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FOREWORD

It gives me great pleasure to present the 20Qi&rter Budget Implementation
Report. Budget implementation has attracted a great deal of attention in the 2009
fiscal year. This is not surprising as the Federal Budget is our principal policy
instrument for allocating public resources among compeatiogsmomic needs,

and holding the Ministries, Departments and Agencies of Government responsible
for the expenditure and revenues over which they exercise control.

Section 30 of thd-iscal Responsibility 28067 mandates the preparation and
publicationof Quarterly Reports to monitor and evaluate the implementation of
the Annual Budget. These Quarterly Reports are required to be published to the
Fiscal Responsibility Commission and the Joint Finance Committee of the National
Assembly, and are to be Wyddisseminated to the general public and other
stakeholders through electronic and other media. The 2@@%arter Budget
Implementatin Report was duly publishedNtay and the "2 Quarter Report
continues this reporting tradition.

| commend the Budgeffice of the Federation for the hard work and effort

involved in preparing this"2Quarter Budget Implementation Report. | also

recognize the important role of both the Fiscal Responsibility Commission and the
Nati onal Assembl y desnpdmatingtestpiacticnic prblicC o mmi t
financial management, and look forward to continuing our cooperative work in this
regard. Finally, | commend theaders of our igear budget implementation

reports for taking time to examine their contents and scrui ze t he Govern
performance in delivering on the promises inherent in the Budget. In this way, we

can all contribute towards ensuring value for money in the utilization of public
resources for the benefit of all Nigerians.

Dr. Mansur Muhtar, OFR
Honorable Minister of Finance



PREFACE

Under theFiscal RespontsibAct 20Q07the Budget Office of the Federation is
responsible for assisting the Honorable Minister of Finance to monitor and
evaluate the implementation of the Annual Budget. Therte@ly Budget
Implementation Reports are one of manyear reports prepared by the Budget
Office of the Federation, and complement our-¥adfr, and FuNear Budget
Implementation Reports. Thisyiear reportindunction is part of our effortsit

the Federal Ministry of Finance, to promote budget openrasgpattency and
credibility akey componesbf our public financial management reforms.

A unique feature of tH2009 Budgeas the greater emphasis placed on measurable

targets and outputs awsi which the performance of Federal Ministries,
Departments and Agencies (or MDAs) may be assessed. Accordingly, our periodic
reporting work is in line with Mr. Presi
be placed on monitoring and reporting anabtual deliverables to be achieved by

the MDAs with the financial resources made available to them.

Budget implementation has faced several challenges so far in the 2009 fiscal year.

On the revenue side, the Government has been faced with lowarojaeted

receipts bboth oil and nofoil revenue. On the expenditure side, average capital

budget implementation by the MDAs was rather low in the first qUdnter.

Budget Officeds March 200t8on\Weexkcstiorop | det
of capial expenditure and throughout the second quarter of 2009 MDAs have
worked to ameliorate these constraints. This has contributed to a higher capital
expenditure execution rate in the second quarter of Réd@nue performance

has improveth the second guter of 2009 due to higher oil prices.

However, there is still considerable scope for greater efficiency in both revenue
collection and budget execution. We expect theisesto improve in the final
guarters of the year.

This 2" Quarter Budget Implentation Reporis a product of the collaborative
work of various Departments of the Budget Office of the Federation. |
congratulate the members of the team whose industry and collective efforts
resulted in the preparation of this Report, and wish themn sieeess as they
continue this important reporting work.

Dr. Bright Okogu
Director-General, Budget Office of the Federation
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EXECUTIVE SUMMARY

The 2009 Budgeibcuses on enhancing the efficiency of government expenditure

in view of critical resource limitations and ensuring macroeconomic stability. One
approach adopted in the budgeting process was the bhiiayg project and

programme in the budget to detables associated with tRBoimt Agenda and

the Governmentds other high | evel policy

In the first half of 2009jatafrom the NBSdemonstratethat economic growth
was relatively robust and driven by growth in theoih@®ctor, particulgrithe
agricultural sector. Oil production avel&yé million barrels per daynbpd in

the second quarteompared t®.05mbpd for the first quarter according to data
from NNPC. Headline inflatioron a year on year bagias 11.2%down from
14.6%as at the first quartavhile broad money (M8jew by 4.2% over the same
period. However, inteserates remained high with the weighted average interbank
call rate falling to 18.6%he DAS/WDASRDAS rate depreciated by 17.2% year
on-year to N148.2/US%he BDC rate also depreciated by 20.7% to N166.14/US$
over the same period whillee external reserve levels dropped to }J8$billion

by the end of June 2009.

Revenue from both oil and noit sources were below projectitorghe firsthalf

of 2009 The aggregate revenue available for distribution to the three tiers of
government fell short of projected estimate h78. Dillion by N161.33billion

(or 5.7%0). At the Federal Government Budget level, oil revenue underperformed
by N%.7 billion (or 19.5%%) relativeto the projected level of484.54 billion.
Similarly, nowil revenue underperformed by20%.23billion relativeto the
projected level of M11.38billion. The total revenue available for implementation

of the Federal Government Buddeicluding the budgeted unspeatabce of
N150billion for the firsthalf of 2009 from the 2008 financial year), consequently
fell short of its budgeted estimate af,NB2.6billion by N363.43billion (or
32.096). This development shows clearly the ogakeof implementing tR€09
Budgein the firsthalf of 2009

The 2009 Budgetllocatecdhbout93 2% of the capitabudget to prioritgectorsn

| i ne with t heSvehgbinti Agendatlotah teleases dos-GN
budgetargexpenditure in the first haif 2009wasN1.47 trillion. Of this amount,
recurrent (notdebt) expenditure was N829.94 billion (or 56.46%), recurrent (debt)
expenditure N100.04 billion (or 6.8%) wbdshbackedcapital expenditure and
statutory transfensere N449.88 billion (or 30.06%) and N97.89 billion (or 6.6%)
respectively.The FGN cashbacked releasesthe first half of the year achieved
about 95% othebudge¢d amount



The @pital budget implementation averatfai%o in the firsthalf of 2009.e.,

N19808 billion out of N449.88billion caskobacked by the Office of the
AccountaniGeneral) Although lower than expected, this represents a significant
improvement over the first quarter performance of about Qi%e 44 MDAs
assessed, 25 (or 56%) of the MDAs (including Works, Power, Police, Education
and Transport) performed below the overall average while 6 (or 14%) of the MDAs
performed at an average rate of between 42.92% and 70%. However, 12 of the
MDAs (or 27%)utilized over 70% of the capital vote released to them. Of note in
this categorgre the FCTA, Aviation, and Niger Delta which improved from below
average performance in the first quarter to 70.85%, 77.25% and 100% respectively
in the half year. Rilmermore, a number of MDAs including Power, Police,
Education, and Transpavhoseperformance isriticalto the achievement dis

admi ni st r #¢int Agerila have eongstently performed below average
over the period.

In order to monitormd eval uate MDAsO | mgapiteiment at i
budget officials from the Budget Office in collaboration with officials from
selectedDAs conducted field visits to review specific capital projects. This review
revealed practicesich are reported more detail in this Report.

In conclusion, due to the global economic crisis and the situation in the Niger
Delta region, there has been a significant shortfall in oil aod rerenue. The

Federal Ministry of Financéts Budget Office and theash Management
Committeehave howeverworked in partnership with MDAs to ensure that the
priority areas in the Seveaint Agenda receive significant funding. Although the
utilization of funds by MDAs remains belewpectationthe average rate of
utilization of capital releasdsas improvedsince the first quarteAs MDAs
undertake measures to accelerate the execution of their projects and programmes,
the rate of capitaltilization shouldincreasan the third and fourth quars
contributing to the achievementliSAd mi n i s SavexRointdgedds.

Vi



1.0 INTRODUCTION

1. The @ntraltheme of the2009 Budgetvason the actual deliverabldisat
Ministries, Departments and Agencies of Government (MRAS) expected to
complete In line with this objective, th#009 Budgeprovided a platform for
wealth creation, poverty reduction awubtained economic diversification
enhancingron-oil sectorgrowth The Budgegavepriority to completingn-going
projects in the key sectors of the economy. The investmentseisettiers were
aimed at improving the quality of life of Nigerians, engendering sustainable
development andas encapsulated ithe Sevefoint Agenda of this
Administration addressing infrastructural inadequapasicularlyin power and
transportation, human capital developpfentd securityand thedevelopment of
theNiger Delta

2. Based on a number of key assumptitmvging fromthe Mediumlerm

Fiscal Framework (MTFF) upon which @@9 Budgetvasbased the total
revenue accruable for distribution tottireetiers of government was projecid
N1,791.7illion forthe 200%df-year.This revenue target was not met dubeo
underperformancef both oil and notil revenue. In order to maintain essential
expenditures the Government augmented revenue with funding from the Excess
Crude Account and domestic borrowing.

3.  Totalgovernmenbudgetargxpenditurén the first half of 2009 fell short of
the budgeted estimate of N1,55(8&on by N80.74 billion (06.226). While
virtually albf the recurrent obligatiomgeeremet,only about 8.68%6 of the capital
budgetvote was cashbackeddue to revenue shortfalowever, the statutory
transfers were fulgxpendeavithin the period.

4. The remainder of this report is organized as follows: Chapter 2 undertakes a
conciseanalysi®of revenue and expenditure in the first 682009 Chapter 3
presents a macroeconomic analysish@feconomic environment fdwudget
implementationvithin the periodChapter 4 provides a detaiégtount otapital

budget implementatip@hapter 5 provides a brief conclusion to this report.

! This is discussed in more detail in the 2009 First Quarter Implementation Report
1



2.0 FINANCIAL ANALYSIS BTHE 2009 BUDGET IMPLEMENTATI®

2.1 Key Assumptions and Projections
5. The 2009 Budget was based on the Medarm Fiscal Framework
(MTFF).Table Isummarizessoneef t hi s fr amewor kds key

Table 1: 2009 Budget: Kessumptions and Targets for 2009 Budget

S/N|KEY ASSUMPTIONS & TARGETS 2009
1|Projected Production (in mbpd) 2.292
2|Production Quota (in mbpd) 1.88
3|Actual Production (Average [in mbpd] over first quarter) 2.05
4|Budget Benchmark Price (per barrel in US$) 45

Technical cost of JV pbl to Oil Companies:
5|Operating expenses (T1) in US$ 6.38
6|Capital expenses (T2) in US$ 4.93
Technical cost of PSC/SC pbl to Oil Companies:
7|Operating expenses (T1) in US$ 7.46
8|Capital expenses (T2) in US$ 14.88
Technical cost of Gas:
9|Operating expenses (T1) in US$ 0.34
10|Weighted average rate of PPT - JV Oil 85%
11{Weighted average rate of PPT -PSC/SC Oil 50%
12|Weighted average rate of Royalties - JV Oil 19%
13|Weighted average rate of Royalties - PSC/SC Oil 1.75%
14{Average exchange rate (NGN/US$) 125
15(VAT Rate 5%
16|CIT Rate 30%
17|Weighted average import duty rate 14%

Source:Budget Office of the FederatiamdNNPC

6. These assumptions wéine product ofan extensive review and analysis of
underlying economic conditio®r instance, the oil revenue assumptions were
adjusted for the risk of disruption to oil production given the challenges in the
Niger Delta. The security situation there has further impacted revenues by causin
shifts in oil production from Joint Venturebich yield more revenue to the
Government to other less favourable business arrangediarntsland Table2

below give a picture of the arrangements.

2



Chart 1: Breakdown of Oil Production by Business Arrangeme Bty
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7. The 2009Budget was based on an assumption of crude oil production of
2.292 million barrels per day (mbpoinpared to the assumption245 mbpd
projected fothe 2008 Budgef Budget Benchmark Priceld®$45 per barrelas
adopted in view of the falling international price of oil and revised price
expectations for the 2009 fiscal y&€he weighted average rate for majdaxes
accruing to the Federal Government and otitarate shown ifable.

2.2. Analysis of Revenue Performance

8. Based on the key assumption3able Lipon which the 2009 Budget was
drawn up, the total revenue accruable for distribution tdhthke tiers of
government was projected to #895.85billion for eachquarterand™1,791.7
billion for half year ending in June 2@898wever, oil production averaged
mbpdas at end of the second quartexgasnst the 2.292bpd budgetetbr 2009
This oil production shortfall antlle underperformance of naoil revenuexplain
thenonachievement d@ghe projected revenues as at end of the second .quarter



Table2: Detailed Assumptions for Oil Production and Taxes

SHARE OF OIL PRODUCTION PERCENTAGE
Joint Ventures 47 .99%»
Alternative Funding 13.18<
Production Sharing Contracts 33.162
Independents 4.58¢24
Service Contracts 0O.44¢24
Marginal 0O.6524
Total Production 100.00°<
PPT Rates

Joint Ventures 85.00%»
Alternative Funding 85.00>
Production Sharing Contracts 50.00%»
Independents 85.00%
Service Contracts 30.00%»
We i g ht e d aver age o J 85.00%
Weighted average - PSC/SC 49.70%»
Royalty Rates

Joint Ventures 18.50%
Alternative Funding 18.50%
Production Sharing Contracts 1.75¢4
Independents 18.50%
Service Contracts 1.75¢24
We i g ht e d aver age o J A8.50%
Weighted average - PSC/sSsC 1.75¢e4

Source Budget Office of the Federation dimel Nigeria National Petroleum Corporation

9. The grossfederally colleittie revenue for 2009 was projectedddi3053

billion with a quarterlgnd haHyearestimate ofN1,326.32 billion and2,652.6

billion respectively. Out of this sum, oil revenue was projected to contribute about
58.71% while the balance of 41.29% was expected to come froinsparnces.

That isN3,114.82 billigr{or half yearly figure &1,557.41 billionyvas to come

from al sources while the balanceN#,190.8 billion (and half yearfyrojection

of N1,095.23 billion) was expected fromroibsources and other n&ederation
Account items.



Oil revenyerformance

10. On the oil revenue sideude oil sales underperformed ag#mediudgeted
estimate of N923.21 billion by N91billion (or9.94%) as at end of the second
guarter.Petroleum Profits TaxGas Tax, and Gas satewilarly underperformed
againstthe budgeted estimates 081939 billion, N23.9 billion, and N126.62
billion by N43.66billion (or13.6%6), N23.9 billion (or 100%), and N82.33 billion

(or 65.02%) respectively. HowevaydRies exceedelde budgeteedstimate of
N159.71billion by N22.14 billion (or 13.86 for the period.Indications from

NNPC suggest that improvement in receipts in January 2009 from oil companies,
which were indebted to government, is largely responsible {®t¢hise sekable

3 below).

11. The net oil revenudafter allowing for costs and other deductions)
underperformed against th@jections for théalf year of 2009 by N195.4 billion

or 19.56%. Similarlyet oil revenue receipts in the second quarter fell short of the
guarterly budgeted estimate of N49%#libn by N148.98 billion (or 29.82%)
while against performance in the first quarter, it declined by N102.56 billion (or
22.63%).This underperformance was attributed to the inability to achieve the oil
production target of 2.292bpd.

NonrQil revenperformance

12. Revenue from neail taxes ha been increasing considerably in recent
years and this trend is expected to continue as reforms by the FIRS and NCS begi
to yield results. The Federal Government in 2008 revised the Common External
Tariff (CET) Book and also introduced fiscal policy mesasimed at expanding

the production base and stimulating the economy. These measures were in th
form of offering some protection to domestic industries, reducing operating costs
and providing appropriate incentives for investors, among others.

13. The nonoil tax revenues are premised on rite@n assumptionsf a
significangrowthratein the relevant bases toe different taxes, the effective tax
ratio of collection, and an efficiency factor to account for the operational
improvements in the various tkministration agencies. The underlying tax bases
for CIT, VAT and Customs Duty are Nominal Glgble for CIT, Consumption
liable for VAT and Import CIF respectivejowever, a number of factors
including the ongoing global economic downturn with ptscihon the GDP and



international tradbave contributed to underachievement of theoromvenue
projections in the first half of 2009.

14. In resposeto the anticipated impact of the global economic crisis, with
particular note of its impact omil revenues, the Government focused on
expanding the volume of revenues derivable froroiheaurces. Emphasis was
placed on identifying and implementing measures to improve the efficiency and
effectiveness in collection of ramhrevenueeceiptdythe appropriate agencies.

15. In the first quarter of 2009, the roih revenue receiptaichieved only

about 661% of the budgeted quarterly estimdtesvever, the nonil revenue
receipts for the first half of 2009 was N552.64 b{ilmnN280.86 billion or 33.7%

less than théudgeted estimate of N83®iHlion for the period). The aggregate
Value Added Tax (VAT) receipts for the first half of 2009 was N222.21 billion
representing a shortfall of N67.79 billion (or 23.38%) frotoutiigeeted estimate

of N290 billion. Compared to the quarterly estimates, the VAT receipts of N108.81
billion in the second quarter underperformed by N36.19 billion (or 24.96%) while
against the first quarter level, it declined by N4.58 billion (or 4.0dUghThe
Companies Income Tax (CIT) and Customs and Excise Duties (Customs) receipts
improved over receipts in the first quarter, both fell short of the quarterly estimates
of N146.75 billion and N125 billion by N44.47 billion and N60.64 billion
respectigly. (Please sé&able delow). Consequentlyet of collection costs, the
non-oil revenues as at the end of the second quarter performed below the budgete
estimate of N792.66 bhillion by 33.55% (or N265.93 billion).

% See the 2009 First Quarter Budget Implementation Report
6



Table3: Net distributable revenas at June, 2009

AI\TSSIQ\L URTERLY | HupveR | 20 | 20092° | 2009Haf |  vARINCE2'™ VARV\NCEZN:T ngguﬁz
SIN DESCRIPTION BUDGET | BUDGET | BUDGET QAUCATE\ELR QAUCATTJI\ELR Year QUAR%\[*YTE;#MATE QUSTESRI H(/;Lu;f?g
Mbns [ Nbns | Nbns | Mbns | Nbns | Nbns | Nbns | % Nbns | % [ Nbns %
OIL REVENUE
1/Crude O Sales 184642 4616 92321 47281 385 83149  (103.02) -22.32| (L1429)| -2417% (91.76) -9.%4%
2|Petroleum Profit Tax (PPT) 638.7 159.7 31930 1493 1264 2573 (33.26) -2083%  (2287) -15.32% (43.66) -13.67%
3Royalies 3942 7984 15971 98] 8299 18183 313 3902%  (1588) 16079 2214 1386%
41Gas Tax 41.8( 119 239 0 0 (12.95)| ~100.009 (23.90) -100.00%
h|Gas 2532 6331 12660 261§ 1811 4429 @s20) 713 BO7| -30.829 (8233 -65.02%
6Others 9.14 2.9 45 0.6 0.74 14 (153)| -66.70% 009 1276% (3.14) -68.58%
7|Sub-Total 311482 77870 155741 74789  586.87 133476  (191.84) -24.64%  (161.02)[ -21.53% (222.65) -14.30%
8/Joint Venture Cash Calls (JVCCs) 81811 20454 40908  178.0. 18341 36150  (2Lo7| -10.30% 543] 3059 (47.58) -11.63%
9|Derivation 298,56 74,64 149.2 67.71 523 12009 (2226 2082  (15.33) -22.64% (29.19) -19.55%
10Excess Crude, PPT, Royaty 0 0 2004 0479 95 048 (48.56) -99.02% 49.52
10Sub-Total 199809 49957 999.04 45310 35054  803.64 (148.98)| -29.82% -102.5Q -22.63% (195.40) -19.56%
NON-OIL TAXES
13Value Added Tax (VAT) 580.01 1450 2000 1133 1088 2021 (36.19) -24.96% (458) 4044 (67.79) -23.38%
14/Companies Income Tax (CIT) 537,01 14673 29350 10134 1022 20367 (4447 -30.30% 094 0929 (89.88) -30.62%
15(Customs & Excise Duties (Customs) 5000 1250 200 62.49 64.3 1268]  (60.64) -48.51% 190 3059 (123.19) -49.28%
16{Sub-Total 1667.00 41674 83350 277.18§ 27549  552.64  (141.30) -33.91% (L74) -0.63%]| (280.86) -33.70%
Less:
17 Cost of Collectidn i BXT 58 14 454 43 889 (L4 49  (018) A0 (71) -2338%
1§ Cost of Collectiqn i 24T 58] 17 405 409 814 (178 3030 004 092 (360) -30.62%
19 Cost of Collectign i 30fstoms 175 437 451 8.8 (4.24)  -48.51% 013 305 (8.62) -49.28%
2070 FEDERATION ACCOUNT 102850 25713 51426 15531  158.04 31341  (99.09) -38.54% 267 1.72%| (200.85) -39.06%
2UTOTAL FEDERATION ACCOUNT 302661 756.64 151330 60847 50854 1,17.09 (24807 -32.79%  (99.89)[ -16.42% (396.25) -26.18%
22TOTAL NET NON-OIL REVENUE 158537 39631 79266 26423 26250  526.79  (133.83)[ -33.77% (L73)| -0.65%]| (265.93) -33.55%
23TOTAL VAT POOL 556.80 13920 27840 1088q 10444 21331  (A7A[ -2496%  (440)| -4.04% (6508 -23.38%
TOTAL DISTRIBUTION
1|Federation Account 302661  756.65( 15133) 60847 50858 111705 (248.07) -3279%  (99.89)| -16.42%4 (396.25) -26.18%
2|VAT Pool Account 556.80|  139.20 21840 10886| 10446 21332  (3474)| -24.96% (440) 40494 (65.08) -23.38%
3|Grand Total 358341 89589 179170 71733 61304 133037 -282.81 -3L57%  -104.29 -14.54% (461.33) -25.75%

Source The OAGF and Budget Office of the Federation



16. Chart delow gives a pictorial overview of the revenue projections compared
to the actual performander the firsthalf of 2009. The clear picture emerging
from this is that Crude Oil Safe#l short of the projected sales figwtele oil

taxes performed below projected levels. SimildHg, non-oil taxes under
performed significantly against projections duringathpat of 2009.

Chart2: Projected Vs Actual FAA@/enueseceiptgas atlune2009
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17. Total distributable revenue in the second quarter was N613.04 billion. This
represents as shortfall d282.81billion (or 31.57%) compared to the budgeted
guarterly amount of N895.85 billi@nstributable revenue underperformed due to

the poor performarcof oil and notwil revenue. Btoil revenue performed poorly
mainly because, duedisturbances the Niger Deltaoil production renained

below its budgetedolume Non-oil revenue performed below expectations
because of shortfalls in VAT, Customs and Elifthermore, the distributable
revenue in the first quarter exceeded the second quarter performance by N104.2
billion (or 14.54%) hisdata are presentedliable above.

At the end of the second quarter, the total actual amount distributable to the three
tiers of government wdd$1,330.37 billion, representing a revenue shortfall of
about N461.33 billion (or 25.75%hart 3elow,shows the contribution of the
revenue sourcés this position.



Chart 3: Breakdown @bntribution to DistributablBevenue (as at June 2009)
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2.3 FGN Budget revenue sources

18. In line with theexisting revenue har i ng f or mul a, t h
revenue from the Federation Awat for 2009 is estimateddt,516.7 billion with

other noRFAAC revenues ontributing to a projected aggregate revenue of
N2,265.21 billionAs presented iffable4 below, a inflow of aboutN1,132.6

billion was expectdyy end ofJune 2009.

Table 4 Projected I nflows to the 2009 Feder a

DESCRIPTION BUDGET ACTUAL VARIANCE
(Half-Year)
Revenue inflows for the Federal Budget (CRF) Annual Est. (Jan-June) | First Quarter 33;?2? Zﬂﬁ:ﬁ; Acétzlglstss %
a |Share of Oil Revenue 969,071.32  484,535.66 219,771.92 170,013.14 389,785.06 (94,750.60) -19.55%
b |Share of Non-Oil 882,754.20  441,377.10 119,754.16 116,389.66 236,143.82 (205,233.28) -46.50%
Share of VAT 77,952.00 38976.00  1523908) 1462447  29,864.34 911164 23389
Share of CIT 273,307.2 136,653.60 4718512  47,62067  94,805.74 4184789 -30.62%
Share of Customs 2552500 11276250  28,169.7%  29,0286] 57,1984 5556408  -49.289
Independent Revenue 305,970.0 15298500  29,15940 2511590  542753)  -98,709.7  -64.52%
¢ |FGN's Share of Actual Balances in Special Agcts ~ 48,565.74 24,282.84 0.00 0.0 0.00  (24,282.88) -100.00%
d [FGN's Balances in Special Levies Accounts 64,818.21 32,409.14 0.00 0.00 0.00 (32,409.14) -100.00%
e |FGN's Unspent Balances of previous Fiscal Year 30000000  150,000.00 143,243.90 0.00 1432439 (6,756.10)  -4.50%
339,526.0+ 286,402.81) 625,928.88

Grand -Total 2,265,209.55 1,132,604.7 482,769.9*3 286,402.8‘#} FCERYPAE  (363,432.00) -32.09%

Sources: Budget Office of the Federatiand the OAGF

19. As was the case in the first quarter of 2009, all the Federation Account (main
and VAT pool) revenue items underperformed against their respective projections
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in the 2009 Budget as at half yydrhe FGNOs Budget shat
achieved about 80.4%% N389.79 billion) of estimated receipt of N484.54 billion

as at the end of the second quarter. Similarly, aggregailerexenue receipts to
the FGN budget (i ncluding FGNOSs: | nd
Special Accounts, Share of BaknoeSpecial levies Accounts, and Unspent
balances of the previous Fiscal Year) underperformed Hgaprsjections of
N441.38 billion by N205.23 billion or about 46.5% during the pericthldet
abovandChart 4 below).

Chart 4: FGN Budget revendBudget Vs Actual (as at June 2009)
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OilRevenue Value Added Company  Customs & Independent
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Revenue Category

Source:The OAGF & Budget Office of the Federation

200 The aggregate sum of N181.87 bill/i
VAT, CIT and Customs compared to the budgeted estimate of N288.39 billion in
the period. This represents an uspmgformance of this revenue group by
N106.52 billion or 36.94% thdughe second quarter receipt in ttegenue
categoryrecorded an improvement of6R® million over the N90.59 billion
recevedas at the end of the first quarters expected that as the year progresses,
the performance in this category will pick ugheasistorical trend has usually
been forhigher receipts in the second half of the yJé&r.Federal Government
Independent Revenue alswderperformedby N98.71 billion (or 64.52%) as only
N54.28 billion wasealized against the expected sum of N152.99 billion in the
period.

21. An estimated sum of N1,132.6 billion was projected to fund the FGN
budget in thdirst half of 2009. However, as earlier indicated, the &&Gdal
Budgetrevenueeceiptsealized for th@eriod was NB5.93billion bringing the

10



revenue shortfall to N356.68 billion or 36.8%&@ 2009 Appropriation estimated
Unspent Balance of the 2008 Capital vot¢380 billionthough only N221.42
billion was harvested as aggregate balances as at 2a@9arjowever, the
Consolidated Revenue Fund (CRF) had a negative opening balance of N45.6:
billion as at January 2009 while the sum of N32.5 billion capital release-for Multi
yearTariff Order (MYTO) in December 2008 was only charged by the Central
bank & Nigeria in January 200Ehis results in the actual Unspent Balances of
N143.24 billiordrawn, as a financing item, in the first half of theayehbrings
theFGN Budget 0s d@digtto abgua3R.@%m tlee\periadClearb

below shows theercentagdistribution of inflows into the FGN budget as at June
2009.

Chart5: Actual grcentage contribah to the FGN Budget revenuss @t June 2009)

Independent
Customs & Revenue

Excise Duties 9%
9% .

Company Income
Tax

15% Oil Revenue

62%

Value Added Tax
5%

Source:The OAGF and Budget Office of the Federation

22. While receipts fronthe revenue sources fell below projections due
principally to actual production shortfall, the receipts from theilnsources
underperformed against projections for various reasons including the cyclical natur
of the revenue sources, the impact ofjtbleal economic downturn, and the ever
ambitious projection of nemil revenues. $\a direct impact of this, funds were
withdrawn from the Excess Crude Account to maintain essential expenditures.

2.4 Excess Crude Account

23. The Excess Crude AccoufiECA) holds the revenuen excess of the
budgeted revenue that is based on the oil benchmarkrpf0€9, the Federal
Budget was predicated upon a benchmark oil price of US$45 per barrel. Inflows to
the Excess Crude Account (ECA) as at end June 2009 amounted to N49.52 billion
The reduced accruals into the ECA in 2009 clearly reflect the chafiehgesilo

11



production side as well as on the side of price when compared to the situation in
2008.The performance of the Excess Crude Account during the first half of 2009

is presented ihablé.

Table5: 2008 Actual Vs Actual Inflow into the Excess €AIC(as at June 2009

Description 2008 2009

Actual Half Year Half Year

(Jang Jun) (Jang Jun)

bQ. Yy bQ. Yy bQ. Yy
Crude Oil Sales 1728.45 831.30 37.17
Petroleum Profit Tax (PPT 706.03 308.66 0
Royalties 247.56 120.55 12.35
Total 2,682.04 1,260.51 49.52

Source:Office of the AccountarBeneral of the Federation

2.5 Expenditure Developments

24. A total sum of N3.1@ltrillion was appropriated by the National Assembly
for the 2009 fiscal yeaut of this amountiN1.023 trillion (or about 33%yvas

for Capital andDevelopmentFunds Recurrent (noxebt) Expenditures got an
allocation of N1.627 trillion (&24% share of the budgeDebt Service was
allocated N283.686illion (representing .26 of the budget while Statory
Transfers has.4% share of the budget amounting to N16&i6®n. As in
previous years, MDA expenditures had a larger share of the budget with an
enhanced figure of N2&trillion as against tH2008 figure of N1.782 trillion
representingn incease ofl8.54%.This increase in 2009 over 2008 in expenditure
is represented {Dhart elow.

25. I n |line with the Governmentdde nat i
2009 Budget invests in growth and development with an emphasis on the need tc
complete ongoing projects. This was with a view to ensuring real impact on the
citizens despite reduced resources from oil revenue. In this raspct,
allocations to pridy sectors took a substantial percentage of capital approvals
thus: critical infrastructure 45.5%, security 8.7%, land reform and food security
13.6%, human capital development 15.7%, Niger Delta 9.7%, while 6.8% was
approved for other secto€hart further presents this breakdown.

12



Chart6: 2008 Amended Budget vs. 2009 BuigpeenditureProfile
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Source Budget Office of the Federation

Chart7: Priority Sectors Capital Budget allocations in the 2009 Budget
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2.5.1 Non-Debt Recurrent Expenditure

26. Recurrent expenditure has been rising in absolute terms over the last three
years intandemwith the increasing levelsasfnual ggregatexpenditureln line

with revenue constraints, and the need to develop theah&tonomy through
improvements in infrastructure, security, and the real sectors of the etteomy,
Government has taken steps to curb recurrent expenditsiresen irChart8

below, both Personnel and Overhead costs are falling as a percenteggatd agg
expenditure.
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Chart8: Payroll, Overhead & Capital Expenditure Trends §2009)
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27. I n the first half of 200 9ebtréectrrent Fe d
expenditure amounted to N829.94 billion compared to the budgeted estimate of
N793.49 billionRecurrent (nowebt) expenditure exceeded the budgeted estimate
by N36.45 billion (or 4.59%). The operational system of personnel cosiveslease
largely responsible for this variaBgethis practicdgulk release of th@rojected
personnel cost ofome MDAs like the Department of Petroleum Resources,
Petroleum Training Instituteand N g e roveess&as missigng-ood and
Agriculture Organization, Nigéridefencemissions, and the UNESCO Paie

mede to the MDAs at the beginning of the yedihe actual recurrent debt
expenditure in the first half of 2088weverfell short ofits budgeted estimate of
N141.83 billion by N41.79 billion (or 29.46%)tal recurrent expenditure
consequently achieved 99.43% of budget firshbalf of 2009Please s€kable 6
below.
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Table 6: FGN Budget Expenditure and
Budget Actual Variance Variance
Diff btw Diff btw
FGN EXPENDITURE Annual | HaFYear First | Second Half- | 2nd % |Half-Year| %
Budget |Quarter|Quarter| Year |Quarter&|Achieved| Budget & | Achieved
1st Quarte Actual
RECURRENT (Non-Deht)
Personnel Cost 856,892.00 428,446.041 228,331.0p 223,789.6 452,120.6{; 45413  98.01% 2367468 10553
Pension 1615620 8079.0) 2022380 4728700 76510.8) 1806320 16181 428520  94.709
Pension Redemption Funds o 90249] 864990 176748} 37503  9584% 1767483
Overhead Cost 568,493.00 284,24650 119,356.9] 164,275.20 283,632.1] 4491823 137.63% @433  99.78
Sub Total 1586,977.0) 79348850 38593672 4440017f 82993843 5806504 11505% 3644998 10459
RECURRENT (Deht)
Domestic Debts 6,830.4Q 8512401 782936] 91954.4] -1246.25% 6353139
Interest on Ways&Means 283,650.0f 141,825.00  1,351.7§ 669.34  2,021.1¢- 682.41) 49.529 2,021.10 70.549
Foreign Debts 10957.7¢ 876490 19,7226¢- 2192.8§  79.99% 1972266
Sub Total 28365000 141,8250p 5479.12 9455824 100037.3] 89,079.13 1725.79% 4178763  70.549
Total Recurrent 1,870,627.00 9353135 391,415.3l1 53856001 929975.8F 147,1441F 137.59% 5337.65|  99.43
CAPITAL EXPENDITURE
Total Capital Releases (cash-backe( 1,062,556.00 53127800 160,243.1p 289,637.4]7 449,880.63 12939431  180.75% 81,397.37|  84.68Y
STATUTORY TRANSFER
Transfer (15% NDDC) 51,310.o¢ 25,655.0¢ 12,829.40 1282940 12,829.4 1282560  50.01%
National Judicial Council 78,000.0¢ 39,ooo.o¢ 39,000.00 19,500.00 58,500.00- 19,500.00  50.00% 1950000  150.009
Universal Basic Education 2930000 1965000 889134 1076020 1065154 1868.8  121.02% 154|  100.019
Refund of Signature Bonuses 691440 691440 6,914 6,914.40
Sub Total 168,6100D 8430500 4789134 5000400 97,89534 21126 10441% 1350034  116.12
TOTAL EXPENDITURE 3,101,793.0 1,550,896.5) 599,550.34 878,201.481,477,751.88 278,651.1ff  14648% 7314467 95.289
Deficit / Surplus | 836,583.4*- 418,291.7|Z 204,246.91- 994,102.9|L— 364,042.5+-1,198,349.8k | 54,249.15| 87.03Y
FINANCING ITEMS
Signature Bonus 12499700 62,4985 62,498.50
Proceeds of Sale of FGN Properties
Domestic borrowing (FGN Bor| 524,108.0p 262,054.0p 263,000.00 263,000.00 263,000.01 aa6.00]  100.369
Return from ADB 2500000 1250009 1250000
Privitization Proceed 100,000.0) 50,000.0§ 50,00000
International Bond 625000) 3125004 3125000
Sub Total 83660500 41830250 263,00000 26300000 263,000.00 - 15530250 62879
Net Deficit / Surplus 204,246.97- 731,102.9% 101,042.56 935,349.8«* - 101,042.5
Source The OAGF
2.5.2 Debt Service
28. The Feder al Government 0s secur

Fi

N2,320.31 billion as at end of 2008 to N2,487.83 billion as at endfiodt the
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guarterof 2009 to leaveutstandinghe sum oiN2,812.79 billioas at et of the

first half & 2009. Thigepresents a net increase of alkdiz®6 over the 2008
position due to new issuasnoé FGN Bonds andNigeriaTreasury Bill§NTBS)

over the periodlhe outstanding domestic debt figure is made up of FGN Bonds
(63.22%), NIBs (22.82%), Treasury Bonds (13.94%), and Development Stocks
(0.02%)The FGN expenditufen domestic debt service in the first half summed

up toaboutN78.293villion.

29. Data from the Debt Management Office indicate that the Federal
Go v er n me nof externalsdebd askat end of the first qufacteR009 was
US$3,627.5million, representing a 2.5% reduction from the 2008 balance of
US$3,720.36 million as at December 20@8ever, as at end of the first half of

the year, the outstanding externat dielod at about US$3,719.24 millior this
amount, liabilities due taMultilateral Institutions accounted for U3$3,65
million (or &57%) while the balance of ¥89.59million or B.436 was owed to

otha (Non-Paris)categories of creditors. Timereasen the external debt stock
between March 2009 and end of the first half of 2009 was due to additional
disbursements in Multilatehagtitutionsgroupwhich increased from US$3,093.24
million to US$3,219.65 million. The Nearis Club group reduad from
US$534.26 million in March 2009 to US$499.59 million as at end of the first half.
The FGN expenditure oexternal debt servide the first halfsummedup to

N19.72 billion (about SH36.02million).

2.5.3 Statutory Transfers
30. Statutory transfers amgade to the Niger &ta Development Commission

(NDDC), the National Judicial Council (NJC), and the Universal Basic Education
Commission (UBEC). The transfer to the NDD@Qaared towards development

of the oil producing Niger Delta region while thatlerNJC is for the provision

of a secured and independent revenue source for the ardi@élgovernment.

The transfer to UBEC is aimed at funding the Gaovermt 6 s pr ogr al
attainingminimumlevel ofbasic education in the countrythe first helof 2009,
statutory transfers achieved 16.12% over the budgeted estimate of N84.31 billion
This islargelyaccounted for by the advance relead&l6f5 billionto the NJC in

lieuo f t he c dhimmuartsrentitienterstit is expected thailJC will

receive the total amount it has been budgeted to receive in the 2009 budget by th
end of the fourth quarter.

® See Tablé (FGN BudgeExpenditure and Fiscal Accojof this Report.
*This decrease in external debt position was explained in the First Quarter Budget Implementation Report.
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2.5.4 Capital Expenditure Performance
31. In line with thepolicy of transitiomng towards aperformancdased

budgetingsystem aadopted by this dministrationthe Government is committed
to ensuing accountability, transparency ahd judicious utilization of funds
allocated to MDAsIn this regardeffortsare beingnade toinstitute afeedback
mechanismi@ed at deriving value foroneyexpended b¢sovernment on capital
projectswhile ensuring prompt release of Capital Wariaedgsnning from the
first quarter This policy requirs that measurable deliverables by witith A s 0
performance wuld be evaluated shouloe identified and attachedtke MD A's ©
key projects and programntesafford Government the opportity to report on
the implementatioof the annual budget.

32. The total capital budget releaseN460.1 billion, nde up of N187.68
billion, N222billion and N50.41 billion for the first quarter, the second quarter,
and through Authority to Incur Expendity/dE) respectively, was made in the
first half of 2009ndicating a 22.42% increaseaeleass in the second quarter
comparedo the first quarteThe early disbursement of the capibét based on

the 2008 Amendmerudgetaccounts for thisAbout 45% of the 2009 capital
vote had been released as at the yadilr.Of this, the Office of the Accountant
Generabf the Federationashbacked N449.88 billioklowever, a at the end of

the first half of 2009, only N193.08 billion (or 42.92%) of the total amount cash
backed had been utilized by the MDAppéndigof this Reporshows the capital
performance for MDAas at end of the second quarter of 2009, and a comparative
table of MDAsO® capital budge)t wutili za

33. A review of the 44 MDAs reported on (in Appendisigwsthat 26 (or

59%) of the MDAs (includingWorks, Housing & Urban DevelopmeRbwer

Police Affairs/Formation and Command&ducation and Transport)hhad a
utilization rate below the overall average utilization rate of 43i2B6r 14%)

of the MDAs (including Agriculture and Water Resources, Defence, Commerce
and Industry, Interior, and Science and Technology) perfatraecaveragrate

of between 42.92% and 70%. Howeverol27%)of the MDAs utilized over

70% of the capital vote releases to them. Of note in this last category are the
Federal Capital Territory Administration Mini§tnproved from0% in the first
quarter to 785%) the Federal Ministry of AviatiGmproved from 0.79% in the

first quarter to 77.25%and the Federal Ministry of the Niger Déltgproved

from 0% in the first quarter to 100%Wurthermore, it is observed that a number of

®This was discussed in more detail in the 2009 First Quarter Implementation Report.
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MDAs have performedonsstentlybelow the respective overall average rate of
2068% and 42.92% in the first quarter and second quarter respectively. Some
MDA's key to the achi ev e $ergedbint Agendat hi s
including Police Affairs/Formation and Commands, Education, Transport, and
Power were found in this category.

34. Highlights ofthe performance afeven key MDAs sampled in view of their
rdevance tatheac hi eve ment of tevenPsint Agénda, ands t r
their capacity is shown Tiable’ below This extraction from\ppendit shows a
significantly low level of utilization by the sampled MO3me MDAs
substantially increased their utilization rates in the second quarter, but others
actually utilized less funds in the second quarter.

35. A further review of the utilizatioratesindicats that about 9% of the
MDAs with a utilization rat@abovethe overalaverage in the first quarter dropped
significantly in their utilization ratios as at end of the first half of the year. MDASs in
this category include Works, Housing and Urban Development (from 71.68% to
37.76%), and Foreign and Intergovernmental Affam (64.19% to 9.41%).
This may however be connected whih impact of seasonal changes in climatic
conditions on construction projects and heheechanges icapital expenditure
execution rates in some MDA%e Federal Ministry of Agriculture and Wate
Resources achieved a 59.0apital utilization rata the second quarter as against
a6.51%utilization raten thefirst quarter when the planting season was yet to take
off. Chart Qelow further shows the performance of these sampled MDAs. The
I mpl ementation report on these MDAsSO®
of thesecondjuarter of 2009 is presented in the Chapter 4 of this Report.
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Table7z A Sampl e MDAsO Capi dasatdune®ooid g e NS Yrhiilllii o

MDA First Second Payments Total Total Cash Total %age
Quarter Quarter Through Releases backed Utilized Utilization
Release Release AlEs

POLICE FORMATION

& COMMANDS 2,801.43 - - 2,801.43  2,801.43  431.55 15.409
POWER 28,324.87 15,502.48 - 43,827.35 43,827.35 5,778.57 13.18%
TRANSPORT 1,539.85 16,060.20 13,805.28 31,405.33 31,405.33 8,724.73 27.78%
HEALTH 13,633.45  4,577.39 - 18,210.84 18,155.91 4,727.38 26.04Y
AGRIC & WATER RES. 26,887.32 19,799.70 - 46,687.02 46,560.41 27,475.67 59.01%
EDUCATION 12,622.07  3,511.90 - 16,133.97 16,118.70 6,580.51. 40.83Y
FCTA 3,178.63 29,046.37 - 32,225.00 32,225.00 22,832.97 70.85%
WORKS 29,128.87 101,355.19 - 130,484.06 130,484.06 49,265.04 37.76Y

Total average utilization (by all MDAS) 42.92%

Source The OAGF and BOF

Chart 9: Pictorial representation of selected MDAs utilization
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3.0 MACROECONOMIC DEVELOPMENTS AND ANALYSIS

36. From preliminary indications, economic growth in the first half of 2009 was
driven by growth in the naml sector, particularly the agricultural sector. Based on
provisional data from the NBS, agriculturestemated to have made the most
significant contributioto nontoil GDP growthin the second quarter of 20G9s
estimated thakalGDP grew by6.736 in the second quarter as against4i5

the first guarter of t he grlg &etroleundc c o
Information Reporta daily average production2df mbpd was achieved the

first half of 2009which is an improvement over the average production of
2.05mbpd in the first quarter of 20®®owever, this is below the budget
benchmark production target of 2.292mbflthough the Niger Delta crisis
presents downside risks to achieving a higher production rate, we expect tha
production levels will rise as efforts to resolve the conflictegeltsr

37. Starting in February headline inflation began to trend downwards over the
course of the first half of 20(@ata for June 2009 shows a ‘peEayearrate of
11.2%representing dropof 3.2percentage pointsom 14.4% reported at the end

of the first quarter of 2009. According to the NBSirdrmalin headline inflation
yearonyear is largely driven by the food index which peaked at 20% this year in
the month of February but slowed to 13.1% by the end ef Z@O. Core
inflation dropped to singtigit levels, slowing down to 8.5% as at June 2009.

38. Data from the CBN show thatoad money (M2) grew by 14.2% year on
year till end of June 2009. Thewgh was largely driven @gsowth in credit to the
governmenas it grew by 5.7% from May to June 2B0%ever, edit to the

private sector grew by only 0.6% while the Net Foreign Asset position dropped by
0.9% over the same peri@hart10 below shows the inflation and broad money
supply growth between Janu2®@8 and the end of the second quarter of 20009.
The growth in credit to the government has been ascribed to the increase in the
holdings of government securities by Deposit Money Banks (DMBS).
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Chart D: Inflation and M2 Growth Rate
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Source:CBN, NBS

39. The CBN lowered the Monetary Policy RA®R)by 200 basis points to

6% in June 2009 from 8%, a rate which had been maintained for the 3 months
prior to the reductiorAccording to the CBN, this reduction is a part okider
strategy of attaining convarge between the MPR and interbank rates by utilising
indirect monetary easing methods to increase the flow of credit within the system
through restoration dhe interest rate corridofhe key interest rates all dropped

by the end of the second quarte2@d9 when compared to thiewelsat the end

of the first quarter. The average and prime lending rates fé apd6%6
respectively while the weighted average interbank call rate fell from a high of
22.1%6 at the end of the first quarter to 28.8t the end of the second quatrter.
Thetrend ininterest rates between Daber2007 andune2009 is represented in
Chartl1l

40. Exchange rate stabilisation has posed a challenge for the CBN in recent
times; in particular, the volatility in international oil prices has had a major impact
on crude oil earnings and thus the Naira/Dollar exchange rate. In May 2009, the
CBN decided toeturn to a liberalised exchange rate regime as opposed to the
controls that had been introduced earlier in the year. Hence the interbank foreign
exchange market was liberalised and the WDAS replaced the RDAS. According t
the CBN, the data shows increadadility which has led to a narrowing of the gap
between the RDAS and BDC rafidge Naira exchange rate trends against the US
areshown inChartL2below.
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Chartll Interest Rates Trend
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Chartl2 Naira/US$Exchange Rates Trend
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41. Oil revenue was lower in the second quarter08ftB@n the first quarter.

This decline occurred despite increases in the average market price for oil an
average oil production from thest quarter compared to the second quarter of
2009. A reason for this apparent paradox is althbugh average production was

on the increase, there was a shift in production away from business arrangement
(such as théoint Ventureswhich favour th&overnment to other arrangements
(such as theProduction Sharing Contrgctsvhich are less favourable.
Consequentlyil revenues, which account for a large portion bfe count |
foreign exchange earnings, have continued to decline over the setamaf tuar

year. The o u n éxtermabreservegiich haebeen on the decline since late 2008
stoa at US$43.19 billion as at the end of the second quarter oCRaAY3
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below depicts this positiomhe macroeconomic environment as summarized
above provides the backdrop against which the 2009 Budget is being implemented

Chartl3 Nigerian External Reserves Trend

Source:Central Bank of Nigeria, 2009
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