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The over one decade wait for a comprehensive law to overhaul the legal and regulatory framework
for the Nigeria Oil and Gas industry is now over with the passage of the Petroleum Industry Act
(“PIA” or the “Act”).
The new law introduces sweeping changes across the entire spectrum of the Nigerian petroleum
industry and once implemented will see the introduction of new regulatory institutions and a
transparent legal regime that will hopefully, stem the loss of investment and restore investor
confidence. The delay in introducing the new law (which is still very much hydrocarbon centric) at
a time the world seeks to transition from fossil-fuel use to more eco-friendly sources of energy,
may translate to a missed opportunity or if the law is well implemented, be the trump card for
Nigeria’s industrialization and prosperity.

Some of the key provisions of the Act and their potential impact on sector participants are discussed
below:
1. NEW INSTITUTIONS
The Act clearly delineates the upstream,
obligations such as OPEC quotas. This will be a
midstream and downstream segments of the
welcome development for operators as it
Nigeria oil and gas industry and introduces two
relates to transparency in the issuance and
new regulators for the industry. Upstream
revocation of licences.
operations will now be regulated by the Nigerian
Upstream
Regulatory
Commission b. The Commission- which will take over the
technical and commercial regulatory
(“Commission”) which will to a large extent be
functions of the DPR as it relates to the
taking over the upstream supervisory mandate of
upstream petroleum sector. The Commission
the Department of Petroleum Resources (“DPR”)
is charged with the responsibility of granting
while midstream and downstream operations will
new licenses, leases, permits and other
now be regulated by the Midstream and
regulatory approvals in the upstream industry,
Downstream Petroleum Regulatory Authority
and maintaining a Frontier Exploration Fund
(“Authority”). The Act further provides for the
from thirty percent (30%) of profit oil and
transition of the Nigerian National Petroleum
profit gas received by the NNPC (or NNPC
Corporation from (“NNPC”) to an independent
Limited upon completion of the transition
commercially driven and profit-oriented entity in
mandated by the Act) and 10% of the rents
the form of NNPC Limited.
received on Petroleum Prospecting Licences
The following are the institutions contemplated
(“PPLs”) and Petroleum Mining Leases
(“PMLs”) respectively. The fund is to be used
under the Act.
to further develop strategies for the
a. The Minister of Petroleum- The role of the
exploration of unassigned frontier basins to
Minister has been reduced to that of
enable Nigeria increase its current reserves.
supervisor over the industry. The power of the
Minister to grant and revoke licenses and c. The Authority- will oversee the technical and
approve assignment of interests in acreages is
commercial regulation of the midstream and
no longer discretionary, but subject to the
downstream value chain by consolidating the
recommendation of the Commission. The
functions of the DPR, the Petroleum Product
Minister however retains the right to order
Pricing Regulatory Agency (“PPPRA”) and the
cutbacks on crude oil and condensate
Petroleum Equalisation Fund (“PEF”). The
production in accordance with international
Authority is mandated to issue licences and
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permits to operators in the midstream and
dividends to its shareholders and retain 20%
downstream segments of the industry save for
of its profits for business growth.
refinery licences, the issuance of which, is
vested with the Minister. The Authority is also e. Conversion to Incorporated Joint Ventures
to design tariffs and pricing, and infrastructure
In addition to incorporation of NNPC Limited,
access frameworks to ensure a competitive
the Act gives parties to upstream operating
pricing regime and allow for third party
agreements the option to voluntarily convert
from Unincorporated Joint Venture Structures
infrastructure access.
(UJV) to Incorporated Joint Ventures
structures (IJV). According to the Act, the
d. A new NNPC is to be incorporated as a limited
shareholding in the IJV will be in proportion of
liability company within 6 months from the
their interests in the asset in question or as
effective date of the Act to replace the existing
may be agreed by the parties. The IJV will be
corporation and the new entity will now be
guaranteed exemption from the provisions of
required to operate on a commercial basis,
Fiscal Responsibility Act and Public
pay royalties, raise financing to meet its cash
Procurement Act allowing the IJV to carry out
calls, and generally carry out its operations in
its business unhindered by government
bureaucracies. The IJV structure should
a transparent and commercially viable
provide access to additional external funding
manner. The Federal Government will
by as the IJV will be able to leverage on its
however through the Ministry of Petroleum
underlying assets and guarantees by its
Incorporated and the Ministry of Finance
shareholders where necessary.
Incorporated own all shares in the company
for the foreseeable future and will control the f. Host Communities Development Trust - This
selection of the management team. It is
trust is to be incorporated by a Settlor (a
licencee or lessee of an upstream oil and gas
important that the recruitment strategy is one
asset), within 12 months of the effective date
that is transparent to ensure the engagement
of the Act for development of host
of competent personnel to commercially drive
communities. The fund is tax exempt and
the entity so as to be able to compete with
contributions by a Settlor is tax deductible and
other International Oil Companies. NNPC
in addition to the existing contributions.
Limited once formed will be required declare
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2. REFORM OF THE UPSTREAM LICENSING REGIME
Upstream Licences under the new law have now
been renamed as follows: Oil Exploration License
(OEL), Oil Prospecting License (OPL) and Oil
Mining Lease (OML) are replaced with Petroleum
Exploration License (PEL), Petroleum Prospecting
License (PPL) and Petroleum Mining Lease (PML)
respectively. The duration for the licences have
also changed under the Act with PEL validity
increased to 3 years renewable for another 3
years, a PPL for onshore and shallow water
acreages now valid for a cumulative period of 6
years including renewal, and 10 years for deep
offshore and frontier acreages, while a PML is

now valid for 20 years and renewable for the
same term upon evidence that the asset can
continue producing in commercial quantities.
The Commission is empowered to grant the PEL
but the PPL and PML are to be granted by the
Minister subject to the recommendation of the
Commission.
The Act also introduces a deemed grant regime
which provides that where consents and
approvals required under the Act within a
stipulated timeframe are not granted, they are
automatically deemed to have been approved.

New Licensing Regime versus the outgoing Regime

Duration

OEL

PEL

1 year renewable for another year

3 years renewable for further 3 years

OPL

PPL

5



years



OML

Onshore and shallow water - 3 years
renewable for 3 years
Deep offshore and frontier - 5 years
renewable for 5 years

PML

20 years (renewable for further 20 years (renewable for further terms)
terms)
Size

OPL

PPL

1000 square miles



OML
500 square miles

Onshore and shallow waters - 350
square kilometres
Deep Offshore - 1000 square kilometres
Frontier - 1500 square kilometres

PML
Limited to the commercial discovery to which the
PML relates
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A new acreage management system is
introduced to define licence and lease areas, and
relinquishment management procedures. It is
important for operators to understand that the
introduction of the new system will result in a
reduction in the size of their licence and lease
areas. For example, under the new Act, a PPL
holder has the following relinquishment
obligations:
a. within 6 months after a discovery and where
such discovery does not merit an appraisal,
relinquish the parcel of that discovery area
from the entire acreage;
b. upon completion of an appraisal and no
declaration of a commercial or significant

discovery, it will relinquish parcels of the
acreage that cover such discovery;
c. by the end of the term of the PPL, it will
relinquish areas not being appraisal areas,
retention areas, or lease areas;
d. by the end of the 10-year retention period, if
no commercial discovery is declared from
the retained significant discovery, it will
relinquish parcels of the retained area; and
e. 2 years after the declaration of a
commercial discovery, if no field
development plan and work commitment is
submitted to the Commission for approval,
it will relinquish parcels of the acreage that
cover such commercial discovery.
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Abolition of the Marginal Fields’ Regime
The marginal field regime which is a strategy to
increase indigenous participation in the upstream
oil and gas sector has been streamlined under the
Act, putting an end to uncertainty as to the legal ii.
status of marginal fields upon termination or
expiry of their underlying OML. Under the Act,
Marginal fields are to be categorized under two
licenses.
i.

Producing Marginal Fields – These are
fields that have commenced production
prior to 1st January 2021.The Act allows
for the continued operation of such fields
under the outgoing royalty rates and
farm-out agreements for 18 months from
the effective date of the Act after which
they are to be converted to a PML. Upon
conversion to a PML, marginal field
operators will be subjected to
hydrocarbon tax at 15% and Companies
Income Tax (“CIT”) at 30%. Royalty rates
will be based on terrain and production
levels, with 5% royalty applicable to
onshore and shallow water producers of
less or equal to 10,000 bopd in any given
month for the first 5,000bopd and 7.5%
for the next 5,000bopd. Production above
10,000bopd for onshore areas is 15%,
shallow waters of up to 200m water depth
12.5% deep offshore greater than 200m

water depth 7.5% and same for frontier
basins.
Non-Producing Marginal Fields – These
are discovered fields which have been
declared
as marginal fields before
January 1, 2021 – these will be converted
to PPLs (these include the ongoing
marginal fields arrangements under the
2020 Marginal Field Bid rounds), and will
benefit from the new PIA fiscal regime.
The Act provides that the marginal field
regime will be retired within the next 18
months from promulgation of the Act,
save for new marginal fields that are
farmed out privately by the OML holders
that elect not convert. The holders of
leases with undeclared marginal fields
(fields undeveloped for 7 years after
discovery) which have not been
transferred back to the government will
be required to do any of the following
within 3 years in respect of the field:
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a.

present
appropriate
field
development plans and proceed
to achieve commercial production
from the field;

b.

carve out and farmout these fields
to third parties on terms approved
by the Commission; or

c.

relinquish the
government.

field

to

the

New Fiscal Regime
The Act prescribes new fiscal provisions that aims
to strike a balance between attracting
investment for the sector, and enhancing
government revenue take whilst ensuring a fair

return for investors. These new provisions are
applicable to new acreages granted under the Act
or those that are renewed following the effective
date or those which have been converted

Royalties
Royalties are now payable at the maximum rates
of 15% for onshore areas, 12.5% for shallow
water, and 7.5% for deep offshore (water depth
of 200m or more) and frontier basins, 5% for
natural gas and natural gas liquids and 2.5% for
natural gas produced for use in Nigeria. In
addition, a price-based royalty ranging from 0% 10% is payable and is to be credited to the
Nigerian Sovereign Investment Authority for
investment in infrastructure development.
Royalties are to be paid in United States dollars,

however, for production delivered for local
refining, royalties may be wholly or partly paid in
the local Naira currency at Central Bank of Nigeria
(CBN) applicable exchange rate for the valuation
of crude oil delivered.
The table below shows the comparison in royalty
rates applicable to existing acreages and those
granted under the new Act and or those
converted.

Production based Royalty
ROYALTY RATES - CRUDE OIL/CONDENSATE PRODUCED PER FIELD PER MONTH

Onshore

Outgoing
20%

New
(Maximum of 15%)
Field producing below 10,000 bopd:



First 5,000 bopd will be charged at 5%
Next 5,000 up to 10,000 bopd will be
charged at 7.5%

Field producing above 10,000 bopd will be charged
at 15%
These rates are also applicable to Marginal fields
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Offshore

0 to 100m water Deep offshore Including Marginal Field (Maximum
depth – 18.5%
- 7.5%)
100 – 200m water Below 50,000 bopd will be charged at 5%
depth - 16.5%
Above 50,000 bopd will be charged 7.5%
above 200m water Shallow Water including Marginal Fields
depth – 10%
(Maximum - 12.5%)
Field producing below 10,000 bopd:
Frontier / Inland
 First 5,000 bopd will be charged at 5%;
Basins - 7.5%
 next 5,000 up to 10,000 bopd will be
charged at 7.5%
Field producing above 10,000 bopd will be charged
at 12.5%.
Deep Offshore (Maximum - 7.5%)
Below 50,000 bopd will be charged at 5%
Above 50,000 bopd will be charged at 7.5%
Frontier Basins will be charged at 7.5%

Price Based Royalty
Outgoing
$0 to $20 - 0%
• $20 to $60 - 2.5%

New1





Below $50 - 0%
$100 - 5% •
Above $150 - 10%

• $60 to $100 - 4%
• $100 to $150 - 8%
• Above $150 - 10%

The rate between these thresholds will be
prorated using linear interpolation so that where
for instance, a barrel of oil is sold at US$ 75, a
royalty rate of 2.5% will apply. The Act also
provides for these rates to be increased by 2% on
an annual basis.
The new royalty rates are not immediately
applicable to indigenous holders of OPLs and

OMLs which were awarded on a sole risk basis
and which the government has exercised back in
rights prior to the enactment of the new law. The
licencees and leasees who fall within this
category will not be expected to pay any royalty
within the first 5 years of commencement of
production from any field. Upon expiration of this
timeline, the royalties rates stipulated in the Act
will apply.

1

Note that the incoming rates apply to Onshore, Shallow Water and Deep Offshore production but not to production from Frontier
terrains
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Gas and Natural Gas Liquids
Outgoing

New

Onshore

7%

5% irrespective of the terrain

Offshore

5%

2.5% where the gas is to be
utilised domestically.

New Tax Regime
Under the Act, the existing Petroleum Profits Tax
(PPT) applicable to the upstream industry has
been replaced with by a dual tax regime in the
upstream industry. Hydrocarbon Tax (“HT”) will
now be paid as a resource tax in addition
to Companies Income Tax (“CIT”). HT will apply to
crude oil, condensates and natural gas liquids
produced from associated gas in onshore and
shallow water acreages only and will not be
applicable to associated and non-associated
natural gas.

To attract investment and encourage
exploration, HT will not be applicable to
companies with investments in deep offshore
and frontier acreages. HT on PPLs and PMLs for
both onshore and shallow waters is now charged
at 15% and 30% respectively for both converted
or renewed OPLs and OMLs. In addition to the HT,
CIT at the rate of 30% will be applicable to all
companies operating in the upstream sector
translating to a maximum of 60% headline tax as
opposed to the current 85% under the PPT
regime. For the purposes of computing HT,
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deductible costs are now capped at 65% of gross
revenue and includes all capital allowances and
operating expenses save for allowable expenses
such as rents, royalties, contributions to
decommissioning, host community fund,
environmental remediation fund and NDDC levy.
Items such as head office or affiliate costs,
contribution to pensions, research and
development costs, interests on any borrowed
money will no longer be allowed as deductible
costs for the purposes of HT as resource tax but
items such as interests on borrowing will be
deductible for the purposes of CIT. For costs

It is important to note that the fiscal and tax
amendments in the Act will not apply until:
a. conversion of existing OPLs and OMLs to
the new PPLs and PMLs;
b. termination or expiration of unconverted
licenses, and

3.

exceeding the 65% ceiling, they can be carried
forward to subsequent years subject to the same
cap.
Save for integrated projects, operators are now
required to incorporate a company for each
segment of the value chain. To this extent, profits
from upstream gas operations will not be subject
to HT but rather CIT. Midstream and downstream
gas utilization companies can now benefit from a
number of attractive fiscal incentives such as up
to 10year tax holiday for companies that invest in
gas pipeline.

c. renewal of OMLs.
Consequently, holders of OPLs and OMLs that do
not convert to PPLs and PMLs will continue to be
taxed under the current PPT Act pending the
expiration of their licenses.

RESTRUCTURED HOST COMMUNITY MANAGEMENT

The Act mandates a license holder known as
(Settlor) to set up and operate a “host
community development trust” to fund social
and environmental projects in the communities
in which facilities related to operations are
located. This obligation applies to existing OMLs
as the Act specifies that the trust must be
incorporated in respect of each host community
within 12 months of its effective date. The Settlor
is required appoint a board of trustees from the
host community and a management committee
(which must include one member of the host
community) for each established trust.
The Trust is to establish a fund financed from
annual contributions of 3% of actual annual

operating expenditure of the preceding financial
year from upstream companies to be managed
by the board of trustees. 75% of the fund is to be
allocated towards capital projects, with a 20%
reserve fund which is to be invested and the
balance 5% utilized for administration of the
Trust. Upstream companies are presently also
subject to the Niger Delta Development
Commission levy which is meant to fund
developmental project for the oil communities in
the Niger Delta and this levy has not been
repealed under the Act meaning operators must
continue to remit the levy. The omission to repeal
the NNDC levy, only serves to increase the
operating costs of the Settlor given the additional
burden of the Trust fund.
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4. CONVERSIONS
For the effective transition from the present
governance regime in the petroleum sector to
that envisaged under the Act, a conversion
process has been introduced under the Act. This
conversion process is two pronged:
a. Voluntary conversion; and
b. Compulsory conversion
VOLUNTARY CONVERSION
Voluntary conversion allows existing OPL and
OML holders to convert their interests to a PPL or
a PML through a conversion contract so as to be
able to benefit from the new fiscal arrangements.
Any such conversion contract, must be concluded
within 18 months from the passage of the Act and
as a condition, the licencee or lessee must have
terminated all unconcluded litigation and
arbitration matters against NNPC or the Federal
Government as the case may be; and agree for all
existing guarantees and or stabilization clauses in
their contractual arrangements including capital
allowances granted on investments to be
terminated. In addition, the licensee or lessee is
to relinquish no less than 60% of its acreage.

5.

COMPULSORY CONVERSION
This will be applicable to licensees or lessees who
choose not to convert within the 18 month
window. Such licencees or lessees will continue
to operate under the present regime until the
expiration of their licences or leases. Upon
expiration of their licences or leases and or
renewal of same, the provisions of the Act will
take effect and they will also be required to
relinquish 60% of their acreage.
Two issues arise for consideration, firstly what
will be the position of the Production sharing
Contracts presently being renegotiated and
secondly, what will be the status of claims
initiated by the Federal Government against
some licencees where such licencees seek
voluntary conversion. Will the Federal
Government forebear its claims? This is an issue
that will require clarity by operators seeking to
take advantage of the voluntary conversion. As it
relates to the Production sharing Contracts being
renegotiated, they will continue to operate under
the old regime provided that these PSCs are
executed within a year from coming into force of
the Act.

MIDSTREAM AND DOWNSTREAM OPERATIONS

Unlike the Petroleum Act which made no
delineation of the Midstream and downstream
sectors of the petroleum industry, the PIA has
segregated the two streams and introduced a
regulator; -the Authority to regulate activities in
the midstream and downstream sectors. Other
key introductions in midstream and downstream
sectors under the Act include:

transition to the licence and permit regime
contemplated under the PIA.
Right of Way

Licences and Permits
The Act lists the classes of licences and conditions
for the grant of such licences for midstream and
downstream sectors of the industry. Majority of
these licences save for a refinery licence which is
to be granted by the Minister, are (upon
application and payment of prescribed fees) to be
granted by the Authority. Existing licencees and
permit holders in the midstream and downsteam
sectors of industry have been given 18 months to

The PIA guarantees licensees or permit holders
right of way for the purposes of laying, operating
and maintaining pipelines, communication lines
and other lines as may be necessary for their
operations. Further, the Act mandates access to
pipelines and processing plants to be granted on
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a non-discriminatory basis and based on
availability.
National Strategic Stock

The Authority is mandated to establish at
designated sites for storage, a National Strategic
Stock. The creation and administration of such
stock is to be funded through a levy that will be
charged to operators which will no doubt
increase operating costs. It is expected that the
National Strategic Stock will serve as a buffer
against vandalism and strike actions.
Elimination of Government’s Regulation on
Tariff

6

The Act seeks to introduce a market driven price
of petroleum products save for products in public
interest where monopoly exists which the
Authority will continue to regulate. Suppliers are
now required to submit details of supply of bulk
products to the Authority within 14 days to
ensure transparency and accountability and any
false information renders the provider of such
information liable to a fine.
With respect to the transportation and
distribution of petroleum products however, the
Authority is empowered to develop a pricing
framework which will not discriminate against
customers. Licencees for transportation and
distribution of petroleum products are also
required to publish their prices to prevent anticompetitive practices.
Transfer and Assignment
Transfer or assignment of licences or permits
must be with the prior consent of the Authority
and similar to the provisions for transfer and
assignment of licences and leases in the
upstream sector, the Act also introduces a
deemed grant process where the Authority fails
to communicate its approval within the timeline
specified in a Regulation.

KEY CONSIDERATION FOR SECTOR PARTICIPANTS

a. Application of PIA: The PIA is effective from
the day of its signature. However, not all the
provisions are applicable with immediate
effect. It is important to note that save for
when a licencee or leasee either converts
voluntarily or compulsorily upon renewal of
his licence or lease, the original terms of their
licences and leases will continue to govern
their operations.
b. Mandatory terms to be immediately
complied with: The most significant
mandatory obligations for existing licencees
and leaseholders in the upstream sector are
the creation and funding of host community
development trusts within 12 months. This
entails payment of a 3% of operating
expenditure (and not profits) into the trust
fund to initiate community projects, as well
as the transfer of existing community

projects. There is also a need for preparation
of abandonment plans and setting up of
escrow accounts for the purpose of
decommissioning
and
abandonment
obligations across all sectors of the industry.
c. Is Voluntary Conversion in the immediate
interest of the Company? Existing licencee
and lease holders need to evaluate the
extent of the PIA fiscal terms to their
interests to determine if the voluntary
conversion option is more beneficial to their
operations. This is key as the revised fiscal
terms which the conversion enjoys comes
with certain additional obligations such as
relinquishment of parts of acreages held,
withdrawal of stabilization clauses and
guarantees and the termination of claims and
proceedings against the Government. There
are likely to be impact on financing
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obligations based on some of these
conditions and the window of 18 months
within which a decision as to voluntary
conversion is to be made, allows for detailed
assessment for an operator to make an
informed decision.
d. Setting up of new entities for other streams
of operations: For upstream companies that
undertake activities within the midstream
and downstream value chain, the act
requires that new entities are set up for each
business stream. This calls for the
restructuring of most operator’s businesses
into new entities which are to be licenced.
There are likely to be tax considerations for
such restructuring so as not to incur losses.
Furthermore, there will be need for lenders
and borrowers to review their loan

agreements in light of this requirement to
ensure that they are renegotiated to allow
for the required restructuring.
e. Implementation of the PIA
The Act has stipulated timelines for
implementation of the Act such as 18 months
within which licencees or leasees are to
comply with transition obligations such as
procurement of new licences for their
operations. These timelines may be an
onerous task on sector participants in light of
the fact that the issuing regulatory
authorities are yet to be constituted and the
regulations which are to provide detailed
obligations tied to such licences are yet to be
issued.

CONCLUSION
The passing of the PIA has in addition to bringing to an end to the uncertainty in the sector has
streamlined the sectoral and provided clarity on the governance and institutional framework for the
industry, it remains to be seen if the implementation of Act will attract the necessary funding and
investments that will help industrialize Nigeria.
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