
THE NIGERIAN GAS FLARE COMMERCIALIZATION PROGRAMME: A WIN-WIN 

SITUATION? 

  by Ishaya Amaza 

I n t r o d u c t i o n  

In a bid to  drastically  cut  down g as flaring  and convert  f lared gas to  economic  use,  

the Federal  Gover nment  of  Nigeria  (FGN) has launched  the Nigerian Gas Flare  

Commercialization Programme (NGFCP).  Since  the start  of  commercial  oil  

production i n the country,  the flaring of  associ ated g as has become commonplace  

in Nigeria .  This  is  because oil  producer s do not  derive  sufficient  economi c benefit s  

from the util isation  or  production  of  associated gas.  

 

Despite  recent  efforts by the FGN to encourage the util isati on of  natural  g as for  

power generation  and industrialisation,  the World  Global  Gas Flari ng 

Redu ction Partner ship has reported that  Nigeria i s the 7 t h  highest  gas  flaring 

country  in the world.  About  800  million standard  cubic  feet  (Mmscf)  of  gas  i s  f lared 

every day fr om approximately  144 gas flar e poi nts  acr oss Niger ia.   

 

Furthermore,  the Ni geria National  Petroleum Corporation ( NNPC) stated i n its 

Monthly Fi nancial  and Operations Repor t  for  November  2017 1 that  oil  companies  

operating  in the country  flared a  total  of  301.69 bill ion standard cubic  feet  of  gas  

between November 2016 and November  2017.  Using  the exchange rate  of  N360 t o 

a dollar  and the Domestic  Supply  Oblig ation  (DSO) price  of  $1.50 per  1,000  

Standar d Cubic Feet  (SCF)  of  gas,  this  transl ates  to a l oss of  N162.912  bil l ion.   

 

Previous  efforts  by  t he FGN t o cur b i nci dences of  gas flari ng have  yiel ded  l itt le 

fruit.  The gas-flari ng charges imposed by the  Associated Gas Rei njection  Act  

(AGRA) on oil  producing  companies  are comparably  negligible.  To compound  this 

issue,  the Tax Appeal  Tribunal  has hel d 2 that  levies paid for  f laring gas under the 

                                                 
1 Available at 
http://nnpcgroup.com/Portals/0/Monthly%20Financial%20and%20Operations%20Data/Full%20Reports/NNPC%20
Monthly%20Financial%20%20Operations%20Report%20for%20the%20Month%20of%20November%202017.pdf  
2 Mobil Producing Unlimited vs FIRS, (2015) TAT/LZ/033/2013 
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AGRA are tax deductible.  The implication i s that  oil  produci ng  companies  can flare  

as  much  gas as  they  want  to,  and deduct  the levies  they  pay  for  f laring thi s gas from  

their  taxable i ncome.   

 

To stem the tide  of  significant  economic  losses arising from  gas flaring  and the 

attendant  environmental  damage,  the FGN i ntroduced  the NGFCP. 

 

A p p l i c a t i o n   

Under the NGFCP,  the FGN shall  exerci se its  owner ship right s of  all  gas fl ared in 

Nigeria.  Par agraph 35(b)(i)  of  the 1 s t  Schedule to the Petroleum Act  CAP P10, LFN 

2004 pr ovides  that  the Mini ster  of  Petrol eum may,  in the publ ic  interest,  impose  

terms and conditions applying  to any natural  gas discovered,  i ncluding  the right  of  

the FGN to take any associ ated  gas that  would have been flared either  free of  cost  

at  the flare  or  at  an agreed cost.   

 

To this  end,  the FGN shall,  under  the NGFCP, grant  l icences  t o third parties  ( i .e.  

l icensees)  to  access  and collect  such gas on behalf  of  the FGN from the flare  poi nts  

of  oil  produci ng companies.  The l icensees will  then be requir ed  to use  necessary  

technol ogy to set  up t he facil it ies  for  the delivery and collection of  gas at  the flare  

points.  

 

Under the NGFCP, all  identified gas flar e poi nts are part  of  t he programme and 

compliance  with the programme  will  be a l icence condition  for  the awar d and 

renewal  of  all  Oil  Mi ning  Leases  and Mar ginal  Fiel ds.   

 

P ro cedu re  fo r  Li cen s i ng  F l are  Gas  Bi d d ers  

S T A G E  1  
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Step  3   Step  4  

 

 

 

 

 

S u b m i t t e d  S O Q s  a r e  e v a l u a t e d  L i s t  o f  Q u a l i f i e d  B i d d e r s  p u b l i s h e d  

 

S T A G E  2  

Step  5  Step  6  

  

Q u a l i f i e d  A p p l i c a n t s  e x e c u t e  C o n f i d e n t i a l i t y  

A g r e e m e n t s  

A c c e s s  d a t a  a n d  a l l  i n f o r m a t i o n  u p o n  

p a y m e n t  o f  a n  a c c e s s  f e e  

 

Step  7  Step  8  

  
Q u a l i f i e d  A p p l i c a n t s  s u b m i t  a  d e t a i l e d  p r o p o s a l  P r o p o s a l s  a r e  e v a l u a t e d ,  a n d  P r e f e r r e d  

B i d d e r s  s e l e c t e d  

 

Step  9  Step  1 0  

  
E x e c u t i o n  o f  P r o j e c t  A g r e e m e n t s   P r o j e c t  E x e c u t i o n  

 

C o n t r a c t  M a t r i x  

The successful  l icensees will  be required to obtain  the necessary permits and 

approval s,  and al so enter  into a series of  agreement s with the FGN and the Flare  
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Gas Producer.  These include  the Gas Supply Agreement  and the Milestone  

Development  Agreement  between the offtaker  and the FGN, the Connection 

Agreement  and Deliver-or-Pay Agreement  between  the offtaker  and the Flare  Gas 

Producer.  

 

T h e  N G F C P  C o n t r a c t  M a t r i x  

 

 

 

E x p e c t a t i o n s  

It  is  expected that  t he NGFCP if  efficiently  implemented,  could create a lot  of  

opportunities for  vari ous players in Nigeri a's  petroleum sector.  Firstly,  it  could be 

another  opportunity  for  investor s to play an active r ole i n Nig eria's  gas market  by 

converting  gas that  would  have  been flared t o commercial  use.  By introduci ng  the 

NGFCP,  invest ors  will  be  able  to  enter int o bankable gas supply  arrangements.  

 

Secondly,  it  coul d ensure impr oved fuel  supply  to  gas-powered  generating  

companies.  Gas i s the primary  source  of  power generation  in Nigeria,  and the power  

sector  i n the count ry has been affected  by  i nsufficient  gas supplies.  The  

insufficiency  of  gas supplies has resulted  i n Gas Supply Agreements  bei ng  made  on 

  or    basis,  rather  than gas supplies 

being  made  on defi nite  quantities  gover ned  by  stiff  t ake-or-pay pr ovisi ons.  This 

situation,  in turn,  has negatively  affected t he bankability  of  gas and power projects  

in Nigeria.  

 

http://www.aelex.com/shipping/
http://www.aelex.com/aviation/
http://www.aelex.com/banking-finance/
http://www.aelex.com/business-re-organisation-and-insolvency/
http://www.aelex.com/capital-markets/
http://www.aelex.com/corporate-commercial/
http://www.aelex.com/energy-and-natural-resources/
http://www.aelex.com/energy-and-natural-resources/
http://www.aelex.com/environment/
http://www.aelex.com/infrastructure/
http://www.aelex.com/insurance/
http://www.aelex.com/intellectual-property/
http://www.aelex.com/labour-employment/
http://www.aelex.com/litigation-dispute-resolution/
http://www.aelex.com/regulatory-compliance/
http://www.aelex.com/taxation/


        

ADMIRALTY & MARITIME | AVIATION | BANKING & FINANCE | BUSINESS RE-ORGANISATION & INSOLVENCY | CAPITAL MARKETS | CORPORATE & COMMERCIAL | ENERGY & 

NATURAL RESOURCES | ENVIRONMENT | INFRASTRUCTURE | INSURANCE | INTELLECTUAL PROPERTY | LABOUR & EMPLOYMENT | LITIGATION & DISPUTE RESOLUTION | 

REGULATORY COMPLIANCE |  TAXATION  

Thirdly,  the implementation  of  the NGFCP  is  comi ng at  a  t ime when the Gas Flari ng  

(Prohibition and Puni shment)  Bill  has already passed 2 n d  r eadi ng in the Senate.  The 

Bill ,  if  passed into law, will  prohibit  the fl aring of  gas on both onshore  and offshore  

oil  f iel ds,  and non-compliance  with  its  pr ovisions  coul d lead to the forfeiture  of  a 

l icence or  lease.  The participation  of  expl oration  and pr oduction companies i n the 

programme could ensure that  they  avoid fall ing foul  of  the provi sions  of  thi s l aw.  

  

Lastly,  it  is  expected  that  the NGFCP coul d see the  government  attai n it s  visi on for  

zero gas flare  by 2020 and live  up to its environmental  obligations  under  

international  agreements.  An example of  t his is the  goal  to reduce  

carbon  emissions by about  13  mill i on tons of  carbon  dioxide  (CO 2 )  in furtherance  

of  its undertaki ng  under  the Pari s Agreement.  It  coul d al so ensure the fulfi lment  of  

the government's  domestic  responsibili t ies  to  inhabitants  of  the Niger  Delta  

region,  who for  year s have  decried  the adverse  environment al  i mpacts  of  f lared gas 

in the area.  

 

While the FGN has stated that  revenue  generation  is  not  an objective of  the NGFCP,  

it  cannot be overlooked  that  if  the programme ensures  a more  stable  supply  of  gas,  

it  will  enable  the FGN t o meet  its  goal  of  t urning Nigeria  int o a gas-based industrial  

economy,  as outlined in the National  Gas Policy and the 2017 Power Sect or  

Recovery Pr ogram.  

 

C o n c e r n s   

A few questi ons ari se concer ning  the successful  implementati on of  the NGFCP. 

Firstly,  the l icensees will  be required  to enter  into  -or-pay'  agreements  with 

the flare producer s who will  be contractually  required to guarantee the pr oduction  

of  specific  quantities  of  gas and will  be l i able t o pay the offtaker  a  compensati on  

where the contracted  volume  is  not  met.  

 

It  is  doubtful  if  Fl are Gas Producer s will  be will ing to undertake such an obligati on.  

This is because the production  of  woul d-be flared gas i s determined by the 

production  of  oil ,  which i n turn is  dict ated  by  the operati onal  and economic 

deci sions  of  the oil-produci ng  company.  A framework that  compels f l are pr oducers  

to deliver  a  certai n q uantity  of  f lare  gas where pr oducti on  of  oil  has been scaled 

down woul d be unhealthy  for  the industry  and could discourag e investment  in the 

sector.   
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The question also rai ses a  concern  as to  the rights  of  contractor s  under  Production 

Sharing Contracts (PSCs)  entered int o wit h the NNPC. Most  Nigerian PSCs 3 provi de  

that  as a  recompense for  sourci ng  funds at  interest  and beari ng the exploration,  

production  and oper ational  ri sks,  contractors  will  be entitled t o an economi c  

interest  i n the development  of  oil  and natural  gas.  This encumbr ance coul d hamper 

the FGN's ability  to  l icence i nvestors  to  t ake flare  gas from  a field that  has been 

devel oped under  a pr oducti on sharing arr angement  unl ess the contractor  i s given 

a participati ng  right  of  any i ncome due  to the FGN under the programme.    

 

Another  concer n i s  if  f lare producers  will  be enthusiast ic  about  l icensees 

generating  i ncome on gas pr oduced  as a r esult  of  the oil  companies'  investment  i n 

the well .  The l ack  of  any  pecuniary  benefi t  accrui ng  to them  from the NGFCP  may  

be a di scour agement  for  oil  companies  who are  critical  st akehol ders  i n the 

programme.  

 

C o n c l u s i o n  

In spite of  some the concerns identified  in the commerci al  struc ture of  the NGFCP,  

it  is,  without  doubt,  expected to have some benefi cial  impact.  It  is  the author's  view  

that  some of  these concer ns  coul d be remedied  if  the NGFCP  adopts a commerci al  

structure mutually  advantageous  to both  flare  gas offtakers  and pr oducers of  

associ ated  gas.  Successful  util isation  of  f lare  gas could yiel d tremendous  

environmental  and economic  benefits  for  the host  communities  in the Niger  Delta 

region.  It  will  al so save the  g overnment  the bil l ions  of  dollar s l ost  annually  through 

flare of  gas that  coul d be put  to commer cial  use.  

 

 

If you are interested in getting more information about the NGFCP or want to know how you can 

participate in the opportunities presented by the programme, kindly get in touch with us through our 

email energy@aelex.com, and we will be happy to assist you. 

 

LEX is a full-service commercial and litigation law firm. It is one of the largest law firms in West Africa with 

offices in Lagos, Port Harcourt and Abuja in Nigeria and Accra, Ghana.   

 

Contact us at: 

4th Floor, Marble House,   

1 Kingsway Road, Falomo Ikoyi,  

Lagos, Nigeria 

Telephone: (+234-1) 4617321-3, 2793367-8, 7406533, E-mail: lagos@aelex.com   

To see our other office locations, please click HERE 
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