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Extraordinary Gazetie

Govermnent Notice No, 31
THE NATIONAL DOMESTIC GAS SUPPLY AND PRICING POLICY

The purpose of this document is te define the policy of the Federal Government
of Nigeria in respeet of the pricing ol gas, to be supplied to customers in the downslream
gas scctor,
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THE NATIONAL DOMESTIC GAS SUPPLY AND PRICING POLICY
{A) Dnvovucnon—~Policy Aspéirations

Given the abundance of Nigeria's gas resources, Government has identified the
accelerated development of the domestic gas sector as a focal strategy for achicving
the national aspiration of aggressive GDP growth (10% per annum). Demestic gas is
defined as gas utilized locally within the shores of Nigeria, either for home, industrial
and/or electric power use, Specifically for industrial use, gas used in value adding
industries such as methanol, fertilizer cic. is considered domestic gas, regardless of
whether the end product {i.c. fertilizer, methanol) is consumed locally or exported.

Gas export {LNG and pipetine) provide high retums to government, through tax
receipts and dividends for cquity stake. However, it is recopnized that beyond
cconomic rent, there are broader strategic benetits 1o the economy thal may be attained
from the domestic utilization and value addition to natural gas. In esseace, in addition
to exporting of natural gas, Nigeria must develop strategics to cnsure increased
domestic utilization.

Rising gas prices in key international markets however, continues to create a
preferential pull for exports. Consequently, there is a disproportionate focus by yas
supplicrs in the country for LNG projects. This is ceeating an anomaly in Nigeria,
where there is now a significant shortfall in the availability of gas for domestic
utilization. The continued shortfall dircctly threatens, the cconomic aspirations ol the
nation, which if unchecked, may result in Nigeria supporting the development of the
econemies of the industrialized nations, at the expensc of its own cconomy.

The energy requirement to sustain an aggressive GDP growth is enormous.
Currently, total demand (export and domestic) for natural gas far outstrips supply.
The demand is driven by growth in the Power scctor and other gas based industries,
such as Fertitizer, Methanol, LNG etc. Gas demand is forecast 1o grow from the current
level of' 4belid to about 20bef/d by 2010, In the short term, the growth in the domestic
sector is particularly most aggressive, growing teom less than | bet?d in 2006 t about
Thetid by 2010, This demand growih is underpinned largely by the power sector and
by an increasing requirement by large industries such as fertilizer and methanot that
require gas in high quantities. These industrics which arc unable to compete in high
gas cost locations, have cxpressed strong interest in relocating to Nigeria,

Nigeria nceds to demonstrate availability and affordability of gas or clse, risk
losing these industrics to competing nations like Egypt, Trinidad ete. The scale of
demand growth relative to supply growth, creates an immediate availability challenge.
In addition, is the challenge of price affordability and hence gas pricing. The domestic
demand sectors such as clectric power, fertilizer, methanol ete. have varying capacity
to bear pas prices (Fig. 1). For example, the Nigerian Power sector, has a lower gas
price threshold than a Methanol industry. Government is however keen to stimulate
the growth of all these sectors. Timely availability, affordability and commerciality of
supply of natural gas, is a critical pre-condition for realizing the government’s aspiration
tor the domestic economy.
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In recognition of the urgent necd for domestic gas availability and a pricing
{ramework to drive nd sustain a major gas based industrialization in Nigeria, this
policy document secks o

1. provide solutions to the issue of gas pricing ;

2. address domestic gas supply availability, in a manner that delicately balances
the need for domestic cconomic growth and revenuc gencration from exports ; and

3. provide an implementation approach for the gas pricing, that cnables the full
participation of all gas supplicrs in the country, in a manncr that cnsures sustained
gas supply to the domestic market.

FiG. 1.0 Overview or Gas Prce: Braking Caeadiiy or VARGUS SITURs ©
A
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The nced for a pricing strategy that recognises the diversity in the ability of the
various industrial sub-sectors to bear gas price, cannot be overstated. Such strategy
will not, only enablc and sustain diversity of the demand sectors, thereby enabling
Nigeria fo benefit [rom the industrialisation potential that is inherent in gas, it will also
cnable the selective maximization of net revenues for Nigerian pas, from sectors that
are most able 1o deliver that direet cconomic bonefit.

From a gas pricing strategy perspective, Government has grouped the entire
domestic demand into three bwoad groupings. This grouping is in recognition of the
fact that, the different demand sectors have different strategic benefits to the country
and different pricing considerations. Fig. 2.1 below presents the 3 categories. Any
demand seclor will fall mio one of these categories and where there is a lack of clarity,
the Minister for Encrgy will determine the classification of such sector.
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F1i. 2.1: GroumnG oF Gas Demann SECiors

The groupings arc :

(1) Strategic Domestic Sector— This refers 104 very limited st of sectors that
have a significant direct multiplier effect on the economy, namely the Power
Sevtor (residential and light commercial users) or other sectors that, the Honourable
Minister for Cnergy may, from time to time, consider applicable. The sirategic
intent in gas pricing is to facilitate and ensure fow cost gas access to these sectors
in order to spur rapid cconomic growth,

(1) Strategic Industrial Sector—This refers 10 industries that ntilise gas as
Jeedstock in the production of value added products, that are primarily destined
for export or in some cases, consumed locally. Strategically, these sectors ensure
that value is added to Nigerian gas before it is exported. The process of value
addition cnsures industrialisation, job creation etc. Typical projects in this group
are Mcthanol, GTL and Fertilizer. For this sector, the strategic intent in pricing is to,
ensure that feedgas price is affordable and prediciable, in order to cnsure
competitiveness of the products in international markets, in the face of competition
trom other gas producing countrics such as Qatar, Trinidad etc. that provide gas at
very low prices to buyers.

(iify Commuercial Sectors—This reters 10 seclors thal use gas as fuel, as
opposed to feedstock. Unlike the two previous classifications, projects in this
vategory arc a potential major dircct revenue carner for Nigerian gas, in view of
their capacity to bear high gas prices as the competing alternative Tuel is LPF().
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Typical scctors in this category inchide, cement and domestic munufacturing
industrics, indutriat Power, ete,

() Gas Prioing Revenona - Ligiins Basen PRICING AreROACH

. A widcly known characteristic of Nigerian gas, is its relative richness in liquids
1., NGLs, NGLs continue to attract a high price in intemational markets (similar trend
n crude oif pricing). As a resudt of the potential high revenue that comes from NGLs
produced in conjunction with residue dry gas, it is possible for a gas supply project
toacconmmodate a relatively lower price for the residue dry gas and still be a profitable
supply project. Residuce dry gas is used mostly in the domestic market.
This gas pricing policy aims to exploit this intrinsic value of NGLs, in deriving
a relatively low gas price for the strategic domestic sector-- Power. It is recognized
that, no: al) gas resources in the country are rich in NGLs, consequently, it is intended
that this philusophy be applied selectively,—cspecially in the short term, as ihe
Power seclor is currently unable to pay higher price for gas (in view of the low end
uscr powertarifl that currently obtains in Nigeria). H is however the expectation that,
in the medivm term, power tanill will be more commercial and a higher gas price will be
achicvable.

Based on an assumption of $40/bbl Jong run NGL price, it has been established
that across the Niger 1elta, there is a limited volume of gas reserves for which the
marginal cost of development and supply can be met profitably with a dry gas price of
$0.1/mcf. This assunies that the supplicr receives $0L1/me! for the residue dry gas, in
addition to other NGL revenues at $40/bbi. 1t is the intent of this policy that this

category of ¢as reserves be deployed for use in the strategic domestic sectors, SO0/, -
mmbiu is therelore established as the floor price for the strategic domestic sector,
This to v price is in linc with the strategic intent of cnsuring a low cost pas supply to :

those criticat sectors of the pconamy.

{n addition, bascd on existing trimsmission infrastructure costs in Nigeria and
intemational benchmarks, a transmission tarifT (on postage stamp basis) of $0.30/

bt is proposed. The Honourable Minister for Encrgy may revisit llus tarifl, trom .

time o fin, as appropeiate. = =
(D} Tri: Gas Pricpns: PrAMEWORK .

- The gas pricing framework proposed in this policy, .is a transitional pricing -
- arréngement. The Honourable Minister of Energy (Gasj will, monitor the environment « *
and detcrmine when !hc domgesticarket is fully dcvciopodand an alienmwe pricing -

approach is required, -

e is imporfant to cstablish that the pncmg jmnwm:rk does not Jix prices, It

barcly : cts 0w a trunsparent structire for determining the floor price for dry gas for
the 3 categorics of demand sectors presented in section B. The floor price is the
lowest price that gas can be supplicd.to a particular category of demand sector, The
- actual price paid is based on an indexation formula, jointly determined during
ncgotiation between the buyer and seller. tn essence, the market actually determines
the price, by cstablishing the indexation mechanism.
! H T i ol o
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Figure 3.1 below, presents a schematic of the pricing framework. 3 distinet price
regimes are evident in the framework, corresponding to 3 different approaches for
determining the floor price. The 3 approaches include :

{a} Cost of supply basis {regulated pricing regimce) ;
(#) Product netback price basis and (pseudo-regulated pricing regime) ; and
(c) Altemative fucls basis (market led regime).

(1} The Regudated Pricing Regime {cost of supply basis}— This pricing
approach applics specifically to the stratcgic domestic sectors of Power. As
discussed in section C, the floor price for this category is determined primarnily
by establishing the lowest cost of supply that allows a 15 per cent rate of
return 10 the supplier. This has been cstablished as $0.1/mmbtu, for a limited
volume of gas reserves. These reserves will therefore be assumed dedicated to
the strategic domestic secior.

(ii) The Psendo-Regulated Pricing Regime (Product Netback basisy—The
second floor price determination approach, applies strictly to strategic industrial
sectors, i.c. sectors that use the gas as feedstock. For this group, the floor price
is not based on the cost of supply of the gas, but on the netback of the product
price. The product price used in determining the floor price is the assumed long

;. 1un pricc of the product. With this approach, the pricing of gas will bener
reflect the ability of the sector to pay, given the price of its product. However,
since the intention of this policy is not to support scetors that are unviabic, i.¢.
scetors whose netback price translates to a gas floor price lower than the cost
of supply of gas, the consideration of affordability will not be at the expensc of
sustainability of gas supply.

(iii) The Market Led Regime {Alternative Fuels Basisy—The third floor
price determination approach, applies to all other sectors that use gas as fuel or
wholesale buyers, buying gas for subscquent resale. For this catcgory, the
price of gas is indexed to the price of aklticrnative fuel such as LPFO. The
indexation will be established during negotiation.

The foregoing structurce provides the basis for the pricing framework
illustrated below. 3 sepments can be identified in the framework, consisieni
with the 3 demand sector groupings, starting with the lowest priced sector, the
strategic domestic sector to the highest priced sector—the commercial sectors.
It is assumed that pricing for cach demand secior will transition to the nexi
higher pricing band, once a saturation level has been attained. For example, for
the strategic domestic sector, once the domestic requirement has been met
(domestic saturation point) and Power is now being exported, the framework
proposcs that export Power benefits from a relatively higher price, deterntined
by the netbacking philosophy applied 10 strategic industrial sectors such as
methanol. Similarly, once the capacity of a strategic industrial scctor exceeds
an export saturation limit {i.e., oncc Nigeria's export capacity Tor that sector,
fertilizer is assumed to have reached an acceptable limit), any incremental
capacity, will attract a much higher price, consistent with that of commerciat
seclor buyers. Through this ransitional mechanism, pricing can be aligned
with required capacities within the cconomy.
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(i) Indexation—It is important to reiterate that the entire gas pricing framework
simply specifies the floor price. Actual prices will include, an escalation for inflation
and an indexation 1o real time product price (which may be higher than the long run
price used in the determination ol the Moor price) and/or any other indices,
considered appropriate by both buyer and scller of the gas. The indexation will be
determined through a process of negotiation.

(E)  IMriEmNTATION

(1) The Downstream Guy Act—To underpin the proposcd pricing framework,
Guvernment will establish a Regulatory Agency, the Gas Regulatory Commission,
(oiherwise relerred 1o as GRC) through the proposed Downstream Gas Act. Amongst
other functions, the Convnission will have the power, where necessary. to regulate
the price of gas supplicd and utilized in the downstream gas sector and the power
to promole reliable and etficient use of gas throughout Nigeria. 1t will also have the
power to monitor and impose pricing restrictions on licensees. Pending the
cstablishment of this GRC however, an inferim agency, will be set up by the Minister,
as a department within the Ministry of Energy (Gas).

Censistent with the pricing principles established by the Act, the Commission
will have the power to regulate the prices charged by licensees where competition
has not developed to such an extent as to protect the interest of consumers. The
relevant pricing principles in this regard are cost reflectivity, price disaggregation
and the carning of a reasonable return on investment by licensees.

A Transitienal Pricing Plan, setting out temporary or transitional pricing
arrangements, allowing for a gradual transition towards pricing arrangements that
are consistent with the pricing principles above, shall be introduced by the
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Downstream Gas Regulatory Agency. The gas pricing framework presented in this
policy document, 1s designed to achieve this objective.

(it} Domestic Gas Reserves and Production Obligation—Inimplementing this
pricing policy, it is essential that there is sufficient gas available for the vanous
demand sectors. To facilitate this, a domestic gas supply and resery es obligation
will be impaosed on all operators in the country, In essence, all gas (AG and NAG)
assct holders, will be required to dedicate a specific proportion of their gas reserves
and production for supply to the domestic market. This is the “Domestic Reserves
Obligation

The resceve ebligation will be broken down annually to a production obligation
for the same period. The sum total of all obligations will cqual the planned domestic
requirement for the stated period. Periodical reviews to the domestic obligation
will take place to refleet the chunging demographics of the demand and supply
landscape, i.c. new demand will be atlocated accordingly, as new supplicrs come
on stream.

The Minister for Energy will periodically, stipulate the reserves and production
obligation of the various operators. The allocation of the obligation across
operators, will be bused on the principles of equity to be determined by the Mimister.

(1) The Aggregate Gus Price and the Strategic Gas Aggresator--The pas
pricing framework, stipulates a pricing rcgime for various demand sectors, ranging
[rom a floor price of about $0. 1/mcf for the strategic domestic sectors, 1o over $2/
micl for the commercial sectors. The Apgregate Domestic Gas Price i3 the [orecast
average domestic price, based on the projected total domestic demand poertlolio,
using the relevant prices proposed by this framework.

All suppliers of gas in the country will be paid the aggregate domestic gas
price. A target aggregate price will be set by the Gas Regulator, based on the
known portfolio of domestic demand. The portfolio will be balanced continually, to
ensure that the agprepate price docs not fall below the threshold. In essence, the
suppliers have a fixed price, whilst the buyers wall pay the sector price proposed in
the lramework. The aggregate pricing will ensure that regardless of their
geographical location, ail supplicrs are able to benefit from the high priced
costomers, as well as {rom the fow priced buyers. The aggrepate price will ensure
that the suppliers receive an acceptable return for their domesfic obligation.

A Strategic Aggregator (under the auspice of the Departiment of Gas or the
GRC) will manage the implementation of the domestic reserves and production

** ‘obligation and the aggregate price. It will cnsure a balanced growtli of the domestic

porifolio, such that, the targer minimum aggregate price is achieved, whilst not
compromising the nation’s primary objective for economic growth, by cnsuring
the availability of adequate volumes of gas to the strategic domestic scctors.

Conceptually, the Strategic Aggregator, acts as a one stop intermediary point

" between the supplicrs and the diverse demand sectors and will ensure that gas is

supplicd at the aggregated price. Through a Gas Management Model, the Sirategic
Aggregator, plays the role of portfolic manager, on behalf of all suppliers, the
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primary objective being to preserve a minimus aggregate price portfolio. When
the aggregate price is higher than the minimum thresheld, an agreed portien will
be paid oul (o the suppliers, whilst the balance will be retained as cushion in the
cvent that the portfolio mix for unavoidable reasons falls below the target nunimum
threshold.

Conctusion

The National Domestic Gas Supply and Pricing Policy therefore, aims to fully
align the gas sector with the ceonomic growth aspiration of the nation. This policy
will be applied, in conjunction with the Gas Pricing regulations and modifications
thereto.
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S.1. 4 of 2008 . F W1

PETROLEUM ACT Y
(CAP.PIOLFN, 2004)

NATIONAL GAS SUPPLY AND PRICING REGULATIONS, 2008
E1Lth January, 2008]

In vxercise of the powers conlerred on me by section 9 of the Petroleumn Act and
paragraph 35 of the First Schedule to the Pefrolenm Act and other powers enabling me
in that behall, I, Exmasuen Ovaruxee Onisina, Honourable Minister of State for Energy,
Gas hereby make the following Regulations :

1. There is hereby cstablished, a Department for the Ministry of Energy, to be
known as the Department of Gas Resources.

2. The Department of Gas Resources shall have the power to—

(¢) regulate the gas sector, in accordance with these and other Regulations, the
National Gas Master Plan and national policies as may be issued in respect of the
zas seetor, rom time {o time, by the Federal Government ;

(h) regulate the exploration, development, gathering, treatment, processing, and
utilization of hydrocarbon gas ;
{¢) issue permits and licenses, as it relates to the gas industry |

(/) maintain constant surveittance over indices relevant to gas pricing, idesntify
maco-economic luctors with relation to the price of Gas and advice the Federal
Government on appropriate strategies ;

(&) a1 the beginning ol each year, announce the annual Domestic Gas Dentand
Requirement ;

(/Y atlocate Domestic Gas Supply Obligation to every person ticensed to produce
petroleum, at the beginning of every year |

() cstablish the Aggrepate Price which shall be used by the Gas Aggregator, as
a basis for gas supply to the domestic sector ;

(/1} establish the guidelines and codes of conduct, for all operators in the gas
sector ;

() ensure equitable and transparent access, to the gas transportation network ;

{#) subject to the approval of the Minister, determine the Domestic and Export
Saturat on Indices tor all sectors

(k) arbitrate on all issues of conflict between purchasers, suppliers and the Gas
Aggrepalor,

BN
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3. A Domestic Gas Aggregator shall be established by the Department of Gas,
consultation with suppliers of gas., ..

e

4. The Démeéstic Gas Aggregator shalie£ * "1 - ¢ il e
. . -
(«r) implement a Gas Management Model, through which the demand and supply
of gas for utilization within Nigeria shall be monitored ;
- (h)operate a nominations and balancing mechanism tor cquitable curtailment
of gas production, whenever demand and supply cxpediencics require
(¢} ensure transparency of dealing between gas supplicrs and purchasers ; and

(¢fy act as an intermediary, between suppliers and purchascrs ot gas in the
domestic market and ensure the supply of gas to the Strategic Seclors, in accordance
with the approved national gas pricing framework.

5. The Domestic Gas Aggregator shall have the power to—
(&) ensure that the Domestic Gas Demand Requirement is achieved, through
thc implementation of the Domestic Gas Supply Obligation ;

{h) ensure a balanced growth of domestic gas project, through the availability
of adequate volumes of gas to the Strategic Sectors ;

(¢} open and manage an Escrow Account with an Escrow Agent, approved by
the Department of Gas ;

{cf} direct purchasers of gas to make payment for gas supply into the Escrow
Account, in gecordance with the puyment schedules agreed by the gas suppliers,
gas purchasers and the Domestic Gas Aggregator ;

{¢) make payment fo gas supplicrs, in accordance with the minimum Aggregate
Price and appropriate indexation tor the gas supplied ;

(/) prepare and provide annually, a detailed audit report of the Escrow Account,
1o all suppliers of gas ; and | :

(#) do all such things as are necessary for or incidental to the carrying oul ot its
functions and duties under these Regulations.

6. Every person or company licensed to produce petroleum shall—
() submit a gas production and supply plan, consistent with its ebligations
under the Domestic Gas Demand Requirement, ta the Department of Gas ;

(/) when required, supply.a specific volume of gas to a purchaser, in accordance
with a Gas Purchase Order issued by the Domestic Gas Aggregator ;

() pay compensation o any purchaser, for any losses suffered as a result of
detault to supply gas, in compliance with the order of the Domestic Gus Aggregator,

7. From the commencement of these Regulations, any supplier wha does not

comply with its Domestic Gas Supply Obligations as specified by the Department of

Gas shall—



{cr) puy for the volumes not supplicd. bascd on the take or pay provisions of the
exccuied GSPA or at a Price of US $3.50/MScf, whichever is higher, the penalty of
which shall be reviewed whenever the Minister deems fit ; and

() not supply gas o any export project, in addition to any other penalties that
the Minister may deem fit,

8.—( 1) The sale and supply ol gas shall, commence with an application by the
Purchaser to the Domestic Gas Aggregator, for a Gas Purchase Order.

{2 Upon receipt of the application, the Domestic Gas Aggregator shall, conduct
duc diligence on the purchaser, with a view to determining its ability o engage in
wholesale purchase of gas.

(3) Upon a satislactory due diligence, the Domestic Gus Aggregator shall issue
a Gas Purchase Order to the purchaser,

(4} The Gas Purchase Order shall specily—

{a) the gas supplier expected to supply the required gas |

(h) the guantity of the gas to be supplied 1o the purchaser ;

{c) the price payable in respect of the gas to be supplied ;

(¢/) the delivery schedule ; :

1

(¢} revenue due to the gas supplicr ; and

(/) other detatls as may be determined by the Domestic Gas Aggregator.

(5) The issuance of a Gas Purchasc Order by the Domgestic Gas Aggregator
shall, be sufficient evidence that a quantity of gas has been allocated for supply to a
purchaser, in accordance with the Domestic Gas Demand Requirement.

(6) The Domestic Gas Aggregator shall attach to the Gas Purchase Order, master
gas sales and purchase agreement, which will contain the operational and cammercial
issucs relevant to the transacuon.

9. The Minister shall have the power to— ' L

(s} review or amend, alter, add to or delcte any provision of these Regulations,
as he may deem (it ;

+ * « (A) consult with the representatives of relevant stakeholders, prior to the review
and amendments pursuant to sub-regulation (a) of this Regulation ;

(¢} in reviewing or amending these Regulations, take into consideration, the
findings of the consultative process, carried out pursuant to sub-regulation (5) of
this Regulation ;

{d) allocate gas to the various domestic demand sectors |

(¢) from time to time, identify and prioritize specific export projects, that have
strategic impact on the development of domestic gas market, for consideration and
inclusion in the Domestic Gas Demand Reguirement ; and

{fY imposc any other penaltics for non compliance, pursuant to Regulation 7 of
these regulanons,
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Provedure Tor
Gas Supply.

Power of the

Minister.
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Interprelation.

10, In these Regulations, unless the context otherwise requircs—

“Aggregute Price” means the price for the supply of gas, which shall be reflective
of the average cost of gas supply n Nigeria, for the Domestic Gas Demand
Requirement ;

" Bunmestic Gas Demand Requivement” means an aggregate of the volume of
gas, required to meet the gas demand for strategic sectors, within the domestic
economy for a specific period of time ;

“Damestic Gas Supply Obfigation” means the obligation of every person or
body corporate licensed to produce petroleum, to dedicate a specific volume of
gas, towards the Domestic Gas Demand Requirement and to deliver the gas to a
purchaser, in accordance with a specitied nominations procedure ;

“Damestic Saturation fndex " means the point at which the sector praduction
capacity, Tully meets an aspired domestic requirement tor that sector ;

“Escrow Account™ means the account referred to in regulation 5 ol these
Regulauons

“Export Satwration Index” meuans the point at which the price of gas for sale
to any domestic project, weuld be atlowed to compete with the price of gas at the
international market ;

“Cias Management Model " means a model for managing the gas rescrves held
by every person, licensed to produce petroleum in Nigeria and in addition, monitor
the demand and supply of gas to the Strategic Sectors and other domestic
projects

“Uay Purchaxe Order' means the Gas Purchase Order referred to in regulation
8 of these regulations ;

“Minister " means the Minister for the time being, charged with responsibility
for matters relating to (Gas resources |

“Ministry " means the ministry charged with the responsibility for Encrgy :

“Nativnal Gas Master Plun™ means the gas master plan, developed by the
Federal Government, from time to time, for the sustainable development and
utilization of Nigeria’s natural gas resources ;

“Strategic Sectors " medns the Strategic Domestic Sectors, as defined by the
Federal Government, in the National Domestic Gas Supply and Pricing Policy, as
strategic to the attainment of its economic policy aspirations.
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11. These Regulations may be cited as the National Gas Supply and Pricing  Cuation,
Regulations, 2008,

Mani: at Abuja this 3rd day of March, 2008.

EmmanuiL OuaTunDi QousINA
Minister of State for Energy (Gas)
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