GOVERNMENT MEMORANDUM
On the Petroleum Industry Bill, 2009

Explanatory Memorandum

Executive Summary

This is the Explanatory Memorandum of the Government Memorandum on the Petroleum
|l ndustry Bill (API Bo) , 20009. T hsive fBaposa ton me n
amend the PIB submitted in 2009 and is based in part on the original work of the OGIC.

Thi s Government Memorandum has been prepar
by the former HMPR in April 2009. The IAT consists of:

Ministry of Petroleum Resources (MPR)

Ministry of Finance (MOF)

Budget Office of the Federation (BOF)

Ministry of Justice (MQOJ)

Department of Petroleum Resources (DPR)

Nigerian National Petroleum Corporation (NNPC)

Federal Inland Revenues Services (FIRS)

Revenue Mobilization and Fiscal Commission (RMAFC)
Nigeria Extractive Industries Transparency Initiative (NEITI)
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The IAT is supported by Dr. Pedro van Meurs at the request of the HMPR, in order provide
independent views to the Inter Agency Team andRbedera Governmentand to ensure the
adoption of international best practice. The consultant has worked for governments on petroleum
legislations and fiscal systems in more than 70 countries in the world.

General nature of the Government Memorandum

On adoptionof the Government Memorandum blye National Assemblyto amend the PIB,
Nigeria wouldhaveone of the most modern and forward looking petroleum laws in the world
incorporatingthe best international practice from a large number of countries.

The IAT defined a number of objectives, which the IAT believes reflect the national interest. The
incorporation of these objectives in the Government Memoraridwaiscussed in the following
sections.
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Increase oil and gas production

The objective is tancrease oil production within the overall framework of OPEC and to
increase gas production for domestic markets and for exports. Higher levels of production will
mean more employment and business opportunities in Nigeria and more revenues for
Government.

Over the last five years Nigeria has experienced a gradual decline of its oil production. Yet, it is
generally recognized that the oil potential of Nigeria is very large and can be easily expanded
with new exploration and development of conventionaueses.

In the Government Memorandum, the IAT proposes the following comprehensive set of
solutions:
1 More attractive fiscal terms for investors in onshore and shallow water areas. The
government take for small new onshore fields is reduced from ab&ut®65%,
1 Higher profitability for fields in deep water areas with specific new fiscal incentives
to encourage rnvestment in Nigeria as will be discussed in more detail below,
1 More acreage availability through mandatory relinquishment of unusedyacidas
will enable the Government to attract large scale new investment through new bidding

rounds, and
1 Strong work commitments and effective acreage management on new PPLs through
the application of the #dAdrill or dropo s

Significant increase n gas supplies for power generation and domestic industries

The obijective is to rapidly increase domestic gas supplies for power generation and provide
total support for the plans of Mr. President to create a reliable and effective power supply and
ensuresustainable development of gas for national economic growth.

Nigeria has very large resources of relatively low cost gas. At the same time the country has an
enormous need for electric power. Without rapid expansion of power generation and gas based
industries such as fertilizer, methanol and petrochemicals, on the basis of cheap natural gas the
nation will not achieve its full economic potential. Nigeria has been notoriously unsuccessful in
creating large scale electric power based on natural gas so fa

The IAT proposes a new comprehensive strategy in the Government Memorandum to deal with
these issues which consists of the following:
1 Attractive fiscal terms for the production of gas and condensates through royalties
which are capped at 12.5% amsdbstantial production allowances on the Nigerian
Hydrocarbon Tax creating an overall government take of about 65%,
1 Application of these new fiscal terms to new projects that eliminate gas flaring or
develop deeper gas reservoirs,
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1 A comprehensive gas pmg framework, with substantially higher gas prices, linked

to international market indicators, that will encourage producers to rapidly increase gas
production and that links domestic prices to market based indicators, and

1 Gas pipeline and processing tégjfto be regulated by a midstream regulatory agency,
which are the most attractive in the world, in order to provide strong incentives for
investments in gas infrastructure, under strong fiscal incentives.

Increase government revenues from deep water

The objective is to establish a fiscal framework for deep water that provides a fair share of the
economic rent for Nigeria, is competitive from an international perspective and provides a
framework for further expansion of deep water oil and gas produntio

Currently, there are basically three fAserie

1 The 1993 Model, which provides on the first fields to be developed from a contract
area a share to Nigeria that is well below international levels,

1 The 2000 Model, which provides fair share for Nigeria, but requires fiscal
incentives to increase the level of investments, and

1 The 2005 Model, which has tough fiscal provisions that are no longer competitive
internationally.

The IAT proposes through the Government Memorandum:

1 To edablish a single fiscal system for all existing deep water contracts, with a level of
government take that is similar to the 2000 Model, but with increased royalties and taxes
and with a reduced NNPC profit oil share,

1 To consolidate for tax purposes @dlep water areas in order to encourage current
operators to invest in the new bkscof 2000 and 2005 PSCs in which there is currently

no production, so investments in such blocks can be deducted for tax purposes from
production in 1993 PSCs, and

1 To estabsh a new and lower profit oil scale which will apply on a field by field basis,

so each field benefits from a low profit oil share during the initial phase of production.

The proposed system will result in a significant increase in government revfemmesxisting
producting fields in 1993 PSCs. However, investments in blocks that are 2000 or 2005 PSCs and
new fields in 1993 PSCs will have a higher profitability, which in turn will result in a significant
increase in deep water activity and production

Establish a stable fiscal framework

The objective is to establish a stable fiscal framework that adjusts automatically to different
economic circumstances and may only have to be adjusted in small steps from time to time
through legislative change tdeal with new circumstances.
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The fiscal changes proposed in the Government Memorandum represent a dramatic change from
the current situation. The reason is that Nigeria has not fundamentally changed its petroleum
legislative framework during the last 4f@ars. As a result the current Nigerian petroleum
legislation is outdated and needs to be replaced. Many other countries have done so much earliel
and more frequent than Nigeria.

The IAT proposes to establish in the Government Memorandum a stahblefrii@snework in the
following manner:
1 Split the previous PPTAtot he Companies I ncome Tax (
Hydrocarbon Tax (NHT). The CIT wilbe the generally applicableacome tax which
will be adjusted as part of the normal budget proces® NHT can be adjusted
occasionally when circumstances so justify through legislative change. This concept is
based on the system applicable in Norway,
1 Create royalties that are sensitive to daily production, so small fields will
automatically pay lessnd large fields will pay more. This will adjust the royalty
automatically to the size of the field. This concept is applied in many countries in the
world, and
1 Create in addition, royalties that are price sensitive for oil and gas, so under very high
prices additional royalties are payable and windfall profits are avoided. This concept is
based on the royalty system currently applicable in Alberta.

Deal with the Niger Delta crisis

The objective is to establish direct dividends payments to the commsinitithe Niger Delta
that are directly impacted by the petroleum developments in order to create a more positive
relationship between the petroleum industry and the local population.

The Niger Delta crisis has created conditions where the petrolewstipadtannot really reach its

full potential. This is detrimental to Nigeria and the Niger Delta. The Government has rather
significant development programs in the Niger Delta. However, the local population does not feel
part of these programs and thenéfit of these programs does not always reach the communities
that are impacted by oil and gas activities.

Based on the original ideas of the Presidential Ashoas Petroleum Mattershe IAT proposes in

the Government Memorandum one of the most subegaand innovative concepts in the world

to deal with the above crisis in support of the Amnesty Program of Government, through:
1 The creation of a significant direct dividend program, whereby as much as US $ 600
million of dividends is paid to impactemmunities in the Niger Delta,
1 The dividends will be based on the impact value of the assets which impact on the
communities in the onshore and offshore,
1 Precise dividend amounts are established for each asset, such as wells, PPL acreage
gas processmplants, etc.,
1 The dividends are payable directly from the operators to community cooperatives
without further State or Federal involvement, and
1 Communities can use these funds as the community cooperatives decide, including
direct distribution to all nmabers.
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Create a viable National Oil Company with effective joint venture agreements

The objective is to create a sdihancing and selfgoverning National Oil Company, which
based on its own cash flow and resources can effectively contribute to @rfastd more
effective development of the petroleum industry of Nigeria and maintain a significant Nigerian
owned presence in the industry.

Currently, the NNPC combines the role of policy maker, regulator, tax collector and commercial
entity. NNPC operas very much as a government department and is dependend on Government
for its financial resources. The lack of commercial focus leads to inefficient operations and
corruption.

The IAT proposes to follow the strong international trend as was also impiechin countries
such as Algeria, Indonesia, Brazil and Colombia, to separate clearly the various functions:
regulation should be done by the Regulatory Institutions, taxes should be collected by the FIRS
and NNPC should focus on becoming an efficieammercial entity similar to private
corporations. The IAT proposes in the Government Memorandum that:
1 NNPC Ltd should be incorporated under the Companies and Allied Matters Act,
1 NNPC Ltd will operate under the same terms and conditions as any othdeyratro
company in Nigeria and will pay all royalties and taxes, including taxes on its profit oil
from PSCs,
1 The full or partial privatization through the sale of shares on the Nigerian stock
exchange will be prapproved,
1 NNPC Ltd will have a professionaldard,
1 The current joint operating agreements will be converted into incorporated joint
venture companies (IJVs) in order to ensure that the cash flow generated from petroleum
production is with priority renvested in exploration and development of oitl ayas
production and improved opportunities are created for the financing of the operations in
order to ensure strong value creation,
1 The 1J3Vs and NNPC Ltdwill not be subject to the provisions of the Fiscal
Responsibility Act and the Public Procurementt Ax order to ensure that these
companies can operate like any other private company with Boards that will make
decisions on the basis of best internaigractice, and
1 The 13Vs will be subject to all taxes and royalties and therefore there will besimlo
government revenues as a result.

Deregulate petroleum product prices

The objective is to fully deregulate petroleum product prices in order to create strong
competition resulting in the lowest possible petroleum product prices for consumers @nd t
create an attractive environment for investment in new refining capacity and distribution
systems.
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The current situation where refineries are operated well below their capacity and Nigeria has to
rely on the import of expensive petroleum products wkileating occasional shortages of
petroleum product supplies is not acceptaldl@erference in the subsidization and allocation of
petroleum productsreates opportunities for rent seeking whgh source of corruption.

The IAT proposes in the Goveremt Memorandum that:

1 The petroleum products markets should be completely deregulated,

1 The Equalization Fund should be scrapped,

1 Open access provisions will be established for bulk plants, product pipelines and
terminals to permit effective competitiontime downstream petroleum market,

9 Strong price monitoring powers will be given to the Regulatory Institutions to prevent

misuse of the free market environment, and

1 The attractive fiscal incentives currently applicable to gas processing will also be
extende to the construction and operation of domestic refineries.

Create efficient regulatory powers with a strong midstream entity

The objective is to establish a clear and transparent regulatory framework, with shorter
approval cycles and a clearer focusjtiva strong midstream regulator in order to support the
rapid development of gas infrastructure and new refining capacity.

The fact that Nigeria is currently in a disastrous situation with respect to gas deliveries to power
plants and refining performaa is in part the result of the absence of a clear regulatory
framework. Currently, the investment in new projects requirdsoacand discretionary decisions

with significant political interference, corruption, endless bickering and long approval exytties
poorly defined requirements and lack of coordination among agencies of Government.

Project decisions should be through a fAone s
aspects of a project can be reviewed by a single Regulatory lostitut the basis of a clear and
efficient process and a short period for decision making.

The IAT proposed in the Government Memorandum to create:
1 A Nigerian Petroleum Inspectorate in charge of all technical and commercial aspects
of upstream operations,
1 A National Midstream Regulatory Agency in charge of all technical and commercial
aspects of midstream operations, and
1 A Petroleum Products Regulatory Authority in charge of all technical and commercial
aspects of downstream operations.

In particular theabsence of a clear midstream regulator has been the cause for the disastrous
conditions in Nigeria with respect to gas to power plants and refining performace. It is for this
reason that the IAT proposes a strong midstream regulator based on the favexpeablences of
Algeria, the United States and Canada in establishing an extensive nation wide network of gas
pipelines and gas processing plants to serve a rapid expansion of the domestic gas demand fo
power generation and other industrial sectofeday, Algeria and Canada are among the most
successful gas exporters in the world.
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Create transparency and a nordiscriminatory environment

The objective is to create a transparent framework where all information is publicly available
and whereby discredinary decisions on the part of the Government are reduced to the bearest
minimum.

Currently most data and transaction are confidential. This creates a situation where Nigerians and
foreigners do not know what is going on in the petroleum sector. Cotéiliiy creates
corruption.

It is based on the foregoing, that the IAT in the Government Memorandum proposes a complete
removal of confidentiality on a scale not seen before in the world as follows:
1 Texts of licences, leases and contracts and all stterdeshould not be confidential
and should be published on the Government website,
1 Geological data should be accessible to all interested parties and production
information should be freely available,
1 All information on payments of royalties and taxesgtmvernment should be non
confidential, and
1 All production and lifting information should be available to the public

The implementation of these provisions will transform Nigeria from one of the most opaque
nations in Africa to one of the most open andsparent in the world.

Another important issue is the removal of an environment in which Government can make
di scretionary decisions in favour of partic.i
the Government of the day. In Nigeria, suckofatism has reached the poimthere under
previous Governments, private individuals without any qualitications or financial resources have
been given large petroleum concessions, which now have the potential of creating non taxable
revenues in excess afbillion dollars through production sharing contracts without any financial
contribution on the part of the concessionaires.

The IAT proposes in the Government Memorandum to put an end to these practices through:
1 Removal of discretionary powers on tpart of the Minister to grant petroleum
licences or leases or to grant fiscal incentives to particular individuals or companies,
1 The strict requirement to grant all petroleum prospecting licences and petroleum
mining leases through competitive bidding @eses in which the only companies that
can participate must be qualified through a transparent process,
1 Establishment of a non discriminatory fiscal system that applies equally to all
companies, and
1 The requirement to pay Companies Income Tax and Nigéhalmocarbon Tax on
profit oil shares or similar petroleum income.
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Enhance Nigerian content

The IAT proposes an enhanced implementation of the Nigerian content provisions while
providing an integration with the provisions and objectives of the GmarthMemorandum.

Protect Health, Safety and Environment

The objective is to ensure that Nigeria adopts the best international practices in the pursuit of
health, safety and a clean environment.

Unfortunately, in the Niger Delta pollution is a majorolplem for a variety of reasons.
Environmental processes require clarification.

The IAT proposes in the Government Memorandum:

1 To clarify how the Regulatory Institutions should interact with the Ministry of
Environment in order to achieve the goals ddltie safety and environment,

1 Directives of the Ministry of Environment prevail over Regulatory Institutions,

1 To provide strong fiscal incentives for the elimination of gas flaring,

1 The requirement for environmental management plans for all licencesases)

1 The requirement to establish environmental remediation funds,

1 The establishment of modern abandonment and decommissioning practices,

1 The requirement to establish an abandonment fund, and

1 The powers for the Minister to establish up to date petrolsafety and health
practices through detailed petroleum regulations.

Comparison with proposed Senate Bill draft
The Inter Agency Team received a version of the proposed Senate Bill draft. In order to facilitate

the comparison between the two draftglloiving Annex A provides a summary of the salient
differences.
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Annex A

SUMMARY OF DIFFERENCES BETWEEN
PROPOSED SENATE BILL AND GOVERNMENT MEMORANDUM

Executive Summary

Contrary to the Government Memorandum, the proposed Senate Bill version:

1 Creates apowerful National Petroleum Commission which eliminates most powers of
the Minister of Petroleum and all powess of the Minister of Finance with respect to
the Nigerian Hydrocarbon Tax.

1 Maintains the status quo of the regulatory institutions and doegot create the strong
midstream agency required to ensure that cheap Nigerian gas is amply available for
power generation.

1 Leaves NNPC subject to excessive political meddling, depending on tax payers money
for survival, no funding mechanismsand without a framework to create an efficient
company.

1 Creates an unconstitutional 10% royalty for the Niger Delta, largely allocated to the
governors of the littoral states, without need to justify the corresponding
expenditures, and to the 10% of theNiger Delta communities that are actually
located in producing petroleum mining leases, tile 90% of the communities receie
very little or nothing.

1 Scraps the incorporated joint venture companies and therefore leaves NNPC with no
viable commercial options to further expandpetroleum production

1 Creates very weak work obligations for petroleum companies without the need to
provide financial guarantees toexecutework programs upon the granting of a
licence or lease

1 Does not require large blocks of unused acreage occupied byr@nt companies to be
returned to government for issuance to other investors

91 Does not establish a commercial gas pricing framework that will support the
development of gas for power generation

1 Creates an unworkable discretionary licence and lease award $gm

1 Permits the calculation of royalty and tax on the basis of contract export gas prices
instead of netback pricesenabling companies to take most of the Nigerian economic
rent Aoffshoreo

1 Measures oil at the point downstream of where oil is produced, fditating large scale
illegal taking of oil without the payment ofroyalties or taxes

1 Establishes fiscal terms with a government take belovnternationally competitive
levels and with a structure that will result in a rapid erosion of government
petroleum revenues during the next 5 years.
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Summary

Following is a comparative analysis of the Senate committee version of the PIB, SB236 and the
Redr aft of the Government Memorandum (ARed
understood that this the July 18 Senate committee version. However, the document itself is not
dated. The IAT has not seen later versifsam the Senate Committe@ he comparative analysis
focuses on areas of difference.

Commission and Ministers

The proposed Senaiei | | (ASBO0O) creates a power ful Comm
all powers of the Minister of Petroleum and would also replace the Minister of Finance with
respect to the Nigerian Hydrocarbon Tax. Members are appointed by the President.niStex Mi

of Petroleum would be reduced tongre conduibetween the Commission and the Cabinet.

The Redraft retains the powers of the Minister of Petroleum and the Minister of Finance and
creates a Directorate to coordinate the institutions and act astasegxdrto the Minister of
Petroleum.

Requlatory Institutions

The SB maintains the status que. upstream and downstream.

The Redraft creates three streamlined regulatory entities for the upstream, midstream and
downstream, with a view to ensurestkonstruction and operation of gas pipelines and gas
processing plants to supply gas to the power sector through a strong midstream regulator. As is
evidences by the extremely low consumption of electricity, the current regulatory setup is one of
the reasons that gas and electricity development have been a total disaster. There is an urgent nee
to create an efficient regulatory framework that delivers gas to power plants and electricity to
Nigerians. Also as a result of the deregulation of petroleumugtgrices, the price monitoring
powers of the downstream regulator are enhanced.

NNPC

The SB largely retains the status quo, with NNPC under strong political influence of the National
Assembly and continuing funding through the National Assembly. ilitAbfor efficient
management is stymied by continuing the need for complianceivatRiscal Responsibility Act

and the Public Procurement Act.

The Redraft proposes a sétiancing and selfjoverning NNPC Ltd, incorporated under the
Companies and lAhed Matters Act, which will no longer be dependent on tax payers
contributions, and therefore with political influence much reduced.
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Nigerian Petroleum Research Centre and National Frontier Exploration Service

Provisions deleted in the SB. Provisartained in the Redraft.

Equalisation Fund

Provisions deleted in the SB.

Temporarily retained in the Redraft with provision that the Fund stands repealed when
deregulation is completed.

Niger Delta communities benefits

SB creates Petroleum Produci@gp mmuni ti es Funds. An Aowners
revenues is created. The onshore and shallow water revenues are distributed to the communities
The deep water revenues go directly to the littoral states. Under current price conditions this
would be a distribution of about $ 5 billion per year. The distribution among communities will be
highly uneven sincenly communities which are fully or partly within PMLs receive 90% of the
onshore and shallow water revenues (it is unclear how a wshalter PML can contain a
community). The Inter Agency Team estimates that this means that only 10% of the Niger Delta
communities will divide more than $ 2 billion a year, the other communities receive nothing or
very little. The 10% of revenues is @litly offset against royalties and taxes. Since the 10%
revenue ownership right is unquestionably a royalty and since under the Nigerian constitution all
royalties have to be paid to the Federation Account, it is highly questionable whether the
proposals constitutional.

The Redraft follows largely the proposals of the Presidential Adviser on Petroleum Matters, with
the creation of Host community dividends. These dividends constitute impact funding and are
largely determined based on environmentadl @ocial impact. Impact funding is based on all
upstream and midstream assets and product pipelines in the onshore and shallow water. All
dividends go directly to the communities, no funding is provided for the littoral states. The total
fund is estimted at $ 0.63 billion per year. There is no direct offset against royalty or tax
payments, but level of government take, takes the higher costs into account.

Incorporated Joint Venture Companies (1JVs)

The SB retains the status quo. There are ne.lJV

The Redraft creates 1JVs in order to ensure:
f'that all cash flow from JV oil and gas fields can bénkested in the further development

of these fields and exploration and development of new fields.

i Political influence meddling is minimized, and

1 The UVs are able to sefinance the developments through borrowing rather than relying
on tax payers money for NNPCs share.
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Confidentiality

Both the SB and the Redraft take a strong stance with respect to the removal of confidentiality.
The only diffeence is that the provision of technical data to the national data bank under the SB
is subject to the discretion of the Inspectorate. This opens the door for bureaucrats selling data
that are being kept confidential.

Petroleum exploration licences

The SB does not permit gathering of geophysical data over existing petroleum prospecting
licences or petroleum mining leases. This is contrary to international practice and will severely
hamper the ability of government to offer new acreage under favoratie. te

The Redraft permits gathering of geophysical data anywhere in Nigeria.

Timing in petroleum prospecting licences and work commitments

The SB largely recreates the status quo, whereby in case of a discovery the appraisal period is a
the discrethn of the Inspectorate until the end of the licence (The SB does not define when the
licence terminates). Work commitments are minimal and do not have to be guaranteed with a
bank guarantee.

The Redraft establishes ayBar appraisal period and estaliis strong work commitments to be
guaranteed with a bank guarantee for all phases.

Commercial discovery and development plan

The SB does not require the consideration of commercial and economic issues during the
approval of a development plan. Thisultblead to high cost developments as a result of lack of
cooperation among companies.

The Redraft requires consideration of all issues when approving a development plan, as is
currently best international practice.

Bitumen

The SB does not include bihen in petroleum.

The Redraft includes bitumen in petroleum, because bitumen is petroleum that does not flow to a
well, but can be made to flow to a well based on steam injection. The development of bitumen

deposits is now considered worldwide and M@eshould receive its fair share also from such
deposits.
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Renewal of a lease at the end of the term

The SB leaves the renewal of a lease open ended and establishes prevailing fiscal terms anc
conditions for the renewal.

The Redraft provides for a 10arerenewal period on terms as determined by the Minister.

Award Process

The award process for foreign oil companies is similar in both drafts.

However, the SB reserves 50% of the block for indigenous companies, and classifies these
companies based opast cumulative expenditures and subsequently offers blocks based on
Aprobable reserveso to different cl asses of
unaware of the fact that exploration acreage does not contain probable reserves, asmalgrna
defined. Indigenous companies will certainly not have sufficient funds to explore and develop
50% of the open acreage. Since it is impossible to administratively determine who the beneficial
owner of a company is, this scheme will certainlyiterampant sham transactions whereby
indigenous companies will receive acreage on uncompetitive teBush acreage will then be
peddled to foreign companies, with the indigenous companies taking a share of the economic rent
that belongs to the nationThis is not the way to develop a healthy and competitive Nigerian
owned petroleum industry.

Mandatory relinguishment of unused acreage.

Currently large blocks are being held by companies that contain acreage that is not being used for
exploration and deslopment.

The SB proposes to enable current companies to retain such acreage even if they are not plannin
to do anything with it.

The Redraft requires that unused acreage be returned to the Government, so it can be offered tc
petroleum companies int&sted in exploration and developing such acreage.

Gas flaring penalties.

The provision related to gas flaring penalties has been deleted from the SB and is retained in the
Redraft.

Environmental remediation fund and Abandonment fund

The SB does not qeire the establishment by the licensee or lessee of an environmental
remediation fund or an abandonment fund. The redraft does. The requirement of such funds is
now widely accepted international practice.
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Project approval certificate

The SB does natequire a midstream or downstream project approval certificate and maintains
the status quo with respect to the current disastrous regulatory framework or project promotion
and approval.

The Redraft streamlines the process for the approval for comstruahd operations of a
midstream or downstream facilities on the basis of a single approval certificate, as is best
international practice.

Pipeline owners and users

The SB does not require an armoés | ermsgpftthe r el
line. This has potential for maintaining the current oligopolistic conditions in the midstream.

The Redraft requires an armdés |l ength relatic
pipeline owner is also a producer and user ofitles IThis promotes open access.

Commercial licences

The SB does not have provisions that the construction of refineries, gas processing plants and
similar facilities require a commercial licence. The Redraft does.

Derequlation of petroleum product prices

The SB draft implies that the SB supports deregulation, since the Equalisation Fund is deleted.
However, the SB does not actually contain specific deregulation provisions. The Redraft does.

Open access
The SB only provides for open access otiggdeum product pipelines and product depots.

The Redraft requires open access for all pipelines, gas processing plants, terminals and depots
This ensures that small producers will have access to these facilities.

Tariffs

The SB only provides for tdfs for pipelines and depots, not for gas processing plants, terminals
and other facilities that are open access in the Redraft. It should be noted that without such tariffs
it is not possible to determine the proper fair market value for gas.

The Redr#t provides for tariffs for all open access facilities. Also detailed -starttariff
methodologies are provided, so the immediate implementation of the new fiscal terms is
facilitated.
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Price Monitoring

The SB includes price monitoring provisionHowever, important powers to fight anti
competitive behavior, as contained in the Redraft, are notincluded.

Gas pricing for power and other strateqic sectors.

The SB does not contain a gas pricing framework that is consistent with the new frameawork fo
the development of the power sector as proposed by Mr. President.

The Redraft, contains a comprehensive gas pricing framework for the power sector, other
strategic sectors and the export of gas, linked to international gas markets. The comprehensive
gas pricing framework provides strong support for the initiatives by Mr. President.

Domestic Gas Supply Obligation

The SB provides the Inspectorate with the task to implement the domestic gas supply obligation.
The SB does not clarify what the obligats of producers are to supply the domestic market or
how the obligations will be allocated among producers. The SB creates an Aggregator which in
effect is an oligopolistic structure, permitting the main petroleum companies to control the
Nigerian gas rarket.

The Redraft provides the powerful midstream regulator with the task of the management of the
domestic gas supply obligation, with support of the Inspectorate. The Redraft describes in detail
the obligations of producers to supply the domesticketaand how the obligations are to be
allocated among producers. The Redraft creates an Aggregator which is independent between
producers and consumers.

Compensation of damage to third parties

The SB only provides for compensation to landowners dhdrahird parties with respect to
upstream petroleum operations. This means pipeline construction could not result in
compensation claims. The Redraft provides compensation provisions for all petroleum operations.

Fiscal provisions: Companies Income Ta

The SB introduces the production allowances for companies income tax. This essentially will
wipe out companies income tax payments under highictst price conditions. The Redraft
does not.

Fiscal provisions: Rovalties, taxes and production sharopi volume determination

The SB maintains the status quo where the ro
which is for oil typically is the point of exports and for gas the point where gas is sold.

The Redraft changes the volume atatination to the measurement point in the field, as is
international practice, so petroleum can be measured directly after it is produced.
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This difference isof great significance, since much of the illegal removal of oil takes place
between the prodtion in the field and the fiscal sales point, when oil is being transported to this
point. So the stealing of oil is actually not measured. The illegal removal of oil is a significant
source or revenue loss government and of Hfjotten wealth in Niges. So it is troublesome that

the SB maintains the status quo.

Fiscal provisions: Royalties, taxes and production sharing value determination

The SB abandons the concept of fair market value and leaves the determination of the value of oil
to the Inpectorate, with no specific criteria established in the SB. This could open the door to
significant corruption.

The SB fixes the value of gas on the basis of the gas sales contract rather than the fair market
value based on a net back calculation. Dipiens the door for transfer pricing, in particular with
respect to the export of gas, since it is very easy for companies to undersell their gas and make
compensating transactions somewhere else in the world. In this way most of the value of export
gascan be taken fAoffshoreo.

The Redraft embraces international principléswidely used international practice is that the
gross revenues for royalties, tax and production sharing purposes should be based on independer
fair market prices, which are ardength. In this way the country is guaranteed a fair
determination of value for royalty and tax purposes. Most exporting nations have procedures for
determining the sgalled net back prices in order to determine fair market values.

Fiscal provisions:Royalty rates on volume

The SB divides the fields in the onshore and shallow water into fields of less and more than 5000
bopd. The fields of less than 5000 bopd pay 5% royalty. Large fields pay a royalty of 22%
onshore and different levels of royatidepending on the water depth. These levels are slightly
higher than currently applicable. Since many fields in the onshore are small. This royalty scheme
will result on average in a lowering of these royalty revenues.

For a water depth of 1000 ar more the royalty is a flat 8% in the SB draft. This is an increase
from the current 0% for 1993 PSCs and is identical to later royalty rates.

The Redraft maintainthe royalty ratesrom PML that are currently producing (except for PSCs)
so there is10 revenue loss.

The Redraft provides that for production from new PMLs the royalty rate will be from 5% to 25%
depending on a sliding scale based on daily production. The new royalty rates are applicable to
PSCs. The sliding scale based on daibdpction will encourage the development of new fields.
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Fiscal provisions: Royalty rates based on value

Both drafts provide for a new royalty based on value, which starts at US $ 70 for crude oil and
condensates and at US $ 2 per MMBtu for gaswéier, the SB version has much lower royalty
increases with price for olil.

Fi scal provisions: Nigerian Hydrocarbon Tax

The SB removes the power of the Minister of Finance with respect to NHT and places this in the
hands of the commission. TB& permits a wide range of costs that are-deductible under the
Redraft as deductible, such as interest, foreign headquarter costs and 20% of foreign costs.

What is veryworrisome is that the SB hasot stipulated that the following costs are fion
deductible:
1 Costs that are incurred for the midstream and downstream
1 Costs that are in excess of the fair market value of the goods or service
1 Joint costs of activities that are both upstream and relate to other activities, to the extent
that costs are altated to such other activities.

Including statements that such costs are-aeauctible is international practice.

The most damaging provision from a national revenue point of view, is that the SB permits
production allowances on incremental producti@nt existing PMLs. Since oil fields typically
decline by 10% or more, this means the petroleum revenues from existing fields will decline very
rapidly. In principle, the SB provides a perpetual production allowance on all production, since
it is easyfor companies to create decline curves that will make most production incremental.

The SB lowers the NHT tax rate for deep water from 30% to 25%. Furthermore the tax rates for
indigenous companies are reduced to 40% for onshore and shallow water afwl d8ép water,
inviting again wide ranging sham transactions with foreign companies.

Fiscal provisions: Nondeductible costs for PSCs

The entire sectioin the Redrafton nonrdeductible costs, which is rather standard for modern
PSCs, has been dtdd in the SB.

Fiscal provisions: Dividend withholding tax

The SB makes companies exempt from dividend withholding tax, while the Redraft does not. It
should be noted that for most large international oil companies, dividend withholding taxes are
creditable for tax purposes in their home countries, so not levying them in Nigeria is a subsidy to
foreign governments.
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Fiscal administration: Electronic management system

The entire section related to the requirement to establish an electranégement information
system in order to facilitate revenue collection by government and make fiscal administration
more transparent and less corrupt, has been deleted in the SB.

Fiscal discretion

The SB includes a section that permits lowering afdligerms for projects of national strategic
importance. Needless to state that this could open the door to corruption and revenue erosion.

Fiscal provisions: Overall Government Take

It is clear that on an overall basis the SB provides for a significaly lower government take

than the Redraft. It is the opinion of the Inter Agency Team that under the Redraft Nigeria
will receive a fair share, as is amply demonstrated in the Government Memorandum
report. The SB therefore constitutes a needless ghasvay on a large scale. The SB
provisions will rapidly erode government revenues during the next 5 years as much
production becomes fAincremental 06 producti on.
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1. INTRODUCTION

This document is a justification of the Government Memorandum on the Petroleum Industry Bill
(API BoO) .
The Government Memorandum has been prepared
the formerHMPR in April 2009. The IAT consists of:

1 Ministry of Petroleum Resources (MPR)

1 Ministry of Finance (MOF)

1 Budget Office of the Federation (BOF)

1 Ministry of Justice (MOJ)

1 Department of Petroleum Resources (DPR)

1 Nigerian National Petroleum Corpai@i (NNPC)

1 Federal Inland Revenues Services (FIRS)

1 Revenue Mobilization and Fiscal Commission (RMAFC)

1 Nigeria Extractive Industries Transparency Initiative (NEITI)

The IAT is supported by the consultant Pedro van Meurs of Van Meurs Corporation.

The memoandum went through a large number of changes due to intensive discussions among
the members of the IAT and the various stakeholders. This document is a justificatiofiral the
version of this Government Memorandumhich is attached to this Explanatdviemorandum

The Government Memorandum consists for cl ari
to ensure that the proposals for amendments under the Government Memorandum are provided ir
proper legal language. The Redraft containstheesa t en parts (fAPartso)
Bill. These ten parts are:

A Part| - Fundamental Objectives
A Part Il - Institutions
A Part Il - Upstream Petroleum

A Part IV - Midstream and Downstream Project Approval and Licensing

A PartV - Midstream opeations, downstream products and special provisions with
respect to natural gas

A Part VI - Indigenous Oil Companies and Nigerian Content

A Part VII- Health, Safety and Environment

A Part VIII - Fiscal Provisions

A Part IX - Repeals, Transitional and Savingsvisions

A Part X - Interpretation and Citation

The justification is a detailed report aimed at justifying the proposed Redraft from a professional
perspective.

This justification report consists of two separate parts:
A A discussion of the specific adjtives to be achieved and how the IAT proposes the
realization of these objectives in certain sections of the Redraft
A A detailed discussion of some of the other important sections of the Redraft
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2. REALIZATION OF SPECIFIC OBJECTIVES

Through the new legalframework provided in the Redraft, the IAT is proposing to achieve
the following specific objectives for Nigeria:
1. Increase oil and gas production
2. Significantly increase indomesticgas supplies for power generatioand
industrial development
3. Increase govenment revenues from deep water while increasing production
4. Establish a stable fiscal framework and capture windfall profits under highoil
and gasprices
5. Solve the Niger Delta Crisis
6. Create a viable National Oil Company with effective joint venture agreemnts
7. Deregulate petroleum product prices
8. Create efficient regulatory entities with a strong midstream entity
9. Create transparency
10. Promote Nigerian content
11. Protect Health, Safety and Environment

Following is a discussion as to how each of these objeatiViese achieved under the legal
framework proposed in the IAT Redraft.

2.1. Obijective: Increase Oil and Gas Production

The objective is to increase oil production within the overall framework of
OPEC and to increase gas production for domestic markets anfir exports.
Higher levels of production will mean more employment and business
opportunities in Nigeria and more revenues for Government.

2.1.1. Problems

Over the last five years Nigeria has experienced a gradual decline of its oil production. Yet, itis
generally recognized that the oil and gas potential of Nigeria is very large and can be easily
expanded with new exploration and development of conventional oil and gas resources. At the
same time large bitumen deposits remain undeveloped.

The level of difling in onshore and shallow water areas has been limited compared to other areas
in the world. New field development in deep water has been slow. In particular the development
of small fields is limited. A faster development of the smaller fields cooddt employment and
business opportunities in Nigeria.
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There are many causes for the oil production decline in Nigeria and limited increases in gas
production. The main causes are:
1 Fiscal terms for small fields in the onshore and shallow water ar®otmgh compared to
other areas in the world, in particular for gas. The overall government take is about 90%.
This is very high by international standards. This makes it difficult for investors to make
profitable investments.

1 Fiscal incentives are iented towards marginal producers rather than small fields creating

a disincentive for medium sized and large companies to invest in smaller fields. There are
some incentives for marginal companies. However, the number of marginal companies in
Nigeria s limited and at this time these companies are too weak to launch the level of
investment that would be required to create major production increases. Stronger medium
and large sized companies do not have an interest in developing small fields because the
fiscal terms would be too toudbr them.

9 The current Oil Prospecting Licencé®PLs) and Oil Mining LeasegOMLs) do not
contain effective provisions for relinquishment of acreage. This means companies are
Asitting onod acr eag eoblijgtionsaand theretate eaa obligatianeto n o
return theinactive acreage to the Government. The absence of work obligations induces
companies to work elsewhere in the world and simply hold on to Nigerian acreage for
possible future investment.

1 There is ncclear open access system to oil and gas pipelines, gas processing facilities and
terminals. This inhibits new companies to make significant onshore investments because
they do not have access to existing infrastructure. Also there is no strong midstream
regulator that can require expansion of existing facilities. The profitability on pipelines and
gas processing plants is too low to encourage large scale investment in new infrastructure.
Therefore even if companies invest in oil and gas productioa #rerstrong impediments to
transportation and processing of the production.

9 Current domestic gas prices are too low to encourage investment in gas development.
1 The ongoing Niger Delta crisis strongly inhibits new investment

9 The current unincorporated jaiventures with NNPC require any revenues from such
joint ventures to be provided to the Federation Account under the Nigerian constitution.
There is no effective mechanism to approvenkestment of these revenues in further
expansion of the fields anekploration and development of new fields. Development of
production is therefore stagnating beca@evernment, througtNNPC has insufficient
funds to contribute to the developmeassand when required

9 Approval procedures for new projects are slow iaedficient and lack transparency.
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Based on the foregoing, is clear that a comprehensive new framework is required to tackle all
these issues at the same time in order for oil production to increase and for Nigeria to move
forward economically. Thisithe framework proposed by the IAT in the Redraft.

2.1.2. Proposed Solutions

The IAT proposes a comprehensive set of solutions, as follows:
1 More attractive fiscal terms for investors in onshore and shallow water areas

1 Higher profitability for fields in deep w ater areas

1 More acreage availability through relinquishment of unused acreage and work
requirements on acreage to be retained

1 Effective work commitments and acreage management on new petroleum
prospecting licences (PPLS)

1 An open access regime for midstrea infrastructure for all producers

1 Higher market based gas prices for the domestic gas market

1 Dividends for members of the impacted communities in Niger Delta, and

1 An effective mobilization of the capital resources of NNPC for new oil and gas

field develooment under i ncorporated joint ventu

The first four proposals will be discussed in this chapter, the next four proposals will be
discussed in chapters, 2.2, 2.7, 2.8 and 2.9.

2.1.3. Discussion

2.1.3.1. Significant improvement of fiscal terms in the onskt® and shallow
water.

The IAT proposes to lower the fiscal terms for small oil fields and for gas fields
significantly. Currently, the government take in the onshore and shallow water is about
90%. The IAT proposes to lower this for small oil fieldsand for gas fields to a 65% to 70%
range. The improvement in fiscal terms is achieved by lowering both the royalties and the
taxes.

The 651 70% range is equal to the government take in the onshore of the UnitedaBthites
many other onshore areaslire world. The details of these changes are discussed below.

Royalty Reduction.Medium and large petroleum companies producing oil would be subject to a
royalty of 20% in the onshore and 18% in the offshore. The IAT proposes to lower the royalties

fornew fields in new petroleum mining | eases |
The IAT proposes irSection 337(2)(apf the Redraft to establish royalties on a sliding scale
based on the daily production per petrol eum

5% for thefirst 2000 bopd per PML, 12.5% for the next volume from 2000 bopd to 5000 bopd
and 25% over 5,000 bopd.
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This means that, for instance, the average royalty rate for a PML producing 6000 bopd would be
12.08%. What is very important is that it doe$ matter what the cumulative production per
company is. As an example, if a single company would produce 60,000 bopd from 10 separate
PMLs, based on a production of 6,000 bopd in each PML, the average royalty rate would still be
only 12.08%. This meanthat not only marginal producers, but also medium and large
producers will be strongly encouraged to produce oil from smaller fields.

The IAT proposes irsection 337(3)(a)hat for gas the royalty would be 5% up to 100 million
cubic feet per day pd?ML and 12.5% over this level. This means a petroleum company could
produce the entire production required for a power plant from one or more fields and only pay a
royalty of 5% on the total production.

The IAT proposesto further assist the developmeot gas resources for domestic and export
purposes. The IAT proposes Bection 337(4a)o a separate royalty for condensates. This
separate royalty would be 5% for the first 2000 bopd and 12.5% over this level per PML. The
great importance of paying rdsi@as on condensates separately is that this allows for the
development, under favorable terms, of associated gas in leases that are already producing oil ol
of separate neassociated gas reservoirs in such leases.

This means that a single PML coytdoduce per day 2000 bopd of crude oil, 2000 bopd of
condensates and 100 million cubic feet of gas and the producer pay only a royalty of 5% for the
entire production.

The IAT proposes similar lower royalties for shallow water, but applicable toglksd@les with
larger volumes.

Tax reduction.As will be discussed more fully isection2.4 of this report the current PPT will

be split into a nor mal generally applicabl q
Hydrocar bon Tax 06tdl Ntd With he.reducetl fraam 85% tar 80% (30% for the

CIT and 50% for the NHT).

However, for new PMLs the taxes will be reduced significantly further through special
production allowances. The IAT proposesSection 353(1)(adhat for the onshore aas, there

will be an allowance of US $ 30 per barrel for the first 10 million barrels of cumulative
production and US $ 12 per barrel for the remaining cumulative production up to 75 million
barrels. These production allowances per barrel are cappdi¥@abBthe price of oil. This
means that the NHT will be very much reduced on such small fields. At the current oil prices of
US $ 70 per barrel, $ 21 per barrel would be free of NHT on the first 10 million barrels or on $
210 million. However, even omlatively large fields for the onshore, for instance a 75 million
barrel field, a total amount of $ 990 million would be free of NHT at a price of US $ 70 per
barrel. It should be remembered that this is for every PML. So, a small company witld4.0 fie
of 10 million barrels, would receive a total tax free allowance of $ 2100 million. These are very
attractive conditions for any type of company, large or small.

In shallow water the volumes are doubled. So the total allowances could be upetthtvgie in
the onshore.
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Therefore, in combination with the royalty reductions, the IAT expects strong interest in
further field development in the onshore and shallow water areas as a result of this fiscal
package.

Similar, but even more generous praction allowances apply to gas and to condensates.
Condensates will also for taxation be counted separately.

This means that if oil, gas and condensates are being produced from the same PML, allowances
are separately determined for oil, gas and cosatess. This will encourage strongly the
development of gas and condensates, whether from associated gasassomated gas in each

PML.

2.1.3.2. Higher profitability for fields in deep water.

The IAT proposes a higher profitability for fields in deep avaCurrently, the PPT calculation
for each block in deep water is ring fenced. This results in a highly unfavorable level of
profitability.

The IAT proposed full consolidation for CIT purposes across Nigeria. Also the IAT
proposes a consolidation foNHT purposes for all deep water blocks. In addition attractive
100% expensing is proposed for capital expenditures made by oil companies which are
contractors in deep water production sharing contracts. The combination of these
attractive measures create a much higher level of profitability.

The details of these arrangements will be discussed in more detail in chapter 2.3 when the overall
new fiscal terms for deep water are being discussed.

2.1.3.3. Relinquishment of unused acreage.

A very important sectio in the Redraft iSection 191.ThelAT proposes that current licensees
and lessees should be required to relinquish parts of their acreage for which there is no
specific use or for which the companies do not want to make work commitments.

Licensees amlessees would be permitted to keep the following parcels from their blocks:

(a) discoveries which in the opinion of the companies merit appraisal for which they are
prepared to present the appraisal program;

(b) discoveries for which a declaration of@mmercial discovery has been made and for
which a development program is to be submitted;

(c) significant gas discoveries;

(d) discoveries which development is underway based on an approved development plan;

(e) discoveries in which regular commeflgeoduction is occurring; and

() where the total acreage selected pursuant to paragraph (a),(b),(c),(d) and (e) of this
subsection is less than 50% of the acreage of the oil prospecting licence or oil mining lease, the
company will have the option to Ieet further parcels up to 50% of such license or lease as
petroleum prospecting license for the purpose of carrying out further exploration, provided the
company commits ta minimum work program.
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In summary, companies can keep all parts of their Bltizit they intend to continue make work
commitments for. They would give back the remaining part of the blocks in order to enable the
Government to issue these parts under competitive bidding to other oil companies.

The main goal is to encourage comganio retain the maximum amount of parcels, because this
means automatically the maximum amountdéitionalwork, which in turn results in a higher
level of future production for Nigeria.

Of course, in some cases, it may be difficult for compatdiesommit to work for a large
number of parcels all at the same time within a short time period of a few years. Companies may
not have sufficient cash flow to fund all the work or may not be in a position to fast track such a
large amount of new work. NRC may not have sufficient funds either. Therefaetion 191(9)

is included to permit the companies to develop an orderly program of work over a number of
years and bring new production on stream in an orderly way. This means that some of the
licenceswould be suspended for a period of time until the companies and NNPC can make the
necessary commitments.

ThereforeSection 191will create for the existing companies a significant opportunity to commit
to new work. These new commitments would take plander a much more attractive fiscal
regime. Companies that commit to new work would therefore benefit from such new favorable
terms as an additional encouragement to carry out a large new work program.

Government will be able to issue the parcels thilitbe returned as a result &ection 19%or
new competitive bidding rounds. Under these bidding rounds, new companies will get access to
this acreage under separate work commitments.

The IAT predicts that the significant new commitments to be mgdexisting companies for

current acreage und&ection 19%and the commitments from new companies under new bidding
rounds will result in a very significant increase in activity and production.

2.1.3.4. Effective work commitrents and acreage management.

It is articipated that at least 30% of the acreage that is currently contained in existing blocks will
be returned under tHgection 191process. This is a huge amount of acreage and it would form a
very solid basis for new bidding rounds. Such bidding rouraigddwesult in the granting of new
petroleum prospecting licencési PP L s 0) under t fiihe IAp proppsesstead R e
new PPLs would be granted only under modern acreage management practices and
significant work requirements supported by bank guaratees to ensure execution of the

wor k. Modern acreage management i mpl ement s
that companies either carry out significant work on a new block or return the acreage to
Government.

The IAT proposes that the nationalj@ttive should be that blocks should not be granted unless
the maximum amount of work is being guaranteed and strong increases in production can be
expected as a result.
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This means that that PPLs should be granted under a phased approach. This@apaitges to

carry out exploration work, evaluate the results and commit to further work if the results are
positive until commercial discoveries can be declared and development programs can be
proposed.

Sections 176, 177 and 188the Redraft descrébthe phases of a PPL. These are the following:

1 An initial exploration phase, which for onshore areas and shallow water is 3 years and
for deep water and frontier acreages is 5 years, and
1A renewal of the exploration phase, which for onshore areas atidvghwater is 2
years and for deep water and frontier acreages is 3 years, and
71 An appraisal period of 2 years for each discovery made during the initial exploration
phase or the renewal thereof. The 2 year period starts from the approval of the appraisal
program and applies to an appraisal area that only covers the discovery. The approval
will be given no later than 180 days after the licensee has indicated that a discovery
merits appraisal.
1 Upon the completion of the appraisal period, the licensaé sh

o Declare a commercial discovery, or

o Declare a significant gas discovery, or

o Inform the Inspectorate that the discovery is of no interest to the licensee.
T Where the licensee has decided to declare a commercial discovery, the licensee will be
given two years to prepare and submit a development plan. A development plan will be
approved or disapproved within 180 days. A petroleum mining lease will be granted for
each commercial discovery with an approved development plan.
TWhere the licensee has decidedieclare a significant gas discovery, the licensee will
be given a 10 year retention period in order to enable the licensee to make the
arrangements to market the gas in the domestic or export market. The retention applies
to the significant gas discewy area which also only covers the discovery.
1 After the licensee has made marketing arrangements for a significant gas discovery,
the licensee has the option to declare a commercial discovery, in which case the licensee
will be given 2 years to submit development plan, which also will be approved or
disapproved within 180 days. Similarly, a petroleum mining lease will be granted for
each commercial discovery with an approved development plan that resulted from a
significant gas discovery.

What is veryimportant in the IAT proposals is that in order to enter each new phase the licensee
has to make new work commitments, as follows:
1 In order to obtain the PPL a bidder cannot win a bid without making a significant
commitment to an exploration program fbetinitial exploration phase,
1 In order to obtain a renewal of the exploration phase, the licensee has to make further
exploration commitments stipulated in the PPL,
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1 In order to have the right to appraise a discovery, the licensee has to commit to an
appmisal program and such program has to be submitted for each discovery that the licensee
is of the view thait merits appraisal,

1 In order to obtain a petroleum mining lease, the licensee has to commit to the
development program proposed in the developpkamt

If the licensee does not make the respective commitments for work:
1 The licensee will loose the PPL if it does not commit to work for the renewal (subject to
possible appraisal areas), and
1 The licensee will loose the area of a discovery, ifitensee does not commit to appraisal
work, and
1 The licensee will loose the area of a commercial discovery if the licensee does not present
an acceptable development plan, and
1 The licensee will loose the commercial discovery if the licensee does not ctonthé
work of an acceptable development plan.

In order to stimulate acreage turnoverebnquishmensystem is required for licensees.

This provides for a relinquishment of acreage at the end of the initial exploration period and the
renewal, as fébws:
A 50% based on parcels after initial exploration period

A all acreage after renewal, except for
A appraisal areas and significant gas discovery areas, which need to be relinquished after
certain period if no declaration of a commercial discovery is made

This means the licensee will be under constant pressure to either commit to further work or the
licensee will loose the exploration area, discovery or commercial discovery as the case may be.

Thi s i s t he i mpl ementati on dodcept lisl nowo widelyd r o p
implemented in many countries in the world.

What is important is that at the end of the maximum period of 8 years for onshore and shallow
water, companies have to give up all acreage except for areas that cover commercial @iscoveri
and significant gas discoveries. The same is true at the end of 10 years for deep water. This
means that companies cannot Asito on | arge
OPL as is currently the case.

These dAadrill owill amply oy paraels that are etaised by the companies
pursuant t&Section 19%s well as any new PPLs granted.
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2.1.4. Economic Analysis

Following is an analysis of shallow water economics comparing the Current System (terms and
conditions for up td00 meter water depth were usedhdthe Proposed SystenThe analysis is

done for companies which are already in Nigeria and would therefore benefit from the
consolidation of Companies Income Tax (ACITO

Chart lillustrates the difference in undiscounted government take. This chart illustrates the
government take for different field sizes, assuming total costs (capital costs and operating costs)
of US $ 20 per barrel and a price of US $ 80 per barrel.

The Char 1 shows the very significant drop in government take that is proposed for all field sizes,
but in particular for the smaller fieldsThe much lower government take appliesiew PMLs.

The lower government take is created by the much lower royaltidsby the production
allowances which reduce the NHT rate very significantly. This creates a level of government take
that is directly competitive with states in the United States, of instance. The drop in government
take for the small fields is abou®d%. In fact, for very small fields, at somewhat lower costs and
prices, the government take is as low as 65%.

Chart 1. Government Take
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60.00% NigeriaCurrent
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40.00%
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Field Sizes (min barrels

It should also be noted that the proposed system has a price sensitive royalty scale and therefore
for pricesin excess of US $ 70 peatvel, the government take will automatically be higher

The incremental IRR will be very attractive under these conditions as is illustra@uan 2
which is based on the same cases as for the government take.
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Chart 2. IRR
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As a result of the signifant drop in government take, the IRR is automatically much higher.

Chart 2 shows how under the current fiscal system, fields costing US $ 20 per barrel are barely
economic under a price level of US $ 80 per barrel. The Proposed Sstem improves the
profitability dramatically.

Chart 3illustrates the Net Present Value discounted at 10%.

Chart 3. NPV1C
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Due to the much lower government take, the NPV10 improves very significantly.
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Based on this analysis, the IAT is of the view that investments mew fields inthe onshore
and shallow water offshorewill be strongly encouraged. This will lead to a significant
increase in investment and production.

What is very important is that this conclusion does not depend on the cost level assumption of US
$ 20 per barrel.

Chart 4shows the IRR foa new fieldbased on a cogirice ratio of 40%.

Chart 4. CosPrice Ratio-40%
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This chart illustrateslearly how under the Current Terms field costing 40% of the price are not
economic. Under th@roposedSystem, even if fields cost as much as 40%bhef price, the
investments will be profitable.

This means that the Proposed System will encourage investment in a new generation of oil
fields. These are fields with deeper reservoirs and lower well productivities. The experience
in North America and some other mature areas around the world, is that most of the
employment and business opportunities are created by these type of fields.

2.1.5. Modern Acreage Management

|t may be i mportant to 111 ustr atedin mmaoevetd he
since this is a key element of the proposals of the IRdllowing is an example for deep water.

The following map illustrates a deep water Petroleum Prospecting Licence (PPL) under the
proposed system. The maximum area would be 1000 sq Km.arka would consist of 1000
parcels based on the UTM system of 1 square kilometre. The entire area would be available for

exploration.
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Petroleum Prospecting Licence (PPL) as granted

l:l Area for exploration

Assume that during year 3 of the PPL the licensee drills an exploration well which disgovers

oil discoveryin a structure that merits further appraisal. Assume the structure is 20 square
kilometre. This enables the licensee to request an appraisal area. The appraisal area contains
zone of 2 km surrounding the structure, since typically based on a sielfjii¢ i& not possible to

define the structure precisely. This creates the following map. The appraisal area can be retained
for two years provided the licensee submits an acceptable appraisal drilling pro§uach.
appraisal program is in addition teetongoing exploration program.

End of Year 3: PPL continuing
T T

T T T T T TTT1TT

l:| Area for exploration
- Area for appraisal
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Assume now that during year 5 the appraisal program of the 20 sq km structure is successful. The
licensee will now declare a commercial discovery. This obligates the licensee to prepare a
development program for ehdiscovery. A period of 2 years is provided for the submission of
this program.

Assume furthermore that the licensee made a second discovery of a 10ahfiedd. The
licensee requests an appraisal area for this field as well.

At the end of yeab, the initial exploration period terminates and the licensee is obligated to
relinquish 50% of the acreage. This acreage goes back to the Government and the Governmen
can use this for new bidding rounds.

This creates the situation as displayed orfahewing map.

End of year 5: PPL continuing

IIIIIIIII:

Area for exploration
Area for appraisal

Discovery declared commercial, a development plan is being prep

i1

Area available to Government for new bidding rounds

The licensee makes new exploration commitments for the renewal phase of 3 years of the
exploration.

During year 7, the licensee has presented an acceptable development program. Therefore, the
appraisal areaf the 20 sq km disicvery will be converted to a Petroleum Mining Lease

( A P MLUpgn.the conversion to a PML the lessee is now obligated to start the development
plan that was committed to during the development plan proposal. The area of the PML may
contain only one kilmetre surrounding the structure and therefore, the PML has a smaller area
than the appraisal area.

This means that the company now has an area that consists of one PML, but also the PPL is
continuing and is still in the renewal stag&éhe company igherefore lessee of the PML and
licensee of the remaining PPL.

During year 7 the licensee also declares the 10 sq km structure commercial and therefore the
licensee will start preparing a development plan for this discovery as well.
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Assume the licensemakes a smalbil discovery, but likes to appraise the discovery anyway to
see whether additional reservoirs can be found. This results in a further appraisal area and
appraisal program.

Assume that in year 8 a large gas discovery is made and as atheslittensee requests an
appraisal area for this discovery and commits to a further appraisal program.

However, at the endf year 8 the renewal phase terminates and therefore acreage that is not a
PML, appraisal area or significant gas discovery agsls to be returned. This creates the next
map. All explorationcommitment have now been complied with and further exploratioh has
ceased As can be understood the fact that at the end of year 8 all exploration acreage has to be
returned is a strongc¢entive to have an active exploration program.

End of year 8: One PML and 3 blocks under the PPL continuing

Discovery declared commercial, a development plan is being prep

Area for appraisal

Petroleum Mining Lease

il

Area available to Government for new bidding rounds

During year 9 the development plan for the second 10 sq km oil discovery has also been approved
and therefore a second PML has been granted and the lessee now has to carry out the committe
development fan.

Assume that the third oil discovery is not attractive and the licensee declares that this discovery is
of no interest to the licensee. This means that the appraisal area will be relinquished.

The 2year appraisal period for the large gas discoversninates during year 10 and therefore
the licensee has the option to either declare a commercial discovery or a significant gas discovery.

The licensee opts for the declaration of a significant gas discovdrg. will give the licensee a
10 year réention period in order to see whether a marketing plan can be developed for the
discovery. This creates the following map for the end of year 10.
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End of year 10: 2 PMLs and one block under the PPL continuing

- Petroleum Mining Lease
:' Significant gas discovery area

l:l Area available to Government for new bidding rounds

The granting of a 10 year retention period does not alter the total available term of theTeases.
period of any lease ternates for deep water 30 years after the PPL was granted. Therefore,
there is no incentive to fisitdo on the | arge

Assume, therefore that in year 15, the licensee makes a commescmledy based on a gas
marketing scheme for exports or the domestic market. This obligates the licensee to submit a
development plan for the gas discovery.

During year 17, the first PML is subject to further relinquishment of parcels that are not in
production. The purpose of this further relinquishment is to ensure that the lessee fully develops
the field, including any deeper zones or extensions. This therefore reduces the size of the PML.

At the same time the development plan has now been adckpthe large gas discovery and a
PML is now granted for this gas field, which means that the lessee has to commit to the
implementation of the development plan.

During year 19 the acreage of the second PML has to be adjusted to reflect only tleengrodu
acreage.This results in the map displayed below.
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End of year 19: 3 PMLs continuing

H-

- Petroleum Mining Lease

l:| Area available to Government for new bidding rounds

During year 27 the gas PML will have to be adjusted in order to eliminate parcels that are not
producing.

Finally, in year 30 the second oil PML stops producing and therefore becomes atdekhan
SuchPMLs have to be relinquished.

This means at the end of year 30 two PMLs remaprovided for on the map belowlhe
lessee can request a renewal of 10 years production for such leases under new terms anc
conditions.

End of year 30: End of Lease, 10 year renewal possible under new terms

M

- Petroleum Mining Lease

I:l Area available to Government for new bidding rounds

It will be obvious from this explanation that the licensee/lessee is under constant pressure to
explore, develop, and fully drill any field or otherwise the licensee/lessee will loose the
acreage and such acreage candh be offered by the Government in a new bidding round
This is why an efficient dAadril!/ or dropo sys
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The question is whether these provisions reflect international practices.

The following table provides an overview for Angola, Egypt, Gabon and Ghana.

Angola Egypt Gabon Ghana

Exploration phases Yes Yes Yes Yes

Work commitments for Yes Yes Yes Yes
each phase

Development Plan Yes No Yes Yes
requirement for
Exploitation area

Exploitation area only for Yes Yes Yes Yes
each discovery area

Relinquishmentsluring No Yes No Yes
exploration period

Relinquishment of all Yes Yes Yes Yes
exploratory acreage upon
termination of exploration
period

Relinquishment of Yes Yes Yes Yes
exploitation area if not
producing within certain
time frame or termination
if development is not
carried out

As can be seen from the table above, the proposed Nigerian provisions are completely in line
with international practices.

It should be noted that apart from the examples of the above four countries, most developing
natiors will have a similar acreage management system.

2.1.6. Conclusion

The IAT predicts that the implementation of thesei nt er nat i onal Adr il |
in combination with more attractive fiscal terms for new investmentswill result in a
significant increase in activity petroleum production and better acreage management

Of course, these new policies will only be fully successful if at the same time further measures are
taken including:
1 Providing a more attractive investment framework for domesi& dpvelopment,
discussed irsection2.2 of this report,
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9 Success in the resolution of the Niger Delta crisis, as further discussection2.5

of this report

1 The creation of a viable National Oil Company with adequate arrangements to
finance new devepments under the proposed incorporated joint ventures, to be
discussed irsection2.6 of this reportand

1 Establishing open access for all producers to existing and future midstream
infrastructure to be further explainedsection2.7 of this report

2.2. Obijective: Significant increase in gas supplies for power generation
and domestic industries

The objective is to rapidly increase domestic gas supplies for power generation
and provide total support for the plans of Mr. President to create a reliable

and effective power supply and ensure sustainable development of gas for
national economic growth.

2.2.1. Problems

Nigeria has very large resources of relatively low cost gas. At the same time the country has an
enormous need for electric power. Without ragighansion of power generation the nation will

not fully achieve its economic potential. Power generation on the basis of low cost natural gas is
one of the cheapest and environmentally attractive ways of generating power. Despite this
situation Nigerighas been notoriously unsuccessful in creating large scale electric power based on
natural gas. The per capita electricity and gas consumption in Nigeria is among the lowest in the
world. This is a totally unacceptable situation.

A wide range of problemand impediments has led to this situation. The most important factors
are:
1 Until recently, the price per kWh to power producers was so low that it was not
economically attractive to invest in power generation. This is a matter that is now being
dealt wih and is outside the scope of the work of the IAT and the proposed Redraft.
91 Domestic gas prices are controlled and so low that it was usually unattractive to
develop and produce natural gas fields. There is no market based gas price system in
Nigeria forthe domestic market.
1 Until recently, attractive gas prices in export markets and low domestic gas prices
created an environment in which producers would concentrate on gas export projects
through LNG and by pipeline, rather than creating domestic gasiesip
1 There has been no acceptalfiscal and regulatory framework to properly set
attractive tariffs for gas pipelines and gas processing plants at levels that would attract
significant investment from petroleum companies or independent operators.
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1 Thereis no strong midstream regulator that can create the framework for an extensive
network of gas pipelines and gas processing plants, that effectively connect producers
and consumers with strong open access provisions permitting all producers to sell gas
directly to consumers over such networks.

1 The existing fiscal framework favors producers strongly over other investors in
creating midstream infrastructure, by deducting midstream investments from upstream
profits. This is a barrier for independent pipeliand gas processing companies and
creates in effect oligopoly conditions and creates a framework in which the midstream
sector is not viable on its own.

1 Fiscal terms for gas and condensate production in the onshore and shallow water are
too tough and crea a lack of interest in gas developmenrtd

1 The domestic gas supply obligation framework has not been operatioaab the
absence of a strong midstream regulator to ensure processing and evacuation of upstrearm
gas

It is obvious that a comprehewsiapproach is necessary to solve these issues. The proposals of
the IAT in the Redraft provide a comprehensive framework to guarantee a rapid increase in
domestic gas supplies for power generation and for other domestic gas users.

2.2.2. Solutions

The IAT proposes a variety of solutions in the Redraft which will result in strong
increases in gas supplies for power generation and other consumers in Nigeria. These
solutions are:

1 The creation of attractive fiscal terms for gas and condensates including, for
deep water operations

1 The removal of cross subsidization of midstream by the upstreanm order to
create a level playing field,

1 The application of attractive terms to new projects that eliminate gas flaring or
develop deep gas

1 The goal of a free functionirg gas market is proposed in the Redraft

1 In the short term a comprehensive gas pricing framework is proposed that links
export prices and domestic prices and is linked to market based indicatqrs

1 The creation of high attractive gas pipeline and processingriffs,

1 The creation of highly attractive taxation for midstream operations

1 The detailed clarification of the domestic gas supply obligation, and

1 The creation of a strong midstream regulator

Following is a discussion of these proposals.
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2.2.3. Discussim

2.2.3.1. Creation of attractive fiscal terms for gas, including for deep water
operations.

In Chapter 2.1 it was already discussed how it is proposed to improve the fiscal terms for onshore
and shallow water and the profitability of deep water operations.

In general, the proposed fiscal term®w create an environment whereby the government take

for natural gas and condensates is less than for crude oil for fields of similar size and costs. This
is consistent with an international competitive environmeNations that export gas over large
distances by pipeline or in the form of LNG typically have a lower government take for gas
compared to oil. The IAT proposes that Nigeria follows this overall approach. It is
therefore, that fiscal terms for onshoreand shallow water were significantly improved for

gas and for condensates.

It should be noted that a major impediment to natural gas development in Nigeria so far has been
that the production sharing contracts for deep water do not specify terms fogdsr these
contracts gas is a matter for negotiationnew gas development agreements

An important concept in the Redraft is that IAT proposes that companies that convert to the new
deep water terms will nowe able to develop gas under their protiue sharing contracts, under
favorable royalty and tax terms, as well as a favorable low profit share for gas and for
condensates to the National Oil Company of 10% as provided for 8edgon 404(3)(b) and (c)

This unblocks on a very large scalew gas developments, since significant gas discoveries have
already been made in deep water.

2.2.3.2. Removal of cross subsidization of midstream by upstream.

An importantproposedchange in the taxation system is the removal of the cross subsidization of
the midstream by the upstream. Under the current PPTA, companies can deduct gas pipelines
and gas processing plants from their upstream PPT. This in fact means that the Government pay:s
for more than 85% of such infrastructure through the taxation system.

The removal of this cross subsidization is an elimination of a strong fiscal incentive.
Nevertheless, this was clearly an unhealthy concept.

Firstly, it essentially made it uneconomic for any independent companies to compete, since
without upsteam operations, they would not be subject to such tax deductions. This in turn has
created a situation of a dacto oligopoly, where only a few companies have the ability to
operate in the midstream.

Secondly, however, these tax incentives werengrortant argument to keep gas prices low.
Since Government paid through the tax system for most of the gas infrastructure there was no
need for a competitive and viable gas price.
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This cross subsidization system combined with the gas pricing systeotviassly not worked
for Nigeria in order to bring about a viable domestic gas supply industry.

It is therefore that the IAT proposes to eliminate this cross subsidization and proposes to
create a selfinancing and viable midstream sector. Investmentsni gas pipelines and gas
processing plants must be viable investments on their own merits. This is the only way to
promote a healthy gas industry and attract the large scale investment that is required.

2.2.3.3. Attractive terms for elimination of flaring and d&p gas.

It is obvious that the first source of gas for the domestic market should be gas derived from the
elimination of gas flaring. Under the current fiscal conditions and gas prices this is not an
attractive operation. It is therefore proposed thatnew NHT terms for gas, which normally
apply only to new PMLs, will also apply for projects related to the elimination of gas flaring.
The opportunity for production allowances is now containedSection 343(4)(a). The
combination of attractive $cal terms to eliminate gas flaring and an attractive gas, price
discussed belowjs a very strong incentive to eliminate gas flaring and make volumes available
for domestic use in the shortest period of time.

The same attractive features are also apple to new gas that is being produced from an
existing PML from a deep gas fieldhich is clearly a separate field and requires significant
investment in order to brinig into production as provided for fBection 343(4)(b).There might

be some largeas fields under existing PMLs. These fields have not yet been explored. The
discovery of such large gas fields could create large volumes of low cost gas supplies for the
domestic market.

2.2.3.4. Goal of a free functioning gas market.

Ideally, the gagrices in Nigeria should be determined by the forces of supply and demand of
gas, as is currently the case in North America and North West EufdeelAT proposes that

the possibility for free gas markets for wholesale gas prices be included in the BillThe

Redraft enshrines this concept3ection 293 It provides for an emerging free market among
wholesale gas suppliers and consumers. In the case of the strategic sectors, this free market wil
apply over and above the volumes related to the doorgessi supply obligation.

At the same tim&ections 304(7) and 3X0ovide for the fact that such volumes will not be taken
into account in determining the domestic gas supply obligation. In other words the overall
concept is to gradually let the free mket mechanism take over from the price controls
established undé&ection 304(5).

However, faced with a d@cto oligopolistic supply situation in the short term in the Nigerian
gas markets, potential wholesale customers should receive some iotgakipn.
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The experience in some other developing countries has been that when contracting among a
limited number of gas producers and consumebased on unrestricted negotiatiorgas prices

tend to resultn prices that are equivalent to the catipg petroleum product prices or crude oil
prices, reflecting a continental European gas marketing structure. Such developments are not in
the interest of Nigeria. Nigeria has more than sufficient low cost gas reserves to supply gas on a
wholesale basiat prices that are well below those in North America and Europe. Nigeria should
use its low cost gas resources as an engine of economic growth, as a number of other developing
countries have done successfully.

It is expected that protection of wholesaustomers will be required for only a limited period of

time. Free market conditions could rather rapidly emerge, where:
1 A large number of producers, in particular small producease involved in the
supplies,
1 A large number of viable customexseestablished in the power sector, and
1 These producers and customers are connected with an open access pipeline and gas
processing system that has sufficient capacity and the ability to establish additional
capacity to handle incremental volumes.

2.2.3.5. Shortterm gas pricing framework.

The Government Memorandum establishes a comprehensive framework for gas pricing in the
short terms that will:

1 Provide acceptable prices to producers

1 Permit the power sectors and other investors in the strategic sectorsefid fsrem the
very large low cost gas resources

1 Links the domestic prices to export prices, and

1 Links the domestic prices to the international gas market.

The Government Memorandum establishes this framework on the basis of a clearly set of clearly
defined concepts. Following are three important definitions introduced in the Government
Memorandum:

"marketable gas" means a mixture mainly of methane and other hydrocarbons, if necessary
through the processing of the raw gas for the removal or partial e#nodvsome of its
constituents, and which meets specifications determined byAgesncy for distribution to
wholesale and small customers:

(@) for use as a domestic, commercial and industrial fuel; and

(b) as feedstock or industrial raw material;

Amar ket alkell e vgaymeghd a pointowhere marketable gas is made available to
customers, at the exit of a central gas processing facility, gas processing plant or gas conditioning
plant or at a measurement point, or such other location immediately downstredacitifyain

which such gas has been produced, processed, conditioned or treated in order to produce
marketable gas;

Astr at e g imeansn eelatiorote gas purchases by wholesale customers of the following
sectors:

(@) the power sector
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(b) the gas conveisn sector, consisting afidustries using gas as a feed stockndustrial raw
material but not including GTL and other industries that may be excluded by the Agency, and
(c) the commercial sector, consistinginflustriesas may be determined by the Agency
which use gas as an energy source;

Gas produced at the measurement point in a gas field is ofteraso| ed fAr aw gaso.
requires further processing or conditioning in order to be suitable for marketithg tpower

sector or other sectar During further gas conditioning, impurities such as hydregéide or
carbondioxide will be removed. Gas processing will remove most of the prepata@e, natural

gas | iquids, pentanes plus, pl anmachetdaeblsart
will consist mainly of methane and would also contain some ethane and minor amounts of
propane, butane or other products. The gas will be suitable for transportation in gas pipeline
systems and for burning in power plants or other indeswr for use as feedstock for production

of methanol or ammonia. What is important is to establish that the price of the gas that is
regulated is the marketable gas, not the raw gas.

The fAimarketabl e gas del i ver y ethigdefinitidn establishesn i 1
where the gas price is being determined. In some cases the gas that is produced in a gas field ca
be sold directly at the measurement point. In this case the regulated gas price will apply at such
measurement point. In mosases the gas will require further conditioning or processing and in
this case the gas price applies at the outlet of such facilities.

The short term gas pricing framework for the strategic sectors is beingSssttion 304(5).

It is proposed that the gas pricing framework will be market based and will establish under
all conditions a floor price of US $ 1.50 per MMBtu. This floor price is escalated with the
adjustment factor of Section 331of the Government Memorandum.

This floor price is desiged to permit small operators to lidnd operate their own small raw gas
pipeline and gas processing plant. Unless small operators are abledidhbirilown plants
economicallyor have access to third party plantse gas market in Nigeria will remaam
oligopoly. Also to stimulate small producers to participate in the Nigerian gas industry it is
important to create economic conditions for them that are viable.

A small producers may not wish to wait until the company gets access to a largeagassipg

pl ant based on an open access system. AOpe
plant has offered all its capacity on an open access basis and a variety of operators have mad
commitments for this capacity, the plant is full. Therefoa small operator would have to wait

until a new plant is built or the midstream regulatory entity orders the expansion of the plant.

In many countries therefosemall companies often built their own smaller plants. On a large gas
processing and pipeke system, total tariffs for raw gas pipeline transportation and gas
processing may only be US $ 0.60 per Mcf. Operating a small plant would be more costly.
However, in order to speed up cash flow, the producer may wish to accept the lower netback
price and built the smaller plant itself. Table 1 provides an example of the economics.
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Table 1below illustrates how the floor price of US $ 1.50 per MMBtu at the exit of a gas
processing planbwned by asmall operatorwill create a raw gas price Hie measurement point

of only US $ 0.28 per MMBtu, even if the full value of the liquids extracted from the gas is taken
into consideration. The raw gas pipeline tariff and gas processing tariff are based on the tariff
structure contained i8ection 275(2) and (13). The table illustrates that under these conditions
only gas fields with a very significant condensate content will be economic to produce. This is
therefore a floor price that creates absolute minimum conditions for small independentstoduce

Table 1
Raw gas netback calculation for a small producer with a small processing plant
Assumptions
Gross gas revenues per day 75900 Marketable gas price $ 1.50 per MMBtu
Liquid revenues per day 14000 Average liquids price $ 400 per ton
Raw Gas input 50 MMcft/day
Gross Revenues per Mcf Prod 1.80 Sales Gas output 46 MMcft/day
Gas Processing tariff per Mcf 1.17 Liquids 35 tons per day
Raw Gas pipeline tariff per Mcf 0.27 Btu of Sales Gas 1100 Btu/cft
Raw Gas net back per Mcf 0.36 Btu of Raw Gas 1300 Btu/cft

Raw Gas net back per MMBtu 0.28

Note: The combined tariffs for raw gas transportation and gas processing in large facilities
are estimated in the range of US $ 0.40 to US $ 0.80 per Mcf.

However, the IAT proposes to link that gas pricing structure to international conditions. A
direct link is established with the Henry Hub spot price for gas, which is the main indicator
of gas pricing conditions in North America. The floor pice applies as long as the Henry
Hub price is US $ 3 per MMBLtu or less.

Above this level the maximum Nigerian domestic gas price for power generation increases with
30% of the difference between the Henry Hub price and US $ 3 per MMBtu, based ong rolli
average of the monthly average prices. For instance, if the average for the last year is US $ 4.50
per MMBtu, the domestic gas price for power generation will be US $ 1.95 per MMBtu ($ 1.50
per MMBtu plus 30% of an extra US $ 1.50).the immediate Isort term the gas price for the
power sector will be set at US $ 1.50 per MMBtu for 2011 and 2012. For 2013 the gas price will
be set at US $ 2.00 per MMBtu. Thereafter the link with the Henry Hub price will be
implemented.

The percentage differenéer gas conversion sector is 40% and for the commercial sector is 50%.

It should be noted that the above gas price levels are maximum gas prices. In other words, this is
only a price cap in order to protect the Nigerian market initially from oligdpol@actices.
Producers and wholesale customers are able to negotiate lower prices.
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Therefore, as new gas resources become increasingly available and the number of players in the
market increases, it is expected that gas prices will in effect yapedestablished by the forces
of supply and demand.

For the purposes of royalties, the Nigerian Hydrocarbon Tax and production sharing, the export
price will also have a floor price of US $ 1.50. Over this level, the Government would accept a
so-called Scurve in order to ensure that Nigeria receives fair value for exported gas. These
provisions are contained Bection 334(8)(b).

This overall concept ensures that Nigerian wholesale customers in the strategic sectors will

always pay less than the poxt price of gas.Chart Sbelow illustrates the overall gas pricing
concepts.

Chart 5 Domestic and Export Gas Pric
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2.2.3.6. Attractive gas pipeline and gas processing tariffs.

The main problem at this time is that there is no comprehensive framework with respect to gas
pipeline tariffsand gas processing tariffs. The income of independent pipeline companies and gas
processing companies is entirely determined by the tariffs they receive for these services.
Therefore, in order to stimulate rapid large scale investment in this typdrasgtructure it is
essential that the construction and operation of pipelines and gas processing plants is highly
profitable.

It is also important that a stable generally applicable framework is being established. In most
countries pipeline tariffs angbmetimes gas processing tariffs are regulated in order to ensure that
small producers have proper access to these facilities at tariffs that are known and non
discriminatory.
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The initial tariffs to be used in Nigeria are establishe8eantions 275(12nd(13). These tariffs
provide for pipelines for a guaranteed rate of return of 13% in real terms (about 15% in nominal
terms) for pipelines on an after tax basis. This rate or return is determined on the total capital
base. This means that the madne tnvestor is able to borrow, the higher the rate or return on
equity will be. For instance, if the investor is able to borrow 50% of the capital expenditures for a
rate of 7%, the average rate will still be 13% and therefore the rate on equity ¥8VbeA rate

of 13% rate of return on total capital is among the most attractive rates in Africa. This is higher
than the West African Gas Pipeline from Nigeria to Ghana. It is also higher than rates applied for
gas lines connecting Africa and Europ&he rate is much higher than rates applied in North
America or Europe.

The same principle is applied to gas processing plants. Only in this case the internal rate of return
ranges from 13% to 15% on a real basis depending on the size of the plarterltostimulate

small producers to built gas processing plants very attractive rates are proposed by the IAT.

This should therefore be an attractive basis for investing in gas pipelines and gas processing
plants in Nigeria.

2.2.3.7. Attractive taxation for nidstream operations.

The creation of a profitable midstream sector is furthermore supported by an attractive taxation
regime. The midstream operations are essentially only subject to companies income tax at a
current rate of 30%. Companies will behdfom an initial tax free period of 3 years from the

start of operations, which can be extended with another 2 years, or alternatively an investment
allowance of 35%. Also there is an initial allowance of 90% of capital expenditures and the
allowancescan be taken upon the completion of the tax free period.

In summary, this means that there will be no or a minimum companies income tax during the first
10 years of operations of the facilities.

As was explained, under the proposed tariff structtine, rate of return is on an after tax basis.
This means that any anticipated tax payments wikdided tahe basis for calculating the tariff.

The tariff will therefore be higher to the degree tax is levied on the pipeline or gas processing
operatims. The attractive tax regime therefore benefits the consumers, it has no impact on
investors.

2.2.3.8. Detailed clarification of the domestic gas supply obligation.

The IAT proposes to include the earlier regulations related to the domestic gas supply
obligation in the Government Memorandum. However, the procedures have been clarified
and strengthened in order to ensure a proper functioning of these obligations in a variety of
sections of the Government Memorandum.
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Section 182 now provides the powers the Inspectorate to properly allocate and enforce the
domestic supply obligation with respect to the lessees. An allocation methodology is now
established that ensures a fair methodology among lessees based on plans submitted by th
lessees pursuant tBetion 306. Also the allocation methodology now prevents that lessees
allocate cheap gas to exports and expensive gas to domestic consumption.

Section 306 now clarifies that PMLs that only contain dry natural gas are excluded from the
national domestic gasupply obligation. Dry gas is relatively uneconomic to produce due to the
lack of high value condensates. Therefore, this provisions protects producers against obligations
that would be inherently uneconomic to execute. At the same time, thisigmopi®tects
consumers against costly gas being allocated to the domestic market.

Section 3@(8) clarifies the obligations of the lessees under the domestic gas supply obligation.
This obligation is to deliver the gas to the inlet flange of the wholess®mer. This does not
involve an obligation to construct pipelines and gas processing plants. However, lessees have the
obligation to respond positively to invitations on the part of pipeline and gas processing
companies to enter into long term gassportation and processing agreements to ensure that gas

is transported and processed in order to be available for purchase by the customer.

2.2.3.9. Creation of a strong midstream requlator.

The creation of an extensive network of gas pipelines and gas siracedants, with well
established tariffs and open access of any producer requires a strong midstream regulator. This
matter will be discussed in more detailsection 2.8 of this report.

2.2.4. Economic Analysis

2.2.4.1. Economics of gasondensate production

As will be illustrated in this section of the report, a very important and fundamental change
in the fiscal structure is the overall structure for gas and condensates.

Currently, the overall concept is largely based on associated gas. The framewbak is
associated gas could be made available largely for free as part of the crude oil operations, as long
as the costs of gas production and midstream infrastructure can be deducted for PPT purposes
from the crude oil income. In other words, the conogps based on the average project
economics for oil and gas together. This concept has been a failure. The reason is that investors
in gas development will judge such investments on an incremental basis, not on an average basis
On an incremental basi investments in gas developmestd productionwere mostly
uneconomic.Therefore, regulations with respect to a domestic gas supply obligation were
introduced, but these regulations have so far been unsuccessful as well.
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In support of the power secbr initiatives of Mr. President, the IAT proposes a fundamental
change to the gas fiscal concepts and the gas economitse proposed concept is that gas
condensate fields should be economic to develop and produaegdependent of crude oil
developments.

This IAT proposal will make gas development and production sector a very important sector on
its own in Nigeria.

In other words, if a small Nigerian company, carries out an exploration program and happens to
find a gascondensate field, ratherah a crude oil field, it should be economic to develop such
field for domestic consumption, provided the condensate and natural gas liquids yields are
adequate.

The following charts will illustrate this matter. The charts are based on a condenkhtd# i@

barrels per million cubid feet of gas shallow water The long term Henry Hub gas price is
assumed to be the crude oil price divided by 15. The charts are made for a crude oil and
condensate price of US $ 80 per barréhe charts shows botolume and cost variationIn
calculating the netback from the outlet of the gas processing plant, it was assumed that for large
facilities, the total raw gas pipeline and gas processing tariff would be US $ 0.60 per Mcf.

The economic analysis is dofrem the perspective of an investor which has already operations
in the onshore/shallow water areas and can therefore consolidate for tax purposes.

Chart 6 illustrates, how under the current system, as applicable before the new gas price
announcement bihe HMPR, the government tak@ gas developments for the domestic market
was essentially a 0 walovwre0%andtoasiderablyneexcessmefmgas t a
government takes in other countries.

The proposed government take is the same dézgs of whether gas is exported or not (therefore
the two lines in the chart cover each other). However, it should be noted that with respect to
domestic gas for power generation, there would be a consumer lzendfitstrated in Chart,5

that is nd captured in the government take chart.

Chart 6 Government Take
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Chart 7 illustrates the IRR. It is obvious that under the current system it is not economic to
develop a gas condensate fidlor the domestic marketunless costs would be very low,
condensate yields wiibe very high

Chart 7. IRR
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Under the system proposed by the IAT -gasdensate fields would be attractive investment
opportunities. As is also illustrated, the economics would be very similar for gas destined to the
power sector and destined to exportstha US $ 80 per barrel price level.

This is very important for small Nigerian or foreign owned companies. They do not have to sell
their gas to a large LNG consortium in order to have a viga¢eproductiorproject. They can
simply develop a gasondensate field for the domestic power sector or for other domestic clients.
As was illustrated in subsection 2.2.3.5 of this report, they can even built their own small raw gas
pipeline line and gas processing processing plant and make an attractivé nettgroon the
midstream investments as weflt the outlet of the gas processing plant they daliver gas

under open access provisiorenforced by a powerful midstream regulatorfo any client
connected to the marketable gas pipeline.gfidis isvery similar to conditions as would exist in

the United States, Canada or the North Sea.

It is this fact, that is the basis for the view of the IAT that rather rapidly a truly competitive
Nigerian gas market will develop, with competition among prducers and consumers This

is also the basis for the view that strong investment in domestic gas and oil production will
occur by smaller companies.
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It is for this reason thaection 309(4)is included in the Redraft. This section provides for the
fact that Part VC of the Act will stand repealed as soon as the gas market has reached a level of
maturity. The IAT believes that this section may actually be applitdn a decadand that the
gasgas competition that will emerge will result in continuingstipply Nigerian consumers with

low cost gas for decades to come.

Chart 8. Net Present Value @10
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Chart 8 illustrates the dramatic difference in the important Net Present Value discounted at 10%.
Under the current system, there is simply no value in developingogaensat fields for the
domestic markets.

Under the system proposed by the IAT, there is considerable value in developoundessate
fields for the domestic market. This is in particular true for largecgadensate fields.
Exploration and developmentf such large fields is therefore encouraged under the IAT
proposals, in particular throu@ection 353(4)(b).

2.2.4.2. Competitive Framework for Gas for Exports

The gas terms proposed by the IAT are fully competitive from the point of view of gas exports

The following charts are based on the same cost and price data as used in subsection 2.2.4.1 a
this report.
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Chart 9 illustrates the undiscounted government take. Nigeria has a relatively low government
take for small high cost fields. For verdie low cost fields the government take in Nigeria is
relatively high compared with other countriesa. On average the government take is very
competitive.

Chart 9. Government Take
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Chart 10 illustrates the IRR. Due to the favourable consolidation provisions for taxs@sirpo
Nigeria has a very attractive IRR compared to other countries, in particular for small fields.
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Chart 10. IRk
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With respect to the Net Present Value discounted at 10%, Nigeria rates in the middle compared
to other countries.

Chart 11. NPV@10°
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It should be noted thdor deep water, the IAT now proposes production sharing terms for gas
and condensates. Gas was not included in the production sharing contract terms before.
Therefore, not only will onshore and shallow water gas be available for exports, buivattract
and competitive terms are now also provided for deep water developments for export gas.
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The fiscal terms for production and development of gasondensate fields proposed by the
IAT are therefore competitive with other important LNG exporting countries.

2.2.5. Conclusion

The proposals of the IAT will lead to a rapid expansion of domestic gas supplies for power
generation and for other strategic sectors, while creating @domestic gas market that is
linked to international markets. The IAT expects the Nigrian gas market to evolve over
time into a full free market where prices are set by the competition of gas producers and
wholesale customers.

The proposals of the IAT will enable the nation to fully benefit from the low cost Nigerian
gas resources inorder to ensure that the Nigerian economy achieves its full economic
potential.

2.3. Objective: Increase revenues from deep water while increasing
production

The objective is to establish a fiscal framework for deep water that provides a
fair share of the eonomic rent for Nigeria, is competitive from an
international perspective and provides a framework for further expansion of
deep water oil and gas production.

2.3.1. Problems

The PSCs that were concluded based on the 1993 model, provide for governnargsdhat
are well below competitive levels. Even in 1993 these contracts were already overly generous for
investors compared to other countries.

For deep water, in excess of 1000 meter water depth, there are no royalties. Therefore, the mair
reverues to the government are derived from the Petroleum Profits Tax. This tax is levied at a
rate of 50%, but generous tax credits reduce the tax payments considerably. Under low prices
and high costs, the tax payments could even be zero.

The State alsceceives the profit oil share of NNPC. This scale is based on a sliding scale based
on cumulative production per contract area. On the first 350 million barrels the profit oil share is
20%. Over this level it is going up to 60% over 1500 million barrdlhis means that on the first

field in a contract area initially the profit oil share is low.
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An important problem is that the production from JVs (with a high government take) is declining,
while the production from 1993 PSCs (with a low governnigke) is increasing. This will have
the effect of significantly eroding the Government revenue base.
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A further problem is that some of the contract areas were granted to Nigerian individual
companies, rather than to NNPC, and therefore the mibfghare is privately held. NNPC
participates in some of the contracts. Nevertheless, this means that on the privately held part of
such contracts, the main share of the government revenues consists only of the PPT payments.

Despite the over genars share on the first field under the 1993 PSCs, the rate of development
of deep water production has been modest. There is a variety of reasons for this as follows:
1 Most of the contract areas are granted under the model of the year 2000 PSCs. These
PSG have a fair share for Nigeria (taking into account the NNPC profit oil). However,
due to the lack of tax consolidation there is no strong incentive to invest in such contracts
compared to other opportunities.
1 Some of the contract areas granted undemtbdel of the year 2005 have terms that
are clearly too onerous for investors under current economic conditions.
1 Due to the profit oil split per contract area, smaller follow up fields in the same
contract area, after an initial large fields is undeydpction, have a much higher
government take and are therefore in some cases unattractive.
1 Gas terms and profit gas splits are not defined in the contracts and therefore there is
uncertainty with respect to gasadcondensate developments.
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1 The acreage magement issues that were discussed under section 2.1 of this report
al so apply to a major degree to deep wal
acreage, there is no incentive to develop fields in Nigeria in the context of other
obligations worldwide.

2.3.2. Solutions

The Legal Department of NNPC has informed the IAT that the government has the legal right to
change the fiscal terms and conditions of the existing PSCs, despite certain contractual provisions
in the 1993 PSCs.

Based on this legal dvice, the IAT proposes in the Redraft the following solutions:
1 To establish a single fiscal regime for deep water which results in a significant
increase in government take on first fields in the 1993 PSCs, but approximately
maintains the government takeon 2000 PSCs.
1 To establish consolidation for Companies Income Tax and Nigerian
Hydrocarbon Tax purposes for all developments in deep water in order to
encourage investments in contract areas under the 2000.
1 To ring fence the profit oil calculations on a feld by field basis, so the scale
starts at a low level of 20% for each field, and investments in smaller fields is
encouraged and
1 Clarify that taxes will be levied directly on the profit oil/profit gas share.

Following is a discussion of these propgsal

2.3.3. Discussion

2.3.3.1. Establish single fiscal regime for deep water.

The current fiscal regime for deep water depends on the PSC Model series, which are:
1 The 1993 PSC Model series
1 The 2000 PSC Model series, and
1 The 2005 PSC Model series

Table 2provides a overview of the terms and conditions of these PSCs for a water depth
exceeding 1000 meters.
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Table 2

Current fiscal terms for deep water PSCs for oil for more than 1000 meter water depth

Royalties

PPT Rate
Credits/Allowances
Education Tax
NDDC charge
Production Sharing:
Cost oll limit

Profit Oil split based on cumulative volume:

up to 350 min bbls

up to 700 min bbls

up to 1000 min bbls

up to 1500 min bbls

up to 2000 min bbls

over 2000 min bbls

Profit Oil split based on R-factor:
Minimum R - 1.2

Maximum R - 2.5

1993 PSCs
0%
50%

50% ITC
2%
3%

100%

20%
35%
45%
55%
60%
negotiable

n/a
n/a

2000 PSCs
8%
50%
50% ITA
2%
3%

80%

30%

35%
47.5%
55%

65%
negotiable

n/a
n/a

2005 PSC
8%

50%

50% IT/
2%

3%

80%

n/a
n/a
n/a
n/a

n/a
n/a

30%
75%

For the current PSCs it is proposed to establish the fiscal serm®arized in Table 3.
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Table 3

Proposed terms for all existing PSCs

Royalties based on daily production:
up to 50,000 bopd

up to 100,000 bopd

over 100,000 bopd

Royalties based on value

Companies Income Tax Rate
Nigerian Hydrocarbon Tax Rate
Production Allowance per bbl
Education Tax

NDDC charge

Production Sharing:
Cost oil limit

Profit Oil split based on cumulative volume:

up to 750 min bbls
up to 1000 min bbls
up to 2000 min bbls

over 2000 min bbls

5%

12.5%

25%

0% - 259

30%

30%
$7.00

2%

3%

80%
20%

30%
40%

negotiable

The difference between the profit oil sliding scales basedotume is that under the current
terms this sliding scale is based on the cumulative production from the contract area and under the

proposed system on the cumulative production from each PML.

Chart 12provides the government take of the proposed sysbera price of US $ 60 per barrel
and total costs of US $ 20 per barrel for the first field in a new contract &réa.government
take includes the NNPC/Private shaféhe main features for the government take for deep water
are specified ithe Redrafin Section 337(2)(c), 338(2), 353(1)(8p4(1)(b)and404(3).
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Chart 12 Government Take
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As can be seen the proposed system will generate a level of government take that is 19% more for
a 300 million barrel field and 11% more for a 1300 million barrel field for the 199GsP
However, at the same time the proposed system has a government take that is equal to or slightly
less than the 2000 PSCs.

However, this would be for new fields in a new contract area. It should be noted that the
production allowance of US $ 7 pearrel would not apply to fields that are in production on the
commencement of the Act. Therefore, on such fields the government take is much higher.

Much higher revenues will therefore be generated from the figlder 1993 PSC terms and
1 that arecurrentlyin production

1 as well as fromadditionalfirst fields in new contract areas whighll be developed
under the new terms.

It should also be noted that the proposed system has a price sensitive royalty scale and therefore
under prices in exass of US $ 70 per barrel, the government take will automatically be higher as
well.
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2.3.3.2. Establish a consolidated Companies Income Tax and Nigerian
Hydrocarbon Tax.

In order to increase production from deep water it is necessary to stimulatenenest new
contract areaslt is proposed that this is being done in two ways:

1 Consolidation for all deep water areas for Companies Income Tax and Nigerian
Hydrocarbon tax, and

1 Clarifying that the contractor will be able to expense the expenditures for
exploration and for the creation of assets to be owned by NNPC or another lessee,
since the contractor will not own these assets.

The combination of the expensing of exploration and capital expenditures for development and
consolidation for the deep watarea will have a strong positive economic impact. The ability to
write off such investments from existing deep water production will be a strong incentive for
contractors which currently produce from 1993 PSCs to invest in 2000 PSCs and 2005 PSCs.

In this context it is important to emphasize that the consolidation concept anly applicable
for taxation. As will be explained in the next subsection 2.3.3.3 ringfencing for production
sharing and cost oil purposes will remain. In fact it is proposed to ngfence per PML,
rather than per contract area.

The following petroleum companies are currgmbducing in Nigeriandeep water These
companies would significantly benefit from the consolidation provisions.

Table 4

List of current producers in deep water

Shell

Total

AGIP
ExxonMobil
Chevron
Statoil
Petrobras

The incremental IRRvill be very attractie under these conditioras is illustrated irChart 13
which is based on the same cases as for the government take.
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Chart 13. IRk
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Despite the significant increase in government take, the incremental IRR is highly similar to the
current 1993 PSCs and would 5% to 10% higher than under the 2000 PSCs. This will provide
for a strong incentive to invest in contract areas which currently consist of 2000 PSCs or 2005

PSCs.

Chart 1dillustrates the Net Present Value discounted at 10%.

Chart 14 NPV1C

2000
1800
1600
1400
1200

1388 -~ —— Nigeria2000PSC
600 / — Nigeriaproposed

400 Aké’gﬁ Nigeria1993PSC
200 =

0 T T T T T \ 1

100 300 500 700 900 1100 1300

NPV10 ($ million)

Field Sizes (min bbls

GOVERNMENT MEMORANDUMETROLEUM INDUSTRY BILL 2009
Page64



As can be expectetté NPV10 for a first field in a contract area will be considerably less under
the proposed system compared to 1993 PSCs. However, the difference is much less for the
second and further fields. Compared to the 2000 PSCs the NPV10 is considerably higher.

Based on this analysis, the IAT is of the view that investments in second or further fields in 1993
PSCs and investments in all fields in the 2000 PSCs and 2005 PSCs will be strongly encouraged.

The IAT proposal will therefore result in:
1 A significantincrease in government revenues from existing fields in 1993 PSCs, and
1 A significant increase in investment in further fields in the 1993 PSCs and new fields in
2000 PSCs and 2005 PSCs.

What is very important is that this conclusion does not depetigeotost level assumption of US
$ 20 per barrel.

The following chart shows the IRR for the first fields in new contract areas based orpaa®st
ratio of 40%.

This chart illustrates that the proposed system generates a much higher IRR than 82800

for the entire CosPrice Ratio of 40%. This means that at a price of US $ 60 per barrel fields
with a total costs of US $ 24 are much more attractive under the proposed terms than under the
2000 PSCs. The same applies when the oil price is 8Bgkr barrel and the costs are US $ 32

per barrel.

This means that the proposed system will stimulate the exploration and development of the next
generation of more expensive fields.
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Based on this analysis the IAT is of the view that the praptesens will result in a significant
increase in deep water production.

2.3.3.3. Ringfence production sharingper PML.

A major problem with the 1993 PSC and 2000 PSC models is that the profit oil scale is based on
cumulative production from the entire contracea. This means that if a large field is already
producing in the contract area, the incremental economics of the next field will be based on
cumulative production of the first large fields. For instance, under the 1993 PSCs, if the large
field hasalready produced 700 million barrels, the profit oil of the next field will start at 45%,
not 20%. The same is true for the 2000 PSCs.

This means that incremental investments in small follow up fields under the 2000 PSCs would be
relatively unattractie. Under certain conditions the same would be true for the 1993 HBGs.
impedes rénvestment in such fields.

It should be noted that currently, thelds are consolidated within the contract area. This means
that the investments in new fielg®rmit the deduction and cost recovery of such fields from
existing production in the same contract area. This is an attractive feature.

Under the proposed fiscal terms, the production sharing calculation would be ring fenced

for each PML. All PMLs would already be consolidated for Companies Income Tax and
Nigerian Hydrocarbon Tax purposes. Ther ef or e, being able to #fs
each new PML will be a significant encouragement to invests in further smaller fieldShis

new provisionis included under Section 404(3).

It is for this reason that the IAT expects investment and production in deep water to increase
under the proposed terms.

2.3.3.4. Profit Oil will be taxable.

An important change relative to the current system is the sequesfcihg taxation. Currently,
the taxation is calculated firstorcaont r act area basis and the t
Afterwards the production sharing is calculated.

This means that the profit oil share to NNPC and private concessiensi i s actually

Under the proposed system NNPC and the private concessionaires will have to pay tax on
their share of profit oil. In order to avoid dilution of these tax payments, the proposed
Redraft requires owners of profit oil and similar petroleum income to create a special
subsidiary that will be separately taxed as provided unde$ection 343(3pf the Redraft.

At the same ti me, in order to avoiNNPGiwdloubl
be counted as income of NNR(G is now provided for in theinth Schedule, paragraph 5(4).
Similar provisions are included for the Companies Income Tax \Betdion 332.
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2.3.4. Competitiveness analysis

Some I0Cs have indicated that if the fiscal terms for deep water proposed by theuiiTbe
adopted, that the I0Cs would leave Nigeria and invest somewhere else, because the terms woulc
not be competitive. Given the seriousness of this matter it is important to providelepthn
analysis of the competitiveness of the fiscal termsléep water PSCs proposed by the IAT.

The competitiveness analysis will be done for IOCs that are currently producing in deep water
and would consider possible further investments in new contract areas in Nigeria. The analysis is
done for the first filel in such a new contract area.

The analysis will be done by comparing the proposed terms with the terms of:
9 Indonesia
1 Angola
1 Norway
9 Brazil
1 United Kingdom, and
1 United State$ Gulf of Mexico.

Analysis will be done for oil field sizes in the range 60lto 1300 million barrels, for an oil

price range of US $ 30 to US $ 140 per barrel and for total costs (capital and operating) ranging
from US $ 8 to US $ 32 per barreComparison is done assuming that prices and costs are the
same in each country.

2.3.4.1. Government Take analysis

The Government Take in this analysis is defined as:

Government Revenues
Government Take =-----------mmmmmmmm oo x 100%
Gross RevenudsTotal Costs

The Government Take can be determined on a discounted or undiscountedrhadigllowing
charts display the government take on an undiscounted ba¥ith respect to Nigeria the
government take includes the profit oil share, regardless of whetherdfiteop is owned by
NNPC or by private individuals.

In fiscal systems around the world the Government Take varies with:
9 Production volume
9 Price, and
9 Costs.

Chart ¥ illustrates the Government Take assuming different field sizes, a price of US $ 80 per
barrel and costs of US $ 20 per barrel.
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Chart 16 Government Take/olume
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The proposed Nigerian system assures a high government take comparable to Norway, Indonesia
and Angola. The proposed Nigerian system has sliding scales whereby the government take goe:
up with higher lgels of production, similar to Brazil. It is for this reason that the proposed
government take is lower for small fields and higher for large fields. On very large fields, the
government take in Nigeria would be higher than the six other countries.

Chart17 illustrates the government take for a 300 million barrel field with a cost of US $ 20 per
barrel under varying prices.
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Chart 17 Government TakePrice
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The Nigerian government take is modest under low pricéhis is due to the production
allowance. At average pric@sthe range of US $ 60 to US $ 80 per barrel, the government take
in Nigeria is less than Angola, Norway or Indonesia. Under high prices the government take

increases as a result of the price sensitive royalty and is competitive with Angola.

Chart18illustrates the variation of the government take with costs for a 300 million barrel field at

US $ 80 per barrel.

Chart 18 Government TakeCosts
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Due to the royalties, which remain the same regardless of whether costs are high or low, the
government take in Nigeria is relativefygh under very high costs. At international levels of
about US $ 20 to US $ 24 per barrel, the government take is less than Norway and Angola. At
low costs the government take is much less than Norway or Angola. In fact the proposed
government takeor Nigeria deep watas similar to Indonesia

The IAT deliberately proposes a lower government take at lower costs in order to encourage IOCs
to be efficient and produce Nigerian oil and gtthe lowest possible costs.

In general the government talnalysis indicates that Nigeria is competitive with Norway,
Angola and Indonesia, while the government take is generally much higher than Brazil, the UK
or the US Gulf of Mexico.

Nigeria therefore would receive a fair competitive share of the resoaaéh.

2.3.4.2. Investor profitability analysis

Chart 19 illustrates the IRR to the investor in the various countries for different field sizes
assuming an oil price of US $ 80 per barrel and costs of US $ 20 per barrel.

Chart 19 IRR
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The chart illustrates clearlyow the IRR would be among the most attractive in the world. In fact

in terms of IRR, the proposed Nigerian terms compete directly with Norway and the US Gulf of
Mexico. The reason that the IRR is so attractive, despite the relatively high govetakeenis

due to the consolidation of Companies Income Tax and Nigerian Hydrocarbon Tax for deep
water. Also for both taxes, contractors can expense their expenditures related to the creation of
assets for NNPC.
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This means that companies which are alygaroducing in deep water can deduct the exploration
and capital expenditures directly from producing fields. This is a very stroimyagtment
incentive. The proposed Nigerian terms therefore are similar to Norway, where a high
government take is cobined with a relatively high level of profitability due to the timing of the
cash flow.

Chart20illustrates the se al | ed Ne't Present Value discount
profitability yardstick simulates the value of the field to the inmesAgain this analysis is done
for a price of US $ 80 and a cost of US $ 20 per barrel.
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This chart illustrates how the NPV10 would be directly competitive with Norway, Angola,
Indonesia and Brazil. The NPVi®actually very similar t®razil.

Chat 21 provides the s@alled Expected Monetary Value discounted at 109 E MV.1The )
analysis is done for a price of US $ 80 and costs of US $ 20 per bahelEMV10 is a direct
reflection of the attractiveness of exploration. The EMV10 was detedrassuming a success
rate of one discovery for every 5 exploration wells.
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Chart 21. EMV10
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The EMV10 for the proposed terms for Nigeria is clearly more attractive than for Angola and
Indonesia. This is the direct result of the consolidation of taxation. Ingestould therefore
consider exploratioim new blocks more attractive in Nigeria than in either Indonesia or Angola
where the tax calculations are completely ring fenced block by block.

The EMV10is very similar toBrazil and for the smaller fields alsooNvay. The attractive

EMV10 is of great importance since it can be expected that many of the new prospects relate to
smaller fields than the giant fields that have already been discovered.

2.3.4.3. Investor drivers

A very important issue in fiscal desiga whether or not investors are encouraged to create a
healthy petroleum industry on the basis of the fiscal system.

One of the important reasons that the IAT proposes major change in fiscal terms is that the
current system with its Investment Tax Credis and Investment Tax Allowancesdoes not
give sufficientincentivesfor investors to seek the lowest possible costs aodkate the most
efficient operations.

It is therefore important to test whether the proposed Nigeria deep water terms generally would
provide the drivers to create a healthy petroleum industry.

Chart22illustratesthese al | ed fAcost savings indexo of th
other fiscal systems. The cost savings index is a parameter which illustrates how much percent of
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a dollar saving is kept by the investor. The analysis is done for a 300 million barrel field at US $
80 per barrel price.

Chart 22 Cost Savings Inde
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Chart22illustrates how if an investor in Nigeria deep water under the proposed system saves one
dollar, the invesr keeps $ 0.37 or 37%. This is a very healthy cost savings index. It can be
noted how in this respect Nigeria would be similar to Indonesia and would perform much better
than Norway. It can also be observed how Angola has system that under certdiionsond
actually encourages wasteful expenditures.
impediments to create a healthy petroleum industry. The proposed system for Nigeria is therefore
a sound fiscal system compared to Angola.

2.3.4.4. Basin Development Indicator

A strong objective which the IAT seeks to implement is to ensure a strong and ongoing
development of the deep water areas. In this context, it is important that the fiscal system is
designed for the future. Itis likely that @svelopments proceed, investors will have to deal with
increasingly costly and smaller fields.

A fiscal system should be designed to flexibly adjust to these circumstances and permit such
developments, provided oil prices permit such developments tw.occ

The IAT therefore designed the fiscal system on the basis of a Cd&tice Ratio of 40%.
This means that developments should be profitable as long as costs equal 40% of the price.
Chart 23 illustrates how the proposed system in Nigeria is superior ithis respect to many

of its competitors. This chart illustrates the IRR at the CostPrice Ratio of 40%.
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Chart 23. IRR at Coefrice Ratio of
40%
30.00%
,\5\ 25.00% Indonesia
@ 15.00% S
Angola
10.00%
—— Norway
5.00% |
$30 | $40 | $50 | $60 | $70 | $80 ezl
UK
$12 | $16 | $20 | $24 | $28 | $32 USGOM
CostPrice Ratic 40%

The chart indicates how the system proposed for Nigeria compares to Norway in this respect and
would create favourable conditions compared tosimcountries in the world. The proposed
system for Nigeria would be superior to Indonesia, Angola, Brawl even the US Gulf of

Mexico.

2.3.5. Conclusion

The competitiveness analysis demonstrates thdhe proposed system for Nigeria is fully
competitive with other deep water areas and in fact offers a level of profitability that is
attractive to competing jurisdictions. Statements that I0Cs will leave Nigeria if the
proposed system would be implemented are therefore without any foundatiom fact the

IAT expects increased levels of investment in deep water areas leading to a higher level of
production, in particular by companies which are currently already producing from deep

water areas.

Yet at the same time, Nigeria will benefit from significantly higter revenues derived from
contract areas that are currently under the regime of the 1993 PSC series.
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2.4. QObjective: Establish a stable fiscal framework and capture windfall
profits under high prices

The objective is to establish a stable fiscal framewk that adjusts
automatically to different economic circumstances and may only have to be
adjusted in small steps from time to time through legislative change to deal
with new circumstances. The system would capture windfall profits under
high prices.

2.4.1. Problems

Thefiscal changes proposed in the Government Memorandum represent a dramatic change from
the current situation.

The reason is that Nigeria has not fundamentally changed its petroleum legislative framework
during the last 40 years. As a ritghe current Nigerian petroleum legislation is outdated and
needs to be replaced. Many other countries have done so much earlier and more frequent thar
Nigeria.

The main factors dermining the resource wealth with respect to oil and gas fields, are:
1 The size of the fields and level of production,
1 The oil and gas prices, and
1 The costs

Currently, the system is not flexible with respect to the size of the fields or the price levels.
Small fields and large fields pay the same royalty and the royaliyei same regardless of the
price level.

The only variation in royalties is with geography, with different royalties for onshore, shallow
water and deep water. There are also lower royalties for marginal producers, based on the size o
the company, ot the field size.

The Petroleum Profits Tax is structured as if it is a corporate income tax applicable to upstream
operations. Yet, a separate companies income tax exists in Nigeria for midstream, downstream
and other operations. This creates intBomal tax credit issues. Therefore, the absence of a
corporate income tax is a disincentive.

The Petroleum Profits Tax is applied at a uniform high rate of 85% for onshore and shallow
water.  The Investment Tax Allowancesry again with geographyBecause the PPT is
structured as a corporate income tax, it lacks the flexibility of some of the internatdrddum
resource taxesThe PPT is at too high a rate for onshore and shallow water and too inflexible to
stimulate large scale investmentsimaller fields and higher cost petroleoperations
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The current system is therefore not sufficiently flexible to adjust to a wide range of economic
conditions. This lack of flexibility is a factor in the current decline of production in the onshore
andshallow water.

2.4.2. Solutions

It is proposed to replace the current system with a system that adjusts more flexibly to different
and changing economic conditions.

The IAT proposes to establish in the Government Memorandum a stable fiscal framewerk in th
following manner:

1 Split the previous PPTAtot he Companies I ncome Tax (
Hydrocarbon Tax (NHT). The CIT wilbe the generally applicable CIT, which will be
adjusted as part of the normal budget process. The NHT can be adjoststbioally

when circumstances so justify through legislative change

1 Create royalties that are sensitive to daily production, so small fields will
automatically pay less and large fields will pay more. This will adjust the royalty
automatically to th size of the field. This concept is agplbke in many countries in the
world, and

1 Create in addition, royalties that are price sensitive for oil and gas, so under very
high prices additional royalties are payable and windfall profits are avoided.

2.4.3. Discussion

2.4.3.1. Split PPT in CIT and NHT

Petrol eum Prof

The | AT proposes to split the
(ANHTO) .

a Nigerian Hydrocarbon Tax

Importance othe split in CIT and NHT In order to create a more flexible systdnsiimportant
to splitthe PPTima CI T and a Aresource taxo. Thi s
flexible system.

The vast majority of the countries in the world applies a normal corporate income tax to upstream
operations. Over the |a40 years corporate income tax structures around diel\wave evolved
considerably. Most nations now tax their corporation on a world wide basis. CIT paid in another
nation can be credited against the tax obligations in the home nation in order tal@wbie
taxation. The vast majority of nations with petroleum companies that are investing or might invest
in Nigeria would have such a system.
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Thesecountries include:
USA
Canada
UK
Germany
Italy
Japan
Korea
Russia
Australia
Argentina

Too Too Too Too Too oo oo To To Do

However,fot he tax credit system to work properly
This means a CIT which is calculated by the standards of the home country. As a result of this
world wide network of tax credits in home countries, corporate incomgys@ms have become

more similar and have to adhere to general standards. This in turn creates a high degree of
inflexibility with respect to the possibleverall desigrof the CIT in each country, if such country
wants to attract foreign investmer®f course, each country can adjust in each budget the tax rate

or rates, the depreciation provisions, loss carry forward provisions, etc.

i Res our cae nbtacredtable and can therefore be structured flexibly in a manner that
permits the natiorotmaximize the benefits from the petroleum resources.

By splitting the PPT into a CIT and NHT, Nigeria creates two important advantages:
A A proper corporate income tax is created which in principle will be creditable in most
home countries of investors éof which the details can be adjusted normally with each
budgetas provided for irBection 332f the Redraft and
AA flexible fAresource taxo is created w
maximize the benefits from the petroleum resources forridigas provided for iPart
VIII(D) of the Redraft.

The normal CIT system can now also be logically integrated with the respective withholding
taxes, including withholding taxes on dividends. This is important since it is proposed that any
company thatvishes to be licensee or lessee in the upstream of Nigeria has to incorporate in
Nigeria.

In following this concept Ni geri a creates a more fAnor mal o
line with international practicesFollowing is a table with the ternational experience in this
regard. Many jurisdictions apply a royalt
has different names in different countries.
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Jurisdiction Royalty AResour ce T a Corporate Inc Tax
Alaska Yes Petrolemn Profits Tax Yes
Most US states Yes Severance Tax Yes
CanadaFederal Yes Profit sharing royalty Yes
Albertai Oil Sands | Yes Profit sharing royalty Yes
Newfoundland Yes Profit sharing Yes
Colombia Yes Windfall profits tax Yes
Bolivia Yes Direct Tax Yes
Brazil Yes Special Profit Share Yes
Norway No Hydrocarbon Tax Yes
Netherlands Yes Profit Share Yes
Denmark No Hydrocarbon tax Yes
UK on old licenses | No Petroleum Revenue Tax | Yes
Russia No Mineral Resourcq Yes
Extraction Tax
Algeria Yes Petroleunrevenue tax Yes
Ghana Yes Additional profits Tax Yes
Namibia Yes Additional profits tax Yes
Uganda Yes Additional profits tax Yes
Tanzania Yes Additional profits tax Yes
Thailand Yes Special Remunerator Yes
benefit
China Yes Windfall Profits Tax Yes
Australia No Petroleum Resource Re| Yes
Tax
New Zealand Yes Accounting Profits Royalty Yes

Importance of a consolidated CITThe splitting of the PPT in a CIT and NHT will also permit
the creation of a CIT with the same rate that can be appli¢det@ntire upstream sector
Nigeria, which means to onshore, shallow water, deep water and frontier acreage.

A fully consolidated CIT exists in the majority of the countries in the world. It is a very
important instrument in promoting explorationemery part of the nation. This will be a very
important instrument in Nigeria to promote the exploration of the frontier acreage. As an
example, the cost of an exploration well or field development of a discovery in the Chad Basin
can now be deductedofm the revenues from onshore, shallow water or deep water production for
CIT purposes. This will be a very important incentive for companies to take a new look at
frontier acreage.

The nationwide fully consolidated CIT is also a very important instrunt@rpermit small
Nigerian owned companies to expand across Nigeria. A small company that has been successfu
in establishing significant onshore production can now risk to participate in a deep water
exploration well, because such well will be deductilien its onshore production.

GOVERNMENT MEMORANDUMETROLEUM INDUSTRY BILL 2009
Page78



If Nigeria wants to successfully promote profitable Nigerian owned petroleum companies, it
should provide a taxation system whereby a strong home base is offered for such companies. A
fully nationwide consolidated CIT ian essential part of this concept. This is the way in which

the vast majority of other countriegth national petroleum reservas the worldis promoing

their local companiesncluding the United States, United Kingdom, Norway, Canada, Australia,
Russia, Argentina, Brazil, South Africa and China. Nigeria should therefore join in this concept.

Options on th&ifihesespeett d0.Aresourceo tax
and consolidated systems. The PPT is already fully addasedl for onshore and shallow water
and therefore it is logical to make the NHT consolidated as well.

In this context, the proposal of the IAT follows the Norwegian model. The Norwegian
Hydrocarbon tax of 50% is fully consolidated and is in additemthe corporate income tax of
28%. Norway has been unusually successful with its fiscal system.

However, in the case of Nigeria, there are two tax rates and therefore consolidation will take
place in two groupas provided for irSection 354(1)

A Onslore and shallow water with a tax rate of 50%, and

A Deep water, frontier acreage and bitumen deposits with a tax rate of 30%.

The Addax PSCs onshore and shallow water, will benefit significantly from this new
consolidation concept, and in accordance wlkir contract they will be able to adjust to the
lower tax rate of 50% for the NHT and 30% for CITA. Furthermore, these PSCs will benefit
from the royalties which are now per PML.

Due to the consolidation of the 30% tax group, producers in deep wiltdrave an extra
incentive to invest in frontier acreage and in bitumen deposits.

The significant advantages of a consolidated NHT for deep water was already discussed in section
2.3 of this report.

Flexibility of the NHTand support for small fiekland small operatorsAn important advantage
of having a flexible NHT is that now this tax can be tailored to support the development of small
fields in the onshore and shallow water. This is done through the production allowances in
Section 353(1).These production allowances for oil are:
A for onshoré the lower of US $ 30 per barrel or 30% of the official selling price, up to
a cumulative maximum of 10 million barrels per PML and the lower of US $ 12 per
barrel or 30% of the official selling pricr volumes exceeding 10 million barrels up to
a cumulative maximum of 75 million barrels per PML;
A for shallow water aredghe lower of US $ 30 per barrel or 30% of the official selling
price, up to a cumulative maximum of 20 million barrels per PML &edthe lower of
US $ 12 per barrel or 30% of the official selling price, for volumes exceeding 20 million
barrels up to a cumulative maximum of 150 million barrels per PML;

The very significant allowance of US $ 30 or 30% of the official selling pnidecreate a
situation where there is a very low NHT on very small fields.
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It should be noted that this significant production allowance applies per PML. There is no limit to
the number of small fields that a company can develop and therefoaenthentof allowances.

This means that a small company can develop 10 small fields of 10 million barrels or less and
receive the full production allowance on all of them.

This will be an enormous incentive
A for small Nigerian owned companies to dedicate théraseto the development of
small oil fields in the onshore and shallow water, and
A to find foreign partners that can team up with them, which will receive the same
allowances.

Together with the low royalties, the fiscal terms that would apply to srellkfivould be equal

to or more favourable than typical terms in the United States or Canada. This will be an
enormous incentive to start with the development of these small fields with lower well
productivities and higher costs. Small fields operatedrbgll Nigerian owned companies and
their foreign partners will be a major contributor to local employment and business opportunities.

Cost administration under the NHTThe flexibility of the NHT also permits to create a tax that

is easier to administeln particularSection 3460w lists a large number of deductions that will

not be allowed for NHT purposes. Of particular significance is that interest and financing charges
as well as headquarter costs outside Nigeria will not be deducTihis.will make it much easier

to administer the control of costs of the NHT.

Promotion of local content under the NHAs will be discussed in section 2.10 of this report in
more detail, Section 346(gprohibits the deduction of 20% of costs incurred algdNigeria.
This will be a very strong provision to complement the new Nigerian content provisions.

2.4.3.2. Royalties based on daily production volume

The currently applicable royalty regulations are as follows:
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Table 5

1969 Royalty regulations 2006 Royalty regulations

Crude oil and condensates Crude oil and condensates

Onshore 20.0% Onshore 20.0%
up to 100 m water depth 18.5% up to 100 m water depth 18.5%
up to 200 m water depth 16.5% up to 200 m water depth 16.5%
up to 500 m water depth 12.5% up to 500 m water depth 12.0%
up to 800 m water depth 8.0% over 500 m water depth 8.0%
up to 1000 m water depth 4.0% Inland Basins 10.0%
over 1000 m water depth 0.0%

Natural Gas

Onshore 7.0%

Offshore 5.0%

Table 6

2000 Royalty regulations 2005 Royalty regulations

for onshore and shallow water for marginal field operations

PSCs

Onshore

up to 2000 barrels of oil per day 5.0% up to 2000 barrels of oil per day 2.5%
up to 5000 barrels of oil per day 7.5% up to 5000 barrels of oil per day 7.5%
up to 10000 barrels of oil perday  15.0% up to 10000 barrels of oil per day 12.5%
over 10000 barrels of oil perday  20.0% over 10000 barrels of oil per day  18.5%

up to 100 m water depth

up to 5000 barrels of oil per day 2.5%
up to 10000 barrels of oil per day 7.5%
up to 15000 barrels of oil perday  12.5%
overe 15000 barrels of oil perday 18.5%
up to 200 m water depth

up to 5000 barrels of oil per day 1.5%
up to 10000 barrels of oil per day 3.0%
up to 15000 barrels of oil per day 5.0%
up to 25000 barrels of oil perday  10.0%
over 25000 barrels of oil perday 16.67%

The 1969 Royalty regulations are apglie the 1993 series of PSCs in deep water.

The 2006 Royalty regulations are applied to the 2000 and 2005 series PSCs in deep water as wel
as onshore and shallow water production.
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The 2000 Royalty regulations for onshore and shallow water PSCsppilyta these PSCsthe
Addax PSCsThe sliding scale is per contract area.

The 2005 Royalty regulations for marginal field operations only apply to these operations. The
sliding scale is applied to the production per company.

Under the proposed royeds, the concept of varying royalties with the level of production will
now be expanded to all productiofhis is animportant chang&hich will make the fiscal terms
more flexible These sliding scales will apply tBMLs that will start producing aftethe
commencement of the Act.

The proposed scales for oil Bection 337(2pf the Redraft are the followingased on daily
production levels per PML
1 for onshore areas, 5% of the production up to and including 2000 barrels per day,
12.5% of the produimn over 2000 barrels per day up to and including 5,000 barrels per
day and 25% of the production over 5,000 barrels per day;
1 for shallow water areas, 5% of the production up to and including 5,000 barrels per
day, 12.5% of the production over 5,00Qrbks per day up to and including 20,000
barrels per day and 25% of the production over 20,000 barrels per day; and
fifor deep water areas, 5% of the production up to and including 50,000 barrels per day,
12.5% of the production over 50,000 barrels per w@ayo and including 100,000 barrels
per day, and 25% of the production over 100,000 barrels per day.

It should be noted that the royalty scale is incremental. As an example, if an onshore PML
produces 3000 barrels per day of crude oil, the first 2@0€els per day will still have a royalty
of 5%, only the next 1000 barrels per day will have the royalty of 12.5%.

Chart 24provides the onshore examgiew this new royalty scale will result in a much lower
average royalty per PML. Even at 10,00(pthdhe royalty will still be only 17.25%, which is
below the currenbnshorerate of 20%. This new royalty rate should be a strong stimulus to
develop small fields. What is important is that the new system now automatically adjust to the
level of produdbn per PML and will therefore automatically stimulate small field development.

The new scale will result in a slightly higher level of royalties for onshore and shallow water
PSCs and for marginal field operations. With respect to the marginal fietdtams, this will

be compensated by generous production allowances, resulting in an overall government take that
will be much less than today.

All producers that produce from a PML with a small field will benefit from this lower, raie

just the maginal field operators Since the royalty is per PML, a small Nigerian owned company
could produce 50,000 barrels per day from 10 PMLs with 5,000 barrels per day each and still only
pay a royalty of 9.5%, which is much less than the typical royaltyavaghe United States for

such levels of production. This is therefore an enormous stimulous for such small companies and
a strong stimulus to develop new small fields.
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At the same time if a largeew field would be discoverednd producedn the pocess, for
instance, producing 20,000 barrels per day Nigeria would benefit from an average royalty of
21.13%. However, if production declines over the life of the field to 2,000 barrels per day the
royalty would be gradually adjusted downward to a l®fe8%. This is important, because this

will stimulate the maximum economic recovery from the reservoirs.

Chart 24 Average Royalty Rate for oil onsho
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It should be noted that the 20% royalty éxisting fieldswill not change. Therefore, there will
be no royalty revenue loss for Nigeriarfr@xisting production.

A similar sliding scale royalty is applied to gas and condensates. However, as was explained in
section 2.2 of this report, the sliding scale is only two steps, with a top rate of 12.5% in order to
encourage the development afsgfor domestic consumption.

The IAT proposes to encourage the development of gas for domestic consumption by
establishing a low royalty for condensates.The most attractive gas fields to develop for
domestic consumption are fields with a high condengayield. The value of condensates is
often more than the value of natural gas from such fields and therefore an attractive royalty
regime for condensates creates a major stimulus for developing gas for the domestic market.
This is a very important concgtual change from the current system.

The proposed sliding scales for natural gas per PML are as follows:
9 for onshore areas, 5% of the production up to and including 100 million cubic feet per
day, 12.5% of the production over 100 million cubic festgay;
9 for shallow water areas, 5% of the production up to and inclu@d@gmillion cubic
feet per day, 12.5% of the production 0280 million cubic feet per day; and
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9 for deep water areas, 5% of the production up to and including 500 million eabic f
per day, 12.5% of the production over 500 million cubic feet per day.

The proposed sliding scales for condensates per PML are as follows:

9 for onshore areas, 5% of the production up to and including 2000 barrels per day,
12.5% of the production ove2000 barrels per day;

i for shallow water areas, 5% of the production up to and including 5,000 barrels per
day, 12.5% of the production over 5,000 barrels per day; and

1 for deep water areas, 5% of the production up to and including 50,000 barrels per day,
12.5% of the production over 50,000 barrels per day.

2.4.3.3. Royalties based on value

Another important royalty feature to make the fiscal system more flexible is the royalty based on
value provided for irSection 338 This royalty rate is added to the alty rate based on daily
production.

For crude oil and condensates this royalty is defined as follows:
1 0% from US $ 0 per barrel and up to and including US $ 70 per barrel;
9 over US $ 70 per barrel and up to and including US $ 100 per barrel they n@alshall
increase by 0.4% royalty percentage for every US $ 1 increase in value over US $ 70 per
barrel,
7 over US $ 100 and up to and including US $ 140 per barrel the royalty rate shall be 12%
plus 0.2% royalty percentage for every US $ 1 increasalue over US $ 100 per barrel;
7 over US $ 140 and up to and including US $ 190 per barrel the royalty rate shall be 20%
plus 0.1% royalty percentage for every US $ 1 increase in value over US $ 140 per barrel; and
1 over US $ 190 per barrel the rate slhall25%.

Following chart illustrates the royalty rates for oil and condensates.
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Chart 25 Royalty rate based on valu
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The slopes in the chart were determined in such a manner that the marginal royalty rate would
always be reasonable. In other words, an investor should always haveeative to seek the
highest possible price, despite the higher royalty. This issue was already demonstrated with the
Price Incentive Index in section 2.3.4.3 of this report.

The great advantage of a royalty based on value is that it makes thesyseatvery flexible

and results in avoiding windfall profits in case of unexpectedly high prices. This means Nigeria
will receive a fair share no matter the levelodfor gasprices. This greatly adds to the stability

and flexibility of the fiscal systa.

Windfall profits as occurred during 2008 due to high prices will be avoided. Nigeria will fully
and immediately benefit from the higher prices through this feature.

As shown inChart 17 of section 2.3.4.1 of this reposhich illustreatedhe govenment take in
relation tothe oilprice, the overall government take goes up automatically with higher prices.

2.4.4. Analysis based on actuals

Following is an analysis of the revenues associated with three PSCs and three JVs, based on th
actual tax returs for the year 2008, in order to demonstrate how the terms proposed by the IAT
wi || result in a very significant increase |
information from the actual t ax heeevanues that T
would result from these tax returns based on a recalculation of these tax returns under the
proposed terms.

It should be noted that the year 2008 was a year of high oil prices and as a consequence the
royal ties based significastha |lllustrating ¢the greakirapobrtance af this new
feature.
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First the increased revenues from the P&E@sprovided in Table 7.

Table 7
REVENUES FROM 3 PSCs BASED ON ACTUAL 2008
PSC TAX RETURNS

CURRENT TERMS
Current Total Government Income

Royalties $143,319,445
Profit Oil $1,299,073,128
PPT $4,413,516,829
CIT $0
Total $5,855,909,401

TERMS PROPOSED BY IAT
Total Government Income

Royalties $4,769,543,854
Profit Oil $1,325,459,165
NHT $1,739,577,961
CIT $1,476,444,588
Total $9,311,025,568

As can be seen from tladove analysiapplication of the IAT proposed terrfr these three tax
returns woull haveincreased the government revenues Btaggering $ 3.45 billion more during
the single year 2008.

Table 8are the increased revenues from the.JVs
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Table 8
REVENUES FROM 3 JVs BASED ON ACTUAL

JV TAX RETURNS

CURRENT TERMS
Total Government Income

Royalties $3,247,110,666
PPT $6,132,014,561
CIT $0
Total $9,379,125,227

TERMS PROPOSED BY IAT
Total Government Income

Royalties $4,959,029,795
NHT $3,341,933,030
CIT $1,743,177,916
Total $10,044,140,741

In this case, the increase would have been $ 0.65 billion, primarily due to the increase
royalties based on value.

2.4.5. Conclusion

The new fiscal framework is a flexible framework based on the international experience of
levying royalties, a corporate income tax and a resource tax. Such a system permits the
creation of flexible royaltieswhich automatically adjust to the level of production and price.

The NHT, the Aresource taxo, permits Nige
flexible system, while creating a simpler administration. The resource tax also stimulates
small field development. Under high price conditions windfall profits are avoidedand
significant additional government revenues will be earned

Due to its inherent flexibility, the IAT expect this fiscal system to be stable. Small
occasional adjustmentswillk ep t hi s system fiup to dateo,
investments in Nigeria. In other words, Nigeria would establish a similar fiscal framework
as many other countries have done, such as the United States, Canada and Norway.
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2.5. Obijective: Solve the Niger Delta crisis

The objective is to establish direct dividendgpaymentsto the communities in
the Niger Delta that aredirectly impacted by the petroleum developments in
order to create a more positive relationship between the petroleurmdustry

and the local population.

2.5.1. Problems

The Niger Delta crisis is resulting in conditions where the petroleum industry cannot really reach
its full potential. This is detrimental to Nigeria and the Niger Delta.

The Government has rather signifitalevelopment programs in the Niger Delta. However, the
local population does not feel part of these programs and the benefit of these programs does not
always reach the communities that are impactdéanwhile these communities are living under
abjectpoverty with failing basic social amenities such as water, electricity, health services and
basic education.

Several oil companies have eatablished extensive social responsibility programs involving
employment, training and business opportunities for ldoal population. However, these
programs reach only a small fraction of the total population.

2.5.2. Solutions

Based on the original ideas of the Presidential Adwes on Petroleum Matters, the IAT
proposes in the Government Memorandum one of the most subasitive and innovative
concepts in the world to deal with the above crisis in support of the Amnesty Program,
through:
1 The creation of a significant direct dividend program, whereby as much as US $
600 million of dividends is paidannually to impacted canmunities in the Niger
Delta,
1 The dividends will be based on the impact value of the assets which impact on the
communities in the onshore and offshore,
1 Precise dividend amounts are established for each asset, such as a well, PPL
acreage , gas processingants, etc.,
1 The dividends are payable directly from the operators to community cooperatives
without further State or Federal involvement, and
1 Communities can use these funds as the community cooperatives decide,
including direct distribution to all members.
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The additional costs of payment of dividends to impacted communities will have a
significant impact on the cash flows of the petroleum companies. Therefore, a small general
production allowance is proposed to compensate for these additional costs.

2.5.3. Discussion
Following is a discussion and explanation of the proposed dividend plan for impacted

communities as contained 8ection 314of the Redraft.

2.5.3.1. Impacted Communities

The main criterion of whether a community is impacted or not will be basélde environmental

and social impact studies required under the proposed Redraft Radeyll. Therefore, any
community for which environmental and social impact studies pursuafatb VIl of the
proposed Redraft clearly and unambiguously idengfyosis and direct environmental impact(s)
shall be considered an fAi mpacted communityo.
operations.

However, at the same time objective minimum impact criteria are being established in order to
createcertainty of dividend receipts for communities which are close to the operations. The

objective minimum impact criteria for impacted communities are different for onshore and

offshore operations.

For onshore operations the minimum criteria are that didslenll be distributed
fwith respect to any well and facility, an equal share to all communities of which the
centre is located within a radius of ten (10) kilometer from such well or facility,
fwith respect to any gathering lines or pipelines, an equak gbaall communities of
which the centre is located within a corriddhe corridor is 2, 5 or 10 km wide depending
on the diameter of the gathering line or pipeline, and
fwith respect to a parcel of acreage of petroleum prospecting licences and petroleu
mining leases, an equal share to all communities of which the centre is located within a
radius of ten (10) kilometer from the midpoint of such parcel,

The centre of a community is the traditional centre.

For offshore operations the minimum criteriae ahat dividends will be distributeth equal
amounts to all communities located within the relevant coastal State which is closest to the
petroleum operations, determined as follows:

1 with respect to any well and facility, the proximity of such wells aauilifies to the
salt water shoreline of the coastal State,
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1 with respect to any gathering lines or pipelines, the lines shall be divided in parts that
are closest to the salt water shoreline of the various coastal States, and

1 with respect to parcels of peleum prospecting licences or petroleum mining leases,
the proximity of the midpoint of the parcel to the salt water shoreline of the coastal State,

2.5.3.2. Amount of the dividends

The amount of the dividends will be based on the impact values of the iasgetsonshore and
shallow water to 200 meter water depifhe initial impact values will be established in the Act,
but these values will be occasionally reviewéaking into consideration:
(i) the replacement value of the assets,
(i) typical levels @ pollution caused by the assets,
(iii) typical levelsof interference caused by the assets or related to the acreage,
(iv) the strategic value of the assets to Nigerians in terms of establishing a secure
supply of petroleum products for markets in Nigerof natural gas for power
generation and for industrial use and of crude oil and condensates for refining
operations.

The initial impact values are proposed to be the following:
1 US $ 20 per hectare for a parcel included in a petroleum prospectingglicen
1 US $ 400 per hectare for a parcel included in a petroleum mining lease,
T US $ 20,000 for each producing onshore well, including wells that are injecting, but
excluding wells which have been suspended or are abandoned,
1 US $ 100,000 for each producingsifore well, including wells that are injecting, but
excluding wells which have been suspended or are abandoned,
1 US $ 4 per meter of each flowing gathering line or flowing small diameter pipeline for
petroleum or petroleum products up to and includingaendier of 15 cm (6 inch),
1 US $ 10 per meter of each flowing pipeline over 15 cm (6 inch) diameter up to and
including a diameter of 30 cm (12 inch),
1 US $ 40 per meter for each flowing pipeline for petroleum and petroleum products
over 30 centimeter (12 ihg diameter,
1 US $ 1 per square meter area occupied by any tank farm, loading facility, staging area,
ware house or similar facilities,
1 US $ 10 per barrel equivalent total facility name plate capacity, based on 6000 cubic
feet of gas per barrel of oil, fevery:
(i) operating onshore and offshore field production facilities, FPSO, or other upstream
facilities that handle or process petroleum, and
(ii) operating refineries or other midstream facilities that handle crude oil or condensates,
1 US $ 1 per Mcf ame plate capacity for every operating gas conditioning plant, gas
processing plant, natural liquids extraction plant, LNG plant, GTL plant or other
midstream facilities that handle natural gas, and
1 US $ 10 per barrel based on the reasonable maximugnldading capacity in barrels
for operating onshore export terminals or offshore export terminals loading buoys.
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These amounts will be adjusted with the adjustment fact&@aeation 331.

A preliminary estimate of the total amounts of dividersd$ 630million per year, determineds
follows:

Table 9
HOST COMMUNITY TOTAL DIVIDEND DISTRIBUTION PI

(% million per year)

Units Amount  Rate Total
PPL Acreage Onshore sq km 45000 2000 90
PML Acreage Onshore sq km 2500 40000 100
PPL Acreage Offshore sq km 36000 2000 72
PML Acreage Offshore sq km 1900 40000 76
Onshore wells wells 2300 20000 46
Offshore wells wells 400 100000 40
Gathering Lines km 7000 4000 28
Small pipelines km 4300 10000 43
Large pipelines km 900 40000 36
tank farms sq km 50 1000000 50
flow stations and plants b/d 2500000 10 25
gas plants Mcf/day 4000000 1 4
terminals b/d 2000000 10 20
TOTAL 630

2.5.3.3. Community Cooperatives

Payments of dividendwill be made directly by the petroleum companies eaal only be made
to the bank account of the community cooperatives established for this purpose by the local
communities pursuant to applicable regulations under the Act.

It is proposed that such regulations set out among other issues:
1 the membership of the community cooperatives, which shall include as a minimum all
Nigerian citizens of 18 years and older r@sjdin such communities subject to such residency
requirements as may be provided for,
1 the election and responsibilities of the boards and appointment of the treasurer of the
community cooperatives,
9 auditing and control procedures of dividends received daswibuted by the community
cooperatives, and
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1 the possibility for community cooperatives to create jointly regional cooperatives to which a
percentage of the dividends can be transferred for joint planning and implementation of
community projects.

The IAT proposes that the manner in which distribution of dividends shall be used or distributed
shall be decided by the boards of the community cooperatives or regional cooperatives, based on
the following options:
(a) the dividends may be distributed equatyall members; or
(b) the dividends may be distributed in part equally to all members and for remainder it
may be used for:
() investments in shares or financial securities,
(i) creation of community corporations for purposes determined by the board, o
(iif) such other activities that benefit the members of the community cooperatives or
regional cooperatives.

It is proposed that the dividends should not replace current regular funding from Federal, State or
other sources. Also the dividend paymentl mot replace programs that are ongoing and are
being implemened by current operators with respect to employment, training and other social
programs.

2.5.3.4. Acts of vandalism

The main purpose of the dividends from a national point of view is to securefyleg@erations

in the Niger Delta. Therefore, iii any year an act of vandalism, sabotage or other civil unrest
occurs that causes damage to wells or facilities allocated to a local community, such impacted
community will forfeit the community dividersdfor such year Also if any gathering lines or
pipelines are inoperative due to acts of vandalism, sabotage or civil unrest, any communities
along the gathering line or pipeline shall forfeit their respective community dividends with respect
to such gdtering line or pipeline duringuchyear.

2.5.3.5. Impact on investors

With respect to pipelines, terminals and gas processing plants, the dividend payments to impacted
communities will be included in the tariffs. Therefore, investors in such facilitiesatilbe
impacted by the dividend payments.

However, producers will be impacted in two ways:

1 The higher pipeline and gas processing tariffs will result in a lower net back value for
oil and gas, and
1 The upstream assets and acreage holdings will ressiinificant dividend payments.

In order to compensate for such extra outlays on the part of producers, a special general
production allowance applicable to onshore and shallow water is inclu@&sttion 353 (9).
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Furthermore, the dividend paymemdsimpacted communities will be deductible for Companies
Income Tax and Nigerian Hydrocarbon Tax and will be recoverable in onshore and shallow water
PSCs as cost ail.

2.5.4. Conclusion

The proposal by the Presidential Advisor and the IAT to pay dividends toimpacted
communities is the most extensive and comprehensive program ever designed ie World
on this scale. The IAT hopes that the adoption of this program will create a sence of joint
interest among the impacted communities and the petroleum comparsieand that this in
turn will contribute to the peaceful and sustainabledevelopment of the Niger Delta

2.6. Obijective: Create a viable National Oil Company with effective
joint ventures

The objective is to create a seffinancing and seltgoverning National Oil Company, which
based on its own cash flow and resources can effectively contribute to a faster and more
effective development of the petroleum industry of Nigeria and maintain a significant
Nigerian owned presence in the industry.

2.6.1. Problems

Currently, the NNPC combines the role of policy maker, regulator, tax collector and commercial
entity. NNPC operates very much as a government department and is dependend on Governmen
for its financial resources. The lack of commercial focus leads to iesffioperations and
corruption.

A major problem is that the cash flow earned as working interest owner in the joint operating
agreements needs to return under the Constitution to the Federation Account, rather than having
this cash flow available for fimvestment in the further development of oil and gas fields as
would be the normal situation with most national oil companies in other countries in the world.

The budget of NNPC for new exploration and development of oil and gas has to go through the
normal Government approval process as if NNP@ government department. This makes it
very difficult to plan and implement the exploration for and development of new oil and gas
fields, since NNPC cannot plan and implement as any petroleum companydeould

In order to solve some of these problems NNPC has entered wtalled modified carried
interest agreements, which in turn are disadvantageous to NNPC and the nation.

The lack of commercial focus makes it difficult for NNPC to systematically aaggtessively
invest in new gas infrastructure. It also makes it difficult to run the refineries under a regime
whereby product prices are not deregulated.
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2.6.2. Solutions

The IAT proposes to follow the strong international trend as was also implemeead in
countries such as Algeria, Indonesia, Brazil and Colombia, to separate clearly the various
functions:

1 regulation should be done by the Regulatory Institutions,

1 taxes should be collected by the FIR&nd

1 NNPC Ltd should focus on becoming an efficientommercial entity similar to

private corporations.

The IAT proposes in the Government Memorandum that:
1 NNPC Ltd should be incorporated under the Companies and Allied Matters Act,
1 NNPC Ltd will operate under the same terms and conditions as any other
petroleum company in Nigeria and will pay all royalties and taxes, including taxes
on its profit oil from PSCs,
1 The full or partial privatization through the sale of shares on the Nigerian stock
exchange will be preapproved, and
1 NNPC Ltd will have a professbnal Board.

The IAT proposes furthermore that:
1 the current joint operating agreements will be converted into incorporated joint
venture companies (IJVs) in order to ensure that the cash flow generated from
petroleum production is with priority re -invested in exploration and development of
oil and gas production and improved opportunities are created for the financing of
the operations in order to ensure strong value creation,
1 The 13Vs will not be subject to the provisions of the Fiscal Responsibility Acnd
the Public Procurement Act in order to ensure that these companies can operate
like any other private company with Boards that will make decisions on the basis of
best international practice,
1 The 1JVs will be subject to all taxes and royalties andhterefore there will be no
loss in government revenues, and
1 The shareholders of the 1JVs will have access to oil and gas in proportion to the
shareholding interests in orderfor NNPC to be able to play an effective role in the
midstream and downstream oper#éions.
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2.6.3. Discussion

2.6.3.1. Incorporation under CAMA

An i mportant step in making NNPC a fAnor mal
Companies and Allied Matters Act.

Section 78(1)provides for the fact that the Nigerian National Petroleum CompanyLimited,
shall be a limited liability company established under the Companies and Allied Matters
Act (ACAMAOG) and s hal NigeraeNatiohatPetsolewncCergoataom. o f t

By incorporatingt under CAMA the NNPC Ltd will have to adhereat provisions of this Act
as any other company in Nigeria. This Act also sets out the overall framework of the organization
and responsibilities of NNPC Ltd.

A very important impact of this incorporation is that the revenues from the working
interests n the joint operating agreements will no longer have to go to the Federation
Account. Only the dividends paid by NNPC Ltd will go to the Federation Account. This
will therefore instantly improve the financial position of NNPC Ltd. It will make the Board
of NNPC responsible for the management of cash flow as in any othemapany.

2.6.3.2. Royalty and Tax regime applicable to NNPC Ltd.

It is important to emphasize that the IAT proposal creates a NNPC Ltd that will be subject to the
same royalties and taxes as atlyer petroleum company in Nigeria. The incorporation of NNPC
Ltd will therefore not result in any loss of royalty and tax revenues to Nigeria.

In fact, FIRS will now become directly responsible for collecting taxes on all taxable income of
NNPC Ltd anl its subsidiaries. This means that there is now a direct role for FIRS with respect to
the taxation of NNPC. The current role of
agreement will be terminated under the new fiscal regime as describedsaation 2.4 of this
report.

As discussed earlier, NNPC Ltd will create a special subsidiary as required under Section 343(3)
for the payment of Companies Income Tax and Nigerian Hydrocarbon Tax on profit oil and profit
gas received as a result of gr@duction sharing agreemenighere NNPC Ltd is the lessee

NNPC Ltd will also be able to benefit from the special favourable Companies Income tax
provisions for investment in midstream projecsch as refineries, pipelines, LNG plants, gas
procesing plants, etc.
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2.6.3.3. Pre-approval of privatization of NNPC Ltd.

A remarkable provisions in the Redraft is Section 78(6). This section provides for the fact

that the Government may at any time after two years from the date of incorporation of the
National Oil Company, decide to divest itself of any amount of shares in the National Oil
Company.

This is in fact a pr@pproval of the full or partial privatization of NNPC Ltd.

The experience of companies such as Petrobras and Statoil is that theseemmpsreached
their full potential once they were partially privatizand literally had to operate as any other
private petroleum company.

The fact that this avenue is open under the proposed Redraft for NNPC Ltd provides a strong
framework for thefuture of NNPC Ltd. An initial phase of corporatization which makes NNPC
Ltd more efficient and more commercial can be followed up by a further phase whereby NNPC
Ltd gaines the benefit from being partially privatized.

It should be noted that thei® also no limitation for the creation of subsidiaries and other legal
entities of the National Oil Company may be jointly owned by the National Oil Company and
other parties as provided for und&ection 78(5)

2.6.3.4. Board of NNPC Ltd.

In order to achievéhe objectives of operating in an efficient manner, NNPC must have a Board
that can operate independently. In this respect Section 83 stipulates that the members of the
Board of the National Oil Company shall be guaranteed the authority and resouidéstheir

duties in a professional and objective manner without interference.

Section 84tipulates that thBoard shall consist of a Chairman who shall be the Minister, and the
following other members:
1 Minister of Finance or his representative,
1 Managing Director of NNPC Limited, and
1 three persons to be appointed by the President, being persons who by reason of their ability,
experience or specialised knowledge of the oil industry or of business or professional
attainment are capable of making usefuhtributions to the work of the company.

The good governance of the Board is provided for in Section 86 which provides that Board
members shall discharge their responsibilities in accordance with the best standards, practices anc
principles of corporatgovernance and their actions shall be transparent and fully explained to
affected stakeholders and where necessary, to the general public.
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Furthermore, Section 87(e) stipulates that the Board shall make decisions which shall be guided
by commercial ath technical considerations that represent best practice in the petroleum industry.

Section 88 requires independent audits.

In general, therefore, the requirements of the Board of NNPGdhere to all international
principles that are required toseme the best possible guidance of thegany

2.6.3.5. Creation of Incorporated Joint Venture Companies (1JVs).

Currently, the Joint Ventures in the onshore and shallow water areas to which NNPC is a party
are unincorporated joint ventures or also callethf operating agreements. In these type of joint
ventures the parties remain independent oil companies, but they share one or more projects on ¢
working interest percentage basis.

The IAT proposes in Section 160to convert the current joint operating agreements itio
incorporated joint venture companies (Al JVso

These 1JVs would also be incorporated unde]
companieswith responsibilities and obligations as all companies in Nigeria.

Section 160(2)(d) provide®r the fact that each incorporated joint venture company shall be
owned by the parties to the existing joint operating agreenrept®portion to their participating
interests at the time of the incorporation. In other words if NNPC holds 60% ofrteatgoint

The transfer of all assets, interests and liabilities shall be completed within thirty (30) months
from the commencement of the Act and the 1JVs will be fully operational from that point in time.
Until the IJVs are fully operational the cant joint operating agreements will continue to
function normally, with the current operators in charge. The objective is to ensure a smooth
transfer of the operations to the IJVs so there are no obstacles or delays in production and
investments.

The ceation of the 1JVs permit such 1JVs to dedicate the entire cash flow of the company to
further exploration and development of oil and gas fields or to distribute the profits as dividends
back to the shareholders, based on decisions by the Board frono tiime. This will guarantee

that as long as new investment opportunities meet the criteria of the shareholders, further oil and
gas will be developed and produced.

Of course, NNPC Ltd will hold the majority of the shares and therefore will havgoaitshaf

Board members. However, this does not mean that NNPC Ltd can overrule minority
shareholdersand dictate the developmentsSection 160(2)(a)rovides that a shareholders
agreement will be negotiated in the first 15 months following the commesrteof the Act. Itis
intended that this shareholders agreement will adequately protecttéhests of theminority
shareholders.
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The creation of the 1JVs will also permit the new companies to borrow as a company the capital
that may be required topally expandts operations. Since the 1JVs have direct ownership of the
rights to the production of the reserves contained in the PMLs owned by the 1JV, the 1JVs will
have strong assets to borrow against. The net cash flow from the production edicated as
security for any borrowings, based on decisions by the Bo&ection 168(3)specifically
permits the Board to engage in any borrowings approved [Bahel.

IJVs are therefore efficient corporate structures to rapidly expand exploratiopraduction in

the existing and new licences and leases. It should be noted that any new investments in oil and
gas development will be done on the basis of the more attractive fiscal terms as discussed already
in section 2.1 of this report.

The new JV s will be operator of the licences and leases they ¢¥awever, in order to ensure

a smooth transition it is anticipated that the personnel of the current operators will be transferred
to the 1JVs in order to continue the operations normally adbledtad under the shareholders
agreements.

2.6.3.6. Fiscal Responsibility Act and Public Procurement Act

Pursuant toSection 160(2)(ethe IJVs will not be subject to the provisions of the Fiscal
Responsibility Act and the Public Procurement Act in order tarenthat these companies can
operate like any other private company with Boards that will make decisions on the basis of best
internation practice

2.6.3.7. Royalties and Taxes

The conversion from joint operating agreements to 1JVs will not result in any charmealties
and taxes. The 1JVs will continue to pay the royalties as proposed in the Redraft as well as the
Companies Income Tax and Nigerian Hydrocarbondsgrovided for undeBection 163

There will therefore not be any loss of revenues to theefaoent as a result of these 1JVs.

2.6.3.8. Access to Oil and Gas

Sectiom 165 stipulates that eacthareholdeto an incorporated joint venture company shall have
the option to purchase from the incorporated joint venture company:
(a) at the prices establistien Section 334f the Redraft, a percentage of the crude oil,
natural gas and condensates produced equal to its shareholding interest in the
incorporated joint venture company; and
(b) a percentage of the petroleum products, at prices establisheeé whaneholders
agreement equal to its shareholding interest in the incorporated joint venture company.
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This means that NNPC can obtain the respective amounts of crude oil and condensates it
needs to supply its Nigerian refineries. Also NNPC can defhesrespective gas to the
domestic market for power generation or for sugplgther strategic sectors.

2.6.4. Conclusion

The changes proposed by the IAT for the restructuring of NNPC and its joint operating
agreements will lead to a more efficient companyith a significantly enhanced ability to
strongly promote the further expansion of the oil and gas production. It will also enable
NNPC Ltd to tackle the significant improvements required in the refining sector and to
contribute to a rapid expansion of ga deliveries to the domestic market.

2.7. Obijective: Derequlate petroleum product prices

The objective is to fully deregulate petroleum product prices in order to create strong
competition resulting in the lowest possible petroleum product prices for consners and to

create an attractive environment for investment in new refining capacity and distribution
systems.

2.7.1. Problems

The current situation where refineries are operated well below their capacity and Nigeria has to
rely on the import of expensiveepoleum products while creating occasional shortages of
petroleum product supplies is not acceptable.

The government interference in the subsidization and allocation of petroleum products is also a
source of corruption.

The main solution to these pielns is the complete deregulation of the petroleum product prices.

It is difficult to upgrade refineries and make them work efficiently with petroleum product prices
which do not reflect fair market value.

2.7.2. Solutions

The IAT proposes in the GovernmeneMorandum that:
1 The petroleum products markets should be completely deregulated,
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9 The Equalization Fund should be scrapped,
1 Open access provisions will be established for bulk plants, product pipelines and
terminals to permit effective competition in thewhstream petroleum market,

9 Strong price monitoring powers will be given to the Regulatory Institutions to prevent
misuse of the free market environment, and

1 The attractive fiscal incentives currently applicable to gas processing will also be
extended tahe construction and operation of domestic refineries.

2.7.3. Discussion

2.7.3.1. Derequlation of Petroleum Product Prices

Section 262f the Redraft stipulates that in order to ensure a market related pricing and adequate
supply of petroleum products to the domestiarket, the pricing of petroleum products in the
downstream product sector is hereby deregulated, with a view to removing economic distortions
and creating fair market values for petroleum products in the Nigerian economy.

It is anticipated that the degulation will take place based on an orderly sequence of events in
such a manner that no disruptions occur in the sugppetoleum products. This sequence of
events will be dealt with in regulations as part of the implementation of the Act.

However the end goal will be a true free market for petroleum productsrder for a free

market to work properly there will have to be adequate access to product pipelines, terminals and
depots.

2.7.3.2. Equalization Fund will be scrapped

Once the market is fullgeregulated and is operating properly, there will no lobger need for
the Equalization Fund.

It is therefore thatSection 105(3)states that where the Government decides that petroleum
product markets have been effectively deregulated, the Misisédl take the required actions to
ensure that the Equalization Fund shall cease to exist and any assets shall be transferred to th
Federal Government to be controlled and managed by the Directorate and at such time Part Il
Act shall then stand repeal.

In other words no new legislation is requiredterminate the Equalization Fund. It is already
contemplated in the Redraft.

2.7.3.3. Open access provisions

The Redraft proposed by the IAT contains a number of important provisions that will guarantee
openaccess with regard to the distribution and marketing of petroleum products.
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Currently, the most important product pipeline system is owned by the Pipeline and Products
Mar keting Company (APPMCO) . | nsheB becunbindted 2 6 £
in order to permit the creation of a limited liability company dealing with product pipeline
transportation and bulk terminals and depots, to be known as the National Transport Logistics
Company (ANTLCO), whol | yNTo@wilebd anlmpen dcdess fadllityg e r i

Section 267 establishes that NTCL shall not engage, directly or indirectly, in any other
operational activity in the downstream petroleum sector, with the exception of bulk
transportation. Transportation in the NTCL netkshall be based on pipeline transport tariffs
to be determined pursuant$ection 275.

Section 268(1)(aguarantees that companies with commercial licences for petroleum product
marketing or for refining shall have access to the regulated petroleagnagb pipelines system
and regulated jetties and loading facilities and storage depots.

The open access conditions shall be based on regulatmhbe based on commercially viable
terms as determined by the Petroleum Product Regulatghority ( fi Awtr i. t y 0)

Section 274 determines that any company with a commercial licence for petroleum product
marketing or a bulk consumer of petroleum products will have the right to construct and operate
independent petroleum product pipelines and independeatsdfep its usage. Such independent
pipelines and depots will not be subject to regulation. However, if there is uncommitted capacity
in such systems there would be rights of access by compaitlescammercial licences for
petroleum product marketirgesed on regulations.

Section 27%rovides for the regulatory institution to set tariffs for product pipelines, bulk storage
of petroleum products and terminals, jetties and loading facilities.

In total the provisions in the Redraft add up to a complet® @uacess regime. Therefore, there
will be no restrictions to companies involved in product marketing to engage in intense
competition.

2.7.3.4. Price monitoring

It is very important to establish effective price monitoring in conjunction with the dereguddtio
petroleum product prices. There is scope for oligopolistic practices ancbanietitive behavior

of companies in a deregulated environment. This would undermine the goal of deregulation,
which is to ensure that consumers enjoy the full benefitiseofowest possible petroleum product
prices.

It is therefore thain Section 278he IAT proposestrong price monitoring provisions for the
Authority with respect to petroleum product prices with full rights of inspection in all facilities.
Where theAuthority would determine that antompetitive practices occur the Authority can take
such measures as prescribed by regulations, including:
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1 Establishing ceiling prices

1 Prohibiting certain practices

1 Determining methodologies for establishing fair makkatie for certain products in certain
areas of Nigeria or all of Nigeria.

In carrying out the required functions the Authority will have ample powers of inspection and to
call witnesses, as provided $ectiors 279 and 280

Section 281 and 282stablishthe type of offences and related penalties that would apply.
Penalties include the discontinuation by the corgpdrthe supply of petroleum products.

2.7.3.5. Attractive fiscal terms for refining

In order to encourage large scale investment in refiningXMetoposes in Section 332 to extend

the benefits that apply to midstream gas operations under the Companies Income Tax also to
midstream petroleum operations including refining. This will make tax holidays and accelerated
write offs available for investamts in refineries.

2.7.4. Conclusion

The IAT proposes in the Redraft a comprehensive framework for the deregulation of
petroleum product prices and for providing incentives to invest in refineries and other
midstream infrastructure related to petroleum product prices. Full open access to all
pipelines, depots, terminals and jetties will guarantee that there is no impediment to
competition. Strong consumer protection provisions are included toprevent certain
companiesfrom engagdng in anti-competitive practices.

2.8. Obijective: Create efficient requlatory powers with a strong
midstream entity

The objective is to establish a clear and transparent regulatory framework,
with shorter approval cycles and a clearer focus, with a strong midstream
regulator in order to support the rapid development of gas infrastructure and
new refining capacity.

2.8.1. Problems
The fact that Nigeria is currently in a disastrous situation with respect to gas deliveries to power

plants and refining performance is in part the resultthef absence of a clear regulatory
framework. Currently, the investment in new projects requirdsoacand discretionary decisions
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with significant political interference, corruption, endless bickering and long approval cycles with
poorly defined requireents and lack of coordination among agencies of Government.

The per capita electricity consumption in Nigeria is only 136 kWh per year. As is illustrated in
Chart 25 below, this is a ludicrous low level compared to other African and Latin American
countries. This failure is even more striking if it is realized that Nigeria has abundant low cost
natural gas resources (of which significant volumes are still being flared).

Chart 25 kWh per capita (200¢
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The lack of dequateelectricy creates povertyn a large scala Nigeria and is one of the main
causes of thiack of economic performace of the Nigerian economy compared to other nations.

Mr. President has targeted this issue as front and central to the future of Nigeria. In
section 2.2 of this Report, it was already disceed how the IAT proposes to strongly
support this initiative with a comprehensive strategy to make gas available for domestic
consumption in the power sector and other strategic sectors.

However, another very important reason for the complete failure othe domestic energy
sector in Nigeria has been the ineffectual petroleum regulatory framework.Currently, no
regulatory entity has a clear comprehensive responsibility to connect the low cost gas
resources to the power sectorAt this level, it will take decades for Nigeria to catch up with
countries such as Brazil and South Africa, because nothingasdone during the last decades
by the existing regulatory entities to create an effective and efficient domestic energy sector.
Normally, in other countries this is considered one of the main functions of the regulatory
entities.
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The main problem of the current regulatory framework is the complete lack of focus on national
economic development.

The focus of the Department of Petroleum Resources istggbiical issues. They are a
department dealing with technical issues in upstream, midstream and downstream. Because of the
focus on technical issues, they do not have the means araffability to play a role in
commercial and economic issues, lain@ contributing to an efficient and effectice national
economic framework. The Department of Petroleum Resourceslearly not responsible for
definingand implementinga comprehensive national strategy to connect the gas resources to the
power plants.

NAPIMS is dealing with some of the commercial issues and economic issues in the upstream.
Ther main function is cost control, benchmarking and forecastiflgey have no responsibility

for defining and implementing a comprehensive national strategynnect the gas resources to

the power plants.

PPPRA is responsible for the commercial and economic issues in the midstream and downstream
sector. However, they lack the technical backgroand capacityto review comprehensive
project development or urdstanding of integrated midstream and downstream projects. They
have no responsibility for defining and implementing a comprehensive national strategy to
connect gas resources to the power plantsother domestic industries

In short, there is no regilatory entity which is responsible for defining and implementing a
comprehensive national strategy to connect gas resources to the power plaatsd other
domestic industries

As a result of this vacuum, ahodb&ss. Althdlighsthise r  F
plan provides a comprehensive view of how in principle a system of gas pipelines and gas
processing plantsocild be developed, it is not embedded in a regulatory entity. Therefore, the
plan lacks the detail angrecise definition tht would be required for implementation. As a
result, sofar this plan is indeedly a plan. It has sofar not been implemented in any significant
manner during the last three years.

As discussed in section 2.2, the Redraft is therefore proposirayeadatailed definition of the
domestic gas supply obligation.

Nevertheless, without a regulatory entity that can define and implement a comprehensive
strategy that will connect the gas resources to the power plantsnd other gas based
industries, based on large scaleprivate investments Nigeria will likely have difficulty
catching up with other nationsfor a long time.
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2.8.2. Solutions

Project decisions should be through a fione s
commercial aspects of a projectan be reviewed by a single Regulatory Institution on the
basis of a clear and efficient process and a short period for decision making.

It is proposed to adopt the concept of corporate structures in order to be able to attract the
best possible professnals.

The IAT proposesin the Government Memorandum to create:

1 A National Petroleum Directorate in order to act as secretariat to the Minister and
coordinate the activities of the Regulatory Institutions and other entities.

1 A Nigerian Petroleum Inspectaate in charge of all technical and commercial aspects
of upstream operations,

1 A National Midstream Regulatory Agency in charge of all technical and commercial
aspects of midstream operationand be responsible for the connection of the large
low gas resouces to the power plants and other industriesand

1 A Petroleum Products Regulatory Authority in charge of all technical and commercial
aspects of downstream operations.

The IAT proposes a strong midstream regulator based on the favourable experiences of
Algeria, the United States and Canada in establishing an extensive nation wide network of
gas pipelines and gas processing plants to serve a rapid expansion of the domestic gas
demand for power generation and other industrial sectors.

It is likely that for the next decade Nigeria will have still sufficient gas for exports as well.
Algeria and Canada are among the most successful gas exporters in the woalid therefore
adopting a regulatory framework similar to these nations will also assist in the geration of
additional revenues by Nigeria from exports of gas and the production of the related
condensates.

2.8.3. Discussion

2.8.3.1. One stop sho@nd corporate organization

The broad concept of the IAT proposals is to createadimgment of the regulatory ingitions in
such a manner that for each of the petrol eu
means that it is proposed to combine all technical and commercial aspects of regulation in three
entitiesunder the general coordination of the Diczate

TA Nigerian Petroleum Inspectorate (Al nspe:q

commercial aspects of upstream operations,
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TA National Mi dstream Regul atory Agency
commercial aspects of midstream operati@ng be responsible for the connection of the
large low gas resources to the power plants and other industries, and

TA Petroleum Products Regul atory Authority
commercial aspects of downstream operations.

(f

The folowing chart illustrates the old institution framework compared to the new institutional
framework
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The following chart illustrates #realignment.
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This means, for instance, that in order to approve a development plan for an oil etdyasrfly
a single submission is required to the Inspectorate. The Inspectorate will review all technical and
commercial aspects of the plan and give a single approval for the developments.

For instance, in order to approve a gas transmission pipealimg,a single submission has to be
made to the Agency. The Agency will review all technical and commercial aspects of the plan
and give a single approval for the pipeline.

The same is true for an approval for a local gas distribution network, whicteguire only a
single submission and approval by the Authority.

Thi s means, for an upstream project, i nv
requirement®f technical and commercial aspects of a project.

It does not make sense to ap@ow gas pipeline without having considered all technical and
commercial aspects of the project. A decision on the diameter of a gas pipeline cannot be made
without understanding the market it is supposed to serve and without comprehending the potential
for use by other producers or consumers of the line.

Apart from the technical and commercial aspects it is important to integrate in the single approval
decision, the environmental consequences as well as local content requirements.

In order to stimulatehe more rapid development of the petroleum industry in Nigeria it is
important to reduce the time required for regulatory decision making and approval.

This overall approach is well in line with international practices as will be demonstrated below in
the next subsections of this report

2.8.3.2. Corporate organization

What is of fundamental importance is that the Directorate and the three Regulatory Institutions,
as well as the other entities created in Part Il, will have a corporate structure, rathegitiza

typical government departments. This is being done to streamline decisions, but in particular to
enable these corporations to attract professionals of the highest standards without being restrictec
by governmentsalary scalesand bureaucracy Unless Nigeria is able to attract the best
professionals in the management of the petroleum industry, Nigeria will never fully benefit from
its petroleunresources

2833. The Nati onal Petrol eum Directorate

The Directorate is the secretariattloé Minister and coordinates the activities of the Institutions.

It is proposed toalso organize the Directorate as a corporation. However, this corporate
organization does not mean that the Directorate has independent decision making powers relative
to the Minister. It is therefore clarified in Sections 12(3) and 13(b) of the Redraft that the
Management Committee of the Directorate serves to implement the decisions of the Minister.
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An important issue in the Redraft is in Section 13(x) which st&@sthe Directorate has the
custody on behalf of the Minister of petroleum vested in the Federal Government. This is an
important implementation of the Constitution. This centralizes the management of the petroleum
resources under the Minister.

The Bill provides for the fact that the Directorate, the Inspectorate, the Agency, the Centre and
the Frontier Service are paid from a fees to be contributed by the petroleum industry equal to up
to 2% of the value of fiscalized crude.

A modified to a US $ 0.5per barrel levy. This levy can now be credited against the

royalties. The amounts are capped at US $ 200 million per year.
A Itis clarified that all funding must be appropriated by the National Assembly.

2.8.3.4. Nigerian Petroleum Inspectoratée il hspector at eo)

The IAT proposal for the functions of the Inspectorate are contained in Section 39 of the Redratft.
The functions are separated in technical functions described under Section 39(1) and cost and
commercial functions decribed under Section 39(2).

Some ofthe important technical functions are:
1 enforce and administer policielws and regulations relating technical
aspect®f upstream petroleum operations
1 enforce approved regulations and standards relating to operations
of the upstreanpetroleumsedor, including oil and gas evaluation and management,
upstream gas gathering, gas treatment and flares elimination
91 keep a register of appermits and PELs issued for upstream petroleum operations by
the Inspectorate and PPLs and PMLs grantgdthe Minister and any renewals,
amendments, suspensions or revocations thereof
1 ensue adherene to environmental standards that may be established by the
government; by all operators and companies involved in any activity pertaining to the
upstream petroleum oparons;
1 establish, monitor and regulate safetgneasures relating téthe management of
petroleum reserves and installations as well as exploraterelopmenand production
activities
1 undertale evaluation of national reserves and reservoir managemeistu
1 assist the relevant entity under applicable legislation gotiductingregular audits of
the operations of operators and companies engaged in all aspects relating to exploration,
production and development of crude oil and natural gas, includingsemilice
companies, in order to ensure compliance whtigerian Content requirements for
upstream petroleum operations,
1 maintain apetroleumindustrydatabank comprising all data acquired by or given to
the Inspectorate in the exercise of its statutancfions;
1 supervise and ensaiaccurate calibration and certification of equipment used for fiscal
measure$or upstream petroleum operations;
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i advise the Minister on fiscal and other issues to enhance the operations of the
petroleum sector and improve thenefits to Government from the sector;

1 issue permits and any other authorisations necessary for all technical activities

1 set standards for the design, procurement, construction, operation and maintenance of
all plants, installations and facilities thagrtain to upstream petroleum operations;

1 establish special laboratories with capabilities for data storage and testing, quality
assurance and certification for upstream petroleum operations;

1 ensure the promotion of the safe, orderly and optimal develdpafighe upstream
petroleum operations in the overall interest of the people of Njgerch

1 conduct bidding rounds for the award of petroleum prospecting licenses and petroleum
mining leases pursuant to the provisions of this Act;

Some of the importardommercial functions are:
i to approve the general commercial concept of the overall design for all field
development programmes in the upstream petroleum operations
1 to superintend and oversee the activities of all operators in the upstream petroleum
operaions in all areas pertaining to cost control and in pursuance of this, to approve
commercial aspects of work programmes and field development plans for all operators in
the upstream petroleum operations, including the National Oil Company
i to provide regudr cost information to the Directorate for the purpose of allocating
petroleum quotas to cost effective operators
1 to develop cost benchmarks for the evaluation of opportunities in the upstream
petroleum operations in a manner that takes into accourdlgagn industry specific
issues, such as field size, depths of reservoirs, location of operations, technology applied,
production methods and petroleum quality. A copy of any benchmarking report shall be
forwarded to thé&IRS,
1 compute, determine, assessl @ansure payment of royalties, rentals, fees, and other
charges for upstream petroleum operations as stipulatee icthand any regulations
made hereundeand
1 to liaise with the Federal Inland Revenue Service on cost deductions under the
relevant preisions of tle Act and any other law in force.

As can be noted, the Inspectorate will have all the technical and commercial functions and
responsibilities to interact with the Ministry of the Environment and entities responsible for
Nigerian content, inorder to give a single project approval for a new development of an oil
or gas field.

The single approval for a development plan is contain&kationl78(3)which provides for the

concept that the Inspectorate shall only approve a development pkne, tive development plan:
1 meets the technical standards that are required for the related works and where the
location of the measurement point(s) and measurement processes and equipment are
acceptable;

1 results in the maximum recovery of crude oil, natgya$ or condensates, from the
field, taking into consideration a reasonable economic framework;

1 meets adequate health, safety and environmental standards;
1 represents an optimal commercial project in terms of use of midstream transport
1 and processing fadliles or use of production facilities owned by other lessees;
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9 does not involve excessive capital or operating expenditures based on the
benchmarking analysis of the Inspectorate which would result in a reduction in
anticipated petroleum revenues that waudd be in the national interest;

1 includes an approved Nigerian content plan pursuant to Part VI of this Act;

1 includes an approved environmental management plan pursuant to section 199 of this
Act and an acceptable decommissioning and abandonment plan;

1 provides for the elimination of routine gas flaring, and

1 does not relate to upstream gas operations that are undertaken to support midstream
export gas operations where the Agency has made the determination that further export
commitments of gas from Neria are not in the national interest.

It should be noted that this single approval concept for a development plan is based on the
best international practice. The overall approach in the proposed Redraft is in this respect very
similar to the practie and powers of the Norwegian Petroleum Directorate. Norway, is generally
admired for the sound manner in which the upstream petroleum industry is being managed.

The Norwegian requirements for a development plan submission are almost identical testhe on
proposed irSection 178(3). To illustrate this, a quote provided from the Norwegian petroleum
activities regulation, which was last amended in 2006. The quote is from Section 21 of this
regulations which described the content of the developmant pl

Section 21

Description of the development in the plan for the development and operation of a petroleum deposit

Description of the development with associated documentation shall be adapted to the extent of the development. The
Description shall given account of economic, resource related, technical, environmental and safety related aspects of t
development.

The description of the development shall to the extent necessary contain:

a) description of development strategy and development concept, @swled criteria for the choices that have been made
description of subsequent development stages, if afpstigith other fields, and if relevant-@rdination of petroleum
activities,

b) description of geological and reservoir engineering aspectspaoduction schedule,

¢) description of technical solutions, including solutions aimed at preventing and minimising environmentally harmful
emissions,

d) information of management systems, including information of the planning, organising and implementa#gon of
development,

e) information on operation and maintenance,

f) information on economic aspects,

g) information on what licenses, approvals or consents have been applied for, or that are planned to be applied for, pt
to the other applicable legislatioif,a facility is to be placed on the land territory or seabed subject to private property

rights,

h) information as to how the facilities maybe disposed of when the petroleum activities have ceased,
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i) information on facilities for transformation or utilizaticcomprised by the Act sectiof84
j) information on how the gas shall be marketed,

k) description of technical measures for emergency preparedness,

[) information on other factors of importance to the resource management,

m) other information required pursuar the safety regulations in force at any time.

The Ministry may require studies of alternative solutions.

As is very clear from thisquote of the regulations Norway has also ado
shopo approach. The Nor wegrnotgust e\Rleaterthe teehoical Di r
aspects of the development plan proposal, while another entity looks at the commercial
aspects. The Norwegian Petroleum Directorate considerl agects of the development

plan.

2.8.3.5. National Midstream Reqgulatory AgencyifAge ncy 0)

The important recommendation of the IAT is to establish a strong midstream regulatory
agency in order to ensure that the large low cost gas resources of Nigeria are connected to
the power sectorand other gas based industriesn the basis of lage scale private
investments in pipelines and gas processing plants.

The IAT proposal for the functions of tigencyare contained iSection68 of the Redraft.

Some of the important functions are:
7 to regulate and cordinate the technical and commiat activities of the midstream
petroleum operations in Nigeria in a AdiIscriminatory and transparent manner;
1 regulatingcommerciaimidstream activieswhich include:

(i) midstream crude oil operations,

(i) midstream domestic gas operations,

(i) midstream export gas operations,

(iv) establishment of methodology for determining appropriate tariff for gas
processing, gas transportation/transmission, and transportation of crude oil, bulk
storage of oil and gas for midstream petroleum operations,

(v) establishment of appropriate pricing framework for sale of gas by operators in
the midstream petroleum operatiobased on the fair market value with the
exception of the gas prices determined pursuastitteection(5) of section304
of this Act, and

(vi) settingcost benchmarfor midstream petroleum operations;

1 issueand regulatéechnical andtommercial icences and any other authorisations necessary
for all midstream petroleum operatigns

1 keep a register of all technical and commeraa&nces issuedand any renewals,
amendments, suspensions or revocations thereof;
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1 ensurethe provision othird party access to thetransportation and transmissiametworks
for midstream petroleum operatigns

1 promote competition and private sector participation in thelsimeam petroleum
operations;

1 ersure that aleconomic and strategdemands for downstreagas are met;

1 In respect of midstream petroleum operatjtmset rules for the administration of the open
access regimeo regulate andadminister the open acs®to transportation, transmission
and bulk storage facilities;

1 to monitor market behaviour including the development and maintenance of competitive
markes in the mdstream petroleum operatigns

1 establish monitor and regulate technical health, enviromental and safetymeasures
relating to thananagement of assets and activities in midstream petroleum operations;

1 inspect the metering of pumps and any other facilities for midstream petroleum operations
andensue compliance with safety standards as priged by the Agency;

1 set standards for the design, procurement, construction, operatiomeameénance of all
plants, installations and facilities that pertain to the midstream petroleum operations;

1 ensure the promotion of the safe, orderly and optdeaklopment of themidstream
petroleum operations in the overall interest of the people of Nigeria;

1 ensure the supply of gas to the strategic sectors, in accordance with the approved national
gas pricing framework;

1 establish parameters and codes of cahdbr all operators in the midstream petroleum
operations;

1 promote transparency within the Agency and amongst the operators;

The important aspect is that both technical and commercial licences are issued by the
Agency.

The one shop stop concept is iempented inSection 205 Any new project or modification or
expansiorof an existingproject with respect to midstream petroleum operations shall require prior to any
construction or operation a project approval certificate issued by the Ag&acyion205(2)sets out the
features of such a project approval certificaidese shall be dsllows:

1 A technicallicence issued by the Agency, which certifies that the project meets all technical
requirements under étAct;
1 A commercial licencéssued by thégency, which certifieshat the applicant is a company
permittedto own and operatine type obusinessequired for the project.
1 a declaration of the Agency thi#ie project:
(i) meets all commercial requirements underAbt, and
(i) does not invole excessive capital or operating expenditures based on the
benchmarking analysis of the Agency, which would result in a reduction in anticipated
petroleum revenues or increased consumer prices;
1 a declaration of the Agency that the project meets all hesdtfety and environmental
standards required undeetAct;
9 an approval of the Nigerian content plan for the project pursuant to PBroVihe Act;
1 an approval of the environmental management plan pursuant to Part V& Actthnd an
acceptable decomissioning and abandonment plan; and
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1 if the project involves the export of gas, a permit to export gas granted by the Agency

This illustrates how a project cannot be approved unless it has met all standards required,
based on a single approval by the gency.

Again the concept for a single certificate is in line with international best practice.

Canada has one of the most sophisticated midstream regulatory systems in the world for a numbet
of reasons:
i Canada has a wide range of domestic oil and gasiress in many areas of Canada
1 Canada has significant domestic needs for oil and gas and the requirement for significant
transportation infrastructure, given the large size of the country, and
1 Canada is a significant exporter of oil and gas.

Canada hasden unusually successful in providing the lowest cost energy supply mix to its power
sector on the basis of an extensive national pipeline system for oil and gas. Therefore, Canada is
an excellent example to take into consideration for the design ofséreach regulator in Nigeria.

As Nigeria, Canada is a Federal nation.

Canada opted for the creation of a single powerful national regulator for the midstream sector, in
the case of Canada, both for petroleum and electricity, the National Energy Bloamany
respects the midstream regulator in the Redodifthe IAT is patterned on the Canadian
experience, as well as similar agencies in the United States (FERC) and in Algeria, of course,
adjusted to the specific circumstances in Nigeria.

The midstream sector in Canada is regulated by the National Energy Board, under the National
Energy Board Act. Part Ill of the Act deals with pipelines. Pipelines can only be constructed
and operated on the basis of a single certificate issued by the Bealidwing is a quote from
section 52 of the National Energy Board Act, which describes the conditions under which a
certificate for a pipeline can be granted:

Certificates
Issuance

52.The Board may, subject to the approval of the Governor in Coussileia certificate in respect of a pipeline if
the Board is satisfied that the pipeline is and will be required by the present and future public convenience and
necessity and, in considering an application for a certificate, the Board shall have regdlddasiderations that
appear to it to be relevant, and may have regard to the following:

(a) the availability of oil, gas or any other commaodity to the pipeline;
(b) the existence of markets, actual or potential;

(c) the economic feasibility of the piped;
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(d) the financial responsibility and financial structure of the applicant, the methods of financing the pipeline and the
extent to which Canadians will have an opportunity of participating in the financing, engineering and construction of
the pipelineand

(e) any public interest that in the Board's opinion may be affected by the granting or the refusing of the application.

What is abundantly clear is that Canada only grants a certificate for a inter-provincial
pipeline on the basis of a comprehengt evaluation of all technical and commercial factors
by a single midstream regulator, including matters related to environment and Canadian
content.

In Canada there is no system of first getting a technical approval and subsequently dealing with a
commercial regulatar

2836.Petrol eum Products Regulatory Auth

The IAT proposal for the detailed functions of the Authority is contain&gation 56.

The most important functions are:

i to regulate and cordinate the commercial activitiesf dhe downstream petroleum
operations in Nigeria in a negiscriminatory and transparent manner;

1 to regulate on bulk storage and distribution and to set rulepdtoleum products;
petroleum product pipelines and regional storage dgpots

1 issueand regulte technical andcommercial icences and any other authorisations necessary
for all downstreanpetroleum operations

1 ensure security of fuel supply, market development and the development of competition

1 ensurethe provision ofthird party access to the&lownstream productgransportation and
distribution networks

1 establishcustamerprotection measures in accordance wiité provisions ofhe Act;

1 promote competition and private sector participation in tmsvnstream petroleum
operations, when and where $dale;

1 to monitor market behaviour including the development and maintenance of competitive
markes in the downstream petroleum operations;

1 to arrest situations of abuse of dominant power and restrictive business practices in the
downstream petroleum o@ions;

1 establish monitor and regulate technical health, environmentabhnd safetymeasures
relating to themanagement of downstream assets, including but not limited to petroleum
depotsanddistributionpipelines, and downstream gas distribution networks

1 inspect the metering of pumps and any other facilities at downstream retail oudiessio
compliance with safety standards;

1 set standards for the design, procurement, construction, operatiomeamenance of all
plants installations and facilitigbat pertain to the DownstreaRetroleum Operations;

1 establish parameters and codes of conduct for all operators in the downstream petroleum
operationsand

1 promote transparency within the Authority and amongst the operators;
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The Authority will be responsible for all technical and commercial issues related to the downstream
petroleum operations. However, in the context of the deregulation of the petroleum product prices
the Authority will have the very significant task of ensuring adequate supplies opetroleum
products at competitive pricesall over the country.

2.8.4. Conclusion

The reorganization of the Regulatory Institutions proposed by the IAT will result in strong
and efficient entities that can shorten periods required for approval, while ensumg that
every project that is being initiated or expanded in Nigeria will do so in a manner that
serves the national interest. The reorganization will create a major focus on a strong
midstream regulator that will be able to concentrate on connecting thdow cost gas
resources to the power sectoand other gas based industriegand regenerating the refining
sector in order to overcome decades of neglect. This will start the process of creation of an
efficient domestic energy sectqrbased on large scale nvate investment, in order to catch

up with other African and Latin American nations in gas and electricity consumption per
capita and permit Nigeria to reach its full economic potential

2.9. Obijective: Create transparency and a nordiscriminatory
environment

The objective is to create a transparent framework where all information is
publicly available and whereby discretionary decisions on the part of the
Government are reduced to the bearest minimum.

2.9.1. Problems

Currently most data and transacsom the Nigerian petroleum industre confidential. The
entire text of a PSC or Joint Operating Agreement is confidential. Information on royalty and tax
payments is confidential at the corporate level. Production information is confidential.
Geologicaldata are confidential.

This creates a situation where Nigerians and foreigners do not know what is going on in the
petroleum sector.

No particular national interest is being served with this confidentiality.

Confidentiality creates corruptiorNon confidentiality in conjunction with a free press is one of
the most potent weapons in the fight against corruption.
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Currently, another main problemttsatthere is arenvironment in which Government can make
discretionary decisions in favourodp t i cul ar Ai nvestorso which |
the Government of the day. In Nigeria, such favoratism has reached the point, under previous
Governments, where private individuals without any qualitications or financial resources have
been gven large petroleum concessions, which now have the potential of creating non taxable
revenues in excess of a billion dollars through production sharing contracts without any financial
contribution on the part of the concessionaires.

The ability to obtainimportant licences or contracts under very favourable conditions, simply
based on connections with the Government,
means private companies or individual sl en@r el
these blocks to potential investors and assign such rights for tougher terms than the government
provided to them. The difference is kept by such private companies or indivuals. In other words,
millions of dollars is earned (in some cases billiong)thee mere activity of being granted a
licence and being able to conclude production sharing contracts on such licences or assign suck
licences, without any useful or beneficial activity or input on the part of such private companies
or individuals.

Thisi s detri ment al to Nigeria in two ways. F
government take that should have been earned by Nigeria in a competitive bidding process.
Secondly, it destroys the competitive spirit that is essential focréaion of a truly privately

owned Nigerian petroleum industry. Rather than focussing on creating wealth through capital
investments, technology, research, efficient operations or otheraaselitions are created

permit private companies and indluals torob wealthfrom the nationthrough these corrupt
practices.

2.9.2. Solutions

It is based on the foregoing, that the IAT in the Government Memorandum proposes a
complete removal of confidentiality on a scale not seen before in the world as follows
1 Texts of licences, leases and contracts and all side letters should not be confidential
and should be published on the Government website,
1 Geological data should be accessible to all interested parties and production
information should be freely availabk,
1 All information on payments of royalties and taxes to government should be non
confidential, and
9 All production and lifting information should be available to the public

The IAT proposes in the Government Memorandum to put an end todiscretionary
practices through:
1 Removal of discretionary powers on the part of the Minister to grant petroleum
licences or leases or to grant fiscal incentives to particular individuals or companies,
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1 The strict requirement to grant all petroleum prospecting licences and geoleum
mining leases through competitive bidding processes in which the only companies
that can participate must be qualified through a transparent processand

1 Establishment of a non discriminatory fiscal system that applies equally to all
companies

Also in order to reduce the negative impact on the nation from past largesse in terms of
granting of petroleum rights, a requirement is introduced in the Redraftto pay Companies
Income Tax and Nigerian Hydrocarbon Tax on profit oil shares or similar petroleim
income.

2.9.3. Discussion

2.9.3.1. Non-confidentiality and transparency

The IAT proposes isection 173a large number of measures to remove confidentiality from the
upstream.

In Section 173(1)t is provided that any clauses protecting confidentiality integscontracts

with respect to paymens of royalties, bonuses, and taxes shall be null and void and of no effect.
In order to provide more insight in the tax calculations, licensees, lessees and contractors shall
provide summaries of revenues and cbstsed on guidelines from the Directorate.

The only exception that is made is for proprietary intellectual property rights.

Section 173(6)provides for the fact that thiext of any existing or future licem or lease or
contract with the National Oil @npany and any amendments or side letters thereto shall not be
confidential and shall be published on the website of the Directofidtere is a strong penalty
provision of US $ 10,000 for every day that a company does not make the required information
available to the Directorate

Section 173(8) is a very important provision that requires th#lt geological, geophysical,
geochemical and other technical petroleum data obtained during the petroleum operations as
determined by the Inspectorate shall bevited directly to the national petroleum data bank of

the Inspectorate as soon as such data are being obtained by any licensee or lessee. Such data sh
not be confidential

The only exceptions are thdata obtained under a petroleum prospecting leemsy be kept
confidentialfor a period of 5 years or until such time the exploration period ends or the related
acreage is relinquished, whatever is the earlier date.
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With respect to petroleum exploration licenses the Directorate may agree to a gkriod
confidentiality where the licensee obtains the data for the main purpose of selling this data to
interested parties.

All data in the national petroleum data bank shall be accedsilairy interested persaimder
such term&s may be determined by thmspectorate.

These provisions are critical in order to ensure the widest possible distribution of data about the
Nigerian petroleum potential. This will enable potential new investors to select and evaluate
potential areas that they are interestednd participate in future bidding rounds. In order to
increase petroleum production, Nigeria needs to interest new investors in the country. The best
way to do this is to take a namonfidential approach to the related data.

It is also essential for thstimulus of effective education and Research and Development in
Nigeria that the geological, geophysical, geochemical and technical data are easily available to
universities and other research institutions.

Section 173(9)provides for the fact thall information undeSection 362(1pf the Act shall be
non-confidential. This information relates:to
1 the approved budgets of incorporated joint ventures and for production sharing contracts
and information on project cost benchmarking and cost iwramgg;
1 production, lifting or exported crude and Natural Gas , LNG, CNG, NGLs, realisable
prices, American Petroleum Institute gravity of various crude oil blends, schedule of shipping
agents or companiemvolved in lifting crude oil, Natural Gas , LN&NG, NGLs stating
names, addresses, quantity and value of crude oil lifted;
1 names and addresses of licensed companies in the oil and gas industry, safebdule
approved cost of all exploration and appraisal wells, scheduieenises or leases granted
categorised as to petroleum prospecting licences and petnolgumg leases and payments
made thereon, production and lifting of crude specifying the affected terminals by the
Inspectorate; and
1 any other information that tHRS may, by regulationgequire, from time taime.

The disclosure requirements are not restricted to the upstream petroleum operations. With respec
to midstream and downstream information also important disclosure requirements apply.

Section 219 requires the registrationf all technical licences for midstream and downstream
activities, and the texts of such licences and all modification thereto shall be publicly available.

Section 255 and 256equire the same procedure for all commercial licences for midstream and
downstream and these documents shall also be publicly available.
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2.9.3.2. Reduction of discretionary and discriminatory practices

Cruci al in eliminating fArent seekingd behaviour
under the Act licences ¢eases on a discretionary basis.

In order to discourage such rent seeking behaviour an important addition in the Re®kafias
2(1) which states that the Ministdishall only grant petroleum prospecting licences and
petroleum mining leases througretprocesses established in thedAct

Section 171(2)s alsovery clear. The Minister may decide to grant or not to grant a licence or
lease. Howeer, where the Minister decides to grant a licence or lease it can only be:

Ao the winning bidder pursuarto the bid process prescribed Section 189of the
Redraft provided the winning bidder has complied with all requirements in the bid
invitation; or

Adirectly to the National Oil Company, where the National Oil Company with the
approval of the Inspectai®y has completed an open and transparent bid prgeessant

to Section 18%f the Redraft.

There might be reasons why a Minister may not wish to grant a licence or lease. For instance, in
Brazil, as a result of the giant Tupi discovery, it wasided to cancel and suspend bidding
rounds in order to be able to evaluate the importance of the large discovery.

However, if the Minister decides to grant a licence or lease it can only be to the winning bidder
of a bidding round.

Section 189n turn provides for a stringent competitive bid process.

Section 189(1¥tipulates that thgrantof a petroleum prospecting licenshall be by a bidding
processconducted by thénspectorater the National Oil CompanyThis bidding processhall
be open, nsparent and competitive and rdiscriminatory with respect to any company.

Sometimes a petroleum mining lease is directly offered, for instance, if a field discovered in a
particular petroleum prospecting licence extends in an open block, so iaistltd the open
block contains a potentially commercial discovery. In this case the same bid process applies.

Section 189(2)abandons the concept of determining the winning bidder based on a set of
subjective criteria which can be easily manipulatelis Eection instead states that there can only

be single bid parameters or a a combination of these parameters based @ssessible point
system. Which means that as soon as the envelopes are opened, the winning bidder will be
known.

Section 18%) provides for the fact that only bidders with the minimum experience and capacity
can participate in a bid process

Section 189 (6)provides that allbids shall be opened in public and in the presence of
representatives of the Presidency, the Minisfriyinance, the Directorate and the Service.
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What is also important is that the entire fiscal system establistearirVIll is fixed and cannot

be adjusted to accommodate certain favoured companies. As was discussed before in section 2.-
the entirefiscal system itself was made flexible, so it would adjust automatically to various
economic circumstances. It is therefore not necessary for the Government to give discretionary or
discriminatory terms under certain conditions.

As was mentioned befgr@an important section iSection 343(3)which now establishes that
private companies which were successful I n
have to be taedon their gains.

2.9.4. Conclusion

The implementation of these provigns related to the elimination of confidentiality will
transform Nigeria from one of the most opaque nations in Africa to one of the most open
and transparent in the world.

At the same time the proposed Redraft establishes a tight framework in order to ake the

granting of discretionary or discriminatory benefits to favoured companies no longer
possible.

2.10. Objective: Support Nigerian Content

The objective is to support Nigerian content and create a coherent framework
between the Petroleum Industry At and the Nigerian Oil and Gas Industry
Content Development Act.

2.10.1.Problems

Nigeria still suffers compared to other countries from a relatively low level of national content in
the petroleum industry. The Nigerian Oil and Gas Industry Content Develaphet, 2010, has
resolved most of these issues. The main issue is therefore to create a coherent framework
between the proposed Redraft and this Act.

2.10.2.Solutions

The IAT proposes in the Redraft to ensure that the process and requirements under the
Nigerian Oil and Gas Industry Content Development Act, 2010, are properly integrated
with the provisions and objectives in the Redraft.
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Specifically, the IAT proposes the following:
1 Establishing that the licence, lease or permit can be revoked if there iso
compliance with the Nigerian content requirements
1 To create a focus with respect to the Petroleum Technology Development Fund to
achieve a higher Nigerian content
1 Integration of the Nigerian content provisions in the work obligations
1 Requirement to haw an approved Nigerian content plan before an upstream
development plan can be approved
1 Requirement to have an approved Nigerian content plan before a midstream or
downstream project certificate can be issug

1 A general integration in Part VI of the Redraft with the Nigerian content
provisions.

1 The emphasis on Nigerian contentsienhanced by making 20% of expenditures
incurred outside Nigeria non deductible for Nigerian Hydrocarbon Tax and

1 Special support is provided for marginal field operators.

2.10.3.Discussion

The Nigerian content objectives are supported in a variety of ways under the Redraft.

Section 8(4)provides for the fact that a licence, lease, technical licence, commercial licence,
contract or permit can be revoked if the holder or contrates not comply with the Nigerian
content provisions. This wil/ provide the
to.

Section 124(1)(mnakes an objective of the Petroleum Technology Development Fund to aim for
100% Nigerian conteén

Section 177(16)specifically provides for the fact that work in accordance with the work
obligations under the Redraft, cannot commence without an approved Nigerian content plan.

Section 178(3)makes a requirement that an upstream development plamotc be approved
without an approved Nigerian content plan.

Section 205(2)requires an approved Nigerian content plan prior to the approval of a midstream
project certificate

Section 206(2jequires an approved Nigerian content plan prior to the appof\a downstream
project certificate.

Part VI generally provides an integration of the Nigerian content provisions under existing
legislation with the provisions of the Redraft.
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Section 346(q) provides for the fact that 20% of capital and operatiogts incurred outside
Nigeria is not deductible for the purposes of Nigerian Hydrocarbon Ta$ectbn 346(pinakes
100% of administrative and headquarter costs incurred outside Nigeragedantible.

UnderSection 191(6df the Redraft, existing petleum companies will have to give up areas that
are currently being operated byarginal field operators These areas will be given directly to
these operators. This will allow them to become masters over their own fields under favorable
royalty and ta provisions. This will be a strong stimulus for these Nigerian owned companies.

In Section 426,under definitions, a specific definition of a Nigerian content plan is included as
follows:

ANi ger i an aneand tieerNigerignlCantent Plan undlee Nigerian Oil and Gas
Industry Content Development Act, 2010.

This ensures the integration of the Bill with the new Nigerian content act.

2.10.4.Conclusion
The Redraft provides for an enhanced implementation of the Nigerian content provisions

while providing an integration with the provisions and objectives of the Government
Memorandum.

2.11. Objective: Protect Health, Safety and Environment

The objective is to ensure that Nigeria adopts the best international practices
in the pursuit of health, safety aml a clean environment.

2.11.1.Problems
Currently, unfortunately, in the Niger Delta pollution is a major problem for a variety of reasons.

Large scale flaring of gas is still common. The objective to eliminate routine gas flaring which
was set more thamdecade ago has not been achieved so far.

Act of vandalism have created repetitive ruptures of pipelines with the resulting consequences.
Oilisbeip stolen by the | ocal p o pnullegaltomedarrela day s u

refineriesin order to extract the diesel component for local use. The remaining oil ends up as
pollution in the environment.

GOVERNMENT MEMORANDUMETROLEUM INDUSTRY BILL 2009
Pagel22



There is no comprehensive approach with respect to abandonment and decommissioning, and nc
systematic requirement for setting up abandonmemisfwr environmental remediation funds.

The interrelation between the Ministry of the Environment and the various regulatory entities is
not clear. Environmental considerations are not integrated in the approval proagsstresm
development planand for midstream and downstream projects.

2.11.2.Solutions

The IAT proposes in the Government Memorandum:

1 To clarify how the Regulatory Institutions should interact with the Ministry of
Environment in order to achieve the goals of health, safety and gmonment,
1 Directives of the Ministry of Environment prevail over Regulatory Institutions,
1 To provide strong fiscal incentivesas well as penaltiegor the elimination of gas
flaring,
1 The requirement for environmental management plans for all licences ankeases,
1 The requirement to establish environmental remediation funds,
1 The establishment of modern abandonment and decommissioning practices,
1 The requirement to establish an abandonment fund, and

1 The power of the Minister to establish up to date petroleunsafety and health

practices through detailed petroleum regulations.

2.11.3.Discussion

2.11.3.1Requlatory framework for health, safety and environmental matters.

The modern practice in health, safety and environmental matters in the international petroleum
industry is that regulatory entities play an active role in ensuring the strict compliance with the
best international standards with respect to these provisions. Regulatory entities often play an
active role in the creation and implementation of applicablda&gns. However, the Ministry

of Environmem has the lead rolas policy maker The Regulatory entities are therefore

supportive of the overall national environmental policies.

This general international concept is specifically clarifiedsection 3220f the Redraft. This
section states thathe Regulatory Institutions shall have responsibility over all aspects of health,
safety and environmealt mattersin respect of the petroleum industryHowever, these
Institutionsshall at all times ensure thany regulation or directive in respect of the petroleum
industry, shall not conflict with any regulation or directive issued by the Federal Ministry of the
Environment. This means the Ministry of the Environment is paramount.

Nevertheless, it is alamderstood that in the technical detail required for the management of the
petroleum industry, the Regulatory Institutions are often better equipped to carry out these
functions.
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2.11.3.2Fiscal incentives for the elimination of gas flaring

Sofar, the elimin@on of routine gas flaring has made some progress, but the objective of
complete elimination of routine gas flaring has not been achieved in a significant manner. This is
shocking given the huge need for gas for domestic consumption.

An important reaso for the lack of success has been the fact that with gas net back prices lower
than in the vast majority of the nations in the world, or even negative, and extremely tough fiscal
provisions for gas productiomnd the very low level of penalty for gasuihg, it was highly
uneconomic to stop gas flaring.

It is well understood that elimination of routine gas flaring is an environmental and regulatory
matter and therefore such elimination should be pursued regardless of the costs or economics.
Nevertteless, it is not logical to provide what amounts to spe@fionomic andfiscal
disincentives.

Theproposedattractive new gas pricing framework already discussed in section 2.2 of this report,
and the application of fiscal incentives to eliminatiorraftine gas flaring projects, as provided

for underSection 353(4)(agorrect this imbalance. The economic framework for the elimination
of gas flaring is now similar to most gas exporting countries in the waithérefore, there is no
longer a fiscalor economic reason why elimination of gas flaring should be pursued with less
rigor than in other countries.

At the same time&ection 200(1permits the Minister to establish gas flaring penalties through
regulation. This will establish a framework whepenalties can be increased where the
elimination of routine gas flaring remains unsuccessful.

It should be noted that these penalties are complemented by the penalties established for nor
compliance with the domestic gas supply obligation uis#stion307(1). The two penalties are
additional.

Finally, as was already discussed under section 2.8 of this refedtion 178(3makes it a
condition for approval of a development plan that routine gas flaring has to be eliminated as part
of the plan fora new oil or gas field.

The economic and fiscal incentives combined with two levels of penalties will provide a very
strong framework to eliminate routine gas flaring within a short period of time.

2.11.3.3Environmental management plans

Section 199requires a detailed environmental management plan for every upstream project,
while Section 212(6)equires the same plan for midstream and downstream operations.
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The environmental management p&doall:
1 contain the written environmental policy, objectivasd targets of the licensee or
lessee;
1 provide initial baseline information and establish a program for collecting further
baselineinformation concerning the affected environment to determiagection,
remedial measureand environmental managemeijectives;
1 investigate, assess and evaluate the impact of the propastdties on:
(i) the environmentand
(i) the socieeconomic conditions of any person who might be directlyaffected by
the petroleum operations;
1 develop an environmental awagess plan describing the manner in which the licensee
or lessee intends to inform its employees of any environmental risks whahresult
from theirwork and the manner in which the risks must be dealt witloider to avoid
pollution or degradatiorof the environment; and
1 describe the manner in which the licensee or lessee intends to:
() modify, remedy, control or stop any action, activity or process which causes
pollution or environmental degradation
(i) contain or remedy the cause of pollutiardegradation and migration of
pollutants and
(i) comply with any prescribed wasteanagemerdgtandards or practices.

The environmental management plan cannot be approved unless it meets all the requirements set
out above.

What is important to empisize is that the Regulatory Instituticghall not approve the

environmental managemeplan unlessit has considered the comments of Bezleral and State
Ministries of Environment.

2.11.3.4Environmental remediation fund

Section 202(1pand Section 212(6pf the Redraft propose the requirement of an environmental
remediation fund. This fund can be audited by the licensee or lelssdetermining theamount

of the financial contributioto the fundthe Regulatory Institutiorshall take into consideration the

size of the operations and a reasonable level of environmental risk that may be determined to
exist.

Depending on the development of the project, the amount may be adjusted to a higher or lower
amount.

The environmental remediation fund is establisheatd®r to enable the Regulatory Institution to
use this fund in case the licensee or lessee fails to take the appropriate environmental measures.
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2.11.3.5.Abandonment and decomissioning

Section 203of the Redraft proposes extensive modern abandonment amnihssioning
procedures. Any abandonment or decommissioning shall be carried out on the basis of guidelines
set by the Regulatory Institution.

No abandonment or decommissioning shall take place without the approval of the Regulatory

Institution. Suchapproval shall be based on a detailed programme submitted by the licensee or

lessee and all relevant environmental, technical and commercial regulations or standards are
complied with.

Except for the abandonment of wells, the Regulatory Institution sbaBult interested parties
and other relevant public authorities and bodies as part of the process.

What is important is that the Regulatory Institution may recall any licensee or lessee responsible

for the decommissioning or abandonment programme nggpect to a license or lease that has
expired to carry out the respective obligations.

2.11.3.6Abandonment Fund

Section 204and212(6)require the establishment of an abandonment fund in order to ensure the
proper abandonment and decommissioning of theswfeltilities and installations.

2.11.3.7Requlations

Section 323is very specific that \ery company engaged in any activities with respect to
petroleum operations, shall comply with all environmental health and dafesyregulations
guidelines ordirectives as may be issued by the Ministry of Environment, the Minister
Petroleunor the Regulatory Institutions, as the case may be.

This means the company shall comply with new regulations that may bd, isatéch did not
exist at the time of the grantirg the license or lease or technical or commercial licence.

As a result of the oil spill in the Gulf of Mexico it is likely that regulatory entities around the
world will develop new regulations and directives with respect to deep water drilling opsrati
Section 323ermits Nigeria to adopt any new international practices that may emerge and apply
these practices to any petroleum operation
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2.11.4.Conclusion

The IAT proposes a very comprehensive new framework to protect health, safety and the
environment. It sets the conditions for the elimination of flaring in the near future and it
requires modern environmental management plans with the necessary remediation fund to
protect the environment. Also modern abandonment and decommissioning pracéis are
introduced. The Redraft proposes a regulatory environment in which existing companies
have to comply with new regulations to ensure that the obligations with respect to the
protection of health, safety and the environment will on a continuous baskse updated on
the basis of the latest international standards.
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3. OTHER IMPORTANT SECTION SOF THE REDRAFT

The other important sections in the Redraft proposed by the IAT will be discugbemerof
thenumbering of thé>arts and Sections.

3.1. Part ! i Fundamental Objectives

Part | of the Bill has a number of introductory articles which set out the overall policies of the
Federal Government. The Redraft proposes a number of changes to the BiIll.

The main change that is proposed iS&ztion 1.The wording of this section needs to be brought
in line with the Constitution. The section is now proposed as follows :

fiThe property and sovereign ownership of petroleum within Nigeria, its territorial waters, the
continental shelf and the Exclusive daomic Zone is vested in the Federal Government of
Nigeria. o

Furthermore the Redraft establishes Section 3(1)that the management of the petroleum
resources has tmaximise the economic value and benefits to the Nigerian peogteis
important toenshrine this widely accepted international principle also in the petroleum legislation
of Nigeria.

3.2. Partll - Institutions

Part Il of the Bill deals with the powers and organization of Minister and the institutions.

Part Il of the Redraft contairike following chapters:

Minister

Nati onal Petroleum Directorate (ADirec
Nigerian Petroleum Inspectorate (fAlnspe
Petroleum Products Regul atory Authority
Nati onal Mi dstream Regul atory Agency (A0

Nigerian National Pettoe um Company Limited (ACorpor
Nigerian Petroleum Research Centre

National Frontier Exploration Service

Petroleum Equalisation Fund

Petroleum Technology Development Fund

Too Joo Joo Joo Joo Too oo o o o

The issues related to the Directorate, Inspectorate, Agency and Authogtglheady been
discussed in section 2.8 of this repamtd NNPC Ltd was already discussed in section 2.6 of this
report.
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The chapter regarding the Minister sets out the traditional powers of the Minister of Petroleum,
including the power to make regtitans.

The Redraft adds iSection 11 (1)he power of the Minister to prescribe fees and penalties. An
important principle is that the petroleum administration should to a large deggekfinancing.
The citizens of Nigeria should not have to cimite to the cost of the petroleum administration
through general taxation.

The Redraft does not propose important changes to the other entitidé¢igénzn Petroleum
Research CentretheNational Frontier Exploration ServicePetroleum EqualisatioRund and
the Petroleum Technology Development Fund.

As explained in section 2.7 of this report, daghe proposed deregulation by the Government it
is clarified that thePetroleum Equalisation Funalill stand repealed when deregulation is fully
achieved.

Part Il of the Bill is excessively repetitive with respect to sections related to the detailed
organization of the various Institutions. Many sections are identical or similar. Therefore, the
Redraft proposes to put these common sections jomdynewPart I1-K.

3.3. Partlll T Upstream Petroleum

In order to create an efficieatreage managemesystem Section 17®f the Redraft establishes

a national grid systensimilar to other countries. The national grid system will be based on
parcels ofl by 1 square kilometer based on the international UTM system. This UTM system has
alreadyidentifiedeach square kilometer in Nigeria

It is important to haveprovisions for norexclusive licences for exploration, such as
reconnaissance activitids/ geophysical companies. Most countries permit these activities. It
helps in collecting geophysical information prior to bidding rounds, so the nation obtains the best
possible terms. Therefore, the RedrafSection 174ncludes the possibility fosuch anon
exclusive petroleum exploration licen€efi PEL 0 ) . Such a licence ¢caz¢
area, including areas that are subject to petroleum prospecting licences and petroleum mining
leases.

Section 176deals with theanaximum size of #PL, which is 500 square kilometers for the
onshore and shallow water and 1000 square kilometers for deep water and frontier acreage.

In order to carry out petroleum development and production, the Bill incghediedeum mining
lease§ A P ML s 0 wouldweplace the existing oil mining leas&®ection 183f theRedraft
proposes a total term that includes the term of the PPL. This means that the sooner discoveries
are made, the longer a lessee can benefit from the production. The initial terfPMdris:

A Onshore and shallow watétotal (incl PPL) 27 years

A Deep water and frontiértotal (incl PPL) 30 years
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This approach of a fixed total time period for the PPL plus the PML encourages early discovery,
since the development and productiongghwill have a longer duration the sooner the discovery
is made.

Each PML can be renewed for a period of 10 years, but under new conditions to be determined at
the time of renewal.

Each PML will only be for the area of the field that is discovereds fiif@ans that if more than
one discovery is made, a PML will be granted for each discovery. The area of the PML will only
cover the field.

In order to ensure that a lessee develops its lease acBeelyon 183(3)(c@stablishes thaeases
may be revo&d if production is not established:
A Within 5 years for onshore areas, and

A Within 7 years for offshore and frontier areas for the first PML and 10 years for
the following PMLs.

Section 1920f the Redraft proposes that a stricter process for the appobv@ssignmentand
change of control. Itis proposed to give NNPCL the right of first refusal in case of assignments.

Also a fee 0of2% of the value of the transaction is being proposed, since many companies
orchestrate assignments in a manner whexg éscape capital gains tax.

3.4. PartlV - Midstream and Downstream Project Approval and
Licensing

The important provisions related to project certificates have already been discussed in section 2.8
of this report.

The Bill includes provisions focommerdal licensesfor gas pipelines, gas pipeline networks,
gas suppliers and gas distribution networks. However, the Bill is silent on licences for other
possible midstream and downstream activities.

Section 241of theRedraft therefore proposes taimde the granting of commercial licenses for a
variety of projects in order to provide an investment framework for such new activities. Examples
of such commercial licenses are:

refineries,

gas processing plants,

liquid natural gas facilities,

petrolaim product pipelines,

retail petroleum product distribution stations,
petroleum product marketing.

To To Do To Do I
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Commercial licenses will also be granted to stimulate crude oil trading and petroleum product
marketing.

3.5. Part V - Midstream operations, downstream praucts and special
provisions with respect to natural gas

All important provisions have already been discussed in sections 2.2 and 2.7 of this report.

3.6. Part VI -Indigenous Oil Companies and Nigerian Content

All important provisions have already bediscussed in sections 2.5 and 2.10 of this report.

3.7. Part VIl - Health, Safety and Environment

All important provisions have already been discussed in section 2.11 of this report.

3.8. Part VIl T Fiscal Provisions

The fiscal terms as proposed in the Ganeent Memorandum represent the largest overhaul of
the government petroleum revenue system in the last four de@diesverhaul has four central
objectives:

To simplify the collection of government revenues,

To cream off windfall profits in case ofdt oil prices

To collect more revenues from large profitable fields in the deep offshore waters, and

To create Nigerian employment and business opportunities, by encouraging investment in
small oil and gas fields.

To T Do Io

The rationale and contents of thecfl provisions is already discussed at length under sections
2.1, 2.2, 2.3 and 2.4 of this report.

Some other important sections are discussed below.

Section 3300of theRedraft solidifies the@versight function of FIR&s follows:
A All payments undePart VIl and other fees and levies are subject to the oversight

function of theFIRS.
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A The FIRSshall be entitled to carry out suehrificationsand inspections as tfeRS
deems necessary in order to ensure the proper collection of revenues.

A The FIRSshall have the obligation to challenge any official sales prices for crude oil and
condensates and values for natural gas, where such prices or values are determined in a
manner that is less than required under the Act

A The Inspectorate arttie National Gl Company shall provide such information and
documents to thEIRS as may be required in the exercise of its oversight function.

Section 408 supports theproper verification of fiscal revenues by requiring the companies to
establishelectronic manageme informationsystems to which government officials will have
access in order to ensure that government revenues are verified on a real time basis.

3.9. PartIX - Repeals, Transitional and Savings provisions

A remarkable feature of the Bill is tha6 pdroleum laws will be repealedThe Bill therefore
constitutes a significant consolidation of previously existing legislatidrhis concept was
maintained irSection 410of the Redraft.

Section 41Dbf theRedraft proposes to apply the new terms taipditream licences and leasesl
PSCs A renegotiation provisiofor the production sharing contracts is proposed.

The creation of the new Institutions will involve considerablevement of staffUnderSection

412 through 42%f the Redraft a more dated process is suggested for the movement of staff to
and from the various Institutions in order to ensure security of employment, pensions and
benefits for current staff.

Following is an overview of the various proposed staff movements.
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OCO~NOO S~ WNLE

PR EPRR
AWNEFO

STAFF MOVEMENTS
From:

Ministry of Petroleum
Direct hiring, transfers, secondment
DPR + PI

NAPIMS

PPPRA

COMD

PPPRA

NAPIMS

DPR+PI

DPR+PI

NAPIMS

PPPRA

NAPIMS

NOC

3.10. Part X 1 Interpretation and Citation

To:

Head of Civil Service
Directorate
Inspectorate
Inspectorate
Inspectorate
Inspectorate
Authority
Authority
Authority
Agency
Agency
Agency
NOC

NTCL

Section 426includes gynificant proposecthanges irefinitionsin order to improve the Bill.
These changes include:

To T o To o Io

modernize the definitions of crude oil, natural gas, condensates and bitumen
introduce clear definitionsf upstream, midstream and downstrgagtroleum operations
include a definition of fair market value
clarify the concepts of licence, lease, commercial licence and technical licence
create the concepts of marketable gas and marketable gas deliveryapdint,
introduce the concepts of wholesale and small customers for gas
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4. DRAFTING RULES

A document as important as the possible Petroleum Industry Act will be read all over the world
by interested investors, petroleum companiesNi ger i a 0 s tndreandeothessp me nt p ¢

Due to the significant importance of this possible Petroleum Industry Act, any potential
misinterpretation of the wording should tegluced to a minimum.

It is on this basighat the IAT adopted an international drafting conventiorsisbent with that of
other English speaking nations.

Following is the convention that was adopted by the IAT:

1. Interpretation Act 1990

The Interpretation Act 1990 defines certain rules for interpreting Nigerian legislation. The
Redraft was prepared tobe consistent with the Interpretation Act 1990. The Interpretation
Act permits the use of "he" and "she". The Interpretation Act provides that enactment
provisions are not necessary.

2. Drafting Style

The Act is to be written using as much as possible dinary language, using technical
terminology only if precision requires it. Verbs are to be used in the present tense unless the
context requires an exception.

Sections are drafted to deal with a single idea or with a group of closely related ideas.
Sectons, subsections, paragraphs and subparagraphs should be kept short where possible
typically one sentence. However, exceptions are permitted.

Redundant and archaic words and phrases should be avoided.

Terms that are not found in standard reference wrks should be avoided, and when used
should be defined. Terms from languages other than English should be used only if they are
generally understood and if there is no equally clear and concise way of expressing the
concept in English.

Tables and mathemaical formulas are to be used if they make the text clearer and more
concise.

Derogations and restrictions ("notwithstanding”, "despite” and "subject to") should be
used sparingly and only if there is an inconsistency. If used it needs to be made clear viahic
provision is meant to prevail.

3. Statements of a Mandatory Nature
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"Shall" is to be used to impose a duty or (with "not" or "no") a prohibition. "May" is to be
used to confer or indicate a power, right or choice.

4. Numbering

Content of the Act is organized wih sections, subsections, paragraphs and subparagraphs.
Formatting for these are as follows:

(@)

(b)

(©)

(d)

(€)

(f)

(@)

(h)

Sections begin with a capital letter, end with a period and are numbered in
sequence with numbers, for example: 191.

Subsections within a section begin with a cétal letter, end with a period and
are numbered in sequence with number between brackets, for example: (1).

Paragraphs within a section or subsection begin with a lowerase letter, end
with a semicolon and are organized alphabetically between brackets, orf
example: (a);

Some sections have many paragraphs, therefore after (z), continue with (aa),
(ab), etc.

It is permissible for a section to have numbered paragraphs without division
into subsections, for example: paragraph (a) of section 191

Subparagraphswithin a paragraph begin with a lower-case letter, end with a
comma and are numbered in sequence with Roman numbers between
brackets, for example: (ii),

This Act has a number of schedules, these are numbered in sequence, for
example: Schedule 1

Definitions that form part of a section or subsection are separated by
semicolons and begin with a lowecase letter and are not lettered or
numbered. Subdivisions, if any, within an individual definition take the form
of paragraphs and are indented, separated by comas, and identified as (a),
(b), and so forth.

5. Crossreferences

Ref erences to subsections shoul d be as f ol

rather than fAsubsection 227(3) hereofo. Th
lower case However, if a reference is to the same section or subsection there is no need to
add dnof this Acto. For i nstance, referenc:
Aparagraph (b) of this subsectiono.

References to paragraphs should be as followA:par agraph (g) of subse
39 of this Actodo rather than Aparagraph 39(1)
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6. Capitalisation

All words, including defined terms, should be lower case. However, the following words
and any similar words should have upper case in the fitdetter of the word:

(@) Names of Acts to which cross reference is made, for instance: Associated Gas
Reinjection Act

(b) Nigeria, Exclusive Economic Zone
(c) National Assembly, Senate, Gazette, Federation
(d) President, Minister, Auditor-General, Minister of Finance

(e) Federal, State and Local Government(s), Government of the Federation,
Government

() Act, Law, Constitution
(9) Part (referring to a Part of the Act)

(h) Names of all the institutions, the national oil company and their
abbreviations used in the Bill, for instance: N&#onal Petroleum Directorate

0) Regulatory Institution, Institution, Federation Account, Treasury, High
Court

(), Service (where this refers to the Federal Inland Revenue Service)

(k) Names of any organizations, for instance: Society of Petroleum Engineers
) Board, Management Committee, Governing Board, Fund

(m)  Chairman, Director, Director-General, Secretary

(n) US$, Naira

(0) Names of months and days, for instance: July, Sunday

(p) PEL, PPL, PML, OPL, OML, PPTA, LNG, LIBOR and other defined
abbreviations

(9) Geographical names, suclas: Henry Hub, United States
7. Definitions

Words which are in Part X with respect to definitions should be in bold, for gample:
A Go v e r nmeans the&government of the Federal Republic of Nigeria.
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Different terms should not be used to express the sameeaning and a defined term should
not be used in a different sense than that of the definition for the defined term.

8. Spelling

UK English spelling should be used. Thus: "licence" is a noun, "license" is a verb,
"licensee" is the holder of a licence; “autlorisation” should be used rather than
"authorization"; "capitalise” should be used rather than "capitalize".

9. Titles

Titles are used to succinctly indicate the Act's subjeanatter.
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GOVERNMENT MEMORANDUM
On the Petroleum Industry Bill, 2009

PART I: FUN DAMENTAL OBJECTIVES

CLAUSE:

1.Vesting of petroleum and natural gas
2.Granting of licenses|ease and permits
3.Management ofpetroleum resources
4.Government participation
5.Transparency andgood governance
6.Environment and air quality emissions
7.Community development

8.Nigerian content

PART Il - INSTITUTIONS

A. The Minister
9.The Minister
10. Functions andpowersof the Minister
11.Power to make regulations

B. The National Petroleum Directorate
12. Establishmentof the National Petroleum Directorate
13. Functions of the Directorate
14.Governing Board
15. Director-General

16. Tenure, remuneration andconditions of service of the Director-General

17.Directors

18. Disqualification

19. Termination of appointment
20.Vacation of office

21. Apointment of new Director -General
22. Structure of the Directorate
23.Other staff

24. Tenure, remuneration andconditions of service
25.Pensions

26. Financial provisions

27.Funding

28.Funding the Institutions
29.Insurance provisions

30.Powerto acceptgifts

31.Borrowing powers

32.Accounts andaudits

33.Annual reports
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34.Exemption from incometax
35. Notice of intention to commence suit
36. Service ofnotice

C. The Nigerian Petroleum Inspectorate
37.Establishment of theNigerian Petroleum Inspectorate
38.0Objects of the Inspectorate
39. Functions of the Inspectorate
40.Powers of the Inspectorate
41.Establishment of aGoverning Board
42.Funding
43. Specialpowers
44. Specialunits etc.

45. Duties of thespecial units

46. Power ofsearch andarrest with warrant
47. Power toresolvedisputes

48. Notification of disputes

49. Resolution ofdisputes

50. Arbitration and mediation

51 Judicial review

52. Register ofdecisions

53. Enforcement of decisions

D. The Petroleum Products Regulatory Authority

54. Establishmentand scope of the Authority

55. Objects

56. Functions

57. Powers of the Authority

58. Governing Board of the Authority

59. Funds

60. Public hearing

61 Power toresolvedisputes

62. Publication of guidelines for dispute resolution
63. Terms andconditions for the resolution ofdisputes
64. Registration of determinations

65. Enforcement ofdeterminations
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E. National Midstream Regulatory Agency

66. Establishmentand scope of the Agency

67. Objects

68. Functions

69. Powers of the Agency

70. Governing Board of theAgency

71 Funds of the Agency

72. Public hearing

73. Power toresolvedisputes

74. Publication of guidelinesfor dispute resolutions
75. Terms & conditions for the resolution ofdisputes
76. Registration of determinations

77. Enforcement of determination

F. Nigerian National Petroleum Compary Limited

78. The National Oil Company

79. Transfer of assets andiabilities

80. Guarantees to subsist

81. Transfer of employees andconditions of service
82. Notice

83. The Board

84. Composition of the Board

85. Board Committees

86. Principle of corporate governanceto be applied
87. Responsibilities of the Board

88. Functions of the Board

89. Rights of shareholders

G. The Nigerian Petroleum Research Centre

90. Establishment of the Nigerian Petroleum Research Centre
91. Functions of the Centre

92. Powersof the Centre

93. Supervisory Council

94. Powers of the Supervisory Council

95. Directors of the Centre

96. Provision of library facilities

97. Funds of the Centre

H. National Frontier Exploration Service

98. Establishment

99. Objects of the Frontier Sevice

100. Functions of theFrontier Service

101. Powers

102. The Governing Board of the Frontier Service
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103. Directors
104. Funding

|. Petroleum Equalisation Fund

105. Establishment of theEqualisation Fund

106. Establishment of the Petroleum Equalisaon Fund Management Board
107. Functions of the Board

108 Powersof the Board

109 Utilisation of the Fund

110 Executive Secretary

111 Functions

112 Other officers of the Board

113 Collection of net surplus revenue

114 Bridging and equalisation allowances

115 Claims

116. Calculation of surplus revenuerecoverable

117 Prescribeddates forpayment andpenalty for non-payment
118 Certificate asevidence

119 Reporting obligations

120. Dispute settlement
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J. The Petroleum Technology Development Fud

121 Establishment of the Petroleum Technology Development Fund
122 Sources of the Development Fund

123 Reserveaccount

124. Purposeof the Developnent Fund

125, Establishment of the Board

126. Functions of the Board

127. Duties of Executive Secretay

128 Investment of Development Fund

129, Information

K. Common Provisions with respect to the Inspectorate,
Authority, Agency, Centre, Frontier Service,the Development
Fund and for some sections of the Equalisation Fund

130. Institutions

131. Functions of the Governing Board

132. The Director General or Executive Secretary
133 Tenure, remuneration andconditions of service
134. Disqualification

135. Termination of appointment

136 Vacation of office

137. Appointment of a new Director-General

138. Remuneation of members of the Board or Supervisory Council
139. Secretary

140. Other staff

141. Remuneration of other staff

142 Pensions

143. Transfer of service

144. Financial provisions of the Institution

145 Power to accepigrants

146. Borrowing powers

147. Annual budget

148. Accounts,reports andaudits

149. Mid -year and annual reports

150. Exemption from incometax

151. Procedures ondecisions,orders, public hearing and related matters
152 Interim orders

153. Reference toCourt

154, Restrictions onlegal proceedings

155 Service ofdocuments

156. Judicial review

157. Service ofnotice on the Institution

158. Judgment against the Institution

159 Indemnity of Governing Board and employees
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PART Il -UPSTREAM PETROLEUM

A. Incorporated Joint Venture Companies

160. Establishment ofincorporated joint venture companies

161. Organization of incorporated joint venturescompanies

162. Specialprovisions relating to shares d an incorporated joint venture company

163. Special Provisions relating tarents,royalties,taxes and other levies payable by an
incorporated joint venture company

164. Specialprovisions relating to the tax effect of thanitial capitalization & creation of
incorporated joint venture company

165. Specialright of parties to theincorporated joint venturescompany to purchase
petroleum and petroleum products

166. Pro rata dividend distribution

167. Dividend policy

168. Specialprovisions relating to anyfinancing of operations
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B. Other Upstream Issues

169. Administration of acreage andvesting of data in the Federal Government.

170. National grid system

171. Licences andleases

172. Power to enter intocontracts

173. Confidentiality clauses

174. Petroleum Exploration Licence

175. Petroleum Prospecting Licence

176. Duration and area of Petroleum ProspectingLicence

177. Work commitment, commercial discowery & significant gas discoveryduring
Petroleum Prospecting Licerme

178. Commercial discovery & developmentplan

179. Unitization

180. Petroleum Mining Leases

181. Exclusiveright to conduct operations

182. Domesticgassupply obligation

183. Duration and renewal

184. Conditions for renewal of lease

185. Relinquishment

186. Surrender of licence

187. Right of ways

188. Right of waysreservedfor the Inspectorateand the Agency

189. Award process

190. Right of participation

191. Relinquishment from current licenses)eases & marginal fields

192. Assignment mergers andacquisitions

193. Grounds for revocation oflicence orlease

194. Representationpermitted before revocation

195. Fees

196. Protectedobjects and flaring

197. Compensation

198. Effect of failure to pay compensation

199. Environmental quality management

200. Gasflaring penalties

201. Consultation with State Departments

202. Financial contribution for remediation ofenvironmental damage

203. Abandonment, decommissioning andlisposal

204. Agreement andfunding
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PART IV T MIDSTREAM & DOWNSTREAM PROJECT
APPROVAL & LICENSING

A. Project Approval

205. Project approval for midstream petroleum operations
206. Project approval for downstream petroleum operations
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B. Technical Licensing

207.Technicallicensingby the Agency

208. Technicallicensing by the Authority

209. Issuance renewalor modification of technical licences
210. Advertisement oftechnical licenceapplications

211. Technical icenceregulations

212. Technical licenceconditions

213. Duration of a technical icence

214. Assignment

215. Amendment ofa technical licence

216. Contravention and enforcement oftechnical licenceconditions
217. Surrender of technical licence

218. Revocation orsuspension oftechnical licence

219. Mandatory registration with the Regulatory Institution
220. Preparation oflicenses andluplicates,

221. Register ofmemorials

222. Effect ofregistration

223. Publicaccess to the egistry

224. Disclosure ofconfidential or other information

C. Commercial Licensing

225.Commercial licensing by the Agency

226. Commerciallicensing by the Authority

227. Other activities requiring acommercial licence

228. Commercial licence for amidstream transportation pipeline

229. Conditions applicable to acommercial licencefor a midstream transportation
pipeline

230. Commercial licence for a @s transportation network

231. Generalduties and powersof a gastransportation network operator

232. Conditions Appicable tocommercial licencefor a gastransportation network

233.Commercial licence to supply gado wholesale customers

234.Wholesale customers

235. Domestiagassupply obligations

236. Conditionsapplicable to acommercial licenceto supply gasto wholesalecustomers

237.Commercial licence to distribute gas

238. Obligations of acommercial licenceto distribute gas

239. Rights of thelicensee of a&commercial licenceto distribute gas

240. Conditionsapplicable to acommercial licenceto distribute gas

241.0Other commercial licence

242. Mattersrelating to issuanceof commercial licences and pplications

243. Advertisement ofcommercial licenceapplications

244.Commercial licenceregulations

245. Commercial licenceconditions

246. Separation ofcertain licensedactivities

247. Nondiscrimination

248. Duration of a commercial icence

249. Assignment
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250. Amendment ofa commercial icence

251. Contravention andenforcement of commercial licenceconditions
252. Surrender ofa commercial icence

253. Revoation or suspension ofa commercial icence
254. Grounds for therevocation of acommercial licence
255. Mandatory registration with the Regulatory Institution
256. Register oflicenses

257. Preparation oflicenses andluplicates,

258. Register ofmemorials

259. Effect ofregistration

260. Publicaccess to theegistry

261. Disclosure oftonfidential or other information

Part V1 MIDSTREAM OPERATIONS, DOWNSTREAM
PRODUCTS AND SPECIAL PROVISIONS WITH
RESPECT TO NATURAL GAS

A. Operations
262. Deegulation
263. Refining
264. Duties ofrefining companies
265. Reorganisation ofmidstream and downstream NOC Assets
266. Transfer of ownership
267. Limits on National Transport Logistics Company
268.Open access
269. Contract for pipeline capacity
270. Nondiscrimination
271. Rights touncommitted capacity in private facilities
272. Interconnections
273. Indemnification
274. Independentpipelines anddepots
275. Tariff methodology
276. National strategic stock
277. Operating stock
278. Pricemonitoring of petroleum products and natural gas
279. Powers
280. Power of inspection
281. Offences
282. Penalty
283. Disputesettlement

B. Specific Provisions Applicable taMidstream and

Downstream Gas
284. Network code
285. Wholesaleggas market
286. Wholesalecustomers
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287.Third party access

288. Access to transportation andlistribution

289. Disputes inrespect ofthird party access

290. Gaspricing

291. Gaspricing principles

292. Approval and publication of charging structures and tariff and pricing
structur es

293.Wholesalegasprices

294. Determinations

295. Customer protection

296. Provision of service tocustomersand public service

297.Competition and market regulation

298. Power of the Authority to determine abuse ofmarket power

299. Competition and market monitoring

300. Offences andpenalties

301. Prohibition on the wrongful use ofequipment

302. Penalty not prescribed

303. Penalty for refusal tofurnish return or supply information
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C. DomesticGasSupply Obligations
304. Domesticgas market management
305. Domesticgasaggregator
306. Domesticgasdemandrequirement
307. Penalty for non-compliance with thedomesticgassupply obligations
308. Procedure forgassupply
309. Gasexports
310. General gasmarket provisions

PART VI - INDIGENOUS OIL COMPA NIES AND
NIGERIAN CONTENT

A. Indigenous Oil Companies
311. Generalterms
312. Indigenous participation

B. Nigerian Contentand Local Social Responsibility
313. Nigerian content plan
314. Host community dividends
315. Nigerian goods and pocurement
316. Project employment andpersonnel
317. Training
318. Research anddevelopment
319. Reporting & monitoring of the Nigerian content plan.
320. Implementation provisions
321. Penalties

PART VII- HEALTH, SAFETY AND ENVIRONMENT

322. Responsibility over theenvironment

323. Compliance with health regulations

324. Conduct of operations

325. Obligations of licensee|essee andontractors
326. Duty to restore

327. Developmentprogrammes

328. Compensation

329. Publications

Part VIII T FISCAL PROVISIONS

A. General matters
330. Oversight function of the Service
331. Adjustment factors
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B. Companies Income Tax

332. Generalrequirement to pay Corporate Income Tax

C. Rents And Royalties
333. Rents forlicenses &leases
334. All petroleum production subject toroyalties
335. Royalties inkind or cash
336. Total royalty rates
337. Royalty ratesbased ondaily production
338. Royalty ratesbased onvalue

D. Nigerian Hydrocarbon Tax
339. Requirement to pay Nigerian Hydrocarbon Tax
340. Powers andduties
341. Signature and execution of powersand duties
342. Service andsignature of notices
343. Charge oftax
344. Ascertainment of profits
345. Deductionsallowed
346. Deductionsnot allowed
347. Artificial transaction etc.
348. Assessabl@rofits and losses.
349. Trade or businesssold or transferred to Nigerian company
350. Trade or businesgransferred under the Companies Act
351. Call for returns andinformation relating to certain assets
352. Chargeableprofits and capital allowances.
353. Other allowances
354. Assessabléax.
355. Partnership, etc
356. Each companyresponsible
357. Manager of companies, etc, to be answerable
358. Company wound up, etc.
359. Avoidance bytransfer
360. Indemnification of representative
361. Preparation and delivery of accounts andparticulars
362. Roles of Agency, National Oil Company and Inspectorate
363. Servicemay call for further information
364. Power tocall for returns, books
365. Returns of estimated tax
366. Power of Service to review and reject estimated tax
367. Extension of periods for making returns
368. Service to makeassessments
369. Powers to distrain
370. Additional assessments
371. Making of assessments
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372. Notices ofassessments

373. Errors and defects in assessment and notice

374. Nigerian Hydrocarbon Tax computation

375. Appeals to Federal High Court againstassessments

376. Assessment to be final and conclusive

377. Procedure in cases where objection or appeal is pending
378. Time within which payment is to be made

379. Penalty for non-payment oftax and enbrcement of payment
380. Collection of tax after determination of objection or appeal
381. Suit for tax by the Service

382. Relief in respect of error

383. Repayment oftax

384. Penalty for offences

385. Falsestatements and returns

386. Penalties for dfences by authorise and unauthorised persons
387. Deduction of Nigerian Hydrocarbon Tax at source

388. Tax assessable on any company

389. Tax to be payable notwithstanding any proceedings for penalties
390. Prosecution to be with the sanction of the Seiwe.

391. Savings for criminal proceedings

392. Double taxation

393. Regulations

E. Production Sharing Contract and other Contractsof the
National Oil Company

394. Minimum provisions of contracts

395. Rents, royalties andtaxes

396. Bonuses

397. Available crude ail, gas andcondensate inproduction sharing contracts.

398. Valuation

399. Funding of cost underproduction sharing contracts

400. Costail, costgas andcost condensateimits under production sharing
contracts

401. Non-recoverablecosts

402. Costallocation

403. Revenedo be credited against recoverableosts

404. Profit ail, profit gas andprofit condensates

405. Audit procedures

406. Model contract

F. Miscellaneous Provisions

407. Other taxes,duties andlevies
408. Electronic management information system
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409. Restriction of powers

PART IX: Repeals, Transitional and Savings Provisions

410. Repeals

411. Savingsprovisions

412. The Directorate

413. Application of all contracts

414. The Inspectorate

415. Cessation of employment

416. Exemption from liability

417. Application of subsisting contracts
418. The Authority

419. Exemption from liability by a member etc
420. Subsisence of contract

421. The Agency

422. Contracts relating to the agency
423. The Centre

424. Contracts relating to the Centre
425. Staff of the Institutions

PART X- INTERPRETATION AND CITATION

426. Interpret ation
427. Citation
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THE PETROLEUM INDUSTRY BILL 200 9
A BILL
FOR
An Act to establishihe legal andegulatoryframework,institutionsand regulatory authoritiéer
the Nigerian petroleum industry, to establish guidelines for the operation istream
midstream and downstream sectors, and for purposes connéttiede same.

ENACTED BY THE National Assembly Of The Federal Republic Of Nigeria
[Commencement

PART |I: FUNDAMENTAL OBJECTIVES

Vesting of petroleum and natural gas

1. Theproperty and sovereigmwnership of petroleum within Nigeria, its territoriahters,
the continental shelf artie Exclusive Economic Zons vesedin theFederal
Government ofNigeria

Granting of licences, leases and permits
2. (1) The Ministershall only grant apetroleum prospecting licenser petroleum mining
leasethroudh the processes established in this. Act

(2) A company qualified under terms and conditions prescribed by the relevant
institutions mayapply for thegrant or awaraf alicenseor permit as the case may be, in
accordance with the provisions of thigtAvith respect to petroleum exploration licenses
and any licenses or permits relatedrtiolstreanor downstreanpetroleum operations

Management ofpetroleum resources

3. (1) The management and allocation of petroleum resources and their derivahivgeria
shall be conducted strictly in accordance with the principles of good governance,
transparency and sustainable development of Nigeria and to maximise the economic value
and benefits to the Nigerian people

(2) Subject to subsection (1) of this sentithe main criterion for the management of
petroleum resources shall be the total beméfiit accrus to the sovereign state of
Nigeria.

Government participation

4. The Minister shall grant licences and leasparsuant to section @ this Act on the
recommendation of thimspectorat@andin the public interestmayimpose special terms
and conditions that are not inconsistetith the provisions of thig\ct on anysuchlicence
or lease, including terms and conditions as to

(a) participation by he Federal Government in the venturevtoch thelicence or lease
relates, a terms to be determined by thknister for the licence or lease; and
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(b) exploitation of anyatural gas discovered.

Transparency andgood governance
5. In achieving their factions and objectives under thAst, the Institutions and the National
Oil Company shall beboundby the principles of the Nigerian Extractive Industries
Transparency Initiative Act of 2007.

Environment and air quality emissions
6. (1) The Federal Govement shall honoumnternational environmental obligations and
shall promote energy efficiency and the provision of reliable energy.

(2) In accordance with the provisions of subsection (1) of this section, the Federal
Governmentshall introduce and enfee integrated health, safety and environmental

guality management systems with specific quality, effluent and emission targets for oil

and gas related pollutants, without regard for fuel type such as gas, liquid or solid, in order
to ensure compliance wiitinternational standards.

Community development

7. The Federal Governmerih co-operation with thetate and local governments and
communitiesshall encouragand ensuréhe peace and development of the petroleum
producing areas of the Federation tigh the implementation of specific projects aimed at
ameliorating the negative impacts of petroleum activities.

Nigerian content

8. (1) The Federal Government shall at all times promoténh@vement of indigenous
companies and manpower and the udecdlly produced goods and services in all areas
of the petroleum industry in accordance with existing laws and policies.

(2) Where any contract for work or services is considered to be within the capabilities of
NigerianCompanies, in accordance with day relating to Nigerian content, the tender
list shall be restricted to Nigeri@@ompanies

(3) All companies involved in any area of the upstreamastreanor downstream
petroleum industry shall, as a condition of their licence, l¢asknical liceice,
commercial licence;ontract or permit, as the case may be, comply with the terms and
conditions of any law relating to the Nigerian content law in force at the time.

(4) A company thatails to comply with theprovisionsof Part VI and any local coent
law as determined by the Regulatory Institutioresy haveany licence, leasdgchnical
licence, commercial licencepntract or permigranted to it revoked
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PART Il - INSTITUTIONS
A-The Minister

The Minister

0. The Minister in charge gdetroleunresourceshall be responsible for the-ocodination of
the activities of thgetroleumindustryand shall have overall supervisory functions over
petroleum operations and all the Institutions of the industry.

Functions andpowersof the Minister
10.  TheMinister shali

a) represent the Federal Government in all transactions between the Government and any
other person in respect of any matter contemplated byAthjs

b) exercise supervisory functions oviee affairs and operations of the petroleum iiggis

c) report developments in the petroleum industry to the Federal Executive Council
annually;

d) advise the Federal Government on all areas pertaining to the oil and gas industry;

e) administer the petroleum industry through strategies and programahesaghbe
developed by the National Petroleum Directorate;

f) represent Nigeria at meetings of international organisations that are primarily concerned
with the petroleum industry

g) advise the President as to the appointments of the chief executiwrolifche

Institutiors;

h) have access at all times to:

i) areasor right of wayscovered ly existing licencedeasesand technical licences any
related offices or buildings where information or data are available for inspection under
this Act, and

i) all installations to which thigct applies, including refineries, storage

depots, plants and stations of every descripfamthe purpose of inspecting the

operations conducted therein and eaifag the provisions of thidct and any regulations
mack under it;

i) have powers to revoke the licenclemsespetroleum exploration licences, technical
licences and commercial licenaggon the adwe of theDirectorGeneral of the relevant
institution and consistent with the provisions of #het;and

J) haverights of preemption of all petroleum and petroleum products marketed under the
licencesleasesand commercial licences pursuit of national interest

Power tomake regulations

11. (1) On the recommendations ahy ofthe DirectorsGeneral of tk Institutionsthe
Minister may by regulations prescrib# matters which under thisct are required and
necesary to give effect to this Adincluding any applicable fees and penaltaes)sistent
with the povisions of thisAct.

(2) The Minister mayoy writing under his hand delegate to the Dire&@aneral of the
appropriate Institution any power conferredtbe Ministerby or under this Act except
the power to makesgulations
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B. -The National Petroleum Directorate

Establishmentof the National Petroleum Directorate
12. (1) There is establishexbody to be known athe NationalPetroleum Directorate (in this
Act ref etrreedDitroe catsoriat e 0)

(2) The Directorateshalt
(a) be a body corporate with perpetual succession and a common seal.
(b) have power to acquire, hold and dispose of property, sue and be sued in its own
nameand subject to this Act may perform all acts that corporate bodies may perform
by law.

(3) The Directorate shall function as the secretariat of the Mirastéshall ake over any
functions which were previously undertaken by the Ministry of Petroleum Resaundes
upon the effective date the Ministry of Petroleum Resources shall cease .to exist

Functions of the Directorate
13. The functions of the Directorate shbé to:

a) cevelop policies and instrumerity effective coordination andoerations of the®il and
Gas industry for the consideration and approval of the Minister
(b) formulate, and develop strategies, implement theofgetm policy and other related
padlicies approved for the petroleum industry by the Minister;
(c) coordinate and pay to the Directorate, the Inspectorate, the Agency and thet@entre,
amounts designated for the funding of the shidtitutions in accordance with their approved
budgetsas contained in théAppropriation Act and collect any unspenamounts at the end of
the financial yeafor payment back to the Fedgom Account
(d) liaise and cooperate with the other Institutions, private and public organisations,institutions,
entaprises and individuals operating in all sectors of the petroleum industry;
(e) ensure that the government derives maximum advantage from all petroleum operations for
the economic benefit of the people of Nigeria;
(f) promote policies that will ensutke conduct of all activities in the petroleum industry in a
transparent, cost effective, and competitive mgnner
(g) promote open and competitive processes for:
(i) the allocation of licenceand leasesand
(if) upstream quota allocations and midstmesnd downstream petroleum anatapacity
allocations by the Regulatory Institutions
(h) advise the Minister on the allocation of liceneesl leaseandcriteria and policy foguota
allocations;
(i) formulate and promote policies and strategies to:

(i) stimulate investment and participation in all areas of the petroleum industry;

(i) encourage the use of advadtechnology in the petroleum industgnd

(iif) encouragéNigeriancontent in the industry
() promote measures to increase the naticesdrves base;
(K) promote measures to increase productivity in all areas of the petroleum industry;
() promote the use of locally available raw materials;
(m) promote and ensure the use of Nigerian goods and services in all sectors including
insurancefinance, and professional services as a first resort, without at any time
compromising cost, quality and competence;
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(n) ensure regular consultation with all stakeholders of the Nigerian petroleum industry,
including but not limited to
(i) the petroleunproducing companies
(ii) all companies operating in all sectors of midstream and the downstream petroleum
industry,
(iif) Federal, State and Locab@ernments
(iv) communities residing or conducting activities in areas where petroleum is produced
(v) non-governmental organisations directly involved with matters pertaining to the
petroleum industryand
(vi) institutions and professional bodies relevant to the petroleum induisttiuding the
Nigerian Society of Engineers, the Society of Petrol&ngineers, the Nigerian Mining and
Geosciences Society, the Nigeridiconomic Society, the Nigerian Bar Association
National Association of Petroleum Explorationists, Nigerian Association of Energy
Economistsand the Nigerian Insitute of Management;
(o) receive data from the Institutions and all entities operating in the Nigerian petroleum
industry for the purpose of formulating appropriate policies for the berfdfie State
(p) maintain economic, commercial and technical data relating to all artwees afdustry;
(q) relate with relevant international agencies, in accordance with the directivesidintiséer;
(r) promote the peaceful development of all sectors of the petroleum industry, in consultation
with all stakeholders;
(s) promotecomplian@ with all legislation by all participants and stakeholders in ithdustry;
(t) initiate periodic reviews of existing policies in the petroleum industrgansultation with
the Institutions and all other stakeholders;
(u) initiate periodic reviews ofxsting laws and regulations in the petroleum indugtry
consultation with all stakeholders and recommend improvements thereto;
(v) conduct annual comprehensive assessments of the impact of develppogestnmes of
petroleumcompanies on communitiestia view to evolvingappropriate policies and
guidelines for oil companies in respect of such programmes;
(w) initiate measures that promote appropriate and indigenous technology foettiodeum
industry in Nigeria,
(x) have custodgn behalf of the Mister of petroleum vested in the Federal Government; and
(y) performsuch other functions as contemplated under this Aas dhe Minister may from
time to time direct, irmccordance with the terms prescribed by Aus

Establishment of aManagemeant Committee

14. (1) Thee is established Management Committder the Directoratéin this Act referred
to asfithe Management Committéejvhich shallhave the responsibility for implementing
the directions of the Minister, and the Management Committaiéconsist of

(a) a chairman, whshall bethe Minister;
(b) the DirectorGeneralof the Directoratgnd
(c) theDirectors of the Directorate

(2)The Directorate shall appoint a Secretary who shall keep the corporate records and the

common seal ahe Directorate and undertake such other functions as the Director
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General and the Directorate may from time to time direct. The Secretary shall be a lawyer
with a minimum of 10 years post qualification experience.

Fistscheduie3) The proceedings dhe Management Committesf the Directorate and other ancitlja
matters shall be regulatedprescribedn theFirst Scheduldo thisAct.

Director-General

15.

(1) There shall ba DirectorGeneralfor the Directoratevho shall be appointed by the
President

(2) The DirectorGeneral shall be a perswiith the necessary professional qualifications
relevantknowledge and twenty (20) yeasperience in the petroleum industry and who is
able to show impatrtiality and objectivity without any conflict mteirest in the petroleum
industry.

(3) The DirectorGeneral shall be thehief executiveand accounting officesf the
Directorate and shall be responsible for running thetdalay affairs of the Directorate.

(4) The DirectorGeneral shall have theastis of gpermanensecretary of the civil service
of the Federal Republic of Nigeria.

Tenure, remuneration andconditions of service of the Director-General

16. (1) The DirectorGeneral shall hold office fa period of5 yearsand may be rappointed
for anothe period of Syears onlyon such terms and conditions as may be specified in the
letter of appointment.
(2) The remuneratioandconditions of service of the Direct@enerakshall besuch as
would attractqualified professionals within theetroeumindustry.
Directors
17. (1) TheMinister shallapprove the@ppointment of Directorsto assist the DirecteGGeneral

in managing and discharging the responsibilities of the Directorate.

(2) The persons to be appointed Directors dielieextensive tehnical or managerial
knowledge of the petroleum industry and shalsekectedhrough a transparent
recruitmentprocesgpursuant to regulations under this Act

(3) The remuneration, tenure and conditions of service of the Directors shall be at a level
sufficient to attract qualified professiosabithin the petroleumindustry.

Disqualification

18.

(2)No person shall be appointed a Director General unless he israshigerian citizen;

(2) A person shall not bappointed a Director General or Directiohe or she
(a) Hasin terms of the laws in force in any country
(i) been adjudged or declared bankrupt or insolvent
(i) made an assignment to, or arrangement or composition with his or her
creditors which hasot been rescinded or set aside,
(i) been declared to be of unsound mind,
(iv) been convicted of an offence involving fraud or dishonesty
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(v) been disqualified by a competent authority from carrrying out any assignment,
responsibility or function inik or her professional capagity
(b) has been disqualified by the Securitesd Exchange Commission from holding a
board appointment in any public company

Termination of appointment
19. The office of the DirecteGeneral shall become vacant

(a) three monthsor such lesser period of teras is acceptable to the Presidafter
the DirectorGeneral givesiotice in writing to the President of his or her resignation;
(b) if he or she becomes disqualified under the provisiossaifon 18 of this Actor

(c) on the expiration of his or her agptment.

Removal from office.
20.  The President shall require the Diree@eneral to vacate his or her offi€e disciplinary
committee determinggatheor she

a) has committed an act of gross misconduct;

b) has failed to comply with the terms and coiudlis of his or her office astipulatedby this
Act; or

c) suffers from any mental, physical or legal disability which renders him or her incapable
of executing his or her duties efficiently.

Appointment of a new Director-General
21. Uponthevacancyoftiei r ect or General 6s office, the
15 and 18of this Act, appoint a candidate to fill the vacancy.

Structure of the Directorate
22. (1) Upon the adwe of the DirectoiGeneral the Minister shall establisuchDepartnents
for the Directorate as may be deemed necessary

(2) EachDepartmenshall be headed byRirector.

Other staff
23. (1) The Directorate may, from time to time, appoint such experienced professionals as
staff of the Directorate to assist it in thefpemance of its functions under this Act.

(2) Thestaff of the Directorate appointed under subsection (1hiefsection shall ben
such terms and conditions of service as the Directorate may prescribe.

1999 constitutio3) Staff of the Directorate sl be public officers as defined in the Constitution of
the Federal Republic of Nigeri®»99

(4) For the purpose of this section, appointment shall include secondment, transfer and
contract appointments
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Tenure, remuneration andconditions of service

24. The tenure, remuneration, and conditions of service of staff of the Directorate shall be
such as woulattractqualified professionals within th@etroleumindustry and shall take
into account:

(&) the specialised nature of work to be performed bystat;

(b) the need to ensure financial sufficiency of Bieectorate and

(c) the salaries paid in the private sector to individuals with equivalent responsibilities,
expertise and skills

Pensions

cap p4 LFN 20025.(1) Service in the Directorate shb# approved service for the purpose of the
Pensions Reform Act, and accordingly, officers and other persons employed in the Directorate
shall be entitled to pensions and other benefits asrasenbed in theAct.

(2) Subsection (1) of this section doest prohibit the Directorate from appointing a
person to any office on terms that preclude the grant of a pension or other retirement
benefits in respect of that office.

(3) In the application of the provisions of the Pensions Reform Act 2004 to the
Directorate, any power exercisable under that Act byirasteror other authority of the
Federal Government, other than the power to make regulations, is hereby vested in and
shall be exercisable by the Directorate and not by any other person or authority.

Financial provisions

26. (1) TheDirectorateshall,not later than Septembireach yearmpresent to thdlinister, a
budget showing thexpectedevenuesand theexpenditure which thBirectorateproposes
to expend in respect tiie next succeedirfqnandal year.

(2) The Directoratemay during a financial year prepare and present to the Minister a
supplementary budget relating to expenditures which were inadequately represented in the
annual budget due to unforeseen circumstances.

(3) The Directoratemay vary a budget prepared under this section insofar as such
variation does not increase the total amount of the expenditure provided for in the original
budget.

(4) The financial year of thBirectorateshall be for a period of twelve calendar months
commencing on the®lof January in each year.

Funding
27. (1)The Directorate shall establish and maimt@ifund which shall consist.of

(a) such money as may, from time to time, be appropriayettie National
Assembly

(b) payments received pursuaatthe provisions of section 28 of this Act;

(c) money raised for the purposes of the Directorate by way of gifts, loans and
grantsin-aid;
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(d) subscriptions, fees and charges payable to the Directorate; and
(e) all other monies that may, from time to tin@crue to the Directorate.

(2) The Directorate shall, from time to time, apply the proceeds of the fund established
pursuant to subsection (1) of this section
(a) to the costs of administration of the Directorate;
(b) to the payment of salaries, wagé=es or other remuneration or allowances,
pensions and other retirement benefits payable to staff of the Directoeatplayees;
(c) for maintenance of any property acquired or vested in the Directorate;
cap.T22 LFN, 200ed) for thepurposes of investment, as prescribed by the Trustees Investments, or any
other relevant statute; and
(e)in connection with all or any of the functions of the Directorate as specified uhdser
Act.

Funding the Institutions

28 (1)Every lessee of a peleum mining lease shall pay on a monthly basis an amount of US
$ 0.50 per barredf crude oil and condensates and US $ 0.01 per Mcf of dgtermined
at the measurement pointgito an account of the Directorademiciled at the Central
Bank, desigrated for the sole purpose of collecting the saildig for the use of, antb be
shared by

(a) the Directorate;

(b) the Inspectorate;

(c) the Agency;

(d) the Centre; and

(e) the Frontier Service;

in accordance witapprovedudgets of each of thednstitutionsWhere the amounts
paid to the accounts of the Directorate exceed US$200 million in any year, such excess
shall be paid to the Federation Account.

(2)  The amounts pursuant to subsection (1) shall be adjusted with the adjustment factor of
sedion 331 of this Actor maybe adjusted in accordance with guidelines issued by the
Minister on the adwe of the Directorategnd the amounts shall be

(a) at least the value of the combined total budgets of the Directoratasfiextorate,the
Agengy, the Centre, and the Frontier Seryiaad
(b) appropriatedy the National Assembly

3) Subject to the terms of subsection (1) of this section,the Directorate shall pay to the
Directorate, thergpectorate, the Agency, the Centired the Frontier Seice within thirty
days from the commencement of the financial yearamounts pursuant to subsection (1)
of this section

(4)  Atthe end of the financial year, any funust utilizedshall be returned by the
Inspectorate, the Agencthe Centreand the Fontier Servicdo the Directorateand the
Directorate shall return the said amounts to the FaderAccount including any
unencumbered funds of the Directorate itself.
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(5)  Any payments by companies under subsectiof{1his sectionmay be creditedy the
companies against any obligations to pay royalties under Pamf\tHis Act

Insurance provisions

29. In order to accelerate the expansion of the Nigerian insurance and capital market, the
Directorateshall support policies that would makeriandatory for operators in the
petroleum industry in Nigeria to first utilize the Nigerian insurance and capital markets
before resorting to the international market, for the purpose of insuring their assets and
raising capital.

Power toacceptgifts

30. (1) The Directorate may accept gifts of money or other property upon such terms and
conditions, if any, as may be specified by the person or organisation making the gift
provided such gifts are not inconsistent with the objectives and functions of the
Directorate under this Act.

(2) Nothing in subsection (1) of this section or in this Act shall be construed to allow the
DirectorGeneral and other staff of the Directorate to accept gifts for their personal use.

Borrowing powers

31 The Directorate may, witthe consent of the Minister of Finance, borrow money as may
be required by the Directorate for the exercise of its functions under this Act, on such
terms and conditions as the Minister may determine.

Accounts andaudits

32.  The Directorate shall keepgper accounts of its income and expenditure in respect of
each year and shall cause its accounts to be audited within six months after the end of each
year by auditors appointed in accordance with guidelines published by the Auditor
General for the Feddran.

Annual reports

33.  The Directorate shall prepare and submit to the Minigiter President and the Minister of
Financenot later than the month of July in each year a report in such form as the Minister
may direct, on the activities of the Directtmauring the immediately preceding year, and
shall include in such report a copy of the audited accounts of the Directorate for the year
and the AuditoitGener al 6 s report thereon.

Exemption from incometax
34. (DAIl'income derived by the Directorate frothe sources specified in sectiof{B) of
this Act shall be exempt from income tax.

(2) Where contributions to the fund of the Directorate are made by a person sukbgect
under the provisions @ny law in force in Nigeria, all such contributionslba tax
deductible.
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Notice of intention to commence suit

35.

(2)

(2)No suit shall be commenced against the Directorate before the expiration of a period of
threemontls after written notice of intention to commence the suit shall have been served
on the Drectorate by the intending plaintiff or his agent.

The notice shall clearly state the

(@) cause of action;

(b) particulars of the claim;

(c) name, address for service and place of abode of the intending plaintiff; and
(d) relief claimed by the plaintiff.

Serviceof notice

36.

The notice referred to isubsectior{2) of section 35 of this Adhcludesany summons,
notice or other document required or authorised to be served on the Directorate under the
provisions of this Act or any other enactment or law, may bedey:

(a) delivering the same to the Director General or Birgctor of the Directorate; or

(b) sending it by registered post addressed to the Director General at the head office of the
Directorate.

C -The Nigerian Petroleum Inspectorate
Establishmentof the Nigerian Petroleum Inspectorate

37.

(1) There is establishealbody to be known abkeNigerianPetroleum Inspectoraten(
this Act referred to a8 t ngpectorate ) whi ch shal l b eerpatuab o d vy
succession and a common seal.

(2)Thelnspectorate shall have power to acquire, hold and dispose of property, sue and be
sued in its own namand subject to this Act may perform all acts that corporate bodies
may perform by law.

(3) The Inspectorate shall be successor to the assetabifitids of the Petroleum
Inspectorate of the Nigerian National Petroleum Corporation and the Department of
Petroleum Resources of the Ministry of Petroleum Resoufu&s the commencement of
this Act.

(4) All provisions ofPartll-K of this Act shallapply to the Inspectorate.

Objects of the Inspectorate

38.

The objects of the Inspectorate shall be to

(a) organise and regulate the technemadlcommerciakctivities of theupstream
petroleum operations

(b) ensure the efficient, safe, effective austainable infrastructural development of
upstreanpetroleum operations

(c) monitor and approve casin theupstream petroleum operatiooisNigerig

(d) ensure that ahctivitiesin upstreanpetroleum operatiorare carried out in such a
manner thawill realize or achieveptimalGovernmentevenues
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(e) promotethe healthysafe andefficient conduct ofactivities in theupstreanpetroleum
operationsn an environmentally acceptable manaed

(f) ensure the maintenance of standards and speiafisathich apply to thapstream
petroleum operations

Functions of the Inspectorate
39 (1) The Technicafunctions of thdnspectorate shalie ta

(@) enforce and administer policiémws and regulations relating technical

aspect®of upstream petleum operations

(b) ensure and enforce compliance with the terms and conditionslickalies

and leasessuedn respect of the exploration and productionupstream

petroleum operations

(c) ensure and enforce the compliance of all permits dssue

upstream petroleum operations

(d) enforce approved regulations and standards relating to operations

of the upstreampetroleumsector including oil and gas evaluation and management,
upstreangas gathering, gas treatment and flares elimination;

(e) keep a register of aglermits and PEL$ssued forupstream petroleum operatiomg

the Inspectorate arfelPLs and PMLs grantday theMinister and any renewals,
amendments, suspensions or revocations thereof;

(f) carry out enquiries, tests, auditsimvestigations and take such other steps as may be
necessary to monitor the activitiesliscEnsee®r lesseeand to secure andnforce
compliance witHicenceor leasderms and conditions farpstream petroleum operations
(g)set and establish stanmda relating to technical aspects of thestream petroleum
operationsincluding environmental standards, which shall be established in collaboration
with the Federal Ministry of Environment or any other relevant agency;

(h)ensue adherenc to environmemhstandards that may be established by the government
by all operators and companies involved in any activity pertaining tapteeam

petroleum operations

(i)establishmonitor and regulate safetyeasures relating the management of

petroleum reswes and installations as well as exploratidevelopmenand production
activitieswithin the onshorandoffshoreterritory of Nigeria including the Exclusive
Economic Zone, where applicabite upstream petroleum operations

(jJundertale evaluation ohational reserves and reservoir management studies;

(k) adminiser all licences and leasésr upstreanpetroleum operationgrantedby the
Ministerto any company, in accordance with prescribed terms;

() assist the relevant entity under applicable lagien with conducing regular audits of

the operations of operators and companies engaged in all aspects relating to exploration,
production and development of crude oil and natural gas, including oil service companies,
in order to ensure compliance whthgerianContent requirements foipstream petroleum
operations

(m) maintain gpetroleumindustrydatabank comprising all data acquired by or given to

the Inspectorate in the exercise of its statutory functions;

(n)supervise and ensiaccurate calibratn and certification of equipment used for fiscal
measure$or upstream petroleum operations
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(o)publish reports and statistics on activities in the Nigeustream petroleum
operationsand related matters that may be required, in the interests ofoiwthgf the
sector

(p)advise the Minister on fiscal and other issues to enhance the operations of the
petroleum sector and improve the benefits to Government from the sector;

(g)issue permits and any other authorisations necessary for all technicaiesctivi
connected with, but not limited to the following

(i) Seismi¢

(ii) Drilling, and

(iii) design and construction of all facilities f@pstream petroleum operations

(r) set standards for the design, procurement, construction, operation and maetgnanc
all plants installations and facilities that pertainupstream petroleum operations

(s) establish special laboratories with capabilities for data storage and testing, quality
assurance and certificatiorr f@pstream petroleum operations

(t) perfam technical evaluation and reviews required to evaluate and decide on
submissions made to the Inspectorate by operators involwggsiream petroleum
operations

(u) keep records, data and reports obtained fipsiream petroleum operatioas may be
required under any statute and giving any directive to any person, company or entity in
respect thereof;

(v) ensure the promotion of the safe, orderly and optimal developmentugigtream
petroleum operations the overall interest of the people of Nigeri

(w) undertake by itself or through qualified expertise any of the foregoing and such other
activities as are necessary or expedient for giving full effect to the provisions of this Act
(x) manage and administer, on behalf of the State and peopleaidigll unallocated
acreagef crude oil and natural gas and @fistreanpetroleum data;

(y) conduct bidding rounds for the award of petroleum prospecting licenses and petroleum
mining leases pursuant to the provisions of thig Act

(z) to enforce theight of parties in theipstream petroleum operatiorsd

(ad perform such other functions as contemplated under this Act or as the Minister may
from time to time direct, inaccordance with the terms prescribed by this Act.

(2). Thecost andcommercialfunctions of the Inspectorate shall be:

(a) to approvehe generatommerciakoncepiof the overall design faall field
development programmes in thpstream petroleum operations

(b) to superintend and oversee the activities of all operators to wisdpart 11-C applies
in theupstream petroleum operationsall areas pertaining to cost control and in
pursuance of this, to approve commercial aspects of work programmes and field
development plans for all operators in thgstream petroleum operatgmncluding the
National Oil Company

(c) to provide regular cost information to the Directorate for the purpose of allocating
petroleum quotas to cost effective opergtors

(d) to develop cost benchmarks for the evaluation of opportunities upHteam
petroleum operations a manner that takes into account petroleum industry specific
issues, such as field size, depths of reservoirs, location of operations, technology applied,
production methods and petroleum qual&ycopy of any benchmarking repahall be
forwarded to the Service;
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(e) compute, determine, assess and ensure payment of royalties, rentals, fees, and other
charges foupstream petroleum operatioss stipulated in this Act and any regulations

made hereundgr

(f) advise the NationaDil Company to dispose available royalty Oil as the case may be on
behalf of the Federal Governmgand

(g) to liaise with the Federal Inland Revenue Service on cost deductions under the relevant
provisions of this Act and any other law in force

(3).The technical and commercial functions of the Inspectorate as provided shall be
carried out by separate departments within the Inspectorate.

Powers of thel nspectorate

40.

The Inspectorate shall have power to

(a) enforce the provisions of:

(1) this Part11-C andany regulations made thereunder,

(i) any enactments prescribing activities of the petroleum industry madetprtbrsPart
[I-C and any regulations made in pursuance of powers given thretgrand

(iif) any technicalregulations referring tar formerly administered by tHeepartment of
Petroleum Resources of the Ministry of Petroleum ResouorabeformerPetroleum
Inspectorate of the Nigerian National Petrole@uorporation;

(b) order the sealing up of any premises whatsoever, incladindacility or plant
engaged inupstream petroleum operationghere there has been a contravention of this
Act or any other related law;

(c) in respect of thepstream petroleum operatioasd as and when necessasgLe
technicalguidelines on the geeration, use, storage ammensportation of radioactive
sources and material® line with directives from the Nigerian Nuclear Regulatory
Authority;,

(d) set standards and enforce the application of new technologiesupsineam
petroleum operationand

(e)do such other things as are necessary and expedient for the effective and full discharge
of any of its functions under this Act.

Establishment of aGoverning Board

41.

(1) Thee is established Governing Boaraf the Inspectoratén this Part I-C referred to
as At he Go v)whichshalllge reBporesible for the management of the
Inspectorate and shalbnsist of:

(a) achairman to be appointed by the President;

(b) one representative of thatibnalPetroleum Directorate not below thank of a
Director;

(c) one representative each of the Agency and the Authority;

(d) two persons to be amyvedby the Minister being persons who by reason of their
ability, experience and specializekhowledge of the petroleum industye selected
pursuant to the Regulations

(e) three Directors who are full time staff of the Inspectapfgoved by the Minister and
are selected pursuant to the Regulatiamsi
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(f) the DirectorGeneral of the Inspectorate.

(2) The persons appointed pursuant to pa@s (a) (d) and (e) of subsectidh of this
section shall holdoffice for a period of4 years subject to rappointment for another

period of4 years only on such terms and conditions as may be specified in their letters of
appointment.

(3) Appointrrents to the Board shall be paitme.

second Schedfd) The proceedings of tH&oard of thenspectorate and other ancillary matters shall
beas prescribed in théecondScheduleto this Act.

Funding

42.

(1) The Inspectorate shall establish and na@ina fundwhich shall consist of:

(a) such moay as may be appropriated to the Inspectorate from time to time by the
National Assembly for the purposes of this Act;

(b) aportion to be paid to the Inspectorate from the Directorate in accordance with the
budget of the Inspectorate and the provisions of section 28 of this Act

(c) chargeghat the Minister may approve to be imposed from time to time on petroleum
producers as well as contractors and other companies operatingipstieam petroleum
operatims

(d) fees paid in respect of services performed by the Inspecazratmtained in
regulations made by the Minister on the recommendation of the Inspectorate;

(e)income received from publications produced by the Inspectorate;

(f) fees for reviews oénvironmentaimpactassessmerneports anenvironmental
evaluationreportsand other related activities

(g) fees for services rendered to fuetroleum producing companies and service
companies and for other services performed generally inpsteeansector;and

(h) such money as may be received by the Inspectorate either in the course of its
operations, in relation to the exercise of its powers and functions under this Act or in
respect of any property vested in the Inspectorate.

(2) The Inspectoratehall apply the proceeds of tifend undersubsection (1) of this
section:
(a)to meet the administrat and operating costs of the Inspectorate;
(b) to the payment of:
(hsalaries,
(i) fees or adber remunerations or allowancesd
(iif) pensions and otheetirementbenefits payable to members of the
Inspectorate or its employees;
(c) for the maintenance of property acquired by, or vested in the Inspectorate;

cap. T22LFN 2004(d) for purposes of investmerds prescribed by the Trustee Investments Act o

any other relevant statute; and
(e)in connection with carrying out its functions under this Act.
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(3) Any funds in excess of the requirements of the Inspectorate shall be paid to the
designated account of the Fedema Account

Specialpowers

43.

The Inspectorate shall have power to investigate any person or organisation in relation to
any of its functions or powers under this Act and in order to ascertain any violation of the
provisions of this Act.

Specialunits etc.

44,

(1) Foreffective conducbf its functionsthe Inspectorate shall have the following special
units:

(a) Investigation Unit; and
(b) Prosecution Unit.

(2) Notwithstanding the provisions of subsection (1) of this section, the Inspectorate may
set up technical committees to assighe performance of its functions under this Act.

Duties of thespecial units

45,

(1) The Investigation Unit shall, while ensuring that due process is followed:

(a) investigateffencesunder this Act;

(b) collaborate with other government agenciesardons in relation to the detection or
prosecutiorof offences under this Act;

(c) maintain surveillance on ahd gasnstallations, premises and vessels where it has
reason to believe that illegal petroleum operations are goirgnan;

(d) have poweto search, seize, detain and recommend for prosecatigrperson
suspected to have engaged or be engaged in illegal iastinitelation to petroleuror in
relation to any provision of this Act or any other enactment administered or enforced by
the Ingpectorate.

(2) The Prosecution Unit shall:

(a) prosecute offenders under this Act;

(b) support the Investigation Unit with legal advice and assistance where required;

(c) conduct such legal proceedings as may be necessary towards the enforcement of this
Act; and

(d) perform such other duties as the Inspectorate may refer to it from time to time.

Power of search andarrest with warrant

46.

For the purposes of this A@n officer of the Investigation Urshallwith a warrant
obtained from d&ederaHigh Court judge:

(a) enter and search any premises or carrier including vehicles or any other
instrumentalities whatsoever which tweshehas reason to believe is connected with the
commission of an offence;

(b) arrest any person whom beshereasombly believes to havecommitted an offencim
respect of matters under the authority of the Inspectaate
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(c) seize any item or substance whiclohshereasomably believes to have been used in
the commission of an offence under this Act.

Power toresolvedisputes

47. (1) The Inspectorate shall have the power to resolve disputes between persons who are
subject to thigpartll-C and between any such persons and other persons regarding any
matter under thipartll-C with the exception of matters

(a) regulatedby theAuthority or Agency or
(b) specifically and primarily governed by any other enactment in force and regulated by
any other organ established for that purpose.

(2) No dispute shall be referred to the Inspectorate by any person unless an attempt ha
been made by the parties concerned to resolve the dispute through negotiation.

(3) The Inspectorate shall convene to resolve a dispute if it is satisfied that

(a) an agreement may not be reachedhatlnot be reached between the parties to the
dispue within a reasonable time

(b) the notification of the dispute is not trivial, frivolous, or vexatious; and

(c) the resolution of the dispute would promote the objectives of this Act and any
subsidiary legislation.

(4)If one of the parties to the diggguhas provided an undertaking that is relevant to the
subject matter of the dispute and the Inspectorate, and has registered the undertaking, the
parties may adopt the conditions of the undertaking for the purposes of resolving the
dispute.

Notification of disputes

48. (1) Where goarty to a disputen respect of a matter regulated by the Inspectorate so
desires, that party shall write notify the Inspectorate as to the existence of the dispute
and to request the intervention of the Inspectorate.

(2) The Inspectorate may intervene to resolve a dispute under this Act only if it is notified
in writing of the dispute and requested by either or both parties to intervene.

(3) The Inspectorate shall publish guidelines setting out the principles and prod¢kdtres
it may take into account in resolving disputes or a class of disputes undeartHisC.

(4) Upon receipt of the notification of the dispute referred to in subsection (1) of this
section, the Inspectorate shall, as soon as practicable, cooveselive the dispute.

Resolution ofdisputes
49. (1) In carrying ouits functions thénspectorate

(a) shall always be guided by the objective of establishing a sustained eliepaoiigtion
process that is fair, just, economical and effective;

(b)shal at all times endeavour tact according to the ethics of justice and the merits of
each caseand

(c) shall not be bound by technicalities, legal form or rules of evidence.
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(2) The terms and conditions of any determination of the Inspectorate urglActrshall
be in writing and shall state the I nspec
the parties to the dispute with a copy of its decision as soon as practicable.

(3) The costs of the Inspectorate in making a determination shall téeénpaccordance
with terms and conditions agreed by the parties prior to the commencement of the dispute
resolution process.

Arbitration and mediation
50. (1) For the purpose of the resolution of disputes the Inspectorate may act either as an
arbitratoror mediator, except in disputes in which the Inspectorate is party.

(2) When acting as an arbitrator the Inspectorate shall issue a decision on the matter.

(3) The Inspectorate may if it so wishes, appoint a person acceptable to all the parties t
act as mediator or arbitrator on its behalf in respect of any dispute before it and the
decision of the arbitrator shall be regarded as being the decision of the Inspectorate.

(4) Any decision of the Inspectorate shall be binding on the parties tostheel
cap A19 LFN 2004(5) In disputes in which the Inspectorate is a party, the relevant provisions of the
Arbitration and Conciliation Agtshall apply.

Judicial review

51. (1) An aggrievedperson shall have a right of appeal to the Federal HightGaua
judicial review of questions of law and process pertainingdetermination or other
action of thenspectorate

(2) Any determination or other action of the Inspector#ia is the subject matter of the
application for judicial review shadlubsist and remain binding and valid until it is
expressly reversed in a final judgement or order of the Federal High Court.

Register ofdecisions
52. (1) Thelnspectorateshallkeep a register containing dkcisions it makefor the purpose
of the reslution of disputes.

(2) The register shall contain

(a) the names of the parties to the dispute;

(b) a general description of the matter pertaining to the decision; and
(c) the date of the decision.

Enforcement of decisions
53 (1) A decision made by tHaspectorate under thizart IFC may be enforced by the Court
as if the decision is a judgement of such Court.

(2) No certificate under subsection (1) of teéstion is required if the enforcement action
is taken by the Inspectorate under gastion.
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D- The Petroleum Products Regulatory Authority

Establishmentand scope of the Authority

54. (1) There is establishedbody to be known d@ke Petroleum Products Regulatory
Authority, (in this Act referredtoasiit he Aut hor i t y o) comdrdatec h s ha
with perpetual succession and a common seal.

(2) The Authority shall have power to acquire, hold and dispose of property, sue and be
sued in its own name and subject to this Act perform all acts that corporate bodies may
perform by law.

(3) TheAuthority shall be responsible for the technical and commercial regulation of the
downstream petroleum operations

(4) All objects and functions of the Authority in thigart II- D are in respect of
downstream petroleum operations
(5) All provisiors of Partll-K of this Act shall apply to the Authority.

Objects

55.  The objects of the Authority shall be
(a) to promote the implementation of national technical and commercial policies for the
downstream petroleum operatipns
(b) to promote the effieint, effective and sustainable technical and commercial
development of thdownstream petroleum operations
(c) to promote the efficient technical and commercial development and operation of the
distribution network for thelownstream petroleum operations
(d) to encourage and facilitate investments indinnstream petroleum operations
(e) to organise and regulate technical and commercial activities otfldvastream
petroleum operations
() to promote, where appropriate, competitive markets for gasgaadservices in the
downstream petroleum operations
(g) to promote the distribution of gas and petroleum products in the Downstream
Petroleum Operation throughout Nigeria;
(h) to promote conditions that will enable petroleum products and gas, supply and
distribution activities to be carried out on an equitable basis while protecting the rights and
interests of licensees, customers and other stakeholders;
(i) to provide pricing framework for downstream gas and petroleum probasesl on the
fair market \alue with the exception of the gas prices determined pursuantgection
(5) of sectior304 of this Act and
(j) to promote security of gas supply, market development and competition.

Functions
56. (1) The functions of théuthority shallbe

(a) to regulate and ceordinate the commercial activities of tldewnstream petroleum
operationsn Nigeria in a nordiscriminatory and transparent manner;
(b) the regulation of commercial downstream activities include establishment of
methodology for calculatg the fair market value gfetroleum products
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(c) to regulate on bulk storage and distribution and to set rulegetooleum products
petroleum product pipelines and regional storage dgpots

(d) issueand regulateechnical andcommercial icences ard any other authorisations
necessary for atlownstreanpetroleum perations

(e) enforce compliance with the terms and conditions of technical and comntieenaks
issued by the Authority;

(f) keep a register of aléchnical and commercii€ences issued and any renewals,
amendments, suspensions or revocations thereof;

(g) carry out enquiries, audits or investigations and take such other stepy ag

necessary tanonitor the activities oficensees and to secure and enforce compliance with
techni@al and commercidicence terms and conditions;

(h) ensure security of fuel supply, market development and the development of
competition

() ensurethe provision ofthird party access to the&lownstream productsansportation
anddistributionnetworks

()) develop market rules for tradingwholesalegas supplies tdownstreangas

distributors following consultation with relevant stakeholdatsuch time as the

Authority declares the need to have arjsen

(k) establishcustanerprotection measures irceordance witlthe provisions othis Act;

() undertake consultation wittustomerslicensees and indusée/participants affected by

or with an interest in those of its decisions that have the potential to affect them and
consider any responses to tlomsultation;

(m) publish those decisiongjirections or determinations that have implications for
customers and industparticipants together with the reasons for the decisioaction or
determination;

(n) promote the interests afustomers taking int@ccount the ability oficensees to
effectively finance theificensed activities, provided that the Authority shall not be liable
for any difficulties arising out of the inefficient or negligent operation of Bedn
activities by licensees;

(o) promotethe principles of sustainable resource and infrastructural development through
the efficient supply and use dbwnstreangasand petroleum produgts

(p) promote competition and private sector participation in dbenstreampetroleum
operations, when angdhere feasible;

(q) ersure that aleconomic and practicdlemands for downstreagas are met

(r) to regulateand ensure the supplyistribution, marketing and retail opetroleum

products

(s) to administer and monitor the nationgberating andstrateyic stocks as set by the
Minister;

(t) to monitorand enforce the actual applicationpatroleum product pricing formulae or
framework for regulated products;

(u) to monitor market behaviour including the development and maintenance of
competitive marketin thedownstream petroleum operations

(v) to arrest situations of abuse of dominant power and restrictive business practices in the
downstream petroleum operations

(w) to enforce customer rights in relation to petroleum products and services;

(X) to establish appropriate dispute settlement mechanism relating to the commercial
rights and obligations of operators and customers in Dosvnstream Petroluem
Operations
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(y) establish monitor andregulate technicalhealth, environmentand safetymeasures
relating to themanagement of downstream assets, including but not limited to petroleum
depotsanddistributionpipelines, and downstream géistribution networks

(z) monitor and specify technical and safety controls on wholesale marketiteay)
markeing, and bunkering of petroleum products;

(ad inspect the metering of pumps and any other facilities at downstream retail outlets to
ensue compliance with safety standards

(ab) issue permitsechnicallicences and any other authorisations necessanifo
technicalactivities connected with

(i) downstreanproductoperationsand

(i) downstreangasdistribution operations

(ac) set standards for the design, procurement, construction, operatioragmenance of
all plants installations and faciks that pertain to thdownstreampetroleumoperations;
(ad) establish special laboratories with capabilities for data storage and testing, quality
assurance and certification of gas and petroleum products andi#raiatives, in the
downstream petteum operations

(ae) keep records, data and reports obtained and classifying such records, regartsr

as may be required under any statute and giving any directive to any pemsuopany or
entity in respect thereof;

(af) ensure the promotion dig¢ safe, orderly and optimal development ofdbenstream
petroleum operationg the overall interest of the people of Nigeria

(ag)to enforce the right of parties in tdewnstream petroleum operatioasd

(ah) perform such other functions as canfgated under this Act or as the Minister may
from time to time direct, inaccordance with the terms prescribed by this Act.

(2) The Authorityin furtherance of the functions stated in subsection (1) of this section
shall:

(a) establish parameters anddes of conduct for all operators in tli®wnstream
petroleum operations

(b) monitor the financial viability of all operators in tdewnstream petroleum operations

(c) promote transparency within the Authority and amongst the operators;

(d) develop and mintain a data base on tlewnstream petroleum operatigarticularly

such data relating to the construction, conversion and operation of petroleum product and
gas distribution pipelines, loading and storage facilities and make such information public;
(e) advise government and other agenciescommercialmatters relating to prices of
petroleum products; and

(N undertake suchelated activities as are necessary for the efficient execution of its
objects.

(3) The technical and commercial functiongtad Authority as provided herein shall be
carried out by separate departments within the Authority

Powers of the Authority

57.

TheAuthority shall have the power

(a) to modify, extend, renew, suspend and revokedehnical or commercidicence
issuedby it pursuant to the provisions of ttRart11-D;
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(b) to make recommendations to the Minister for the issuance, amendmegealofany
regulations relevant to the provisions or requirements of this Act;

(c) to monitor and enforce the applicatiorpoting methodologies by licensees in
accordance with the provisions of this Act;

(d) subject to paragraph (e) of this section, to request and obtain any information or any
document concerning licensed activities indiogvnstream petroleum operatidnem any
licensee notwithstanding that they may contain business secrets, provided that any such
information or documents shall be restricted to those which a company can be compelled
to produce as evidence in a civil proceeding in a court of law;

(e) wheret considers it to be in the public interest

() publish information provided bydenseesand

(ii) require licensees to publish certain information;

(f) to impose and enforce relevaathnical and commerciatence conditions and to

enforce the spedd requirements of the Act;

(9) to institute legal proceedings against licensees for failure to complyewithical or
commercialicence conditions or other ‘requirements of the Act;

(h) subject to the provisions of this Act, to issue legally bindirigrdenations in respect

of any dispute brought before énd

(1) to enforce the provisions of

() any enactment and regulation prescribing activities of the Downstream Petroleum
Operations made prior to the commencement of this st

(ii) any reguldions referring to, or formerly adminstered by the Petroleum Products
Pricing and Regulatory Agency.

()) do such other things as are necessary and expedient for the effective and full discharge
of any of its functions under this Act.

Governing Board of the Authority

58.

(1) Thee is established for the AuthorityGoverning Boaravhich shall consist of

(a) a Chairman appointed by the President;

(b) one representative of theabbnalPetroleum Directorate;

(c)one representative each of the Inspectaatethe Agency

(d) two persons to be approved by thknister being persons who by reason of their
ability, experience and specializddhowledge of the petroleum industry are selected
pursuant to the Regulations;

(e) three Directors who are full tinstaff of theAuthority approved by the Minister and
are selected pursuant to the Regulations;and

(f) the DirectorGeneral of the Authority

(2) The persons appointedderparagraphs (a) and (f) of subsec{irof this sectio
shall hold their memberghifor 4 years subject to rappointment for another period 4f
years only on such terms and conditions as may be specified in their letters of
appointment.

(3) Members of the Governing Board shall be persons of cognate experience in the areas
of:
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(a)logistics, bulk transportation and storage and distribution and marketing of petroleum
productsand gas

(b) accountancy, administration, economics, finance or law; and

gas infrastructure, commercialisation and marketing

Third Scheduld4) The proceedingsf theBoard of theAuthority and other ancillary matters shall be

Funds

59.

regulatedas prescribeth the Third Schedule to this Act

(1) The Authority shall maintain a fund from which both the capital and recurrent
expenditure of the Authority shdlbe defrayed and which shall consist of:

(a) fees, charges and other income accruing to the Authority from things done by it
underthis Act;

(b) an administrative charge of 0.3% of the price of a litre of annual average
consumption of white products paay to be inserted into the template;

(c) administrative charges to be decided by the Authority in respect of liquefied
petroleum gas, compressed natural gas and any other fuel

(d) fees and charges paid in respect of any services performed by the ituthor
including charges for mediation, arbitration, administrative and other services that the
Authority may render in the course of the discharge of its functions;

(e) rents from the Authorityés property;

() chargedhat may be imposed by the Authority mpany company or individual in the
course of discharge of its functions;

(g) loans and granis-aid from national, bilateral and multilateral agencaes]

(h) such other money as may be received by the Authority in the course of its operations
or in reldion to the exercise of its powers and functions under this Act.

(2) The Authority shall apply the proceeds of #hend establishedndersubsection (1)
of this section:
(a) to meet the administration and operating costs of the Authority;
(b) to the paymet of-
(i) salaries
(i) fees or other remunerations or allowanecesl
(i) pensions and other regimentbenefits payable to members of #athority or its
employees;
(c) for the maintenance of property acquired by, or vested iAdtigority; and

cap. T22 LFN 2004(d) for purposes of investment; as prescribed by the Trustee Investments Act

any other relevant statute; amdconnection with carrying out its functions under
this Act.

Public hearing

60

(1) The Authority may hold a hearing of anwatter which under this Act or any other
enactment it is required or permitted to conduct or on which it is required or permitted to
take any action.

(2) The Authority shall hold public hearings on mattegulated bythe Authority, which
the Authority detrmines to be of sufficient interest to the public.
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(3) Where the Authority is required to or otherwise decides to hold a heallipgrsons
having interest in such matter shall as far as is practicable be notified of the questions in
issue and given adjuate opportunities to make representations.

Power toresolvedisputes

61

(1) The Authority shall have the power to resolve disputes between:

(a) persons whose activities are regulated by the Authority; and

(b) between such persons and other parggarding any matter under tHart II-D and

in respect of any subsidiary legislation made by the Minister in respect of activities of the
Authority or the Petroleum Equalisation Fund.

(2) No dispute shall be referred to the Authority unless

(a) an attempthas been made by the parties concerned to resolve the dispute through
negotiation;

(b) a resolution cannot be reached under any other relevant or applicable dispute
resolution procedure prescribed by thpat, including but not limited to those
pertaining 6 the wholesale market and the network code; and

(c) both parties are granted the opportunity to present their respective cases to the
Authority.

(3) For purpose of the resolution of disputd® Authority may act either as an arbitrator
or mediator.

(4) When acting as an arbitrajdhe Authority shall issue a determination on the matter.
(5) The Authority may appoint a person acceptable to all parties to act as mediator or

arbitrator on its behalf in respect of any dispute before it and the decisiom miettiator
or arbitrator shall be regarded as being the determination of the Authority.

Publication of guidelines for dispute resolution

62.

(1) The Authority may publish guidelines setting out the principles that it may take into
account in resolving dmites.

(2) TheAuthority shall convene to resolve a dispute if it is satisfied that

(a) an agreement may not or will not be reached between the parties to the dispute within a
reasonable time; and

(b) the resolution of the dispute would promote the dbjed this part or any of its
subsidiary legislation enacted under this Act pertaining todihenstream petroleum
operations

(3) The Authority shall be entitled to convene to resolve a dispute at its headquarters or at
any other place in Nigeria.

(4) The Authority may make recommendations to the Minister to issue regulations for the
discharge of the functions and for the conduct of the proceedings of the Authority,
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including but not limited to procedures for participation in the proceedings of dispute
resolution between licensees, customers, wholesale customers and any other persons.

Terms and conditions for the resolution ofdisputes
cap A18, LFN 200463. (1) Subject to any guidelines that may be issued byAtdority under this

Part 11-D, the Authority or, if the Authority deems fit, an arbitrator, may resolve
the dispute in accordance with the Arbitration and Conciliation Act.

(2) The Authority may require either party to the dispute to pay any costs incurred by the
Authority in appointing amrbitrator.

(3) The Authority, in carrying out its functions under subsection (1) of this section, shall
be guided by the objective of establishing a dispute resolution process that is fair, just
economical and effective and shall at all times act iro@ance with to the ethics of
justice and the merits of each case.

(4) The determination of the Authority shall:

(a) be properly recorded in writing;

(b) state the basis or bases fordeeermination; and

(c) be provided to the parties to the digpas soon as practicable.

Registration of determinations

64.

(1) The Authority shall register all determinations that it makes pursuant to this Act.

(2) The register referred tin this section shall contain
(a) the names of the parties to the dispute;

(b) a general description of the matter pertaining to the determination; and

(c) the date of the determination.

Enforcement of determinations

65.

Subject to the agreement of the partiedet@rmination of théuthority may be enforced
by the Federal igh Court as if theletermination is a judgment of sucburt.

E. National Midstream Regulatory Agency

Establishmentand scope of the Agency

66.

(1) Thereis established body to be known ahe National Midstream Regulatory
Agency, (in this Actreferedtoasit h e A wiach shalldg a body corporate with
perpetual succession aadommon seal
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(2) The Agency shall have power to acquire, hold and dispose of property, sue and be sued
in its own name and subject to this Act perform all acts thautocate bodies may perform
by law.

(3) The Agency shall be responsible for the technical and commercial regulation of the
midstream petroleum operations

(4) All objects and functions of the Agency in thiart IFE are in respect afidstream
petrokeum operations

(5) All provisions ofPartll-K of this Act shall apply to the Agency.

Objects

67.

The objects of the Agency shall-be

(a) to promote the implementation of national technical and commercial policies for the
midstream petroleum operatigns

(b) to promote the efficient, effective and sustainable technical and commercial
development of thenidstream petroleum operatigns

(c) to promote the efficient technical and commercial development and operation of the
transportation network in theidsgream petroleum operations

(d) to encourage and facilitate investments inntiigstream petroleum operatigns

(e) to organise and regulate technical and commercial activities ofnttistream
petroleum operations

(H to promote, where appropriate, cpetitive activities in themidstream petroleum
operations

(g) to promote conditions that will enable transportation activities to be carried out in the
midstream petroleum operatioles an equitable basis while protecting the rights and
interests of licasees and other stakeholdemsd

(h) to establish and regulate tti@mesticgasaggregator

Functions

68.

(1) The functions of thégency shalbeto:

(a) to regulate and cordinate the technical and commercial activities of rthdstream
petroleum oprationsin Nigeria in a nordiscriminatory and transparent manner;
(b) regulatig commercialmidstream activieswhich include:
() midstream crude oil operatians
(i) midstream domestic gas operatipns
(i) midstream export gas operations
(iv) estalishment of methodology for determining appropriate tariff for gas
processing, gas transportation/transmission, and transportation of crude oil, bulk
storage of oil and gas fonidstream petroleum operatigns
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(v) establishment of appropriate pricing frantek for sale of gas by operators in
the midstream petroleum operatiobssed on the fair market value with the
exception of the gas prices determined pursuastiteection(5) of section304
of this Act, and

(vi) settingcost benchmarfor midstream pe&bleum operations

(c) publish the tariff and prices from time to tine

(d) regulate on bulk storage and transportatitansmission and set rules for the common
carriersystens for crude oil and gas in thmidstream petroleum operations

(e) issueand regulatetechnical andcommercial icences and any other authorisations
necessary for athidstreampetroleumoperations

(f) enforce compliance with the terms and conditions of technical and comntiessiaks
issued by the Agency;

(g) keep a registerfall technical and commerciitences issued and any renewals,
amendments, suspensions or revocations thereof;

(h) carry out enquiries, audits or investigations and take such other stepy ag
necessary tanonitor the activities oficensees and t®ecure and enforce compliance with
technical or commercidicence terms and conditions;

(i) ensurethe provision ofthird party access to the transportation and transmission
networks formidstream petroleum operatigns

() promote the principles of sashable infrastructural development in thedstream
petroleum operations

(k) promote competition and private sector participation in rifidstream petroleum
operations;

() ersure that aleconomic and strategademands for downstreagas are met

(m) In respect ofmidstream petroleum operatiqns set rules for the administration of the
open access regim regulate andadminister the open access to transportation,
transmission and bulk storage facilities;

(n) to administer and monitor the natiormgderating andtrategic stocks for crude oil and
gas as may be set by the Minister;

(o) to monitor and enforce the actual application taiiff and pricing framework as
determined by the Agency;

(p) to monitor market behaviour including the development anaintenance of
competitive marketin themidstreampetroleumoperations

(g) to arrest situations of abuse of dominant power and restrictive business practices in the
midstreampetroleum operations

(r) to enforce the right of parties in th@dstreanpetroleum operations

(s) to establish appropriate dispute settlement mechanism relating to the commercial rights
and obligations of parties in tmeidstreampetroleum operations

(t) establish monitor and regulate technicalhealth, environmentand s&ety measures
relating to thananagement of assets and activitieslidstream petroleum operatigns
(u)inspect the metering of pumps and any other facilitiegnidstream petroleum
operationsaandensue compliance witrsafety standards as prescriligdhe Agency

(v) isste permits and any other authorisasarecessary for atechnical activities
connected with midstream petroleum operatigns

(w) set standards for the design, procurement, construction, operatiananténance of
all plants, instdhtions and facilities that pertain to thredstream petroleum operatigns
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(x) establish special laboratories with capabilities for data storage and testing, quality
assurance andertification of crude oil, gas and their derivatives, in thmedstream
petroleumoperations

(y) keep records, data and reports obtained and classifying such records, data or reports as
may be required under any statute and giving any directive tpeasgncompany or

entity in respect ofnidstream petroleum operatigns

(2) ensure the promotion of the safe, orderly and optimal development ofittetream
petroleum operations in the overall interest of the people of Nigeria
(aa)issuecleancertificates ofinspection at the oil terminals to exporters of crude oil upon
saisfaction that the requirements as to quality and quantity have been complied with;
(ab) ensure the supply of gas to the strategic sectors, in accordance with the approved
national gas pricing framewarknd

(ac) perform such other functions as contengglatnder this Act or as the Minister may
from time to time direct, inaccordance with the terms prescribed by this Act.

(2) In furtherance of the functions stated in subsection (1) of this section, the Agency
shalt

(a) establish parameters and codesooiduct for all operators in thmidstream petroleum
operations

(b) monitor the financial viability of all operators in timédstream petroleum operatigns

(c) promote transparency within the Agency and amongst the operators;

(d) develop and maintain atdébase on theidstream petroleum operatioparticularly

such data relating to the construction, conversion and operation of crude oil transportation
and gas transportation/transmission pipelines, bulk storage facilities for oil and gas and
make such irdrmation public;

(e) advise government and other agencies on commercial matters relating to tariff and
pricing framework; and

() undertake such related activities as are necessary for the efficient execution of its
objects.

(3) The technical and comnuogal functions of the Agency as provided herein shall be
carried out by separate departments within the Agency

Powers of the Agency
69. In order to fulfil its functions under this Adte Agency shall have the power

(a) to modify, extend, renew, suspertt revoke antechnical or commercidlcence

issued by it pursuant to the provisions of tPest I1-E;

(b) to make recommendations to the Minister for the issuance, amendment or revocation
of any regulations relevant to the provisions or requireméntsoAct;

(c) to monitor and enforce the application of tariff and pricing framework by licensees in
themidstream petroleum operatiomsaccordance with the provisions of this Act;

(d) subject to paragraph (e) of this section, to request and alotginformation or any
document concerning licensed activities inidstream petroleum operatiofiem any
licensee notwithstanding that they may contain business secrets, provided that any such
information or documents shall be restricted to thosetwhicompany can be compelled

to produce as evidence in a civil proceeding in a court of law;

(e) where it considers it to be in the pubfiterest
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(i) publish information provided biycenseesand
(i) requirelicensees to publish certain information;
(f) to impose and enforce relevaathnical and commerciatence conditions and to
enforce the specific requirements of the Act;
(9) to institute legal proceedings against licensees for failure to complyaeithical or
commercialicence conditions oother ‘requirements of the Act;
(h) subject to the provisions of this Act, to issue legally binding determinations in respect
of any dispute brought before it;
(i) to enforce the provisions of
(i) any enactmentand regulationgrescribing activities othe Midstream Petroleum
Operationsnade prior to the commencement of this,Act
(i) any regulations referring to, diormerly administered by the Department of
Petroleum Resources of the Ministry of Petroleum Resowrceke former Petroleum
Inspectorge of the Nigerian National Petroleur@orporation and
() do such other things as are necessary and expedient for the effective and full discharge
of any of its functions under this Act.

Governing Board of the Agency

70.

(1) There is established a Gomerg Board of the Agency (in this PariHlreferred to as
At he Governing Boardo) which shalll be res
shall consist of:

a) aChairmanappointed by the President

b) one representative of the Nigerian Petroleum Diratéo

c) one representative each of thepectorate and the Authority

(d) two persosto beapprovedoy the Ministerbeing persoswho by reason aheir

ability, experience and specializddhowledge of the petroleum industaye selected
pursuant to the Rpilations;

(e) threeDirectorswho are full time staff ofthe Agencyapproved by the Minister and are
selected pursuant to the Regulations;and

(H) the DirectorGeneral of the Agency;

(2) The persons appointed pursuant to paragraph@&)and ) of subsection(1) of this
section shall holaffice for 4 years subject to rappointment for another period 4fears
only on such terms and conditions as may be specified in their letters of appointment.
(3) Members of the Governing Board shall be perséreegnate experience in the areas
of-

a) logistics, refinng, gas processingand tranportationof petroleum (oil gasand
condensatgs

b) accountancy, administration, economics, finance or law; and

gas infrastructure, commercialisation and marketing

Fourth Scheduld4) The proceedings of tigoard of theAgency and other ancillary matters shall be

as prescribed in th&ourthSchedule to this Act

Funds of the Agency

71.

(1) TheAgencyshall establish and maintain a fund which shall consist of:
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(a) such mong as may be appropriated to tAgencyfrom time to time by the National
Assembly for the purposes of this Act;

(b) aportion to be paid to the Agency by the Directorate in accordance with the budget of
the Agency and the provisions of sectiona2&his Act; and

(c) fees and charges paid in respect of any services performed by the Agency including
administrative charges and other services that the Agency may render in the course of the
discharge of its functionssuch fees and charges to beided in accordance with

regulations issued by the Minister in accordance with the terms of this Act.

(2) The Agency shall apply the proceeds of the fund establigidetsubsection (1) of
this section

(a) to meet the administration and operating costh®fAgency;
(b) to the payment of
(i) salaries
(i) fees or other remunerations or allowaneesl
(i)  pensions, gratuities and other retiring benefits
payable to members of the Agency or its employees;
(c) for the maintenance of property acquit®d or vested in the Agency;

cap. T22 LFN, 200{d) for purposes of investment; as prescribed by the Trustee Investments
Act, or any other relevant statute; and
(e) in connection with carrying out its functions under this Act.

(3) Any funds in excess dlfie requirements of the Agency shall be paid to the designated
account of the Fedaran Account

Public hearing

72.

(1) The Agency may hold a hearing of any matter which under this Act or any other
enactment it is required or permitted to conduct owhith it is required or permitted to
take any action.

(2) The Agency shall hold public hearings on matters regulated by the Agency, which the
Agency determines to be of sufficient interest to the public.

(3) Where the Agency is required to or otherwisdaketo hold a hearing, all persons
having interest in such matter shall as far as is practicable be notified of the questions in
issue and given adequate opportunities to make representations.

Power toresolvedisputes

73.

(1) TheAgencyshall have th@ower to resolve disputes between:
(&) persons whose activities are regulated by the Agency; and

(b) between such persons and other parties regarding any matter unéartthi& and
Partll-1, and in respect of any subsidiary legislation made bivihester in respect of
activities of the Agency.
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