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I. Introduction
It is common for host countries to own a stake 
in petroleum operations, normally through a 
national oil company (NOC). The largest petro-
leum companies in the world are all state owned 
enterprises. Where private international oil com-
panies operate, national governments normally 
hold a stake of between 10 and 60%. 

While it might seem obvious that state ownership 
is a way to increase government revenue, this is 
not always the case. Analysis demonstrates that 
state ownership does not necessarily result in a 
greater share of government revenue, particular-
ly where appropriate fiscal terms are negotiated.1 
And while there are potential revenue benefits 
to state ownership, there are also potential costs 
and risks. Should the project require additional 
capital inputs during the development phase, or 
incur losses during the production phase, the 
government would be required to cover their 
share. 

The rationale for national ownership tends to be 
non-financial. In part it is symbolic: owning a 
share of petroleum operations is often seen to 
be important to protect a country’s sovereignty 
and to promote the national interest. There are 
also practical considerations including ensuring 

oversight of private sector activity and develop-
ing national managerial and technical expertise 
in the sector. 

The past record of national oil companies de-
livering on these objectives is not impressive. 
Poor governance among national oil companies 
has been a significant factor in the so-called “re-
source curse.” National oil companies have fre-
quently been being captured by national elites 
who under the banner of sovereignty and na-
tional interest have pursued their own political 
and personal agendas. NOCs have traditionally 
been highly non-transparent and prone to finan-
cial mismanagement. Perhaps surprisingly, they 
have also been a major draw on state finances, 
as they often must finance their percentage stake 
during a project’s development phase. In Nige-
ria, for example, the single largest budget item 
in 2005 through 2007 was payments made to the 
national oil company. 

II. State Ownership in Mozambique 
The Petroleum Law in Mozambique provides the 
State with the right to partial ownership in each 
concession. There is only one petroleum project 
currently operating in Mozambique – the Pan-
de and Temane gas fields operated by Sasol in 
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Inhambane – and therefore only one example of 
State ownership. 

Companhia Moçambicana de Hidrocarbone-
tos (CMH) owns a 25% stake in the Inhambane 
project. Ownership of CMH is split with 70% 
to the Empresa Nacional de Hidrocarbonetos 
(ENH), 20% directly to the Mozambican state 
and 10% to private Mozambican investors. 
The capital costs for the first phase of the project 
were $265 million. According to the Exploration 
and Production Concession Contract, Mozam-
bique was required to pay its share of capital 
costs up-front. CMH was therefore required to 
contribute $66.5 million. The money was raised 
through loans from four aid partners including 
the French Development Agency (AFD), the 
European Investment Bank (EIB), and the De-
velopment Bank of South Africa (DBSA), and 
the International Finance Corporation (IFC), 
an arm of the World Bank. The expansion of the 
project in 2010 required an additional invest-
ment of $400 million. In order to maintain the 
State’s 25% stake, an additional $100 million in-
vestment was required. Once again the financing 
came from donors, though in this case only the 
French Development Agency and the Develop-
ment Bank of South Africa. The relative contri-
butions for the first and second phase are listed 
in Table 1.

Securing Mozambique’s stake in the Inhambane 
gas fields required major contributions from do-
nors. Yet the overall project costs were relatively 
modest, only $665 million for the two phases. 
The challenges of financing the State’s share in 
the Rovuma Basin are of a different order of 
magnitude. 

In the Rovuma Basin concessions, the State has 

the right to 15% of Anadarko’s Area 1 and 10% 
to the ENI’s Area 4. The terms of the contract, 
explained below, make it very expensive for the 
State to excise its ownership rights. These chal-
lenges are further compounded by the massive 
up-front investment requirements to produce 
LNG. In order to be part owner in the Rovuma 
concessions, Mozambique must raise billions of 
dollars in up-front financing. 

III. Financing State Participation 
The ways in which government’s finance their 
participation in petroleum projects is deter-
mined by the terms of the Exploration and Pro-
duction Concession Contracts. There are three 
options: full equity, full carry and partial carry 
(See Table 2). 

In some cases, the state is a full equity partner 
from the outset. Under this arrangement, the 
state pays its full share of exploration, develop-
ment and production costs, the same as any oth-
er joint venture partner. 

At the other extreme, the company pays the 
State’s share of exploration and production 
costs. As the state’s share is “carried” during ex-
ploration and development, the arrangement is 
known as a “full carry.” In some cases, develop-
ment costs are repaid over time out of project 

revenue, but in many cases there 
is no reimbursement. Such an 
arrangement clearly benefits the 
State and comes at a cost to the 
company, as they must contrib-
ute all of the required financing 
from the outset. Ghana provides 
a good example of a “full carry” 
arrangement (See Textbox 1).

The alternative to a “full carry” 
is a “partial carry.” The company undertaking 
the exploration covers all the expenses and as-
sumes all the risk. If exploration fails to uncover 
commercially viable petroleum, the exploration 
costs are lost. If exploration is successful, and the 
project moves towards development, the obliga-
tions change. At this stage the State must, like 
any other joint venture partner, pay its full share 
of development costs as they are incurred. 

Table 1: Financing Inhambane Gas
USD Millions Phase 1 (2004) Phase 2 (2010) Total
Total Investment 265 400 665
CMH 25% Share 66.5 100 166.5
 DBSA Loan 25 50 75
AFD Loan 24 50 74
 EIB Loan 12 12
 IFC 5.5 5.5
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III. State Ownership in the Rovuma 
Basin 

Under the EPC contracts for the Rovuma Basin, 
the State is provided with a “partial carry.” This 
means that it is carried through the exploration 
phase and pays its full share of development 
costs up-front. 

During the exploration phase, the company is 
responsible for all costs. If the exploration is 
unsuccessful, the costs are borne entirely by the 
company. If the project moves on to the develop-
ment phase, the government must repay its share 
of the exploration costs. The amount owing in-
cludes an interest payment of 1% in addition to 
the accepted international benchmark, and is 
calculated from the date when the expense was 
incurred. As an example, Anadarko estimates 
exploration costs at $700 million through the 
end of 2012. If Mozambique takes up its right 
to 15% ownership in this Concession, it will be 
required to reimburse about $120 million plus 
interest, when production begins.2 

The arrangement changes completely when the 
project moves from exploration to development. 
According to the terms of the contracts, gov-
ernment approval of the project “Development 
Plan” marks the end of the exploration phase 
and the beginning of the development phase. 
At this stage, Mozambique must decide whether 
it will exercise its ownership right and at what 
percentage. Before making this commitment, it 

should have secured access to the financing nec-
essary to fully cover its share of projected capital 
expenses. 

When the construction of the offshore wells and 
LNG plants begins, the lead company will issue 
the first of what are known as a “cash calls,” a re-
quest for funds from all partners in the venture 
(private and government) proportional to their 
stake in the project. When the first “cash call” 

Table 2: State Ownership Financing Arrangements
Full Equity Partial Carry Full Carry

Exploration

State pays full 
share of costs as 
incurred

Company pays all costs. 
(State sometimes pays back, 
normally from production, 
sometimes with interest)

Company pays all 
costs (state rarely 
pays back)

Development State pays full share

Company pays all 
costs. (In some cases, 
state pays back from 
production)

Production State pays full share State pays full share

Countries Norway, 
Venezuela PNG, Mozambique Egypt, Ghana, 

Angola

Textbox 1: Ghana - “Full Carried” Interest
By law, Ghana receives a 10% stake in all pe-
troleum concessions. 
The State is “carried” through both the explo-
ration and production phases of the project, 
an arrangement known as a “full carry.” 
All exploration and development costs are 
borne by the company. The State is not re-
quired to reimburse its share of either explo-
ration or development. Once production be-
gins, the State becomes a full partner and pays 
its full share of operating costs. 
The State also reserves the right to acquire an 
additional interest in each concession (the ex-
act entitlement varies by contract and ranges 
from 2.5-15%). If the State chooses to exercise 
this option, the arrangement for this portion 
is a “partial carry.” The State is responsible 
for its percentage share of development costs 
(though not exploration costs), which are re-
imbursed out of future state revenues.
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is issued, Mozambique will be required to con-
tribute hundreds of millions of dollars in cash. It 
is not uncommon for government’s to be unable 
to meet project “cash calls,” resulting in serious 
project delays in countries like Nigeria. 

The timelines for State contributions to the de-
velopment phase of the Rovuma Basin conces-
sions are set out in Figure 1. According to Ana-
darko, the cost of a two-plant facility in Palma 
is projected to be 
$15 billion. This 
is an optimis-
tic assessment. 
Wood Macken-
zie, leading oil 
and gas consult-
ing firm, proj-
ects costs on the 
order of $25 bil-
lion. Using Ana-
darko’s figures, at 
the beginning of 
the development 
phase, Mozam-
bique will be re-
quired to contribute the first portion of what 
would ultimately be at least $2.25 billion in cash. 
As significant cost overruns hit almost every 
LNG project, Figure 1 anticipates a 20% increase 
in construction costs requiring the State to con-
tribute an additional $450 million.

Little can be said about the production phase. No 
specificity can be provided on the timelines for 
settling the debt incurred to finance the State’s 
share, as it will depend on terms yet to be nego-
tiated. But a repayment schedule stretching over 
a decade or more would not be unusual. Simi-
larly, although the State will expect to receive 
dividend payments based on its percentage of 
the company profit, these are unpredictable and 
are likely to be pushed back for many years, as 
profits are reinvested in subsequent phases of 
the LNG development. 

The challenge of financing exploration and de-
velopment in the Rovuma Basin are truly ex-
traordinary. The bill could easily amount to $3 
billion for a 15% stake, an amount that represents 

more than 20% of Mozambique’s GDP.  And this 
is for only two LNG plants, the first phase of de-
velopment. While the pace of potential further 
expansion is entirely uncertain, construction of 
additional LNG plants may begin prior to the 
arrival of significant government revenues from 
the initial phase. This would require additional 
borrowing, again in the billions of dollars, for 
the State to retain its percentage share. 

VI. The Financing Challenge 
In seeking to finance a significant share of a ma-
jor LNG development, Mozambique is entering 
into uncharted waters. A number of developing 
country LNG producers own a stake in the proj-
ect. But they were either already major petro-
leum exporters or were “carried” through devel-
opment. In some cases, both conditions applied. 
Table 3 lists developing country LNG producers 
and their financing approach.3 Indonesia and 
Nigeria provided their own financing for their 
LNG project, but they were already major petro-
leum producers with substantial revenues from 
the sector. And on numerous occasions, the Ni-
gerian petroleum company has been unable to 
pay its share leading to substantial construction 
delays. 

Papua New Guinea (PNG) is one of the few ex-
amples of a developing country that has sought 
to finance a substantial stake in LNG develop-
ment without recourse to either significant ex-
isting petroleum revenues or a “full carried” 

Exploration Phase 
2008-2012

Development Phase
2012-2020

Production Phase
2020-2050

Government Share of Development 
Costs:  Paid in Response to 

Company “Cash Calls” Dividend Payments 
Delayed by Investment in 

Subsequent Phases20% Cost Overrun
State Share=$450m

Initial State Share
15% of $15b =n $2.25b

Repayment Timeline 
Depends on Financing 

Arrangements

Figure 1: State Contributions to the Development Phaseto
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interest (See Textbox 2). It is therefore perhaps 
the best example of the challenges that Mozam-
bique will face. 

Reports suggest that the IMF is encouraging 
Mozambique to forgo its right to a stake in the 
Rovuma Concessions. It is clear however that 
the government still plans to secure an owner-
ship stake in the Rovuma Basin development. 
The national oil company (ENH) sees this as a 

stepping-stone on the path to becoming a fully 
operational petroleum company. 

Based on our analysis, it is hard to imagine that 
the State will be able to retain its full share. And 
if they choose to pursue some degree of State 
ownership, it is hard to imagine that it will not 
carry with it financial costs and risks that have 
the potential to exceed any potential benefits.

Table 3: Developing Country LNG Financing

 LNG 
Producer

Year of First 
Production

% State 
Ownership

Carried 
Development

Oil Producer  Before 
LNG

Libya 1970 50% Yes Yes
Algeria 1971 51% Yes Yes
Indonesia 1977 10% No Yes
Nigeria 1999 50+% No Yes
Trinidad 1999 None N/A No
Egypt 2005 24% Yes Yes
Eq. Guinea 2007 None N/A No
Perúu 2010 None N/A No
Angola 2013 20% Yes Sim
PNG 2014 19.6% No No
Mozambique 2020 15% No No

No ownership Carried in Development Not “ Carried”

Textbox 2: PNG and the Challenges of Financing LNG

In 2007, planning began for a 6.6mtpa two-train LNG facility led by a PNG subsidiary of Exxon.4 
Estimated costs were $11 billion, with production to begin in 2013. Government revenues over the 
25-year lifespan of the project were estimated at $31 billion, with substantial revenues beginning 
after about 10 years of production.5

When construction began in 2010, estimated costs had increased to $15 billion. Financing was 
based on a mix of 30 percent equity and 70 percent debt. Private sector financing was complex, 
involving five Export Credit Agencies and 17 commercial banks.6 The cost of commercial financing 
adds an estimated $3.5bn to total project costs. 

The Petroleum Law in PNG provides for a 22.5% ownership stake in all projects.7 The government 
also owns a 17.6% share in the PNG-registered company OilSearch that held a 29% stake in the 
LNG project. 

The exploration and production contract provided for a partial carry – the State was required to 
finance its share of development costs up-front. The PNG Prime Minister at the time was adamant 
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NOTES
1 See for example, Charles McPherson, State Par-

ticipation In The Natural Resource Sectors: Evo-
lution, Issues And Outlook, IMF, September 24, 
2008, p. 11-13. 

2 Interest charges are LIBOR +1% compounded 
quarterly. The Gas Master Plan assumes a total of 
2.1% that would yield interest payments of $20-30 
million.  

3 Cut off for final column “Oil Producer before 
LNG” was 500,000 barrels of production per day.

4  The largest private sector equity participants are 
ExxonMobil affiliates (33.2 percent) and Oil Search 

(29 percent). The PNG government owns a 16.8 
percent stake, mostly through the Independent 
Public Business Corporation, and landowners own 
2.8 percent. 

2 LNG from the project is fully contracted to four 
key buyers, comprising TEPCO (1.8 MTPA) and 
Osaka Gas (1.5 MTPA) from Japan, CPC from Tai-
wan (1.2 MTPA) and Sinopec (2.0 MTPA) from 
China. 

3 Of the $US14bn in financing, $US8.3bn came from 
export credit agencies, $US1.95bn from uncovered 
commitments from a syndicate of 17 commercial 
banks, and $US3.75bn from co-lending from Exx-
on Mobil. The ECAs involved included Australia, 

that twin objectives be met: that there be no reduction in the percentage of the state’s equity share 
and that it the financing mechanism should not result in increased public sector debt. This required 
an innovative and ultimately controversial mechanism to raise more than $1.1 billion. 

Using what is known as an “exchangeable bond”, the government negotiated a future swap in shares 
held in Oil Search for up-front funding of the capital contributions required by its stake in the LNG 
project. In effect, the government sought to trade its indirect interest in the LNG project (through 
its shares in OilSearch) to pay its direct equity stake.

The specifics of the deal are as follows: 

The PNG government transferred its 17.6% share in OilSearch (a PNG company listed on •	
the Australian Stock Exchange) to the Independent Public Business Corporation (private 
company wholly owned by the PNG government); 

The IPBC then pledged its 17.6% stake in OilSearch to Abu Dhabi’s International Petro-•	
leum Investment Company (essentially the AD sovereign wealth fund) against a five year 
exchangeable bond worth $1.1 billion on the Australian Stock Exchange;

The $1.1 billion was deposited in an escrowed bank account from which the Government •	
paid its share of the capital expenditure of the PNG LNG Project;

In 2014 the bonds will be redeemed at a pre-established price of $8.55 per share (with com-•	
pensation from the government if the share price is lower) and the IPIC will acquire PNG’s 
entire 17.6% equity stake in Oil Search.  

As the exchange bond has yet to be redeemed and LNG production has not yet begun, an overall 
assessment of the approach is not possible. Some interim conclusions can however be drawn. 

Although proponents of the deal still claim that it did not increase PNG sovereign debt, no •	
one involved in PNG macro-economic analysis agrees. It is universally accepted that the 
exchange bond constitutes a state liability. The PNG Treasury concluded that State liabilities 
from the PNG project amounted to 19% of GDP. 

The value of the exchange bond depends on the share price of OilSearch. If the share price is •	
less than $8.55 on redemption, the government will be required to pay the difference. When 
OilSearch shares dropped to less than $5, the additional funding required would have been 
around $750 million. One year from redemption, the current share price of $7.50 would 
still 
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the United States, Japan, China and Italy. The expo-
sure of the commercial bank was very minimal. The 
US$1.95bn loan was spread amongst 17 banks.

4 Esso Highlands (subsidiary of Exxon) 33.2%; Oil-
Search 29%; Santos 13.5%; JX Nippon Oil and Gas 
4.7%. 

5 The main reason for the increase was due to cur-
rency fluctuations ($1.4bn) including the high 
Australian dollar and PNG kina. Work stoppages 
accounted for an additional $1.2 billion while 
building and drilling costs and adverse weather ac-
counted for an additional $700m.
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