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SECTOR ASSESSMENT (SUMMARY): ENERGY1 
 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. The state-owned Nauru Utilities Corporation (NUC) owns and operates power generation 
and distribution infrastructure, as well as water desalination and supply facilities, and serves 
Nauru’s approximately 10,000 inhabitants.  
 
2. NUC was established in June 2011 by an act of the country’s parliament. It inherited the 
assets of the Nauru Utilities Authority that were previously held by Nauru Phosphate Corporation.  
The legislation established NUC to provide reliable, affordable, sustainable energy and enable 
greater socioeconomic development. While nominally a corporation, NUC remains subject to 
direct ministerial control.  The chief executive officer (CEO) of NUC reports directly to the 
Minister of Infrastructure, Communications, and Utilities.  An advisory board of NUC convenes 
regularly to make recommendations to the minister on all matters pertaining to NUC’s 
operations. 

 
3. Nauru’s current diesel generation units are neither reliable nor efficient. NUC’s older large 
generators are operating at far below their design output capacity and nearing the end of their 
useful lives. The NUC powerhouse is in poor structural condition, which poses a risk to the 
security of Nauru’s power supply. While grid connection is near the 100% level, service is under 
capacity and NUC is unable to serve all connected consumers. The available service is 
extremely unreliable and unscheduled interruptions are frequent and often prolonged.  Although 
Nauru has established ambitious targets for generating power using renewable energy, it will 
need to depend on efficient diesel-fueled thermal generation for its base load and system 
stability and reliability for the foreseeable future. NUC’s existing installed generation assets are 
summarized in Table 1. 

 
Table 1: NUC Installed Power Generation Capacity, 2014 

Generator Type Year Installed 
Design Capacity 

(MW) 
 

Available 
Capacity (MW) 

Unit 1—Ruston (overdue for overhaul) 1960 2.60  0.80 
Unit 2—Cummins 2014 1.00  0.85 
Unit 3—Ruston (decommissioned)  -  - 
Unit 4—Cummins 2013 1.50  0.85 
Unit 5—Caterpillar (out of service) 1985 1.00  0.00 
Unit 6—Ruston 1960 2.00  1.20 
Unit 7—Ruston (decommissioned) 2008 2.80  - 
Unit 8—Ruston (delivered damaged 
in 2011, never operated) 

 2.00  - 

Total  12.90  3.70 

MW = megawatt 
Source: Nauru Utilities Corporation. 

  

4. The shortcomings that are making the diesel generation system unreliable and inefficient 
need to be urgently addressed to reduce the risk of catastrophic failure of Nauru’s power system. 
Among NUC’s investment priorities is the introduction of two new diesel-fired generation units of 
2.6 megawatts (MW)–3.0 MW each (nominal 2.8 MW). These units, which would be provided 
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under the proposed overall Electricity Supply Security and Sustainability Project with additional 
financing, would replace existing generation, improve reliability, and reduce fuel costs. NUC 
estimates that this would improve generation efficiency by 20% from the current 3.4 kilowatt hour 
(kWh) per liter of diesel consumed to 4.1 kWh per liter.  
 
5. NUC’s financial and asset management systems are deficient in many respects.  NUC is 
currently unable to calculate its gross generation output, which means it cannot accurately 
calculate the fuel efficiency of its generation plant or the volume of power it puts into the 
distribution system.  Together with the fact that it must merely estimate consumption and billing 
for a significant proportion of its customers due to inadequate metering arrangements, this 
makes it impossible to properly measure the technical losses of power during distribution or such 
non-technical losses as those resulting from illicit connections and meter tampering. 

 
6. While nominally a corporation, NUC is both a recipient and provider of significant 
subsidies that ultimately burden the Nauru national budget.  NUC receives its fuel 
free-of-charge from the state.  NUC’s tariffs are distortionary.  Until a tariff revision in July 2014, 
all residential customers received a subsidized tariff of A$0.10 per kWh for the first 300 kWh per 
month consumed, rising to A$0.25 per kWh for monthly consumption above 300 kWh. A more 
fiscally responsible policy would be to provide such a subsidy on a means-tested basis and make 
the cut-off volume for the subsidy considerably lower—e.g., 150 kWh per month. Commercial, 
industrial, and government customers were charged a slightly higher rate of A$0.40–A$0.50 per 
kWh.  After the revision in July 2014, domestic tariffs rose from A$0.10 to A$ 0.20 per kWh for 
the consumption of first 300 kWh per month and from A$0.25 to A$0.35 per kWh for consumption 
over and above 300 kWh. Commercial, industrial, and government user tariffs were raised from 
A$0.40–A$0.50 to A$0.70.  Even with these adjustments, all domestic customers continue to be 
charged the subsidized rate for the first 300 kWh. The domestic tariff of A$0.35 per kWh for the 
consumption over and above 300 kWh per month remains heavily subsidized at about half of the 
full cost-recovery level. 

 
7. The socioeconomic costs of Nauru’s dysfunctional power system are high. NUC currently 
consumes about 7 million liters of diesel fuel for power generation each year.2 The $7 million 
cost is funded through the national budget rather than paid for by NUC.3 This deprives the 
government of important resources that could be used in other important ways to strengthen the 
economy and social well-being. The lack of reliable power service itself diminishes the general 
welfare, depriving many households and businesses of an essential service. It also compels 
many private businesses and households to invest in and maintain their own sources of 
electricity generation at significant expense.  Other costs are often incurred. For example, 
during a few days of power outages in January 2011, it is reported that phosphate ships charged 
the Nauru Phosphate Corporation more than A$250,000 in demurrage because kilns and loaders 
could not be operated due to a breakdown of power generation units.4 
 
 
 
 2. Government’s Sector Strategy 

                                                 
2
 Pacific Power Association. 2012. Technical Evaluation and Assessment Study of NUC Power Generation and 

Distribution Systems. Fiji  
3
 Renewable Energy, the Wise Option for Nauru, Nauru Bulletin: 

http://www.naurugov.nr/media/25459/nauru_bulletin__05_12apr2013__81_.pdf 
4
 Government of Australia. 2014. Nauru Economic Infrastructure Strategy and Investment Plan. Canberra 

http://aid.dfat.gov.au/countries/pacific/nauru/Documents/nauru%20economic%20infrastructure%20strategy%20and
%20investment%20plan.pdf 

http://www.naurugov.nr/media/25459/nauru_bulletin__05_12apr2013__81_.pdf
http://aid.dfat.gov.au/countries/pacific/nauru/Documents/nauru%20economic%20infrastructure%20strategy%20and%20investment%20plan.pdf
http://aid.dfat.gov.au/countries/pacific/nauru/Documents/nauru%20economic%20infrastructure%20strategy%20and%20investment%20plan.pdf
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8. The government is currently developing an energy road map with assistance from GIZ. It 
is expected to prioritize the development of renewable resources to mitigate Nauru’s reliance on 
fossil fuels for power generation.  The focus will be on solar energy, and the government has 
reportedly acquired about 10 hectares of land for the installation of ground-mount solar 
photovoltaic panels.  No funding for this capital investment is available. However, the 
government’s policy vis-à-vis NUC, whose diesel-fueled operations will remain the main source 
of electricity in the country for a considerable time, is poorly articulated.  None of the policy 
documents available indicate that the government intends to complete NUC’s transformation 
from an organ of the state into a state-owned corporation operating independently on 
commercial principles. 
 
9. Any long-term improvement in Nauru’s energy sector will depend on the government’s 
willingness to adopt of a policy toward NUC that requires the corporation to develop appropriate 
business practices, processes, and systems in such areas as accounting, financial management, 
inventory control, and human resources. The government also needs to require NUC to operate 
on commercial principles with full-cost accounting for all transactions.  The current subsidy 
practices—the supply by the government of free diesel to fuel NUC’s power generation, for 
example—must cease. This must be replaced by explicit cash payment.  Commensurate 
revisions to NUC’s tariff policies and collection practices are also necessary. 
 
 3. ADB Sector Experience and Assistance Program 

10. The Asian Development Bank (ADB) has provided technical assistance (TA) and staff 
consultancy services to support reform in the utilities sector. TA approved in 2011 for improving 
water and electricity supply in the country helped (i) develop legislation for the NUC in 2011, (ii) 
prepare an inventory of water and electricity assets, (iii) prepare a corporate strategy for NUC, 
and (iv) introduce a performance management system for senior management.5  Another ADB 
TA project currently under way is supporting NUC in (i) developing and implementing an asset 
management and maintenance plan; (ii) improving accounting systems by integrating the asset 
registry and the financial management information system; (iii) implementing performance 
management systems for low-level NUC staff; and (iv) reviewing its corporate governance.6  

11. Despite significant progress, NUC performance remains weak in a number of areas. NUC 
preventative maintenance practices had been inadequate, and maintenance was carried out on 
an emergency or ad hoc basis. This has been changing since the April 2014 appointment of a 
new generation manager, funded under grant assistance from the Government of Australia. 

12. While an asset inventory was introduced under ADB TA for regularity and governance 
reforms, additional improvements are required to the accounting system, particularly to integrate 
the fixed assets register with the fixed asset management module which was acquired for the 
NUC’s financial management information system in 2014. The NUC management lacks 
autonomy. Despite a newly streamlined governance structure, it is still subject to ministerial 
oversight rather than an independent board of directors and requires cabinet approval for 
borrowing and the acquisition and disposal of property. 

                                                 
5
 ADB. 2011. Technical Assistance for Regulatory and Governance Reform for Improving Water and Electricity Supply 

in Nauru. Manila(TA-7873_NAU)  
6
 ADB. 2014. Technical Assistance for Institutional Strengthening of the Nauru Utilities Corporation. Manila (TA 

8631-NAU). 
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13. ADB is scaling up its activities in Nauru’s energy sector. It approved a $4.7 million grant 
and administration of European Union cofinancing for the Electricity Supply Security and 
Sustainability Project in 2014.7 The proposed additional financing for this project through a grant 
of A$6.4 million ($4.74 million equivalent) from the Government of Australia to be administered 
by ADB will allow NUC to purchase and install the two new generating units it needs to expand 
electricity delivery and make the country’s power system more reliable and cost-efficient (para. 4). 
NUC needs further institutional strengthening to help ensure that these investments are 
sustainable and that reforms, including tariff review, are carried out as part of the project 
(footnote 7). 

                                                 
7
 ADB.2014. Report and Recommendation of the President to the Board of Directors on the Proposed Technical 

Assistance Grant, and Administration of Grant to Nauru for Electricity Supply Security and Sustainability Project. 
Manila. 
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Sector Results Framework (Energy, 2014–2016)  
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with 
ADB 

Contribution 

Indicators 
with 

Incremental 
Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB 
Interventions 

1. Increased 
reliability of 
power service 
 
 
 
 
 
 
 
2. Lower cost of 
power generation 
in Nauru  
 
 
 
 
 
 
 
 
 
 
 
 
3. Improved 
financial, 
operational, and 
governance 
performance of 
the NUC 

1. Frequency and 
duration of 
unplanned 
generation 
outages reduced 
by March 2017   
 
 
 
2. Lower fuel 
consumption.  
  
Baseline in 2010: 
3.4 kWh/liter of 
diesel consumed 
 
Target  by 
March  2017: 
4.1 kWh/liter of 
diesel consumed 
 
 
 
3. Independent 
board of directors 
approve annual 
report by 
December 2016 
Baseline: no 
independent 
board of directors 
(2012) 
 
 

1. New 
diesel-fired 
generation put 
into service to 
supply reliable 
baseload power 
for NUC 
 
 
 
2. Operational 
performance of 
NUC improved 
 
 
 
 
 
 
 
 
 
3. 
Asset-manage
ment and 
maintenance 
plan 
implemented by 
NUC 
 
NUC accounting 
systems 
improved 
 
NUC corporate 
governance 
arrangements 
revised 
 
 
 
 

1. Progress & 
completion 
reports of 
design and 
supervision 
consultants 

 Acceptance 
report of NUC 

 

 

 

 

 

 

 

 

 

 

3. Periodic 
maintenance 
carried out 4 
times annually 
by March 2017. 
Baseline: none 

Balance sheet 
audited by 
March 2016. 
Baseline: none 

100% of 
members of 
independent 
board of 
directors 
appointed by 
March 2016. 
Baseline: 0% 

Planned target 
subsectors 

Electricity sector 
(100%) 

 

Ongoing 
projects with 
approved 
amounts 

Electricity Supply 
Security and 
Sustainability 
Project ($2.0 
million ADF 
grant, €2.0 
million from 
European Union, 
and A$6.4 million 
from the 
Government of 
Australia) 
 
TA for 
Institutional 
Strengthening of 
NUC ($0.3 
million TASF-IV) 
 
TA for Tariff and 
Subsidy Reforms 
under Electricity 
Supply Security 
and 
Sustainability 
Project  

 

Planned target 
subsectors 

Improved 
reliability and 
efficiency of 
NUC’s operations; 
improved 
business 
processes at NUC  

Ongoing 
projects  

Two units of each 
3 MW new diesel 
generation 
installed 
 
Asset, personnel, 
and financial 
management 
systems at NUC 
improved 
 
New tariff 
structure in place 
and accountability 
subsidies 
received to NUC 
and the 
consumers   

 

 

 

ADF = Asian Development Fund, kWh = kilowatt-hour, NUC = Nauru Utilities Corporation, PPTA = project preparatory 
technical assistance, TASF = technical assistance special funds. 
Source: Asian Development Bank. 
 

 


