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NIGERIAS

= (o0} PETROLEUM INDUSTRY BILL

thePOWEROPROXIMITY A better bill for I0Cs, but more delays on the horizon

SEPTEMBER2011

Ergo believes that absent President Goodluck Jonathan’s active support, the passage of the PIB
will be delayed until mid-2012. We believe the final bill will contain favorable provisions for IOCs.

BACKGROUND

Years in the making, Nigeria's Petroleum Industry Bill (PIB)}—a mammoth piece of legislation replacing
some 16 laws in Nigeria’s oil and gas industry—promises to have far-reaching implications for foreign
oil companies operating in Nigeria. With the objective of instituting sweeping changes to the industry,
the PIB:

« introduces a revised fiscal structure that taxes foreign oil companies at a higher rate;
« establishes a new license allocation process predicated on greater transparency; and

« reorganizes the Nigerian National Oil Corporation (NNPC) into a privately run, ostensibly more
efficient entity intended to increase the government’s share of oil revenues.

However, after years of protracted legislative debates and delays, the PIB has been through dozens
of iterations and a final bill has yet to emerge from Nigeria’s National Assembly. In the midst of this
uncertainty over the final content of the bill, industry operators have withheld billions of dollars worth
of investments in Nigeria’s oil sector.

SUMMARY ANALYSIS

Uncertainty surrounding the PIB continues to keep billions of dollars of investment in Nigeria's oil and
gas industry on the sidelines. Fresh deliberations on the bill in Nigeria's House of Representatives will
begin soon, but consideration of a new draft (HB 54) promises to prolong investment delays. Without
urgent commitment to industry reform by all industry stakeholders—absent through three years of
debate—the PIB stands little chance of passing before the end of the 2011. Ergo expects that given
the current circumstances, the target date for the bill's passage will be pushed back into 2012.

« Jonathan continues to keep the bill at arm’s length, so the National Assembly (House and Senate)
will remain the nexus of activity for the PIB. Distracted by a worsening security situation,Jonathan
gains little from the bill's quick passage, especially with oil production hovering around 2.6 million
bpd. Do not expect Jonathan to waste political capital by personally championing passage of
the bill.

« Jonathan’s unwillingness to throw his full support behind the PIB presents a significant hurdle
for its passage. However, “stakeholder fatigue” among influential technocrats and officials
increases the chances that there will be progress on the PIB over the next eight months, as our
sources indicate these individuals will likely accept watered down versions of the bill to speed its
passage.
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 Contentious provisions, such as the Incorporated Joint Venture requirement, are no longer being
considered in the House or Senate, significantly improving the PIB for industry operators. However,
amendments to other clauses, including changes to the dry gas allowances and confidentiality
provisions, are needed to further improve the operating environment for major industry players.

+ Although key stakeholders are beginning to coalesce around several of the most important
provisions, there are still many details to be worked out before the bill can be passed. Thus the
window for I0Cs to lobby for additional concessions will remain open for at least the next 8-10
months, at which point we believe a harmonized bill will emerge and pass. During this period, look
for 10Cs to identify, target, and attempt to influence key government officials to win further
concessions.
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« Despite the widely held belief that passage of the PIB is necessary for Jonathan to reform Nigeria's
power sector—the centerpiece of his 2011 campaign—the bill does little to ameliorate Nigeria's
inability to deliver an adequate supply of electricity to its citizens. Massive infrastructure
improvements are needed before the bill's provisions affect power generation.
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FUTURE OF THE PIB

Four Scenario Snapshots

Significant uncertainty still surrounds the passage of the PIB, but Ergo believes it is likely that the bill
will pass in the next 8-10 months. Below are snapshots of four scenarios of the fate of the PIB.
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Despite the lack of active support from Jonathan,
progress on the PIB continues, albeit in fits and
starts.

A version of the bill is harmonized between the
House and Senate in mid-2012 and signed into
law by Jonathan. This version contains favorable
concessions to I0Cs.

Legislators give up on trying to pass the PIB in its
current form in summer 2012, after protracted
debate makes it clear that a bill that satisfies all
stakeholders will be nearly impossible to achieve.

Legislators dismantle the PIB and attempt to pass
key provisions separately, such fiscal terms for gas
E&P and licensing requirements.

There is no precedent in Nigeria for breaking bills
down in this way.

A wave of earnest commitment to industry
reform sweeps through the National Assembly,
fueled by freshman legislators who ousted many
incumbents in the April 2011 elections.

Putting aside personal interests, legislators send
abill to Jonathan for his signature before the 2011
holiday recess.

This bill includes amendments that are more
hostile to IOC interests, with taxes on foreign
operators increased beyond the levels outlined in
current versions of the PIB.

Nigeria follows the path of Yemen and Somaliaand
is unable to deal with insurgent elements such as
Boko Haram.

Violent opposition groups gain support due to
Jonathan's failure to address incendiary issues,
such as poverty and government corruption, and
perceptions that he favors the South.



CURRENT STATUS

Uncertainty over the PIB still prevails in the National Assembly, as various versions continue to
circulate the legislature. In late July, five representatives co-sponsored another draft of the bill (HB
54) before going on recess for the month of August. This new draft has been the most significant
development on the PIB since the end of the last congressional session. It is a signal that the House
intends to embark on fresh deliberations on the bill, rather than consider an older draft.

« While restarting the debate will further prolong
consideration of a bill more than three years in the
making, sources close to House members contend that
legislators intend to vote on the bill this year. An advisor
to Nigeria's former finance minister tells Ergo,“There are There are Signa|s
signals that end of 2011 is a date on representatives’
radars,” especially since HB 54 has been included in the that the end of
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House's upcoming agenda. 2011 isadateon
- The Nigerian Extractive Industries Transparency representatlves

Initiative (NEITI) recently warned that if HB 54 is passed, radars.

the Nigerian government stands to lose $3 billion

annually. We do not expect the NEITI's announcement - An advisor to the former

! ) Minister of Finance
to drastically alter the course or content of the House's

deliberations.“The NEITI cannot explain how they arrived
at this number,” says a Nigeria-focused petroleum
economist, who believes the NEITI is trying to become
a relevant player in the PIB debate by issuing these
warnings.

» The Senate is also likely to renew consideration of the PIB shortly after returning from recess.
However, unlike the House, we believe the Senate may pick up a more procedurally advanced
version of the bill, after amending its standing rules to allow legislation to carry over between
congressional terms. If the Senate does choose to consider SB 236, which was awaiting its final
reading during the last session, it may lead to protracted debate over the bill, especially as this
version is widely viewed as influenced by IOC interests.

obi3

HURDLES TO PASSAGE REMAIN

While legislators appear ready to restart debate over the PIB, many hurdles to passage remain. Chief
among these is Jonathan's unwillingness to personally chaperone the PIB through the National
Assembly.

« Progress on the PIB has continually suffered because
it has lacked a champion with the influence to bring
together the various stakeholders in the industry. One
of our sources recently attended meetings of Jonathan's
senior advisors at the Abuja Hilton and reports that
Jonathan’s inner circle now acknowledges that some
form of industry reform must eventually pass, but for
the time being Jonathan appears content “to let the
Assembly sort things out.”

President Jonathan remains on the
sidelines of the debate over the PIB.
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With oil revenues up, there seems to be little incentive for Jonathan to press hastily for industry
reform, and our experts believe he is likely to keep the PIB at arm’s length in the near term.

» While some industry analysts argue that the PIB is crucial to Jonathan’s power sector reform
agenda, “in the short term, the PIB is a relatively minor issue in getting the power sector up and
running,” according to a political consultant who regularly speaks to Jonathan's senior advisors.

- The PIB establishes fiscal terms for gas exploration and
production, which Nigeria will need to establish to unlock
its massive gas reserves. However, without significant
improvements to Nigeria’s current gas infrastructure,
the country would be unable to supportincreasesingas . .
production, refinement, and delivery. As it stands, the The PIBis arelatively
PIB does not ameliorate Nigeria's inability to deliver an minor issuein getting

adequate supply of electricity to its citizens. the power sector up
« The reappointment of Diezani Alison-Madueke as and running

Minister of Petroleum also does little to inspire

confidence about Jonathan's commitment to industry - A political consultant with
. . . direct access to Jonathan's
reform. Allegedly involved in a number of price- senior advisors

fixing scandals and widely regarded as technically
incompetent, Alison-Madueke lacks the credibility
to successfully champion the PIB through Nigeria’s
legislature. “All the problems she had before,” remarks
a Nigerian energy analyst, “she will have again.” In an
effort to stem future abuses of power, current versions
of the PIB strip the Minister of Petroleum of many of her
discretionary powers in the industry.

The task of passing the PIB has fallen to the National Assembly, and it is not clear how the legislators
intend to proceed. While most politicians publicly call for widespread industry reform, few have done
more than pay lip service to the idea. Long accustomed to windfall profits and the discretionary
allocation of assets, Nigeria's politicians have continually placed personal interests ahead of reform,
resulting in deliberate delays and obstruction.

» However, “stakeholder fatigue” could boost the chances of the PIB's passage. Many of the
technocrats involved in the early rounds of vetting believe HB 54 is weak and incomplete, but
have not indicated they will attempt to block passage. The technocrats' view, explains the political
consultant, is:‘Just pass the bill and we'll find a way to deal with it”

« |0OC opposition, once vociferous and a major obstacle to passage, has also been muted in recent
months. Having obtained significant concessions over particularly contentious provisions, our
sources at Nigeria’s major operators explain that the IOCs are, for the most part, content with the
changes that have been made to date.

THE FINAL BILL

While it will be months until a final bill emerges—especially with the formation of congressional
committees still outstanding—the harmonized draft of the PIB is expected to contain significant
concessions to the IOCs. Indeed, HB 54 hews more closely to the Senate’s current version (SB 236)
than any previous House version. Both versions feature new provisions favorable to 10Cs.
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« SB 236 not only contains improvements to the requirements for the commercial discovery and
development plan and acreage relinquishment provisions, but several favorable amendments
to the previous draft’s fiscal provisions as well.

» Changes to the fiscal provisions in SB 236 adjust the general allowances for PSC production
according to inflation, and allow companies to deduct the education tax for the Nigerian
Hydrocarbon Tax (NHT).

HB 54 contains important improvements for IOCs as well. Perhaps most notable is the removal of the
Incorporated Joint Venture (1JV) provision, which had been included in earlier House versions (as of
July 2010, the 13V provisions had been removed from SB 236).
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« One of the more contentious provisions in the PIB, the incorporated joint ventures concept was
introduced in response to chronic shortfalls in the Nigerian National Petroleum Company’s (NNPC)
funding of joint ventures. However, ambiguity over the ownership of these new incorporated JVs
raised alarm among IOCs. Ergo believes the removal of this provision from HB 54 is a sign that
plans for incorporating joint ventures have been shelved indefinitely.

« Both HB 54 and SB 236 also deal with the JV funding issue—a perennial problem in Nigeria’s oil
and gas industry—by establishing the new National Oil Company as a limited liability company,
enabling it to retain funds in order to meet cash calls.

- However, further changes to the dry gas allowances, savings, and confidentiality provisions
would most certainly strengthen the PIB for IOCs. More crucial, bringing foreign cost deductibility
limitations in line with the NHT would be a marked improvement from current provisions that
require approval from the Nigerian Content Development Monitoring Board for foreign cost
deductions.

IMPLICATIONS FOR I0CS

While current developments bode well for the 10Cs, potential pitfalls remain. Without Jonathan's
active support, the PIB could still fall victim to Nigeria’s complex patronage system. And, of course,
both HB 54 and SB 236 are rife with ambiguity, adding to the general sense of uncertainty in the
industry. There may be time for I0Cs to pursue subtle improvements to the bill, but operators will have
to weigh the costs of protracted debate against speedier passage. What is clear is that further delays
will only prolong the current level of uncertainty and exacerbate chronic underinvestmentin Nigeria's
most important industry.
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Timeline of Notable Events Since the Introduction of the PIB to the National Assembly

December 2008
Firstreading of
the PIB in the
House after
Minister of

the Petroleum
submits the Bill
on behalf of the
executive branch

°

March—May 2009
Progress is made
onthePIBinthe
legislature; bill
advances to the
second reading

o

November 2009
President

Umaru Yar’Adua
secretly airlifted
out of Nigeria

to Saudi Arabia
for medical
treatment

July 2009
Inter-Agency
Team (IAT) delivers
its suggested
amendments
tothePIBinthe
form anew draft
bill (Version IV);
known anti-l10C
consultant

hired by federal
government to
assist.

April 2010
Jonathan signs October 2010
Nigerian Content Senate plenary
peveilopment Act version of
into law SB 236, with
concessions February 2011
010Cs Jonathan
emergés from pl_e dges the PIB
May 2010 Committee, will pass befo_re
Yar’Adua dies; but full vote May 2011 while
Jonathan is thwarted onastatevisitto
sworninas by absent Turkey
Eitt’;’r?;?’ 2010 President legislators and
Assembly names ° protestors
VP Goodluck °
Jonathan acting : April 2011
president due December 2010 Jonathan
to Yar'Adua's June 2010 Wikileaks cables is elected
extended Federal reveal Shell's president amid
absence from government behind-the- allegations of
Nigeria R denies Shell scenes attempts electoral fraud,
and Chevron toshape the PIB; sparking violent
renewal SB 236 is widely protests across
of expired believed to be Nigeria's north
licenses until compromised IOC °
PIB passes influence i
° °
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May 2011

Senate passes
11th hour
rule change
before end of
Sixth Congress
toallow
legislation to
carry across
congressional
sessions;
avoids having
torestart PIB
debate

o

: July 2011
Five representatives
CO-Sponsor a
new PIB draft (HB
54) without I3V
provision, effectively
removing it from
the debate (SB
236 eliminated the
provision inJuly
2010)









