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Local Content for the International Petroleum Industry

At the time there was a need for improvement of offshore technology, and
Norwegians were part of developing it. Requiring transfer of technology is
also a part of the enablement of domestic businesses and nationals. Without
the requisite technology, it is difficult to succeed in the petroleum industry.
As an example, we note that Iran, a country that has for a very long time
been isolated from great parts of the world due to international sanctions,
is focusing on technology. Now that Iran can again welcome foreign invest-
ment, it is highly focused on establishing joint ventures and obtaining access
to new and modern technology.

Much can be said in detailing local content requirements, and this book
provides many examples. Nonetheless, to be beneficial, local content rules
must be complied with. The primary responsibility for compliance rests,
of course, with the companies. However, in order to ensure a high level of
compliance, the host government must be able to supervise and enforce
the legal framework for local content development. To carry out these tasks
efficiently, the relevant laws, regulations, and contracts must establish clarity
of roles and responsibilities.' The laws, regulations, and contracts must also
provide the authorities with adequate tools for supervision and enforce-
ment. Most countries require the submission of local content plans, regular
reporting on compliance, and the use of tenders for purchases exceeding a
certain price threshold. Governments also typically ensure they have the
right to carry out audits and inspections. The level of government interfer-
ence in procurement varies; however, we see that some countries require
preapproval of purchases and contracts. Nonetheless, the manner in which
supervision is modeled should be carefully considered. Compliance with
a high level of complex reporting requirements takes time and money to
administer, both for the companies and the authorities. Requirements for
frequent approvals might delay projects, and compliance might become an
administrative burden for all those involved, including the government.

The tools chosen for enforcement should also be chosen with care. High
penalties might be efficient for “scaring” companies into compliance, but
at what price? Indeed, companies might be more prone to accept corrup-
tion in order to avoid harsh punishments. Host countries should instead
consider how they might actually assist companies with compliance, for
instance by building databases of qualified or competent domestic compa-
nies. Alternately, the incentives for compliance might be more indirect,
perhaps through consideration of historical levels of compliance in tenders
or licensing rounds.
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1 ALGERIA Waniss A. Otman

until 1945, with 100% ownership by the French government. The entity was
charged with the “establishment of a national programme for oil exploration
in Metropolitan France and in Algeria, the countries of the Protectorate,
the country under Mandate and in French Colonies.””

In 1946 BRP established, jointly with the French colonial government in
Algeria, an oil exploration company, the Société Nationale de Recherche de
Pétrole en Algérie (SN-Repal). As a direct result, a huge oil field was eventu-
ally discovered at Hassi-Messaoud in June 1956, and an equally impressive
gas field was discovered at Hassi R'Mel in November 1956.

It is worth noting that it was French planners, geologists, and engineers
who made these discoveries and carried out their commercial exploitation.
According to Mohamed Sassi,

Efforts to put technical teaching in place, initiated during the
interwar period, were accelerated after the end of the Second
World War. France had a large training center (the first of
its kind) beginning in 1950. It trained oil industry specialists
under the direction of the Institut Francais du Pétrole (IFP),
which contained an application school, the Ecole Nationale
Supérieure du Pétrole et des Moteurs (a higher national school
for oil and engines). It trained engineers in four specialized
fields: a) geological and geophysical prospecting; b) drilling
and exploitation of oil layers; c) refining, chemical engineering,
and scientific research; and d) engines and applications to oil
derivatives.'¢

The Evian Accords of 1962 between France and Algeria transferred
political independence to Algeria, but also attempted to safeguard existing
French and other foreign rights. On paper, at least, “in controlling most
of the companies operating in the country...the French government had
actually maintained its pre-independence advantages intact.”” In the years
that followed independence, the Algerian government nationalized foreign
oil and gas interests, notably those of the French in 1971.

Algerian oil and gas reserves and production

Algerian oil and gas reserves and production can be traced from 1984 to
2014 in the timelines in figures 1-1 and 1-2. Both petroleum and natural
gas proved reserves show a dramatic increase beginning in the mid-1990s.
While production in natural gas saw a similar increase in the 1990s (fig. 1-3),
the increase in petroleum production was more incremental, peaking in late

2008 (fig. 1-4).
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Local Content for the International Petroleum Industry

These mandatory local content requirements, directed essentially at
promoting sustained and inclusive economic growth, coupled with the
existing legal framework in force since 2003,® are (according to empir-
ical data available) aimed at contributing to the improvement of domestic
production and employment. According to the African Economic Outlook,

The government has established an institutional framework
for entrepreneurship development and job creation through
the Ministry of Employment and Social Security. The minis-
try's data indicates that professional training capacity has
increased significantly and now stands at 159,000 trainees
in more than 460 centres. In 2013, the vocational training
programme generated 110 000 new jobs, notably in the
energy (39,000), transport (29,000), and construction (24,000)
sectors. The government currently allocates one-third of the
budget to social areas to reduce poverty and reach the most
vulnerable people.*

Local Content Policy and Baseline

Policy background, including short- and long-term goals

It is a national imperative to diversify the national economy, which has been
anchored for the last 30 years solely to natural resources.” In order to do so,
the Angolan government has been heavily investing in its local communities
by encouraging them to participate, notably in the industrial and agricul-
ture sectors.® Reduction of bureaucratic procedures and costs and improved
access to physical infrastructure and finance have been governmental prior-
ities. Special tax and financing measures have been in place since 20037
in order to encourage social and economic development in other relevant
sectors of the national economy.

Instituto de Fomento Empresarial (Angola Investment Program) and
Instituto Nacional de Apoio as Micro, Pequenas e Médias Empresas
(INAPEM, or Institute to Support Micro, Small and Medium Companies)
were incorporated in 2012. With an initial budget of US$700 million, they
were created to foster local entrepreneurship, to legalize informal sectors,
and to reduce poverty and unemployment rates.® Two laws were enacted to
foster these goals: Law No. 30/11 of September 13, 2011, the Micro, Small
and Medium Companies’ Law, and Decree-Law No. 43/12 of March 13,
2012, Regulation of Micro, Small and Medium Companies’ Law. Provisions
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The existing PSA signed in September 20, 1994, in Baku by and between
the government of Azerbaijan and a consortium of 11 foreign oil compa-
nies was due to expire in 2024. By the reinstated PSA dated September 14,
2017, the period has been extended for an additional 25 years until the end
of 2049. BP is the current operator of the field and will remain the operator
under the extended ACG PSA. As part of the new PSA, SOCAR will
increase its equity share from 11.65% to 25% and the participating interest
of all partners will be revised.

Following completion of the contract, the new ACG PSA participating
interests will become as follows: BP: 30.37%:; AzZACG (SOCAR): 5.00%;
Chevron: 9.57%; INPEX: 9.31%; Statoil: 7.27%; ExxonMobil: 6.79%t; TP:
5.73%; ITOCHU 3.65%; and ONGC Videsh Limited (OVL): 2.31%.?

Currently, gas export projects are more popular and promising than oil.
Thus expansion of the South Caucasus pipeline (SCP), which exports Shah
Deniz gas from Azerbaijan to Georgia and Turkey, is expected.

Local Content Policy and Baseline

Since Azerbaijan gained its independence and the country entered into
the so-called Contract of the Century, local human resources and indus-
trial capacity have expanded. This is due in part to state programs to fund
education abroad. The big oil companies such as SOCAR and BP have
also played a role by providing financial support to their employees for
studies at Western universities. The Employment Strategy of the Republic
of Azerbaijan has been influential in encouraging improvements as well.

The government’s goal is to continue developing the present human and
industrial capital relating not only to the petroleum industry, but also to
other nonhydrocarbon sectors of the economy.

The State Program on Implementation of the Employment Strategy of
the Republic of Azerbaijan (2011-2015) included steps to increase competi-
tiveness of locally produced goods in the international industry market. Both
the program and the amendments made to the Law on Public Procurement
in 2016 gave preference to local goods (services or supplies) at public
procurement tenders.

The volume of oil and gas reserves is determined based on estimates
of expected oil and gas reserves from the Azeri—Chirag—Gunashli, Shah
Deniz, and other fields under agreements on production sharing among
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The same World Bank study, an important guide for this article, indicates
the main features an LCP should take into account:

o It cannot be limited to increasing local content on an immediate
basis, but rather should focus on a long-term increase of enhancing
local capabilities. These include education and training programs,
along with relationships with other industries that can also benefit
from the service chain.

o It will vary throughout time, accompanying the E&P cycle (from
exploration to production). For instance, if a cluster is in the
exploration phase, service providers more linked to that stage should
have incentives to produce locally. However, the policy should
anticipate when the cluster will divert to production and plan to
maintain incentives.

o It should also consider the direct provision of social welfare
contributions, such as the building and operation of local schools
and hospitals.

In this section, we explore examples of LCPs around the world and discuss
methods to measure their efficiency and hot issues relating to the LCPs.

International experience’

United Kingdom. The United Kingdom was a lead country in the E&P
industry with the major North Sea cluster, shared with Norway. The 1970s
were particularly important given the petroleum crisis and the perception
that the UK-based companies were not directly benefiting from the growth
of oil and gas activities. In this context, the Offshore Supplies Office (OSO)
was created, with the aim of being

responsible to the Secretary of State for ensuring the
maximum possible involvement of UK manufacturers, consul-
tants, contractors and service companies in the provision of
supplies and services to the offshore hydrocarbon industry.
This includes the creation of new industrial capacity to meet
existing and emerging needs and measures to ensure that such
new capacity is as fully and continuously utilised as possible.®

A series of local content measures were then implemented, including
discretionary licensing (as opposed to auctions), audits of purchases made
by oil companies, and provision of financial assistance to domestic suppliers.
According to a study by the UN Conference on Trade and Development,
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