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Abstract 
The objective of this paper is to lay bare the broad trajectory of the nature 
and relevance of oil and gas as the major source of government’s revenue 
in Nigeria and to articulate an institutional and policy framework that will 
maximize optionally the use of the resources from the oil and gas as a 
veritable instrument of sustainable development. The author exposes why 
the huge revenue from oil and gas has failed to sustain the Nigeria 
economy. 
The paper recommends, among others, a well articulated energy policy, 
good governance, stable regulatory framework and a social system the 
provides solutions for the tensions arising precedent to sustainable 
development in our country Nigeria. 

Introduction 

The quest for sustainable development to ensure overall improvement in individual wellbeing has 
been the pre-occupation of every nation in the modern world. Essentially, many scholars are of the option that 
goals of economic and social development must be determined in terms of sustainability. It is imperative that 
revenue needs to be constructively managed if it is to have positive outcomes for the nation’s sustainable 
development. In Nigeria, oil provides eighty (80) percent of Nigeria’s revenue ninety (90) percent of its 

foreign exchange. Producing over two million barrels a day, Nigeria is African largest oil exporter and among 
the worlds top ten (10) oil producers. Oil is ephemeral while it last and it serves the interest of those who can 
manipulate it best. This may not be owner or producer. While it lasts, it confers false sense of strength, 
influence, respectability, because of its potential strategies importance, when it is gone, all that it inspires of 
built around it also vanishes like smoke. 

Revenue from Oil Gas vis-a-vis Nigeria Economic Development 

According to Al-Otaiba (1976), Nigeria is a leading member of the organization of Petroleum 

Exporting Countries (OPEC) and is one of the largest producers of crude oil in the world. This makes it a 

force to be reckoned with in the international oil industry. The Nigeria economy depends largely on revenue 

from the oil industry. Thus, it has been stated that “Oil is the predominant source of Nigeria’s revenue and 

foreign exchange earner, accounting for over ninety (90) percent of the total revenue of the nation (Oremade, 

1985). 

Oil is the predominant source of Nigeria’ revenue and foreign exchange. All our development plans, whether 

long or short-terms are based on our earrings from the sales of crude oil, it is the major catalyst in the 

industrialization of many developed economies. It has conferred wealth on individuals and nations that are 

blessed with these natural resources. It is also a major source of fuel (energy) contributing as much as sixty 

five (65) percent to the global energy demand’s (Odiete, 1994). 

Major Sources of Oil Revenue Government in Nigeria 

(According to Omorogbe Y. (1998), the oil industry is a major revenue earner for the state, mainly 

through the following sources: 

> Participating interest percentages from the join venture 

> Production sharing percentages from the production sharing contract 

> Taxes 

> Royalties 

> Bonuses 

> Rents, bank charges/commissions and payments. 

Participation Interest Percentage 

The Nigeria government, through the Nigerian National petroleum Corporation, is a majority 

shareholder in all the Joint Ventures (JV) in Nigeria. According, the government receives the revenue 

  



accruing from its percentage' of oil produced under these legal arrangements.- This participating interest 
percentage is a major source of revenue for Nigeria, and is quite separate from the amounts  it receives from 
taxation, royalties, etc. these latter amount accrue to the government in its capacity as owner/regulator, while 
the participating interest percentage is the government share as a business partner in the joint /en; ire. 

Production Shard g Percentage (PSP) 
Under production snaring contracts, the production is split between the parties, after costs, taxes and 

other expenses have been paid. Each PSP partner is entitled to its own share of production and to the proceeds 
of sale. The government percentage is a scarce of revenue for the state. It is not presently very significant, as 
most of the PSPs have not commenced production. 

Taxes 
Taxes are a major means of earning- revenue. Petroleum tax is usually quite high because of the high 

economic rents that lend to accrue curing periods of high prices, -n Nigeria, oil taxation is governed by the 
petroleum Profits Tax Act 1959, Cap 354, Laws of the Federation of Nigeria 1990 (PPTA), and the Dc ;p 
Offshore and Inland Basin Production Sharing Contract Decree 1999. the latter law governs Niger an 
production sharing contract. Natural gas taxation is governed by the h\v regulating Liquefied Natural Gas 
(LNG) and the Associated Gas Framework Agreement (AGFA). 

Assessable Profits 

Assessable profits are adjusted profits from which any business losses have been deducated. The 

losses may have been made during an earlier accounting period. Where there has been a purchase and transfer 

from foreign to Nigerian ownership, any losses incurred by the new owner may be dedicated at this stage. 

Chargeable Profit 

To get chargeable profits, capital expenses under the provisions of the second schedule are dedicated 

from the assessable profits. There is a limit to the amounts that may be deducted under this head. However, 

any outstanding amount may be deducted during future accounting periods. Chargeable profits are the profits 

upon which tax may validly be levied. 

Assessable Tax 

At this stage, the rate is applied to the total chargeable profits of the accounting period. The normal 

petroleum profits tax as specified under the Petroleum Profit Tax. Act is 85%. For new fields, the rate is 

65.75% before production and 85% after production has commenced. For production sharing contracts in 

respect of shallow water concessions, the tax rate is 65.75% for the first five years before production. After 

production the rate of 85\% applies. For deep water production sharing contractors and those with areas in the 

Anambra, Benin, Benue, Chad, Gongola, Sokoto and any other basines as may be determined by the Minister 

of Petroleum Resources, a flat rate of 5% applies. The appropriate percentage of the chargeable profits is 

known as the assessable tax. There are still some possible deductions after this stage. If these deductions do 

not apply to a company, then the figure for assessable tax will be same as the amount of chargeable tax, i.e. 

the amount actually paid as tax to the government. 

Chargeable Tax 

Chargeable tax is the amount .that is actually paid as tax by the company to the Government. It is 
arrived at after the deductions allowable under section 17 of the Petroleum Profit Tax Act (PPTA), deductions 
allowed include: 

a) Royalties for locally disposed chargeable oil 
b) All non-productive rents 

c) Specified customs and excise duties in respect of plant, storage tanks, pipelines, tools, machinery and 

equipment essential for use in the companies operations. 
d) Investment tax credits a permitted under paragraph 5, 2nd schedule, PPTA. 

The final amount arrived at is known as the chargeable tax and is paid to the government. 

Royalties 

Royalties are amounts payable to the owner of a natural resources as compensation for the 

exploitation of a renewable and irreplaceable natural resources. Royalty payments in Nigeria have been 

amended by the Petroleum (Drilling and Production) Amendment Regulations 1995. Offshore royalties rates 

are also to be found in the Deep Offshore and Inland Basin Production Sharing Contract Decree No. 9 of 

1999. 

Onshore 20% 

Offshore 0-100 metres 18.5% 



100-200 metres 16.67% 

201-500 metres 12.00% 

501-800 metres 8.00% 

801-1000 metres 4.00% 

> 1000 metres 0% 

These graded royalties reflect the increased difficulties and higher technology and expertise 

necessary for deepwater production. 

Bonuses 

A bonus is a payment made by a company to the state at agreed designated periods. Invariably bonus 

is a payment made when the contract has been signed. Such a bonus is known as a signature bonus. Another 

common payment is the production bonus which is paid by the contraction to the state when production 

reaches mutually agreed levels. 

Signature bonuses are sometimes regards as onerous by the companies because they are additional 

pre-discovery costs that increase initial expenditure. However, the company perception of both signature and 

production bonuses depends on the type of discovery made or anticipated and the prevailing economic 

climate. Thus, Angolan Offshore blocks awarded in 1998 and 1999 attracted signature bonuses as high as 

$200 million. This is because the companies are anticipating the discovery of large billion-barrel deposits. In 

such instances, these payments are not regarded as significant. However, when the discovery is small and 

uneconomic, then such payments could render the whole venture unprofitable. 

Production sharing contracts in Nigeria are subject to non-refundable signature bonus payments. For 

the 1991 bidding round the prospective contractor companies paid bonuses of $1 million each. For the 1999 

production sharing contracts, which were cancelled by the Obasanjo government, the signature bonus was $20 

million. 

Rents 

These are amounts paid in exchange for the oil prospecting licenses and oil mining leases granted. 

They are as specified in paragraph. 31, Schedule. 1,1969, and Section 59(2) Petroleum (Drilling and 

Production) Regulations 1969. 

Rents paid for non-producing areas are credited 100% against royalty payments. 

The oil companies pay other payments such as bank commissions. The government also derives 

money from the industry indirectly through enactments such as the Oil Terminal Dues Act. Note however that 

payments made under this law are by the master or owner of the ship evacuating crude oil and not by the oil 

producing company. 

Why Revenue from Oil and Gas has Failed to Sustain the Nigeria Economy 

Simply put, sustainable development is development that meets the needs of the present without 

comprising the ability of future generations to meet their own needs. It is rather unfortunate that the huge 

revenues from the oil and gas which is currently estimated at $280 billion has not been to meet the need of the 

present not to talk about meeting the need of the future generations  
(Nkwankwo, 1999). The reasons for the misuse of the revenue among other things are as stated below; 

National Politics 

In Nigeria where exploitation of oil has made so much impact on the life of the people and their 
environment, the producing areas are engaged in an apparently interminable effort to squeeze out tangible 
benefits for such activities. Serious political issues have grown around claims for compensation to areas where 
oil is produced on grounds of exploitation, degradation of environment, deprivation of agricultural resources 

and allied sources of likehood and the consequences of oil pollution (Ikhariale, 1989), Remaining unresolved 
is the question as to whether the rightful beneficiaries of such compensation should be the state government or 
the people directly affected. 

Misappropriation of Fund 

Another issue that naturally comes to mind is the extent of waste that has been associated with the 

domestic utilization of oil revenues. This waste stems from our inability to control the growth of public 

expenditures as evidenced in the growth of our development plan estimates from N3 billion in 1970-74, N30 

billion in 1975-80, to N82 billion in 1981-85 plan period. Public expenditure growth generated excessive 

liquidity in the economy in the face of glaring bottlenecks in absorptive capacity which then gave rise to 

inflations, import boom and corruption. This was aptly demonstrated by a German Journalist Karl Mair 

(2000), in his book “this house has fallen, Nigeria in Crisis” that- 

The oil companies brought pipelines, flow stations, gas flaring and oil 
spills which combined with the deterioration of the soil proved a poisonous 
cocktail for the people. The immense wealth that oil represented was there 



to see but not to touch. People felt abandoned by the newly independent 
government of Nigeria, and the companies that removed petroleum from 
their land but provided scare educational and health facilities in return. 

There is the problem of lack of accountability and transparency. The recent audit report on the 

financial transactions in Nigeria’s oil and gas industry between 2003 and 2004, has opened a can of warms 

and raised questions on authenticity of public financial accounts. About $576 million could not be reconciled 

in the accounts due to systemic and operational problems. 

Over Dependence on Oil 

Nigeria has become heavily dependent on her oil revenue to the neglect of her agricultural and other 

sectors which previously was the mainstay of the country economy Ikem (2001). Before Nigeria discovered 

oil, principal agricultural products such as cocoa, palm produce and groundnuts flourished through regional 

specialization of production. The increase in the number of states from 4 to 36 over three decades required a 

phenomenal expansion of administrative infrastructures to enable the state creation whose original rationale 

was desired to bring the government nearest to the people has become an instrument of fiscal expansion 

through exaggerated claims on resources. 

Lack of Technological Know-How 

The state, through the Nigeria National Petroleum Corporation (NNPC) by itself has been active in 

oil exploration, overseas marketing of crude oil, and now, processing and distribution of oil industry is not yet 
strong enough; that financial control is not a substitute for an effective management function, that the state is 
still very much assuming the role of a tax collector, and that the process of technology transfer is the surest 
way of assuring that oil technology is internalized, that appropriate conservation policy is perused, that oil 
exert the desirable catalytic effects on the economy and that energy and economic planning are integrated. 

Economic Leakages 

There are many leakages and wastages in the oil sector of the economy which subsequently affect the 

resources base. For, example, Nigeria is reputed to have the highest gas flaring rate in the 

world. This is a record it certainly cannot be proud of. The continued flaring of a high percentage of gas 

invariably means that only very little is available for productive use and to generate revenue. And since the 

penalty for gas flaring has not been stiff enough, the oil companies keep on committing this offence, thereby 

wasting this valuable resource and destroying the environment into the bargain (Nwachukwu, 2006). 

Risk and Uncertainly 

In Nigeria, the oil industry is imbued with high uncertainties. Between the years 1976 to 1988, there 
were reported three hundred and forty-four (344) incidents of sabotage. Between 1976- 1986, oil spill 
incidents due to acts of sabotage accounted for 20.3% of all the oil spill incidents during this period, 211 
incidents of sabotage involved pipeline damage, 109 incidents were reported at well heads, 69 incidents 
occurred at the flow station/tank farms (Eboh, 1998). Equally disturbing is the new dimension of holding 

foreign oil workers in the sector hostage. 

Suggestions for Future Policy Direction 

Oil should be seen as a one time massive soft loan for Nigeria from providence with no terms 
imposed for repayment and at the same time no hopes for its replenishment. It must be seen as valuable capital 
that must be used almost exclusively for the emplacement of a self-sustaining economic base. 

Our national economic policies should be oriented in such a way that we largely consume out of what 

we have produced and only out of returns from the wise investment of our irreplaceable capital bounty. All 
prestige and sterile projects even if they be ‘core’ must give way to economically productive ones, even if they 
are newly conceived. Petro-chemicals, agriculture and the like cannot wait, while electricity, roads etc, must 
not be rushed beyond certain realistic levels reflective of economic growth and actual national productively 
rather than on the size of our natural bounty. A misplaced judgment about the desirable level of our quality of 
life has always introduced aberrations into our economic planning policies that have often led to grave 

distortion of realities. 

Energy Policy 

It has been reported ‘ad nauseum" that there is need for a clear articulated energy policy in Nigeria. 
Since the degree of success or failure of our foreign policies depend to a larger measure on the soundness of 
our national policies, there should be defined realistic energy policy that should fairly be within our grasp. An 
energy policy that should minimize our exposure to the full blast of the vagaries that plaque oil and make it 

possible for us within tolerable limits, to continue on the same policy course despite changing tides of oil. An 
energy policy that fully recognizes the shortness of the relevance of oil in the context of the durability of the 



nation, an energy policy that would ensure consistency in our national choice of policy options. Our energy 
must entrench within it our visions of how our ‘now’ should smoothly flow into the future, short of grave 
international disasters, and how it how it must be motive ‘fuel’ for economic growth and not just “human 
feedstock”. 

Good Governance 

Developing countries can thrive in the new global economy - but only if they combine economic 

openness with a clear domestic investment strategy and effective civil and political institutions. 

Oil revenues can only be properly utilized when policy makers in Nigeria focus on the fundamentals 

of economic growth (i) investment (ii) macro-economic stability (iii) human resources and good governance. 

There is an urgent need to put in place genuine participatory political institutions, civil and political liberty, 

high quality bureaucracies, the rule of law and social insurance to act as safety nets to guide against 

misappropriation and misallocation of oil revenues. 

Legislation and Legal Instruments 

There is gamut of law governing the energy sector in Nigeria. We have states, regulations, rules, 
guidelines and standards galore. However, the law governing the energy sector is inadequate, antiquated, and 
incomplete and is generally not enforced. There is perceived lacuna between development in the petroleum 
industry and the regulatory environment in Nigeria. There should be 

standing advisory committee on petroleum matters, membership of which include experts from diverse fields 

to advise the government on issues relating to fund generation and utilization in the oil industry. For example 

Saudi Arabia is the world largest oil producer. The country has acquired the requisite petroleum technology 

over the years and now exports same to other countries in the world. The fund generated from oil and gas has 

been judiciously used to improve the standard of living of her citizens. It is rather unfortunate that most of our 

experts in various fields are now working in the country due to ‘brain drain’ from most African countries 

including Nigeria. 

Concluding Remarks 

We have explained the various sources of generating revenue from the oil and gas sector of the 

economy in Nigeria. Problems associated with generated and utilization of this vital resources were 

highlighted while requisite panacea were proffered to these problems taking cognizance of our present 

predicament in comparison with other oil producing countries in other jurisdictions. It is acknowledged that 

the mere possession of oil does not make it significant. The main issue is the possession of the ingenuity to 

manipulate its availability and of course, the vehicle that pulls the oil train, the world economic situation. 

By and large, to be able to meet up with the exigency of the global economy and utilize our oil and 

gas revenues for sustainable development, the following must be put in place urgently; 

> A political system that secures effective citizen participation in decision-making. 

> An economic system that is able to generate surpluses and technical knowledge on a self- reliant and 

sustained basis. 

> A social system that provides solutions for the tensions arising from disharmonious development. 

> A production system that respects the obligation to preserve the ecological base for development. 

> A technological system that can search continuously for new solutions. 

> Good governance that is flexible and has the capacity for self-correction. 

> New legislation and legal instruments to remove the perceived lacuna in our existing laws. 

> A well articulated energy policy. 

Moreover, the above goals should be paramount in the minds of our policy makers. What really matters 

is the sincerity with these goals are pursued and the effectiveness with which departures from them are 

corrected. 
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