KENNA

OPERATING IN THE
NEW UPSTREAM:
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The PIA and the New Regulatory
Architecture

Nigeria's oil and gas industry has long
been a cornerstone of the economy,
contributing significantly to government N
revenue and foreign exchange! However, . %ﬁ‘l )i
the sector has faced numerous '5“““""“'4
challenges, including regulatory 2 "
bottlenecks and environmental concerns.

To address these issues, the Nigerian
government initiated a comprehensive
review of its regulatory framework,
culminating in the enactment of the
Petroleum Industry Act (PIA) in 2021.

Before the PIA, upstream regulation was largely administered by the Department of
Petroleum Resources (DPR) by the Ministry of Petroleum Resources. Since 2021, the PIA has
placed upstream oversight squarely under the Nigerian Upstream Petroleum Regulatory
Commission (NUPRC).2

= Attract Investment: Revise the fiscal regime to ensure fair revenue sharing
and global competitiveness.

» Elevate Environmental Stewardship: Mandate adherence to best practices
in environmental management and remediation.3

= Streamline Operations: Establish clear timelines, structured work
programmes, and a more transparent upstream ecosystem.

* Enhance Accountability: Introduce strict reporting mechanisms, host

community trusts, and stringent fiscal audits.

Practical Implication: Compliance is now a core operating discipline. For operators,
regulatory alignment is directly tied to license security and operational continuity.



Licensing and Fiscal Compliance

2] Licensing & Work
Programmes*

= Submit detailed work

Fiscal Reporting & Audit®

= Maintain accurate records of

programmes outlining
exploration or production
activities, clear timelines, and
financial commitments for
PPLs/PMLs.

Execute approved plans
strictly; failure to meet minimum
work obligations can result in
the immediate expiration of an
operator’s license.

Timelines &
Relinquishment

Ely

» Mandatory area relinquishment
at defined intervals is required if
exploration activities do not
progress as planned.s

= Deters speculative holding of
acreage without meaningful
development, requiring
companies to carefully prioritize
their portfolio.

production volumes,

OPEX/CAPEX, and revenue.
Licensees must submit half-
yearly updates on progress.”

Subject to NUPRC audit; any
data discrepancies or lack of
substantiation during audits may
result in severe operational
penalties.®

Tax Regime & Incentives

* Hydrocarbon Tax (HCT) + CIT:

Replaces PPT. Must be
calculated with allowable
deductions like HCDT
contributions under the 2025 Tax
Act.9

= Cost Efficiency Incentives

(2025): Operators tracking OPEX
below benchmarks qualify for
tax credits. Requires robust cost
tracking, internal controls, and
audit readiness to substantiate
claims.©



OPERATIONAL MANDATES 11

Host Communities,

Environment & Safety

333 Host Community Trusts

Establish HCDTs': Mandates
contributing 3% of actual operating
expenditure from the preceding year.*?

Statutory obligation: Enforceable by
the NUPRC, replacing previous
optional philanthropy.3

Sabotage & Vandalism

Disruption clauses: Sabotage or
vandalism disruptions may result in
a reduction of contributions for the
affected period 4

Risk management: Implementation
must be cautious to prevent
resentment and further operational
instability.

Operating in the New Upstream

4

P

Management & Remediation

Environmental Management:
Operators must proactively develop
and implement EMPs.5

Remediation Fund: Requires financial
contributions for the rehabilitation of
negative environmental impacts.®

Gas Flaring Regulations?”

Strict permitting: Gas flaring is
subject to mandatory permits and
penalties for non-compliance

Gas utilization: Operators are
heavily encouraged to invest in
commercialization projects to
reduce flaring.1®




BOTTOM-LINE IMPACT

Profitability, Risk, and Incentives

3% of OPEX

Statutory annual
contribution to Host
Community Development
Trusts (HCDTs). (PPT).

| Rising Compliance Costs

Expanded environmental and host
community obligations strictly increase
baseline operating costs. Operators must
allocate capital for specialist personnel,
regulatory reporting systems, EMP rollouts,
and gas utilization infrastructure to avoid
severe flaring penalties.

@ Restrictive Cost Recovery

The PIA introduces a more structured, rigid
cost-recovery framework. Broad
interpretations of allowable costs are no

longer tenable. Expenditures must rigorously

meet statutory criteria, strictly align with
NUPRC-approved budgets,?* and
demonstrate direct relevance ??

Operating in the New Upstream

HCT + CIT

Consolidated upstream
tax framework replacing
the Petroleum Profits Tax

Order 20252°

Cost Efficiency Incentives
yield tax credits for sub-
benchmark OPEX.

U Risk to License Security

Regulatory discipline is now a central
determinant of asset value. Failure to
comply with PIA operational mandates
can trigger suspension, non-renewal, or
outright revocation of licenses23—directly
destroying acreage revenue streams and
corporate valuation.

26 Community Disruptions

Community unrest remains a primary
threat to production uptime. While the PIA
allows for HCDT contribution reductions
in the event of sabotage, leveraging this
clause requires immense caution and
proactive engagement to prevent
escalating disputes.

Q The Upside: Cost Efficiency Incentives Order 2025

The Order establishes benchmarks for unit operating costs. Operators who

consistently achieve OPEX below these benchmarks qualify for substantial
tax credits. To unlock this opportunity, companies must invest in advanced

cost-management systems, ensure regular compliance reporting, and pass
rigorous third-party verifications of realized savings.
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Turning Compliance into
Competitive Advantage

The Petroleum Industry Act has fundamentally reshaped Nigeria's upstream
landscape into a structured, transparent, and performance-driven regime. Compliance

is no longer a peripheral obligation but a central feature of operational continuity,
financial optimization, and long-term license security.

Strategic Focus Areas

Strategy Analytics Environment Community Security

Immediate Next Steps for Operators

Integrate compliance mapping into
strategic planning cycles. Rigorously
execute work programmes to avoid
acreage relinquishment.

Deploy robust cost-tracking tools to qualify
for tax credits under the Cost Efficiency
Incentives Order 2025.

Develop Environmental Management Plans
(EMPs) and invest in gas monetization to
circumvent severe flaring penalties.

Establish Host Community Development
Trusts (HCDTs) swiftly. Engage proactively
to protect operations from disruption.

Build comprehensive evidence packs.
Schedule periodic internal reviews to

safeguard licenses and protect asset

valuation.

4 Preparedness is the New Competitive Edge

Operators that align rigorous regulatory discipline with operational efficiency will be
best positioned to thrive. Contact our advisory team to conduct a comprehensive

upstream regulatory alignment assessment.



Endnotes

5O ON OO

12.
13.

14.
15.

16.

17.

18.

10.

20.

21.

22.
23.

MJD Akpan, ‘Petroleum Industry Act in Nigeria: An Analysis of the Impact of the Novel
Host Communities Development Trusts Provision' (2021) 9(7) Global Journal of Poljtics
and Law Research 30; Kevin Chinaka Njoku, James Ikpenishor Ndifon and Ebipatei
Gabriel Apaingolo, ‘Petroleum Industry and the Nigerian Economy’ (2025) 4(1) Scholarly
Journal of Social Sciences Research 1.

O Izu-Emmanuel, The Roles of the Nigerian Upstream Petroleum Regulatory
Commission in the Petroleum Industry under the Petroleum Industry Act’ (2023) 3(1)
Achievers University Law Journal108.

Gabriel Ogunjemilusi, ‘Petroleum Industry Act (PIA): A New Fiscal Framework for the
Taxation of Oil & Gas Industry’ (presentation, Chartered Institute of Taxation of Nigeria,
November 2021) Available online at https.//portal.citn.org/wp-
content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
accessed February 15, 2026

Petroleum Industry Act 2021, s 78.

Petroleum Industry Act 2021, s 89 (relinquishment obligations)

Petroleum Industry Act 2021, s 26.

Nigerian Upstream Petroleum (Commercial) Regulations 2025, Regulations 5, 6 and 10.
Nigerian Upstream Petroleum (Commercial) Regulations 2025, Regulation 17
Petroleum Industry Act 2021, s 257

. Upstream Petroleum Operations (Cost Efficiency Incentives) Order 2025, Paragraphs 1,

2 and 4.
Petroleum Industry Act 2021, ch 3
Petroleum Industry Act 2021, s 240(2)

UH Agbarakwe and MS Bredino, ‘Perspectives on Unemployment in Nigeria: Lessons
from Cuban Economy’ (2024) 12(1) /nternational Journal of Development and Economic
Sustainability 52; Nigerian Petroleum Industry Act 2021 & Host Communities
Development: Issues & Challenges’ (2024) 9(2) Saudi Journal of Humanities and Social
Sciences 38.

Petroleum Industry Act 2021, s 257(2)

Petroleum Industry Act 2021, s 102

Petroleum Industry Act 2021, s 103

Olusola Joshua Olujobi, Tunde Ebenezer Yebisi, Oyinkepreye Preye Patrick and Afolabi
Innocent Ariremako, ‘The Legal Framework for Combating Gas Flaring in Nigeria's Oil
and Gas Industry: Can It Promote Sustainable Energy Security?' (2022) 14(13)
Sustainability 7626 https.//doi.org/10.3390/5u14137626

Nigerian Content Development and Monitoring Board (NCDMB), Nigerian Content
Compliance Guidelines (2021)

Robin Abu, Kumar Patchigolla and Nigel Simms, ‘A Review on Qualitative Assessment
of Natural Gas Utilisation Options for Eliminating Routine Nigerian Gas Flaring’ (2023)
3(1) Gases 1 https.//doi.org/10.3390/gases3010001

Chidera Mbaogu, Key Highlights of the Upstream Petroleum Operations (Cost
Efficiency Incentives) Order, 2025 (KENNA Energy & Natural Resources Insight,
September 2025) https:.//kennapatners-cms-
bucket.fral.digitaloceanspaces.com/kennapatners-cms-bucket/e94aaz759-8262-4c12-
826f-e4632bdb8b49.pdf accessed February 28, 2026

Petroleum Industry Act 2021, ss 261-265

Upstream Petroleum Operations (Cost Efficiency Incentives) Order 2025, ss 3-5
Petroleum Industry Act 2021, s 96



https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://portal.citn.org/wp-content/uploads/2021/11/PIA-PRESENTATION-Gabriel-OGUNJEMILUSI-1.pdf
https://doi.org/10.3390/su14137626
https://doi.org/10.3390/gases3010001
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com
https://kennapatners-cms-bucket.fra1.digitaloceanspaces.com/kennapatners-cms-bucket/e94aa759-8262-4c12-826f-e4632bdb8b49.pdf?utm_source=chatgpt.com

Contributors

ltuah Imhanze, FCArb Ozioma Soludo, ACArb
Partner, Energy & Natural Associate, Energy & Natural
Resources Resources

Muhammad Yasir

Abubakar-Sadiq, AICMC

Associate, Energy & Natural
Resources



CONTACT US
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KENNA Place
8, Ogunyemi Road, Palace Way, Oniru
PO Box 73002, Victoria Island, Lagos

ABUJA

1st Floor, Novare Central

Plot 502 Dalaba Street,

Wuse Zone 5, FCT 900285, Abuja

ENUGU

3 Emmanuel Ngwu Street, Old Emene
Road, by AC Drug, Thinkers Corner,
Enugu.

+234 811 395 1052, +234 811 395 1053
counsel@kennalp.com


mailto:counsel@kennalp.com

"PaAJasal SIYBLI IV 'dT YNNI JO sxuewspel} palsisibaiun pue palsisibal e s1 060] VNNIN 89Ul "'9202-€661 YNNIN ©



	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10

