The Oil Drums Of Blood And The Complications of NEITI's 2005 Audit: Unearthing The Shadows
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The Civil Society across the world must rise ufédp Nigeria and it millions of poor citizens reeo\billions of dollars siphoned by
IOCs in Nigeria through extractive indisciplineckéessness and atrocities. The instruments thabeanvoked internationally are:
The USA Foreign Corrupt Practices Act, The USA Ali€ort Claims Act, The Council of Europe instrument Civil Law
Convention Against Corruption which entered intocé® in November 2003, The Council of Europe’s GraifpStates Against
Corruption created in 1998, the 1997 OECD Anti-BrijpConvention, The International Anti-Bribery aRdir Competition Act of
1998, Article 445 of the Spanish Penal Code, amaotyers.
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AFS: Audited Financial Statement

APDC: Addax Petroleum Development Conypa
APENL: Addax Petroleum Exploration Nigetiimited
AENR: Agip Energy & Natural Resourcemlted
AHRC: African Human Rights Court

COMD: Crude Oil Marketing Departmenttioé NNPC
CIT: Company Income Tax

CBN: Central Bank of Nigeria

CEs: Covered Entities

CATEIFFN:  Coalition for Accountability and Trgparency in Extractive Industries, Forestry anthé&fies in Nigeria

DPR: Department of Petroleum Resesirc
ECs: Extractive Companies

FIRS: Federal Inland Revenue Service
FPSO: Floating Production, Storage @fftbading (Vessel)
GT: Government Take

GNM: Guaranteed Notional Margin

IDDC: Intangible Drilling and Develogmt Cost
ITA: Investment Tax Allowance

IDC: Intangible Drilling Cost

IMF: International Monetary Fund

IOCs: International Oil Companies

IFC: International Financial Corgtion

JDZ. Joint Development Zone

MPNU: Mobil Producing Nigeria Unlimited
NSWG: National Stakeholders Working Group
NAG: Non Associated Gas

NNOC: Nigerian National Oil Company

NAG: Non Associated Gas

NEITI: Nigeria Extractive Industry Trgparency Initiative
NAOC: Nigerian Agip Oil Company

NAE: Nigeria Agip Exploration

NNPC: Nigerian National Petroleum Cogiaim
NSWG: National Stakeholders Working Group
NDDC: Niger Delta Development Commission
NPDC: Nigeria Petroleum Development Camp
OSP: Official Selling Price

OPEX: Operating Expenses

PSC: Production Sharing Contract

PPT: Petroleum Profit Tax

POCNL: Philips Oil Company Nigeria Limited
POOC: Pan Ocean Oil Corporation

PPMC: Pipelines and Products Marketingh@any
RAB: Reserve Additional Bonus

RP: Realizable Prices

SNEPCO:  Shell Nigeria Exploration & Pet Co Ltd

WTI: West Texas Intermediate
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Picture 2: Niger Deltans struggling to make ends net while regulators and marketers of Nigeria’s crue Oil
continue to toy with the fate of citizens like this..
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COMPANY PRODUCTION ACTUAL LIFTING STOCK CHANGE
ALLOCATION

ADDAX 13,690,709 12,938,259 752,450
AENR 8,509,709 8,507,709 2,000
AMNI 831,995 775,426 56,569
ATLAS 163,546 193,369 (29,823)
CAMAC 40,987 14,431 26,556
CAV 1,408,276 1,478,265 (69,989)
CNL 54,296,987 54,190,30€ 106,681
CONOIL 725,088 760,000 (34,912)
CONT 13,242,750 14,291,101 (1,048,351)
DUBRI 152,705 160,000 (7,295)
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EPNL 73,750,586 73,501,16¢ (650,203)
EXPRESS 942,703 407,366 535,337
MONI 5,794,198 5,982,132 (187,934)
MPNU 106,409,117z 101,301,20¢ (63,837)
NAE 4,321,441 4,889,236 (506,663)
NAOC 30,629,14C 32,663,551 (1,526,252)
NDPR 141,014 50,000 91,014
NNPC 454,978,91¢ 456,422,852 1,866,691
NPDC 15,070,460 15,376,613 (306,153)
PAN 3,452,686 3,211,052 241,634
PHILIPS 12,367,43C 12,647,481 (280,051)
SEPCOL 655,794 1,311,662 (655,868)
SNEPCO 5,760,557 4,375,860 1,384,697
SPDC 109,570,25¢ 110,689,40z 1,921,319
TOTAL 916,907,111 916,138,451 1,617,617
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PEs Co Ref Reportel by EIC  Reported by CBN Difference
Chevron C15-CNL 1,284,425 (USD) 1,284,887 (USD) 462 (000?)USD
Conoco Philips | C82-Phil 302,800 (USD) 263,341 39,459
EPNL C25-EPNL 2,136,121 (USD) 1,903,050 233,071
MPNL C41-MPNU 2,717,631 (USD) 2,717,631 = -
NAOC C49-NAOC 947,823 (USD) 988,634 (40,811)
Pan Ocean C58-PAN 34,061 33,132 929
SPDC C67-SPDC 3,105,136 3,105,142 (6)(?)
Addax C01-ADDX - 7,350 (7,350)
Total 10,527,997 10,303,167 224,830

There are other areas which seems the Auditorsxdidvant Nigerians understand the mechanistic
template of the Audit but which our organizatiorpéd to take up with the NEITI Secretariat, since
the take off of the Civil Society Steering Committdich our organization is supposed to be in the

membership is being frustrated.
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See below the table as illustrated by the Auditibrs,(earlier) differences and companies affected:

<7 Differences and Companies Affected

Adjustment payment relating to 1999, omitted by pany from its
template

Chevron templates did not include payments madd ®?CON or
COCNL whereas CBN recognized all payments

TOPCON items included by Chevron but omitted by CBN

CBN recorded a higher receipt than the company made
Company included Reserves Additional Bonus notntepdoy CBN
CBN recorded a receipt where the company made yimgat

CBN recorded a higher (net) than the company made

CBN recorded a higher (net) than the company made

CBN on its templates attributed payments to a wrmogpany
Company payment could not be located on CBN teraplat
Company payment could not be located on CBN teraplat
Company payment could not be located on CBN teraplat
Company payment could not be located on CBN teraplat
Company payment could not be located on CBN teraplat

CBN misclassified a PPT payment as Royalty

CBN misclassified withholding tax as PPT

Company did not submit template, nor did CBN regmy receipt
Although there is no difference, this cannot bestared as reconcile
CBN commission accounting

Rounding difference on template

Total net difference

-7350

-6517

5825

-98753

57942

-2397

-21741

-2000

-4255

61200

2421

20725

3326

150

233071

-6

229

1

241871

Addax
Chevron
Chevron

NAOC

NAOC

Pan ocean

Philips

Continental

Conoll

Philips

Conoill

Continental
Pan Ocean
Brass
Exploration
Elf
SPDC

Cavendish

Chevron
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Picture 6: Where is the right of citizens to shelteand sustainable livelihood as millions of lootedlollars
swell in foreign banks?
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Differences of 1, 000 barrels in Escravos

Used Realizable Price (RP) instead of OSP

13,590 differences between 133,121, 491 barredd €@it Production in template P1.02
and 133,107, 901 barrels, total Production volunass reported by Chevron Nigeria
Limited.

Difference of $ 31,011,193.93 between Chevron amtit &alculated on Royalty based on
OSP on data from NNPC-COMD.

The Auditors work revealed that Chevron do not hea&/ Audited Financial Statement in
Dollars but in Naira whereas the PPT returns igdilin Dollars.

It is clear companies are having quarrels with NEdTtemplate, for now, which is secret
document at NEITI from assumption of our organ@aiNiger Delta Budget Monitoring
Group

There is evidence that Chevron has shortchanggdridi through their PPT returns.

The Auditors recommended the following against @rebut ignored by NEITI's NSWG-
“In the light of the Audit trail challenge posed dine audit on this issue, we recommend
that the NSWG carry out a detailed investigatioto ithis issue with a view of establishing
how Chevron have compiled their PPT returns codha past and what steps should be
taken to improve the situation in future”.

The Auditors observed differences of $ 95,685, Hi®&dren Operating Expenses claimed by
Chevron in AFS and PPT returns.

Has NEITI's NSWG asked Chevron to explain the fag®

The sum of $2,711,337 Drilling Project costs ovairmmed in PPT returns.

The sum of $ 140,096,185 being difference betwkerstims claimed as CAPEX in AFS and
PPT returns.

The sum of $152,823,965 written off as adjustmemifCAPEX in the AFS.

DPR approval for Asset worth $182,104,000 dispdse@NL, CGT paid (if any) and 5%
VAT on assets disposed.

The difference of $283,000 between Gases flarenelbie and claimed for 2005.

The $3,734,000 Gas flare claimed as PPT allowatseshould be treated as Gas cost under
CITA which would have reduced the PPT chargeab$t lop same amount.

Chevron’s Carry Cost recovery data template ratef29,222,695 in year 1 and $ 2,498,338
in year 2 and it is difficult to relate either difig to 2005.

There is no linkage in the template submitted bgwbn between the Residual Carry
Expenditure of $9,201,469nin year 1 and $ 629,408ar 2 and how it was recovered from
NNPC'’s share of 60% production in Delta South Cabiyevron needs to clarify this.
Chevron took Carry Qil in excess of what is duearrtie Carry by 818,815 barrels.

Total Carry Capital Cost was shown in the Cheveanglate as $31,721,032 for the two years
while NNPC reported $21,000,000.

Total Tangible Carry Cost for oil per Chevron’s slsdb8,723,523, while NNPC’s template
has $7,877,613.

Total Intangible Carry Cost for Oil per Chevrorgsriplate shows $22,997,509, NNPC's
record shows $13,522,387.

Chevron should reconcile the difference of 118, hkd&els between their production
allocations of 1,301,121 barrels as Carry Oil snHPT Returns whilst NNPC reported
1,208,000 barrels.
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Chevron’s Carry Cost recovery data template rafef31,216,129 in year 1 and $34,552,325
in year 2. It is difficult to relate either of this 2005.

There is no linkage in the template submitted bgwbn between Residual Carry Expenditure
of $14,165,242 in year 1 and $11,383,064 in yeam@®how it was recovered from NNPC’s
share of 60% production in Meji.

Chevron took Carry Oil in excess of what is duearrttie carry by 1,451,406 barrels.

Total Carry Capital Costs was shown in Chevromsptiaite as $65,768,454 while NNPC
reported $52,600,000.

Total Tangible Carry cost for Oil per Chevron’s f@ate shows $30,911,622, while NNPC’s
template has $28,371,734.

Total Intangible cost for Oil per Chevron’s templahows $34,856,831, while NNPC’s
template had $24,228,266.

Chevron should reconcile the difference of 185,k8@&els between their production
allocations of 1,730,020 barrels with NNPC figufed 916,215 barrels.

Chevron declared 1,619,000 barrels as Carry GQisiRPT Returns, whilst NNPC reported
2,129,000 barrels.

Chevron’s Carry Cost recovery data template rafef24,252,244 in year 1 and $-13,320 in
year 2 and it is difficult to either of this to ZR0

There is no linkage in the template submitted bgwbn between Residual Carry Expenditure
of $8,266,468 in year 1 and $-1,114,421 in yean®tzow it was recovered from NNPC'’s
share of 60% in Meren.

Chevron took Carry Oil in excess of what is duearrttie carry by 873,816 barrels.

Total Carry Capital Costs was shown in the Chewademplate as $8,132,227, while NNPC'’s
template has $7,217,791

Total Carry Capital Cost was shown in Chevron’sgkate as $24,238,924, while NNPC
reported $23,339,628.

Total Intangible Carry Cost for Oil per Chevrongsriplate shows $16,106,697, while NNPC’s
template has $16,121,838.

Chevron should reconcile the difference of 210,0éifels between their production
allocations of 1,354,037.

Chevron declared 965,000 barrels as Carry Oisi®RT returns, whilst NNPC reported
1,268,000 barrels.
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Philips Oil used RP instead of OSP to derive tRaiyalty on Crude Oil.

Differences between Philips Oil and NEITI Royalty €rude Oil amounted to $2,004,496
based on the application of OSP data from NNPC-COMD

Philips Oil did not provide the audit with Hydrobain Flows to enable auditors reconcile total
production volumes used for Royalty calculation.

Philips Oil has applied RP instead of OSP and tbezethe basis for computation of Royalty
is wrong and the royalty paid by Philips Oil themas not correct.

The Naira JV AFS bears no relationship to their Afle® PPT returns and the audit template.

The relationship between JV AFS and a covered Esitghare of JV costs should also extend to
costs filed in PPT returns particularly as a sigatft portion of (Philips) PPT costs are deriveahir
share JV costs-Sadly, the inability to establisk talationship in (Philips) cost defeats transpaye

in the completeness and correctness of POCNL'ssbfaiV cost included in the PPT returns. It was
recommended that NEITI's NSWG carry out a detaifedestigation into this issue with a view of
establishing how Philips Oil Nigeria Limited havenapiled their PPT returns costs in the past and
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what steps should be taken to improve the situatidmture. All the stakeholders are still waiting
for NEITI's NSWG to commence this crucial investiga. But it seems the waiting is endless!

Further;

-There is a difference of $1,022,000 between th8 ARd PPT returns for Philips Oil to reconcile.

- Philips Oil should explain the difference of 453000 between Intangible Drilling Cost claimed
by Philips in the AFS and PPT returns.

- There is a difference of $32,911,000 betweerGtuss JV Costs reported by Philips and Nigerian
Agip Oil Company.

A3 > %'A6= .% A= 8

Matters arising for EIf Nigeria Limited:

There is a difference of 1,801,000 barrels betwerport volume used for PPT and
Physical audit reconciled export volume.

Elf Petroleum used RP in the computation of fis@dlie while the Auditor used OSP in the
computation of fiscal value. The difference betw&#riPetroleum and Auditor's PPT Fiscal
Value resultant from the above amounted to $45/3@8based on application of OSP.

Elf Petroleum excluded other income of $8,527,00nfPPT returns.

There is a significant difference of $344,321,0Gfiween total OPEX claimed in PPT
returns template.

There is an over-claimed IDC by EIf Petroleum ia fum of $119,798,000.

Elf Petroleum over-claimed Investment Tax Allowartge$1,234,000.

The sum of $42,021,000 Capital Allowance (CA) wharged in the PPT returns for Non
Associated Gas (NAG) instead of CITA. EIf over-obed Capital Allowance of
$23,112,000.

The sum of $1,782,000 Gas Flare Penalty as PPWallle costs should be treated as Gas
cost under CITA which would have reduce the PPTrgdwble cost by the same amount.
The tax impact of is $980,100.

Elf Petroleum took Carry cost for in excess of wisatlue under the Amenam Kpono 1
Carry by 11,467,394 barrels.

Total Intangible cost for oil per NEITI templatecsts $211,776,970. NNPC'’s record shows
$210,684,690.

Elf Petroleum used 15% on its computation of ITCgas, which is at variance with the
provision of the tax laws. The implication of tlggactice is an increase in Investment Tax
Credit for gas, resulting in higher Residual Cdtgpenditure.

Elf Petroleum to Carry Oil in excess of what is dueler the Amenam Kpono 2 Carry by
15,020,605 batrrels.

There is no linkage in the template submitted HyFettroleum between the Residual Carry
Expenditure of ($22,476,181.50) in Phase 2 for 2808 how they were recovered from
NNPC’s 60% production in template submitted for @arr

The audit noted that the Residual Carry Expenditding29,820,323.76) was not computed
as the difference between the total Carry Tax Edpere of $508,038,468.70 and Carry
Tax Relief of N431, 833,548.40, the audit noticadoinsistent with EIlf's calculation in
Amenam Kpono 1.

Elf Petroleum Residual Carry Expenditure shouldhgedifference between the total Carry
Capital cost of $54,000,000 and the Carry tax frelfe$431,833,548.40, giving a net total
Residual Tax Expenditure of $22,166,451.60 as aydi$29,820,323.76) shown in the
template.

='4A>%86 . .% A= 8
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Matters arising for Mobil Producing Nigeria (unjrited:

Mobil Producing used RP instead of OSP to deried tRoyalty on Crude QOil but Section 2.4
of MoU 2000 specifically requires companies to aidte royalty at Official Selling Price in

the PPTA.

There were 4,158,736 barrels differences betweér284,056 barrels total Oil Production in
template P1.02 and 250,439,792 barrels of totatdoon volumes as reported by Mobil
Producing.

The difference between Mobil Producing and Audity@ty on Crude Oil amounted to
$363,849.44 based on the application of OSP data KNPC-COMD.

Comparing the Oil Production template figure popedaby Mobil Producing which the
Auditors used during the audit, to the revised pobidn table provided by Mobil Producing in
their response as their new submission with amiffee of 36,661,782 barrels.

Factually, Mobil Producing applied RP instead offO&hd therefore, the basis for computing
Royalty is wrong and Royalty paid thereon in natrect.

The Naira JV AFS bears no relationship to their AH&® PPT returns and the NEITI
templates. Inability of Mobil to established thedationship in costs defeats transparency in
the completeness and correctness of Mobil Prodwsiiage of JV cost, including PPT returns.

In the light of the Audit trail challenge posed tre audit to this issue, they (auditors)
recommended that NEITI's NSWG carry out a detailegestigation into this issue with a
view of establishing how Mobil Producing have colegitheir PPT returns cost in the past
and what steps should be taken to improve thetsituan future.

Further:;

Mobil Producing should explain the difference of681388,680 between IDC claimed by
MPNU in AFS and PPT Returns.

There is a difference of $72,765,049 on CAPEX aaldjton which capital allowances have
been claimed by Mobil Producing between AFS and RRrns requires explanations.

Mobil Producing should provide proof of Capital @aiTax (if any) and 5% VAT charged on
the disposal

There is no linkage in the template submitted bybM&roducing between Residual Carry
Expenditure of $17,426,526 in 2005 at Yoho Carry.

Mobil took Carry Qil in excess of what is due untlex Yoho Carry by 19,003,770 barrels.
Mobil’s Carry Capital cost for oil per Mobil's tertgie shows $713,374,931, NNPC'’s record
shows $778,118,752.

Total Tangible Carry cost for oil per Mobil's temape shows $554,483,526, whilst NNPC
record shows $604,230,985.

Total Intangible Carry cost for oil per Mobil’s tehate shows $158,891,403, whilst NNPC'’s
template shows $158,891,403, whilst NNPC'’s temhtevs $173,887,767.

Mobil Producing should reconcile the difference3df271 barrels between their production
allocations of 16, 083,007 barrels with NNPC figafel 6,048,736 barrels.

Mobil Producing declared 9,784,000 barrels as Caityin its PPT returns, whilst NNPC
reported 3,529,000 barrels.

There is no linkage in the (PIP Carry) templatensitied by Mobil between Residual Carry
Expenditure of $36,781,664 in 2005 and how this reasvered from NNPC’s share of 60%
production.

Mobil lifted 10,923,879 in excess of their Carryl ©ntitlement.
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Total Carry Capital Cost for oil per Mobil's tempashows $269,067,637, whilst NNPC’s

record shows $352,000,000.
Total Intangible Carry cost for oil per Mobil's tghate shows $234,986,862, whilst NNPC

template shows $299,431,481.

Total Tangible Carry cost for oil per Mobil's sho#84,080,775, whilst NNPC template shows

$41,010,557.

Mobil should reconcile the difference of 4,211,7B@rrels between their production
allocations of 9,504,816 barrels with NNPC figufé®93,080 barrels.

Mobil Producing declared 9,784,000 barrels as Caityin its PPT returns, whilst NNPC
reported 3,529,000 barrels.
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Here are other extractive atrocities associated WAOC:

NAOC should explain the difference of $3,333,0000UBetween the IDC claimed by the

company in the AFS and PPT returns.

There is a difference of $45,344,000 on CAPEX aoldé# on which Capital Allowances have
been claimed by NAOC in the AFS and the PPT rettivasrequires further reconciliation.
NAOC over claimed ITA in the sum of $10.4 milliorSD.

The sum of $32.6 million ought to have been charggainst CITA instead of PPT. NAOC
claimed CA of $17.9 million USD.

The sum of $2.2 million USD Gas Flaring PenaltyP&PT allowable costs should be treated
as Gas cost under CITA which would have reducd’th€ chargeable cost by same amount.
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Here are the information about SPDC and Extraddieeountability in Nigeria:

Shell used Realizable Prices (RP) for Fiscal Valtrmination.

SPDC did not elect PPT Fiscal Value on the baslkugiier of Actual Sales Proceeds
and OSP as per section.2.4 of the 2000 MOU.

The difference between SPDC and the Audit calcdl®PT Fiscal Value resultant
from the above amounted to $149,342,000 USD basegplication of OSP, election
of higher of Actual Sales Proceeds and OSP basmy wata supplied by NNPC-
COMD.

SPDC took Carry oil in excess of what is due urtderEA Carry by 697,099 barrels.
Total tangible Carry cost for oil per SPDC templase $450,679,315, NNPC'’s
template shows $449,268,227. SPDC should recotiuide (huge) difference with
NEITI/Civil Society Steering Committee.

Total Intangible Carry cost for oil per SPDC temelahows $145,213,666, while
NNPC's template shows $146,624,756. The differenast be reconciled.

There was a discrepancy between SPDC intangible wfi of $146,624,756 and the
reported intangible cost of $145,213,666. We aw#is reconciliation of thee
difference.

NNPC volume is 448,495 barrels higher than SPDQwveks.

88S> %WA6=82A>= '=>5
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Addax Petroleum Development Company used RP icdhgutation of fiscal value while the
Auditor used OSP in the computation of fiscal valliee difference between APDC and the
auditor's PPT Fiscal Value resultant from the abawsunted to $7,307,635 USD based on
the application of OSP.

Explanation/details needed on APDC IDC of $95,8@0,

Curiously, NEITI Auditors noticed that APDC chargexibenditure relating to gas flared to its PPT
returns. The amount involved is $2,470,395. Thet Idoup auditors even though the expenditure
appears genuine business charge, (they) auditersfate view that such should not be a PPPT
deduction, rather; it should be an allowable chagainst Gas income, since it can be distinctly
separated from Oil costs. Therefore, the PPT ferybar under review has been understated by
about $2,099,836- A matter which Nigeria's Civil @tg FIRS intervention, among many other
matters about this Audit for the Tax Watchdog (?).
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