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Nigeria's oil sector faces a structural credibility problem that no production target

can paper over: the persistent failure to honour contractual obligations to service

contractors and technical partners. With the 2026 federal budget built on crude oil

and condensate revenue assumptions, the stakes of this dysfunction have never been

higher. If production targets are to be more than political arithmetic, the operating

environment must change — and that begins with paying the people who keep the

wells running.

The pattern is well documented. International and local contractors complete scopes

of  work  —  drilling  campaigns,  subsea  interventions,  maintenance  contracts,

engineering services — and then wait months or years for payment. Some accept

steep discounts to recover cash at all. Others quietly exit the market, redirect rigs

and  vessels  elsewhere,  or  decline  to  mobilise  for  new  tenders  until  arrears  are

cleared.  The  cumulative  effect  is  a  shrinking  pool  of  capable,  willing  contractors

operating in Nigeria, precisely when the country needs to be expanding activity to

meet stated targets of three million barrels per day.

The  analysis  published  by  Africa  Oil+Gas  Report  frames  this  not  as  a  cash-flow

inconvenience  but  as  a  systemic  threat  to  Nigeria's  upstream  ambitions.  When

contractors are not paid, they do not reinvest in local capacity, do not bring in newer

technology, and do not absorb the risk that complex deepwater and marginal field

development demands. The Petroleum Industry Act promised a more commercially
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rational  framework,  but  regulatory  reform  alone  cannot  substitute  for  payment

discipline at the operating company level — whether that is NNPC, its joint venture

partners, or the International Oil Companies managing production sharing contracts.

For foreign investors and service providers, the payment risk also distorts project

economics. Bid prices inflate to account for anticipated delays. Financing costs rise.

Lenders apply higher risk premiums to Nigeria-exposed receivables.  The result  is

that Nigeria effectively pays more for less — higher contract prices, lower contractor

commitment, and reduced competition at tender stage. Breaking this cycle requires

both  political  will  and  structural  mechanisms:  escrow arrangements,  independent

payment verification, and enforceable dispute resolution that does not take a decade

to conclude.

There are signs that some operators are attempting to address the issue, particularly

where new financing structures tie disbursements directly to production milestones.

The  Afreximbank-backed  crude-for-cash  facilities  and  various  oil-backed  loan

arrangements have introduced a degree of payment predictability in specific project

contexts. But these remain exceptions. Until payment reliability becomes the norm

across Nigeria's upstream sector, the country's production growth story will continue

to be undermined by the contractors who choose to work elsewhere.

Why this matters to partners and clients of Saga

Norwegian service companies — particularly those in well services, subsea,

and FPSO operations — should treat Nigeria contractor payment risk as a

pre-qualification filter when evaluating new tenders, not as a post-contract

surprise. Companies already active in the market should monitor arrears

exposure closely and consider structured payment instruments as a

contractual prerequisite. Those on the sidelines should watch for reform

signals before committing capital or mobilising assets.

PARTNER ANGLES

Drilling: Rig contractors should require payment security mechanisms — such as

escrow or letters of credit — before mobilising to Nigerian campaigns where operator

payment histories are unclear.
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Subsea/FPSO: Subsea and FPSO operators with existing Nigerian exposure should

audit receivables and assess whether oil-backed financing structures can be negotiated

into contract renewals.

Service: Well services and engineering firms should price Nigeria-specific payment

risk explicitly into bid submissions rather than absorbing it post-award.

Pipeline: Pipeline contractors evaluating onshore or shallow-water Nigerian projects

should conduct operator payment-track-record due diligence as a standard pre-bid

step.

LNG: LNG-related service providers linked to NLNG expansion or associated gas

projects should assess whether contractual frameworks include independent payment

verification to reduce counterparty risk.

Original source: Africa Oil+Gas Report →
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