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8.1 Introduction

An at iecomobhisvealthis traditionally defined and measured through gross domestic product
(GDB, which is often created thgiuthe exploitation of natural resources.These Mtural
Resources in broad terms includes: Fdrasts Crude Oil, Natural Gas, Solid Minerals e.g.
Bitumen, Tin, Limestone, Colundwtd, Iron Ore, Coal etc., Marine and Aquatic resources e.g.

fish, shmps etc.

Although increasing from a two digits figure, compare the relative low gross domestic product
(GDP) state of Nigeriads economy dveyearswitt nnual
that of Walmart's, a USA retail outlet, of $260 ki revenue, and the total United States of
America's $14.5 trillion econoimyegs the issues arising. Also not further than Africa, compare
South Africads GDP economy of $363.7 Billion
prices in 2010. In tandem, the Nigerian Bureau of Statistics (NBS) reports that the proportion of
Nigerians living in absolute povedthat is, those who can afford only food, shelter and clothing

0 jumped to 60.9 per cent in 2010 from 54.7 per cent in 2004. Of tharestd population of
167million, 100million live on less than a dollar a day, as well as have no access to electricity.
Also about 30 million household still use wood for cooking in Nidéigaria has a per capita

income of about $1,000 and amongst tmest conflict ridden in the world. This is in spite of, in

the past 58 years of oil, streaming over $500 Billion of revenues in the period (aside the
uncalculatedbses.

Ni geriads hydrocarbon natur al r es dundaoceanff cr ude
as the mainstay obver 80% of revenues to the nation, has NOT served as a catalyst for
economic growth neither has it served as the major source of energy in the mix of energy supplies.
Indeedpetroleum only contributes about 10% as shamtaibdomestic energy supply/consumption

with over 83% arising from combustible energy, wood burning in particular.

There exist abundant evidence that climate change (CC) is a severe threat-gr@ommic
development and can substantially affect ations GDP, as it affects watdgrest, sanitation,
food security, industrial development, housing, eneegith and the very air we breathe

The focus of this paper is on crude oil and natural gas, and its relationship iire¢hedeal
Nigeriadadivities; energy supply from fossils incesathe impact on CGnd the appropriate

ways to deal with thesehrough adaptation and mitigating strategies that will enable a
transformatiofiransition to a green economy.

Ths chapter further elucidatesaspecs of the historicalp o o r management of Ni g
resourcegfossil fuebil and gas) and emphasis is on opportunity loss arising freastages,

loses fromoil and gas revemes, poor governance structuresor conservation planning,
damages ofoail spills, gas flaringweak linkages between the upstream and downstream sectors

1AOL, ©6Economic Misconceptions hFebadadl2 Need t o Die By The

See full article from DailyFinance: http://srph.ittw3BUKU
2 Source: World Bank, World Developmentdattirs
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of petroleum due mainly to ingrained subsidies in both gas and oil prahdaiwhichhave

limited investments in infrastructure to support even the growth of the peteckeuntself.

It hasresuled to a low-level moneeconomy baseearred Nigeria thetag; 0 r esour ce cur
syndromeommon in countries that depend on oil for livelihadgndant with a high
CORRUPTION indefdded toit, are the consequenseof developnent based on export of

primary goodswhich fails tdranslate thos@rimary goodsto consumableéems and createan

industrial base

The need for a paradigm shift to diversify the economic bem® these natural resourcesth

new sources of renewabésd sustainablgreenenergy economys overarching goas well as
targeting improved human wéleing and social equity, whilst reducing environmental risks and
ecological scarcities, with a high green GDP

OSustai nabl eas dceeptedlibp thddema ® been defined as 0de
meets the needs of the present without compromising the ability of future generations to meet
their own needs. 0

This can be achieved, firsising our flared gas and tying thghaseout of fossil fuel tothe

reervesto-production (R/P)ratio; to the depletion of crude oil reserves Given

production/reserve histgrgurrentlyplacesNigeriaat 0 P e at&te e@n thauglgasreserves
remain very substantidinpinging on this is the need for mdoenestie@negy supply due to fast
growing populatiorto rise from current 160 million to estimated 250 million by 2025

The emphasis of this paper is on the input of RE into electricity, supply isessential for
production of goods and servicd$ose RE sour@es, secure, sustainable and competitive and
have greater penetration of energy to rural communities and creates new industries and new
technologies and further increases employmaitially, it offers the prospect of partially
replacing fossil fuels imansport, domestic cooking, hot water and cool air, while in the long run
ensuring a low carbon green economy.

Management of natural resources

It foll ows from the picture painted about the
and gas sedr that is a complete state of dialectics; it holds large reserves but is a depleting
resource that expiresr substantiallydeclinesn the nextperhapsl5-20 years for oil and about

70 years for gas, which threatens the long term future generdtimreis a need to address

these elements.

Whilst these managemeissuesnd structural misalignmentsthe energy sectaxist and are
being addressed variously lilie governmentike the recent removal of oil product subsidy #n 1
January 2012 and subsegntpart reduction ofthe level ofsubsidy on petroleum motor spirit
(PMS)from N635 liter (or $0.4) to N97/liter (or about $.®/ liter), not only serves to reduce
government deficit but should encourage investment in the sector, by a staidggment of
market forces.
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Also the ofgoing review of the extractive industry antstitutional and fiscal reforms under a
revisedPetroleum Industry Bill (RdBYl various committeage commendable.

8.1.1 Greenhouse gas emission (GH&)RenewableEnergy(RE)

GHG result from fossil fudlased electricity generatiemainly, coal, petroleum, and natural gas
and its derivative liquefied petroleu
gas (LPG) and adds to concern ab
global warming. Alternative energie
exist, in this cas®enewable 1ergy
(RE)whichis energy that can naturall
be replenished, thosdrom natural
resources such as sunligydro,
biofuels, wind, rain, tides, an 150
geothermal heatThe key benefit of R
is that, it is also low carborThe world
supplyof renewableds increasing, an
at the end of 2008, it contributed
about 19% of total world energy
supply mix. Similarly, the share of
renewables in electricity generatias
rising;in the same perioadvas around
18%, with 15% of global electricity coming from hydroelectricity and 3% fremrenewablés

The gowth of renewabletas beerstrongest where and when the polwgkers in charge have
established favourable conditicasd policy.

According to REN21he number of countries with some type of policy target and / or promotion
policy related to renewable energy almost doubled during this five year period, from 55 in early
2005 to more than 100 by early 2010Certainly, Nigeria is lagging behind on this, with several
bills pending with the legislatures.

Primary Energy Use

Figure 2. World marketed energy use by fuel type
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Source: US. Energy Information Administration
(Report #DOE/EIA-0484(2010})

Furthermore,EIA pojections demonstrate rising world energy use, arising mainly from
developingemerging countries, reaching about 43%, almost a match to industrialised nations at
45% of total world energy consumption at nearly 300 quadrillion btu by year 2025.

Ni ger i adentac@O2 emigsibnastsaid to be about 0.2% of world output, based on
current oil and gas production outplihe actual CO2 levels in Nigeria are not clear for lack of
adequate measurement data, but there is extensive use of wood burning in rural ateas an
kerosene in urban centers, petrol and diesel from generdibes.emissions from generators,
inefficiencies of energy use such us environmental degradation from spillages, vandalisation of oil
infrastructuregas flaringand alternative fuels are not amented for hereinGas Flaring alone is
reported to account for 82% of total emission in Nigeria. Duadio of electricity, the Nigerian
Customs Services (NCS) reported recently, that over $350 million worth of generators were
imported in 2010. GeneraFr ef er ences t o use of generators
consumption may be up to 20,000MW, inclusive of generditisssuch a big letdown to see how

the Nigerian National Petroleum Corporation (NNPC) and mtaduct markeing companies
knowing ery wellthetoxic hazardsand the former with Capital Oihasthe much toutedcheme

3 EIA data, 2010
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of 0 0 p e r &teir, ehichdispensesctite product on the stréetkong queues of people
with jerry cansSimilarly, atrip to the busy and highly populated inttied city of Lagos will
convince you on how unhealthydbedition of air is

It is recommended that Nigeria in the short term, needs to capture and utilise the gas being flared
to reduce CO2, which wil |l save tekpand pnegeegnl e 0 s
economy to have a greater reach to the populace that is largely. rural

International GHG Protocols

It has been over a decade that most countries joined an international {k¢lfyCCC), to begin

to consider what can be done to reduce glotwvarming, for reducing greenhouse gas (GHG)
emissions. This amounts to an average of five per cent, against 1990 levels overyibsar five
period 2008-2012. Recognizing that developed countries are principally responsible for the
currenthigh levels oflGHG emissions in the atmosphere as a result of more than 150 years of
industrial activity, the Protocol places a heavier burden on developed nations under the principle
of 6common but differentiated respotosapanj | i ti e
on 11 December 1997 and entered into force on 16 February 2005. 184 Parties of the
Convention have ratified its Protocol to date, with Nigeria, a patified in year 2004 It is
recognized that if GHG is not reduced, by the second halfisfalst century, a third of the

worl ddéds population wil!/l suffer from |l ack of
islands states may become extinct; and this is besides the weather vagrancies of floods, extreme
heat and sea rise already beirngxperienced.

Renewable energy technologies (RET)

Infrastructure development for power supply is a key factor for poverty reduction and contributes
significantly to achieving Millennium Development Goals (MDG&®newable energy
technologies (RETOffer prospects for a dynamic industrial poli€iie deployment of RET in rural
areas in developing countries offers opportunities for the use of local natural resources, for
employment, and ultimately for institutional capacity. Evedustrialised econassi plagued by
unemployment and reduced growth perspectives, RET have proven to be an option of developing
industries with a future.

These trendeave become serioendeavoursvorldwide,an example is UK developments in

RE As at 21/01/2012, the UK has puin placeabout511 total REnstallationsgenerating from

both, on and offshore, a total Capacity of 9,875.1416 MW from projects, from Wind, Wave,
Solar PV, CHP, Biomass, Hydro, Waste and Others.

In this context, future work should consider how thy r@imework can foster these investments
and incentivise demasside management in Nigeria at Federal and local levelsatmagional

levels like ECOWAS West Africa Power Pool (WAPP).

8.1.2 Subsidies management in fossil fuel
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Worst of all, fossil fuelattract a big economic drain, a burden of the world governments, as they
subsidise fossil fuels by an estimated over $500 to $700 billion a“ye&conomic theory
indicates that the optimal policy would be to removal enining and burning subsidies, gas
subsidiesand replace them with optimal taxe&lobal studies indicate that even without
introducing taxes, subsidy and trade barrier removal at a sectoral level would improve efficiency
and reduce environmental damage.

The key sources of SubsidyinNigei ads ener gy value chain:

Similarly Nigeria has builh subsidies in natural gaspplies pricing structurand downstream

gas utilisation tax policies, to the extent that for those who have upstream opeth&goan

charge all gas development costttee Oil revenues, which effectively reduces Petroleum Profit
Taxes that would be paid to the government. In Nigeria, removal of these subsidies will include
proper evaluation and impact of removal from activities in the energy related sector;

1. Gas Flare pealties and FDP procedures: The former, low flare penalties (N10/MCF)
allows gas flaring to be sustained as it is cheaper to fllaam invest in gas utilization
project and this situation is further aided by procedures of approval for Field
Development Bhs (FDP) by the Department of Petroleum Resourcesr@gRiRng
oil companies to submit gas development programmes, after the fact not before the
approval of the FDP; ancthte Mi ni st er &8s di s crpermitgasn t o i
flaring. Addressingthese would substantially reduce GHG emissions and increase
investments and recover loss opportunity in gas revenues of estimated $200 million
annually;

2. Gas Pricingnatural gas pice settinghas beendiscretionary and opaquand NOT
tied to changing m&et environmentghere is no structured and clear basis for setting
tariffs and wholesale prices.g.

- the gas supply prices to the NLNG;

- the 1979 sale of 20% NNPC/government asset divestment or equity in the
NNPC/Shell/Agip/Elf joint venture took reccount of the natural gas
stocks, it was regarded that gas was uneconamidcsold at 2ro price in
order to stimulate investments into the NMat an irony!)and

- the gas supply pricessGTprdgete.s of Mob

Thes pricesare below the costs of supply. This has resultedlilon dollarsannual
subsidyby the government.

2.bDomestic gas prices FGN parastatal-PHCN; The PHCNpays very low prices for
gas supplied to the thermal plants, to the tohestimated$50-$90 milion annual
subsidythis isa disincentive to investment in gas gathering infrastructure;

3. Nonpayment of electricity bills by public sector institutions to PHCN and in turn PHCN
debts to NNPC for supply of gas, results to millionklaira inindebtelnessThe

4 ScienceDaily.com (Apr. 22, 2010) "Fd3asdl Subsidies Hurting Global Environment, Security, Study Finds"
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Minister & Petroleum Resource
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(or $58 million at current exchange rate) at this point indtinttee chart shows supply
price differential from the gas transport company of NNBE@ Nigerian Gas
Company Limited (NGC) to Commercial, goarsistatals and government parastatal

entities (with PHCG&feating losses to NGC, with the largest gas supply to it).

B Diff(Loss)
OAv. Price

4. Gas Fiscal structure: the Government is actually paying for the gas anil@ajects
in Nigeria by this O0tax shadow systemd,;
gas utilsation costs to oil revenues. The amendment of this laws will stimulate economic
growth by diversification of players (investors) and increase tedllectaxes in
petroleum profit tax as a consequenc®PT does not reflect the recent crude price
increases in the market

5. Oil products subsidy costs; The removal of this subsidy will bring alatighneent of
market forces that will encourage a comipetiinvestment in the sector and reduce
government deficit, in 2011 alone, direct subsidy on petroleum maio(RpIS) will
be reduced byapproximately two trillion Naira ( N2 Trillion or $12.6 billioayd

6. The Power Consumer Assistance Fund (P€eAiBi), S.83 of th&lectric Power Sector
Reform Act (EPSRA)05 mandates somsubsidies on electricity tariff rates for the
consumer segment ; the O6poorest of poor ©
that costabout sixty billion Nairadr $385 millon) annualfand more recentlythe
chairman of NERC, Dr. Sam Antisttlosed that N50bn had already been included in
the 2012 budget to subsidise power for those who could not afford ta pay

8.1.3 Current Electricity (Powesjtuation:

Electricity igssential for productiasf goods and services, which determines social and economic

developmentNi geri ads story is | ike most ,lm$chrohicr i c a,
power problemavhichare taking a heavy toll on economic growth anddoictivity. In power

® Daily Trust]18 October 2011
6 Daily Trustl3 February 2012
"PunchMay11, 2012
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supply, Nigeria lags behind Ghana, Egypt, Algeria and also other comparable large countries
like Malaysia, Indonesia and Brazil.

Similarly, the regiord sgeneration capacityis woefully inadequate leading to limited
electrification, v power consumption, unreliable services and high/Addiisonally, & much as
one quarter ofexistingcapacity is unavailable because of aging plant and poor maintenance.
Thewidespread reliance on expensivbasiéd generatiomakes the average cosof producing
power in Africa extremely higiMany African enterprises experience frequent outages and in
many countries backup generators, adding to the venting of GHGs.

Africads electricity data includes:
U The total installed capacity in Africa was ab®06.3 GW from which suBaharan
Africa (SSA), 48 countries accoult&BV (63%)dno mor e tshan Spainds.
U The total population of the continent was estimated at 917.8 Million, from which SSA
Accourd for747.3 Million (8199,
U The total annual electricitpnsumption for Africa was estimated at about 488,315
GWh from which SSA accounts 325,950 GWh (66.7%);
U Per capita electricity consumption 3Agxcluding South Africa) averages only 124
kilowatthours a year, barely 1% of the consumption typichighincome countries;
U Total consumption of electricity per habitant per annum for Africa 532
kWh/habitant/year;
o North Africa 952 kWh/habitant/year,
0 West Africa 155 kWh/habitant/year,
o Central Africa 151 kWh/habitant/year,
o East Africa 65 kWh/habitant/year,
0 Soutlern Africa 1767 kWh/habitant/year.

U Generation capacities of SSA are less than 200MW, well below the minimum efficiency
scale, which means they pay a heavy penalty: costs reach US$0.25 per KW, twice the
level in the regions of larger power systems.

U One ofthe cardinal objectives of the present Administration is to make Nigeria one of the
top 20 economies in the world by the year 2020 and to support this ideakr supply
must rise to about 60,000MW by 2020 from current installed capacity of 6,000 MW,
whid generates about a daily average of less than 4,000 MW.

U According to PHCN action plan, it will achieve this through;
1 Rehab/Overhaul of existing assets;
1 Completion of power stations under construction;
1 Streamlining NIPP Implementation;
1

Adopting policy masures for domestic gas utilization /resolving larger Niger
Delta Issues;

8 |CA data 2012
9 The UPDEA (UnionRybducer, Transporters and Distributors of Electricity in Africa) 2006 data
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Securitization schersapport being offered by the World Bank (WB);
A weltarticulated action plan with timelines;

Attracting private investment; and

Diversification of energy soesxoal, renewable, hydro.

= =4 4 =2

0 Arecommended 17506092, 000 MW (or 200, 000 MW in s
TARGET by the industry, aimed at sustaining the achievement of the MDGs, by 2030.

All efforts in increasing the access of electricity to popuolaie useless without adequate
related measures to increase the power production that can satisfy the dénftaisdatthese
crosgoadsthat Nigeria currently stands

8.14 Why Green Economy?

It is recommended that whilst addressing tlpeseer infrastucture needshere is a need to
transform the reliance oronventional sources| and gas and to integrate green sources of
energy so that the nation avoids the associated growth pitfalls of the advanced nations of venting
CO2 through injecting/replany with Renewable Energy (R&)rces

Key objectives f ofueltogreenfgsel6t i on from o0f ossil

Nigeria like most developing countries is currently more a victim of emissions from the advanced
economies, but needs to employ climate change adaptatrategies forthe following main
reasons;

a) Studies of climate change show that if no action is taken to mitigate it, it would cost
between 10%15% of global GDP by 2056!, SINCE IT IS ALREADY A THREAT TO
SUSTAINBLE ECONOMIC GROWTH, with impacts dke#aaty Agricultural production,
food prices and security, migration, desert encroachment, flpodiftict generatioatc;

b) To prevent the nation from being a major contributor to emissions as it transforms the
economy into one of the top 20 econoroiethe world, to start with;

c) There exists a large gap between energupply electricity supplyand demandthat
ought to facilitate the immediateployment of renewable energy optigns

d) Thefastdecliningnonrenewable natural resources reserves baserade oil and natal
gas leaves an effective (based on actual recoverable oiteservesto-production
ratio (R/P)of approximately 120 years for crude oil and about 74 years for natural gas,
impliesa longer term planning outloakarting with at leat 100 years,that caters for
future generations

10 The Infrastructure Consortium for Africa (I@Ay& Meeting, 1-44 March 2008
11 Studies on Climate Change Economics by Sir Nicholas Stern
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e) It upholds international conventions, the new global standards under the Kyoto
protocolthe United Nations Framework Convention on Climate CAANGECT

f) RE is scalable and can have greater penetraiido rural areas- e.g. Micrehydro
configured into villagscale or.GA/countyscale mingrids. According to REN21 reports,
there aremore than 30 million househdiaiat get lighting and cooking from biogas made
in householdcale digesters. An estiradt3 million households get power from small solar
PV systems. Biomass cookstoves ar% wused by

g) Provides a long termsustainablégreen economginceRenewable Energy is sustainable
in its productiorability; the avalable supply of RE will not be diminished for the
foreseeable futuréd in millions or billions of years; hertbe use of theekmot he gr een
deal 6 for Nigeria; and

h) Renewable energy technologies (RET) offer prospects for a dynamic industrial policy. The
deployment of RET in rural areas in developing countries offers opportunities for the use
of local natural resources, for employment, and ultimately for institutional capacity.

To achieve these objectives, now requires a complete paradigm shift inythetvdo e nat i o1
natural resource has been harnessed and the recommendations to enhance revenue management
that can be a source of funding the green economy.

RE Technologies:

Advances in low carbon energy technology and energy efficiency are the backbdoe

carbon development and low carbon economy, which Nigeria ought to employ. This is well
supported by traditional practices, as traditionally for example, farmers relied on making campus
by themselves, as the use of chemical fertiliser has proveratedurce of land destruction if not
managed well; and meat was generally roasted under the sun over a pdrgsveral days

Development and implementation of the Strategic Energy Technology plan, requiring investments
in R&D are neededR&D demonstriain and early deployment of technologies, such as various
forms of low carbon energy sources, carbon capture and storage, smart grids and hybrid and
electric vehicle technology, are of paramount importance to ensure theffexiste and large

scale pestration later onln addition, increasing resource efficiency through, for instance, waste
recycling, better waste management and behavioural change, as well as enhancing the resilience
of ecosystems, can play an important role.

Funding RE:

12 Renewable Energy Policy Networktite 21stcentury (REN21)
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It is recogrzed that funding will be requiretd support a green economy and it is oansidered

opinion that the elimination of currents waste, inefficiencies in the management of natural
resources can help to support a green economy, starting first with the gmieehnguishing the
rolean 0 i namdecsntributing annual budgetary funds (cashcalls) for upstream oil and gas
projects under the joint venture and for NNPC capital projects.

Funding RE should be private sector driven atideasfficial launchingeremony of the Bank of
Indsutry (BOB and the first (#) renewable energy investment forum, the Managing Director
(Ms. Evelyn Oputan an effort to effort to feature Nigeria in global renewable energy
investment portfolio, through private sector wawoént stated that the total investments in
renewable energy in Africa rose from $750 million in 2004 to $3.6 billion in 2011, that
investment in renewable energy across the globe is increasing significantly from $33 billion in
2004 to $211 billion as ofJune this year, 2011. She explained that in Nigeria, investments in
renewable energy have a large potential for growth given the large gap between energy
demand and supplyThatmost of the renewable energy projects embarked upon in the country
have been mre from the government agencies at federal, states or local government levels.

RE tinding mechanisms
Funding sources for Re willfbam;
1. Private sector investors & Debt Financing (BanuKilateral lenderstc);
2. Institutional investors;
3. GovernmentRE Bond Funds based on subsidy removal from gas, oil products and
electricity; and
4. Under theJN Treaty, the Kyoto Protocol offgrartiesan additional means of meeting the
cleanertargets by way of three markdiased mechanisms, which are:

a) Emissionmadingdk nown as o0t he carbon mar ket ";
b) Clean [@velopment mechanism (CBWAgreby developed countries invest in
sustainable projects in developing countries to get carbon credits; and
C) Joint implementation (JI).
Theemechanisms help stimulate gresestment and help Parties meet their emission targets in
a costeffective way. Nigeria is yet to exploit these new markets effectively and belaven
industry restructuring can achieve this.

Sample of private investor in RE

BUnited Nations Devel opment Programme (UNDP) partnershi

16th June, 2011 at Abuja
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The fast pace to whictountries and private companies are switching to green economies is

encouraging pointer to a greener worl d. For
includesnvesting in wind, solar, biomass, hyaind geothermal power assets and has invested
over $6 billion in a diverse portfolio of renewable energy assetsn Ser p a, Portuga

investment ithe world's largest solar photovoltaic power with a project that cost $75,000900;

an 11MW solar power plant on 150 acres, compgst?,000 photwoltaic modules;ral with no

fuel cost or emissions, the Serpa solar installation will produce electricity sufficient to power 8,000
homes and save more than 30,000 tons a year in greenhouse gas emissions compared with
equivalent fossil fuel generation,| wi remain productive farmland
areas4.

Approach to Green Economy

It is ourecommendatiomtstart withthat green policies on technologies and application need to

be guided under the newhe-createdand integratedMinistry ofEnergy(MOB with an Agency

to be named as thaligeria Federal Energy CommissibifFfRC) In the MOE, Renewaldaergy

can find a homeTle key strategy is to ensur@ harmonisation, a holistic approachtatal

energy management and governance as welkaloring towards more green technologregs
increasing the nationsd electricity supply ot
and combustible waste (wood burning)

Thestrategic approacliecommendedor an overall Energy Plan

Thisis simple but the targets must be adhered to by all and by any succeeding government, for
succedsgy the following steps
a. Hrstaddressinstitutional and policy
re-alignments to project the
ultimae aim of building capacity
and government to stop irstang
directly through budget allocatiol
in oil and gas sectpr
b. The Gas Master plan outlines tl
harnessing of dispersed associats
gas and for the rehabitation of
existing gassupply infrastructuria
the short mediumand long term
and should bedllowed; and
C. Integrategreen sources of energy.

The deepening of green economy wilentuallyconstitute the major source esfergy supply
such thaby 2030 (in 18 years)n order to sasfy the fullMillennium Development GrowMiD(G)
growthtargets green sources of energy shadhcha minimum 060%, ths is the point to which
energy supply adequately meets economic needsatenal growth requirement of estimated

14 GE Financial services repdxpril 2006
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200,000 MW electricity from the current grid capacity of 6,000 MWhis i longerterm view
and is still in line with the curre¥itsion2020 (in 8 years) target of 60,000 MW.In this regard
the timing profileof the RE is to baligned with thedepletion rate ofexpected petroleum
reservego-production ratiqR/P) of knowidiscoveredgrovenoil and gas resources.

8.1.5 Energy poverty and green economy

Nigeria and inSubSahara Africa (SSA) the access rate to electricity is in general verysew: 3
40% (excluding South Africa), with electrification rates in;

1 North Africa (including Matania) are 226 to 99%;
West Africa 46 to 40%;

Central Africa 86 to 35%;

East Africa % to 25%;

Southern Africa% to 70%.

= =4 4 A

It is attributed to the absence of an adequate electrification rates in Africa policy and weak
commitment of governments t@edke sufficient means for increasing the access to electricity
have been major causes of low output.

Power sector investment needs

Addressing Africads chronic power probl ems wi
expansion of power infrastcture. The total spending needs of the power sector amount to
Uus$40.6 billion a year, or 6.4% of the regiol
US$11.6 billion, just over omgarter of what is required. Existing spending represents 1.8% of
regional GDP, although in the Aoagile low-income countries, this share increases to 2.9% of

GDP.

Existing resources would go further if the sector operated more efficiently. Addressing the
operating inefficiencies of the power utilities could redueduthding gap by US$3.3 billion a

year, improving cost recovery would bring an additional US$2.2 billion a year, and US$0.3
billion a year could be recouped by improving execution of the capital budget.

Even if all these inefficiencies could be eliminatesizable power sector financing gap of $23
billion a year would remain. Thregarters of this financing gap is a shortfall in capital
expenditure, while the remaining quarter is a shortfall in operation and maintenance siending.

Commitments to the engy sector, by region

With an increase in 2009 of 75% compared to 2008, the energy sector has experienced the
largest rise in commitments by ICA members, receiving US$6.3 billion. This is mainly due to a vast

15 (Source: AICD)
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increase in expenditure in South Africaeventimes higher than in 2008. Half of the total
contribution, US$3.7 billion, to the energy sector was directed to South Africa in 2009. West
Africa showed a sizeable increase too, with a tripling of commitments between 2008 and 2009,
to US$1.6 billion.

AfDBand the World Bank are traditionally the most significant financiers to the energy sector,
with their respective commitments of US$3.6 billadhwhich US$2.8 billion was committed to
South Africad and US$1.8 billion in 2009. Together, these account8%86 of total ICA
commitments to the sector.

Opportunities:

SubSaharan Africa is well endowed with both hydropower and thermal resdutngsonly a
small fraction of its power generation potential has been develeges.6 1 % of t he reg
hydropowe potential is in just two countr@&the Democratic Republic of Congo and Ethiopia.

Pooling energy resources through regional power trade promises to reduce powetheostsst

of producing power in Africa is exceptionally high and risife Southay West, East, and
Central African Power Poolsregional trade could reduce the annual costs of power system
operation and development by US$2 billion per yeaabout 5% of total power system costs.
Founded in 2000, the West African Power Pool (WAPR)cisoperation agreement between
nineteen national electricity companies in Western Africa under the auspiceEchnimmic
Community of West African Sta{g&s<COWAS).

0 Countries involved: Beni n, Burkina Faso, C
Bissau, Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone, Togo.

U Base load 31.3 terrawatt-hours meeting 70% of demand (2005)
U Current means of power genamat: thermal 64%, hydro 31%, imports/others 5%

U Demand expected to triple in next decade requiring 18,000MW of additional installed
capacity and associated transmission.

U WAPP is working with World Bank and other financiers to develop workable models for
crossborder project finance and regulation on priority projects, along with ways to
increase capacity of institutions responsible to support delivery.

U Other efforts of WAPP are geared towards:

0 Increase investments needed for power grid expansion in the oegi

o Create an attractive environment for investmernts order to facilitate the
funding of power generation and transmission facilities, including creating a
common operating standard, rules and a transparent and reliable mechanism for
the swift settlemetf power trade transactions; and

o Formalise official and extended collaboratiom the region to expand power
generation, transmission and trade.

Nigeriads power situation:
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At the opening of year 2012power supply stood at 3,88MW, it was published thathe
government has failed toneet the 5,000 megawatts (MW) electricity power generation
promisedhinged on reforms in the sector on the National Independent Power Projects (NIPPs) as
well asthe full privatizationand commercialization of the generataimd distribution companies,

the eleven (11)/or the eighteen 18) successor
companieso be created outof the Power Holding
Company of Nigeria (PHCN) to private sector c«
investors.

PHCN (formerly the National Electric Power Authc
0 (NEPA) had bee the statébwned agency
responsible for generating, transmitting a
distributing electricity for the entire country
Nigeria. As part of thengoingpower sector reform
efforts by the Federal Government of Nigeria (FGI
much of sta®wned interest in the elecity

services industry is being divested through a sale of a minimum of 51% of its equity to qualified
longderm investordThis is based on the Road map for the Power Sector Reform inaugurated by

President Goodluck Jonathan on August 20, 2010.

In suppar of which the National Electricity Regulatory Commission (NERC) is currently in the
process of implementing the sector transition toward a fair andeflestive tariff regime
through the revision of the Madaar Tariff Order (MYTO) In addition, creitl enhancement

packages are to be provided to the sector by FGN.

As it stand the National Grid Capacity of about 6000MW is built around gas, oil and hydro in
the ratio 37/32/31. The national energy consumptiaocording to the International Energy

Agency (IEA), in 2008, was 4.4 Quadrillion

Where are we today?

Country

Power Gen.
(MW)

Population
(Million)

UAE
Malaysia
Saudi Arabia
Iran
Indonesia
South Africa
South Korea
UK

USA

Nigeria

4,740

24,000

39,000

44,000

46,000

46,000

74,000

82,000
990,000

6,000 (installed)

[PECN]

(111,000 kilotons of oil equivalengnd was
derived
a) 81.3% (percent)from combustible
renewables and waste use of
biomass for off-grid heating and
cooking needs;
b) 10.1% from oil products;
c) 8.2% from Natural @s; and
d) 0.4% from Hydro.

Nigeria stands out among nations with very h
energy poverty (only about 50% gdopulation,

out of 158.8 million (CBN 2010 report) hascess to electricityg n d

availability of 8 Wattsper capita- less than a regular light bulof o r

16 |EA Director, 2005
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The attendant problenwith this isthe destruction of her forest (another valuable natural
resource)is usedas a source of fugthisfurther worsens this casgn a relative scale, thdata
below, Table 3pbtained in early 2009ndicates that three years aften spite of spending some
controversial $15 billion by the last administratiom,progress ds been attainedn improving
power supply

Nigeria still requires huge oil and gas infrastructure to meet her domestic energy needs and to
penetrate energy supply across the country; it is estimated by industry that required investment
can be over $50 biion in both upstream and downstream sectors infrastructure for additional gas
gathering, pipelines and processing facilities with a similar amount needed for generation,
distribution of electricity. This spending requirement of over $100 billion recuirey unlikely

to happen as the net export revenue (nominal) earned by Nigeria in year 2010 was $65 Billion
(OPEC) which does not satisfy the annual national budgetary requirement and debt service and
has in the last five years has been

COﬂSiStenﬂy rusdeficit bUdget Existing TCN Transmissin Line System\ -

/" \RepuBL]

National electricity requirement &
Recommended Strategy:

ssssss
nnnnn

REPUBLIC

Our recommendation is centred on concre| ™
a re-structuring of the energy sector, I CTva \
match the sector into privitisation; attre [ ,,
private investment; diversify sources o e o

energy, and upper most Hig the policies B NG =
and governance structures. ‘

‘‘‘‘‘‘

REPUBLIC
OF CAMEROON

The thrust of our recommendatiom this
paper focuses on thestrategies that will 8. Beites
support the  optimum requirementsiise o oo | ATLAIC OCEA
established by industry artie Governmentor an efficient electricity indtry to support "Power
for al | atétargeRd 60,0 MW and recommended 175,00092,000 MW (or 200,
000 MW in shortestimates in the industy sustain the achievement of the MDGs, by 2080.
more recent report states that it is hoped ttie privatisationof PHCNwill greatly improve
service and output, with the government targeting 18,000MW output by 20&60ur informed
judgement that based on the history of power development this target is more attainable.

Lack of access to electricihas been considered a major impediment to the growth and
development ofeconomiesespecially rural Most of the rual communities lack electricidyg
shown by thdigure, thegrid line systenof Transmission Company of Nigeria (T@&id)that is
even wha the new lines under construction are added.

Similarly the ruratommunities hatlee highest level of unemployment, in ratio to urban locations.
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The use of renewable alternatives may in the long term, be more sustainable and efficient system

to penetraé energy supply instead of the pipe dream of providing electricity to majority through
conventional infrastructure that will deliver gas that will eventually be exhaustible from depletion.

Challenges of current electricity plans:

Firstchallengeis the low level of investments to supply electricitypnly justifies the need to
encourag@ a green economyhat is more sustainable, even if expensivihe NIPPspower
programmelack of scale of economy reference to global power plants best practices and
sizng, will generate a total of 1,588MWonly from these 7 projects Gbarian, Bayelsa State
(225MW); Ihovbor, Edo State (451MW); Omoku, Rivers State (230MW); Sapele, Delta State
(451MW); Egbema, Imo state (338MW); Calabar, Cross Rivers State (561 (MW); Alkvaam,
Ibom State (188MW).

Secondly, e limited penetration of electricity supplyas to beaddressed by the creation of

the Riral Electrification Authority (REABetweenyears 1999 to 2007 it is reported that 836

rural electrifications projects hadedn completed, with 1,946 @oing. Furthermore, N45.8
Billion awarded for rural electrification to 662 Local Governments in 2007. Subsequent
administration of Yarodadua dismantl ed,etghi s
some membersf the national assembly committee in charge of oversight funggomgiven

contracts without any performance. Till date none of the accused has been booked for the crimes.

Thirdly, the lack of gas availability to domestic poweis a serious problemnsie oil companies
under the joint venture operating agreements have over committed gas to export projects for
LNG, NGLs antb WAPCO. The Minister of Petroleumproviding details on gas utilizatida

the Senate committee on Gas in the country, thist® said 15 percent of the gas is flared, 12

percent used for domestic consumption, 41 percent for export and 32 percent is reintegrated into

the operation of the oil and gas sedtor

No administration so far has had the moral courage to review thisypokiprogramme planning

and to change the tide that holds the country hostage withoytdgytitey have several export

LNG plants and other projects on the offifdpe Minister of Power addressed this issue as
contributing to Pd2010daget ofd,Q00 MW int yecent pressrelease t h
in January 2012

Fourthly, low tariff rates andinternal domesticdebts on the power chain has discouraged
credible investors in the past. The comparative study of tariff rates in West Africa placed
Nigeria as having thdowest;at USA0.08 centsKWhi8 A further comparison with recent
progress made on the MYTO with the 2011 ratesqdabe highest tariff rate foresidential

17 Daily Trus October 18, 2011
18 Comparative study of electricity tariffs used in Afddaecember 2009 byJnion of Producers, Transporters and
Distributors of Electric Power in Africa (UPDEA)
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category R5 at N15.6/KWh or $.10/KWh at current exchange rateé The Federal
Government saygefhectigdet amicfolsgdd f or resi de
customers are necessary to ensure that investors can turn aymdét. the new pricing regime,

due to become effective in April 2012, tariffs will rise eeeén 25 percent and 88 percent,

though most customer classes will see a 50 per cent hike in their bills, from the present N10 to
N18.80k for the low class consumers and about 23 naira/kWh for biggest consumers of electricity

0 wealthy individuals and busgses The governmerttas made provision for a M5billion

subsidy this yea2012, allowing the tariff for the poorest customers to be fixed at N3.30K.

The new tariff was calculated to reflect the real cost of supplying electricity, with a return of
investment factored in, according to the Nigerian Electricity Regulatory Com(NIE&Q)This is

near the average price in Africa, and is still less than half the cost -gfegelfated power in
Nigeria.

WEST AFRICA - COMPARATIVE TARIFF(cents US / kWh)

CIE | CEET | SONABEL | EDM |NISELEC | SENELEC| PHCN | SBEE | VRA |NAWEC| LEC EC5 ED&

6.51 13.50 2010 15.96 1123 17.58 105 | 1440| 807 | 1257 | 3400 6.27 8.70

18,80 13,55 2341 1979 | 1123 1774 312 |1493]| 780 | 1503 | 3400 6.27 870
20,60 14,00 26.93 1979 | 1L23 2047 312 |1493) 780 | 1503 | 3400 6.27 8.70

16,51 15,55 2548 2957 | 123 17,74 304 |1634]1032 | 1668 | 3400 8.6l 870
17.74 15.85 27.23 2057 | 1123 19.56 304 16341032 ] 1668 | 3400 8.61 8.70

18,74 17,01 24,71 3057 | 1340 2352 | 645 | 1600 1461 | 2417 | 3400 14,61 12,40
19.10 18,36 2530 3057 | 1354 2491 645 |1600) 1461 | 2417 | 3400 14.61 12,40

1880 | 1840 | 2405 | 2310 | 1352 | 2463 [ 644 [1000]1322] 2417 | 3400 | 1322 | 1240
1933 | 1805 | 2405 | 2310 | 1368 | 2531 | 644 [1600 (1322 2417 | 3400 | 1322 | 12

1637 1492 24,62 1937 8z7 20,09 755 | 1515 | 1406 | 2733 | 3400 14,06 12.40

15
I @ Comparative study of electricity tariffs used In Africa = December 2009

19 Installed capacity of a Power Plant is measured in MW and 1GW=1,00Gvd Power consumption is
measured in time period, imet kilovatt-hour (symbolized kWhihere 1 GWh = 1,000 MWh = 16 kWh and 1
kWh = 3,412.1416 Btu
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2011 Electricity Tariff SchedWlSERC

Tariff Code Details

Tariff Code Fixed Meter Minimum Demand Energy

MN/Month N/Month N/AMonth NAKVA NAWh
Residential R1 50 250 50 0.00 22
Residential R2 75 250 75 0.00 73
Residential R3 300 1.251 300 0.00 11.0
Residential R4 300 4.003 12.509 0.00 15.6
Residential RS 0 5.504 78.178 0.00 15.6
Commercial C1 204 227 204 0.0D0 111
Commercial C2 272 1.134 272 0.00 145
Commercial C3 544 3.829 11.340 381.05 145
Commercial C4 0 4,900 70.874 425.05 14.5

Industrial D1 201 223 2m 0.00 11.7
Industrial D2 268 1.118 288 0.00 15.2
Industrial D3 538 3.570 11.157 41231 15.2
Industrial D4 o 4,000 60,733 448.18 15.2
Industrial D5 0 4 909 3347 101 484 01 15.2
Special A1 120 500 120 0.00 11.2
Special A2 240 1.600 5.000 0.00 11.2
Special A3 o 2,200 31.250 0.00 11.2

pecial A4 0 2 200 31,250 0.00 11.2

Street Lighting

Street Lighti S 451 0.00 8.6

l
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8.2  Management of natural resourcg€rude oil and Natural Gas)

Nigeria is endowed with adequate fossil resources, with current 37 billion Barrels of proven
Reserves of crude oil and 187 trillion cubic Feet (TCF) for gas, agcamrd011 IEA report. In
addition Nigeria has large deposits of bitumen (Tar Sands), indicated at 42 billion barrels
outdoing existing reserves of petroleum and low sulfur coal of nearly 600 Billion tonnes of proven
reserves. This shows that Nigeria ftexjaate fossil reserves.

The whole ownership and control of all min
rights in Nigeria are vested in the State (t
Federation) according to the 1999 Constitut
as well as subsisting Petroleum Act (No.
1969, the Nigerian Minerals and Mining A
2007 and the Land Use Act, 1978.

The prevailing petroleum State policy is th
through licensing it permits for the explorati
production of petroleum resources under
Petroleum Act of 1969, whether it is by
foreign or indigenous entity. The Statso reserves the right to participate in any licensed block
and to determine the type of contractual arrangements to or between members of allotted
blocks. Based orhé geology of the country sevdrasins are identified, namely; Anambra,
Benue, Benin,ddi Bornu (Chad), Niger Delta and Sokoto basins, where active petroleum can
take place, with the Niger Delta having been the most active with aggressive exploration and
production having taken place from first oil in 1958 and activities said to be reathitgity.

The deep water blocks still hold some additional reserve prospects because of the late history
(licenses issued in 1993), though awards wer
1991. Oil and mostly gas wells have be
established in the Anambra basin, gas show
Chad basin, bt nothing compared to Niger Del
yet due to low exploration activities and a lack
clear commitment.

MAIN SEDIMENTARY BASINS & STRUCTURAL FEATURES

SITE OF NIGER
DELTA TRIPLE
JUNCTION
CENOZOIC
CRETACEQUS
PALAEOZOIC

BASEMENT
COMPLEX
VOLCANICS
GROWTH FAULTS

BENIN

HEEEEE -

However, it is noted thahydrocarbon natural
resource is a depleting resourdéereservesto-
production ratio(RPR or R/P) is the remaini§|
amounbf a norrenewable resourcexpressed in
years and at current consumption rate, comm
applicable to fossil fuels, particularly petrole
(crude oi l and nRRA ratio

" CAMEROUN

Vig. ¥
BASED ON WHTEMAN (1962):: |

[ yas ) . NI yeri aos
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based on some publist¥édiata indicates about 45.6 years for creiil proven reserves using

year 2008 of 36 billion barrels. With respects to natural gas, the r/p ratio is 236 years, based

on proven reserves report of 2008 (175 T&€F)Howeverfrom a technical stand point, only an
average of 30840% (thereabout depemdj on natural characteristics of theide reservoir
condition& other factors), of these reserves are recoverable under current technology, giving an
effective r/p of approximately 15 years for crude oil and about 74 years for natural gas,
respectivel?

According to the reports by BP Statistical Review on reserves added in last 10 years between
year 2000 and 2010 indicates only about 10 billion Barrels of proven reserves was from Africa,

as the worldoés majority of Ameridaiaddingpaves 90didliane f r o
Barrels. Thigndicaes perhaps some maturing terrain from Nigeria (that holds the largest reserve

in Africa) andevensomeof the reserves are fromignificant additions from new discoveries from

new territories, like Ghan, Sierra Leon, Angol a, Cameroon,
from East Africads Mozambique. Si misbetow 40y |, t he
years.

Nigeria is the 8 largest exporter of crude oil, though ranks number 20 inymiiah. There exist

an over reliance to export of crude oil and natural gas for immediate revenue to run the
countriesd annual budget needs, over and abov
for sustainable development. A major portion of cruti@roduced, out of an annual average

2.2 million barrels per day (mbd), over 80% is exported.

Nigeria is the ninth largest gas producer in the world and a major potential gas supplier and
similar to crude oilhe major portion of gas produced are forpoet - to LNG, NGL and gas
supply projects to West African countriese proven gas reserves, consisting of about 50 per
cent associated gas (AG) and 50 per cent-ngn
associated gas(NAG), and of the AG Natural Gas Flaring, 2010
produced along with crude oil barrels,

1,400
1,245

not harnessed for domestic gas projects
electricity and other uses, W86 Billion cubic
feet (bcf) of natural gas flared in 20¥8 400

800

Billion Cubic Feet

GO0

191

substantialportion, about a third of gross ...
natural gas produceds vented in the air anc ; o0 |

alone the second largest venter after 8as 200 ] ‘.‘” i‘ 1.3" ;“ l.w
mainly the AG accounted for a loss of inco ' o . e © e .
(the NNPC claimed that flaring cost Nigeria A ﬁ“’@ M
$2.5 billion per year in lost revenuleit it also *

Source: Mational Oceanic and Atmospheric Administration (NOAA)

vents carbon dioxide that has destroyed t

20 BP Statistical Energy Review, 2011
21 Energy for sustainability: technology, planning, p8jcyohrRandolph, Gilbert M. Masters

22 Subject tdurtherverification.
23 Report by the National Oceanic and Atmospheric Administration (NOAA).
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habitat/environment. Approximately only about 12% of the gasdpoed is ranjected into the

wells, mainly for reservoir enhancement. The reasons for sustained gas flaring are discussed in
later sections. All the export gas when they were planned, the Shell NLNG, the Mobil and
Chevron NGL projects particular, faied to provide for transfer of the wet gas for LPG
production; for LPG to be supplied to Nigerian market, and only recently various efforts are
being made and some marginal supplies are now being supplied into Nigerian markets. LPG is
still largely imported and the price has been deregulated as far back as year 2007. The
government of Nigeria has been working to end natural gas flaring for several years but the
deadline to implement the policies and fine oil companies has been repeatedly been postponed
withthe most recent deadline being December 2012, which appears unlikely to be met. In 2009,
the Nigerian government developed a Gas Master Plan that promotes nefivegapower

plants to help reduce gas flaring and to provide the rmadded electricity geeration; however,
progress is still limited.

On 24 March 2011, President Goodluck Jonathan launched the Gas Revolution, intended to
reposition Nigeria as a global industrial hubline with the GMHA he plan is to attract US$ 25

billion in investmentsaareate 500,000 jobs through a publicivate partnership. Investors from
Saudi Arabia, India, Italy and the USA, as well as Nigeria, have signed on to the plan. The gas
industrialisation agenda goes beyond current-tggsower initiatives by establishiray central
processing facility in Oviakwu, Rivers State, a mega petrochemical plant and two fertilizer plants
in Lagos and Delta States. Taken together, theg@aswer and industrial projects would support

the elimination of gas flaring in Nigeria as tmarkets thus created would have the potential to

use all currently flared gas.

Petroleum (Oil & Gas) provides the annual revenue of an average e$#8Million depending

on mar ket oil price and account stearmngs.layearr 90
2010, the net export revenue (nominal) earned by Nigeria was $65 Billion (OPEC sources),
although the Standard & Poords ratings agency
percent of current account receipts in 2010.

Unfortunately, crude oil and gas has a low GDP contribution, though it generates majority export
earnings, as it is a highly technologically driven (capital intensive) industry sector that employs
limited manpower. According to records submitted at 2009 PIBigeha oil companies directly
employ 20,000 staff with several hundred as
slightly below 10,000 on its list of direct employees (Jan 2012).

Also the local input materials and equipment used in exploration raddgtionand for the
petrochemical downstream secane not produced htountrythere exists a lowocal content

input, about 5%in goods and services (though the Local Content Regoiajoclaim higher
rates) . l ndeed underomythebOBN daja showsdhatrthe Nili sgceor i a 6 <
added negative growth between the periods of 202807, which implies no or minimal domestic
manufacturing input to the oil sectmpecially in oil product refining
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Even this minimal Oil sector GDP grawfrices or revenue earnetlas been fuelled mainly by

the increase in global market prices which started around year 2000 due the quantum growth of
other economies, mainly China and India. China has become very active in Africa, seeking access
to natural resources, essential for rapid growth. In contrast, Nigeria is endowed with all kinds of
natural resources but is unable to translate it into usable form, into secondary and tertiary
production.

8.2.0 HarmonisingEnergyLegislation

The Petroleum Industrigill, 2009/2010 is touted as the panacea of solution of the unwieldy aspects
ofthesectorThe PI B is yet to be passed agshelegal Act t
fiscal and regulatory framework the institutionsnd authoritiesfor the Nigeian petroleum
industry, and to establish guidelines for the operation of the upstream, midstream and
downst r e &nThehdl bds beers largely delayed in passage due to conflicting partisan
interest about some aspects of its contents, mainly on;
a. fiscal redistribution of the economic remith oil companies opposing an increase
in taxes and government perceiving the need to increase taxes to reflect changes
of enviroment in a high oil price regime
b. increase community share of incomes byntitrease of some 10% revenue to oil
communities (besides the existnigimum of 13% Derivation and63of oil
budget that funds the Niger Delta Development Commission (NDDC); and
C) to increase and retain some of unwieldy institutions (such as PPRA ,ahétPEF)
have no proper placenia deregulated market driven downstream industry.

A bill that is yet to be passed into law has inherent weaknesses and may not address the grimness
of the industry. In the Bill is embed the Petroleum Profit T{RRALADPf 1958 as part of PIB

shows the lack of recognition that oil and gas products are mere commodities, though special and
the taxation policy, management, revisions constitute part of the treasury functions of the Ministry
of Finance/Federal Internal Revenuerv&e (FIRS)t is our opinion that the PPTA should be
amended apart from the duties of the Minister which are under the Petroleum Act, 1969, as its
6gross summaryd in the PIB even threatens the
It is unheard o&nd it is not the practice that taxation is and is written by the operators of the
petroleum industry by themselves for themselves!, which has facilitated thauttindegames

and one of the reasons for the years of abuse and thetraorsparency surrading revenue
management in this sector. Nigerian Extractive Industry Transparency Initiative (NEITI) already
challenged theGovernmentnot to pass the PIB0O09 as t heewagibv e f revenu:
6corruptibl ed mtbarthbve susceeddd nedugimg the goeernmentrevenues by
millions of dollars. Government stands to have further erosion of revenues from the current poor
stateand we applaud the current FGN effort to revise the 2009 PIB under new committees

8.2.1 The role of Government asradinvestoro or oregulator?6

24 Draft PI1B, 2009
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As discussed earlier, the role of government is regulatoryt@rmteate suitable investment
climate. At the moment the government pays joint vecasksalls to fund the upstream sector
joint ventures budgetand provides budgest o t h e caNifdlPirvéstenents and major
operationexpensesby sodoing itacts as arinvestod. This has fosteradefficiencies, corruption
and wanton mismanagement of resources of the colingnhard that an investor caagulate
itselt As a consequence, many iplidr negativeimpactsarise fromthis situatigrsuch gs

8.210

8.21.1

8.21.2

8.21.3

Inability tosupervise anduditthe petroleum sector effectively

Poor Financial policy systems used in the seatmystem of paying
majority of JVQashcalln USDwhichbegan (illegally, violating the nations
accounting policyin about 1985 by a simple instruction by the Federal
Ministry of Finance (FMBnhd payment of contractors in foreign currency
by a simple letter issued by the Ministry of r€leum in 1993;thus
depleting nationaforeign reserves, creating a sdurrency market and
adding pressure on the value of the Nigerian Naira.

Low level ofOperatorshp status by NNPC/Government resultingatiklof
control @er Work Program, Bigeting and Performanceet by theJoint
Operating Agreement (JOA)and the PSC management Committee
proceduresand thereforethese programmedgocus on export of petroleum
other tharto domestienarketsand

Political andpartisaninterest that ditates the selection, nomination of key
management positiotisus accelerating poor governance.

8.2.2 Management of Upstream sectokicensing System and Government role

On aggregate, over 8% of crude oil & natural gas assgpgoduction operations/managent
are held under foreign interest, maitityoughthe jointinterest participation shaequity, the risk
produdion sharing contracts (PSCs)th the irgrnational oil companies (IOCsas
NNPC/Government stands by as f@perator, though holding an ggegate of 57%
participating Equity share in the JV companies an@ 20% o6 Pr of i | Oi I'd in
Similarly,Independent operatorsede major sharequity crude to Technidartnersfor lack of
access to finance, largelyndigenous produchcocapacitythereforestands at about 5% of the
total 2.2 mbpd.The indigenous participation remains low and a far and wishthat it can

contribute heavily to the domestic econ@oyfar, much more serious attention has been paid to
oil producing thamo the production of natural gas in Nigeria, even though Nigeria is more a gas

province.

8.2.3 Natural Gas & unabated Gas Flaring

The law under Associated GasiRection Amendment Decree No. 7 of 1985 (Penalty for Gas

Flaring providescharges for flaing aimed at stopping gas flaring his decreénow an Act) was
introducedat a chargeof two Nigeriankobo per thousand standard cubic fegt/(MSCF) of gas

Page]| 27

t

he



flared at the fields where authority to flare associated gas was not granted. At the poirg in tim
the penalty was equivalent to US 4 cents/mscf based on the value of Nigerian Naira exchange
rate andthe prices otrude pricesvere in therange of US $20$28/bbl. The penalty for gas
flaring was increased to 50 kobascf in 1992 and lastly inthe 198 and 1999 national
Government Budget pronouncement, the penaltyineasasedN10/ mscf. In view of thethen

value of Nairg which essentiallgt current exchange rate of N18b, is less than a cent, only
$0.064. Interestingly, this penalty is only appble to the Operator, even where government has
contributed cash calls to the operation, indirectly has contributed to the flares.

The issues pertainingftaring of gas includes;

i. Lack of policy to ensure that all AG produced with oil must either@a igas
utilization plant or be rénjectedat the stage of work programme approval, the
approval of Field Development Plan (FDP) giken bythe DPR

il. Lack of domestic infrastructure to connect to users/industry and lack of open
access to pipelines teddarties;

iii. Focus on export gas market;

iv. Lack of access by®parties to large equity gas reserves (held by Government
and joint venture companies);
V. Low domestic gas purchase prices; and

Vi. Extremely low penalty rate fayas flares (N10/mscf or $0.06Mmscf).

In summary, #hout a proactive intention to change the situation, the 1I0Cs continue to sit on
undeveloped gas assets due to lack of open acces9d fiaies, flare gas at such low penalty,
export the gas the can marketo long far off distant market® the detriment of energy supply
domesticallyThe Gas Master Plan has essentiadlg limited succebgcause iis based on the
premise that @ parties can buy gas from upstream suppliilsis is worsened by the low
domestic gas supply price structure.

8.2.4 Gas Pricing
The | ack of oOocorrectdé pricing of vajieusprogecappl vy
for export and those supplies by NNPC and ShehéoPHCN sector has permitted the citizens of
the country to be held hostage without &leity as no investor can make a return on investment.
This is ispite of the introduction of severficalgas incentivesurrent (and historicY heprices
for gas in Nigeria are extremely low by international standavsout 2004 the level of gas
price was mappropriatefor any return on investment to be attainBdces to thelectricitysector
was30 cents/MBTU compared to $7/MBTU Henry Hobbs at T§#does not attract investment
in the sector
For example;

a. PHCN currently pays $0.12/mmbtu = $0.7/boe (c. 2% of current oil price (=

¢.$30/bbl));
b. TheNLNG pays $0.5/mmbtu = ¢.$3.0/boe (c.10% of current oil pré€e).

25 Source; NNP004 data: at current crude price the parity to oil prices is phenomenal!
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A sector based pricing framework has been developed &ibout 2009 and there is increasing

alignment to encourage domestic gas pisjeespecially to the power sector. Unfortunately,

there seems to be rmeadily available gas(until gathered The geological structure of oil and

gas in Nigeria has accumulations that are scattered and require more investment to gather from

the gas fiells) as moshave been committed to export projedts; LNG and NGLsThe low

supply gas prices to the IOCs amorebeneficialfor export projects acaseofo buy cheap at
sellh i dthsdmperative to see why IOCs will not perrdiparty access tgas resources, guch

comfortand FGN largesse

8.2.5 Fundinggas development

As long as the major source of fundimgoil and gas comes from FGN, there will be limitations
for gas development and a radical approach to funding should be addressed,witls
governmengetting out of the sector @ investor.
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8.3 Management of Nigea 6 s petr ol eum Daolvwrodutty anchmeeddoe ct or
subsidy reform and deregulation

The so called downstream sector processes crude oil and natural gas. It prddaces o
petrochemical products and chemicals like petrol, diesel, kerosene, benzene, waxes, and ethylene,
as well as gas products, such as methane for electricity prodbiGioand LPGplants.

8.3.0 Oil Products downstream deregulation and Subsidy removal

Themuch talked about subsidy was finally removed inNbe/ Year 2012 as the price of
petroleum motor spirit (PM&gnt from N65 to N14Xor $0.90/ liter), which is the same nominal
level with the first petrol price increase in 19A9hder pressure from aistained labour induced
strike that lasted about a week, the price was adjusted to N@r/or $0.62/liter) on January
17, 2012.

Hitherto, the policy was to subsidise petoomake it affordable to consumeesjen when the

01 agh dp rni c e @botld140 pbréter. ®MS (or petrol) prices constitutes about 75% of all

product mix with balance being Kerosehow Fuel Oil, diesel and LPG. Ppheesall, except

PMSwere already deregulated some years agaround 2007 Subsidy is payments made by
government to tradersor NNPCf or t he di f f er e nkepot(bakes pwiatepnce NNP CG
OR the Landing Cost of imported oil products in Nideaged on athe Fxed Pricing Regime
established by théetroleum Products Pricing Regulatory Agency (PPPRA).iPRBR#nsible

for fixing prices based on a pricing template (import parity prices plus mark ups for
transportation, $tribution, marketing and guarteed margin).

Prior to 2001, subsidy was at two levels; crude price; and product price, becausefdhles o
crude to domestic refineries was at a fixed price of $9.50, and from JaéiDanember 2002 a

fixed price of $18/bbl was applied, all the sales were converted into Naira and transferred to
CBN Federation Account. The NNPC since 2003 has been ptgringtional pricegor crude oll

since Government allowed her to lift the total 445,000 domestic share to refineries, which they
sell the excess uefined portion in the international market. NNPC uses the revenues made on the
sales to import products asell as appoints 3rd party traderswhose landing price is at
international higher prices. These incomes generated by NNPC from sales of domestic crude is
insufficient to meet the import cost hencabut year 2005, the Revenue Mobilisation, Fiscal
Allocaion Commissio(RMPRC) insisted on the structirgystem and budgeting fosubsidyto

increase transparen@nd an account called the PSF (Petroleum SupportWwasateatedunder

the Federal Ministry of Finance (FM¥aX pays the differentiad after iformation on importers

are gathered by NNPC and PPRA.

These processes had alleged corruptible practices oftoppahg (recircling/re-submitting port
papers); inflating prices of the PMS by changing port of discharge; bribing PPRA officials to
inflate the template of calculation of value of landing prices etc. In a committee investigative
report set up by government, it is said that in 2007 the Nigerian Custom Services (NCS) showed
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that about 700 cargoes docked the ports of Nigeria and yet NNPC subraittecord of 1,200
cargoes for subsidy payments and no punitive measures were taken.

But theGovernment estimat# bridge the gap of the cost of importation in 2012 withsN1.2
Trillion Naira (or $8 billion @ N150/$). This represents one third oatimeial national budget.

I n addition, the relative $b @w0.42diterecompardd toNi ger i
say Niger Republic at about $1.¥er, accourgd for excessive leakages and illegal cross border

trade, to the extent that the ecent consumption daily average of about 35 milliders is
guestionable.This new revision of domes§tMSpricesto about$0.90/ liter at N156/$ , and with

the reduction to about $0.62nakes the current pricing more coritipet Comparative costs of

other domestic price of PMS/litar year 2008are shown on the datdablel, below?s:

Tablel.

Comparativecost of domesticprice of PMS/literin the sum region (source,FMF OPEC
2008 data):

Country/$ per Liter
Cameroon | 1.13
Chad 1.25
Niger 112
Benin 0.93
Nigeria 0.44
UK 1.76
Germany |1.40
Italy 1.48
France 1.80
Japan 1.08
USA 1.77
Canada | 0.96

The currentprices puts Nigeria PMS as the lowest comparedstiorounding countrieBenin
Republic Cameroon, Benend Niger Snugglingwill continue until éhe is a full deregulation
whena better aligned, more transparestibregional marketwill emerge

It is clear that Government also wanted toueddeficit budgets, but it is touted that the
International Monetary FuntM@ is behind the scheme ofbsigdy removal, and hasrged
countries across West and Central Africa to cut fuel subsidies, which they say are not effective in
directly aiding the poor, but do promote corruption and smugghegording to Reuter$iet past

months have seen governmeantdigeria, Guinea, Cameroon and Chad moving to cut state
subsidies on fuel. That Ghana spent about $279 million dollars in subsidies in 2010 and has
recently, on the 29th Decemi2011 made adjustment to prices pétroleum products and PMS

is now equivient to N184.972 (or $1.8 / liter) in line with this agenda

8.3.1 Calamities of subsidyjack of deregulationand poor downstream policies

I. Massive imports:

26 Soure, FMF and OPEC 2008 data
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Large imports are required to meet canption needs (current demandireates are said to be
about 35 millionliters of PMS, 22 Milliotiters of AGO, 18 milliorliters of DPK per day).
However over 90% of PMS consumed is imported, with local refineries have averaged 10% of
local demandsometimes and in the last decade averageedB06. A properwider costbenefit
analysis associated with subsidy would reveal cosiastageghat are beyond theannual$8

billion which iscashpaid in subsidyfor imported productshat only relates to primary cost of
product, transport, port charges and margithewider costsiot estimated in value in this report,
include

a. Demurrage

b. Administration/Personnel involved logistics fromthe various organisations
Customs, NPA, NMA, NNPC, PPPRA, NDLEA, SSS, Nigerian Navy etc.

c. Bank charges assuance of Letters of Cre(iQ, loans, VAT etc.

d. Loss of Productivity dostime (plantRefineries, depots, pipelines)etind Cost of
personnel not utilizeand associated overheads/promotions! within the owned
plants

e. Cost of building import infrastructuselditional terminalsjetties (by private and
NNPC)and private marketers storage depots that now litter Lagos, Port Harcourt
and Warri ports Atlas Cove was convertéy NNPCfrom an export oil facility to

an impot facility at over Y. SverMme n:t ™ s

$500 million by increasing Downstream Infrastructure

storage tanks ah loading U _ . Snapshot of Downstream
arms pip istrikfzuti NPC
. ) n in Afri
f. Cost of capital tiedown, [Eesem S Gusau - Kano b

with ined caj s

existing distributionfacilities 45,000 bpd ‘ B
lay fallow-depots, pipelinesyErE - EuEil s ;
with tankers plying ancEiESEsiedkat
. A5,120 km Pipeline Network
damaging roadstg

g. Cost of environmentg
degradation, pollution ano
HSE

h. Loss of Government taxs JEn=n Ol & o
from industryas even dutiesaare lowered for imported productand from
numerousitizensnvolved in these transactions that are unaccounted for;

i. Cost of domestic transport by road plus bridgiftistribution)cost paid by
Petroleum Equalisation FUREFas more tankers were acaedr, leaving fallow
existing oil infrastructure;

j. Cost of productivity loss time by consumers due to occasional -sgeegihg at
petrol stations

k. Cost of added security

|. Costof wastagedeakages on the chain

m. Cost of disruption of the linkage industtremsport, agriculture, education
(schools), manufacturing that are dependent on petroleum products

n. Cost of associated unhappiness, depression to Nigerian
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0. Cost of deaths due to loss of lives on Nigerian roads due to too many trucks plying
the roads

Cost of repairs/replacement of destroyed/damaged road network

Cost of premiums due to insuranceisk to business and on indigidinvolved;

r. Cost of Noise pollutipetc.

LT

il. Low Refining Capacity:

Over the past two (2) decades, local refineries havectioned at an average 3@0% of
capacity and less;

a. Operational Performanca year2000-2007- for the 4 refineriesvere;
- Port Harcourt Refining CompaHRE(old and new)47%;
- Warri Refinery & Petrochemical CompawyRP(, 29%; and
- Kaduna Refiner§ Petrochemical ComparkRP{; 25%;
b. Three (3) petrochemical plants at battery plant location and associdt2aks
of crude/product pipelines, 25 Jetties, 22 Products Depots, 24 Booster Stations
and 1 single Point Mooring Terminal were hardly immak It was recently
reported sometimes in 2010 by the media that NNPC pumped products, for the
first time in 10years to Kano depot!
C. The occasional plant operatistartups constitute additiondrain to resources
from a technical/economic point aéw-as fixed costin operationgemains the
same;

iii. Poor Maintenance Culture:

Lack of maintaining theMandatory TurAround Maintenanc€TAM) scheduless NNP Cd s
corporate policy is to carry out TAM on its refineries at twkenty (24) months intervafsr
every 2 years).The government has to also provide the budget for it as part of national budget.
As suchn the last 15 years, no TAM has taken place:

a. PHRC TAM has been carried out three timd®992, 1994 & 2001), ance it was
commissioned 1989;

b. WRPCO s TAM took pjlamdce in 1994 and 2004

C. KRPC 2011 and recently completed in 2012.

V. Low Levels of Authorisation to incur Expeitdre:

There exists limited authority to incur enghiture- The Limit of éthorty (LOA)of the NNPC

Group EKecutive Committee (GEC) was established in line with Federal Government statutes, at
N50 million in 1989 (about $420,000 today) and Subsidiaries/Directorate Management
Committees at N5 millioor($4,200) but increase to $2 million by the last adminigiraiof

Y ar 0.aTteseaum does not pmit quickor emergencyesponses to operational exigencies
common in oil and gasdustry plantsand contributeto frequent shut downs
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2 Long decision making procegtsirn around completion ofcontracts

This lowevel LOA and AFE proces$esir t her | mpacts on emergency e
are expensive high technology itecnsatestoo long to put in place any contract in the NNPC, an
average of 1-:2 years and inworst cases up to or beyond five (5) years!

Vi. Substandard products:

Reported occasional incidences of deaths caused by toxic fuels over time sih880mid
continue where quality control and too much -shimnent, unlicensed +pmwnfessional
processors of crude and traders participate in tteeket place. There is talk that traders still
dump sukstandard products in Nigeria with relative impunity.

Recent media reporia 2010 staes that over 100 aehoc refineles were recently discovered
and shut down in the Niger Delta regalone

Vi. High cost structuren the import logistic chain & unused tidown capitat

Tight offl oadi ngrivated g dei tlyn detp eMfdR2@DD etay ke ke r ats
Atlas Covehat have limited cagrities relative a large number of awaiting vesseldischarge,

results to highamurrage from offloadin@ it is reported that about N113billion ($942 Million
@N120/$) demurrage cost was incurred BYNPC in year 2008 alone. In additiothere are

othercoss associatedo gorage at variousma r k edepets, safisporvia trucks and associated

bridging cospaid and managed by the Petroleum Equalisation Fund?(PEF)

FurthermoreCapital tiedown (unused installed capacitypat a cost There are high operating
variable costs ofinder utilised manpower @hassociated coshedicals, promotions & others.

Vil. Lack of/Poor levels of Margin/Profit to Investors:
Low revenue to Investors and thertheire are eithefow orno taxes derived to the Feddran.
The example is the N P GubsidiaryPPMC has beenperting negative balance over the last

decadeand betweernyears2000-2007 madea cumulative loss of 22 Billion Naira.

viii.  Over pricing of petroleum products:

27 The PEF was established by the Act (decree) No 9. of 1975 and is currently a very vital and crucial
parastatal of the Federal Ministry of Petroleum Resources. The organization is charged with the
responsibility of reimbursing tpeleumd marketing companies of any likely losses they incur due to sale of
petroleum products at a uniform price throughout the country.
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It is alleged that, irsome cases sellers pay for products based on Rotterdam prices, but will
charge Nigeria a higher price by discharging the products at a point where the price is higher,
and then reload it, get a new bill of lading and certificate of origin reflecting the price at the
second portitissaidthaCot e D& | v o ionepotvioassich malpeadticea s

A 19% guaranteed margirset by and isadded to the PPPRA template importing traders,
reflects an uncompetitive amuefficient downstream sectardeed it representsanother fixed

price mechanism that bears no relagioip to miket forces andopportuniies existsfor cost
reduction.

iX. Inability to re-investment/expand the downstream sector:

There have been no additional refinery built since 1986 and associated plants due to monies
being used as subsidy.

X. Mismanagement/corrupon in the downstream sector:
The Report of the o0Crude Oil Al l oca4ugion, Pr
September 2003 discovered that N17 Billion revenue was lost to the decision to sell Fuel Oil to

four (4 )companies at Domestic pricAso gveral financial scandals in PPRA, PEF combirnge
reported.

Xi. Creation of poor market structures:
A noncompetitive market thus brings about monopolies /oligopoly traders; the traders are a few
and have been mainly the same companies in th&Q@agtarsfew new entrants irecent years.
Subsidy is conviemt, only to the market barons.

Xil. Destruction of linkage economic sectors dependent on products

Transport, manufacturing, agriculture, educatiane suffered the vagracies of product
availability.

xiii. ~ Pressure on National Budget from unsustainable Subsidy Payments:
Subsidy had been rising to about N1.2 trillion Bfion) expected in 2012.

xiv.  Misapplication of Federation Revenue earned from crude oil sales:
Imports make upstream in®to be spent on subsidies.

XV. Labour unrests & reduced employment:
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Further worsening productivity capacity of a nation; badkedin employment potential from
downstream industry and other dependent industrial sectors.

xvi.  Fixed Price control disadvaages:

A disincentive to private investmerfbreign and local investors; An inhibitor to a free market
entry; Regional and sulegional market price distortions leaglito smuggling and leakages

xvii.  The rising number of raptures/incidences:

Increasevandalisation from less than 1000 rising to over 3,000 in the period -2R036. It is
hoped greatly, that the AMNES&Md environmental policies will stem thedbanNiger Delta
region.

8.3.2 Current dialogue on subsidyemoval:

Conflictavith governmerhasalready have reulted from the subsidy removal, which has resulted
an unprecedentedhassive strike ' Ni g e r and skismishes thdt esulfedstumedeath.

Whilst he Government is pushing thasitionthat subsidy is not sustainalled hasnot made

any budgetary provision for i the 2012 national budgetThe Nigeria Labour Congress (NLC)
and the Trade Union Congress (Ttd€ponses has been that government has shown consistently
that it cannot be trusted considering how agreements amdigge have been reneged upon in
recent years. Specifically, labour complained that the Federal Government despite signing an
agreement with it and issuing an enabling circular that the N18,000 minimum Wage will be
implemented for Federal Public Servantsmfr August 2011, implementation was yet to
commengeit is reported on this, the President feigned ignorance an blamed internal slow
processes of government departmeritsconcluded that failure or refusay Government to
implement agreemennd massiveorruption are amongshe reasons Nigerians do not fully
trust government.

Inthis said meetingheld on 20h becemebr 201Gyith Labour, the governmgmesented a document on
Subsidy Reinvestment and Empowerment Programme}SidB& which it liste@mongst other
projects, the construction or completion of eight major roads and two bridges, provision of
healthcare for 3million pregnant women, six railway projects, youth employment, mass transit, 19
irrigation projects, rural and urban water supplyitdrresponse, the Labour Movement noted that

out of the projected N1.134 trillion to be saved from the subsidy removal, the Local Government
allocation is N202.23 billion, States N411.03 billion and the Federal Government N478.49
billion and concluded thaeven if the Federal Government alone were to spend the entire
N1.134 trillionsavingsit cannot execute even a fifth of the projects it had lidtebour drew
attentionthat he Pr esi dencyds presentation waeshy si mpl
the BabangidaAbachaand the Obasanjo administration, and that none of those promises were
kept. It pointed out that none of the presentations by the Presidency presented facts on the impact
of oil subsidy removal on the populace particularly thermnél economy where most Nigerians
earn a living.
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President General offrade Congress UnionU(Q, Comrade Peter Esele, viewed the latest
developmentf subsidy removad s 0a stab in the backo bip the F
the lastweels of Decemér 2010 entered into a dialogue with the organised labour in a bid to

forestall a looming anarchiie explained that the action of government was a total declaration

of war on the oOpoor masses who are bedang puni
few corrupt oil thieves who are Thalabwur hasponso
vowed to shut down the government by embarking on strikes.

8.3.3 Recommendedapproachto alleviate pains of subsidy removal andsustain correct
pricing of oil products

The two parties; government and the civil society must unite to experience harmony over the
management o$ubsidyremoval.

It isour considered opinion that the following steps need to be taKeat: the governmefitst
mustrecognie macrepolicy impat on he Nominal Value of Naira Vs Price of oil produttse
exchange rate(FX)pre-1986 was stabledronger than the US dollar, rising close to paoity
N1/$0.89 by 1985. In 1986, the FX
rate  per USD, dramatically .
escalated with the introduction ¢
Stuuctural Adjustment Programn
(SAB. This has beenseen by ., /'/:
Nigeriansas thefailed World Bank ’/ /
economic policies in 1986 arK *

has recently nosedived acerbated - f / 1.
by recent economic and fingalc /
banking crises bringing Naito its =
heels, depreciating to about Jes
N156/$ and over N160 at the /
parallel market There is therefore ¢ « «
definite erosion of the econom
value of the current N65 kobo pe
liter price of PMS, which is addin : e Ras Aan A .
pressure on the T e
petroleum product3he graph above shows aligient in 1998 only, when the exchange rate was
N25/liter with FX rate at about N22/$, the price of PMS was equivalent to $1itkt/ close to
current regional rates. In general the price of PMS has been beldite$&quivalent since the
first price inazase in 1979(see chart)

History of Petrol Price Increase in Nigeria (Naira) & FX rate impact

esgmePetrol- History of Naira Price Increases eimFX Rate N/$ @=Value of Petrol in Equiv $/Litre

160 |

20

20 22

0.1537 0.2

It is our recommendation thatransparent index pricing mechanism should be used to avoid the
constant engagements on pricing of oil products.

Furthermore, ken will these erosions of the Naira value ;stopstop impacting ooil product
pricing? That is when the pressures on Naira are mininfioea reduction gfhigh cost of
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government expensed the 3tier levels wasteful financial policies amslystem(payment to
contractors and cashcalls in Dollars and other foreigmcigse based omadequate sometimes
falsified currency splitgpayments by government #te 3tier levels for Christian and Muslim
pilgrimages(about N1.5billion spent in 2010 alonthe Executive Secretary to the Christian
pilgrims board recently, on 1512 said on AITTVchamel that the value of prayers for Nigeria
are unquantifiableIn our opinionhundreds of people barely have one meal a dtayeat!,
wasteful importation ofoods (ice sugaretc), petroleum products and other luxury goods;
estaode (per diem)allowancedor overseas conferences and medical trips for the patient plus
family; business and first class travellers on government aceashtsumber of aircraft fleet
(about 10 planespwned bythe Presidency, NNP&nd often deployed for nonbusiness affairs
like ex-Presidentgjignitaries (traditional chietnd other} etc.

8.33.1 SHORT TERApproach
i. Tackle& punishcorruption:

Government to continue building the confidesicker citizens by winning coption that can
supportthe drive to remove subsidy and to implement fulledglation.

il. Openup trading/imports of petroleum products to others:

Firstly, any trader that has storage facilities (approved by DPR) can import petroleum products,

thus further opening competitio by br eaki ng up PPPRAGOGs or NNPC¢

wh o currently have i mport monopol y. The
regulation/Ministry of EnvironmA&rgsting Agencigsexerting effective oversight function on
Quiality and Controof downstream facilities and quality of products.

iii. Simplify market entry to new investors in the downstream:

Open access policies and sharing of assets for ownership/use of refinespegts,dgipelines,
Jetties and other facilities (Wd® not needo await the enachent of the PIB).

Iv. Establish viable transport systems and apply subsidy more directly to those impacted
on:

Establish a public transport system across all the states of the federation at subsidis¢dusites
giving subsidy directlyrederal Government to create the incentive system to States and Local
Government that comply with the drive.

V. Create Fueling location of public transport separate from other individual users:

As done in more advanced countries public transport vetticlelsl fuel their vehicles at special
fuel dumpsnd introduce cheaper fuels, like CNG and bio fuels for city transport.
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Vi. Manage macreeconomic & fiscal stability and establish an index price system:

Interest rates, exchange rates have significant cing@ pricing regimes for petroleum products.
There is need to establish a indexing system to link petroleum pricing, utilities services, and labour
salaries, such that when market factors ch@ndlexible mechanism is employed to remove
market distortiomarising from continuous market vagrancies. Global best practices exist applying
this system.

Vi. Restructure the Downstream sector immediately; Role of PPPRA and PEF:

The origins of the two institutions are tied to the framework of the industry sabsidy and a

desire to maintain unifm price policy across the ctyn These organisations are further
entrencéd in the proposedhe 2009 Petroleum tiustry Bill (PIB); the Biffirms these already

enacted bodiesthe establishment of the Petroleunuéigation Fund (PEF) and The Petroleum
Products Regulatory Authority (PPRA), renamed from Petroleum Products Pricing Regulatory
Agency (PPPRA) and their respective Management Blwaadderegulated petroleum sector, the
existence of PEF is abnormal asket forces should determine distribution cost across the country
and beyond, just I|ike airlines, fixed telepho
tomatoes and yam@glo not have uniform prices in every locati@ithilarly price contrby PPRA

will no longer be necsary, with many competitors in the market place, unl&ecuirent
monoptistic traders enjoying the largess of wide margins through fixed pifices.measure is

taken the continuing practice of manipulating the priginglate will be sustained because of
reliance on imports.

There will be need to distribute the current staff of PEF/PPPRA to the industry, through a
competitive internal application processl the FGN should note this in revising the PIB in 2012

Vii. Restructure the NNPC Trading function and capitalise the NN&C outrightly
privatise it

NNPC as a commercial entity should have a proper feldgdid trading operdion like other

national oil companies such aw#it) Petrobras, Statoil etet, by participating directly in the

market place, in the spot market places. Currently it appears NNPC only has a limited global
trading operation through Nigermed, Napoil and Hyson, relying on brokers to handle their crude
oil trade and appoints third parties import products. NNPC needs urgently to be capitalised so
that they have full control of its downstream cashflow and capital investments. NNPC sells crude at
market prices and should sell their products similarly.

Immediate benefits:

a. Instant price dropas experienced during hands off by Government on price
control regi me o f(sugerensills amdricd) thed 1990sp mmo di t i e

b. Reduction in corrupt practi@such as elimination of middlemen; and
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C. NNPC will go and face her commercial busingsgefine and compete with
imports coming into Nigeria, since it can sell what it produces, charge the correct
price and import any differential.

IX. NNPC to change Trading Policies on credit grace period and demurrage:

The NNPC should cut down the g@n60 and 90 Days credit period to traders/offtakers on

term contracts for domestiaders and crude oil traders, spectively. The current credit grace
period appears so long and it simply means that NNPC is allowing her receivables to be unduly
delayed to the benefit of her 3rd party traders i.e. in the 90 days grace period the companies

are trading with Nigeriads moni es, including
8.33.2 MEDIUM TERM:
X. Cancel the system of Term Contracts for crude oil exports for domasbn to

processing plants for oil and gas:

Priority be given to resource allocation for plaotistruction for domesticatioihand gas based
industries to stop the sale of primary products (crude oil and natural gas) to earn added value on
the petroleim chain, employ many greater numbers of labour and release excess products for
export markets. Based on which the resource base of Nigerianegsgype of crude/gas; and
location of reserves will form the basis of decision making;

Examples of past nikes:

a. KRPC, the lube plalsication in Kaduna in addition, nonsideation was given for
the cost of imported heavy crude!
b. There is no need to give 20 Refinery licenses (as done in year 200@utvith

carrying out in depth analysisf which crudstreamsand which reservesill be
dedicated to them

8.3.33 LONG TERM:

Xi. Concurrently put in place a rigorous and adequate Energy planning and linkage
between upstream and downstream:

Without Research and Development (R&D), studies and feasilbij@gtpraking place, home
grown, there appears to be no adequate information on effective resource deployment and
utilisation.

Xil. Establish, on the exchange a commodity market for crude and petroleum products
(and others) and encourage similar developmeein the subregion.

xiii.  Establish a strong statistical data &porting of the Downstream & Wgireamsector
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This helps to align information and access to activities of all the industry players. The State energy
needs & plans with those by private coniparare easily emuated. A good example is the U.S.
ENERGY INFORMATION ADMINISTRATION (EIA).

Xiv.  Invest in alternative energy uses:

Encourage and diversignergy sources to alternativesolar, wind, biofuels to release products
for the export market.

XV. Full deregulation of downstream sector:

Government in the long term should play the r
as well as strengthen regulatory authorities.

XV. Need for full Industrialisation & creation of petroleum allieddustry to support Oil &
Gas infrastructure (backward integration):

As there exist vast numbers of automobileham@c workshops to support vehicles aacs

(whether imported or assembled locally), is the need for industrial pacity and allied

industies to support oil and gas infrastructure fabrication of pipelines, tankfarms and
platforms, supply of chemicals as exampldss will not only create jobs but will provide a quick
tumrar ound for maintenance of e tpare rpaddymvaillsle. wher
This can only be achieved by;

a) Policy alignment and synergy;
b) Education; and
C) Investment in R & D.
A major part of the reasons for failures of A

technologies, financeand organization amongst other issues such as corruption, share
will/passion/guts and sustainability/stability of policy.

KEY BENEFITS OF SUBSIDY REMOVAL & DEREGULATION:

A Encourages private building of infrastructure e.g. New Depots, Refineries étevaultdc
tremendously improve supply

A Ensures adequate supply that eventually cause marketers to compete on service to the
customer and other vakagelded products

A Ensures capital recovery by investoPMS and HHK currently account for over 75% of

petrdeum products market and this benefit would come mostly from the pump price of
these two products

Prices will be primarily dictated by market forces

Assures Investors and Government to earn profit and taxes, respectively

Increased competition amongarketers will eventually result in lower prices to the
customer

To T I>
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8.4  Revehue accounting and transparency

Taxes are the means to which Government earns revenue from industry and from her
citizens/companies who engage in business operation, under theuRetirbfit Tax Act (PPTA)

of 1958 and the Company ¢éome Tax Act (CITA) regulatiohaxation must be an efficient
system for Economic Rent distribution, tounder
distribute thegross incoméairly to all stakehalers (investor and governmeat)d also in a

manner thatloes not discourage investmentstaould itdiscourage investmentothersectors.

First of all, the activities of the oil industry are normally classified into Upstream and Downstream
Sedor.

The laws surrounding the fiscal regulations are similarly distinct between the two sectors.

The major taxes accruable to Government include:

Petroleum Profit TaxRP7: d 85% of Taxable Income (for upstream operati@rg) 65.75% for
firstfiveyeas f or ONew Comer 0.

Company Income TaxQITA: & 30% (current CITA rate)f Taxable profit (for downstream
operations)

Royalty rates:

Onshordand = 20%;

Offshoreshallow water=18.5%;

16.67% = >200 meters (m) water depth

12% = Up to 500 m

8% = Up to 1,000m

4% = Up to 1,000 m

0% = Beyond 1,000 nfor Production Sharing Contracts (§SC

Royalty rates for natural gas

suppliers (upstream) land 7% EOVERNVENTPARICIEATONINTHECINNOUSTRVI (@)

and offshore 5%.

Education taxd 2% of Assessable
Profit

NDDC Levy3% of capital

ADDAX PET. DEV. CO. LTD
expenditures CapeX and @I@ Ei
operating expenditures (pex)

ESSO (OPL 209)

PRODUCTION SHARING CONTRACTS (PSC) (21)
SERVICE CONTRACT (SC) (1) (AENR)

PSC COMPANIES

Budgets of upstream oil producir | \wecsheiuetrace <)
companies. W ol
NNPC;@SI:P/PHILIPS v oo
8.4 Revenues from the NNPCIPAK OCEAN T— permoaes
- PHILIPS
upstream petroleunsector OCEAN ENEROY (07t 258

OCEAN ENERGY (OPL 242)

Nigerian Oil & Gas Sector

Revenue paid to the government
Federation Account come from the following sources:

I. Gross crude sales of NNPC/Federation Equity share frosixtignt venture companies
(JVQ operations; and
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il. Government deriveBaxes in form oRoyalty and Petroleum Profiax (PPT) (see
diagram), arisingrom the following operatian

a. The Joint Venture Companies (JVC) or international oil companies @d@Gs) sh
equity productiof6 companies producing JVC partners of NdRCShell, Mobil
(Exxon/Mobil), Chevron/Texaco, Elf/Total, Agip & Panoy;eard

b. Production Sharing Contracts (PSC) and Service Contract (SC) contracts with
multinationals, e.dddax, Agp Energy Nigeria Resources (AESREPCQabout
22 companies);

Indigenouand /or Independentole Risk operators;
NNPCO&6s di r e dNigerianpetroleum Devalopnbent CompaBIGJ,
Agi psds NGL Supply to NNPCds EIl eme Petr

Naturalgas supplysalef r om t he upstream producing ¢
to West African Gas pipeline Company (WAPCONWPC Shell and Chevron
and to the LNG projects

-~ 0 2o o0

8.4.0 Themajor sources of government revenues are those of the following:

I. Theaggregate of 57%equity shareby governmentarising from the joint venture
Participating Interest agreement (PIA) under joint operating agreements (JMig&)
IOCs.

In this regard, because the upstream asspttroleumReservesre not vested in the Nigem
National Petroleum Corporation (NNPC), except those assets held direct BNPEr and
operated by hersubsidiary the NPDC, the whole gross galbgch includes cost of business, tax
elements and profipf these crudend gassalesgoesdirectly at tle point of sale (POShto the
Federal Public écount(called the Federation Account (FHG))redistribution to the -Biers of
government Thus NNPC, through its corporate Division chlitbnal Petroleum Investment
Management ServiceNAPIM¥only acs as an agenby the supervision of those upstream joint
ventureactivities and operationstnce the joint venture share of cash calls for work programmes
executionby the nominated operators, th#/Csor I0Csare paid for by the FC as well as the
NAPIMSoverheads.Thus on this portion of crude oil and gas, about an aggregate of 57% in
volumeshere is no tax accountimg profit allocationthe gross income goes into the FC

il Crude Oil & Natural Gas under the joint operating agreement (JOAgxation total
production constitute over 90%

The profits of petroleum operating companies (Upstream compatiesJVCs/IOQsare taxed

under the provision of the Petroleum Profit Tax Act (PPTA) of 1959 (as amended) and under the
terms of a Memorandum of Undargling (MOU). The current Tax Rate in the PPTA is 85% vide
Section 16(1). The MOU wdiest introduced in 1986, at a time of low crude prices regimé o i |

d o o ofdeps than $A/bbl, which created a reduction in capital investmezgpeciallyin new
exploration. Thus the MOU created several incentives given in terms of deductions and providing
higher margins to 10Cs when their investments in capital cost in¢readlespare you the
excruciating formulas relating tieese deductiops

Historicallyincentives to the PPT began about 1975 and the effective rate of 85% Tax Rate
began to dwindleever since thenThemost significant change wagroducing the MQUesulting
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to a reduction to Federal Governmel @ 1&

collectable taxes(PPT)and by 1991 the irbutonbsedon Tt
revised MOU had reduced PPT frei% to S
42%; and in 1991 from 42% to 41% in year @
2000 MOU, on aggregategoing by a simpé 0
analysis The oil price regime has sin & e

changed to currentevels in the region fo

$100/bbl yet there still exists many levels ¢ R —
deduwtible itemsthat run into Billions of USI

(such as all gas development costs be

charged to oil revenues)heseare still being
benefited (see item, iv belowy produdng ey -
companies with no one to put a stophtem or =

as long agevisions of taxes ream atrgoing

ccccc

As a consequence of the multiple deducttbeseffective tax rateare in thea range of 40-70%,
dependingort h e c o lemelsiai TJedhsal Cost and Price of crude wilthe market placegs
against the nominal rate under the PPTA%. Oil producing companies often flash the 85%
tax regime, deceptively without reference to multiple -tase rate deductions,
misrepresentignasking the true tax they pay in Nigeria, presentidgjgeria as one of the
severest tax regimes in the worll.is our considered opinion that the delays in passing the PIB
are strategic to ensure that I0Cs continue to benefit untowamdlyare presently creaming off

all the windfall profitsespecially under the PSC arrangements

iii. Production Sharing ContractsSES):

All of the fourteen {4) blocks awarded in 1991to nine 9) IOCs weredeepwater except
As h |l énrbw known as Addaawarded in 1975 are shallow water blocks. Subsequently,
those Contractors/Operators with deep water blocks convened under ansettthe Lagos
Chamber of Commerce & Industoyform a body named, th®il Producers Trade Group (OPTS)
with a specific seciotna med O Deepwater Operatorsboé.

The acreage blocks in deepwater and Benue trough were considered frontier areas and it was
decided then, that thgoverning fiscal regimes under the Petroleum Profit Tax Act of 1959 would
not give the Contractors a profitable basis to undertake exploration and productaodeep
water terrain beyond 1,000 meters of water depthlhis was furthempinged by developments

in the global crude oil price regime during the period, with average crude prices at about $20
per barrel. Hencea new setof fiscal structure, named the PSC Termgutas place in 1993

for all thosedeepwater offshore blockand the terms enactednder The Production Sharing
Contract Act (PSCA) 2999. These terms have recently become a subject-nEgetiation
between Contractors and NNPC, during the first primary term of twenty (20)(¥686852009)

of the Oil Mining Liceses (OMLs). Thmbility to timely complete feegotiation that revisdbe

PSC terms to reflect current environmental chaugésas crude prices hovering in the region of
$100, implies a ongoinghuge loss of revenues to the government.

SubsequerSC awards were made in year 2000 and 2008 bid rounds with different amended
termsbut still embedded with some weaconomic terms, against the governnbeatdoes not
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reflect common angbrmal economic instruments,thikePSG0% Investment tax cradil TGP or
Investment Tax allowanceg)ichmanipulats and reduce0 Tax Oi | 6 al l ocati on
For clarity, if a company expended $1 billion to develop a field, in Nigeria for fiscal purpose,

can report it as $1.5 billion because of the 50% ITC.

iv. Natural Gas or Gas Exploitation (Upstream Operations)

This involves all operations necessary to separate gas from the reservoir into usable form at
utilisation or designated custody transfer points, either through pipelines or tankers. These fiscal
inceives approved in 1991 under the gexiated Gas Fiscal Arrangement, which were
subsequently enacted into laws inciude

(@) all investment necessary to separate oil and gas from the reservoir into useable
products is considered part of the oil field deyehent;

(b)  capital investment facilities to deliver associated gas in usable form at utilisation or
designated custody transfer points, will be treated for fiscal purposes as part of
the capital investment for oil development; and

(c) capital allowances,perating expenses and basis of assessment will be subjected
to the provisions of PPT Act and fiscal incentives under the Memorandum of
Understanding (MOU).

All these incentives have not elicitezldbsired effect as gas pricing, which is more reflective

market forces, remains theey t o unl oc k tlhis difficdtdocraise/méease p ot e n
investment in gas utilization projects based on fiscal incentives alone (as there is no certainty if
these are sustainable or can be changed by subségogarnments) but based on market forces,

with price of commodity being key.

8.4.1 Revenues from th@ownstreampetroleum sector

The downstream sources of income to Federaliitcicothe Oil Industry includes taxation under
the Company Income Takct (C1 T A) currently at 30 %, and t ho
speci fi c thatevereresvarded dsérdiignarily to investirmsn the following:
i. NNPCOs petroleum products sales
accounts (if any
i. Mo bi |Lipkent(SET);
iji. Chevronds LPG plant (SPT);
iv. Nigerian LNG plant (SPT);
v. Retail petroleum marketing companies Unipetrol, AP, Conoil, Texaco plus indigenous
sellers etc; and
vi. Retail gas marketing companies like Shell Nigeria Gas Company Limited (SNG),
Gaslink(hav Oando)and Unipetro(now AP)

, petr o

8.4.1.1 Gas UtilisationTax system(Downstream Operation)

Gas utilisation involves the marketing and distribution of gas for domestic and industrial uses. This
would include power generation, Liquefied Natural Gas (LNG), hadis@laloiactory

%|TC in economiagflectsnormal discount factor to compensater first investment capital injected into a deegiment capital projecin this
case ITC(thefreedictionary.com)s aTax incentive that permits companies or individuals to deduct a specified percentage of certain
investment costs from their tax liability in addition to the normal allowances for dégiien, as it offers a percentage deduction at the
time an asset is purchased or capital invested.
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consumption. The incentives applicable for this puap@smder various amendments as Act 18
and Act 19, andnclude:

(@) companies engaged in gas utilisation as explained above, are to be subjected to
provisions of Companies Income Taxactirrent rate of 30%

(b)  aninitial tax holiday for three years, renewable for an additional two years, will
be granted to such enterprises subject to satisfactory performance of the
enterprises. The tax relief period of the company is to commenice protiuction
day of the company;

(©) accelerated capital allowances after a tax holiday are available as follows:

) Investment in plant and machinery; 90% annual allowance with 1%
retention;

(i) Additional Investment Allowance of 15%; and

(i)  The divdends distributed during tax holiday to investors in respect of
investments in foreign currency or introduction of plant and machinery of
not less than 30% of the equity of tbempanyshall be free.

Amongst others, project spedifions (SPEpecialtax termswere designed for the NLNG,
MO B | NG Satincludes Invest Tax Credit of 3586 the later

8.4.2 Challenges of the Tax systems

In general, transparency issues in the management of petroleum revenue sector are accounted
for, by:

i) Obsolete oil and gaghining regulations that do not reflect changing environment;

i) Lack of capacity/ineptitude by regulators to manage the proeesisdynamically
make changes to tax laws as the environment of prices and cost of business
changes

iii) Market power;
iv) Corruption; and
V) Poor commercial structures in the petroleum sector.

The last, such as the NNPC does not enjoy commercial and financial autonomy unlike other
national oil companies, like PDVSA, Statoil Hydro etc. Consequently there exist inadequate and
guality annual returs/audit reports to evaluate her performances.

In greater details the problems are summarized below;

a). Tax returns prepared by oil companigSelfAssessmentsare not challenged:

To the extent that FIRS tends to rely wholly on what oil companieast poesem as tax returns
and lacks staff with tdepth knowledgeable of petroleum technical kih@wto assess cost and
track crude prices extremely saddr this situation to fester since 1958\ce first qgil

1 Lack of capacity & Skillsthe ability d a tax regulator to administer the correct and
effective rate has become questionable giving rise to creation of bodies like, Nigerian
Extractive Industries Transparency Initigiie ( TI ) t o mi ti gate a 66b
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