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Abstract

Nigeria is abundantly endowed with mineral and hamesources, and is reputed to be the seventhstaoje
producing country in the whole world. Despite thegd investments made by Nigerian government iraid
gas sector, an average of $10 billion per annumgctntribution to Gross Domestic Product (GDP) isimal
an average of less than 30%. This abysmal conipibuif oil and gas sector is often attributed te thigh
foreign content and low inputs by Nigerian firmslaw local participation in the sector resultinghioge capital
flight. Despite the introduction of local contertligy since 2006 and enactment of the Nigerianadil Gas
Industry Content Development (NOGICD) Act in 20Nigerians have very little share of oil and gasifess
over the years just about 14%. The thrusts of shisly therefore is that the inability of the NigeContent
Development and Monitoring Board (NCDMB) and thevpous regulatory agencies to bridge capacity gap
hinders oil and gas multinationals from complyinighwthe Nigerian content directives.
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1. Introduction

Nigeria is abundantly endowed with mineral and hamesources and of all these mineral resourceasndilgas
with the proven 600 trillion cubic feet reserve gis and estimated 40 billion barrels of reservihés most
strategic and fundamental to the Nigerian econoooh ghat Nigeria is reputed to be the seventh &rgé
producing country in the whole world. For instanoi#,and gas sector alone constitute nearly 90%heftotal
revenue and foreign exchange earnings in Nigenmatéd States Geological Survey).

Despite the huge investments made by Nigerian gowent in oil and gas sector, an average of $1®bifper
annum, the contribution to Gross Domestic ProdG&R) is minimal an average of less than 30% (NEB92.
This abysmal contribution of oil and gas sectooften attributed to the high foreign content and laputs by
Nigerian firms or low local participation in thecter resulting to huge capital flight. Consequenhygerians
have very little share of oil and gas business thveryears just about 14% (NBS, 2009). For exangaeording
to Egypt Drilling and Rigs Report (2005-2008) ciifaddemudia and Ite (2006): Nigeria and crudehaVe been
synonymous, since 1957 when multinational giantlstiiecovered the product in commercial quantitas
Oloibiri, River State. For the greater part of thst four decades, the Nigerian oil industry wasoshated by the
globally recognized major oil companies in aspeatg)ing from exploration to production, refiningdamading.
Even core downstream operations were initially calgd by Shell Esso and BP, then later by Mobéxaco,
Total, EIf and Agip. The service industry was reft but with foreign giants Halliburton, SchlumbergTidex,
and a host of others holding sway.

Thus, the expected gains which would have accroeNigerians in terms of employment generation, high
standard of living, capacity building and economiapowerment remain elusive. To assuage the stramgeen
of oil producing communities in Nigeria’s oil ridkiger Delta, the administration of former presidéiusegun
Obasanjo initiated the local content policy for &lig to increase local capacity and participationthe
petroleum industry. The Obasanjo government neéaleghieve the objective by ensuring a substaptaiion
of the activities in the oil and gas sector, whighhe main stay of Nigerian economy, were caroatlin the
country by Nigerian companies and Nigerian workerbis eventually led to the enactment of Nigei@ihand
Gas Industry Content Development Act in 2010.

As is currently, more than 70 percent of the jabshie oil and gas sector are still carried out dngifjners, an
action, which is contrary to the local content pplof Nigerian government. At a time, stakeholdierghe
industry argued that the government was not seliiow@gtempting to stop the act of ‘cheating’, asaduld not
lobby the National Assembly to sign the Local ContBill into law. Many described it as an aberratithat
such a bill geared towards improving indigenoudigigation in the oil and gas industry, after mamars that it
was initiated, has not been passed into law. Ass&ag2009) puts it: The Federal Government, dutireg
administration of former president Olusegun Obasahpd directed the Nigerian National Petroleum
Corporation (NNPC) to ensure that certain percentégobs in the national oil and gas industry wgiren to
local firms as part of its local content policyensure local participation of Nigeria companieshi@ petroleum
industry.
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For Amanze-Nwachukwu (2007) the 23 content polimgdaives or domiciliation guidelines were issueg b
Nigerian National Petroleum Corporation (NNPC) wilie set out targets of achieving 45% local contgnt
2006 and 70% by 2010. While the Nigerian Oil ands@adustry Content Development Act enacted
subsequently in 2010 has a schedule detailing nimirfevels of Nigerian content in different areasQif &

Gas operations. There are 17 categories whichuatteef divided into 280 line items covering virtlyadll areas

of operational activities. In a nutshell, local temt means the development of local skills, techgyltransfer,
use of local manpower and local manufacturings i ipolicy geared towards utilization of the Nigarhuman
and mineral resources in the exploitation and exmpilon of the Nigerian hydrocarbon resources whiahuld
ensure that the percentage of locally produced natepersonnel, goods and services renderedetmitrand
gas industry are increased, thereby generating mongloyment without compromising standards (Arizona
Ogwu 2008; Okusami 2010).

Thus, the Nigerian content is the quantum of contpaslue added or created in the Nigerian econtimgugh

the utilization of Nigerian human and material igses for the provision of goods and services ¢opitroleum
industry within acceptable quality, health, safetpd environment standards in order to stimulate the
development of indigenous capabilities. In ordeadhieve these, Nigerian Content Division (NCD) wesated

in the Nigerian National Petroleum Corporation (NlyRo effectively monitor and enforce complianae2D10,
Nigerian Oil and Gas Industry Content Development Astablished the Nigeria Content Development and
Monitoring Board (NCDMB) to replace Nigerian Contébivision (NCD), and thus, empowers it to moni&ord
enforce compliance in the oil and gas sector.

2. The Problematique

The core of the Nigerian content policy is to cohgkand gas multinationals to utilize the indigeis material
and human resources with the aim of building lozgpbacity, increasing local participation, dissuadeital
flight, increase contribution of oil and gas to &oDomestic Product (GDP) and facilitate backwand a
forward linkages. However, it is generally obsenmdindustrial watchers that NNPC-NCD was not aole
meet its stated target of 45% content by 2006 avehghe situation on ground is not likely to mést 2010
stated target of 70% local content. For examplalable data shows that NNPC-NCD has only been #ble
attain local content value of between 30% and 36%009 (Mbamalu 2009). Thus, in spite of four yeaifrs
initiating Nigerian content policy, there is stiligh foreign content in oil exploration and prodantin Nigeria.

Azudialu (2009) attributes this failure to achighe local content targets to poor implementatiornhef policy
by NNPC-NCD. While, Ndu (2008) argues that the pogulementation of the local content policy andsash
poor performance is as a result of lack of commitimen the part of NNPC-NCD to effectively enforce
compliance. But Amanze-Nwachukwu (2007) insistst thds as a result of the unwillingness of somé oi
multinationals to adhere strictly to the local amitpolicy initiative in Nigeria. Mbamalu (2009)n dhe other
hand, believes that the non-compliance by oil matibnals and ineffectiveness of NNPC-NCD to erdorc
compliance is due to absence of legal back up wbictiines or constrains NNPC-NCD to rely on thesgng
laws which are inadequate in ensuring effectiveoex&ment. Yet, instances abound where legally ltheke
policy directives are hardly complied with or grigsabused by firms in Nigeria.

However, scholars like Amanze-Nwachukwu (2007)éwdithat the set out targets waleinitio not realizable
considering the situation on the ground and othevailing logistics, problems or inadequacies. timeo words,
that the time frame was too short for NNPC-NCD dalize its targets, because the policy was madeste
without proper feasibility study. The thrusts oistktudy is that the inability of the Nigerian Natal Petroleum
Corporation (NNPC), or the Nigeria Content Develeminand Monitoring Board (NCDMB) that replacedtit,
bridge capacity gap hinders oil and gas multinai®from complying with the Nigerian content diiiges.

3. The Rentierism of Nigerian State and the Challengesf Enforcing Nigerian Oil and Gas Industry
Content Development Act, 2010

The theory of rentier state can be applied in tigeNan case to the Nigerian content policy inasitl gas sector.
The Nigerian state is, indeed, a rent-seeking s&dyng on oil revenue received from rents or toga paid by
oil and gas multinationals in their exploration angbloitation of oil and gas in Nigeria. For ingtanoil and gas
constitute nearly 90% of Nigerian revenue and fpreéxchange earnings showing that Nigeria is a mono
product or mono-cultural economy where oil is thaimstay of the economy. Rents, therefore, predamiiima
Nigeria.

Thus, the Nigerian state satisfies all the charaties enumerated above by Hazim Beblawi, whichlifjes it
to be referred to as a rentier state, specifialigntier-oil state. In Nigeria, for example, reotgoyalties accrue
directly to the Nigerian state and only few, tr@tthe government functionaries are engaged igeiteration,
the rest are involved in its distribution. The imoption of the above is that the Nigerian statensllocation or a
distributive state, and not a production state.rEtre few productive activities in Nigeria are daefl to the

83



Journal of Law, Policy and Globalization www.iiste.org
ISSN 2224-3240 (Paper) ISSN 2224-3259 (Online) s.l_.;lj
Vol.31, 2014 IIS E

level of primary production, specifically explomti and production of oil and gas (i.e. upstreansoll-sector)
by the oil and gas multinationals.

Following from the above, the Nigerian state doessraly on taxation of its citizens for generatioi(internal)
revenue but rather on external revenue derived fimmts on oil and gas. Some of these external tmseare
used to subsidize the economy for the wellbeinghefcitizens making them docile, corrupt, complacamd
parasitic. One other characteristic that demoredtrttte rentierism of the Nigerian state is the @nadance of
the public sector over private sector and everhéndase of latter the informal sector dominates émenal
sector. The implication of this is that the goveemmis the largest and ultimate employer of laboeating a
situation where the bureaucracy is grossly ineffitiand ineffective.

The above explains the reason why Nigerian Nati®®toleum Corporation (NNPC) and the Nigeria Conte
Development and Monitoring Board (NCDMB) lack thén@nistrative or institutional capacity to effealy
monitor and enforce compliance of Nigerian confealicy in oil and gas multinationals. Similarly, lbglying
on external rents from oil and gas instead of cotraéing on how to generate revenue from domesticce like
taxation the Nigerian state unwittingly diminishiessadministrative capacity. As a result of thigte agencies
like Nigerian National Petroleum Corporation (NNP@)gerian Content Division (NCD), and Nigeria Cent
Development and Monitoring Board (NCDMB) lack adisirative/institutional capacity to build local ety
to absorb available opportunities created by thgeNan content policy let alone monitor and enforce
compliance.

The renterism of the Nigerian state has also cdeat@tier mentality and rentier class, that is,raug of
government functionaries or elites of the Nigeriate who collude with foreign firms to subvert thigjerian
content policy by allowing them to operate undegirtibusiness cover or names to win contracts rmefor a
proportion of the proceeds. The rentier class afrarn acting as front for their foreign countergait
preoccupied with consumption of the national wealtld not creating or producing it. In other wordstier
mentality has resulted to the knack by the rentlass in Nigeria to be preoccupied with the shawfghe
national cake and not the baking of it.

Thus, Beblawi (1990) writes that the elites ofrath developing states have become rentier classnirseeking
class, that is, the few that are engaged in gdaparaf external rent as well as being in controttaf distribution
of it which gives them political influence and leage. Little wonder that in spite of exploratiordaxploitation
of ail in Nigeria since 1956 that Nigerians haw#dishare of oil and gas business even upon thedinction of
Nigerian content policy by Nigerian National Petuain Corporation (NNPC) since 2006. For typical
demonstration of the rent-seeking character ofNlgerian state see Table 1 which shows that alralbghe
barrels of crude oil produced in Nigeria are exporio other countries, very few are meant for ladgilzation
and consumption.

4. An Overview of the Nigerian Content Policy in Oil and Gas Sector

The Nigerian content policy was formally initiatéd 2006 under Obasanjo’s Administration, followitige
initial submission of a draft of National Contenew&lopment in 2003 by Nigerian National Petroleum
Corporation (NNPC). The 23 content policy direcsiver domiciliation guidelines of Nigerian contertlipy
were issued by Nigerian National Petroleum Corpona{NNPC) with stated projects of achieving 45% an
70% local content by 2006 and 2010, respectivebldgun, 2008). Based on the above local contemtefjnes
and targets, the projected sector by sector catinibs to local content in absolute figures ardéestdelow in
Table 2.

The thrust of the Nigerian content policy, therefois to compel oil and gas multinationals to mélithe
indigenous material and human resources with threcdibuilding local capacity, increasing local pepation,
dissuade capital flight, increase the contributtéril and gas to Gross Domestic Product (GDP), facditate
backward and forward linkages. In a nutshell, Nay@icontent policy provides that contracts to baraed by
oil and gas multinationals operating in Nigerian dib servicing firms must be executed in-country an
fabrication yard located in Nigeria by a NigeridmT with high percentage of Nigerian workers orjamnt
venture partnership with a foreign firm; and prauent of materials and services needed to exebate t
contracts should as well be sourced from local rfanturers. In order to achieve these set out tayghe
Nigeria National Petroleum Corporation (NNPC) wharged with the responsibility of ensuring comptiaror
ensuring that the oil and gas multinationals compith the 23 local content directives or domicilbat
guidelines.

The law establishing Nigeria National Petroleum f@oation (NNPC) empowers it to regulate business an
productive activities in oil and gas sector. ThN&PC relies on the law establishing it to enforcigexian
content policy while awaiting the passage of thgdxian content bill into law. Consequently, NNPG ladten
blamed its inability to effectively enforce locabrdent policy on the inadequacy of existing law.t Bur
argument here is that the problem is more fundamhefbe Nigerian National Petroleum Corporatiomsthset
up the Nigerian Content Division (NCD) in March Z@eaded by a Group General Manager (GGM) as an
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organizational framework for effective implemengatiof the policy. So, while the Nigerian Nationat®leum
Corporation (NNPC) still reserves the right to ené the Nigerian Content Division (NCD) was chargégth
the responsibility of monitoring compliance, plamgiand building capacity. Thus, the Nigerian Conhten
Division (NCD) comprises three departments, naméh), Capacity Building Department (b) Planning
Department and (c) Monitoring Department.

The above departments are collectively charged thighfollowing responsibilities; (i) study best ptiges and
advise NNPC management on Nigerian content (iijpiobapplicable data from industry and plan for new
opportunities (iii) develop strategies for capaditylding, skill competency and supplier enhancengie drive
Nigerian content implementation and monitor commiiy and (v) coordinate sectoral working committées
order to complement the work of Nigerian Contentifion (NCD), the Nigerian National Petroleum
Corporation (NNPC) in alliance with key industryalstholders (i.e. oil and gas multinationals) andept
operators set up the Nigerian Content Consultéimeim (NCCF). The Nigerian Content Consultativeuror
(NCCF) has eight sectoral working committees caxgethe fabrication, engineering, manufacturingrgdetim
engineering and subsurface, banking and insurameckshipping and logistics, and other subsectomuitiees.
The oil and gas multinationals that make up theeNan Content Consultative Forum (NCCF) are tovatbti
participate in monthly meetings of the committeesdiscuss issues of compliance, default or viotetiand
review capacity building programmes. In accordamgth the industry coordination procedures, Nigerian
content offices have been set up in all operatampamies and managers appointed to coordinate conipeal
content activities. The Nigerian Content DivisidddD) in collaboration with Nigerian Content Constive
Forum (NCCF) has developed the Joint Qualificaiystem (JQS) to facilitate the Exploration and Roidn
(E&P) contracting process in oil and gas indusigint Qualification System (JQS) will provide a alaank of
available goods and services suppliers to the Niggpetroleum industry and streamline the pre-djoation
process in order to open up available opportunfbesjualified local contractors to participatetie oil and gas
sector.

Despite the establishment of these institutionsinstitutional frameworks available data demonstreitat
Nigerian National Petroleum Corporation (NNPC) has been able to attain its stated targets of agtge45%

of local content in 2006 and from all indicationdlwot be able to achieve 70% of local content 2810
(Ajumogobia, 2009). For example, even Nigerian @ahtDivision (NCD) data show that after two yeafs o
actively pursuing Nigerian content policy objecsy@igerian content has grown from just below 1@vter
35% based on scientific metrics used for measurememt 2008. This is still below 45% set target X006,
that is, two years earlier. In addition, Mbamall®@2) observes that the current available data sty
Nigerian National Petroleum Corporation (NNPC) baty been able to attain local content value ofreen
30% and 35% in 2009.

Therefore, when compared with other oil producimyrdries, Nigeria has an extremely low level ofaloc
content in its petroleum industry. For example,tfafrom NNPC show that while some countries had
domesticated its oil industry to a large extengé¥ia can only boast of a mere five percent looatent level by
2007. Comparative figure, for some other oil pradgacountries like Brazil, Malaysia, Norway and ¢mesia
are 70%, 70%, 50% and 25%, respectively. See Tafile details of the comparative figure.

Although, there are conflicting data on the levklazal content achieved in Nigerian oil and gagustry, but
none of data suggests that the local content wegetbeing attained. Moreso, other indices likes§&Domestic
Product (GDP) show that the local content targeyeisto be attained. Even the Nigerian Content $dvi
(NCD) recognizes this shortcoming when it stateat tbespite huge investments made by the Federal
Government of Nigeria (FGN) in oil and gas sectothe economy, an average of US$ 10 billion pernamnits
contribution to GDP growth has been minimal. Foaragle, available data indicate that the contrilsutid oil
and gas sector to the country’s Gross Domesticueta@DP) decline in the local content regime frain26%

in 2005 to 17.54% in 2008 for details see Tablek.

The above includes both the upstream and downstseasectors, that is, contribution of the crudeSoiatural
gas and refined oil & liquefied gas. The oil and @DP sector growth rate in 2006 as indicatedbtetd above,
the year set out for achieving 45% local contedtiejawas -4.51% even as the contribution of oilt@eto
government revenue rose from 80.5% in 2003 to 84riv2006 (CBN, 2008). The inference is that whhe t
contribution of oil sector to public revenue isrn@asing, its contribution to GDP is decreasing, mmaathat the
objective of Nigerian content policy of increasitige contribution of oil and gas sector to GDP i$ bneing
realized. But for the contribution of crude oildamatural gas in comparison with other sectorssattdectors of
the economy see Table 5 below.

Also in the Table 5, the contribution of crude petum and natural gas declined from 37.22% in 2004
36.47% in 2007. Even between 2005 in which thellosatent policy was formally initiated and 2006which

the first local content target was set, the contidn of crude petroleum and natural gas declinechf38.87%

to 37.61% representing a percentage decrease@fol2Zrom these data above, it is clear that tis Ifical
content target has not been met; yet all the allgas multinational corporations operating in Nigetaim to be
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complying with Nigerian content policy. Aside fraassisting in capacity building, it seems that thealled
compliance of the oil and gas multinationals stafpthe level of contract bidding and submissioteofiers by
oil servicing companies.

Most of these oil and gas multinationals like Shélbip, Chevron, Texaco, Total, Exxonmobil, etcge ar
contented to limit their compliance of the Nigerigantent policy at the level of invitation for pgeralification
tender or bidding. As such, they are not bordengdvbat happens at the level of execution of thetreah
provided the contract is satisfactorily carried outstandards are maintained. This is exactly vidwoh &
Hector in Nana (2003) were referring to when thi&tes Oil gas multinationals are only prepared amply
with the directives at the contracting stage, hitat the implementation stage. In order to qualifipst of the
oil majors go into joint ventures with Nigerian cpamies at the contracting, but only to default fz t
implementation stage by given or subcontractirig foreign firms.

Similarly, Azudialu (2009) seems to corroborate @heve assertion when he states that there are casas of
collusion between some of the oil multinationalsl @ertain “briefcase” contractors in Nigeria to rgdioreign
oil service companies indigenous all in bid to sfgtithe local content policy. The “briefcase” cautiors are
those indigenous firms that act as fronts for fgmeoil servicing firms. Thus, many scholars atttdali the
inability of the Nigerian Content Division of NNP©@ ensure compliance or to implement and enforgeha
content policy in oil and gas industry to weaknetshe regulatory agency and absence of enabliwg Tde
Nigerian Oil and Gas Industry Content Developmeiiitvigas subsequently enacted into law in 2010 distlaing
Nigerian Content Development and Monitoring BoaRkCDMB) as the regulatory agency replacing NNPC-
NCD.

5. The Enactment of Nigerian Oil and Gas Industry Conént Development (NOGICD)Act in 2010
Previously, the Nigerian Content Division (NCD) waspart of NNPC established in 2006 to achieve the
following goals (i) to achieve 45% local contentoihand gas spend by 2006; (ii) to achieve 70%ll@ontent
value in the provision of materials, services agdigment to the local oil and gas industry by 20(i); to
create an economic engine for growth, driving emplent, wealth creation and improved linkage betwien
Oil and Gas industry and other sectors of the Nageeconomy. The division is working to enableaam$formed
Oil and Gas industry with wetleveloped ircountry capacity and local capabilities, a competisupply and
services sector and ultimately, the hub for enesegyice delivery in Africa (Adebola, Okoro and Nvkas2006;
Okolo 2006; Nwapa 2007).

But following the inability of the Nigerian ConteBiivision of NNPC to ensure compliance or to impérand
enforce Nigeria content policy in oil and gas indysNigerian Oil and Gas Industry Content Devel@pin
(NOGICD) Bill was signed into law by President Gaark Jonathan on April 22, 2010. The Nigerian Cahte
(NC) Act 2010 (as is called in short) establishes Nigerian Content Development and Monitoring Bloar
(NCDMB). Thus, Balouga (2012) suggested that thgeNan Content Consultative Forum (in charge of
networking in the oil and gas industry), the NigeriContent Division (an arm of NNPC) and the neeviyated
Nigerian Content Development and Monitoring Boak;DMB, (charged with the responsibility of strictly
enforcing compliance) must work in tandem for thecgss of the local content policy.

However, the Nigeria Content Development and MairigpBoard (NCDMB) was established and vested with
the responsibility to implement the provisions loé tAct, make procedural guidelines and monitor d@npe
by operators within the oil industry. The Boaraeigected to perform the following functions, amatigers; (i)
implement the Act's provisions and regulations mégethe Minister; (ii) supervise, coordinate, adisiiar,
monitor and manage the development of Nigerianesun((iii) assist local contractors and Nigeriampanies
to develop their capabilities and capacities; (whke procedures to guide the implementation andrens
compliance with the provisions of the Act; and fwnitor and coordinate Nigerian content performaoicell
operators in accordance with the provisions ofAbe(Okusami 2010).

The Board also has powers to: (i) approval of NagerContent Plan; (ii) issuance of Certificate of
Authorization; (iii) setting minimum Nigerian comtelevel for project or project items which weret necluded

in the Schedule A to the Act; (iv) determine if Nigan indigenous contractors have the capacityetdopm
services listed in the schedule of services; afdsGuing Regulations for the industry regarding#loContent
(Okusami, 2010). NCDMB is as well charged by thd #acensure that there are both human capacitylingil
and industrial capacity development. There is angtfremphasis on employment and training of Nigsriand
development of human capacity through deliberatesastained efforts, programmes and policies. Safntlee
methods include understudying, on-the-job trairang project-driven training opportunities, sucht traer the
life of a field development, local human capacity developed in order to be available for anotheldfi
development or project. There is also provisionviaivers but for only three years after the commement of
the Act (April 2013). To be granted waivers, theegior is expected to show commitment towards mglih-
country capacity in areas where such inadequagiss(®aniel 2013; I1zeze 2013).

86



Journal of Law, Policy and Globalization www.iiste.org
ISSN 2224-3240 (Paper) ISSN 2224-3259 (Online) s.l_.;lj
Vol.31, 2014 IIS E

The Act in addition establishes a Nigerian ContBetvelopment Fund managed by the Board and funded
through a 1% deduction at source of every conwacirded to any operator, contract, subcontracttanee
partner or any other entity in any project, opemtiactivity or transaction in the upstream seotothe industry.
The Act also has a schedule detailing minimum kal Nigerian content in different areas of Oil &a&
operations. There are 17 categories which aredudivided into 280 line items covering virtualll}f areas of
operational activities. The main focus areas fomplementation by NCDMB include; (i) training and
employment of Nigerians; (ii) promoting indigenamsnership of marine vessels, offshore drilling rigke; (iii)
establishment of critical facilities such as pip#lsndry docking and marine facilities, pipe cowfifacilities;
(iv) integration of indigenes and businesses ragiih oil producing areas into mainstream of industonomic
activity; and (v) promoting services which supporustry activities such as banking, insuranceallegtc
(Okusami 2010).

Under the “Preferred Consideration” for Nigeriamanies of the Act, bid processes and contractdsnaust
now consider and reward Nigerian content. “Firshsideration” is to be given to Nigerian independent
operators in the award of oil blocks, oil fieldditces, oil lifting licences and all projects foriglhconditional
contracts are to be awarded in the oil and gassimgu“Exclusive consideration” is to be given tagBrian
indigenous service companies for prescribed cotstsarvices (as set out in the Act's Schedule), revsach
companies demonstrate sufficient ownership of egaift, Nigerian personnel and capacity to perforchsu
operations (lhua 2010). The Act specifies minimewels or thresholds of Nigerian content for anyject’ to
be carried out in the Nigerian oil and gas indugsge the Schedule to the Act for the preciseofisiperations
and corresponding content, which ranges from 48qmrto 100 percent). If a project descriptiommissing
from the Schedule, the Board has the right toleentinimum content requirement (Abolfazi and BelaraQ12;
Daniel 2013; Izeze 2013).

Yet three years after enactment of the Bill anéldihment of the NCDMB, the Board has not recordey
significant improvement on the enforcement of the. But the problem is more fundamental than tiis,truth
is that Nigeria is an oil-rentier state and as rt-seeking state, she lacks the wherewithal tongthen the
administrative capacity or organizational framewoflher regulatory agencies; and as well the malitwill to
ensure compliance. Rentier oil-states are innaélyinistratively weak states, because by relyingniypan
external rents they unwittingly diminish their acdhisirative capacity. Inefficient bureaucracy andtitional
weaknesses are, therefore, by-product of rentierism

The rent-seeking character of the Nigerian stasedfso created a rentier class, that is, a rethirsgelass with a
rentier mentality which collude with the foreign servicing firms to cash in on the institutionatapacity of
the regulatory agencies to subvert the Nigeriant&@uar(NC) Act by acting as fronts for them to wisnéracts in
return for a proportion of the proceeds.

6. Capacity Gap and Oil and Gas Multinationals’ Poor @mpliance with the Nigerian Content Directives
As we noted above, the Nigerian Content DivisiorC[N of the Nigerian National Petroleum Corporation
(NNPC) or the Nigeria Content Development and Manirig Board (NCDMB) that replaced it, is also, aed
with the responsibility of building capacity in @hd gas sector in order to bridge capacity gaprttzy result
from various opportunities created by the Nigegantent policy. This involves gathering data, idfgittg areas
of opportunities, equipping, empowering, trainimglaleveloping interventions in consultation witk tigerian
Content Support Fund (NCSF) and other operatomsiliand gas industry. In the light of this, the Blin
Content Division (NCD) now Nigeria Content Develogmh and Monitoring Board (NCDMB) has identified
various areas of opportunities in the oil and gada for details see Table 6 below.

Aside from fabrication and engineering, opport@stavailable in other subsectors are not quantifiede table
above which underscores the inability of Nigeriaan@nt Division (NCD) now Nigeria Content Developthe
and Monitoring Board (NCDMB) to discharge its respibilities in terms of planning and capacity binlg
specifically data gathering. Even that of Enginegrsubsector is incomplete, as the number of ergine
required to carry it out is not stated. Perhapgriter to correct this anomaly NCD eventually watkait the
estimated amount of money to be spent in manufiactumaterial and fabrication subsectors in nex fyears
identifying the estimated number of jobs to be wédan the fabrication subsector only. See TabbeBw for
details.

However, the Nigerian Content Division (NCD) of tNegerian National Petroleum Corporation (NNPC)iria
to have currently developed over 20 interventionjgmts to bridge local capacity gap in the oil giag industry,
which include infrastructure upgrades, resourcenittg and certification, information management and
financing. For example, the Nigerian Content Dimis{NCD) action plan undertaken to build technizgacity
include (a) training of 1000 engineers 300 per guan basic engineering design in 2006 in collalion with
Petroleum Trust Development Fund (PTDF) (b) featilitg certification and training of 100 welders in
collaboration with Petroleum Trust Development FER@DF) (c) working with industry stakeholders twaéle
local manufacture of steel plate and pipe (d) wagkivith PTDF and INTSOK to commence upgrade ofctete

87



Journal of Law, Policy and Globalization www.iiste.org
ISSN 2224-3240 (Paper) ISSN 2224-3259 (Online) s.l_.;lj
Vol.31, 2014 IIS E

fabrication yards in readiness for increased ldaafication (e) driving the launch of the Nigeri@ontent
Support Fund (NCSF) to make available to local iserproviders funds for execution of contractscat and
competitive interest rates and (f) developing aeien content through comprehensive capacity dasa,band
capacity of its national suppliers, manufacturard fbcal service providers and baseline data facking in-
country capacity known as Nigerian Content Data &gment Bank.

Meanwhile, the Nigerian Content Division (NCD) addbrator Petroleum Trust Development Fund (PTDF)
claims to have budgeted $20.5 million for trainiNgyerians to fill the demand gap created by theeNan
content policy in the execution of several planaad ongoing projects in oil and gas industry. Thidudes $10
million for welder training and certification pragnme, $2.8 million for enhancement of fabricatiapabilities

of indigenous companies in collaboration with Noywend which PTDF committed $560, 000 as well as $10
million for engineering design training programmeD{TP) of which over $5 million has already beenrgpe
(Financial Times 2009).

Petroleum Trust Development Fund (PTDF) has, asomed to have spent $6.7 million training Nigesao
acquire skills in the use of four types of modeoftvsare needed in the design of engineering prsjecthe olil
and gas industry, and $3 million committed in thaining of Nigerians in other types of software and
complimentary packages to be completed in Decer@bé®. In all the four modern softwares needed & th
design of engineering projects, namely, HYSYS, PDMRIMAVERA and INTOOLS; only 400 engineers
have been trained so far in HYSYS. The NCD alsanwathat there has been unprecedented growth in
fabrication industry, for example, an annual fastien tonnage in local yards has grown from 10, T6fs to
120,000 Tons per annum making the major local ptajke Nigerdock, Dorman Long and Frezone to uggra
and expand their fabrication yards or facilitiesamcommodate the growing demand. While, the engimge
man-hours performed in Nigeria has increased fr66@00 to 2 million (NNPC 2012).

Aside from building technical capacity, Nigerian r@ent Division (NCD) of the Nigerian National Pd&om
Corporation (NNPC) claims to be building finanaiapacity through the establishment of the NigeGamtent
Support Fund (NCSF) in collaboration with the Nigar Content Consultative Forum (NCCF). Owing to the
Nigerian content policy, the Nigerian service pd®mrs or indigenous oil serving firms need fundap gbtain
working capital for contract execution (b) securegistment funds for upgrade of facilities (c) finarmanpower
development plans (d) procure tools equipment aadhinery (e) purchase and maintain service andaostipp
vessels, and (f) build new facilities and plants.

The fund available in the Nigerian Content Supgamd (NCSF) include (a) $350 million available migte
digit interest rate for local suppliers as workiogpital (b) NNPC and international oil corporatiof®Cs)
provides an US $ 100 million unfunded guaranteehared on a robust legal framework, and (c) commitme
from local banks to the tune of US $345 million ofithe initial US $ 350 million from a pool of Hanks. So
far, over 50 local companies with contracts-in-hdrave applied for the fund in an ongoing process an
applications are still being received from inteegstocal services providers. But information conasy how
many of these applications that have been grargewbi available meaning that Nigerian Content Divis
(NCD) has failed to provide the needed data.

However, in spite of all these claims made by thgeNa Content Development and Monitoring Board
(NCDMB) previously Nigerian Content Division (NCD)f the Nigerian National Petroleum Corporation
(NNPC) and its collaborators, the capacity gap iama-or example, lbiyemi in Ogodo (2007) notes tha
Federal Government has identified shortfall of %6,9ocal professionals under the implementationthef
Nigerian content policy to fill the supply-demanédpgin the execution of exploration and producti&s&.R)
projects in the upstream subsector of the Nigasihand gas industry discovered during an oil aad igpdustry-
wide skills gap audit. For the breakdown of thisrstige see Table 8 below.

Similarly, Chukwu (2009) notes that study showd th& million engineering man-hours is executeduatly

for the Nigerian oil industry, but available in-gdty capacity can only support about 1 million m@ours which

is underscored by the availability of about 100Qireers as against the 3,600 required.

In the same vein, most oil majors believe thatgaedibus insurance companies lack both financialagpand
technical capacity to underwrite and manage rigkother words, that local indigenous insurancendirlack
risks underwriting capacity both in financial aretlinical terms. Also, despite consolidation in laaking
sector, they are yet to be positioned to seriousplve in financing long-term investments in oihch gas
industry in Nigeria (Babington-Ashaye 2009).

Thus, Balogun (2008) notes that the phenomenal thrawthe industry in terms of expenditure, finangciand
technology is visibly not matched by commensurateraase in the level of locally sourced contragtors
suppliers, skilled technicians and entrepreneurthese is no consistent and concerted effort tamrdocal
expertise and encourage participation. In this nésg@hukwu (2009) observes that the current lowireeying
capacities, together with poor infrastructural liaciare major hurdles militating against realipati of the
Nigerian content targets.
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Similarly, Amanze-Nwachukwu (2007) notes that in@t as if the oil majors do not want to buy fulhjo the
policy, but they are considering the capital intgnsf their business and the manpower ability ajeéian firms
being able to do these jobs and whether Nigeriane bechnical know-how. From the foregoing, it lvious
that the Nigerian Content Division (NCD) of the Higan National Petroleum Corporation (NNPC) noweig
Content Development and Monitoring Board (NCDMB}¥ ot been able to build sufficient capacity toveard
bridging the capacity or demand gap existing assalt of shortfalls between available indigenoysacity and
available opportunities thrown up by Nigerian coitgolicy. This capacity gap makes it difficult foil and gas
multinationals operating in Nigeria to comply witte Nigerian content policy.

The implication is that the oil and gas multinatitmcan only comply fully by either compromisingrsdard or
stall production either of which can reduce theifiss. Oil and gas multinationals are private firand are in
business to maximize profits, and thus, are unfitelcomply with any directive or policy that withinimize
their profits or choose from any of the above amioHowever, the Joint Qualification System (JQ&3 h
provided the oil and gas multinationals avenuedmply at the level of pre-qualification contractipgocess,
only to default at actual contract awarding or xcaition stage of the contract by diverting thetamt to a
foreign firm sometimes citing delay, poor qualityiocompetence on the part of the Nigerian firnrasreason
for doing so.

Alternatively, most Nigerian oil servicing firms tem into questionable joint venture with foreigr s@rvicing
firms thereby colluding with them to subvert andlate the directives of the Nigerian content polieyeturn
for a part of the proceeds. For example, the Négredil-servicing firms enter into joint venture twitheir foreign
counterparts to scale the pre-qualification prosessetimes with encouragement or assistance dfiltlaed gas
multinationals. On winning the contract, the foreigjl-servicing firms go ahead to execute the citat the
implementation stage and then reward the Nigeriaseovicing firm accordingly. In some cases, sdiigerian
oil-servicing firms actually win the contract oreth own only to subcontract to a foreign firm orcaent of
incompetence.

The oil and gas multinationals are usually accooagliin this sort of arrangement, and even when @heynot
involved or aiding it, they often look the otherywahen they discover it. Following from this Balag(2008)
argues that locating a project in Nigeria doesangbmatically make it Nigerian content compliantcept if it
can boast of majority indigenous ownership witlraven programme of actual technology transfer.

We, therefore, conclude that the inability of thégétian National Petroleum Corporation (NNPC), be t
Nigeria Content Development and Monitoring BoardC(WVB) that replaced it, to build adequate indigesou
capacity to absorb the available opportunities &iadoil and gas multinationals from complying withe
Nigerian content directives. We also, discovered the oil and gas multinationals are not aloneidahating the
local content directives. They aid or rather agediby the Nigerian oil servicing firms in doingstlwhenever
the indigenous oil servicing firms collude with ihBreign counterparts to subvert the local cohfavlicy in a
questionable joint venture during the executiomgulementation of the contract. Oil and gas mutiovzals are
comfortable with this sort of arrangement in ortteavoid stalling or reducing production.

This collusion between the Nigerian oil servicemfir and their foreign counterparts demonstratesghger
mentality and rent-seeking character of the Nigenrentier class. The Nigerian content policy igréiore,
breached in three major ways, one, when oil majorsrt the contract to foreign oil servicing firmtae actual
contracting stage or execution stage, two, wherefig oil-servicing firms and foreign oil-servicifigns enter
into questionable or fraudulent joint venture parship, only for the latter to execute it, and ¢hrevhen a
Nigerian oil-servicing firm, perhaps as a resultrafompetence to execute the contract subcontréxti foreign
firm.

It is not as if Nigerian National Petroleum Corpaya (NNPC) is completely unaware of these shagtiices at
the execution or implementation stage of the cahtky the industry players. But it is unable to aoé
compliance, because of its inability to monitor @diance at that level and build enough indigencayzacity to
meet the demand of the oil and gas multinatiorBysrelying on the awarding stage of the contracthius,
assumes that the oil and gas multinationals amoatiplying with the directives.

7. Conclusion

We have been able to arrive at the conclusionNigdrian National Petroleum Corporation (NNPC)huer
Nigeria Content Development and Monitoring BoarcCMB) that replaced it, has not been able to aitain
local content targets not necessarily becauseckfdaenabling laws to enforce but because of hladiiity to
bridge the capacity gap existing between availatdi@enous capacity and available opportunitieatere by the
Nigerian content policy in the oil and gas industry

The crux of our argument is that the reason foritiadility of the Nigerian National Petroleum Coration
(NNPC) to achieve its local content targets is mfwedamental than the lack of enabling laws to erdo
compliance. It is inherent in the nature of the édign state. The Nigerian state by all indicatima rent-
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seeking state relying predominantly on externals@ccruing from exploration and production ofanild gas by
oil majors to meet her expenditure. Nigeria isgied, an oil-rentier state.

The rentierism of the Nigerian state has creatatumber of consequences, namely, a weak adminigrati
capacity or inefficient bureaucracy and a rentlase imbued with a rentier mentality as well asildpparasitic,
corrupt and complacent political leadership. The isrthat it created inefficient state agenciedwistitutional
weaknesses of which Nigerian National Petroleum pGa@tion (NNPC) is one. The Nigeria Content
Development and Monitoring Board (NCDMB) that ragad it as the regulatory agency, also demonstrates
good example of this institutional weakness. losithal incapacity is, thus, an attribute of trestierism of the
Nigerian state. The import of the above is thatlcag) as the Nigerian state is rent-seeking, thécpaf
achieving Nigerian content targets will always rémiaspirational for a long time rather than bemgoncerted
policy of monitoring and enforcing compliance andlding local capacity to match available opportigs in
the oil and gas sector.

8. Recommendations

Given the fundamental nature of the problem themeeied therefore to suggest a far reaching recontettien
that is more fundamental than mere strengtheniegirktitutional/organizational framework of the Mign
National Petroleum Corporation (NNPC) or any otregulatory agency to shore up its ability to monand
enforce compliance, and bridging any capacity §ao. main recommendation, therefore, is that Nigshiauld
diversify the revenue base of the economy to redieceexcessive dependence on oil revenue by maamsing
other domestic sources of revenue like direct tag as well as developing other sectors of the engno
Diversifying the economy and revenue base will ineleed, a step in the right direction towards pirig
Nigerian state of its rentierism or rentier chagaciThis is a fundamental factor which if not added will
always encumber the Nigerian content policy witlwithout enabling laws.

Other minor or specific recommendations, whichdallfrom the above though less fundamental to dluide;
(i) strengthening the administrative or institutdrcapacity of NNPC or NCDMB to monitor compliandé)
adequately equipping and funding NNPC or NCDMB tildbadequate capacity necessary for bridging agpac
gap. However, a thorough and strict enforcementligerian Content (NC) Act will create jobs in thasgs-
ridden Niger-Delta region for the teeming and restyouths thereby empowering them economicallytrits
enforcement of NOGICD or NC Act is, therefore, desatum for reducing the restiveness of the yontthe
Niger-Delta region, especially in this post-amnestyabilitation programme.
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United States Geological Survey.
Table 1: Nigerian Crude Oil Production and Exports, 2003-2007

Year | Reserve (Million) Production (000 Barrels) Bxgs (000 Barrels)

2003 33,000 844,100 1,096

2004 33,550 911,045 1,887

2005 35,000 918,972 3,833

2006 36,220 869,197 7,868

2007 Na 803,001 790,816

'Not available.
Source:  Nigerian National Petroleum Corporation ENDY, 2008.

Table 2: The Projected Nigerian Content Value Contibutions 2006-2010.

Average Annual Spend (US$m) 2006 | 2007 2008 2009 2010
Sectors (US$m) | (USSmM) | (USSmM) | (USSmM) | (USSmM)
Engineering 900 270 340 495 605 720
Installations 1,100 220 233 263 295 330
Construction 1,100 330 465 523 62b 770
Fabrication 1,500 500 610 705 850 1,000
Procurement 5,400 475 600 1,000 oa,r 2,500
Others 105 320 650 1,1%0 1,480
Total 10,000 1,900 2,568 3,631 5,42 6,800

Source: Nigerian National Petroleum Corporation NI and Nigerian Content Division NCD, 2006.

Table 3: Comparative Figures of Local Content Level in 2007

Countries Local Content Level (%)
Nigeria 5
Brazil 70
Malaysia 70
Norway 50
Indonesia 25
na
Mexico

Figure for Mexico not available
Source: http://thenewsng.conybusi ness/l osing-the-local -content-race/5/14/2009.

Table 4: Oil and Gas Sector Contribution to ReaRGID03-2009

Description/Year 2003 2004 2005 2006 2007 2008 2009
Oil & Gas % Contribution 26.53 25.72| 24.26| 2185 19.6D 17.54 15.54
Oil & Gas Sector Growth Rate

23.90 330 | 050 |-451 |-454 | ng& ng
Figure represent third quarter of the year.

Not available.

%Includes crude and refined oil or the upstreamdowinstream subsector.

Sources: 1. National Bureau of Statistics (NBSpexian Statistical Fact Sheets, 2008,
2. http: //mwww.nigerianstat.gov.ng/11/21/2009.

3. Nigerian National Petroleum Corporation (NNPC)
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Table 5: Gross Domestic Product by Economic Actiwit at Currents Basic PricegPercentage Distribution)

2004-2007

Activity 2004 2005 2006 2007
a. Agriculture 34.21 32.76 32 32.71
i. Crop production 30.48 29.02 28.50 9.18
ii. Livestock 2.14 2.15 2.04 2.10
iii. Forestry 0.45 0.42 0.40 0.41
iv. Fishing 1.14 1.17 1.06 1.04
b. Mining & Quarrying 37.33 38.99 37.76 36.62
i. Coal Mining 0.00 0.00 0.00 0.00
ii. Crude Petroleum & Natural Gas 37.22 38.87 37.61 36.47
iii. Metal Ores 0.00 0.00 0.00 0.00
iv. Quarrying & Other Mining 0.11 0.12 6.1 0.15
c. Manufacturing 3.07 2.83 2.57 2.52
i. Oil Refining 0.20 0.20 0.20 0.20
ii. Cement 0.05 0.06 0.06 0.07
iii. Other Manufacturing 2.82 2.57 2.31 2.25
d. Others 25.5 25.42 27.67 28.15

Total 100 100 100 001

YExcludes refined oil or the downstream subsector.
Source: 1. National Bureau of Statistics (NBSye¥iian Statistical Fact Sheets, 2008.

Table 6: Opportunities and Challenges Arising fromNigerian Content Guidelines and Directives

Sector Opportunities Challenges
Shipping Participation of Nigeria shippers in th&ernational crude oi
transportation.
(@) Over 200, 000 tons of fabrication works identifiedm
Fabrication and 2005 to 2009.
Galvanizing Plants | (b) Proposed galvanizing plant will open the market dbr

pipe racks and other basic structures in the LNgjepts
to be fabricated in country.

Engineering Average of 2 million man-hours of emgring design

annually, estimated at $3 billion over next fivaye

a. Manufacturing of steel pipes and plates locally. Steel pipe plants
Materials and b. Manufacturing of heat exchangers, heaters. to set up locally.
Manufacturing c. Manufacturing of pumps, valves, etc.

D

Logistics

Supply base and distribution hub, offshore transpmmgistics,
bulk storage and silo, warehouse.

Source http://www: nigcontent.com/7/8/2006.

Table 7: Opportunities and Investments in the Maoufre, Material
and Fabrication Subsectors

Subsectors

Opportunitie

Manufacturing

An estimated $17 billion to be spent in manufactyiin the next five years.

An estimated $ 25 billion to be spent on procureneérmaterials in oil and gas

Materials industry in the next five years.
a. An estimated $ 20 billion is projected to be spentabrication in the
next five years.
Fabrication b. There is currently potential for creation of 10,066w jobs in the

fabrication subsector in the next five years.

Source http://www.nigcontent.comy12/17/2009.
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Table 8: Capacity Gap in the Oil and Gas Sector

Subsectors Shortfalls
Welders for Deepwater Projects 4,050
Skilled Workers for Fabrication Projects 19,700
Well Services 2,800
Procurement, Construction and Installation Serv{&3l) 12,800
Engineering Design Training Programme (EDTP) 600,
Skilled Workers for Upgrading Petroleum Trainingtitute
(PTI), Federal Polytechnic Ekowe, National Techhinatitute,
Bonny and National College of Petroleum Studies]juge. 5,000

Total 46,950

Source http://www.financial standar dnews.com/6/10/2009.
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