
Tariff Methodology for the Electricity Market in Niger State 

 

Key Points 

• Research suggests that tariffs should cover u2lity costs and ensure fair returns, promo2ng 
financial stability. 

• It seems likely that performance incen2ves, like rewards for reliability, can improve service 
quality for consumers. 

• The evidence leans toward efficiency being enhanced by capping tariffs to encourage cost 
reduc2ons. 

• Innova2on may be fostered by offering higher tariffs for renewable energy investments, 
suppor2ng sustainability. 

Tariff Methodology Overview 

The tariff methodology for the Niger State Electricity Regulatory Commission (NSERC) ensures 
u2li2es in genera2on, transmission, and distribu2on can recover their opera2onal and capital 
costs, promo2ng financial stability. This approach supports the state’s goal of reliable electricity, 
especially for rural areas, under the Niger State Electricity Act of December 2024, which 
empowers state-level regula2on of electricity markets. 

Performance and Efficiency 

The methodology includes performance-based rewards for mee2ng reliability targets, such as 
minimizing outage dura2on and frequency, and enhancing service quality as required by the Act’s 
focus on underserved communi2es. Efficiency is encouraged through a tariff cap system, 
incen2vizing u2li2es to reduce costs without compromising service, benefi2ng consumers by 
poten2ally lowering rates over 2me. 

Innova=on and Sustainability 

Innova2on is supported by offering higher tariffs for investments in renewable energy and smart 
infrastructure, fostering sustainability and mee2ng the Act’s mandate for integra2ng renewable 
sources into the energy mix, par2cularly for rural electrifica2on efforts. 

Survey Note: Detailed Analysis of Tariff Methodology for NSERC 

The design of a tariff methodology for the Niger State Electricity Regulatory Commission (NSERC), 
effec2ve as of April 2, 2025, requires a comprehensive approach that integrates best prac2ces 
while aligning with the Niger State Electricity Act of December 2024. This note provides a detailed 



analysis, drawing on inferred prac2ces from na2onal and state-level frameworks, ensuring a 
robust and adaptable methodology for genera2on, transmission, and distribu2on u2li2es. 

Background and Context 

The Niger State Electricity Act, signed into law on December 19, 2024, by Governor Mohammed 
Umaru Bago, commenced opera2on on the same date. The Act provides for the establishment of 
NSERC, the Niger State Electricity Company, and the Niger State Electricity Agency, covering 
electricity dealings within the state, including genera2on, transmission, trading, distribu2on, 
retail supply, system opera2on, and rural electrifica2on of underserved and unserved 
communi2es. This aligns with the Na2onal Electricity Act 2023, which decentralizes electricity 
regula2on, allowing states to set end-user tariffs.  

Proposed Tariff Methodology Components 

The methodology is structured to address genera2on, transmission, and distribu2on, with 
mechanisms to ensure cost recovery, performance, efficiency, and innova2on, all under the legal 
framework of the Niger State Electricity Act of December 2024. 

Base Tariff Structure 

The base tariff must ensure u2li2es recover opera2onal costs, such as labour and maintenance, 
and capital expenditure, including infrastructure upgrades while earning a fair return to aYract 
investment. This aligns with the Act’s mandate for financial viability, suppor2ng the state’s 
electricity market opera2ons. For example, u2li2es in distribu2on, like the Abuja Electricity 
Distribu2on Company’s subsidiary, must cover costs to maintain services, while genera2on and 
transmission en22es ensure grid reliability, as inferred from the Act’s coverage of all electricity 
dealings. 

Component Descrip=on Impact on Market 

Opera2onal 
Costs 

Covers day-to-day expenses like labor and 
maintenance 

Ensures sustainability of 
opera2ons 

Capital 
Expenditure 

Includes investments in infrastructure 
upgrades 

Supports long-term growth and 
reliability 

Reasonable 
Return 

Allows profit to aYract private investment 
Encourages market entry and 
expansion 

 



This structure ensures financial stability, par2cularly for rural electrifica2on, as mandated by the 
Act’s focus on underserved communi2es. 

Performance Incen=ves 

To promote performance, the methodology includes performance-based regula2on, linking tariffs 
to specific key performance indicators (KPIs). Reliability metrics, such as the System Average 
Interrup2on Dura2on Index (SAIDI) for outage dura2on and the System Average Interrup2on 
Frequency Index (SAIFI) for outage frequency, are cri2cal. U2li2es mee2ng or exceeding targets, 
such as SAIDI below 10 hours annually, can receive a 5% tariff increase as a bonus, while 
underperformance, exceeding targets by 20%, incurs a 2% tariff reduc2on penalty. This enhances 
service quality, aligning with the Act’s emphasis on improving the electricity supply for 
consumers, especially in rural areas. 

KPI Target Example Incen=ve 

SAIDI (Avg. Outage Dura2on) Below 10 hours annually Bonus: 5% tariff increase 

SAIFI (Avg. Outage Frequency) Below 5 interrup2ons annually Bonus: 3% tariff increase 

Underperformance Penalty Exceeds targets by 20% Penalty: 2% tariff reduc2on 

This mechanism ensures u2li2es priori2ze reliability, mee2ng the Act’s consumer protec2on 
goals. 

 

Efficiency Mechanism 

Efficiency is promoted through a tariff cap system, where tariffs are set based on a cap that 
encourages cost reduc2ons without compromising service quality. This can be modelled as a cap-
and-trade-like approach, where u2li2es are incen2vized to lower opera2onal costs, poten2ally 
reducing consumer tariffs over 2me. For instance, if infla2on is 5% and an efficiency factor of 2% 
is applied, the tariff cap increases by 3%, pushing u2li2es to find cost-saving measures. This 
benefits consumers, aligning with the Act’s focus on affordability, par2cularly for rural and 
underserved communi2es. 

Model Descrip=on Impact on Efficiency 

Tariff Cap System 
Cap based on infla2on minus 
efficiency factor 

Encourages cost reduc2on and 
produc2vity 



Model Descrip=on Impact on Efficiency 

Example (Infla2on 5%, 
Efficiency Factor 2%) 

Cap increases by 3%, pushing 
cost savings 

Lowers consumer tariffs, 
improves opera2ons 

This approach ensures u2li2es op2mize distribu2on networks, transmission efficiency, and 
genera2on processes, suppor2ng the Act’s sustainability objec2ves. 

Innova=on Incen=ves 

Innova2on is fostered by offering higher tariffs for investments in renewable energy projects, 
smart metering, and grid moderniza2on, subject to NSERC approval. For example, u2li2es 
inves2ng in solar farms could receive a 10% higher return on investment, aligning with the Act’s 
mandate for integra2ng renewable sources into the energy mix, as inferred from na2onal 
prac2ces like feed-in tariffs and renewable energy funds. This drives genera2on from renewables, 
enhances distribu2on through smart grids, and improves transmission efficiency, suppor2ng rural 
electrifica2on and sustainability goals. 

Innova=on Type Example Investment Incen=ve 

Renewable Energy Solar farm development 10% higher return on investment 

Smart Metering 
Installa2on of smart meters for 
consumers 

5% tariff bonus for coverage 
targets 

Grid 
Moderniza2on 

Upgrading transmission lines with digital 
tech 

Higher deprecia2on allowance 

 

This approach encourages technological advancements, par2cularly relevant for genera2on and 
distribu2on, enhancing market compe22veness and mee2ng the Act’s rural electrifica2on 
mandate. 

Implementa=on Considera=ons 

Given the Act’s recent enactment in December 2024 and NSERC’s establishment, implementa2on 
may face challenges, such as data availability for cost es2ma2on and local capacity building. The 
methodology should include public consulta2ons to ensure stakeholder buy-in and transparency, 
aligning with the Act’s consumer engagement focus. Coordina2on with na2onal en22es like the 
Transmission Company of Nigeria for transmission and genera2on companies is crucial, given 



their inter-state roles. Tariffs should be reviewed annually to adapt to local condi2ons and 
macroeconomic changes, ensuring alignment with the Act’s dynamic regulatory framework. 

Addi=onal Insights: Narra=ve Engagement Strategy 

An unexpected aspect is the poten2al for NSERC to use narra2ve or stakeholder engagement 
strategies to communicate tariff benefits, such as illustra2ng how higher tariffs for renewables 
can transform rural electrifica2on. This could engage communi2es, making the methodology 
more relatable and fostering innova2on, especially given the Act’s emphasis on underserved 
areas, as seen in the “Light Up Niger State 2025” ini2a2ve. 

Conclusion 

This tariff methodology, aligned with the Niger State Electricity Act of December 2024, provides 
a comprehensive framework for NSERC to ensure cost recovery, reward performance, promote 
efficiency, and drive innova2on. It supports financial stability, service quality, and sustainability, 
par2cularly for rural electrifica2on, mee2ng the Act’s objec2ves as of April 2, 2025. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



NSERC Tariff Model 
Aligned with the Niger State Electricity Law of December 2024 

1. Base Tariff Structure 

Component Descrip=on Purpose 

Opera2onal Costs 
Labour, maintenance, administra2ve 
expenses 

Ensure con2nuity of service 

Capital Expenditure 
Grid upgrades, genera2on capacity, 
transmission lines 

Enable infrastructure growth 

Reasonable Return Fair ROI on investments 
AYract private capital and 
innova2on 

 

2. Performance-Based Incen=ves 

KPI Target Incen=ve Penalty 

SAIDI < 10 hours/year +5% tariff bonus -2% tariff cut if > 12 hours 

SAIFI < 5 interrup2ons/year +3% tariff bonus -2% tariff cut if > 6 interrup2ons 

 

3. Efficiency Mechanism 

Model Mechanism Impact 

Tariff Cap Infla2on rate – Efficiency Factor 
Encourages produc2vity and cost 
control 

For example: 5% – 2% = 
3% 

Max tariff increase allowed = 3% 
annually 

Drives internal savings 

 

 

 



 

4. Innova=on Incen=ves 

Innova=on Area Example Investment Incen=ve Structure 

Renewable Energy Solar farms, mini-grids +10% allowable return on capital investments 

Smart Metering Prepaid/smart meters +5% bonus if coverage threshold met 

Grid Moderniza2on Digital substa2ons, SCADA Accelerated deprecia2on; higher ROA allowed 

 

5. Implementa=on & Review 

Ac=vity Frequency Purpose 

Public Consulta2on Annually Ensure transparency and local stakeholder buy-in 

Tariff Review Annually Align with infla2on, FX changes, sector performance 

Inter-agency Coordina2on Ongoing Sync with TCN and GENCOs for na2onal grid alignment 

 

6. Strategic Narra=ve Engagement 

• Highlight social gains from tariff-linked renewable investments. 

• Promote community benefits (e.g., school electrifica2on via solar). 

• Use “Light Up Niger” as a communica2on campaign to drive support. 

Summary Table 

Goal Model Lever Outcome 

Financial Stability Cost recovery + fair return 
Viable u2li2es with reinvestment 
capacity 

Service Reliability 
Performance incen2ves 
(SAIDI/SAIFI) 

BeYer customer experience 



Goal Model Lever Outcome 

Opera2onal 
Efficiency 

Tariff cap 2ed to infla2on-
efficiency 

Lower costs, beYer produc2vity 

Sustainability Innova2on-based tariff rewards More renewables, rural electrifica2on 

 


