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FEDERAL MINISTRY OF PETROLEUM RESOURCES

OFFICE OF THE HONOURABLE MINISTER OF PETROLEUM RESOURCES
11" Floor, Block D NNPC Towers, Herbert Macaulay Way,
Central Business District, P M B 449, Tel: 234-9-46084910
Abuja, Nigeria.

July 22" 2009

Honorable (Prince) Bassey E. Otu

Chairman, Committee on Petroleum Resources (Upstream)
National Assembly Complex

P.M.B 141, Garki

Three Arms Zone

RE: PUBLIC HEARING ON THE PETROLEUM INDUSTRY BILL &
SUBMISSION OF ACCOMPANYING MEMORANDA.

We write to acknowledge with thanks the invitation to attend
the Public Hearing of the Petroleum Industry Bill coming up on the
29"-31"  July 2009 and also attach herewith 30 copies of the
accompanying Memoranda.

2.  The attached Memoranda contains a detailed representation
of the review that was carried out by an Inter-Agency Technical
Team to capture all relevant comments and concerns that were
raised by Stakeholders in the Oil & Gas Industry as well as the
distinguished Members of the House during the second reading.

3. The review exercise incorporated all appropriate concerns
aimed at achieving the following:

» Good Governance and Transparency of Operations
o Fiscal Balancing to maintain Nigeria’s Competitiveness




Institutional alignment to ensure the emergence of effective
regulatory institutions

Sustainable development of host communities and
maximization of Nigerian Content

Health, Safety & Environmental concerns and obligations.

e Acreage Management, Domestic Gas Sector Development and

Strategic Linkage to the Economy

e Strengthening Indigenous Participation
+ Strong Regulatory Framework for Gas

4.
Bill,

All the above amendments were incorporated into the draft
endorsed by the Ministry of Justice. The National Assembly

Legislative Drafting Department have also incorporated all the
amendments related to the above in the appropriate format. The
Revised Bill is hereby submitted for your further necessary actions.

5.

We thank you and look forward to participating and

contributing effectively at the upcoming Public Hearing.

Yours faithfully,

7

Dr. Ril:yv(ykman, CFR, KBE
Minister'of Petroleum Resources



MEMORANDUM TO THE HOUSE OF REPRESENTATIVES ON THE PETROLEUM

0.0

INDUSTRY BILL (PIB)
PREAMBLE

Sequel to Mr President’s submission of the Petroleum Industry Bill (PIB)
to the National Assembly for enactment into law, the Honourable
Minister of Petroleum Resources, in consultation with other relevant
Ministers and Heads of Government Agencies constituted an Inter -
Agency Technical Team comprising of the Ministry of Petroleum
Resources (MPR), Ministry of Finance (MoF), Ministry of Justice (MoJ),
Department of Petroleum Resources (DPR), NNPC, Federal Inland
Revenue Services (FIRS), Revenue Mobilization Allocation and Fiscal
Commission (RMAFC) and Nigeria Extractive Industries Transparency
Initiative (NEITI) to jointly review the proposed bill in preparation for the
upcoming public hearing. The team was supported by a world renowned
Oil and Gas Fiscal systems consultant, Dr. Pedro Van Meus.

The purpose of this review was to ensure that all relevant Government
Ministries and Agencies are carried along and are aligned with the
Petroleum Industry Reform process. The review was also to ensure that
issues and challenges facing the current institutional, legal, regulatory
and fiscal regimes are fully addressed in the proposed bill now before
the National Assembly. This memorandum seeks the consideration and
endorsement of the National Assembly on recommendations made by
the Technical Team. Some changes and suggestions were recommended
particularly in the institutional framework, gas sector reforms and fiscal
and regulatory provisions of the PIB. This is to ensure alignment of the
Bill with international best practice of transparency, accountability and
good governance. It will also ensure the maximization of Government
share of Petroleum economic rent, strategic linkage of the industry to
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the domestic economy through the development of a viable domestic
Gas market. The new proposed Bill will also open up the industry to new
participants through the creation of an open, transparent level playing
field for all operators and service providers in the Nigerian Oil and Gas
Sector.

INTRODUCTION

The Petroleum Industry Bill (PIB) is a proposed legislation currently
before the National Assembly through which the Executive intends to
set out a new legal, regulatory and fiscal framework for the organisation
and operation of the entire oil and gas industry in Nigeria. The PIB is
based on the Report of the Oil and Gas Sector Reform Implementation
Committee (OGIC) set up by the Federal Government in 2000 to carry
out a comprehensive reform of the oil and gas industry. The PIB in
essence is therefore a reform legislation which aims to establish in place
of the existing myriad of legislative and administrative instruments, an
omnibus legislation that seeks to establish clear rules, procedures and
institutions for the administration of the petroleum industry in Nigeria,

The suggestions and recommendations of the Inter-Agency Team have
been incorporated in the form of a new proposed draft PIB for ease of
reference and comparative analysis.

BACKGROUND

Up until 1993, the Nigerian fiscal system was dominated by the joint
ventures between NNPC and International Oil Companies whereby
Government Take from the I0Cs is in the form of royalties and taxes
only.

Funding challenges on the part of Government and the need to open
new frontiers for exploration led to the signing of production sharing
contracts (PSCs) in the Nigerian deep water.

These contracts (1993 PSCs) commenced production in 2003. With the
declining production from the joint venture arrangements, the PSCs are
anticipated to become the main source of production growth.
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The review of these production sharing contracts has revealed a much
lower government take than other jurisdictions in similar technical and
economic circumstances at US $60 per barrel (see chart below). Under
lower oil prices and high costs, there is a possibility for zero government
revenue from the sector, which forms the backbone of the Nation’s
economy.

Chart of government take of production sharing contracts at

(US S60 per barrel)
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This review process revealed the urgent need for a change in the existing
fiscal arrangements in the industry in order to make those fiscal regimes
competitive in relation to other fiscal systems in the world and to assure
greater share of petroleum revenues for the Government.

The review of all production sharing contracts and joint ventures
showed that the existing fiscal terms;

(a) Subsidized gas production mainly targeted at exports, resulting in
negative Government take;

(b} did not capture windfall profits under high oil price;
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(c) encouraged inefficient producers and high production costs;
{(d) placed too much emphasis on PPT and no focus on royalties;
(e) lacked adequate cost control and accounting procedures;

Furthermore, the existing laws and contracts contained too many
confidentiality provisions thereby making the arrangements opaque and
non transparent.

The acreage management provisions are highly inadequate because they
left large blocks in the hand of licensees, lessees and contractors without
requiring standard international relinquishment provisions.

Consequent on the above, it became clear that to arrest the declining
Government revenues caused by inadequate fiscal provisions and
declining Joint Venture production, the existing fiscal arrangements both
under the JVs and the PSCs need to be changed. At the same time it is
important to find a creative way to stimulate new investments under the
Vs by eliminating the funding bottlenecks on the part of
NNPC/Government.

THE PIB AND THE PHILOSOPHY OF CHANGE

The philosophy of change underpinning the PIB as stated by the OGIC is
predicated on the realization that the present legal regime is:

(a) obsolete and out-dated;

(b) notin alignment with international best practice;

(a) opaque and lacking transparency;

(c) lacking good governance practices and processes;
(d) and notin the interest of Nigeria.

The Inter-Agency Team strongly shares these observations.
IDENTIFIED GAPS IN THE EXISTING PIB

Though the existing PIB in some of its initiatives is far - reaching by
attempting to re-order the basis of petroleum operations in the
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Country and thus enshrine a more beneficial industry, it leaves gaps

that need to be addressed in order to make the Bill achieve the above

stated objectives.

3.2 Some of the gaps identified are as follows:

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

The existing PIB does not sufficiently deal with the fiscal issues
prevalent in the current dispensation in such a way as to achieve
optimal revenues for the Government at all times.

Many issues still remain confidential resulting in lack of
transparency in the operations

There is no modern acreage management system in line with
global best practice.

The provisions relating to award of petroleum prospecting licenses
and petroleum mining leases do not guarantee a transparent bid
process.

There are no provisions for petroleum exploration licenses.

There are no minimum work program requirements for upstream
concessions.

There still remains much ambivalence between the concepts of
concessions and contracts.

There is no strong regulatory framework to implement the
approved Gas Master Plan.

The incorporated joint venture provisions do not provide
adequate protection for the interests of Nigerian Government.

There remains wide ranging discretionary powers to change fiscal
terms for individual cases.

The bid process and acreage retention provisions promote the
current oligopoly in the upstream.
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{12) There remain significant over-laps and lack of clarity in the various
roles and powers of the different institutions proposed to be
created.

(13) There is no adequate fiscal framework for marginal field operators

(14} There is no incentive to encourage efficient operations through
cost reduction.

KEY CHANGES PROPOSED BY THE INTER-AGENCY REVIEW TEAM

In the light of the observed gaps, the Inter-Agency Review Team
proposed key changes to achieve the following objectives:

(1)  Establish clear and enduring good governance principles and fiscal
provisions that are flexible and that would guarantee optimal
revenue for Nigeria. Investment tax allowances, Investment tax
credits and deductibility of interest for tax purposes were
removed to encourage low cost and efficient operations.

(2) Establish clear principles for the working of the Incorporated Joint
Ventures and guarantee that government continues to secure the
maximum financial benefits from its investment in the joint
ventures while relieving Government of funding from the Treasury
through Cash Calls.

(3)  Support the approved National Gas Master Plan aimed at using
gas to stimulate Nigeria’s economic growth and development
through the inclusion of additional provisions on domestic gas
supply obligation and pricing as well as favorable royalty rate for
domestic gas producers.

(4) Establish good acreage management systems that are based on
international best practice of transparency and accountability.

(5)  Establish provisions to enhance local content development in the
Petroleum Sector through effective linkages between the oil and
gas industry and other sectors of the Nigerian economy
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(6)

(7)

(8)

Strengthen administration with the requisite powers and rules for
the effective administration of the industry through realignment
of the roles and functions of the three proposed regulatory
institutions.

Support the energy security objectives of Government enshrined L
this administration’s seven point agenda through the
development of a commercially viable domestic gas market.

Efficient operators (low cost) will now make more profits than
high cost operators as emphasis is placed more on royalty, where
cost are not deducted before payments, lowering the tax rate to
reduce gold plating and amount of non deductible costs are
increased.

INSTITUTIONAL ALIGNMENT

So far in the petroleum legislation in Nigeria, the petroleum operations

were classified as:

(a)

(b)

Upstream, which referred to all activities entered into for the
purpose of finding and developing crude oil or natural gas and
includes all activities involved in exploration and in all stages
through, up to the production and transportation of crude oil and
natural gas from the area of production to the terminal; and

Downstream, which referred to the activities which take place
from the loading of crude petroleum at the terminal, to the use of
oil by the end users and includes transportation, supply, refining,
processing, storage, distribution and marketing of petroleum
products;

Though the concept of midstream is defined in the PIB, it is not applied
or recognized in the Bill and the midstream is essentially regulated by
the downstream regulator.

The review revealed that in order to succinctly define the Nigerian
Hydrocarbon Tax and Corporate Income Tax, it was necessary to apply

the internationally accepted concept of midstream in order to avoid
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exposure of Government to excessive cost deduction for tax purposes
against upstream income.

The Inter-Agency Team therefore considers it necessary to define
“midstream” oil and gas operations as follow:

(a) “Midstream crude oil operations” means activities downstream of the
measurement points of petroleum mining leases or unrelated to petroleum
mining leases with respect to the construction and operation of upgrading
facilities for heavy oil or bitumen; construction and operation of crude oil
transport pipelines, including the related pumping stations; acquisition,
operation, leasing, rental or chartering of barges, coastal or ocean going
tankers, rail cars and trucks for the transport of crude oil; construction,
leasing and operation of crude oil tank farms and other storage facilities;
construction and operation of refineries; other construction and activities
incidental thereto and related administration and overhead.

{b) “Midstream gas operations” means activities downstream of the measurement
points of petroleum mining leases or unrelated to petroleum mining leases
with respect to the construction and operation of natural gas tronsport or
transmission pipelines, including the related compressor stations;
construction and operations of facilities to compress, transport and deliver
compressed natural gas (“CNG”), construction and operations of gas
processing facilities, producing ethane, propane, butane and natural gas
liquids and marketable natural gas; construction and operation of
underground or above ground facilities for the storage of natural gas; ethane
extraction plants; construction and operation of gas to liquids (“GTL") plants;
construction and operation of liquefied natural gas ("LNG”) plants, and
related LNG terminals; acquisition, operation or chartering of LNG tankers for
coastal and marine transportation; other construction and activities
incidental thereto and related administration and overhead.

Furthermore, the review revealed that for successful relinguishment of
acreages described above, owners of the new licenses would require
non discriminatory access to the existing pipeline systems between
fields and oil export terminals or the domestic gas market. This means
that these assets can no longer be included in the upstream PMLs.

By creating a well defined midstream sector and the need to ensure
access to the existing and new pipeline networks as well as central gas
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processing facilities, the need for a strong regulator for the midstream
became imperative, distinct from the upstream and downstream.

The regulatory framework for the current PIB establishes the need for
two entities to give regulatory approvals for all oil and gas projects:

(3)  The Inspectorate for all technical aspects of the project, and

(b) The Agency or the Authority for all cost and commercial aspects of
the project.

This framework is illustrated below:-

Organizations under the current proposed PIB

+ Upstream Sector )
« Qil Explorafion & Development Cost Regulation by
* Gas Exploration & Development NAPRRR

* Downstream:(Midsiream) Sector =
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- Technical Regulation by
LNG/CNG/GIL A I
* Derivative Processing/Production
* Qil Refining ] :
Commercial Regulation
Downsiream Sector by PPRA

« Qil Transpoertation & Gas Transmission
+« Gas Processing

« Gas Distribution /Sale
* Petroleum product distribution & Storage
* Petroleum Product Retail

—

Although the above chart includes LNG, CNG and GTL, there is no
mention of these very important industries in the PIB, despite the fact
that sector based pricing framewaork under the National Gas Master Plan
have been developed and also requires strong regulatory oversight.

The current institutional structure of the PIB where technical regulation
is separated from cost/commercial regulation creates the following
challenges:

(a) The proper evaluation of any project needs an integral assessment
of technical and commercial factors.
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(b)

(c)

(d)

(e)

A development plan cannot be properly prepared and evaluated
without considering alternative concepts, which have technical,
commercial and cost implications. Alternatives can therefore not
be evaluated without considering both technical and cost factors.

A pipeline system cannot be optimally designed without
considering all commercial aspects of markets and transportation
costs.

At the same time splitting the technical and cost/commercial
decisions over two separate regulators will make it easy for
applicants to “set up” one regulator against the other.

Strong potential for creating overlapping and wasteful
bureaucracy, because:

(i)  Technical factors cannot be decided upon without
considering commercial implications and therefore there is
strong incentive for the Inspectorate to engage in
commercial evaluation and analysis.

(i) At the same time commercial factors cannot be decided
upon without understanding the technical basis and
therefore there is a strong incentive for the
Agency/Authority to engage in technical analysis.

In order to address these challenges and keep to best international
practice for regulatory institutions, it is necessary for a single regulator
to consider both the technical and commercial aspects of a single project
application, as illustrated in the chart below:-

Organizations under the newly proposed PIB

10
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Upsiream Sector
* Qil Explorafion & Development ::‘;"’]T;;‘Jn&b:"m‘:;w
¢ Gas Exploration & Development

Downsiream:(Midsiream) Sector
= Qi Transportation & Gas Transmission
* Gas Processing

* ING/CNG/GTL Technical & Commercial
« Derivative Processing/Production RO gsIston by Aoy
* Qil Refining

Downsiream Sector
« Gas Distribution /Sale
* Petroleum product distribution & Storage
¢ Petroleum Product Retail

Technical & Commercial
Regulation by “Authority”

It is therefore recommended to follow this overall concept and create
three regulators with both technical and cost/commercial functions, as
follows:

(a) The Inspectorate for upstream petroleum operations
(b) The Agency for midstream petroleum operations, and
(c)  The Authority for downstream petroleum operations.

In this new concept, the functions under the PIB defined for the National
Petroleum Assets Management Agency will be carried out by the
cost/commercial division of the Inspectorate.

The following chart shows in more detail the linkages between the key
institutions:-

11
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Institutional -~ - Regulation | Environment
Re-Alignment i Geo. Science |

I Cost t
Commercial |} ) [
Regulation | Economics
) : i Local Content
\&"‘H. Y

Technical H | Safety
Regulation | Environment

i | e.t.c
Directorate
| i Cost
Commercial Economics

Regulation Tariff
Local Content

: Engineering
Technical Safety
Regulation Environment
| e.t.c

Cost
! commercial Economics
Regulation Tariff/pricing
J Local Content

Poll_cy.& Regulation Commercial
_ Coordination _ .....Operations
6.0 CONCLUSION
6.1 What has emerged from the review of the PIB and enshrined in

the new proposed draft PIB, is a bill which would further
enhance the important underlying premise and philosophy of
the existing PIB. It will improve the performance of the Qil and
Gas sector through the creation of a robust Petroleum legal
framework that reinforced the linkage of Nigerian Oil and Gas
sector with other sectors of the economy and adopted the
international best practice of Good governance, Accountability,
Transparency and Competitiveness. This review has also
strongly protected Nigeria’s interest in the Petroleum sector by
institutionalizing the Government strategic energy objectives
encapsulated in the seven point agenda.

12



MEMORANDUM

ON

A BILL FOR AN ACT TO ESTABLISH THE LEGAL AND
REGULATORY FRAMEWORK, INSTITUTIONS AND
REGULATORY AUTHORITIES FOR THE NIGERIAN

PETROLEUM INDUSTRY TO ESTABLISH GUIDELINES FOR
THE UPSTREAM AND DOWNSTREAM SECTORS AND FOR
THE PURPOSES CONNECTED WITH THE SAME.

BY

FEDERAL GOVERNMENT INTER-AGENCY TEAM
(MPR, MOJ, MOF, FIRS, DPR, NEITI, RMAFC AND NNPC)

'y
—




PROPOSED AMENDMENTS TO THE PETROLEUM INDUSTRY BILL 2009
BY
FEDERAL GOVERNMENT INTER AGENCY REVIEW TEAM

PART I: FUNDAMENTAL OBJECTIVES

CLAUSE:

Vesting of petroleum and natural gas
Granting of Licenses, Lease and Permitsc
Management of Petroleum Resources
Government Participation

Transparency and Good Governance
Environment and Air Quality Emissions
Community Development

Nigerian Content

el sl Cal I Ll d o

PART IT - INSTITUTIONS

A. The Minister
9. The Minister
10. Functions and Powers of the minister
11. Power to Make Regulations

B. The National Petroleum Directorate

12. Establishment of the National Petroleum Directorate
13. Functions of the Directorate

14. Governing Board

15. Director-General

16. Tenure, Remuneration and Conditions 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 and Conditions of Service
25. Pensions

26. Financial Provisions

27. Funding

28. Funding the Institutions

29. Insurance Provisions

30. Power to Accept Gifts

31.Borrowing Powers

32. Accounts and Audits

33. Annual Reports

34. Exemption from Income Tax

35. Notice of intention to commence suit

36. Service of Notice

PETROLEUM INDUSTRY BILL 2009
Page 1



C. The Nigerian Petroleum Inspectorate

37. Establishment of the Nigerian Petroleum Inspectorate
38. Objects of the Inspectorate

39. Functions of the Inspectorate

40. Powers of the Inspectorate

41. Establishment of a Governing Board

42. Functions of the Governing Board

43. The Director General

44, Tenure, Remuneration and Conditions of Service of the Director General
45. Disqualification

46, Termination

47. Vacation of office

48. Appointment of new Director -General
49. Remuneration of Members of the Board
50. Secretary

51. Other staff

52. Remuneration

53. Pensions

54. Financial Provisions of the Inspectorate
55. Funding

56. Power to Accept Grants

57. Borrowing Powers

58. Annual Budget

59. Account and Audit

60. Mid-year and Annual Reports

61. Restrictions on Legal Proceedings

62. Service of Documents

63. Special Powers

64. Special Units etc.

65. Duties of the Special Units

66. Power of Search and Arrest with Warrant
67. Indemnity of Governing Board and Employees
68. Power to Resolve Disputes

69. Notification of disputes

70. Resolution of Disputes

71. Arbitration and Mediation

72. Judicial Review

73. Register of Decisions

74. Enforcement of Decisions

PETROLEUM INDUSTRY BILL 2009
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D. The Petroleum Products Regulatory Authority

75. Establishment and Scope of the Authority

76. Objects

77. Functions

78. Powers of the Authority

79. Governing Board of the Authority

80. Director-General

81. Tenure, Remuneration and Conditions of Service of the Director-General
82, Disqualification

83. Termination of appointment

84. Vacation of Office

85. appointment of new Director -General

86. Remuneration of Members of the Board

87. Secretary

88. Other staff

89. Remuneration

90. Pensions

91. Transfer of Service

92. Financial Provisions

93. Funds

94. Power to Accept Grants

95. Borrowing Powers

96. Accounts, Reports and Audit

97. Auditor

98. Procedures on Decisions, Orders, and related matters
99. Public Hearing

100. Engagement of Consultants

101. Referrence to Court

102. Power to Resolve Disputes

103. Publication of Guidelines for Dispute Resolution
104. Terms and Conditions for the Resolution of Disputes
105. Registration of Determinations

106. Enforcement of Determinations

107. Judicial Review

108. Referrals of Questions of Law to the Federal High Court
109. Limitation of Suits against the Authority, its Agents, etc.
110. Service of Notice on the Authority

111. Judgment against the Authority

112. Indemnity

L ]
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E. National Midstream Regulatory Agency

113. Establishment and Scope of the Agency

114. Objects

115. Functions

116. Powers of the Agency

117. Governing Board of the Agency

118. Director- General

119. Tenure, Remuneration and Conditions of Service of the Director-General
120. Disqualification

121. Termination of appeintment

122. Vacation of Office

123. Appointment of New Director- General

124. Remuneration of Members of the Board

125. Secretary

126. Other staff

127. Remuneration

128. Pensions

129.Transfer of staff from other agency

130.Financial Provisions

131. Funds of the Agency

132. Power to Accept Grants

133. Borrowing powers

134. Accounts Reports and Audits

135. Procedures on Decisions, Orders, & related matters
136. Public Hearing

137 engagement of Consultants

138 Referrence to court

139. Power to Resolve Disputes

140. Publication of Guidelines for Dispute resolutions
141. Terms & Conditions for the Resolution of Disputes
142. Registration of Determinations

143. Enforcement of Determination

144. Judicial Review

145, Referrals of Questions of Law to the Federal High Court
146. Limitation of Suits against the Agency, its Agents,etc
147. Service of Notice on the Agency

148. Judgement against the Agency

149. Indemnity

e —
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F. Nigerian National Petroleum Company Limited

150. The National Qil Company

151. Transfer of assets and liabilities

152. Guarantees to subsist

153. Transfer of employees and conditions of service
154. Notice

155. The Board

156. Composition of the Board

167. Board Committees

158. Principle of corporate governance to be applied
159. Responsibilities of the Board

160, Functions of the Board

161. Rights of Shareholders

G.The Nigerian Petroleum Research Centre

162. Establishment of the Nigerian Petroleum Research Centre
163. Functions of the centre

164. Powers of the Centre

165. Supervisory Council

166. Powers of the Supervisory Council

167. Director-General of the Centre

168. Tenure, Remuneration and Conditions of Service
169. Disqualification

170. Termination

171. Vacation of Office

172. Appointment of new a Director -General

173. Directors of the Centre

174, Other staff

175. Tenure, Remuneration and Conditions of Service
176. Provision of library facilities

177. Pensions

178. Financial Provisions of the Centre

179. Funds of the Centre

180. Power to accept gifts

181. Borrowing powers

182. Annual Budget

183. Account and Audit

184. Mid-year and Annual Reports

185. Restrictions on Legal Proceedings

186. Service of Documents

187. Indemnity of Supervisory Council and Em ployees

H. National Frontier Exploration Service
188. Establishment
189. Objects of the Frontier Service
190. Functions of the Frontier Service
191, Powers
192, The Governing Board of the Frontier Service

PETROLEUM INDUSTRY BILL 2009
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193. Director-General

194, Tenure, Remuneration and Conditions of Frontier Service
195. Directors

196. Disqualification

197. Termination of appointment

198. Vacation of Office

199. Appointment of a new Director —General

200. The Secretary of the Fronyier Service

201. Indemnity of Governing Board and Employees

202, Other Staff

203. Tenure, Remuneration and Conditions of Service
204, Pensions

204. Financial Provisions

206. Funding

207. Power to Accept Gifts

208. Borrowing Powers

209. Accounts and Audits

210. Annual Reports

211. Exemption from Income Tax

212. Restrictions on Legal Proceedings and Notice of Suits

I. Petroleum Equalisation Fund
213. Establishment of the Equalisation Fund
214. Establishment of the Petroleum Equalisation Fund Management Board
215. Functions of the Board
216. Powers of the Board
217. Utilisation of the Fund
218. Executive Secretary
219. Functions
220. Tenure, Remuneration and Conditions of Service
221. Other officers of the Board
222. Remuneration
223. Disqualification
224, Termination
225, Vacation of Office
226. Collection of Net Surplus Revenue
227. Bridging and Equalisation Allowances
228. Claims
229. Calculation of surplus revenue recoverable
230. Prescribed dates for payment and penalty for non-payment
231. Pensions
232. Financial Provisions
233. Accounts and audit
234, Certificate as evidence
235. Reporting Obligations
236. Dispute Settlement

————
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J. The Petroleum Technology Development Fund

237. Establishment of the Petroleum Technology Development Fund
238. Sources of the Development Fund
239. Reserve Account

240. Purpose of the Development Fund
241. Establishment of the Board

242. Functions of the Board

243. Disqualification

244, Termination

245. Vacation of Office

246. The Executive Secretary

247. Duties of Executive Secretary
248. Other Staff

249, Remuneration

250. Pensions

251. Financial Provisions

252. Power to Accept Grants

253. Account and Audit

254, Mid-year and Annual Reports
255. Borrowing Powers

256. Exemption from Income Tax
257. Legal Proceedings

258, Indemnity

259. Information

PART III - UPSTREAM PETROLEUM

A.Incorporated Joint Venture Companies

260. Establishment of Incorporated Joint Ventures Companies

261. Special Provisions relating to Shares of an Incorporated
JointVentureCompany

262. Special Provisions relating to rents,royalties, taxes and other levies payable by an
Incorporated Joint Venture Company

263, Special Provisions relating to the tax effect of the initial Capitalization &
Creation of incorporated joint venture Company

264. Special Right of Parties to the Incorporated Joint Ventures Company to
Purchase Petroleum & any derivatives

265. Special Provisions relating to the Board of Directors of the Incorporated
Joint Ventures Company

266. Special Provisions relating to the Dividend distribution of an Incorporated
Joint Ventures Company

267. Special Provisions relating to any financing of operations

268. Special Provisions relating to the Liquidation of an Incorporated Joint
Ventures Company

PETROLEUM INDUSTRY BILL 2009
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B. Other Upstream Issues
269. Vesting of Acreages in the Directorate
270. National Grid System
271. Licences and Leases
272. Power to enter into contracts
273. Confidentiality Clauses
274. Petroleum Exploration licence
275. Petroleum Prospecting Licence
276. Duration and Area of petroleum prospecting licence
277. Work commitment, commercial discovery & significant gas discovery
during Petroleum Prospecting Licence
278. Commercial Discovery & Development Plan
279. Unitization
280. Petroleum Mining Leases
281. Exclusive Right to Conduct Operations
282. Domestic Gas Supply Obligation
283. Duration and Renewal
284, Conditions for renewal of lease
285. Relinquishment
286. Surrender of licence
287. Right of Ways
288. Right of Ways reserved to the Inspectorate
289. Award Process
290. Right of Participation
291. Relinquishment from current Licenses, Leases & Marginal Fields
292. Assignment, Mergers and Acquisitions
293. Grounds for revocation of licence or lease
294. Representation permitted before revocation
295. Fees
296. Protected Objects
297. Compensation
298. Effect of failure to pay compensation
299. Environmental Quality Management
300. Gas Flaring Penalties
301. Consultation with State departments
302. Financial Contribution for Remediation of Environmental Damage
303. Abandonment, Decommissioning and Disposal
304. Agreement and Funding

PART IV — MIDSTREAM & DOWNSTREAM
PROJECT APPROVAL & LICENSING
A.Project Approval

305. Project Approval for Midstream Petroleum Operations
306. Project Approval for Downstream Petroleum Qperations
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B. Technical Licensing
307. Licensing
308. Modification of Licence Applications
309. Advertisement of Licence Applications
310. Licence Regulations
311. Licence Conditions
312. Duration of Licence
313. Assignment or Transfer
314. Amendment of Licence
315. Contravention and Enforcement of Licence Conditions
316. Surrender of Licence
317. Revocation or Suspension of Licence
318. Mandatory Registration with the Regulatory Institution
319. Register of Licenses
320. Preparation of Licenses and Duplicates,
321. Register of Memorials
322. Effect of Registration
323. Public Access to the Registry
324. Disclosure of Confidential or Other Information

C.Commercial Licensing
325, Activities requiring a Commercial Licence
326. Transportation Pipeline Owner
327. Obligations of a Transportation Pipeline Owner
328, Conditions Applicable
329. Transport Network Operator License
330, General Duties of a Transportation Network Operator
331. Powers of a Transportation Network Operator
332. Conditions Applicable to a Transportation Network Operator Licence
333. Supply Licence
334. General Duties of a Supplier
335. Domestic Supply Obbligations
336. Conditions Applicable to a Supply Licence
337. Distribution Licence
338. Obligations of a Distribution Licensee
339, Rights of the Distribution Licensee
340. Conditions Applicable to a Distribution Licence
341. Arrangements for Gas Distribution
342. Matters Relating to Licence Applications
343. Advertisement of Licence Applications
344. Licence Regulations
345. Licence Conditions
346. Separation of Certain Licensed Activities
347. Non-discrimination
348. Duration of Licence
349, Assignment or Transfer of Licence
350. Amendment of Licence
351. Contravention and Enforcement of Licence Conditions
352, Surrender of Licence
————————————————————————————————————————
PETROLEUM INDUSTRY BILL 2009
Page 9



353. Revocation or Suspension of Licence

354. Grounds for the Revocation of a Licence

355, Mandatory Registration with the Regulatory Institution
356. Register of Licenses

357. Preparation of Licenses and Duplicates,

358. Register of Memorials

359. Effect of Registration

360. Public Access to the Registry

361. Disclosure of Confidential or Other Information

Part V- MIDSTREAM OPERATIONS, DOWNSTREAM
PRODUCTS AND SPECIAL PROVISIONS WITH
RESPECT TO NATURAL GAS

A.Operations
362. Definition
363. Refining
364. Duties of Refining Companies
365. Reorganisation of Midtream and Downstream NOC Assets
366. Transfer of ownership
367. Limits on Regional Storage Deport Companies
368. Open Access
369. Contract for Pipeline capacity
370. Non-Discrimination
371. Rights to Uncommitted Capacity in Private Facilities
372. Interconnections
373. Indemnification
374. Independent Pipelines and Depots
375. Tariff Methodology
376. National Strategic Stock
377. Operating Stock
378. Price Monitoring
379. Powers
380. power of inspection
381. Offences
382. Penalty
383. Dispute Settlement

B. Specific Provisions Applicable to Midstream and

Downstream Gas

384. Network Code

385, Wholesale Gas Market

386. Wholesale Customers

387. Third Party Access

388, Access to transportation and Distribution

389. Disputes in Respect of Third Party Access

390. Gas Pricing
e ———
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391. Gas Pricing Principles

392. Approval and Publication of Charging Structures and Tariff and Pricing
Structures

393. Wholesale Gas Prices

394. Determinations

395. Customer Protection

396. Provision of Service to Customers and Public Service

397. Competition and Market Regulation

398. Power of the Authority to Determine Abuse of Market Power

399. Competition and Market Monitoring

400. Offences and Penalties

401. Prohibition on the Wrongful Use of Equipment

402. Penalty Not Prescribed

403. Penalty for Refusal to Furnish Return or Supply Information
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C. Domestic Gas Supply Obligations
404, Domestic Gas Market Mnagement
405. Domestic Gas Aggregator
406. Domestic Gas Demand Requirement
407. Penalty for Non-compliance with the Domestic Gas Supply Obbligations
408. Procedure for Gas Supply
409. Gas Export
410. General Gas Market Provisions

PART VI - INDIGENOUS OIL COMPANIES AND
NIGERIAN CONTENT

A. Indigenous Qil Companies
411. General Terms
412. Indigenous particepation

B. Nigerian Content and Local Social Responsibility
413. Nigerian Content Plan and Local Social Responsibility
414. Nigerian Goods and Services
415. Procurement
416. Project employment and Personnel
417. Training
418. Research and Development
419, Reporting & Monitoring of the Nigerian Content Plan.
420. General employment and Personnel Requirement
421. Penalties

PART VII- HEALTH, SAFETY AND ENVIRONMENT

422. Responsibility over the Environment

423. Compliance with Health Regulations

424, Conduct of Operations

425. Obligations of Licensee, Lessee and Contractors
426. Duty to Restore

427. Development Programmes

428. Utilisation of Good Oil Field Practices

429. Compensation

430. Publications

Part VIII — FISCAL PROVISIONS
A. General matters

431. Adjustment factors

B. Companies Income Tax
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432. General Requirement to pay Corporate Income Tax
C. Rents And Royalties

433. Rents for Licenses & Leases

434. All Petroleum production subject to Royalties
435. Royalties in Kind or Cash

436. Total Royalty Rates

437. Royalty Rates based on daily Production

438. Royalty Rates based on Value

D. Nigerian Hydrocarbon Tax

439, Requirement to pay Nigerian Hydrocarbon Tax

440. Powers and Duties

441, Signature and Execution of Powers and Duties

442, Service and Signature of Notices

443. Charge of Tax

444, Ascertainment of Profits

445. Deductions

446, Deductions Not Allowed

447, Artificial Transaction Etc.

448. Assessable Profits and Losses.

449, Trade or Business Sold or Transferred to Nigerian Company
450. Trade or Business Transferred under the Companies Act
451, Call for Returns and Information relating to Certain Assets
452. Chargeable Profits and Capital Allowances.

453 Other Allowances

454 Assessable Tax.

455 Partnership, ete

456 Each Company responsible

457 Manager of Companies, ete, to be answerable

458 Company wound up, efc.

459 Avoidance by Transfer

460 Indemnification of Representative

461 Preparation and Delivery of Accounts and Particulars
462 Roles of Agency, National Oil Company and Inspectorate
463 Service May Call For Further Information

464 Power To Call for Returns, Books, Etc.

465 Returns of Estimated Tax

466 Power of Service to review and reject estimated Tax

467 Extension of Periods for Making Returns.

468  Service to make Assessments

469 Powers to distrain

470  Additional Assessments.

471 Making of Assessments, Etc,

472  Notices of Assessment, Etc.

473  Errors and defects in assessment and notice

474  Nigerian Hydrocarbon Tax Computation
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475
476
477
478
479
480
481
482
483
484
485
486
487
488
489
490
491
492
493

494
495
496
497
498
499
500

501
502
503
504
505
506

507
508
509

Appeals to Federal High Court against Assessments,

Assessment to be final and Conclusive

Procedure In Cases Where Objection Or Appeal Is Pending.
Time Within Which Payment Is To Be Made.

Penalty for Non-Payment of Tax and Enforcement of Payment
Collection of Tax after determination of objection or appeal

Suit for Tax by the Service

Relief in Respect of Error

Repayment of Tax

Penalty for Offences

False Statements and Returns.

Penalties for offences by authorised and unauthorised persons
Deduction of Nigerian Hydrocarbon Tax at Source.

Tax to be payable notwithstanding any proceedings for penalties.
Prosecution to be with the sanction of the Service

Savings for criminal proceedings

Double taxation arrangements with other territories

Method of Calculating Relief to be Allowed for Double Taxation.
Power to Amend Schedules.

E. Production Sharing Contract and other Contracts of the
National Oil Company

Minimum provisions of Contracts
Rents, Royalties and Taxes
Bonuses
Avaialable Crude Oil, Gas and Condensate in Production Sharing Contracts
Valuation
Funding of cost under Production Sharing Contracts
Cost Oil, Cost Gas and Cost Condensate Limits under Production ~ Sharing
Contracts
Non-recoverable Costs
Cost Allocation
Revenues to be credited against recoverable Costs
Profit Oil, Profit Gas and Profit Condensates
Audit Procedures
Model Contract

F. Miscellaneous Provisions

Other Taxes, Duties and Levies
Electronic Management Information System
Restriction of Powers

PETROLEUM INDUSTRY BILL 2009

Page 14



PART IX: Repeals, Transitional and Savings Provisions

510 Repeals

511  Savings Provisions

512  The Directorate

513 Application of all contracts

514 The Inspectorate

515 Ceasation of employment

516 Exemption from liability

517 Application of subsisting contracts
518  The Authority

519 Exemption from liability by 2 member etc
520 Subsistance of contract.

521 The Agency

522 Contracts relating to the agency
523. The Centre

524. Contracts relating to the centre
525. Staff of the Institutions

PART X- INTERPRETATION AND CITATION

526. Interpretation
527. Citation
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