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Somalia Petroleum Policy and Petroleum Law

a law Is designed to express a policy position of the
legislature that enacts the law

the policy justifies and explains the provisions of
the law

when the TFG delivers the proposed Petroleum
Law to Somalia's parliament, parliamentarians may
properly ask, "where is the policy that underlies this
law? What petroleum goals and objectives are you
trying to achieve?"




Somalia Petroleum Policy Principles

the following slides describe key principles of a
Somalia Petroleum Policy

these principles are reflected in the Petroleum Law

If we agree on these principles, then we know that
the draft Petroleum Law is grounded on an agreed
petroleum policy




Framework of a Petroleum Regime
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Somalia Petroleum Policy: The Charter

« Somalia's Petroleum Policy must work within the
context of its Charter and the constitution that will
follow It

 The Somali Transitional Charter includes the
following provisions relating to natural resources:

« PREAMBLE: the Somali Republic is a sovereign nation,
determined to foster reconciliation, national unity and good
governance

« ARTICLE 67, NATURAL RESOURCES AND THE
ENVIRONMENT: 1. The natural resources of the country
such as the minerals, water, flora and fauna shall be public
property and a law shall be enacted which defines the
manner of exploitation for the common good; 2. The TFG
shall give priority to the protection, conservation and
preservation of the environment




Somalia Petroleum Policy: The Charter

ARTICLE 71 TRANSITIONAL PERIOD: 1. The
Charter shall have legal effect pending the
eventual enforcement of the National Federal
Constitution. 2. The 1960 Somalia Constitution
and other national laws shall apply in respect of all
matters not covered and not inconsistent with this
Charter. 9. The present Charter shall be the basis
for the federal constitution whose draft shall be
completed . . .




Somalia Petroleum Policy: The Charter

« SCHEDULE | POWERS OF THE TRANSITIONAL
FEDERAL GOVERNMENT: 1. Foreign Affairs. 4.
Establishment of State Structures. 8. Planning
and Economic Development. 9. Natural
Resources. 11. Collecting import/export and
Indirect taxes

SCHEDULE Il POWERS OF THE STATE
GOVERNMENTS: 3. Regional Roads. 4.
Environmental Protection. 7. Water and Electricity
Development. 8. Agricultural Development and
Water Management. 13. [117?] Settlement of
population. 18. [147?] Collect all direct taxes. 20.
[16?] Business licenses.




Somalia Petroleum Policy: Context

Somalia's Petroleum Policy must recognize the context
and circumstances of Somalia relating to petroleum
specifically, and its economic and political situation

Relevant context and circumstances include the
following:

e Somalia currently imports all of its petroleum requirements

» petroleum is required for the well being of Somalis, as a
fuel for transportation and power generation, and for
cooking, heating and light

in light of Somalia's economic circumstances and
petroleum prices, it is a burden on Somalia and its people
to have to spend precious foreign exchange for the
importation of petroleum




Somalia Petroleum Policy: Context

e petroleum may exist within the territory of Somalia
e nearby states have discovered petroleum

« Somalia could benefit if petroleum Is discovered here
* reduce or eliminate imports of petroleum

« If sufficient quantities discovered, earn revenues from
export




Somalia Petroleum Policy: Context

e undiscovered petroleum within Somalia is much like
rumours of buried treasure

* it might be here, it might not; if it exists, we may or may not
find it
» petroleum is a temporal treasure
it had no value before 1870

» as replacement energy sources are developed, it will
probably have little value after 2070

* "The end of the oil age is near. The stone age did not end for
lack of stone; the oil age will not end for lack of oil." Sheikh
Zaki Yamani, former Minister of Oil, Saudi Arabia

« the grandchildren of today's Somalis will not thank them for
saving petroleum for future discovery and use




Somalia Petroleum Policy: Context

Somalia has been blessed with lands and waters that
have permitted its people to benefit from an agricultural
and fishing economy for centuries

if petroleum is discovered, Somalia may be able to
expand its economy to include petroleum development

If there is no petroleum in Somalia, then Somalis will
need to continue to rely on Somalia's agricultural and
fishing resources, and pursue other types of economic
development

the Government of Somalia, as a principle of economic
planning, should investigate the potential existence of
petroleum in Somalia

BUT the "age of oll" is temporary, and agriculture and
fishing are forever, so if oil is discovered, it should be
exploited in a way that does not harm Somalia's long
term resources: its air, land, waters, flora and fauna




Somalia Petroleum Policy: Principles 1 and 2

Principle 1. Somalia should undertake an effort to
discover whether petroleum exists within its
territory, so that the people of Somalia can benefit
from it.

Principle 2: Activities to explore for, (and if
exploration results are successful) develop and
produce petroleum in Somalia must not unduly
adversely affect the Somali environment (air,
water, land, flora and fauna).




Somalia Petroleum Policy: Consequences of Principle 1

it will require extensive reconnaissance and the drilling of
at least 100 to 200 wells to determine whether Somalia
has petroleum resources within its territory

the Government of Somalia could undertake this; but:
 drilling is a risky enterprise
e > 9 out of every 10 exploratory wells are dry
» drilling is an expensive enterprise

 wells cost from $4 million to $30 million each, depending on
various factors

» petroleum exploration, development and production requires
specialized knowledge and expertise

* it has been said that "oil is found in the minds of men"

the Somali Republic currently lacks the financial and
technical resources to explore for oil by itself

there are foreign enterprises who are qualified financially
and technically to do so, and are prepared to take the
exploration risks involved




Somalia Petroleum Policy: Principle 3

« Principle 3: Suitably qualified foreign enterprises
should be invited to explore for, develop and
produce petroleum in Somalia




Somalia Petroleum Policy: Consequences of Principle 3

 Iinternational oil companies ("IOCs") decide
whether to invest based on three criteria, in this
order:

« 1. attractiveness of the geology
« 2. attractiveness of the petroleum financial regime

« 3. attractiveness of the political/legal regime

e Somalia cannot control #1, but it can control #2
and #3




Somalia Petroleum Policy: Principle 4

* Principle 4: Somalia's financial, legal and
regulatory regime for petroleum should make it
attractive to enterprises to explore, develop and
produce petroleum in Somalia, and provide
Investors with assurance of stability

Then, if Somalia's geology is sufficiently attractive,
|OCs will explore




Somalia Petroleum Policy: Consequences of Principle 4

Somalia is entitled to compensation ("economic rent") for the
exploitation of its resources

there are many financial tools that can be used to extract this rent
« payments before discovery
» signature bonuses, acreage-based rental payments, local benefits
* payments after discovery
» royalty, profit share, production bonuses, corporate taxes
generally, the more you ask for in payment before discovery, the
less you can expect as payment after discovery

similarly, the timing of payments after discovery may vary
depending on the timing and profitability of the discovery

aspects of risk sharing and income deferral are involved here;
how much risk is Somalia willing to take? How long is Somalia
willing to wait to receive its share of revenues?

Somalia needs revenue now, so it should seek revenues from
petroleum exploration throughout the life of petroleum activities




Somalia Petroleum Policy: Consequences of Principle 4

e exploration, development and production of
petroleum in other countries has a mixed history

 some early grants in the form of concessions were
tantamount to a relinquishment of sovereignty by the
host state

often these grants did not involved a fair sharing of
the results of the exploration, especially as
petroleum activities became more profitable

this has sometimes resulted in expropriation by the
state of the IOCs' petroleum rights

these factors tend to make states wary of IOC
iInvestment, and IOCs wary of investing in states
whose political stability is uncertain

Somalia should avoid repeating these problems




Key Attributes of Host Government Contract
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Usage of Host Government Contract Types

Type of Number of countries
agreement utilizing this type

Concession

Joint Venture
Production Sharing
Service Contract

Hybrids




Somalia Petroleum Policy: Principles 5, 6, 7

Principle 5: Somalia should adopt the Production Sharing
Agreement as the principal form of host government contract
to be used in Somalia

Principle 6: The grant of petroleum rights under a Production
Sharing Agreement should involve a signature bonus, and a
share of profits resulting from successful petroleum
exploration

Principle 7. Somalia's share of profits from successful
petroleum exploration should increase as the profitability of
the venture increases, to ensure a fair share of profits and a
durable fiscal structure




Somalia Petroleum Policy: Consequences of Principle 4

* benefits of petroleum development have not always
been shared equitably, especially with those who
bear some of its costs

» social and environmental consegquences of
petroleum development have not always been
properly mitigated

regional governments in Somalia have legislative
power over some activities (local taxes,
authorisations, etc.) that occur in petroleum
operations, so regional and local consultations are
necessary for petroleum activities to occur

Somalia should ensure that proceeds are shared
equitably among the people of Somalia




Somalia Petroleum Policy: Principle 8

e Principle 8: The state's share of the benefits of petroleum
exploration should be equitably shared among all Somalis,
federally, regionally and locally




Somalia Petroleum Policy: Consequences of Principle 4

petroleum development in resource-based economies
has led to other unfortunate consequences, sometimes
referred to as the "resource curse"

e corruption
o conflict

« lack of development of democratic government

Somalia is not a resource based economy

« Somalis should "pray to be so cursed" with valuable
natural resources

but it would be prudent to establish a petroleum regime
that minimizes the risks of the resource curse, in case
petroleum is discovered

» such as the principles of the Extractive Industries
Transparency Initiative




Somalia Petroleum Policy: Principle 9

e Principle 9: Somalia should adopt principles of
transparency in the conduct of petroleum
operations to minimize the risks of the "resource

curse"
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