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1. INTRODUCTION
Representatives from the Federal Government of Somalia
(FGS), Puntland, Galmudug, Jubaland and South West State
convened in Nairobi, Kenya for two knowledge-building
workshops on petroleum resources management. The
workshops, organized by the Ministry of Petroleum and
Mineral Resources (MoPMR) of Somalia, provided technical
information designed to bring all participants to the same level
of knowledge on all aspects required to create a shared vision
for the Somali petroleum sector.
These workshops are part of a program led by the FGS and
facilitated by the World Bank, to convene high-level meetings
between the FGS and Federal Member States (FMS) to
achieve a shared vision on petroleum ownership, control and
revenue sharing of petroleum resources. In addition, the World
Bank provides limited but high priority technical assistance to
the FGS in line with the Ministry of Petroleum and Mineral
Resources Annual Strategic Plan
The consultative process has four phases. The first phase of
political accommodation served to understand the realities
and expectations from relevant decision makers across
Somalia and agree on the importance to have an open space
for knowledge and dialogue.
The second phase of the process consisted of the technical
knowledge-building workshops held in Nairobi, Kenya in
December 2015.

The third phase of the process, starting in January 2016, will
consist of consultative meetings between authorities from the
Somali Peninsula with the aim of reaching a common
understanding and vision for the development of the
petroleum sector in Somalia.
In the fourth phase, Somali authorities will subsequently be
responsible for updating the constitutional and legal
framework with respect to the definition of ownership,
management and revenue sharing of petroleum resources that
meets the legitimate expectations of all Somali stakeholders.
As part of this effort, inclusive participation of relevant
stakeholders from the Somali Peninsula will be ensured.
In parallel, the World Bank will provide technical assistance to
the review of the petroleum policy, legal, fiscal and revenue
sharing frameworks for the Federal Republic of Somalia and
to the training of FGS staff to negotiate and manage
petroleum contracts.
The international community contributes to this program
through the Multi-Partner Fund for Somalia (MPF).

2. INSIGHTS
developed from the workshops

•

While expectations of oil resources in Somalia may be
modest, revenues can still be significant for the country.

•

Somalia faces a range of challenges in the development of
its petroleum sector, which require cooperation between
FGS and FMS.

•

This is a historic moment for Somalia: a shared vision on
ownership, control and revenue sharing of petroleum
resources can make the difference between revenue
streams contributing to inclusive economic development
and resource-fueled conflict and economic regression.

•

A clear willingness to come to an agreement was
observed in both workshops across traditional fault lines
and institutions.

•

•

•

Participants have benefited from an intensive knowledgebuilding program on a wide range of topics related to the
petroleum value chain in a federal context, which is critical
to create a similar basis of knowledge.
The workshops were instrumental to establish
communication between member states and the federal
government both at technical and decision-making levels.
Over the course of the workshops confidence and trust
has increased, according to participants.
A momentum has been established amongst participants
to achieve a shared Somali vision for the petroleum sector.

Participants have defined the following vision statement as
a starting point for achieving an agreement on ownership,
control and revenue sharing of petroleum resources:
“Somalia will exploit its petroleum resources
eﬀectively to achieve peace, stability, shared
prosperity and sustainable development for all
Somalis through shared ownership and
responsibility. The principles of inclusiveness, equal
opportunity, transparency, accountability and
minimizing environmental and social impact will
guide the development of the Somali petroleum
sector”.
•

Both FMS and FGS recognize that they need each other
to achieve that vision. A willingness to compromise was
demonstrated during the workshops.

•

Participants recognize that transparency and sharing of
information is essential to continue to build the trust
required to achieve an agreement. Participants agreed not
to repeat past mistakes.

•

Participants demonstrated a strong similarity of views
during the workshops across a wide range of topics. For
example, they held some of the key principles related to
sharing of petroleum wealth in common.

•

Member States need to have the comfort that their interest
are protected for the long term.

on an agreement on ownership, control and revenue
sharing of petroleum resources.

•

A process has been outlined to create an agreement on
the petroleum sector. In the first stage the Somali Leaders
will agree on the mandate for the Technical Committee and
the process. In the second stage the Technical Committee
will develop an agreement and propose options (through
discussion of key issues, development of options,
consultations etc.). In the final stage, the National
Consultative Forum will amend or endorse the agreement
and communicate to the Somali population. This process
will commence in January 2016.

• Many political and other tensions occurring in Somalia can
impact the progress of the process to reach an agreement.
Having said that, an agreement on petroleum resources
could act as a catalyst for other agreements in the country.

•

There is a growing awareness that a good and sustainable
agreement based on joint dialogue and consensus is more
important than a fast agreement. However the process to
reach an agreement on ownership, control and revenue
sharing of petroleum resources will need to align with the
constitutional process and an interim agreement at an
appropriate time may therefore be envisaged.

•

Inclusiveness is essential for the legitimacy of the resulting
agreement. FGS and FMS need to consider how to include
Somaliland, emerging member states and broader
stakeholders as part of the consultations.

•

Both FGS and FMS requested continued access to
technical expertise provided by the World Bank to inform
and facilitate the discussions in the Technical Committee

“We hope to be able to
take back this
information and be able
to come up with
appropriate policies,
laws and legislation, and
come up with a proper
agreement and
framework”. Mariam
Mohamed, FGS
delegation
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3. WORKSHOP 1: KEY MESSAGES
Session 1: Understanding the Oil and Gas Value
Chain
•

Large investments are necessary for complex/
long term projects to be managed with stable
policies, regulations and institutions.

•

Oil and gas projects have common elements, but
also have a number of essential diﬀerences

•

The time between a discovery and first
production (and revenues) varies from 4-6 years
for oil and 8-10 years for gas.

•

Petroleum is a finite resource. The sector
activities should be extended for the sustainable
benefit of the national economy, to include supply
chain and local content as well as forward linked
industries,

Session 2: Federalism
There is a need to consider ownership, management
and revenue sharing for petroleum in a federal
context individually, because they can operate quite
independently of one another. Ownership does not
necessarily predict which government manages the
resource or gets the primary resource revenues.
Federations vary tremendously in how they are
structured and function and this is true for oil and
gas. There is no one best way. The choice of

approach depends on the character of the country
but also on the real or potential importance of
petroleum for governments and the economy.
Session 3: Management and Revenue Sharing
•

Some of the older federations assign the lead
responsibility for managing the petroleum sector
to the states.
In these cases, the federal
governments also have a variety of fiscal and
regulatory levers than can aﬀect the development
and activities of the petroleum sector.

•

In most federations, especially in developing
countries, the federal government leads on
petroleum management. This can even be true
where the states have constitutional ownership of
the resources, as in India, Pakistan and Malaysia.

•

True joint management of petroleum between
federal and state governments is a rare
exception.
However, some federations with
federal leadership of petroleum management do
have limited provisions for a role by the states in
regulation and policy decisions.

•

The petroleum industry is very complex and its
proper management requires significant
professional capacity, which is expensive.

•

•

•

So as Somalis consider how to manage
petroleum, it’s important to consider whether the
federal or the member state level should have the
lead responsibility or whether they want some
elements of joint management.
Diﬀerent
management models will give rise to diﬀerent
capacity needs and costs, as well as impact the
eﬀectiveness of making predictable and timely
decisions.
Revenue sharing is potentially easier to resolve
than management. A key question is how much
a member state should get a special share of
petroleum revenues from activities in its area.
Federal experiences vary a good deal from no
extra revenues to very large extra revenues. One
principle is giving revenues to the state where
they are derived; the other is giving them to
states on the basis of need. In practice, there is
often a balance between the two approaches.
Related to this is the larger question—beyond the
petroleum sector—of whether Somalis want a
federation that has a large measure of equality
across states or whether they are prepared to see
significant diﬀerences. If these larger questions
can be answered, this will give a framework to
work out more detailed arrangements on revenue
sharing.
One caution is to avoid putting a rigid percentage
for revenue sharing into the constitution. The
constitution should be appropriate for a wide
variety of scenarios in terms of the value and
regional concentration of production.
Rigid
percentages in constitutions have been
problematic. However, it would be possible to
develop a formula that could apply in very
diﬀerent conditions.

•

It may be helpful to focus on the management
and revenue sharing issues first and to leave the
ownership question to the end of negotiations.
This is because the ownership issue is largely
symbolic.

Session 4: Stakeholders Interests
•

Petroleum activities generate both benefits and
risks for stakeholders.

•

Host Governments and IOC’s have both aligned
and partially competing interests.

•

A balance should be struck to keep the Host
Country attractive for investors, whilst maximizing
direct and indirect benefits to the country.

•

The risks for the Host Country are identifiable and
can be prevented or mitigated by anticipation and
through good governance. Doing so, creates
tangible value for the Host Country.

•

Considering the interests of all stakeholders, not
just now but also over time, contributes to
avoidance of petroleum related conflict.

Session 5: Institutional Framework & Governance
• The institutional framework is the most important value
determinant within the control of the Host Government
• Diﬀerent institutional models and examples can be
considered to meet prevailing circumstance in Somalia.
Critical success factors are:
• Clear responsibilities; no overlap of
responsibilities; proper coordination.
• Allow for adequate authority and resources.

Session 7:Transparency
•

Ensure adequate technical capacity and market
knowledge in the institutions. This is essential to
have symmetrical know-how with IOC’s at
negotiations and key decision points.

•

Transparency is a necessary and important tool for
successful management of natural resources.

•

Proactive sharing of information is critical to credible
cooperation across levels of government.

•

Transparency matters across the extractives value
chain, and can support both revenue optimization and
conflict mitigation.

•

Information needs to be truly accessible, timely and
accurate - coupled with capacity for appropriate
understanding and use of the information across
stakeholders.

Accept that there will be conflicts and disputes
associated to petroleum development. Show leadership
by using these conflicts and disputes to improve overall
petroleum sector management and ensure they do not
degenerate into violent confrontations.

•

Transparency alone will not guarantee good results, and
in contexts of fragility needs to be carefully managed.

•

Take the necessary time to resolve issues that may
impede the establishment of a petroleum sector
management framework that is good for the country –
now and in the future.

•

Recognize that risks to petroleum related violent conflict
are driven by: (a) the infrastructure of violence; (b) state
fragility; (c) weak legislation and regulation; (d)
operational issues and (e) corporate behavior.

A Master Plan is a strategic roadmap for government
policy-makers that detail the policy and investment
decisions they must make in order to achieve their vision
for how the oil and gas industry will operate in Somalia in
the future.

•

Segregate policy roles from administrative and
c o m p l i a n c e ro l e s f ro m c o m m e rc i a l a n d
investment roles to allow for the build-up of
adequate know-how and to avoid conflicts of
interest.

Session 6: Managing Civil Conflict
•

•

The reduction of risks of petroleum related violent
conflict is possible. It involves the formulation of
strategy, and within that strategy, a set of political
decisions, technical measures, and actions directed at
corporate actors.

Session 8: Petroleum Master Planning

•

The vision sets the founding principles for the
industry’s role in Somalia.

•

Consensus is developed by engaging
stakeholders – national and regional governments
and ministries, civil society, major economic
entities -- through a transparent process.

•

Based on sound analysis of the present situation,
and identifies gaps in knowledge that require
additional analysis over time to better inform
decision makers.

•

The Master Plan is a “Living Document” that will
guide Government action at present, but it must
evolve time as new information is available.

•

The Master Plan represents the government’s
commitment to follow the path laid out in the
plan.

Session 9: Management Across Boundaries
•

If the border is agreed, cross border unitization applies.

•

If the border is disputed, a joint development zone
would apply for which diﬀerent models are possible.

•

Whatever solution is applicable:
•

Technical understanding of the reservoir is
crucial, but not a reason to hold up development

•

Early involvement of all parties in a spirit of cooperation avoids deferred development and
financial loss

•

Alignment between government and private
license holders is essential

•

Agree the determination procedure as early as
possible and appoint external experts

“I think going forward
it will influence the
multi-stakeholders
involved, specially
decisions-makers, to
make informed
decisions around the
management,
ownership and
sharing of the
benefits of the
petroleum sector in
Somalia. And
ultimately will help
contribute to the
stability and
prosperity of
Somalia.” Mohamed
Mohamed, Puntland
delegation.
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4. WORKSHOP 2: KEY MESSAGES
Session 1: Petroleum Agreements
•

•

•

The most important consideration in ensuring an
equitable and stable petroleum sector—
particularly in federations with potentially
conflicting local and national interests—is a clear
and robust regime for allocating petroleum
revenues.
Establishing an appropriate fiscal regime for
petroleum revenues is essential in striking the
proper balance between attracting investment
and getting the best deal for the host country.
Production sharing contracts are the most
common form of petroleum agreement in
countries with developing petroleum sectors, as
they allow for progressive revenue sharing and
relatively simple administration.

•

Within production sharing contracts, there are a
number of sharing mechanism options, with
profitability-based (ROR and R-Factor) ones
oﬀering the highest degree of progressivity.

•

In addition to establishing an appropriate
petroleum management and revenue allocation
structure, it is essential to adopt transparency
measures that help to ensure good governance in
the petroleum sector.

Session 2: Federal Petroleum Legislative
Framework
•

Well-structured petroleum legal and regulatory
frameworks feature a number of key components.

•

Constitutions address fundamental concerns,
such as revenue allocation and ownership of
petroleum resources, which are of critical
importance in federal systems.

•

Petroleum laws and petroleum regulations work
together to (i) broadly sketch the rules of
participation in the sector, and (ii) provide a
flexible means for filling in the details, many of
which will need to evolve over time as the sector
matures.

•

Model petroleum agreements set out
standardized terms applicable to all contractors,
which eases the administrative burdens on the
entity(ies) responsible for contract compliance,
which in turn helps to ensure that the country and
its citizens receive the contractual benefits from
the petroleum resources to which they are
entitled.

pertaining to concession allocations, baseline
information, standards, government budgets
a n d e v e n t u a l l y re v e n u e m a n a g e m e n t
apportionments.

S e s s i o n 3 : E n v i ro n m e n t a l a n d S o c i a l
Dimensions
•

Conduct a strategic environmental and social
assessment (SESA) to establish key
parameters for sustained oil and gas sector
development and inform the needed sector
and institution reforms

•

Establish legally binding environmental and
social standards (internationally accepted
good practice) that carry over into contracts,
licenses, and concessions.

•

Establish a robust natural and social resource
management policy framework, including an
explicit requirement to conduct projectspecific ESIAs prior to the commencement of
activities.

•

Ensure alignment and equivalency of
e n v i ro n m e n t a l a n d s o c i a l l e g i s l a t i v e
requirements across all Member States.

•

Establish a robust and capable regulator
charged with safeguarding natural and social
c a p i t a l , p ro m u l g a t i n g s t a n d a rd s a n d
regulatory enforcement. Ensure it is properly
staﬀed and resourced to fulfill its mission.

•

•

•

Leverage inclusive consultative processes to
evaluate and revise social and environmental
assessment processes and petroleumspecific laws and regulations.
Gradually incorporate local content provisions
into contracts to ensure that companies and
operators contribute to training and building
workforce and supply chain capacity.
Establish a government Open Data Portal and
actively focus on sharing information

•

Use revenue from sector development to build
social capital though investments in services
(i.e. education, health), productive sectors that
translate into employment prospects, and
opportunities to improve livelihoods, enable
inclusive and equitable growth and gender
considerations.

Session 4: Petroleum Fiscal Regimes
•

The fiscal regime is a key component of the
overall framework for investment in the
petroleum sector

•

Peculiar features of the sector need to be
recognized in the design of its fiscal regime .g.
the long lead times and significant scale of
investments, the volatility of prices, the
variability of costs

•

Prerequisite to the design of the regime is
consensus among stakeholders on fiscal
objectives. These might include: progressive
capture of rents (excess profits), timing of
fi s c a l r e v e n u e , a n d i n t e r n a t i o n a l
competitiveness.

•

Multiple fiscal objectives require multiple
instruments, each with their own plusses and
minuses:
•

Profit taxes; eﬃcient, non-distorting,
but revenues are ‘back-loaded’ and
demanding in terms of administration.

•

•

•

Royalties; regressive, distorting, but
provides revenues early and easier to
administer.

•

Production Sharing; combines features
of profit taxes (sharing of profit oil) and
royalties (he result of fixed maximum
cost oil provisions)

Design of fiscal mechanisms to progressively
capture rent require special attention. Best
o u t c o m e s a re e x p e c t e d w h e re fi s c a l
instruments are linked to actual measures of
project profitability (R-factor or ROR)
State Participation can take a variety of forms
all of which have fiscal equivalents (rent tax,
dividend tac etc.), except for full equity
participation. Where there is a fiscal
equivalence, other fiscal terms may have to be
adjusted to maintain the same level of investor
interest. The full equity option requires careful
discussion before being adopted (cost
implications, potential for delays, government
assuming risk, alternative demands on funds)

Session 5: Petroleum Fiscal Administration
•

Fiscal administration is too often the weak link
in converting oil wealth into national wealth.

•

Failures in performance of routine functions
j e o p a rd i z e re v e n u e c o l l e c t i o n , g o o d
governance and country reputation.

•

Recommended responses include reductions
in the number of taxes and agencies involved
and harmonization of payment procedures

•

Critical non-routine functions (e.g. fiscal price,
cost and volume determinations, audits and
the handling of appeals) require special
expertise.

•

Centralized administration is recommended
on the grounds of improved accountability,
avoidance of duplication, coordination of
compliance strategies and avoidance of
dissipation of capacity building eﬀorts.

•

Transparency should apply across the board
to administrative functions.
Exercise: Participants’ views on sharing principles
Should producing states receive a special share of
net petroleum revenues?
All participants agreed that this should be the case.
How much fiscal disparity between member states
as a result of sharing of revenues would be
acceptable?
A majority of participants were in favor of minimal
disparity to reflect egalitarian principles. A minority felt
that wider disparity would be acceptable in case that
this was the result of fair sharing criteria based on
state programs addressing needs.
Does Somalia need to create funds for stabilization
or saving?
All participants agreed that this should be the case
Does a net petroleum revenue sharing regime have
to be flexible over time?
Most participants agreed that this should be the case,
but for a variety of reasons (e.g. changing needs over
time, price fluctuations, changing number of
producing states). The advantage of a more stable
regime to overcome distrust was mentioned by a
participant.

Session 6: Petroleum Resource Revenue Sharing
•

Sharing of net petroleum revenues with
producing states is a common practice in many
federations. It responds to the sense of the
population in a state that they have a special
stake in the resource, even when the resource is
deemed to be owned in the Constitution by the
people of the whole country or by the federal
government.

•

There have been negative experiences with
allocating revenues to producing states when
these have been defined as fixed percentage
share, because these are not sensitive to diﬀerent
circumstances and have resulted in major fiscal
disparities between states.

•

It is important to have a clear definition of what
petroleum revenues will be shared with producing
states. One aspect of this would be whether
some or all revenues from oﬀshore production
was considered to be from within a state.

•

•

A good practice in a Constitution is to provide for
a National Revenue Account (NRA), held by the
Central Bank, to receive all revenues determined
and collected by the federal government. This
account would be outside of the federal budget.
There would be a formula for allocations from this
account, to be revised periodically to address
changing circumstances and needs.
The allocations from the NRA could include a
share of net petroleum revenues going to states
where they were generated. A further share could
be allocated to a Stabilization Fund and the
principles and rules governing deposits into this
fund and withdrawals would need to be
developed.

•

The remaining net petroleum revenues and all
other revenues collected by the federal
government could then be available for
distribution to the federal and state governments.
This would be done largely on the basis of need,
but principles and criteria could be stated in the
Constitution. The actual formula for allocation
would need to be adjusted periodically and
procedures for decisions in this regard would be
required.

•

Over and above the revenue sharing model, the
federal government could provide additional
resources from its own budget through fiscal
transfers. These could be conditional or
unconditional in nature. This would be distinct
from arrangement for sharing of net petroleum
revenues.

Session 7: Macro-Fiscal Policy Framework for
RRC
•

Standard macro-fiscal policy frameworks need
some adaptation to be suitable for economies
with current or prospective resource revenues,
but the key principle is that revenue from an
exhaustible resource should be seen as a form of
financing -- an asset is being reduced.

•

This financing allows the non-resource budget
deficit to be larger than it otherwise would be, but
there are still limits to how much total debt is
compatible with fiscal sustainability.

•

How much should public spending is warranted
from resource revenues? The standard answer is
the level of spending that is equivalent to the
interest earnings on total oil wealth ("permanent
income”).

•

This recommendation may not be consistent with the
deep investment needs of low income countries, so
modifications to the recommendation allowing for
front-loading of investment have been introduced .

•

This adjustment in recommendations is reflected in the
evolution of thinking about resource funds away from
conventional overseas financial assets held by
Sovereign Wealth Funds to domestic investments
managed by a Sovereign Development Fund.

•

But Somalia should not wait for the onset of resource
wealth to put these policies and institutions in place.
Sound budgetary institutions are needed immediately
for Somalia to achieve its goals through more eﬀective
mobilization and spending of available resources and
financing options.

•

Supplier development programs are considered best
practice, and should be designed from an early stage
in project development, rather than when a field goes
into production. Gathering base line data around
domestic firm capacities is recommended for these
programs to be eﬀective.

•

Joint ventures between less capable
domestic firms and more capable
international supplier firms can
facilitate skills development,
technology transfer and business
development in the country.

•

Local content policy can either take
the form of regulations (included in
legal code or concession agreements)
or be used for coordinating eﬀorts by
v a r i o u s o i l fi r m s ( b a s e d o n a
consultative/dialogue process).

Session 8: Funds
•

Traditional roles of sovereign funds was to insulate the
budget from revenue volatility and governance
problems which would otherwise lead to excessive
spending.

•

In fact this insulation role is very diﬃcult and not
suﬃcient on its own to counter pressures to spend
resource revenue in the near-term.

•

But coupled with transparency and oversight
mechanisms and a credible domestic investment
program, a fund can be a good way to balance the
advantages of foreign and domestic investment of
revenues.

•

In practice, a stabilization and liquidity motive remains
very important for resource rich counties, at all income
levels.

Session 9: Linkages and Industrial Development

•

Supplier development programs are
considered best practice, and should
be designed from an early stage in
project development, rather than when
a field goes into production. Gathering
base line data around domestic firm
capacities is recommended for these
programs to be eﬀective.

•

Joint ventures between less capable
domestic firms and more capable
international supplier firms can
facilitate skills development,
technology transfer and business
development in the country.

•

Local content policy can either take
the form of regulations (included in
legal code or concession agreements)
or be used for coordinating eﬀorts by
v a r i o u s o i l fi r m s ( b a s e d o n a
consultative/dialogue process).

“At this juncture of
the history, after
being in a conflict
for the past 25
years, it’s very
important that we
reach an
agreement on
resource sharing
and how we do it,
and at least this
workshop has
given us important
information that is
needed at the
moment, to make
such an important
decisions from our
side”. Mohamed
Abdilahi, South
West delegation
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