golfinho-Atum project, ENH’s financial 
statements (and no other publicly available document) do not mention the interest rate 
that will be considered in the reimbursement of the 136.13 billion meticais by ENH. The 
information on the cost of financing would allow an analysis of the costs and conditions of 
financing to which the State is subject to ensure participation in this project, in particular, 
and in gas projects in general.

Table 1: Guarantee to ENH in 2019

Lender Beneficiary Objective Date of 
Issue

Interest 
Rate

Maturity Amount of Guarantee (bil-
lions)

Original 
Currency

USD Metical

Concessionaires 
of the Golfin-
ho-atum project 
of Area 1

ENH
Funding 

of Golfin-
ho-Atum 

project partici-
pation

24/04/2020 ??????
1 year upon 

conclusion of 
the construction

USD 2,25 136.13

Source: Adapted from Public Debt Report, 2019

2 National Hydrocarbon Company (2019), Financial Statements, 30 June 2019  
3 https://cipmoz.org/wp-content/uploads/2019/05/ENH-Podera%CC%81-Constituir-um-O%CC%81nus-para-O-Estado-1-3.pdf



Implicit Risk of the National Hydrocarbon Company (ENH) 

The implicit risk component focuses on companies that systematically report negative net 
results and have liquidity and solvency constraints and therefore may need government 
assistance in subsequent years.

The tax risk analysis prepared by MEF4 found that, with the exception of the Mozambique 
Post Office and ENH, from 2016 to 2018, public companies reported negative results. For 
example, the net result of the EDM in 2018 was 9.4 billion MT negative, after reaching 
955.8 million MT positive in 2016, which shows greater fiscal risk for the State.

The same MEF document points to a higher valuation of assets and liabilities until 2018, 
concentrated in 45 companies, with emphasis on ENH. This reveals the State’s greater 
exposure to changes in the balance sheet of this company. Thus, the change in the valuation 
of ENH’s assets and liabilities should be monitored frequently over time, given that the net 
results reported by this company are persistently decreasing.

Net profit for 2019 was 515.9 million meticais. Despite being positive, ENH’s net result fell 
by around %70 and %81 compared to 2018 and 2017, respectively.

This fact shows the need for constant monitoring and risk management of SES companies 
in order to minimize the burden on the State Budget. Allied to this need arises the issue 
of the capacity of public companies’ monitoring and inspection institutions to assess risks 
and have timely access to accurate and relevant information for their minimization.

The indicators considered the most relevant in fiscal monitoring warn about the weak 
situation of public and state-owned companies, and ENH is no exception, as presented 
below.

Solvency Ratio (ability to meet commitments with resources that constitute its assets - 
assets greater than or equal to liabilities) - ENH, like around %83 of public companies, 
reports equity that covers less than half of total liabilities, being below the recommended 
%50.

According to the 2019 annual report, ENH presents a solvency ratio of %12 after %22.5 in 
2016. This ratio is well below the recommended one, thus proving to be a source of high 
tax risk for the State.

Ratio of financial autonomy - With regard to financial autonomy (ability to finance assets 
with equity capital), with the exception of Aeroportos de Moçambique and Electricidade 
de Moçambique, all the other SEE companies reported a ratio different from the %30 
recommended. In 2019, ENH’s financial autonomy ratio stood at %11.5 (after %7 in 2016), 
less than half of that recommended.

Impact on the public debt stock: On the one hand, the percentage of the SEE’s external 
debt in the public debt stock shows an increasing trend over the last 3 years, rising from 
%4.32 in 2017 to %14.6 in 2018 and %17.96 in 2019. In the latter (USD 1,768.6 million) more 
than %74 refers to the ENH. On the other hand, the majority of ENH’s operations are 
associated with SEE’s debt, which represents %91.4 of SES’s debt.
4 http://www.mef.gov.mz/index.php/documentos/instrumentos-de-gestao-economica-e-social/relatorios-de-riscos-ficais/817-relatorio-de-riscos-fis-
cais-2020/file?force_download=1
5 Electricidade de Moçambique (EDM), ENH, Aeroportos de Moçambique (ADM) and Rádio Moçambique (RM). 



The above facts clearly show the high weight that ENH has been exerting on SES in 
Mozambique and on the economy in general.

It should be noted that %99 of the external public debt stock observed in 2019 was denominated 
in USD, as a consequence, among others, of financing the hydrocarbon exploration sector, 
in which the Mozambican Government secured its participation through loans from the 
concessionaires of the consortia in areas 1 and 4 (which also present themselves as one 
of the largest creditors of the SES in 2019). Given the growing weakness of the metical 
against the USD, which is accelerating in 2020, the debt service burden, both interest and 
repayment, represents another alarming risk factor.

Table 2: External Debt Stock by type of entity (USD million)

Stock

2017

% of to-
tal

2017
2018

% of to-
tal

2018
2019

% of to-
tal

2019

Variation

% 
2018/2019

Invested companies 62.8 15.35% 56.6 4.0% 35.1 2.0% -38.8%

Public companies 347.4 84.7% 1,375.1 96.0% 1,733.5 98.0% 26.1%

of which ENH 306.1 74.6% 1,242.8 86.8% 1,616.3 91.4% 30.0%

External debt as % of GDP 3.1% 9.7% 11.9%

Excluding ENH 0.8% 1.3% 1.0%

Total 410.3 100.0% 1,431.7 100.0% 1.768.6 100.0% 23.5%

Source: Public Debt Report, 2019

Article 1 of Decree 2017/77 of 28 December, which approves the procedures relating to 
the issue and management of public debt and state guarantees, mentions that the limits 
on indebtedness and the issue of guarantees must take into account the sustainability of 
government debt, which has not been the case. The indicators defined through the ratios 
Present Value of Debt by Gross Domestic Product (VPD/GDP), Present Value of Debt by 
Exports (VPD/EXP), Debt Service by Exports (SD/EXP) and Debt Service by Revenues (SD/
RC), presented in the table below, exceeded the limits of sustainability. This is in part 
justified by the need for indebtedness of ENH, especially in 2019.

Table 3: Limits of External Debt Sustainability (2019-2015)

Indicators                Limits          2015      2016      2017     New Limits      2018       2019
VPD/GDP                       40           31.9       74.5        67.1             30              66.4        62.6
VPD/EXP                     150         112.1     208.2      176.7            140           160.1       164.9
VPD/REC                     250         124.8     309.5     265.6               
SD/EXP                          20             7.5       19          18.2               10             11.7        10.8
SD/REC                         20             8.7       26.4       27.3                14             20.1        13.9

Source: Public Debt Report, 2019



CIP considers that there has been a violation of Article 1 of Decree 2017/77, of 28 
December, referred to above, as the issue of the guarantee for ENH to participate 
in the LNG project raised the level of public debt to 754.4 billion meticais, %18 of 
which corresponds to the guarantee of ENH, thus remaining at thresholds outside 
sustainability, considering all indicators, as indicated in the table above.

3. Conclusion and Recommendations 
From what has been exposed above, it can be concluded that the participation of the State 
(through ENH) in gas projects represents an eminent significant fiscal risk in the public 
treasury, both explicitly and implicitly, which imposes increasing monitoring and control 
challenges.

In explicit terms, on the one hand, the weight that ENH represents to the SES, derived 
mainly from financing, is not accompanied by benefits in the same proportion over the last 
3 years and, on the other hand, details of the financing cost for the State participation in 
these projects are not made available.

Implicitly, the indicators considered to be the most relevant in fiscal monitoring warn 
of the weak situation of public and state-owned companies, and ENH is no exception, 
highlighting the fact that the level of capacity to meet commitments with the resources 
that constitute its assets is far below that recommended.

Therefore, CIP recommends to the Government:

 • Greater transparency and availability of information on financing (especially 
the interest rate) of the State’s participation in gas projects, so as to enable inclusion in 
decisions on State participation in this sector;

 • The inclusion of detailed information on SES in budget documents;

 • The assessment of the State business sector and mapping of companies, in order 
to understand the gains that will come from the weight that each company imposes on the 
State;

 • The strengthening of the institutions responsible for monitoring the SES in 
general and the ENH in particular;

 •  Constant monitoring of the valuation of ENH’s assets and liabilities over time, as 
the net results reported by this company are persistently decreasing;

 • The inclusion of state-owned enterprises in the analysis of public debt sustainability 
for greater fiscal discipline;

 • The diversification of risk in the financing of SES companies, prioritizing those 
with greater capacity to generate revenue for the State.
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