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FOREWORD

This paper provides a review of two related key policy issues in the Nigeria
oil and gas industry: local content requirements and skills training. The
analysis is based on a wide range of sources: published reports (printed and
internet), press articles and a series of interviews with key leaders in the
industry. These interviews were an essential part of the investigation as they
provided valuable information on a number of key and sensitive issues.
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1. PRINCIPAL CHARACTERISTICS OF THE NIGERIAN OIL AN D GAS
INDUSTRY

1.1. BACKGROUND

Oil exploration in Nigeria dates back to 1908 with the discovery of oll
at Araromi in the present Ondo State. A German company - Butmen
Corporation - started producing oil but this was short-lived because
of the outbreak of the 1914-1918 First World War. An Anglo-Dutch
consortium then began to explore oil in 1937 and the company
became the forerunner of the present-day Shell D'Arcy. The
company was awarded the sole concession rights that covered the
whole territory of Nigeria. It operated under the Mineral Oil Ordinance
of No. 17 of 1914, and its amendments of 1925 and 1950, which
allowed only companies registered in Britain, or any of its
protectorates, the rights to prospect for oil in Nigeria. The Ordinance
stipulated that the principal officers of such companies must all be
British subjects.

The 1939-45 Second World War interrupted the exploratory activities
of Shell D'Arcy. But then, after the War, Shell and British Petroleum
(BP) carried out a preliminary geological reconnaissance and
conducted geographical surveys. It drilled its first wildcat well in
1951, which later dried up. A few years later, in 1956, Shell and BP
discovered oil fields that were economically viable, in the tertiary
sediment in the Delta basin in Oloibiri near Port Harcourt. Production
began in 1958 with 6.000 barrels per day.

In order to increase oil exploration and to ensure that the country
would not become dependent on one particular oil company or
country, Shell's sole concession rights over the country were
reviewed and, as a result, exploration rights were granted to
companies of other countries. Oil companies such as Mobil, Gulf,
Agip, Safrap (ELF), Tenneco and Amoseas (Texaco/Chevron) were
allowed to explore oil in both the onshore and offshore areas of
Nigeria. Nevertheless, Shell has remained an important actor and
today it still produces approximately 40 per cent of the country's olil.

When Nigeria gained independence in 1960, it was exporting over

170,000 barrels per day. It was the Gulf Oil Company that first struck
oil offshore, on the Okan structure of Bendel State in 1964. Several
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licenses had been granted to companies for both offshore and
onshore exploration and production. Oil production expanded and
started to make an impact on the rest of the economy. However, with
growing competition for the control of oil revenues, ethnic rivalries
became more intense.

Oil produced before the mid sixties was exported in crude form
because there were no local refineries. Domestic demand for
petroleum products was met by imports. However, the need to
conserve foreign exchange and to create jobs prompted the
government to establish a refinery in Port Harcourt in 1965. Its
processing capacity was initially 35,000 barrels per day (bpd),
which later increased to 60,000 bpd.

In 1974, British Petroleum was nationalized by the Nigerian
government. Its close commercial relations with South Africa were
cited as one of the reasons.

During the 1970s, local demand for oil rose and outstripped supply.
This made the government to decide to open a new refinery in 1978.
The Warri refinery had a total capacity of 100,000 bpd. Today,
Nigeria’s capacity to refine is 260,000 bpd. This level exceeds local
demand, so it can also produce a surplus for export.

1.2. CURRENT OUTLOOK

The known reserves in Nigeria have risen steadily in recent years. In
2007, proven reserves surpassed 336.2 billion barrels against 16.7
billion in 1984. Nigeria also possesses very large natural gas
resources. It holds now second place after Algeria in known gas
reserves in Africa and it has become one of the principal exporters of
liquefied natural gas (LNG). The new gas pipelines in West Africa
and across the Sahara will enable Nigeria to increase its exports.
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Figure 1. Proven oil reserves in Nigeria and in Africa

Figure 2: Nigerian Oil Production, 1997 -2007

Source: BP

The country has been Africa's largest oil producer during the past
twenty years. However, this changed in April 2008 when production
figures showed that Angola had become the largest producer in sub-
Saharan Africa. This is the result of a significant downturn in Nigerian
production because of violence and civil strife in the Delta region.

Conrad Gerber of PETROLOGISTICS has stated that total output is
difficult to estimate, and for many reasons, but that experts generally
consider that in a “normal year” production should be around 3
million barrels per day. However social unrest and violence in the
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Delta region as well as employee strikes, sabotages and theft, have
limited production to 1.8 — 2 million barrels per day. The federal
government still aims to raise production to an ambitious 4 million
barrels per day in the coming years.

While the oil reserves in Nigeria are impressive, the production is
handicapped by the country's socio-political situation, in particular in
the oil-rich Delta. The future trend of oil production will very much
depend on how the social and political conflicts in that region will
evolve.

© CRES, December 2008 10



2. ECONOMIC AND SOCIAL DEVELOPMENT

2.1.0IL & GAS: THE MOST IMPORTANT SECTOR IN THE NATIONAL
ECONOMY

Nigeria counts among the world's largest oil exporters, as Figure 4
shows, and its position in Africa is only rivaled by Angola's
impressive production development in recent years. Nigeria is a
member of the Organization of Petroleum Exporting Countries
(OPEC).

Figure 3: Oil in the national economy

m2 $ m2!$ $

Total Nigerian crude oil production amounted in 2006 to some 2.28
million billion barrels per day. But, as mentioned above, this figure is
to be compared to the production that the country could provide if olil
fields, that have been shut down or that have reduced production due
to insecurity conditions, would produce at full capacity, an estimated
3 million barrels per day.

Nigerian oil exports, as a percentage of total exports, have been
increasing. In 2001, oil constituted 92.5% of the country's exports
and earned the gross sum of some 18 billion USD. In 2007, oil and
gas represented about 95% of the country's total exports per year?.

Nigerian and Angolan oil companies are now directly competing with each other for the leading
position of oil producer on the African continent. See for example: "Oil & gas development,
Nigeria’'s loss, Angola’s gain“, by Hector Igbikiowubo, in Vanguard Online, 16 June 2008, at:
http://www.vanguardngr.com

See: http://www.eia.doe.gov/cabs/Nigeria/Background.html

© CRES, December 2008 11



The United States and Western European countries are Nigeria's
principal buyers of oil and petroleum-related exports.

Figure 4: Oil exports (net), million barrels perda vy
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The annual growth rate of Nigeria’'s GDP amounted to an average of
6 per cent during the period 2003-2007. After having culminated at

approximately 10.7 per cent in 2003, the GDP growth slowed down
to around 6.0 per cent.

Figure 5: GDP growth rates, Nigeria
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GDP per capita took a dip in 2000, but then increased to reach a
peak of close to 1500$ US in 2005.
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Figure 6: GDP Per Capita US$, Nigeria
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Government revenues constituted on average 42 per cent of GDP
over the years 2004 to 2007 (Figure 7). Oil and gas revenues
account for more than 80 per cent of the total. The Figure also shows
that these revenues have become an increasingly important share of
total revenues since the late 1990s.

Figure 7: State revenues as a percentage of GDP, 19 98-2007
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he Organization of Petroleum Exporting Countries (OPEC) provides
annual statistical Information on national earnings of its member
countries. In 2007 it placed Nigeria as fourth highest on its scale of
per capita national revenue from oil and gas, with a total income of
$55 billion. Among the OPEC members, it was just behind Iran with
$57  bilion. Saudi Arabia came first ($189 billion),
followed by the United Arab Emirates ($63 billion).

Although Nigeria’s oil production is now second highest on the
continent, the per capita level of production is relatively much lower

13



because of its large population. Oil production, per one million
persons, in Nigeria is only 18,151 barrels per day, as compared to
130,467 barrels in Angola (Figure 8).

Figure 8: Oil production per one million persons, 2 006
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2.2.SOCIAL DEVELOPMENT

Nigeria counts among the largest and most densely populated
countries in the world.

Population (2006) 134.4 million persons, this constitutes
approx. 18.75% of the entire population
in Africa (720 million persons)

Density of the population 134 inhabitants/km?, while the average
density in Africa is 30 inhabitants/km?

Urban population 46.6%

In stark contrast to its very high oil revenues, Nigeria lags behind in
the level of per capita income. Living standards in Nigeria are among
the world's lowest with a per capita income of a mere 410 USD per
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year>. For many decades, the oil and gas industry has provided the
country with enormous financial income, but this wealth has trickled
down only marginally to the population in the form of better standards
of living, education, health and welfare.

As oil prices have risen over recent years, the increase in income for
Nigeria has offered an opportunity to increase social spending and
provide funds to those services most needed. However the data for
2006 below show that little progress has been made in this respect.
The level of literacy has remained a high 28.1 per cent and only two-
thirds of children attend school. As a result, Nigeria was ranked 159,
in 2004, among 177 countries in terms of human development.

Level of illiteracy (2006) 28.1

Demographic growth 2.4%

Population under 15 years 44.7%

Average life expectancy 45 years

Child mortality 9.8%o

School attendance 64%

UNDP Human Development Index (2004) HDI Rank : 159 (for a
total of 177 countries), with an HDI value of 0.448.

While Nigeria's human development record remains very low
compared to other countries, it has begun to invest more in education
over recent years. Universal basic education (UBE), which was
introduced in 1999, has aimed at providing free education for all
children in the primary and junior level of schooling. However, school
enrolment rates still remain very low at all levels of schooling and
current trends do not fare well with the objective of achieving the
millennium  development goals (MDGs) of the United Nations.

Most figures are taken from the UNDP Human Development Reports for 2004, 2005 and 2008.
The Human Development Index value is calculated by the United Nations Development
Programme (UNDP). This number is presented as an evaluation between 0 and 1; the closer the
number is to 1, the higher the development and quality of life is in the country.
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Still, Nigeria has made substantial progress in reducing poverty
levels and the proportion of people who still live below the poverty
line declined from 70% to approx. 54% between the
years 2000 and 2006.

Figure 9 provides data on the level of income inequality, Gini
coefficient, in a number of oil producing countries. A higher Gini
coefficient indicates greater income inequality. The data show that
income distribution is very unequally distributed. Only Angola and
Mexico have more unequal income distributions.

Figure 9: GINI coefficients of income inequality of oil producing
countries °

1/
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The Gini coefficient is a measure of inequality of income distribution. It is defined as a ratio with values
between 0 and 1: O corresponds to perfect equality (everyone having exactly the same income) and 1
corresponds to perfect inequality (where one person has all the income, while everyone else has zero
income). Worldwide, Gini coefficients range from approximately 0.232 in Denmark to 0.707 in Namibia.
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THE CHALLENGE OF CORRUPTION

The challenge with regard to corruption can, without much
elaboration, best be described by the country's position in the table
below (data from Transparency International):

Table 1 : Corruption Perceptions Index, African oll producing
countries, 2007
(-1
71
1 2 2 1 18  ((-
!
|
.4
71
B $%

Index value : 2.2; Rank 147 (for a total of 179 countries)

The Corruption Perceptions Index was developed by Transparency
International (TI) and it measures the degree of corruption perceived
by the business community and TI's country analysts. It goes from a
value of 10 (trusted integrity and least corruption) to the value of zero
(highly corrupt).

The problem of corruption became visible to a great number of oil-
related industrial operators in 2007 when oil production slowed down
in the Niger Delta, not only because of insecurity in the region but
also because of allegations of wide-spread fraud and intimidation
during local elections.®

6 "Nigeria" (country study), part of its series on the African Economic Outlook, AfDB/OECD, Paris,

Organization for Economic Cooperation and Development, 2008, p.509.
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3. THE MAIN STAKEHOLDERS IN THE OIL AND GAS INDUSTR Y

During the 1960s, government income in the oil industry was limited to
taxes, royalties and the income from lease rentals. Many developing
countries had begun to agitate for greater control over their natural
resources in reaction to the continued control of their economies by the
old colonial powers. In 1962, the General Assembly of the United Nations
adopted the Resolution on Permanent Sovereignty over Natural
Resources. The Resolution asserted that the right of people to freely use
and exploit their natural wealth and resources is inherent in their
sovereignty. In this spirit, Nigeria enacted the Petroleum Act in 1969. It
stipulated state ownership and control of all petroleum found
under or upon all land or within its territorial waters.

In 1971, Nigeria joined the Organization of Petroleum Exporting
Countries (OPEC). OPEC was formed to improve the “bargaining
position” of oil producing countries vis-a-vis oil consuming countries by
adopting a "group" stance (all resolutions adopted are binding on
every member).

Following an OPEC resolution in 1971, member countries were urged to
participate in oil operations by acquiring ownership in the concessions
held by foreign companies. Nigeria followed this up with the military
government establishing the Nigerian National Oil Corporation (NNOC)
in 1971.

The NNOC was empowered to acquire any asset and liability in existing
oil companies on behalf of the Nigerian government, and to participate in
all phases of the petroleum industry. In that same year, the government
acquired 33% and 35% of the operating interests of Agip and EIf
respectively. Further acquisitions occurred were made in 1973 and 1974.
The government's participatory interest in joint ventures is now 60%
across the board, with the exception of the Shell-operated joint venture
where the government's share is 55%.
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3.1.POLICY MAKERS AND REGULATIONS

© CRES, December 2008

The President is currently the supreme authority and decides
on the country's energy policy, with advice from the Presidential
Adviser on Petroleum and Energy.

The National Assembly as the legislative arm of government
is empowered to pass legislation concerning the oil and gas
sector.

The Federal Ministry of Energy is responsible for formulating
and implementing Government policy.

The Ministry of Petroleum Resources . In 1962, a Petroleum
Division was created in the Federal Ministry of Mines and
Power, but it was restructured in 1970 to become the
Department of Petroleum Resources of the same Ministry.
However, in 1975, it was transformed into a full-fledged Ministry
of Petroleum and Energy, and later renamed the Ministry of
Petroleum Resources. Its primary responsibility was to advise
the government on policy matters regarding oil and gas. The
Ministry of Petroleum Resources controls and supervises the
work of all actors in the industry and regulates the collection of
royalties, taxes and rents from oil companies. The Federal
Inland Revenue Services (FIRS), a department of Ministry of
Finance, collects taxes, including Petroleum Profit Taxes (PPT).
Restructuring of the ministry has transformed the role of the
government. Instead of remaining a governmental regulatory
agency for the oil industry in the country, it has gradually
become involved in exploration and exploitation. The Nigerian
regional States have kept regional authority over public and
private profit-sharing mechanisms that influence the revenues
and expenses of the government.

The Department of Petroleum Resources (DPR) : The DPR is
the Ministry's Regulatory arm of the oil and gas industry. Its
Mission Statement says this: "To serve as the watchdog over
the development of our nation’s oil and gas resources, by
employing modern tools and techniques to direct, influence and
achieve the optimum exploitation, conversion and utilization of
petroleum and its derivatives for the maximum benefit of
Nigerians while ensuring minimal damage to the environment".

19



- The Ministry of Environment / FEPA : The Federal  Environ-
mental Protection Agency was established in 1988 through a
national Decree (No0.50) to protect, restore and preserve the
ecosystem of the Nigerian environment. There is an overlap of
jurisdiction between Ministry of Environment and DPR which is
in charge of environmental protection as it pertains to the
petroleum industry.

OIL INDUSTRY LEGISLATION AND RULES

The federal government, through its Ministry of Petroleum Resources,
has political and legislative authority to develop the legal framework for
the oil industry, including policies for employment and local content.
Petroleum legislation in Nigeria is based on the foundation of the
Petroleum Act, 1969. Section 1 of which provides that:

1. The entire ownership and control of all petroleum in, under or upon
any lands shall be vested in the State;

2. This section applies to all land (including land covered by water)
which: a) is in Nigeria, b) is under the territorial waters of Nigeria, c)
forms part of the continental shelf, d) forms part of the Exclusive
Economic Zone of Nigeria.

The Petroleum Act 1969 provides for the granting of rights by the Minister
of Petroleum Resources for exploration, prospecting and production.

OPERATING CONTRACTS

Different types of contractual agreements exist in the oil and gas sector.
The government has developed the legal and policy context in which
these are agreed to and signed between public authorities and oil
companies. The following is a brief presentation of the most
common contracts.

Joint Ventures (JV, JOA and MOU): In a joint venture (JV) each partner
shares the exploration and financial risks. Each JV participant contributes
to the payment of all costs, when called upon (“Cash Calls”), in the
proportion of its participating interest. Ownership, funding and production
sharing are all based on each partner’'s equity share. A Joint Operating
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Agreement (JOA) governs the parties’ administrative and operational
relations. The commercial terms of the JV's are governed by a Memo of
Understanding (MOU) which stipulates the fiscal regime, providing fiscal
incentives to ensure that the participating oil company has a minimum
profit margin and a bonus for additional reserves.

The seven JVs currently operated by foreign oil companies in
partnership with the Federal Government are:

Table 2: Joint Ventures between NNPC and internatio nal oil
companies

< : 1

C!1 C8C #
;C " Cil0
C #C ! #3
C*4

C;10

;C8

C 2

Production Sharing Contracts (PSC) : These can be defined as a
contract whereby one party, usually the international oil company, takes
most of the risk and also bears all the costs for finding and producing
petroleum. The company then shares production with the national oil
company and recovers its costs from its share of production revenues’.
The first PSC was the Ashland Oil PSC signed in 1973. Since then, all
new government contracts with oil companies have been PSCs, mainly
because of NNPC'’s inability to adequately meet its cash call obligations to
fund JV operations.

Key features of PSCs are the following:

- The contract is entered into between the NNPC and the exploration
and production company ("the contractor");

7

Definition borrowed from: Chiagozie Hilary-Nwokonko, Partner, Energy and Natural Resources, in
"Review of Nigerian Petroleum Law and Model E&P Argreements”, 19 Sept. 2003, The Law
Union presentation.
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- The NNPC is the holder of the Oil Prospecting Licenses (OPL)® and
Oil Mining Leases (OML)® which determine the contract area, and it
has the mandate to issue these to contractors;

- The contractor is appointed and given exclusive rights to carry out
the exploration and production operations in the contract area for a
period of 30 years;

- The contractor is exclusively responsible for financing all petroleum
operations. Only in the event of successful development of
discoveries will the contractor recover exploration and development
costs.

The following concepts apply:

"Royalty Oil" is the quantity of available oil allocated to pay the
sum of Royalties payable during a month of production and the
amount of concession rentals payable for that period,;

"Cost Oil" is sold to provide revenues for the recovery of pre-
production costs and operating costs;

"Tax Oil" is the oil allocated to cover the Petroleum Profit Tax
payable. Companies Income Tax is not applied to petroleum
operations;

"Profit Oil" is the oil remaining after all the above have been
allocated. The profit oil is allocated to each party in pre-agreed
percentages.

- A Joint Management Committee is responsible for overseeing
petroleum operations and the agreed work programme.

Oil Prospecting License (OPL): This confers exclusive rights of surface and sub-surface
exploration for the production of petroleum in an area not more than 2590 sq. km. (1000 sq.
miles) in size. The OPL is normally granted in inland basins for an initial period of three (3) years
with the option of renewal for a maximum period of two (2) years. For the deep water blocks and
frontier basins the exploration period is ten (10) years.

Oil Mining Lease (OML): A licensee who has fulfiled the work commitment according to
Paragraph 30 (b) and 31 of the Petroleum (Drilling and Production) Regulations of 1969 and the
conditions otherwise applicable to the individual license may demand that the license be
converted to an OML. An OML is granted upon confirmation of potential for economic production
of petroleum from the license. The OML grants exclusive rights to explore, win, produce and carry
away petroleum from the relevant area. The regulation size is 1295 sg. km (500 sq. (footnote 10
cont'd): miles and the specified duration is 20 years. Only the holder of an OPL is entitled to apply
for conversion of Oil Prospecting License to an Oil Mining lease, through the Department of
Petroleum Resources (DPR) for approval.
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In the case of underwater production, Production Sharing Contracts
(PSCs) are regulated by the Deep Offshore and Inland Basin Production
Sharing Contracts Act or 1999. It provides a legislative framework for the
contract terms and the fiscal regime that governs the terms of
the contract.

Risk Service Contracts . The Oil Prospective License (OPL) is held by
NNPC while the service company funds petroleum operations. Each
service contract relates to a single concession. The primary term is for a
period of 2 or 3 years and renewable for another 2 years. As the
contractor only gets reimbursed from funds derived from the sale of the
concession’s available oil, the contractor does not recover costs if oil is
not discovered in quantities that are commercially viable.

Where oil is found, the contractor is paid its cost back in installments, in
cash or in oil. The contractor is remunerated by payment of a fixed
amount. It does not have a participation share and does not acquire title
to any crude produced. As such the contractor is liable to pay
Companies Income Tax and not Petroleum Profit Tax.

Indigenous Operations — Sole Risk Contracts : The operating
company holds the OPL or OML. There is no government participatory
interest (although government reserves the right to exercise an option to
participate at any time). Government interest is limited to collection of
Royalty and Petroleum Profit Tax. All concessions under the Indigenous
Concession Programme are granted on a sole risk basis.

Marginal Fields : Legislation on marginal fields was promulgated in
August 1996, as the Petroleum (Amendment) Decree 1996. This law
provides that the holder of an OML may, of its own accord, farm out any
marginal field within the leased area with the consent of the Head of
State. The pre-conditions for such a farm out are: public interest and
acceptability of the partners to the government. NNPC classified fields
which produce less than 10,000 barrels of oil per day as marginal.

Under the guidelines issued by the government office of the Adviser on
Petroleum & Energy, a marginal field is defined as any field that has
reserves booked and reported annually to the Department of Petroleum
Resources (DPR) and has remained without production for a period of

© CRES, December 2008 23



over 10 years. Other requirements for a field to be classified as marginal
are:

1. Fields not considered by license holders for development because
they are not economically viable under prevailing fiscal terms;

2. Fields that have an exploratory well drilled on their structure and
which have not been reported as oil and gas discoveries for more
than 10 years;

3. Fields with crude oil characteristics different from current streams
(such as crude with high viscosity and low API gravity) which
cannot be produced through conventional methods or current
technology;

4. Fields with high gas and low oil reserves;

5. Fields that have been abandoned by the leaseholders for up to
three years for economic reasons;

6. Fields that the present leaseholders may consider to farm out
because of portfolio rationalization.

Thus, a working definition of a ‘marginal field’ is the following: “a field
which due to geological, geographic, technological and economic
constraints may not be considered as cost effective for development by
its owner, but the development of which may be profitable under a
changed set of circumstances”.

Marginal fields may only be operated on a "Sole Risk" basis. The
agreement shall be for an initial period of 5 years, renewable thereafter
every 5 years until the expiry of the lease. A “farmee” may have a foreign
technical partner with not more than 40% interest in the marginal field.
Various fees - premiums, rents and royalties are prescribed, while
Petroleum Profit Tax is charged at the rate of 65.75%.

GAS INDUSTRY LEGISLATION AND RULES

Nigeria has been described as a gas province with a little bit of oil! This is
testimony to important gas reserves which are estimated at
120 trillion cubic feet.
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The current gas legislation is the Associated Gas Re-injection Act, 1979.
This Act provides fiscal incentives to increase local consumption of gas
and for exports. Such incentives include royalties at zero per
cent and duty/VAT exemptions for gas developments.

Early 2008, Nigeria approved a new National Gas Pricing Policy and
Regulations. The overall aim of this new policy is to ensure that all
natural gas liquids in Nigeria are preferentially deployed for domestic
consumption rather than for export. It requires gas producers to channel
part of their output to the domestic market. The Nigerian government has
also proposed a bill that would impose sanctions for non-compliance.

The policy further stipulates that producers "must realign their gas
development portfolios” to ensure that gas resources which are rich in
valuable natural gas liquids (NGLs) are supplied to "strategic domestic
sectors.” It also says that gas will be supplied at the lowest commercially
sustainable price for domestic electricity consumption.

The amount of gas to be reserved for domestic consumption will be
periodically determined by the Minister of State (Gas) in the Federal
Ministry of Energy. A Department of Gas is to be established in the
Federal Ministry of Energy to oversee the implementation of the new gas
policy and regulations.

3.2. THE NATIONAL OIL AND GAS COMPANY — NNPC

The Federal Government participates in the oil industry through its
Nigerian National Petroleum Company (NNPC) which was formed in
1977. It inherited the commercial activities of the NNOC, established
in 1971, and it developed a supervisory/regulatory role through the
Federal Ministry of Petroleum Resources. Since 1984, the NNPC
undertakes commercial activities, whilst the Federal Ministry of
Petroleum Resources acting through the Department of Petroleum
Resources (DPR) is the regulatory authority.

NNPC is a group holding company headed by a Group Managing
Director/Chief Executive. There are six divisions headed by Group
Executive Directors: Engineering and Technical, Corporate Services,
Finance and Accounts, Refining and Petro-Chemicals, Exploration
and Production, Commercial and Investments. These Senior
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Executives receive their directives from the Group Managing Director
(GMD) but they have a limited margin of autonomy and depend on
political support from government (central and regional) and ethnic
groups.

NNPC Subsidiaries

THE NATIONAL PETROLEUM INVESTMENT MANAGEMENT
SERVICE DIVISION (NAPIMS)

Figure 10: NNPC Organizational Chart
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NAPIMS is one of the key structures within the NNPC (Figure 10). It
is engaged in seven Joint Operating Agreements, ten Production
Sharing Contracts, and one Service Contract. With a staff count of
over 400, it has very strong government backing and benefits from
being based in Lagos, nearer to the oil & gas company headquarters
as opposed to Abuja where most other decision-
making governmental agencies are located.

NAPIMS was set up to “optimize the benefits accruing to the Federal
Government from its investments in the upstream sector
of the petroleum industry”.

NAPIMS expresses the ambition of NNPC to be a world-class oil
operating company. At the same time, NAPIMS protects the nation's
strategic interests in the upstream sector of the industry. In doing so,
the agency earns a margin on investments made in the sector.
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NAPIMS is also mandated to promote local content input by
developing local technological capability and promote the use of local
supplies and materials. It also has the task of promoting the use of
gas as a source of energy, and to promote its commercialization.
Another task is to ensure that environmental protection standards are
maintained.

NAPIMS is considered to undertake the following strategic
objectives:

- Increasing the national reserve base from 24.1 billion barrels
(with the JV/PSC companies only contributing 22.5 billion
barrels) as of January 1, 1998 to 40 billion barrels target by
2010 and increase production capacity from 2.5 million barrels
per day to 4.0 million barrels per day over the same period;

- Diversifying the revenue base in the hydrocarbon sector by
actively commercializing natural gas and thereby ensuring a
reduction of gas flare-out by the year 2008;

- Stimulating the interest of indigenous and foreign companies to
explore oil in frontier areas;

- Conducting operations in compliance with the environmental
and safety standards in all Joint Venture/Production Sharing
Contracts (JV/PSC) in upstream operations;

- Managing hydrocarbon resources efficiently and effectively as
well as ensuring that JV operations are in line with the various
operating arrangements (The Joint Operating Agreement, The
Production Sharing Contract and The Service Contract).

Collaboration between the oil companies and the NNPC is frequent
but it is characterized by lengthy administrative procedures. The
NNPC has a lot of influence over the oil and gas industry and it often
acts with Ministerial approval in its decision-making vis-a-
vis oil companies.

An important feature of its operating strategy is that NNPC does not
dispose of sufficient liquidity to assume its part of operational
expenses in a PSC. To complement its financial needs, it pays its
share of a contract only at the end of the fiscal year so as to
accumulate its share of revenues through the entire period of a PSC.
This is the principle of “cash call”. This practice sometimes creates
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difficulties for other oil companies who have contractual agreements
with  NNPC to pay their share on a more frequent basis.

The second characteristic is the NNPC's bureaucracy. The time it
takes to approve agreements and contracts is very long and internal
decisions involve four phases:

- a call through the public media for open tenders over a 3-month
period, which means that a very large number of oil companies
can and do respond;

- apre-qualification period that can last between 6 to 10 months;

- a technical evaluation of the shortlisted tenders that takes
approximately 4 months;

- and finally, a commercial evaluation of up to 6 months before a
project is attributed to the winning company.

NNPC's processing of project tenders can last anywhere between 16
and 19 months with the result that oil companies must not only
finance themselves throughout the “waiting period” but also finance
any increases in their operating costs during this length of period.

These two characteristics are important to keep in mind. They reflect
a desire to keep close control over the industry so as to develop it
into a modern industry. They also reflect an ambition to exercise
control and influence over contracts with companies and other
industry stakeholders.

International oil companies are subject to frequent financial and
governmental audits, and it is expected that they comply with the
principles of the Extractive Industry Transparency Initiative (EITI).
The interests and concerns of labour unions also need to be taken
into account. In all, this amounts to an important challenge for foreign
companies and their expatriate employees.

THE NIGERIAN PETROLEUM DEVELOPMENT COMPANY
LIMITED (NPDC)

The Nigerian Petroleum Development Company (NPDC) Ltd, set up
in June 1988, is a fully-owned subsidiary of the NNPC (Figure 10). It
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is engaged in oil and gas exploration and production in both
onshore and offshore regions of Nigeria.

The NPDC produces approx. 10'000 barrels of crude oil per day. It
has become an exploration and production company that operates
both nationally and internationally and it has the backing of the
Nigerian government. Its vision is to become a medium size
exploration and production company with five oil fields that cover a
total area of some 2,600 square kilometers. These include onshore,
swamp area and offshore fields within the Niger Delta region.

Over the years, the strategy of the company had been to explore and
appraise its concessions with a view to establishing a considerable
oil and gas reserves. While current oil production output stands at
about 7,000 bpd, from the two fields at Abura and Oredo, these
concessions are estimated to contain total proven oil reserves of 283
million barrels and an additional possible oil reserve of nearly
900 million barrels.

NPDC has wide government support and it is on track to become a
key player in the national oil and gas industry. However, its task is
not without challenges. For example, the Government under
Obasanjo withdrew the operations field of Abura (4,000 bpd) from the
NPCD in May 2006. To enhance its lucrative trade relations with the
China government, it decided to attribute this field to the China
Petroleum & Chemical Corporation (SINOPEC).

NPDC'’s activities at new frontiers include SNEPCOQO’s Bonga field,
whose wells came on stream in December 2005, and it started to
produce at a rate of 30,000 bpd. This has significantly increased its
production levels. NPDC did not make any new discoveries recently
but, in collaboration with other companies, it now produces daily
60,073 bpd, which is close to the planned target of 70,000 b/d and
higher than its 2004 performance with 35,226 bpd.

INTEGRATED DATA SERVICES LIMITED (IDSL)

The Integrated Data Services Limited (IDSL) is yet another
subsidiary company of the NNPC (Figure 10). It is the foremost
indigenous service company operating in the Nigerian oil industry
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and it benefits from the patronage of most oil companies that operate
in Nigeria. The head office is in Benin City while its Seismic Data
Processing Centre is in Port Harcourt.

IDSL provides geophysical and petroleum engineering services. It
has joint ventures with several international service companies
operating in Nigeria. These ventures have helped in providing IDSL
with a solid competitive edge.
Services offered by IDSL are:

- Seismic data acquisition
- Seismic data processing
- Seismic/engineering services

- Data storage and management.

THE NIGERIAN GAS COMPANY LIMITED (NGC)

The Nigerian Gas Company Limited (NGC) was established in 1988
as one of the 11 subsidiaries of the NNPC (Figure 10). It is charged
with the development of an efficient gas industry to fully serve
Nigeria’s energy needs through an integrated gas pipeline network.
Another activity is to export gas and its derivatives,
particularly to other West African countries.

Today NGC is a modern, profit-oriented company committed to
efficiently address customer needs and promoting the use of gas.

Gas Production

Total national gas produced in 2005 was 2,093.63 bscf, with NPDC
contributing 19.39 bscf, and JVs and PSCs/Independents 2,074.24
bscf. NPDC did not have plans to start gas production, but it ended
up producing significant volumes of gas from each field operation.
NATIONAL ENGINEERING AND TECHNICAL COMPANY

LIMITED (NETCO)

The NETCO, an engineering company, is another wholly owned
subsidiary of the NNPC (Figure 10). The NETCO was established in
1989 to provide an effective engineering base for the NNPC Group
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and the entire oil and gas industry. Its services, however, extend now
to the rest of the national economy and beyond.
The NETCO aims to provide innovative engineering, procurement
and project management service. The NETCO has a vision of being
the preferred engineering company.

NETCO'’s services include:
Feasibility Studies
Conceptual Engineering Design
Basic and Detailed Engineering
Project Planning and Scheduling
Cost Estimation and Cost Engineering
Computerized Project Management
Procurement of Engineering Equipment and Material
Construction Management and Supervision
Commissioning and Start-up
Management of the Maintenance of Operating Plants.

3.3.INTERNATIONAL OIL AND GAS COMPANIES

The major players in the Nigerian upstream are Shell, ExxonMobil,
Chevron/Texaco, Total/Elf, Fina/Elf and Agip (Table 3). These
multinationals account for the production of around 95% of Nigeria’s
oil.

They participate in the petroleum industry in Joint Ventures with
NNPC, as operators/contractors in Nigerian deep water under
production sharing contracts with NNPC, and in one instance under a
service contract with NNPC. In addition, some multinational
companies have farmed into indigenous oil company concessions
where they provide technical expertise and funding
required for exploration and production.
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Table 3: International and national oil companies i  n Nigeria, by
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INDIGENOUS OIL & GAS COMPANIES

The Indigenous Concession Programme was established with the
aim to retain ownership and control of indigenous concessions in
Nigerian hands and thereby encourage the growth of local expertise
in exploration, development and operations. The first set of
indigenous grants was handed out in the 1970s and 1980s to the
Henry Stevens Company, Nigus Petroleum and Niger Delta Oil Co.
Later, in 1987, Dubri Oil acquired a concession by assignment from
Philips Oil Company Ltd. However, it was not until 1991 that
Professor Jubril Aminu, the Minister of Petroleum at the time,
awarded major concession blocks to Nigeria entrepreneurs, eleven in
total. This was followed by another round of allocations in 1993, and
eventually resulted in more than 40 Indigenous E & P companies
holding Oil Prospecting Licences (OPLs) under the Programme. In
1999, OPLs for nine blocks were awarded and subsequently
cancelled. Finally, during 2000, 22 blocks were offered to the entire
industry, both onshore and offshore, through a process of
competitive bidding.

3.4.INDIGENOUS CONTRACTORS

The Petroleum Technology Association of Nigeria (PETASSAN) is
the association of Nigerian Indigenous Technical Oil-field service
companies in the upstream and downstream sectors of the oll
industry. The association brings together Nigerian oil and gas
entrepreneurs to create a forum for the exchange of ideas with the
major operators and policy makers.

Its stated objectives are the following:

- to acquire, develop, advance and promote Petroleum
Technology for the benefit of Nigerians

- to foster co-operation as well as high ethical standards among
indigenous oil services companies

- to monitor and work to improve the performance and quality of
services rendered by member companies
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- to ensure and encourage fair patronage of member companies
by oil producing companies in Nigeria

- to liaise with the government on matters affecting the interest of
members

- to educate and advice government and its agencies on
developments in the oil services sector of the Nigeria economy

- to promote the economic wellbeing and social welfare of the
oilfield environment and the larger society

- to embark on and promote research and development in the
oilfield services sector.

Membership Qualification
Membership is open to all indigenous oil service companies who
meet the following criteria:

- Equity holding must be 100% Nigerian or at least an initial 60%
with three year plan for local acquisition of the remainder of
shares

- The managing director / chief executive must be Nigerian
- The majority of technical management must be Nigerian

- All staff must be 95% Nigerian.

3.5.LABOUR UNIONS AND PROFESSIONAL ASSOCIATIONS

Two powerful labour unions have emerged over the years. These are
the Petroleum and Natural Gas Senior Staff Association
(PENGASSAN) with around 20'100 members at the managerial or
"white collar" level, and the National Union of Petroleum and Natural
Gas Workers of Nigeria (NUPENG) whose members are
mainly "blue collar" workers.

Structures

At the head of each union, there is a national body although both
unions are organized by geographic region, in Nigeria's east and
west, and by industry "branch". There are in total 98 branches of
PENGASSAN according to companies that employ unionized
members: Total, Shell, Chevron and others.
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At the lower level of the organization, "Chapters" for PENGASSAN
and "Units" for NUPENG act as local oversight bodies. Each
corresponds to an industry sector or "mode" and operates out of
zonal offices. Thus, there are Onshore, Offshore, Port Harcourt,
Lagos, Abuja offices, for example.

Relations between the unions and the companies are overseen by
two conventions. Each year, they negotiate a common accord on
salaries and social provisions for unionized employees.

Influence

The Unions' influence is very strong. While membership is not
obligatory, it is strongly recommended. It is difficult for Nigerian
employees not to be a part of the union. The consequence is that
unionized labour has considerable influence which it uses to develop
and enhance the positions of individual employees within the
companies. The Union regards its influence as legitimate for the
career development of its members and their employment conditions.

The unions exercise considerable influence not only over the work
conditions for their members, but also over policy with regard to the
employment aspects of local content policy. Mr. Babatunde Ogun,
who became the President of PENGASSAN in April 2008, declared
immediately upon his election: "We must also close the gap globally
in order that multinationals utilize Nigerians and local
content in their operations".

Representatives of international companies have remarked that
middle and senior Nigerian staff maintain close relations with their
trade unions and that they tend to rely more on these organizations
than on their employers for advancing their careers. The role of trade
unions is also important in other respects. Training activities by
companies, for example, are reviewed by trade unions before being
implemented.
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3.6.HOST COMMUNITIES

Though not direct stakeholders, host communities must be
considered as among the most important and influential groups that
affect the petroleum industry. The critical role and interests of the
host communities - long neglected - is finally being recognized by the
Nigerian Federal Government and, inter alia, by the Niger Delta
Development Commission Act which the government adopted
recently.

The Memorandum of Understanding (MOU)

An increasing number of local, community-based agreements are
emerging in which large and small oil companies, as well as
upstream and downstream contractors are participating to improve
social conditions. This is mostly to reduce tensions, insecurity and
instability in the regions where oil and gas are being produced and
which have become a threat not only to the industry, but also to
society at large.

For example, the Niger Delta is among the most affected regions in
the world where local inhabitants and oil companies suffer from
insecurity and instability. Indeed, relations among communities of
residents and employees of oil companies are at times explosive.
Living conditions are very difficult and the level of poverty is above
the national average, despite the fact that much of the oil is in that
region.

An enormous lack of infrastructure in the region leaves gaping holes
in health and education services, and the natural environment is
seriously affected by pollution. Instability and insecurity are
characterized by kidnappings of employees of oil companies, violent
attacks against company installations and government offices, and
increasingly, sabotage of oil pipelines and other industrial
installations, as well as massive theft of crude oil.

Over the past few years, Nigerian oil companies have witnessed a
rise in pipeline vandalism, kidnappings of their staff, and even militant
takeovers of oil facilities as has happened in the Niger Delta. By late
2007, the production capacity of some 580,000 barrels per day has
been shut-in or closed off because of the lack of security. The
onshore facilities in the Niger Delta have come under frequent
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attacks and as a result, Nigeria has lost an estimated 16 billion
dollars in export revenues. The oil company that has so far paid the
highest price for insecurity in the region is Shell. This is closely
followed by Chevron and Agip.

Since early 2006, attacks on the infrastructure for oil production have
also crippled Nigeria's domestic refining capacity. Operators had to
close two refineries at Port Harcourt for a couple of months because
technical problems which resulted from the attacks. One of the
militant groups is the Niger Delta rebel group, a movement that
speaks for the emancipation of the Delta region and works to build up
its financial and political strength in the region. The rebel groups
demand greater revenue sharing from the oil wealth, as well as
increased local control of oil property, and greater transparency in
how the government reports on its oil production-related finances.

The cost to local production capacity can hardly be estimated, but
what is clear is that between 2004 and 2007, thousands of foreign
workers and their families had to leave left the Niger Delta because
of growing insecurity. Various companies also left the
region because of the damage to their infrastructure.

To extricate themselves from the cycle of violence and help local
communities develop their own economic empowerment to step out
of poverty, oil companies have become increasingly involved in
supporting community activities. These are corporate social
responsibility projects, based on collaboration with local
communities, designed to improve both the local living standards and
the security situation in the region. Agreements, such as Memoranda
of Understanding and the so-called “licence sociale
d’exploitation” have been elaborated to guarantee an improvement of
collaboration between the oil-industry at all levels and the
communities where they are active.

Thus, Chevron company has initiated a system of “Global”
Memoranda of Understanding (GMOU) that provides for an
agreement with a group of communities rather than a particular one.
In this effort, all affected communities are to benefit from
investments in basic services.
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Regarding employment, the GMOU foresees that a number of
positions and jobs will be reserved exclusively for residents of the
local regions where production is developed.'® This represents a
form of local content that is voluntarily agreed to by the company. In
this context, the oil company is not only obliged to meet
governmental local content quotas and regulations, but it also
commits itself to observe the priorities for employment within the
local community.

" From: U. Idemudia, "Corporate Partnerships and Community Development in the Nigerian Oil

Industry”, United Nations Research Institute for Social Development, Geneva, 2007.
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4. LOCAL CONTENT, EDUCATION AND TRAINING

4.1.LOCAL CONTENT

In Nigeria, local content is understood as the added value created
through the use of national resources which will increase economic
growth and strengthen the country's industrial capacities in a
sustainable manner. Of all local content models, the Nigerian
is by far the most ambitious one.

The government claims to have achieved a local content percentage
of around 20%". This is well below the target of 40% set for 2007.
Seventy percent local content is the target set for 2010.UNCTAD
estimated the local content percentage to be even lower than 20%"2.

The Petroleum Technology Association of Nigeria (PETAN), with
20'000 members, has pointed out that the official numbers provided
about the degree to which local content policies are applied are not
correct. It claims that Nigeria is unlikely even to attain 30% of local
content by 2010.

Other reports have concluded that foreign oil companies continue to
control the largest share of upstream activities. However, as some
have pointed out, the number of contracts awarded to Nigerian-
owned sub-contractors has increased and this can be interpreted as
a gradual adaptation of the industry to the government's local content
requirements™?,

Why was the local content target not achieved? Three reasons, very
much interrelated, can be identified: The principal obstacle is the lack
of an industrial base, second, the weakness of the country's
infrastructure and, third, the lack of qualified personnel.

11

12

13
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Statement made by Mr. Odein Ajumogobia, Minister of State for Petroleum, at the 17" Nigerian
Content Consultative forum in October 2008.

A recent UNCTAD report mentioned that: “The stated policy is to attain targets of 40% by 2007
and 70 by 2010. If successfully implemented, it will have multiplier effects on the supply chain of
other related industries in the country. Depending on their source, estimates vary as to the current
value of the total annual spend for services accruing to local companies. It ranges from 3.5% to
11.5%, which is very low when compared to over 45-75 % in Malaysia, Indonesia, Brazil and
Venezuela”.
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Recently, though, it has become clear that the Nigerian government
has now taken a more active role in developing local content policies.
A number of activities have been specially earmarked for local
content promotion:

- an expansion of the existing requirements for seismic data
processing projects, including reservoir management studies
and fixed platform surveys are to be sourced in-country

- all front-end engineering and design work for upstream projects
- floating production, storage and offloading integration work

- and, finally, management positions.

NAPIMS is now the focal point for local content policy in Nigeria. It
has direct responsibility for contracting practices in the upstream
industry, and so it can assess directly whether contracts meet local
content requirements. NAPIMS is also responsible for developing
and implementing policies regarding expatriate workers. Each oll
company must negotiate its expatriate worker allotment with the
agency. By law, oil companies must hire Nigerian workers unless
they can demonstrate that particular positions require expertise not
found in the local workforce. Positions in finance and human relations
are exclusively reserved for Nigerians; certain geosciences and
management positions may be filled by expatriates with the approval
of NAPIMS™,

NAPIMS has also started to develop a database on local engineering
and technical companies to find out about their capacities and to
determine which tasks they can handle successfully™.

NNPC has set up a special Nigerian Content Division (NCD) which is
mandated to apply the local content requirements. NCD is
empowered to work with industry stakeholders and relevant
Government agencies to develop strategies, drive implementation
and ensure compliance by the oil and gas companies. It has three

It is often difficult to determine the proportion of expatriates in a particular company. Many have

consultants who, sometimes, work there for certain periods of time. Should they be considered as
expatriates, or should they be excluded because their contracts are for a short duration?

The Nigerian petroleum market place (NIPEX) was established by NNPC through NAPIMS in
2005 to deliver an electronic market place with integration to the Joint Qualification System (JQS)
database that facilitates supplier selection and contract approval processes and ultimately
procurement of goods and services between the international companies, suppliers and NNPC
(Www.nipex.com.ng).

15
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main departments: Capacity Building, Planning and Monitoring.
These departments collectively are charged with the following tasks:

- study best practices and advise NNPC Management on Nigerian
content;

- obtain applicable data and production plans from industry to
determine new opportunities for promoting local content;

- develop strategies for capacity building, skill competency and
training of suppliers;

- drive Nigerian content implementation and monitor compliance;

- coordinate sectoral working committees.

The NCD is gathering data and developing interventions in
consultation with the NCCF and companies to achieve the target of
70% set for 2010. Currently the NCD has developed over 20 projects
to bridge local capacity gaps in the industry. These projects range
from infrastructure upgrades, resource training and certification,
information management and financing. A coordination procedure
has been put in place to review local content activities in the industry.
In addition, the Nigerian Content Division will be actively involved in
the review of Invitation To Tender (ITT), evaluation of bids, and
monitoring of projects during implementation to ensure NC
compliance. Provisions are also made in a new draft bill for sanctions
against defaulters.

NCD is also involved in training activities. In collaboration with PTDF,
around 1,000 engineers were trained in basic engineering design
during 2006. An equal number of welders were also trained.

The experience so far has been that NNPC has extensive support for
the Nigerian Content programme from oil and gas companies and
other stakeholders:

- Oil companies actively participate in monthly meetings of the
committees to discuss and review capacity building programs

- In accordance with new procedures, dedicated Nigerian
Content offices have been set up in all companies and
managers have been appointed to coordinate local content
activities
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It is also important to note the extent to which international
companies today present their adherence to local content policies as
an important component of their strategies in Nigeria. Some
companies emphasized their pro-active stance by saying that they
did not want to wait for the Nigerian government to establish local
content targets. Rather, they acted earlier to enhance their own
employment policies in the communities where they are active.

Today, Nigerian entrepreneurs and companies manage to develop
local activities that, in the past, were almost exclusively carried out by
foreign companies. These include consultancy, environmental
services, information technology services, as well as hotel
management and catering. However, in terms of the total value of
contracts, these indigenous companies only comprise approx. 8.3 %
of the overall upstream expenditures. Nevertheless, while the
government's local content policies are extremely ambitious, they are
having a an effect in the creation of added value in the country as
opposed to merely importing goods and services from abroad.

Some observers have pointed out that a local content policy, if not
properly defined, can lead to more corruption. This has sometimes
been the case with requests for bids, where local entrepreneurs
obtain contracts through bribery*®.

'8 This emerged from interviews with different oil industry executives.
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4.2.EDUCATION AND TRAINING

A key challenge for the Nigerian higher and technical education
system is to provide the oil and gas industry with qualified workers.
This will reduce the skills shortage and enable the industry to comply
with local content requirements. The industry is increasingly
demanding in terms of technical competencies and needs to fill new
vacancies with ever higher-skilled technicians, engineers and
scientists. This is a major challenge for the education authorities and
for the industry.
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National and foreign employers in Nigeria have expressed serious
concern about the shortage of properly trained and educated
university and college graduates.!” Employers find that the level of
academic standards has declined and that the employability of
Nigerian graduates has diminished.

One reason for the lack of adequate technical and higher education
is the poor training of teachers and the lack of educational facilities.

This is largely the result of inadequate investment on the part of the
national and State governments. Underfunding of the government-
supported educational system is a major problem. In 2003, the
Nigerian government spent only 1.8% of its budget on education,
which is well below the target of 26% set by UNESCO. This is one
reason why Nigerian universities tend to score low in
international rankings of excellence (Table 6).

Table 6: Nigerian universities in ranking of excell ence
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A study done by the World Bank in 2000 states that graduates from
Nigeria's universities are poorly educated and that their academic
standard have decreased over the previous decade.'® Several
education specialists have also expressed their concern that Nigeria
has not improved its educational infrastructure in accordance with its
resource wealth'®.

How can ambitious local content policies become a reality when local
education insufficiently prepares national graduates for employment?
Increasingly, local content policy is constraining the industry and

17

1 More information is available from the World Bank at: www.worldbank.org

Dabelen and Oni, "Labor Market Prospects of University Graduates in Nigeria”, World Bank,
2000.

In part from: Julius A. Okojie, Professor, National Universities Commission, Abuja, "University-
Industry-Government Partnerships towards engineering Education in Nigeria", Paper presented at
the "Engineering Africa Conference", 4-6 March 2007, Transcorp Hilton Hotel, Abuja.
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companies cannot find the required numbers of Nigerians to fulfill the
guotas. Companies in all sectors are obliged to invest more and
more in training and education of their employees.

The section below reviews the main post-secondary educational
facilities in Nigeria.

UNIVERSITIES AND COLLEGES

Nigeria has federal, state and private universities. In recent years,
the number of private universities has expanded significantly
because of the difficulties public universities are encountering as
regards funding, strikes, ethnic strife, etc. ?° The private school
system has largely been able to avoid these problems?.

Nigeria has however a long history of excellence in education. It has,
for example, some of the oldest technical schools in Africa, each with
a rich tradition. For example, in 1934, the Yaba Techninical Institute
(Yaba College of Technology) was created and in 1948 the
University of Ibadan was established — both well before the country
became independent. At that time, these schools of higher education
offered degrees that were equivalent to those issued by the
University of London. Over the years, however, the lack of adequate
funding became a growing problem facing these institutions.
At Independence, the central Nigerian government redistributed the
task of administration of education and gave greater responsibility to
regional government. A number of Universities were then created in
Lagos, Ife, Benin and other urban areas.

Today, the Nigerian education system, at the tertiary level, has 43
federal, state and private universities. These are meant to provide
the majority of graduates for the country's industry and economy.
Total enrollment of undergraduates in Nigerian colleges and
universities rose from 74’331 in 1980 to 275’515 in 1998. This
implied a growth rate of 15 % a year during the period. The country's
schools now produce more than 50000 graduates annually.

2 Les universités du Nigeria sont malheureusement célebres pour la fréquence des gréves de leur

personnel. G. llusanya a fait état des nombreux syndicats qui se livrent souvent a une
« surenchére ».

G.llusanya et S.A. Oyebade, “ Nigeria, d’'un systeme universitaire dominé par les établissements
publics aux initiatives politiques favorables a I'essor des universités privées: moteurs et
entraves ». OCDE 2008
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Unfortunately, employers complain that graduates are poorly
prepared for work.”?> They believe that academic standards have
fallen considerably over the past decade and that a university degree
is no longer a guarantee of technical competence.

The University of Nigeria (Nsukka) was the first to start technical
education and training, already in 1960. The University of Ahmadu
Bello (Zaria) and the University of Lagos, created in 1962, followed
shortly thereafter. Today, there are 36 universities offering
programmes in engineering and 35 universities boast an engineering
faculty. The university programme structures are similar in each of
the schools with specialized degrees in civil engineering, mechanical,
electrical and electronic engineering, as well as IT, petroleum,
petrochemical and mining engineering. From the 1980s onwards,
eight universities in Nigeria have oil industry-related specializations
on offer to students.

There are a number of schools in Nigeria that offer specialized
programmes to prepare skilled employees for the oil & gas industry.
Most notable among them are: the Petroleum Technology Institute,
PTI, the Institute of Petroleum Engineering which is part of the
University of Port Harcourt (presented below), River State University
of science and technology, the University of Lagos, the University of
Ibadan, the Obafemi Awolowo University, and the University of
Benin. Besides these, there are a number of private universities and
training institutes supported by oil companies: Lagos State University
(*®), the University College Ibadan (Zaria Campus) and the University
of Ibadan, the Ahmadu Bello University, Zaria, as well as the
University of Nigeria, Nsukka. The latter was established in 1955 and
it is one of the country's leading research and teaching institutions. It
is based in Nsukka, Enugu State (Eastern Nigeria) and has a faculty
of engineering, as well as numerous other faculties®.

One of the best-known Nigerian schools in engineering is Rivers
State University of Science and Technology in Port Harcourt
(RSUST).?® The school offers degrees in the following faculties:
Engineering, Environmental Science, Agriculture, Law, Management

22

23
24
25

© CRES, December 2008

Dabalen and Oni, "Labor Market Prospects of University Graduates in Nigeria”, World Bank,
2000.

http://www.lasunigeria.org/

http://www.unn.edu.ng

See further: http://www.rsust.edu.ng
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and Science. It considers itself as "the first technological University in
Nigeria", established in 1980 from the Rivers State College of
Science & Technology that was created in 1972. It is apparently the
only University in Nigeria that offers a large palette of engineering
degrees, including marine engineering, environmental engineering
(pollution studies), geosciences, space technology and computer
engineering. The school boasts that produces engineering graduates
with a broad knowledge base and sound practical skills. Courses in
the first two years of its five-year Bachelor's degree cover all the
branches of engineering while the 3rd, 4th and 5th year provide
students with specialized education of which a programme of energy
studies is one.

The University of Lagos offers engineering courses in one of its
principal faculties. The university is one of the older and larger
Nigerian schools, founded in 1962, and today has some 36'000
students. The engineering faculty was established in 1964 and offers
today degrees in the following disciplines: chemical engineering, civil
& environmental engineering, electrical & electronics engineering,
mechanical engineering, metallurgy & materials engineering,
surveying & geo-informatics, and systems engineering.

The University of Port Harcourt has an Institute of Petroleum
Engineering that provides specialized studies for future employees in
the energy industry. It offers degrees in the following subjects:
chemical engineering, civil engineering, electrical/electronic
engineering, environmental engineering, gas engineering,
mechanical engineering, petroleum engineering, information and
communication technology, engineering management.

The University of Benin is a school of higher learning that offers
specialized programmes to educate future employees of the oil & gas
industry. Its engineering faculty has the following departments and
teaching subjects: civil engineering, electrical engineering,
mechanical engineering, petroleum engineering, production
engineering, and related training. The Benin University also offers
management studies for business, industry and public administration.
It includes teaching in entrepreneurship, accounting, business
administration, as well as banking and finance. Finally, the university
also has a faculty of physical sciences that provides education for
many future oil-sector workers. The Faculty of Physical Sciences
offers Bachelor of Science degrees in seven disciplines based in five
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departments. These are: Department of Chemistry, Department of
Computer Science, Department of Geology, Department of
Mathematics, and the Department of Physics.

University of Ado-Ekiti was founded in 1982 as Obafemi Awolowo
University, and then renamed as Ondo State University in 1985. The
later University adopted its present name in 1999 and is based in
Ado, Ekiti State.?® It has a comprehensive faculty of engineering, in
which civil engineering, electrical engineering, mechanical
engineering are taught. The university also has a faculty of law, and
a faculty of management science in which accounting, business
administration, banking and finance are taught. Furthermore, and not
unimportant for the petroleum industry, it has programmes in the
Faculty of Sciences that include chemistry, biochemistry, geology,
and mathematical sciences.

Bayero University, Kano (BUK), offers a number of programmes for
students in engineering, sciences and management.?’ It offers
degrees in the following subjects: civil engineering, electrical
engineering, mechanical engineering, mathematical sciences,
computer engineering, geography, computer science, chemistry,
economics, business administration, accounting, as well as
biochemistry, biological sciences and microbiology.

Enugu State University of Science and Technology, Enugu, Nigeria,
offers degrees in engineering, natural sciences and management.?®
The engineering faculty "aims at producing engineering and
technological manpower required to achieve the national goals of
Nigeria in general and Enugu State in particular". For this purpose,
the students' training places emphasis on the following programmes:
agricultural  engineering, chemical engineering, = computer
engineering, civil engineering, electrical and electronic engineering,
mechanical and production engineering, metallurgical and
materials engineering.

Yaba Higher College offers degree programmes in the following
disciplines: engineering, technology, commerce and management.*
It has the following faculties: School of Engineering, School of
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http://www.unadportal.com/

http://www.kanoonline.com/buk/

Website: http://www.esut.edu.ng/
http://www.yabatech.edu.ng/Yabatech%20Home%20page.htm
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Environmental Studies, School of Management and Business
Studies, School of Science, School of Technology, as well as the
School for Technical and Vocational Education.

TECHNOLOGY & SCIENCE EDUCATION

Many of the above-mentioned universities offer degrees in technical
subjects as well as in other subjects. There are also universities
which are exclusively dedicated to technical education. These
include the four Federal Universities of Technology, with the following
acronyms and locations: (FUTA) (*), Akure; (FUT, Minna), Minna;
(FUTO), Owerri; and (FUT, Yola), in Yola.

One such Federal University of Technology is in Owerri and it offers
education in various technical subjects.*! The university has a School
of Engineering and Engineering Technology, a School of Health
Technology, a School of Management Technology, and a School of
Science.

There are a large number of other universities that provide mainly
technical courses. Some of these are:

Akwa-lbom University of Science & Technology; the Anambra State
University of Science & Technology (ASUTECH), Uli; the Cross
Rivers University of Science & Technology (CRUTECH), Calabar;
and the Enugu State University of Science and Technology (ESUT),
Enugu. The latter was founded in 1979 as part of the Anambra State
University of Science and Technology (ASUTECH).*? It was the first
state-owned university in Nigeria and it has three campuses at Awka,
Abakaliki, and Enugu. Finally, there are also Ladoke Akintola
University of Science & Technology, Ogbomoso; the Kano State
University of Technology, Kano; the Obafemi Owolowo University
with a Faculty of Science, including its Nigerian Institute of Physics,
and a Faculty of Technology based in lle-Ife, Nigeria®. And finally
there is the University of Jos, Plateau State. The latter offers degree
programmes in environmental sciences, biotechnology, geology,
water management, project management for construction, as well as
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http://www.futa.edu.ng/
http://www.futoeduportal.com/institution.asp
http://www.esut.edu.ng/
http://www.oauife.edu.ng/
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in IT. Its graduates find employment in the public and private sectors
and it is generally considered one of Nigeria's better universities.**

PRIVATE UNIVERSITIES

The government approved the first three licensed private universities
in 1999 and subsequently others in 2001, 2003 and 2005. The
majority of the private universities are owned by religious
organizations. Of a total of 23 institutions, 15 are Christian and three
are Muslim.

The reasons for the increase of such private institutions are
described in detail in several studies®. These are mainly related to
insufficient funding, numerous strikes by staff and teachers and, with
the result, that the teaching calendar changes all the time. These
studies have also highlighted the high school fees which
students need to pay to enter these universities.

Education in management and business administration is available at
many schools, but some stand out. Examples are: The American
University of Nigeria in Yola, Adamawa State, which offers an
Entrepreneurship & Business Management programme and an
Information Technology & Communications programme according to
an American curriculum®®. It was founded by the Vice President of
Nigeria and a group of Nigerians interested in creating an American-
style University in Nigeria. All students take a course in business
entrepreneurship and the University provides each student with a
laptop computer and other necessary facilities to pursue their
studies. Another notable school is the Ajayi Crowther University. It is
a private school which has a Faculty of Social and Management
Sciences that offers Bachelor’s degrees in the following disciplines: in
accounting, banking and finance, actuarial science and insurance,
business administration, marketing, personnel management and
economics®’.

34
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http://www.unijos.edu.ng/

For example, Isaac N. Obasi, “Analysis of the Emergence and Development of Private
Universities in Nigeria (1999-2006)", JHEA/RESA Vol. 5, Nos. 2&3, 2007, pp. 39-66, Council for
the Development of Social Science Research in Africa (CODESRIA), 2007
http://www.abti-american.edu.ng/

http://www.acu.edu.ng/
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Renaissance University is another private university that offers
courses in sciences and business administration. It is based in
Ugbawka, Enugu State®®. Finally, there is the University of Calabar,
in Calabar, Nigeria®®. This school has faculties that offer degrees
relevant to the oil and gas industries: Faculty of Science, Faculty of
Education, Faculty of Law, and an Institute of Oceanography.

FACULTIES OF EDUCATION

There are many other schools, institutes and universities in Nigeria
that offer programmes that can be considered appropriate for the
training of skills that are needed in the energy industry and in
management. Without listing all remaining schools in the country,
there are some that should be mentioned. These are, among the
others (in no specific order):

Lagos State University, Ojo, Nigeria - Website:
http://www.lasunigeria.org/

University of Maiduguri, Maiduguri, Nigeria - Website:
https://unimaidportal.net/default.aspx

Nnamdi Azikiwe University, Awka, Nigeria - Website:
http://www.unizikeduportal.org/

University of Uyo, Uyo, Nigeria - Website: http://www.uniuyo.edu.ng/
Abubakar Tafawa Balewa University, Bauchi, Nigeria - Website:
http://www.atbunet.org/

Obafemi Awolowo University

University of llorin, llorin, Nigeria - Website:
http://www.unilorin.edu.ng/

University of Uyo, Uyo, Nigeria - Website: http://www.uniuyo.edu.ng/
Bayero University, Kano, Nigeria - Website:
http://www.kanoonline.com/buk/

University of llorin, llorin, Nigeria - Website:
http://www.unilorin.edu.ng/

Ambrose Alli University (Formely Edo State University)

38
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OIL COMPANIES SUPPORTING TRAINING AND EDUCATION

The oil companies themselves also offer training and educational
programmes in dedicated centres that often form part of their own
employee training programmes. For example, an effective industry-
supported training for Nigerians is available at the Mobil
Technical School.

Shell Nigeria also offers training as do all other oil companies to
larger and smaller degrees. However, these companies are not
obliged to support schooling and higher or more specialised
education to non-employees. If they do so, it is either because they
see an added value for themselves in offering such programmes, or
because they hope to attract new qualified employees in the future.
Some programmes supported by oil companies are also offered in
the form of scholarships and financial contributions to teachers' and
professors’ positions at technical schools and universities.
Total started a programme called "Challenge 2007" that offered
training for some 500 new employees. While praiseworthy, a large
proportion of these employees were inadequately educated even to
participate in this programme and the company felt obliged to invest
increasing amounts of money into basic education, which is
in fact the responsibility of the State.

FINANCIAL SUPPORT AND BURSARIES

Several funds exist for Nigerian students to finance training for
employment in the oil and gas industry. For example, students who
excel in their studies can benefit from the Petroleum Technology
Fund (PTDF). It was created in 1973 to provide scholarships for
young Nigerians to study in Nigeria or abroad. Their studies can be in
colleges, universities or specialised institutions and are usually
focussed on future employment in the petroleum industry®. The
PTDF helps students pursue their studies and obtain other funding
where possible for their studies from other sources.
These are two examples:

4 see for example: "Nigeria: Strategic Interventions in Petroleum Sector”, in Daily Trust (Abuja), 17

September 2007.
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The Overseas Scholarship Scheme (OSS) aims to support students
to obtain a Master degree or a doctorate within the following
disciplines: geology, engineering, geography, and environmental
sciences. Its aim is to increase local content by having more
Nigerians employed in the industry. The beneficiaries carry out their
studies to a large extent in universities in the USA and in the UK.
There are more than 600 Nigerians today that benefit from
this scholarship.

Another opportunity for Nigerian students is the Local Scholarship
Scheme (LSS) which exists in 6 universities. It was created for
students at both undergraduate and graduate levels. Its financial
resources are, as for the OSS, provided by the Petroleum
Technology Fund.

Between 2002 and 2007, the PTDF fund offered financial support to
some 590 students working towards a Master of Science degree, and
further support for 86 PhD students. An additional hundred students
obtained funding for their MA thesis research where the topics
covered engineering, oil-offshore engineering, geological sciences
and environmental studies*'. The PTDF also combines its resources
with those of other Nigerian agencies to better fund additional
students in all disciplines that lead towards employment in the
petroleum and mining sectors as well as related scientific industries.
Thus, the Fund obtains the support from stakeholders in the petro
industry such as the Nigerian Mining and Geo-Sciences Society, the
National Association of Petroleum Explorationists, the Society of
Petroleum Engineers, the Petroleum Technology Association of
Nigeria, the Nigerian Petroleum Association of Indigenous Petroleum
Exporters and Producers, and the National Mathematical Centre. In
this way, the PTDF is Nigeria's foremost support programme for
students who aim for employment in the oil, gas and related
industries.

Financial support for students is also available from the private
sector. The link between industry and universities in Nigeria is
gradually being strengthened. Some oil companies support a number
of professorships and lectureships at Nigerian universities, while
others work alongside with national institutions. For example, the
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Nigerian Petroleum Training Institute (PTI) was created in 1972 at
Effurun (Warri, Delta State) with the collaboration of oil
companies and local government authorities.

Where the private sector enters the education field, government and
international support can provide the framework for developing new
partnerships that profit both the public and private spheres. For
example, training is offered by the World Bank in infrastructure
development through public-private partnerships (PPPs). One of the
Bank's programmes aims to provide knowledge and skills training for
Nigerians in the planning, implementing, and financing of public-
private partnerships. The World Bank also offer training for
developing the economic and social infrastructure, as well as the vital
energy infrastructure on which the oil industry also depends for its
development*.

Another funding source for education are international organisations.
For example, a World Bank programme offers specialized continuing
higher education for Nigerians. The Nigeria Federal Science &
Technical Education at Post-Basic Levels (STEPB) project offers,
through its Project Appraisal Document (PAD), financing for science
and technology education at the Post-Basic or post-high school level
in selected federal institutions in Nigeria. The project supports
capacity building in science and technology™®.

Another form of company support is the funding of Lecturer and
Professor positions at Nigerian universities. Shell is one of several
companies providing such support. It has sponsored chairs at the
University of Nigeria, the Obafemi Awolowo University, Rivers State
University of Science and Technology, and at the Ahmadu Bello
University. Mobil Oil also funds chairs at the University of Clabar for
teaching petroleum geology**.

2 The World Bank has carried numerous studies on education in developing countries. For

example: Shobbana Sosale, ed., "Trends in Private Sector Development in World Bank Education
Projects”, Policy Research Working Paper 2452, Sept.2000. The Bank's website offers numerous
project examples on PPPs at: "Infrastructure Finance for Public-Private Partnership Projects".
http://web.worldbank.org/

See further: http://web.worldbank.org/external/projects/

From: Estimates from Annual reports of the Nigerian Universities Commission (NUC).
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ANGOLA
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Angola around 1900

Source : berkeley.edu/.../2003/angola/map-popup.shtml.
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1. PRINCIPAL CHARACTERISTICS OF THE ANGOLAN OIL AND GAS
INDUSTRY

1.1. BACKGROUND

Like Nigeria, Angola has explored its oil reserves since
independence. Oil had already been discovered onshore by Petrofina
in the Kwanza Valley in 1955, and a refinery had been built in
Luanda in order to process the oil. But the main expansion of the
upstream industry occurred in the 1960s when Cabinda Gulf Oil
Company (CABOG), now ChevronTexaco, discovered offshore oill
just outside of the Angolan enclave of Cabinda. The presence of
offshore oil led to increased production and, as of 1973, it
became Angola’s principle export.

Since the mid 1970s, government was directly involved in oll
exploration. In 1976, one year after the country adopted its new
constitution and declared the Republic of Angola, it took the first
major step in securing government participation in the sector, the
creation of the state oil company SONANGOL (Sociedade
Nacional de Combustiveis de Angola).

In order to attract foreign investments and develop a national oil and
gas industry, the government divided its coastal offshore fields into
thirteen exploration blocks. Foreign companies could obtain
exploration and production leases via Production Sharing
Agreements (PSAs). In 1978, the government authorized Sonangol
to acquire a 51% interest in all companies with oil operations in
Angola (although the management of such operations was to remain
under foreign control). The new law on oil exploration of 1978 made
Sonangol the sole concessionaire for the government, even though it
sub-leased contracts to international oil companies via joint ventures
and production sharing agreements (PSAs). As could be predicted,
Sonangol became the key state actor in Angola’s oil sector with roles
that included issuing exploration and production permits, participating
as partner in concessions with other companies, and even
conducting its own exploration and production.

In 1990, Angola witnessed another oil boom. Within the next ten
years, the government established close to 30 offshore and onshore
blocks which were operated by fourteen companies with more than
30 companies holding licenses.
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1.2. CURRENT OUTLOOK

Proven reserves have quadrupled during the period 1995-2005, with
the promise of more to come. Angola currently holds 0.75 percent of

world reserves, or 1.9 percent of reserves outside the Middle East.

$ 09 & 8 51

In April 2008, Angola became the largest sub-Saharan African oil
producer, producing 1.87 million barrels per day (mbd) overtaking
Nigeria which produced 1.81 mbd that month. This is an increase of
70% over the production level of the year 2000. What is more,
production is expected to increase by another 90% over the next five

years.

$ :09 & 8 5l

Oil production is increasingly driven by deep and ultra-deep offshore

fields.

Such development requires large financial resources — an estimated
100 billion US$ in the next five years - and a large workforce of highly

© CRES, December 2008
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trained professionals. BP Angola, for example, has calculated that it
will need to recruit an additional 1’300 technical and professional
staff during the next seven years.

3,000 Angolan Oil Production (kb/d)
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Source: Wood Mackenzie’s Global Economic Mode! (GEM)

2. ECONOMIC AND SOCIAL DEVELOPMENT

2.1.0IL AND GAS AS THE ENGINE OF ECONOMIC GROWTH

Before 1975, the economy of Angola was mainly driven by
agricultural exports. It was the world’s fourth-largest exporter of
coffee and one of the largest exporters of staple foods in sub-
Saharan Africa, exporting more than 400.000 metric tons of maize
annually. Oil only became the dominant economic activity in the
1980s. Today, the economy is heavily dependent on oil with
petroleum exports amounting to roughly 90 per cent of total exports.
It is a capital-intensive sector with few linkages to others parts of the
economy and little impact on employment®.

45 . g . o

Centre de Recherches sur les Entreprises et Sociétés (CRES) : « Le r6le du secteur privé dans les contextes
post-conflits et de transition a I'économie de marche : le réle du secteur privé de I'extraction pétroliere dans la
reconstruction socio-économique en Angola » (CRES, 2005)
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Oil and non-oil revenues as a percentage of GDP
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So far, the economy lacks diversification. Real GDP grew by 20%
in 2005, and the non-oil economy grew by an annual rate of
roughly 10% over the 2003-2005 period.
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GDP per sector
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Government Revenue
Petroleum and petroleum products generated nearly $9.7 billion USD

in government revenues during 2004.
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Government Revenue Scenarios
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2.2. SOCIAL DEVELOPMENT

Recently, the World Bank has stated that Angola needs to ensure
that the oil sector contributes more to economic development and
poverty alleviation. But rent-seeking and corruption have, so far,
limited the impact of the sector. Data show that Angola’s GDP
increased by an average of 10.8 % during the 1997-2007 period but
that the percentage of the population below the national poverty line
remained at 68 per cent of the total population, one of the highest in
sub-Saharan Africa.

Angola is one of the poorest nations in sub-Saharan Africa. While its
GDP per capita is more than $1,030, relatively high by sub-Saharan
African standards, two-thirds of the people live on less than $2 per
day®®. All the socio-economic indicators point to one of the lowest
living standards in sub-Saharan Africa. Over 40 % of the population
is illiterate while over 60% have no access to potable water.

Since independence, military expenditure has been high, often over
40% of the budget, and they have consistently taken precedence
over social and development spending. At the end of the war, the
scale of the humanitarian crisis became apparent as access to the
countryside was opened up. Some 4 million were displaced, 500,000
UNITA combatants and their families had to be resettled, while
neighbouring countries hosted over 350,000 refugees. Nearly three
years after the war ended, the WFP (World Food Programme)
reported that there was still a 47% food security deficit, and that 1.1
million people still needed emergency food supplies. In the first
guarter of 2006 the WFP committed to stay an additional three years
to operate its school feeding programme and other activities. WFP's
executive board approved the new aid programme in which the
United Nations food agency shifted away from general food
distribution and focused more on children in primary schools, health
and nutrition programs for children and young women, and improving
the livelihoods of returning refugees.

Angola’'s income per person per year ranges on average between
290 and 350 USD.
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KEY INDICATORS
Population (2007)

Population density

Population 20 years (2005)
Population below poverty line
Urban population

Rate of illiteracy (2005)
Demographic growth
Population under age of 15
Life expectancy (2006)
Maternal mortality rate

Infant mortality

School attendance

Net primary school attendance

17.03 million; which constitutes
about 2.35% of the population of
Africa (720 million total for the
continent)

14 inhabitants/km? (average
density in Africa is 30)

60%

68%

53.3%

42% (for person 15+)

1.96 %

43.6 %

38 ans

1800

182.31 %o

58 %

56%

Living standards have shown some improvement recently, but they
continue to be considered low by international standards.

As regards overall social development, Angola ranks low among
other countries. According to the UNDP Human Development Index
for 2005, Angola ranked 162 among 177 countries®’.

4" The Human Development Index value is calculated by the United Nations Development

Programme (UNDP). This number is presented as an evaluation between 0 and 1; the closer the
number is to 1, the better the development and quality of life is in the country. See further: UNDP
(yearly) Human Development Report, this figure from the 2006 edition, p.286.
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INFRASTRUCTURE INDICATORS
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The Gini coefficient is a measure of statistical dispersion most prominently used as a measure of
inequality of income distribution or inequality of wealth distribution. It is defined as a ratio with
values between 0 and 1: A low Gini coefficient indicates more equal income or wealth distribution,
while a high Gini coefficient indicates more unequal distribution. O corresponds to perfect equality
(everyone having exactly the same income) and 1 corresponds to perfect inequality (where one
person has all the income, while everyone else has zero income). The Gini coefficient requires
that no one have a negative net income or wealth. Worldwide, Gini coefficients range from
approximately 0.232 in Denmark to 0.707 in Namibia. The Gini index is the Gini coefficient
expressed as a percentage, thus Denmark's Gini index is 23.2% (Mathematically, this is equal to
the Gini coefficient of 0.232, but the percentage sign is often omitted in the Gini index.)
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CORRUPTION

Corruption is a major challenge in the oil industry. There are
persistent allegations of corruption and lack of transparency in public
finance. Transparency International has developed a Perception of
Corruption Index, and according to the data for 2007, Angola has one
of the highest levels of perceived corruption in the world, ranking 147
among a total of 179 countries, with an index value of 2.2%.

9 The index is calculated by Transparency International and indicates the degree of corruption as

perceived by the business community and country analysts. It goes from the value of 10 (trusted
integrity and least corruption) to the value of zero (highly corrupt).
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3. THE MAIN STAKEHOLDERS IN THE OIL AND GAS INDUSTR Y

3.1. GOVERNMENT

The Ministry of Petroleum is responsible for national policy,
supervision and control of all petroleum-related activities in Angola.
Its roles include setting oil policy and implementing guidelines for
industry, approving companies’ development plans, issuing
exploration and production permits, and implementing the
“Angolanisation” or local content policy (see below). The Ministry’s
main division for the upstream sector is the National Directorate of
Petroleum.

Its current top priorities for the upstream sector are:
- Fully implementing the 2004 Petroleum Law

- Improving the transparency of revenue payments from oll
companies and strengthening the framework for revenue
management

- Developing staff capacity

- Acquiring modern information technology.

GOVERNMENT LEGISLATION AND POLICY

As regards labour and employment regulations, Angola broadly
follows international standards of employment °**. Some of the key
points are:

- Employees’ rights also include the right to training and
improvement of technical skills, the right to paid holidays, and to
daily and weekly rest, the right to salary and good conditions of
hygiene and safety

- In addition, the labour law gives preference to contracts for
unlimited time, instead of short term contracts, and makes firing
employees difficult

50

Paper.
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In part from: Legislation Du Travail & CSR, source CSR in the Angolan Industry, CMI Working
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- The laws ensures the right to acceptable working conditions,
including medical care in the working place and medical exams

- The law requires employers to have insurance protection for
industrial accidents and occupational diseases (this insurance
has been relatively effective, and is expected to improve with the
entry of new insurance companies)

- A unified system of social security is in place, requiring all
workers who are not self-employed to be enrolled (however, in
specific cases, the service has proven to be insufficient or
ineffective. This obliged companies to pay subsidies in addition
to salaries which should have been paid by the national social
security service (Instituto Nacional de Seguranca Social, the
INSS). The creation of new funds and social security systems —
independent of mandatory payments to the social system —
indicates a failure of the system and a serious lack of protection
for the employees, especially the poorer ones).

Local Content and Corporate Social Responsibility

The first time the government refers to the specific treatment of
Angolans in the oil sector is in Decree 20/82, (of April 17, 1982). The
decree requires (i) that preference be given to the employment of
Angolan workers at all levels; (ii) that equality of rights be granted to
Angolan and expatriate employees in the areas of social and
professional benefits; (iii) that plans are prepared for the recruitment
and training of national workers, at the beginning of each contract
and annually; and (iv) that expatriates are gradually replaced by
national employees, subject to the sanction of contract cancellation
and/or fines. This decree further obliges oil companies to contribute
annually an amount in foreign currency for the training of the national
workforce. From those contributions a percentage was allocated to
Universidade Agostinho Neto and the Universidade Catolica and for
state professional training (one cent in the dollar per barrel
produced).

There are additional decrees for the concessions pertaining to the
various blocks emphasizing (i) requirements for the integration and
training of Angolan employees, (ii) contracts with local companies
and (i) the acquisition of goods in the local market.
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Resolution 13/96 of October 4, 1996 has the first regulation of
signature bonuses on oil exploitation contracts. The bonus must be
used for investment in the oil sector (30%), economic development
projects (55%) and incentives for the social promotion of
populations (15%).

Dispatch 127/03 of September 25, 2003 (from the Ministry of Qil)
distinguishes three different competition areas. The first comprise
areas restricted to Angolan companies where they already have local
competence (catering and the production of some local components,
for example). The second includes areas for partnership between
Angolan companies and foreign companies, suchasinlIT.

Decree 39/00, dated October 10, 2000 defines special obligations for
the companies operating in the oil sector relating to environmental
protection: namely, the obligation of ensuring (i) environmental
impact assessments, (ii) the adoption of prevention measures and
(iif) emergency response measures.

Dispatches 29/96 and 38/96 regulate the distribution of revenue from
oil activities in Zaire and Cabinda. 10% of public tax income
stemming from oil production in these regions must be transferred
directly to the respective region.

The most important law is, however, the new Law of Oil Activities
(Law 10/04 of November 12, 2004). This law defines a series of
“social” obligations for the firms operating in the sector. For example,
with regard to safety and hygiene at work, it is mandatory to comply,
not only with national legislation, but also with the standard practices
generally accepted internationally in the oil industry (article 23). It
also stipulates obligations in matters of environment protection
(article 24), and it states that the use of national goods and services
is mandatory when, under similar conditions, the price does not
exceed 10% above the international price (article 27).

Another significant rule included in this law (article 84) states that the
bonus paid by companies, which relate to awarding contracts, must
revert totally to the State as fiscal revenue. The revenue is
mandatorily allocated to regional and local development and the
promotion of private business projects.
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3.2.

The government has recently become more concerned with
promoting the social and economic development of the population by
changing the regulations on foreign exchange and customs
procedures. It was stipulated, some time ago, that oil companies
could keep their funds in international banks outside Angola. This
decision was made at a time on an exceptional basis, at a time when
the financial system was extremely weak. However, the government
is now of the view that this regulation promotes the enclave character
of the oil sector through a stimulation of imports and the use of non-
Angolan staff. It considers that it also hinders the development of a
proper financial sector in the country. The major companies are
strongly opposed to all attempts to change this regime, partly
because they are unwilling to deposit billions in local banks in whom
they have little faith.

THE NATIONAL OIL & GAS COMPANY SONANGOL

These are the milestone events since Sonangol was created in 1976:

1978: Sonangol acquired a 51 percent interest in the Cabinda
concession and in all onshore concessions and it was made
the sole concessionaire for exploration and production,
although the international companies remain the operators

1983: An international branch of Sonangol, Sonangol Ltd, was
established in London, England

1991: The first oil concession in deep waters was attributed
1992: Establishment of Sonangol P&P as an oil company
1999: Sonangol UEE became Sonangol E&P

2003: Sonangol bean operating as an oil company with the granting
of an offshore block
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Angola oil production

(2007 estimates)

Operator bpd
Chevron 620'000.00
Total 590'000.00
ExxonMobil

(Esso) 520'000.00
Sonangol 110'000.00
BP 100'000.00
Total production 1'940'000.00

Source: KPMG

In the early 1990s, the Movimento Popular de Liberagdo (MPLA)
abandoned its Marxist ideology and opened up the political system.
The first national elections were held in 1992. The ruling elite also
adopted economic policies that were more free-market oriented, and
Sonangol became the leading domestic firm in the national economy.

Sonangol's activities expanded significantly during the 1990s despite
the fact that the rebel group, the Unido Nacional para a
Independéncia Total de Angola (UNITA), occupied almost 80% of the
country in 1993. Most of its operations were predominantly offshore.
New technologies made it possible to carry out ultra-deep water
exploration, after the French EIf company made the first ultra-deep
water discovery at the Girassol oil field in 1996. Many more
discoveries followed soon afterwards and Angola became one of the
most attractive countries for foreign oil investment in sub-Saharan
Africa. Companies such as British Petroleum, Royal Dutch/Shell,
ExxonMobil, Statoil, Norsk Hydro, Petrobra’s, Marathon, the Chinese
companies CNOOC and Sinopec, as well as a myriad of other firms
entered the Angolan oil sector which was under full control by
Sonangol.

With oil production expanding, the decision was made to convert
Sonangol into a holding company so as to consolidate its internal
structure. Sonangol EP, or the Sonangol Group, was created and,
from 1991 onwards, it incorporated numerous subsidiary companies,
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with business interests in Angola but also abroad. It was able to
expand its business because of its monopolistic position in the
oil sector.

The core mandate of Sonangol includes the following:
- Negotiating and managing all production contracts

- Collecting, validating and keeping records of all petroleum
activity data in Angola

- Maximising the economic interests of Angola and of Sonangol as
the principal concessionaire and investor.

In addition, Sonangol has a wide range of other activities under its
mandate. Besides its commercial activities (discussed in more detail
below), it serves as a regulatory body overseeing the operations of
foreign oil companies. It also manages the development of services
to support petroleum operations and the export of crude oil. And it
identifies areas that should be opened up for exploration.
Furthermore, it conducts the bidding process and negotiations for
new concessions.

In 2008, the Sonangol Group directly employs 8 240 people.
Indirectly, Sonangol creates more than 10,000 jobs for Angolans in
related industries. The Group now holds several major subsidiaries
and many minor firms, most of which benefit from governmental
preferential treatment when issuing exploration licenses or bidding
for tenders. The Group's activities include the procurement of goods
and services for oil companies operating in Angola, and the oversight
and control of contracting to upstream and downstream firms that
work in the country's oil sector and in related sectors.

Sonangol has expanded and diversified its activities to a very large
degree and it has created many subsidiaries that provide all forms of
oil-industry-related services in Angola and abroad. These include
foreign-affiliated businesses in the Democratic Republic of Congo,
Portugal, Cape Verde and Sao Tome & Principe, as well as
investments and affiliated offices in other oil-producing countries as
well as joint-ventures in major oil importing countries.
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Through its Angolan subsidiaries, Sonangol Group provides training
for the oil industry and in the service industry, such as in catering.
Beyond the oil industry, other companies now form part of the group,
such as Mercury, a telecommunications group, Sonaship and
Sonangol Shipping, two providers of maritime transportation, AAA,
an insurance company providing risk management for the oll
industry, companies involved in insurance brokerage and pension
fund management, Sonangol USA, Sonangol Limited (UK), and
Sonasia (Singapore) which does marketing and trading, as well as
the Hong Kong-based China Sonangol International Holding, which
in November 2004, joined a Chinese-Argentine offer to invest up to
US$ 5 billion in Argentine oil exploration.>

As part of the Angolanisation campaign, Sonangol has established
many joint ventures with foreign companies (some observers
estimate the total number to be sixty but no accurate figure is
available). High-profile joint ventures include Sonangol-Sinopec
International (SSI) that recently paid a record US$2.2 billion for a
40% controlling stake in parts of several offshore oil blocks®. In
addition, Sonangol SGPS was created as a drilling services
company, and Sonasing was established as a joint-venture service
company for the packaging and storage of crude oil. Furthermore,
SOANGOL formed Wapo Angola as a services provider for the oll
industry. Technip Angola, Petromar, Sonamet, Sonansurf and
Sonamer were also created to become services companies. Another
subsidiary is AngloFlex, a manufacturer of umbilicals and pipelines
for underwater production systems in the oil and gas industry. The
Banco Africano de Investimento was taken by Sonangol as a bank to
issue credits to the oil industry.

More recently, Sonangol’'s investment drive has moved even further
away from its core business, and it now includes hotel ownership and
management, and the building of luxury housing.

As regards education and corporate social responsibility, Sonangol
spends money for cultural and sporting events in Angola, as well as
literary prizes and scholarships for children of employees within its

51
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group of companies. These scholarships cover secondary school and
university education; it also funds the study of some students at
universities abroad.

With Sonangol having become a large national industrial giant,
guestions about conflicts of interest and favouritism are inevitable.
While new laws have transferred certain monitoring roles from
Sonangol to the Ministry of Petroleum, Sonangol remains the sole
concessionaire with decision making power over which companies
receive contracts. Foreign companies may find themselves
disadvantaged and even Sonangol's own subsidiaries may find
themselves in that position.

Sonangol’s estimated turnover in 2007, totalled US$ 17 billion.

INTERNATIONAL OIL & GAS COMPANIES

Several major international oil companies have been present in
Angola for decades: Chevron Texaco, ExxonMobil, British
Petroleum (BP), Total, Shell and Agip.

These companies extract most of the oil in Angola, and they are a
principal actor in the Angolan economy. Other, smaller, companies
have entered the Angola oil industry more recently, or are ready to
join. The Norwegian company Statoil, for example, has ambitious
plans to become a major operator. It has adopted innovative
strategies for sustainable development and the environment; others
include Devon, Canadian Natural Resources (CNR), and
ROC Company Limited (ROC).

A new trend is the arrival of companies from the so-called BRIC
countries, in particular Brazil and China. As regards the latter, it is not
clear at this stage which role they will be playing and what their
strategy will be regarding local content.
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CHEVRON

Chevron has had a presence in Angola since the 1930s, when
Texaco-branded products were first marketed in Angola. In 1958,
Cabinda Gulf Oil Co. Ltd. (CABGOC), Chevrons wholly owned
operating unit in Angola, drilled the company's first onshore well.
Chevron is now one of the principal production companies in Angola
with some 594'000 barrels per day. The subsidiary company of
Chevron, Cabgoc (Cabinda), produces about 171.000
barrels per day.

Chevron has formally endorsed the country’s policies regarding local
content. In 2005, it employed some 2500 Angolans (that was 88% of
total employment). 72% of them were professionals with supervisory
positions. In addition, Chevron created another 12'000 jobs for
Angolans through sub-contracting and other supplying services.
Texaco (now merged with Chevron) is the operator of Block 2. It has
a presence in Angola for more than 25 years and it has discovered
20 fields of which 16 presently produce about 70,000 bpd.

Education and training

Chevron provides internships for outstanding students in their third
year or higher of university education in or outside Angola. In
general, these assignments last from two to three months. However,
they may last longer, depending on the student and the
sponsoring department's program.

The company also provides scholarships to full time outstanding
students majoring in Petroleum Engineering, Electrical, Chemical,
Civii and Mechanical Engineering, Earth Science, Health,
Environment and Safety, Mining and Information Technology. These
are typically full time students enrolled in third, fourth or fifth year of
their programme, in a university located in, or outside of Angola.

Corporate Social Responsibility

After the civil war ended, Chevron Texaco set up a partnership with
UNDP (United Nations Development Program) and USAID (US
Agency for International Development) to channel assistance to the
rural and urban population. The “Angola Partnership Initiative (API)”
had an initial budget of 50 million US dollars for a five-year period,
and it had four objectives: First, to bring about economic growth and
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political stability in the rural areas most affected by the civil war. The
second objective was to promote small and medium-sized
enterprises, and the third is to improve education. APl now also
provides food assistance and it helps rural cooperatives to expand
agricultural production.

TOTAL

Total-Fina-Elf have been operating in Angola for more than 50 years.
Fina Petroleos de Angola was in fact the first oil company in the
country— and it now operates the only refinery in the country. Total,
the French company, began operations in 1968, and EIf
Angola started in 1987.

TOTAL is present in Angola via three affiliated companies. One is
TOTAL E&P Angola which operates in block 17, in part of block 3,
and it is also associated with exploration and production in blocks 1,
2 and 14. Then, there is TOTAL Petroleum Angola which has a 10%
interest in block 0, and there is TOTAL LNG Angola, which
participates with close to 14 % in the liquid natural gas (LNG) project.
In addition, TOTAL holds 55.6% of Fina Petroleos de Angola (FPA),
an Angolan operator that provides onshore concessions.

v
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Upgrading local skills and Angolanization of the workforce are core
components of Total’'s strategy. It reported that, in 2007, 76 % of its workforce
was Angolans. The company’s annual expenditures for recruitment
and training amount to 40 million US dollars. It offers a wide range of
courses, including a tailor-made 30 day for individual staff members
each year. Total also maintains close relations with universities in
Angola and it has developed a number of joint activities. Angolan
workers at Total are sometimes assigned to work abroad in other
Total operations in order to get more experience and to prepare them
for new assignments.

Total's annual report for 2007 mentions that it plans to hire an
additional 500 Angolan professionals between 2008 and 2011. Its
aim is that more than 80% of the personnel on Dalia’s Floating
Production, Storage and Offloading (FPSO) units will be Angolans.
An extensive training program has already given 50 Angolan
engineers and technicians the knowledge and skills they need to
supervise the manufacturing and use of certain equipment.

The company has a policy to contract, as much as possible, local
suppliers and to provide them with assistance to produce the
products that are demanded. One such example is the Rosa project
800 tons of structures, 1100 tons of modules and 400 tons of tubes
were installed at the FPSO6 Girassol. Another example is the Dalia
project where about two million man-hours of local labour were
utilised between 2003 and 2006 to construct modern plants in
Luanda, Lobito and Dande for manufacturing sophisticated
equipment.

Corporate Social Responsibility

In collaboration with the government, Total has started projects to
promote development in a number of communities. These projects
focus on health, education, training and economic development.
Jointly with the non-governmental organizations Agrisud and
Okutiuka, Total has funded agricultural projects around Luanda and
in regions which the government has identified as “national
reconstruction zones”. Small-scale farmers and also refugees, ex-
rebel fighters and ex-soldiers have been trained and given
assistance to produce food (400 persons in the communities of Cabiri
and Caop, and 5’000 persons in Samboto).
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Total has also put in place a network of medical facilities in
partnership with the NGO « Douleurs sans frontieres ». These
centres provide a number of services such as vaccinations and the
treatment of cholera and malaria. They also give training on
sanitation. More than 80 villages, with 23,000 persons, that are
situated close to the Total production sites have been provided with
such facilities. In 2007, Total spent 4.5 million US dollars on
these projects.

Total has worked together with the bank Totta de Angola to create a
fund to provide low-interest loans to small-scale entrepreneurs. The
fund now collaborates with local support centres for small-scale
entrepreneurs and the national federation of women entrepreneurs.
Five out of the 16 projects submitted were approved in 2007.

EXXON

Esso Angola, an ExxonMobil affiliate, began operations in 1994 as a
contractor for Sonangol. Since then, its operations have expanded
and it employs now over 600 workers, of whom 420 are Angolans.

ExxonMobil has worked in four deepwater blocks that cover more
than 3 million gross acres. The company and its co-venturers have
announced a total of 51 discoveries in Angola, with a resource
potential of nearly 13 billion of barrels (gross). During 2006,
ExxonMobil produced an average of over 800 thousand barrels of oil
per day. Development drilling continues, and new development
projects include Kizomba C in Angola Block 15 (ExxonMobil interest,
40 percent) and Dalia and Rosa in Angola Block 17 (ExxonMobil
interest, 20 percent). Development projects for Block 31 (ExxonMobil
interest, 25 percent) and Block 32 (ExxonMobil interest, 15 percent)
are in the early stages of implementation.

Training

Esso Angola’s stated policy is that it recruits as many Angolan
workers as possible for its vacancies. National employees are given
a combination of job assignments of increasing responsibility, and
on- and off-the-job training to sharpen technical, business and
interpersonal skills. Career development planning is in place, usually
within the scope of a defined global development strategy. This
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model has been deployed in ExxonMobil around the world and is
now being implemented in Africa’s newer business units. The
objective is that, in the future, Angolan staff will provide their
technical and business expertise in support of new business
development elsewhere around the globe.

Esso invests significant resources in training Angolans to work in the
petroleum industry. Pre-2004 training expenditures amounted to 25
million US dollars. These funds were used to train technicians, send
nationals on work assignments abroad, provide scholarship to
Angolans studying in US colleges, provide formal functional training
for national staff, fund secondments of Sonangol professionals in
ExxonMobil affiliates and to fund their participation in Esso
Exploration Angola Limited (EEAL)’s educational refund program for
national employees.

Esso Angola’s Competency Assurance Program focuses on training
Angolan employees who have little previous experience in the oil and
gas industry. Currently, 124 technicians are enrolled in the
programme. Over the next five years, as technicians get more
experience, they will be prepared to assume critical technical and
leadership roles within the organization.

Corporate Social Responsibility

EXXON has stated that CSR is « One of the most important
contributions we can make to Angola». It sponsors community
development programs in Angola through various aid agencies and
NGOs such as the United States Agency for International
Development (USAID), Save the Children USA, Population Services
International and Africare. Many of these programmes focus on
public health and education. Also, Exxon has responded with
financial and material support to unanticipated national health
emergencies like the Marburg epidemic in 2005 and the cholera
outbreak in 2006.

Recently, the company has assisted the Agostinho Neto University
School of Geology with investments in new classroom facilities and a
refurbished library with over new 5,000 book and journals. In 2002,
the ExxonMobil Foundation launched the Africa Health Initiative
(AHI), to support disease prevention, and develop control and
treatment programs mainly focused on malaria. The ExxonMobil
Foundation also created the Education Women and Girls Initiative, in
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2005, to improve educational and training opportunities for Angolan
women and girls.

CAT (Community Action Team) founded in 2005 by the employee
committee of Exxon, seeks out organizations that can benefit from
assistance of Exxon workers on their off-duty time.

BRITISH PETROLEUM (BP)

BP’s activities in Angola date back to the mid 1970s. It is now
involved in four of the key deepwater blocks in offshore Angola. BP
operates the exploration and development activities in blocks 18 and
31, on behalf of a group of companies that have invested there. BP
has non-operating interests in blocks 15 and 17 and participates in
the development of an LNG facilty near  Soyo.
In 2006, BP’s gross production totalled 784,000 barrels per day
(bpd). Its objective is to arrive at 350,000 barrels per day by 2012.

Local Content and "Angolanization"

The company's capital investment is significant, totalling $1,840
million in 2006. Recently it stated that “we also have significant
influence and responsibility as a user of local contractors and
suppliers and estimate that we have spent the equivalent of
approximately $300 million in purchasing goods, services and
labour with Angolan content in 2006”.

BP has set its goal in Angola to become a local energy company.
This ambition is underpinned by targets set for the employment and
training of Angolan citizens. However, it has stated that meeting
these targets is a challenge. At the end of 2006, the Angola Business
Unit employed 808 people compared with 614 in 2005. Of these,
56% are Angolans. A total of 126 Angolans were recruited in 2006,
representing about 80% of the total new recruitment in the business
unit as a whole. They were recruited into disciplines including drilling
and completions, operations, sub-surface engineering, procurement
and supply chain management, commercial, human resources and
digital communications.
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The company has developed a 10-year plan for hiring workers. It is
broad in scope, containing projections relating to numbers of
employees, contractors, trainee technicians and service providers.
Pre-recruitment activities (such as bursaries or scholarships) are an
important element. BP estimates that the size of the workforce will
peak around 2012, when around 1,750 people will be employed in
Angola.

BP Workforce in Angola

2005 2006 2012
Angolan 294 541
Expatriates 320 357
Total 614 898 1750

Education and Training

According to Francisco da Cruz, BP representative of governmental
affairs, there are “no doubts that without a large investment locally in
the area of engineering, it will not be possible to create greater
opportunities for Angolans in the technical sector”.

“The Angolanisation is about joint actions between the public and
private domains”, according to Francisco da Cruz, “Angola needs
more than one thousand engineers per year in order to respond to
its needs for development”.

BP alone will need approximately 400 geo-scientists engineers in the
next 5 years. The University Agostinho Neto trains on average only
50 per year. These numbers illustrate well how much still remains to
be done in terms of training of staff so that Angola can be self-
sufficient from a training perspective. The figures put forward by the
BP-Amoco representative, indicate that the British-American oil
company is possibly the one that invests most in the efforts of
Angolanisation in the area of training of staff.

BP has also provided financial, technical and administrative support

for the establishment of a Masters of Law (LLM) programme in oll
and gas at the Agostinho Neto University College of Law.
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Following a joint study with the Agostinho Neto University, BP signed
a co-operation agreement with the university in 2006. The aim of the
agreement was to support the university in teaching engineering and
the geosciences. BP has provided financial support to 60 students in
these faculties, and provided textbooks and photocopying equipment
with a value of around $184,000. Total spending on educational
initiatives is planned to be approximately $1.6 million in 2007.

The company has developed a number of training courses in Angola
and abroad. One such course focuses on accelerated leadership
development for high-potential Angolans, with professional
leadership coaching. In 2006, 29 new graduates joined the
programme.

BP scholarships have provided staff with opportunities to undertake
technical and academic work to improve skills. In 2006, eleven
scholarship students began four-year courses in petroleum,
chemical, and civil and mechanical engineering at the Middle East
Technical University in Ankara.

In the area of Health Safety Security Environment (HSSE), full-time
coaches support the development of technical skills among
team leaders.

Coaching complements the core technical training provided within
each discipline. In drilling and completions, for example, BP ran more
than a dozen courses in Luanda in 2006. These were facilitated by
internationally recognized experts from Heriot-Watt University and
specialists from the Drilling Training Alliance.

Another important training activity is the Offshore Technicians
Training Programme. It selects Angolan workers who then spent a
year learning technical English at a facility in Angola. Subsequently,
they are moved outside the country to complete the bulk of their
training. 170 Angolans have completed the programme so far.

BP furthermore supports local contractors and suppliers through its
participation in an industry supplier training initiative called CAE,
Centro de Apoio Empresarial, an enterprise centre targeting the
development of Angolan small and medium-sized enterprises (see
chapter 4 for a review of this centre).
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3.4. SERVICE COMPANIES

Most of the large service companies are sub-contractors for the
operators in Angola53. As they are required to have clearance by
Sonangol, it is important for them to maintain good relations with
government authorities. As regards local content, they have adopted
strategies similar to those adopted by the operators.

MAIN OIL SERVICE COMPANIES IN ANGOLA

Schlumberger, Halliburton, Baker Hughes, Weatherford, FMC, Well
Tec, Oceaneering, Vetco Gray, BJ, Cameron, Pride, Global SantaFe,
PTS Labs, Michael Baker, Michael Baker, Expro, Technip, Western
Geophysical, Landmark, PGS Geophysical, CGG Veritas, Fugro,
AkerKvaerner, DNV (Det Norsk Veritas), TransOcean Drilling, KCA
Deutag, Amec, Paragon and Geoservices

Below is a description of the activities of some of these service
companies.

SAIPEM (ENI)

In 2005, Saipem employed a staff of 25,446 employees around the
world (with 103 nationalities in 2005), about 3500 more than in 2004.
Saipem has stated publicly that it has an active policy to support local
communities in the areas it operates. It also has a local content
policy which is based on direct involvement with local suppliers,
avoiding as much as possible the use of agencies.

Saipem has identified a number of countries where it promotes
sustainable local development, or local content, as part of its
activities. In 2003, these countries were Angola as well as Algeria,
Azerbaijan, Kazakhstan, Malaysia, Indonesia, Nigeria, Thailand,
Peru, Venezuela, Russia, Saudi Arabia, Oman and UAE. In each
country, a Sustainability Facilitator is appointed by the Saipem Group
Resident Area Manager and his or her responsibility is to coordinate
sustainability initiatives at the local level. His or her main task is to
develop initiatives for promotion local content.

>3 Interviewing a number of oil specialists, several referred to the tense relation which sometimes

exists between the oil companies and the service companies. When the oil price is low, service
companies “complain about the conditions contained in the contracts offered by the oil
companies”.
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PRIDE

"Pride" is today one of Angola's most advanced training facility for
employees in the petroleum sector. It has a workforce of 1,250
persons, of which 750 are Angolans™*.

Over the past four years, Pride has invested approximately 2 million
dollars annually for developing training facilities. The Centre employs
four instructors, a manager, an engineer and five administration
managers. Training equipment includes a tube handling simulator
and, the most recent acquisition, a blow out preventer (BOP)
simulator. In 2007, the Centre provided 8,645 days of training.
Weekly courses include security, English as a second language, and
technical topics. Sixty per cent of its workforce is Angolan and it aims
to increase that to at least 70% during 2008.

HALLIBURTON

The government has imposed sustainability and local content targets
for foreign companies wishing to work in Angola, requiring a
minimum 10 percent of local content, measured on a total installed
cost basis. Halliburton supports this policy and it has developed a
plan to meet this requirement. The plan is however still in the
beginning stage. Halliburton is identifying and training local
contractors and exploring opportunities where it can implement the
kind of investments in worker training, etc. needed to achieve the
target.

Halliburton’s aim is to develop local suppliers in Angola to the extent
that it is both feasible and profitable. One early success story is the
PALL Travel and Transport agency based in Luanda. It is owned and
operated by a former Halliburton employee, and with start-up support
from Halliburton, it now employs 200 local workers. Halliburton is
looking for similar opportunities to support other local businesses.
One opportunity would be to set up a joint venture to manufacture
and supply coveralls to oil companies working in Angola. Some
17,000 coveralls are purchased annually by the oil and gas industry.
Halliburton is currently identifying qualified local factories to
manufacture the coveralls using local workers.
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Christian Girard, Pride Forasol
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Halliburton is also committed to developing its workforce and raising
its technical and professional skills. Currently, 70 percent of
Halliburton’s employees in the country are Angolan, 27 percent of
whom is professional staff. The company has recently launched a
new effort to recruit and train Angolan workers. The goal of the
training is for entry-level graduates to be associate technical
professionals within a year. Halliburton is also sponsoring the
Angolan Leadership Development Program at the Universidade
Catodlica de Angola (UCAN) in Luanda for high-potential Angolan
workers. Furthermore, IT support is provided to the Agostinho Neto
University. Halliburton is also setting up courses for university
students in oilfield basics and leadership development.

Helping local communities is another component of the company’s
strategy. Last year, it earmarked US $500,000 for social programs
focusing on health and education — the largest grant of its kind ever
made by the company. Halliburton is also looking at developing
relationships with local partners to support the training of teachers.

SCHLUMBERGER

Schlumberger has been operating in Angola for more than 25 years,
with offices in Luanda, Cabinda and Soyo. Luanda is the
headquarters of the West and South Africa (WSA) GeoMarket, which
stretches from Senegal to South Africa, Madagascar and
Mozambique. It supports a full range of oilfield services, including
seismic acquisition and processing, well and reservoir services,
project management and information solutions plus a long
established logistics system as well as health, safety and
environmental support.

Schlumberger supports local content in Angola through employment,
training and the integration of Angolan nationals at all levels of the
organization, a policy which is part of its global strategy to diversify
its global workforce. The company employs about 500 Angolans,
including qualified engineers eligible for international postings. A
number of Angolan engineers are among Schlumberger’s
international staff, working in countries such as India, Azerbaijan,
South Africa, Nigeria and Qatar as well as the United Kingdom.
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The company supports several education initiatives. In collaboration
with the United World College, the Schlumberger Foundation is
providing higher education scholarships to Angolan students. In
2005, the Primeiro de Maio public primary school in Luanda became
the second school in Angola participating in the Schlumberger
Excellence in Educational Development (SEED) program. In 2008, it
will enroll a third Angolan school in the SEED program. The Angolan
“Lab in a Lorry” mobile science program started in 2007. This mobile
program aims to teach science through hands-on experiments
involving dedicated scientist volunteers. The program will include
regular visits to selected schools, reaching about 4,000 students.

3.5. ANGOLAN JUNIOR COMPANIES

The brisk pace of development of Angola’s oil sector, as well as keen
support for local content from SONANGOL, has resulted in the
emergence of a new class of small indigenous companies. The 2005-
2006 licensing round saw the participation of six local companies:
Prodoil, Force Petroleum, Angola Consulting Resources (ARC),
Falcon OQil, Initial Oil and Gas and Grupo Gema. Another local
indigenous company (Somoil) did not participate in the round but won
stakes in Blocks 2/05, 3/05 and 4/05 shortly after new legislation
permitting local companies to take licences was passed™. In the
2005-2006 licensing round, Prodoil took a 20% stake in Block 1
offshore®®. ARC was set up in 2003>" and has stakes in Block 4
(15%), 17/05 (5%) and Cabinda north (15%).

One of the more established players is Falcon Oil, which has more
assets than any other local company in the oil sector®®. It won stakes
in Blocks 6/06 (10%), 15/06 (5%), 17/06 (5%), 18/06 (5%) and has a
10% stake in ultra deep Block 33, dating from 1999.
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Local press accounts (“Semanario Angolese”) have made reference to the close relations that
exist between the current Minister of Petroleum, D. Costs and Somoil.

Partners are Tullow, Sonangol P&P and Force Petroleum.

Originally Terra Energy held 70% of ARC. But now Carlos Amaral and other Angolan parties own
all the shares.

Falcon is thought to be owned by local business group Grupo Antonio Mosquito (GAM). GAM has
the Audi and VW dealerships.
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3.6. LABOUR UNIONS AND PROFESSIONAL ASSOCIATIONS

Before 1975, while under the Portuguese colonial regime, trade
unions existed primarily as "occupational syndicates" - operating
welfare services, but banned from collective bargaining and strike
action®®. Independent African trade unions were illegal, however
some underground or exiled unions existed, and they were
involved in the struggle for Angolan independence.

When the Movimento Popular de Libertagdo de Angola (MPLA) came
to power in 1975 the National Union of Angolan Workers (UNTA)
became the sole national trade union centre. But since then two
independent trade unions have been set up: the General Centre of
Independent and Free Unions of Angola (CGSILA) and the
Independent Union of Maritime and Related Workers (SIMA).

Trade union membership in Angola is limited both by the small formal
economy, and the high unemployment rate within the sector. The
Government of Angola is the largest employer within the country, and
wages within the government are set yearly, with consultation from
unions, but without direct negotiations.

The rights to organise and bargain collectively are recognized but not
always respected. Armed forces personnel, police, prison workers
and firefighters do not have the right to strike. Forced or compulsory
labour is prohibited, but violations occur in sectors not subject to
labour law enforcement.

There is a minimum wage of US$50 (4,250 kwanza) per month, but it
is often not respected. Many urban workers earn less than US$20
(1,700 kwanza) per month which does not provide a decent standard
of living for a worker and family. Most wage earners hold second jobs
to augment their income.

*  Trade Unions of the World, 6th, London, UK: John Harper Publishing (published in association

with The International Centre for Trade Union Rights (ICTUR).
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4. LOCAL CONTENT, EDUCATION AND TRAINING

4.1.

4.2.

LOCAL CONTENT

The Angolan economy faces major challenges in “connecting” with
the oil sector and become a key supplier of its goods and services. It
lacks high-skilled professionals such as engineers and project
managers. Local manufacturing and construction is still very limited®.

There is hardly any local fabrication of hydraulic equipment and
pneumatics. Most of the equipment has to be imported, which is
costly and poses problems in terms of maintenance and servicing.
Some of the equipment is shipped abroad for reparation as services
are not available locally. The cost of purchasing imported spare parts
in the local market is very high. Another problem is that there is
currently no electronics industry in Angola; all products are imported.

It has been estimated that, without assistance, local companies
would need on average 10-20 years to be able to deliver quality
goods to the oil sector at competitive prices®".

ANGOLANIZATION

The law no.10/79, of July 22, 1979, established that oil companies
covered by this law should employ Angolan workers, guaranteeing
them the necessary technical and professional education, and that
foreign workers can only be hired when qualified Angolan workers
are not available. The substitution of expatriate workers for Angolan
workers is called "Angolanization". Angolanization is a process
occurring in all areas of national life and in particular in the national
oil industry, where the percentage of expatriate workers is the
highest. This policy was effectively implemented only in 1998, and its
goal for 2010 is to have Angolans constituting 50% of the workforce
in the oil industry.
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Offshore  Center Danmark, http://www.offshorecenter.dk/log/filer/Angola%20seminar%20-
%?20presentation%20GV.pdf
Offshore Center Danmark, op.cit.
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Key elements of the 1979 law are the following:

- Oil companies must acquire Angolan goods and services
whenever the quality is similar and the price no more than 10%
higher (Chapter II: Article 27)

- Support the professional education of Angolans (Chapter Il
Article 86)

-  Companies operating in Angola must include Angolan citizens at
every level of staff providing they possess the required expertise:
payment and other conditions shall be the same. (Chapter VIII:
Article 86).

In a recent interview, Manuel Vincente, Chairman and CEO of
Sonangol Holdings said he believes Angola is capable of seeing
100% local content across the hydrocarbon sector. That may be
wishful thinking but, the Angolan authorities are taking steps, with
and alongside the private sector, to increase the capacity of local
suppliers and producers so as to capitalize on the $35 billion worth of
investments that economists believe will flow into the Angolan
economy within the next decade.

Although linkages have started to grow between domestic and
foreign business, integration remains limited to very low-skilled
activities such as catering and cleaning. Due to the lack of domestic
skilled labour, companies are struggling to meet the local content
targets for higher level staff.

The government has created a taskforce to evaluate ways to
increase the local content in various projects. One of the outcomes is
that Hydro has committed itself to a 5-year management training
program with Angolan, British and American Universities in which
40 Angolans will be trained for management.

In July 2008, the Government defined new rules and procedures for
the recruitment of foreign personnel in the oil sector. According with
these rules, the recruitment and training of Angolan personnel in the
oil industry is to be given greater priority. Foreign personnel will only
be recruited if it can be certified that there are no qualified and
experienced Angolan citizens available. Even if that is the case, the
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4.3.
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recruitment of foreign personnel will need authorisation by the Oil
Ministry. This law will apply to foreign enterprises, mixed capital
enterprises and Angolan private enterprises in the oil sector. It will
also cover companies of crude refinement, wholesaling, transport,
distribution and marketing of oil products.

EDUCATION AND TRAINING

Chapter 2 described many of the training activities undertaken by oil
and service companies. This section will describe a number of other
initiatives which have been carried out with the participation
of government.

At an early stage, the Angola government started to play a role in
furthering education for the oil sector. The 1982 Angolanization law
(Decree 20/82) established a special fund for training activities. From
then on, Sonangol has participated in financing various training
efforts, including scholarship grants. Furthermore, Sonangol closely
cooperated with Angolan universities to introduce fields of study
related to the petroleum industry.

THE UNIVERSITY A. NETO

The University Agostinho Neto is today the only public university in
Angola. While well-known, it suffers from numerous weaknesses and
challenges. Underfunding, lack of infrastructure and an inadequate
teaching staff are the main concerns.

Agostinho Neto University (UAN) is the only public university of
Angola and the only university with science and engineering faculties
in the country. Its financial resources are limited but it has now
signed up to a number of joint operations with other learning
institutions and oil and gas companies in order to strengthen the
programmes relevant to the oil and gas industry.

Recently it concluded an agreement with the Norwegian University of
Science and Technology to develop a long-term programme for
petroleum research and education. As part of this NORAD-funded
agreement, an M.Sc. degree in petroleum education will be
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established. Teaching staff and students will be exchanged and
joint research programmes will be carried.®

There is already an on-going programme of collaboration with the
French Institut de Pétrole (IFP). This institute is involved in
supervising a degree programme in petroleum engineering.

INSTITUTO NACIONAL DE PETROLEO

Another important state-supported institution is the INP, Instituto
Nacional de Petroleo. It was created in 1983 through a merger of two
institutions specialised in training for the oil sector, the Instituto Medio
de Petroleos (IMP) and the Escuela Central de Petroleos (ECP).

Students at INP follow a four-year study programme of which the first
year is a general introduction to the basic disciplines. During the next
two years, students can choose a specialization in three areas:
Mining and Geology, Production and Drilling, and Mechanics. There
is more specialisation in the last year, with for example a programme
of seabed studies. Since 2004, INP has educated more than 70
students as subsea technicians.

A recent INTSOK evaluation of INP concluded that INP has a staff of
qualified teachers®. Most of the teachers have a higher degree in
engineering or similar and practical experience within their subjects.
However, it also concluded that the teachers are not continuously
updated on procedures, tools and equipment that are used in
different areas of the industry. The evaluation study also found that
INP is well equipped with basic machinery and tools but not with the
newer equipment which is now being used in the industry.

62 Norwegian University of Science and Technology and Agostinho Neto University: “Memorandum

of Understanding” (Trondheim, 2007)
Rogaland Education and Training Centre Stavanger Offshore Technical College and INTSOK:
“Assessment of Subsea Education at the National Petroleum Institute” ( Stavanger, 2007).
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TECHNICAL AND VOCATIONAL SKILLS DEVELOPMENT

Next to university training, technical and vocational education and
training (TVET) can also play an important role in filling the skills gap.
TVET has been a key priority for post-conflict Angola. As a recent
OECD report stated, it has played a key role in “economic
reintegration and restoration of sustainable livelihoods for the
population depend upon it — particularly for the 3.8 million former

displaced people, 450 000 refugees and 280 000 former soldiers

%4 OECD: African Economic Outlook 2008 (Paris, 2008)
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Angola currently has 304 vocational training centres, of which 36 fall
under the responsibility of the National Institute of Vocational
Training (INEFOP), 245 are private, and 23 belong to other
organisations. Their total capacity of 24 564 students can
accommodate only a fraction of the potential demand- Each year
300’000 new job seekers enter the labour market®”.

Problems in the TVET system in Angola are manifold. Despite the
huge number of recent initiatives, training is inadequate in both
qguantity and quality. The technical and vocational profiles of those
actually receiving training do not match the skills in demand in the
economy, private and public sectors alike. There are a number of
reasons for this: studies of labour demand have not been carried out;
the private sector was not involved in designing the strategy; there is
a lack of co-ordination between vocational training centres and the
educational system; and, finally, private and other initiatives are
often fragmented.

The government has placed human resources development among
the priorities of its short-term Government Plan for 2007-08 to
achieve national reconstruction and promote economic activities. As
a result of this new engagement, overall TVET capacity increased by
6.9 per cent in 2006, from 22, 988 students in 2005 to 24,564 in
2006. In particular, public centres increased their capacity by 12.5
per cent for vocational training®.

4.4. TRAINING OF LOCAL SUPPLIER

As discussed in chapter 2, a number of oil companies are directly
involved in assisting local suppliers in an effort to raise local content.
As mentioned below, several initiatives have also been
developed with government support.

5 OECD, 2008.
 OECD, 2008.
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SUPPLIER TRAINING INITIATIVE (STI)

In 2005, the Citizen’s Democracy Corps (CDC) officially launched the
Supplier Training Initiative (STI) in Angola, under the auspices of the
Proyecto de Desenvolvimento da Participacdo Nacional (PDPN), a
program led by the Angolan government®’. STI is an industry-wide
initiative endorsed by BP, Sonangol, Exxon, Chevron and Total. The
program is designed to increase local content in the oil and gas
industry.

STI future plans include significantly expanding its business service
in Benguela, Cabinda and Soyo, in addition to continuing
its operation in Luanda.

Another activity of CDC is a recently completed assessment of the
local SME sector in Soyo (Angola) for Angola LNG Ltd. Angola LNG
has started operating in this northern Angolan city, and local
suppliers of goods and services will play a key role in satisfying
LNG’s procurement needs. CDC is using the results of this
assessment to design an innovative program that will increase the
capacity of businesses in Soyo and surrounding areas to supply
goods and services to the oil and gas industry.

CENTRO DE APOIO EMPRESARIAL (CAE)

As part of the STl initiative, a business support centre was created in
Luanda, Centro Apoio Empresarial (CAE). This centre is involved in a
number of activities, for example, it

- ldentifies potential local suppliers to the oil industry

- Provides training to local suppliers by industry and business

experts

- Offers one-on-one technical assistance/consulting

- Introduces appropriate technology transfers

67
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Citizens Democracy Corps is an initiative launched by the US government in the early 1990s. Its
objective is to promote the development of private enterprise in countries of the ex-Soviet Union,
and in countries with emerging economies. Funding comes mostly from USAID.
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- Organises meetings of local suppliers with the representatives of
the oil companies to explore opportunities of collaborating

- Facilitates SME access to financing for business development.

Over 580 people, from over 200 companies, participated in CAE
training events in2006. CAE has also provided specialist assistance
to 88 companies, in the form of one-to-one consulting. Partnerships
have been established with a range of Angolan organizations to kick-
start the development of a network of business support
organizations. One example is Trade Jango, a body which collects
information on potential Angolan suppliers. CAE’s support is in
service of the oil sector. But its clients are from diverse market
segments. Oil and gas clients represent only about 16% of the
organization’s customer base. Organizations from some 15 different
sectors have been clients of CAE in 2006.
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Another training initiative is the Projecto de Desenvolvimento da
Participacao Nacional (PDPN) , set up as a joint venture between
Sonangol_and the Ministry of Petroleum. However, it is difficult to
evaluate the activities carried out by this project. CAE is a
transparent operation and it is easy to determine what has been
done and how effective it has been.
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