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I n t r o d u c t i o n  

In September  2013,  th e Ni gerian Electricity  Supply Industry (NESI ) was  privatised.  Six  

gener ation companies  (GENCOS) and 11 distribution companies (D ISCOS) we re sold to 

investors  who acquired a  minimum of 60% of the shares  of  e ach company.  Som e  of  the  

stated goals  of  the p rivatisation programme are that  the  priv atised e ntities  would 

develop  and i mprove  ele ctricity  i nfras tructure  in  the  country,  increase  gene ration  

capacity  and impr ove  power supply to  e nd u sers.  To ensure  that the goals  are achi eved,  

the Ni gerian Electricity Regulatory  Commission (NERC) developed the  Multi - Year  

Tariff  Or der  (MYTO),  a  tariff  system that  is  desi gned to  be  both  cost  refle ctive  and to  

reward an efficient  op erator.  

Before  the priv atisation,  the  exp ectation was  that  NE SI  would be  fu nctional,  when each 

part  of  the ele ctrici ty chain,  namely,  generation,  trans mission and distribution 

functions  effi ciently and in a  coordinated manner.  Thus,  contracts  that w ould enable  

proper commercial  b ehaviour amongs t pl ayers in the indus tr y were signed,  and 

regulations  that  woul d encourage discipline and reward e fficiency were  issued by the 

sector  re gulator,  NERC.  

But,  since  privatisati on,  the  Ni gerian Electricity  Supply  Industr y has  bee n mire d in 

crises including regulatory inconsistenci es,  political  interference,  and 

suspension/unenforce abil ity  of  contracts,  power thefts  and low  reve nue collection.  

Some  of  the  post -priv atisation pr oblems  could be  traced to  the  p rivatisation p rocess  

i tself,  which,  somehow, al lowed entities  that did not ha ve  suff icient te chnical  and 

financial  capabil ities  to tak e control  of  critical  ge neration and distribution asse ts.  Also 

during the process,  NERC, the investors  and the Bureau of Private Ente rprises (BPE) 

(which superintended the privatisation process) did not have criti cal  data on the extent  

of  te chnical  and colle ction losses of  gover nment - owned distribution comp anies.  The 

post-privatisation cri ses have resulted in  an increasing deb t bubble which,  i f  not 

contained,  may  bankr upt the  entire  Ni geria  Electricit y Supply Industry.  

This  article  w ould do a  short  analysis  of  th e current  post -privati sation proble ms  and 

discuss the  steps  that  ar e being taken to ensure that the  sector  b ecomes  attr active  to 

investors.  

 

P o s t  P r i v a t i s a t i o n  P r o b l e m s  

Regulatory Inconsiste ncy :  One issue which has been of  concern to  p layers and investors 

in the  Nige rian powe r sector  is  the pow er of  the r egulator to  ti nker with  pre - agr eed 

tariff  mechanism.  This  power  was exer cised to  a  dev astating effe ct,  when prior  to the 

2015 ele ction,  NERC r e duced tariffs  by  removing collection losse s as  part  of  the  items  

used in calculating el ectricity  tari ff.  This  r egulatory action,  before it  was reverse d in 

February 2016,  resulted in a significant i ncrease  of debts accumulated across the  

electricity  supply chai n.   



P o l i t i c a l  I n t e r f e r e n c e :  Although  NERC is  established to  be  an inde pendent  re gulator,  

i t  has not,  in practical  terms,  b een able to  ac t,  always,  free from political  interference.  

The institution has su ffered from having its  commissione rs r emov ed be fore  the  end of  

their  tenur es,  and has had to  function for  a  considerable  length of  time without  a  fully  

constituted board.   

The insecurity  of  tenure pr events  the  commissioners  from discharging their  duties  

effectively as  their  actions are  sometimes  coloured by political  consider ations.  An 

example of  this  is  the tariff  reduction in  the run -up  to  the 2015 election.  Another  

negative  effect  of  political  interfe rence  on NERC is  that,  whe n it  has  no validly  

appointed commissioners,  i t  is  unable to make de cisions,  issue l icences  and respond 

to marke t crises pr omptly.  

I n e f f e c t i v e  C o n t r a c t s :  Different  types  of  contr acts  hav e been signed by  diffe rent  

participants  in  the  power s ector  to  give  e ffect  to  diffe rent  transactions  in  the  se ctor.  

Such contracts,  broadly,  include  gas offtake and tr anspor tati on agr eements,  grid  

conne ction agreeme nts and powe r sale agr ee ments.  Cur rently,  gas is  being supplied to  

power plants which,  i n turn,  supply power to the  grid  and distribution ne tworks wi th 

many of the contracts ,  signed across the el ectricity  chain,  being kept ineffe ctive  by 

regu latory fi at.   

Also,  there  are  some  mismatches in  the contracts  si gned by di fferent p articipants 

across the electricity chain and the r egulatory fr amework guiding ce rtain commer cial  

activities  in  the s ector.  A good instance of such mismatch is  in the PPAs b etween the 

gener ation companie s (GENCOS) and th e Nigerian Bulk Electricity  Trading Plc  

(NBET) which al low  th e GENCOS to  re flect  forex fluctuation in  the ir  invoi ces  to  NBET, 

while the tariff  chargeable  to e nd user s does  not au tomati cally  refle ct  forex 

fluctuations.  This  mismatch does not  al low the tariff  charge d by the DISC OS to  be cost  

reflectiv e.   

Because the contracts  are  not  effective,  i t  has  been di fficu lt  to  keep  parties  

accountable to their  contr actual  obligations.  The non -effectiv e ness of  the contr ac ts  

has made  it  difficult  to for  the  gover nment  to enforce  the pe rfor mance  commitme nts 

of  the privatised ge ne ration companies  and distribution companie s.   

 



 

  

A re gime that al lows a contract based mar ket would insti l  dis cipline in the se ctor,  

enable e xisting contr actual  dispute  to  proceed to  arbitration for settleme nt and  

 

T a r i f f  C o l l e c t i o n :  One of  the  problems  that  were  unde restimated during the  

privatisation process i s  the aggre gate techni cal,  commercial  and collection (ATC&C)  

losses of  the  DISC OS.  The ATC&C  losses h eavily impact the abil ity  of  the  DI SCOS  

supply power to the e n d users and to  colle ct re venue.  The DI SC OS were  expe cted,  

under their  r espective  performance  commitments,  to  gradually  re duce the losses  b y  

improving distribution infras tructur e and b ecoming e fficient at  r evenue collection.  

However,  the  DI SCOS have  not  bee n able  to significantly r educe  the  ATC&C  losses  

because of a combination of  reasons.  Such reasons  include th e fact  that  tariffs  

charge d by  DI SCOS ar e not cost  refle ctive,  DISCOS do not  have the cash to make  the  

investment r equired to improve  distribution i nfras tructure,  only a few consumers are  

meter ed and there  is  a  high incide nce  of  power the ft.  

  

M i t i g a t i o n  S t e p s  

Although the challenges  facing the  sector  ar e varied and many ,  there  is  a  raft  of  

solutions being prop os ed and s teps  being tak en to  address  the  challenges  holistically.  

The solutions range from le gislative interv ention to financial  p ackages being put  

toge ther  to  de -risk commer cial  transactions  in the se ctor.  

L e g i s l a t i v e  I n t e r v e n t i o n :  The  National  Asse mbly is  considering the amendment  of  the  

Electric Powe r  Se ctor Reform Act  to  deal  with s ome  constr aints  that  have  been 

identified in  the s ector.  Some  of  the amendments being considere d include insulating 

NERC from political  i nterference,  incre asing l icence  duration from 10 years to  20 or  

25  years  and p roviding stringent  penalties  for  electricity  the ft.  The  i ncrease  of  l icence 

duration w ould go a long way  in making pow er proje cts  in  Nige ria more b ankable.  An  

in the  sector .  

F u n d i n g  o f  T a r i f f  S h o r t f a l l s :  The  government  of  Ni geria  has provided NGN7 01  

bil l ion (US$2.2  bi l l ion) to  fund histori cal  and fu ture  defi cits  in  the powe r  sector.  The  

goal  of  this  interv ention is  that  gover nme nt wil l  pay for revenu e defici ts  that had  

accru

reflectiv e lev el,  the  government  wil l  also  use the  fund to pay  for  reve nue shor tfall  

from 2017  to  2 021.  I n  addition to  paying for  se ctor  defici ts,  the  government  intends  

to w ork  to  res tore  cost r eflective tariffs  ov er the next  five  ye ars .  I t  is  impor tant  to  

note  that  the  World Bank Group has indicated potential  suppor t for the Ni gerian 

power  sector  totall ing up to  U S$2.5  bi l l ion as  well  as  IFC  inv estment  and MIGA 

support which wil l  unl ock additional  US$2.7 bil l ion private  investment.   



 

  

The World Bank  Gr oup support  is  condi tional  upon t he  gov ernment  of  Nige ria 

implementing the Pow er Sector  Recov ery Pr ogram agr eed with the World Bank Group.  

C o n t r a c t  E f f e c t i v e n e s s :  It  is  e xpected that  the interv ention of the  government  to fund 

tariff  shor tfalls  and r eturn the  sector  to cost reflective  tarif f  wil l  enable  relevant  

gover nment agencies to sanction erring DISCOS which fai ls  to mee t per formance  

commitments.  It  woul d also  enable  the  activ ation of  se ctor  contracts.  This  wil l  lead to 

the enforce ment of  contr actual  commitments and put the se ctor on th e path to  

developing a  competit ive electricity  market.     

 

C o n c l u s i o n  

The demand for  powe r in  Nige ria is  very  high.  Howeve r,  this  de mand,  alone,  wil l  not  

attr act  the investments required to unlock  th e potentials  of  the  pow er se ctor.  The good 

news is  that  th e  gover nment  is  taking steps and committing res ources  to  e nsure  that  

the se ctor  is  commerci ally  viable.  I t  is  e xpected that  this  drive  wil l  continue.  The  result  

that the do llars  inv ested in  the  sector  would yield the  e xpecte d returns.  
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