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FOREWORD

It is my pleasun® presentyou this Report which is tlsecondn the series of
Budget mplementation Reparfor 2A0. It providesletailed information on the
allocationand utilizatiorof public financialresources among competing socio
economic needss appropriated in the Federal Budgets. These Quarterly Budget
Implementation Repor&erveas instrumestthrough wheh theperformance of
Ministries, Departments and Agencies of Government cassbssed areld
responsible for the expenditure and revenues they admimisterthe
achievement of thebjectivesof government as elucidated in its developmental
policy de@uments This report therefore provides information by which
Government 0s performance in the manai
measured.

Section 30 of théiscal Responsibility 2867 mandates the preparation and
publication of Quarterly Reportsrwnitor 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 widely disseminated &n#ral goublic. The

2010 Report for first quarter was duly published accordingly afitiQuar®er

Report continues this reporting tradition.

ThisReportis the result of the diligent monitoring, evaluation and analytical work
conducted by the Budget @& of the Federation ahdcommend the team for

their hard work and effoiit.also recognize the important role of both the Fiscal
Responsibility Commission and the Nat.I
in promoting best practite public financiainanagemengnd | look forward to
continuing our cooperative work in this regard.

Finally,I commend the readers of thesed@et|ImplementatiorReports for
taking the time to examine their cor
performance in delivegrmon the promises inherent in the Budget. By so doing,

we can all contribute towards ensuring value for money in the utilization of public
resources for the benefit of all Nigerians. | enjoin the readers of this report to
continue to display activeinere i n Government ds del i ve
provides the necessary impetus ferdtfiective and efficient utdtron of public
resources for the benefit of all Nigerians.

Olusegun Olutoyin Aganga
Honourable Minister of Finance
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PREFACE

In line with theFiscal Responsibility Act Bi®Honourable Minister of Finance,
through the Budget Office of the Federation prepares reporisthe
implementation of the Federal Budget. These reports include the Quarterly, and
FullYear Budget Implementatid®eports. This Hyear reporting function is a

part of our efforts, at the Federal Ministry of Finance, to promote budget
openness, transparency and credibility as key components of our public financial
management reforms.

The 200 Budgeiplaces greater pimasison projects and programmes aimed at
achieving the goals set in the Governi
Point Agenda, the Millennium Development Goals, and the Nigeria Vision
20:2020As such the 200 Budget scaled up spending to phierity sectors in

order to ensure the completion of key projects and the actualizatioe of
Government 6s efforts at addressing the

Implementatioof the Budgein the secondquarterof 2010was challenging on
severhfronts particularly asevenue receiptsom both oil and nowil sources

were significantlybelow their projected estimate®n the expenditure side,
average capital budget implementation by the MDAs was lower than expected.
Among several programmes fthfe government aimed at checking these
challenges within the first half of 20b@, Budget Officéad consultations with

MDAs throughWorkshog on Budget Monitoring ankinplementatiorand on

boosting Independent Revenue Generation. These desgned tofurther
reinforce MDAsd® capacity dnadtoamsliprbtee me nt
il denti fied constraints in MDAs® budget
is still considerable scope for efficiency improvement in both revenue collection
and capial budget implementation. We expect these indices to improve going
forward.

This Report is a product of tlwellaborative efforts of the Budget Office and
other agencies of Government which provide key financial and macroeconomic
data, andoncertedféorts of the various departments of the Budget Office of the
Federation, particularly the Budifemnitoring andEvaluationunit. | commend

their efforts and wish them every success as they continue to perform this
important function.

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

The national@mnomic growth has remained resilient theghmpressive growth in
output recorded in 200&:ingsustainedn the second quarter of 20dMile the
modest growth in the domestic ecogarantinued from the last quarter of 2009.
Provisional data from the National Bureau of Statistics indicate tieatl tGeoss
Domestic Product (GDPs projected tagrow by 7.6% in the secondquarter
compared to th&.23%revised for the first quartef 2010 while it is projected to

grow at 7.74% in 201Qore inflation remained within the single digitofate7%

down from 9.5% revised for March 20D@ta from the Central Bank of Nigeria
indicate thaBroad Mbney (M) and Net Domestic rédit declinedy 1.54% and
9.68% respectively while credit to the private sector grew by 0.65% within the
second quarter of 2010. The foreign exchange rates were relatively stable within the
period.

Notwithstandinghese improving macroeconomic indicators, the impiatoen

of the Budget in thesecond quarter posed significant challenges to the
Government 0s efforts t o stimul at e e
implementation of the budg®tata from the Office of the Accounta@eneral of

the Federation (OAGF) irddites thatevenue receipts from both oil and 4odn

sources underperformed during the period causing a financing gap that posed
serious challenges the implementation ofbudgeéd expendituravithin the

period.

Specificallyboth oil and non oil revenueceipts were significantly below the
targetsThe actual net oil revenue inflow into the Federation Account in the quarter
amounted td\N689 billion representing a shortfall Bg77.01billion (or 35.37%)

when compared with the quarterly estimate of B.OD6billion though it

| mproved over the first .Smlaly, themebnsn r e c
oil revenue receipt was N283.56 billion representing a shortfall by N140.1 billion
(or 33.07%) when compared with the quarterly estimate of N4RIBEGV
Furthermore, the amount available for distribution among the three tiers of
government in the second quarter had a shortfall of 34.71% when compared with
the quarterly projection of N1,489.68 billion. In view of the position in the first
quarter,the shortfall worsens td49% (or N1,197.28 billion) when compared
with the halyear projection of N2,979.35 billion.

Consequent on these developments, the estimated quarterly revenue to fund the
federal budget fell short of ti¢785.72 billion projeadefor the quarter by
N298.23 hillion (or 37.96%). In the same vein, the revenue available for funding the

\Y
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federal budget fell shortNfi,571.45 billion projected for the half year by N718.08
billion (or 45.7%) thereby creating a disturbing financing lgelp threatened
implementation of the budget in the periddwever, thiggap wasbridgedby
application oft h e F GNO sdrawirgsa froen accdmulated savings in the
Excess Crude Accountnspent Balance fromme 2009 fiscal year, Domestic
Borrowing andh World Bank dan amongther sources.

On the spending sidergvisional data ®m the OAGF indicates that as at the end

of the second quarteonly N124.79 billion (or 30.83%) of N404.82 billion (or
94%) of the capital expenditure releases-loasked fodrawdown by MDAgor

the implementation of their capital projéwd been utilizedhlthough thids an
improvement over the performance of 18.57% in the first quarter of 2010, it leaves
much room forfurtherimprovementA further review of the 46 MDAgported

upon indicates varied utilization rates among. 8 MDAs had utilization rates
above 50% while a total mkteenMIDAs had rateswer the overall averad§ehile

twelve MDAs including Works and Power, which had their first quarter respective
utilization rates below the overall average significantly exceeded the overall averag
utilization rates in the second quarter, two MDAs, including Health, with above
average utilization rates in the first quarter dropped significantly in their utilization
rates as at the end of the second quarter of théHgpeaver nineof the MDAs
including Women Affairs, and the Police Service Commission, had not drawn on
their fundswithin the period

Towar ds assessing t he I mp a che budsdt MD A
monitoring and evaluation temof the Budget Officeonducted field visits to

review a sample afe | e c t e chpitdVl prdjestnplementatiorsites As is

now the practice, the exerciges carried ouh collaboration with seked Civil

Society Qganizationghe Mediaand the MDAsThese monitoring calladicate

that additional effort must be putoy the MDAgo ensur@éhatongoing projects

are completed in the shortest possible time. The rate of work dedacrass

projects and acrosdl MDAs and this report highlights major areas of concern
which MDAs need to addresarthermore, several factors militating against full

I mpl ementati on of MDAs O capital pr
recommendations have been highlighted in the repéuttfeer action.

Finally, agndications portray continued improvement in the global economic
situation, the@etrevenue to Government is exped to improverhile the MDAs
improve on their spending efficiencies going forwdosvever, the Federal

Vi
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Ministty of Finance, the Budget Office of the Federation, and the Cash
Management Committee have continued to work with MDAs to ensure that the
Government s priority projects and pr
funding. As MDAs undertake to implemehn¢ tstrategies agreed during our
various Budget Implementation Workshops, the rate of capital vote utilization
should improve angngendedeliveyon Gover nment ds promi s

people.

Vil
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1.0 INTRODUCTION

1. The 2010 Budget like the previous buddetseegoresent administration was
conceived as a policy tool to facilitate the delofeity developmental goals as
entrenched in the Nigeria Vision 20:2020 and the-BewdnAgenda. It derives
fromtheGo v e r n commitméns to improve the so@oonanic status of the
Nigerian people by strategically implementing plans and programmes to boost
economic activity and launch the nation onto a path of sustained development.

2. The Budget wasonsequentlyplanned to accelerate economic recovery
through targetd fiscal interventions intended to further stimulate the economy and
support private sector growth. This is to be achieved through the implementation
of growth promoting strategies that will alleviate the effects of shocks from the
external sector arisifrgm the global economic recession by addressing challenges
of infrastructural deficiencies among other measures. Capital expenditure was
rationalized and prioritized to avoid spreading resources too thinly across too many
initiatives.

3. The estimates okvenue and expenditure expressed in the Budgeh

was assented to in April 20b@re based largely on the 22002 MTEF, which
sets out t he Feder al Gover nmemtad s fi
approved byhe National Assemblilowever, in tB cours of implemeting the
Budgetas expressed by Mr. President in his assent $heek0 Budgekeeded

to be amended @ddress the realitiesre¥enue constraints, and realtigdgetary
allocatiosto some expenditure items ago focusonthg over nment s p
This informed the presentation of the 2010 Amendment Budget and
Suppl ementary Budget for t h &hesblavére on a
awaiting passage as at the end of the quarter.

4. In its quest to aid MDAs realigevernmert sissionghrough the national
budgetsthe Budget Offic@rganisé workshops aimed at identifyiagd finding
solutions tothe challenges to meetirgyenue and expendituig@gets In this
respect, dudget implementation workshoftrengthening buhgpdementation for
enhanced proj ect ; aadkeerevanue enmancé&ment warkshopc e
OEnhancing Internally Generated Revenue generation, collection & remittance s
f eder al wera eldindebmayrand Maye 2010atselyIn addition to

these and several other policy considerations of the government, effort is currently
ongoing by the Budget Office/Federal Ministry of Finance in collaboration with
pilot MDAs towardsinstituing effective project management prastin the

MDAs. Theimplematation of the outcomes of testrategigorogrammes and
policiesis expected to engender improvement in the attainment of the goals of the
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Budget in 2018nd beyond

5.  This publication whicbovers the implementation of the @@udget irthe

second quarteand as at the end of the first half of the year evaluates the
performance othe Federal Governménthcome and expenditutargets and

more extensively on the capital budget implemenbgtidDAs. The rest of this

Report $ structured as follows: Chapteprdvides a detailednalysisof the

g ov er nnmvenue &nd expenditureceiptsin the secondquarter of 2010;
Chapter 3: presents brief reviewof the macr@conomicenvironment within

which thebudget was implementadthe period Chapter 4reports the outcome

of physical mo ni t or iimpementationVHleACGhdptercha p i t
provides a brief conclusion to this Report.
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2.0 FINANCIAL ANALYSIS OF THE 2010 BUDGET IMPLEMENTATION

2.1 Key Assumptions and Projections

6. The 2010 Budget was prepared based on the2BQPMediumTerm
Fiscal Framework (MTFEF)lable 1lbelow gives a summary of the key
assumptiortof this framework.

Table 1: Key Assumptions and targets for the 2010 Budget

S/N |[KEY ASSUMPTION & TARGETS 2010
1|Projected Production (in mbpd) 2.35
2|Actual Production (Average in mbpd over the 2 2.39
3|Budget Benchmark price (per barrel in US) 67

Technical Cost of JV Pbl to Oil Companies
4|Operating expenses (T1) in US $ 11.985
5|Capital expenses (T2) in US $ 10.256
Technical Cost of PSC/SC Pbl to Oil Companies
6|Operating expenses (T1) in US $ 7.842
7|Capital expenses (T2) in US $ 11.944
Technical Cost of Gas
8|Operating expenses (T1) in US $ 4.134
Weighted Average Contributrion rates
9|Weighted average rate of PPT-JV Oil 85.00%
10|Weighted average rate of PPT-PSC Qil 51.64%
11|Weighted average rate of PPT-SC Oil 85.00%
12|Weighted average rate of Royalties-JV Oil 18.67%
13 Weighted average rate of Royalties -PSC Oil 1.94%
14Weighted average rate of Royalties SC Oil 18.50%
15/Average exchange rate (NGN/USS$) 150
16|VAT Rate 5%
17|CIT Rate 30%
18 Weighted average Import duty rate 14%

Souce: BOF, NNPC, FIRS and NCS

! A proposal for the amendment of the 2010 Budget, with an objective to revise the oil price and production
assumptons was awaiting the approval of the National Assembly as at the end of this quarter.
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7.  These assumptions and targets were the outcome obfsergesings with
relevant revenue collecting agenaras$ consultations with other key stakeholders
while noting some essential economic facdarse of these factorscludethe

slow but steady recovery from the global economic meltdown, the return of peace
in the Niger Delta region of the countlye to the amnesty peace deaihby
present administratioand the fluctuation in the price of crude atilthe
internatimal market.

Chart 1. Breakdown of Oil Production by Business Arrangemen&2218

> 2
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n 14 -
o 12+
g 1+
i3
s 04
= 0 |

2008 (Budget) 2009 (Budget) 2010 (Budget)
HJoint Ventures 1.547 11 1.1561

B Alternative Funding 0.244 0.302 0.3831

B Prod. Sharing Contract: 0.607 0.76 0.8022

¥independents 0.04 0.105 0

B Service Contracts 0.012 0.01 0.0086

B Marginal Fields 0 0.015 0

Year

SourceNAPIMS/NNPC

8. Crude oil productionf 2.35 million barrels per day (mbpd) was one of the
key assumptions made in the 20a0gBt The figire representsmincrease of

0.06 mbpd (or 2.62%) above the 2.29 mbpd production benchmark used in the
2009 BudgefA cruck oil benchmark price of US$&atr barrel was also adopted

in the 2010 Budy. This represents US$ad barrel (or 48.89%) increashen
compared with the US$@br barrel figure set for the 2009 Budgkeart Jabove
indicateshe contributions of the various business arrangements to the production

4
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estimates whil€able belowshows the details tfe contributions and ratew
themajor oil taxes accruitgythe Federal Government.

Table 2: Detailed Assumptions for Oil Production and Taxes

Share of Oil Production Percentage
Joint Ventures 49.19%
Alternative Funding 16.30%
Production Sharing Contracts 34.13%
Independents 0.00%
Service Contracts 0.38%
Marginal 0.00%
Total Production 100.00%
PPT Rates

Joint Ventures 0.07%
Alternative Funding 0.02%
Production Sharing Contracts 0.05%
Independents 0.00%
Service Contracts 0.00%
Weighted Average -JV 85.00%
Weighted Average -PSC 51.64%
Weighted Average -SC 85.00%
Royalties Rates

Joint Ventures 0.21%
Alternative Funding 0.07%
Production Sharing Contracts 0.14%
Independents 0.00%
Service Contracts 0.00%
Weighted Average-JVv 18.67%
Weighted Average-PSC 1.94%
Weighted Average-SC Oil 18.50%

Source: NNPC and BOF

2.2. Analysis of Revenue Performance
Overview

9. In the second quartethe crude oil priceat the international market
averaged US$79.54 parrel. This represardn increase diSH.89per barrel
when compared with the average price of US$77.65 perdoandddn the first
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quarter. The figure also represents a mardits$12.54 per bar@r 18.72%)
when compared witthe benchmark price of US$&6t barrebdopted for the
fiscal yearTheprice ofcrude oiffluctuaed between US$75.06 and US$85.29 per
barrel during the first half of the year t&further direction of its movement in
the subsequent quartassdependnt on theinterplay of demand and supply
factors inthe internationadil marketProvisional data from the Nigerian National
Petroleum Corporation shows that the average oil lifting for the second quarter
was2.39mbpd.Compared with the first quarter productadr2.35mbpdand the
benchmark production figure of 2.35 mbyik tepresents an increase) @4
mbpd All things been equdhis trend in oil output ixpectedto continueto
improvein the succeeding quartefsthe year in view of the reinstated peace in
the Niger Delta Region

10. Based on the revenue framewgekerat from theassumptions ifable

1, the projected gro$®derally collectible revenue for 2010 was N8,061.35 billion.
Of this sum, N5,850.79 mih (or 72.58%) was expectedome from oil sources
while the balance of N2,210.56 dnll{or 27.42%) was expecteohf non-olil
revenueand other sourceArithmetically, this implies a projection of N4,030.68
billion as the gross federally collectienuen the first half of the year.

Oil Revenue Performance

Second Quarter

11. An assessment of the oil revenue category inditatesly Crude oilaes
and Royaltieachieved théudgeted quarterly estimatesthe second quarter
Crudeoil sales amunted to N849.20 billionhich was N30.29 billion (or 3oy
higher tharthe quarterly budgeted estimate of N818.91 billien performance
was also [0.36billion (0r9.03%) higher thamN778.84billion recorded in the first
quarter Royalties was N11.98llion (or 8.18%)over the estimatedquarterly
budget of N140.89 billipmnd N18.32 billiofor 13.66%)pver the first quarter
performance of N134.09 bilio@n the other handPetroleum Profit Tax
underperformed against the budgeted quarterly esomai®99.41 billionby
N115.07 billion (or 28.81%@presenting an improvement over fire quarter
performance by N41.92 billion (or 17.29&gssales and Gakax at CITAare
presently being classified underGhede sales ar@ompany mcome Tax (CIT)

6
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revenue categories respectively. kWerongoingbetween theOffice of the
AccountamiGeneral of the Federation and the Central Bank of Nigergads
reporting hemappropriately.Other oil revenugemssimilarly achieved less than
the budgeted quartgrevenue projected for the quarter.

Net oil revenue

12. The actual net oil revenue inflow into the Federation Account in the second
guarter amounted 689 billion thereby fallinghort of the quarterly budgeted
estimate oN1,066.01 billion by 3¥7.01billion (or 35.326). Theamountis an
iImprovement ovethe first quarter performance of N482.07 billion B06I93

billion (or 42.93%0). Please se€able delow. The underperformancé net oil
revenuen the second quarter can agribuedto payments on thiglodified Carry
Arrangement (MCA) which led to decline imitereceiptfrom JVs.

Yeaitodate

13. In the first half of the year only receipts from Royalties which amounted to
N286.50 billion had a positive variance of N4.72 billion (or 1.68%) when dompare
with the half year budgeted estimate of N281.78 billion. Compared with the
respective budgeted estimates as at the end of the first half of 2010, all other
revenue items underperformed in this category.
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Table3: Net Distributable Revenue adwie 20L0

2010 ANNUAL BUDGET ACTUAL (per period) VARIANCE: VARIANCE: VARIANCE: Half
s/ Second Qtr Actua
ITEMS " Second Qtr Actual . Year Budget &
N Annual Quarterl Half Year PSS Seeene Half Year| Vs Qtrly Budget Vs First Qtr Actual
Y Quarter Quarter Y get. Actual

A. |OIL REVENUE N'bns N'bns N'bns N'bns N'bns N'bns N'bns % N'bns % N'bns %

1 |Crude Oil Sales 3,275.66 818.91 1,637.88 778.84 849.20 1,628.05 30.29 3.70 70.36 9.03 (9.78) (0.60;
2 |Gas Sales 352.62 88.16 176.31 - - - (88.16) (100.00) - (176.31) (100.00
3 |PPT 1,597.63 399.41 798.82 242.42 284.34 526.76 (115.07) (28.81 41.92 17.29 (272.06) (34.06
4 |Royalties Oil & Gas 563.55 140.89 281.78 134.09 152.41 286.50 11.52 8.18 18.32 13.66 4.72 1.68
5 |Gas Tax @ CITA Rate 49.97 12.49 24.99 - - - (12.49) (100.00) - - (24.99) (100.00
6 |Rent 3.88 0.97 1.94 0.01 0.06 0.07 (0.91) (93.98 0.05 589.40 (1.87) (96.55
7 |Gas flared Penalty 3.88 0.97 1.94 0.60 0.49 1.09 (0.48) (49.16 (0.11) (18.05 (0.84) (43.56
8 |Refund by NNPC - - 0.61 - 0.61 - (0.61) (100.00) 0.61

9 |Misccellaneus Pipeline fees, etc. 3.60 0.90 1.80 0.16 0.35 0.51 (0.55) (60.94 0.19 114.84; (1.28) (71.38
10 |Other oil & Gas Revenues 11.36 2.84 5.68 - 1.85 1.85 (0.99) (34.98 1.85 (3.83) (67.49
11 |Sub Total 5,862.14 1,465.54 2,931.07 1,156.73 1,288.70 2,445.43 (176.84) (12.075 131.97 11.41 (485.65) (16.57;
12 |Joint Venture Cash calls 960.95 240.24 480.47 256.03 232.79 488.82 (7.45) (3.10 (23.24) (9.08 8.35 1.74
13 |Sub Total 4,901.20 1,225.30 2,450.60 900.70 1,055.91 1,956.6 (169.39) (13.82) 155.21  17.23[ (494.00) (20.16
14 |Domestic Crude Subsidy - - 100.67 91.00 191.67| 91.00 (9.66) (9.60 191.67

15 |[Excess Crude oil, PPT, Royalty - - 245.93 172.95 418.88 172.95 (72.98) (29.67 418.88

16 |Balance of Oil Revenue  @3-14-15) 4,901.20 1,225.30 2,450.60 554.10 791.95 1,346.05 (433.35) (35.37) 237.85 42.93| (1,104.55) (45.07)
17 |Derivation 637.16 159.29 318.58 72.03 102.95 174.99 (56.34) (35.37 30.92 42 .93 (143.59) (45.07
18 [TO FEDERATION ACCOUNT 4,264.04 1,066.01 2,132.02 482.07 689.00 1,171.07 (377.01) (35.37) 206.93 42.93 (960.96) (45.07)
B. INON-OIL REVENUE - - - - - - - -

1 |Value Added Tax (VAT) 580.00 145.00 290.00 139.25 143.13 282.38 (1.87) (1.29 3.88 2.79 (7.62) (2.63;
2 |Excise & Fees, import duty & othg 650.00 162.50 325.00 71.99 68.71 140.70 (93.79) (57.71 (3.28) (4.55 (184.30) (56.71
3 |Companies Income Tax 587.00 146.757 293.5 ? 132.23 129.28 261.50 (17.47) (11.91 (2.95) (2.23 (32.00) (10.90
4 |Sub Total 1,817.00 454.25 908.50 343.46 341.12 684.58 (113.13) (24.90 (2.34) (0.68 (223.92) (24.65)
5 |Deductions of Collection Costs: 122.336 30.58 61.17 16.02 57.56 73.58| 26.97 88.19 41.53 259.19 12.41 20.29
7 |value Added Tax (4%) 23.20 5.80 11.60 5.57 5.73 11.29 (0.08) (1.29 0.16 2.79 (0.31) (2.63
8 |Customs (7%) 45.50 11.38 22.7% 5.04 4.81 9.85 (6.56) (57.71 (0.23) (4.54 (12.90) (56.71
9 |FIRS (4%) 50.24 12.56 25.12 5.29 5.17 10.46 (7.39) (58.83 (0.12) (2.23 (14.66) (58.36
10 |FIRS Tax Refunds 3.40 0.85 1.7Q = _ = = (0.85) (100.00) - (1.70) (100.00
11 |Customs & Excise Excess Revenue - - 0.13 - 0.13 - (0.13) (100.00 0.13

12 |[Excess Revenue Account 41.85 41.85 41.85 41.85 -

13 |Net Non-Oil Revenue 1,694.66 423.67 847.33 327.44 283.56 611.00 (140.10) (33.07) (43.88) (13.40) (236.33) (27.89)
14 |TO FEDERATION ACCOUNT 1,137.86 284.47 568.93 193.76 146.16 339.92 (138.31) (48.62) (47.60) (24.57 (229.01) (40.25)
15 |VAT POOL ACCOUNT 556.80 139.20 278.40 133.68 137.41 271.08, (1.79) (1.29 3.73 2.79 (7.32) (2.63)
C. |TOTAL DISTRIBUTION

1 |Federation Account 5,401.91 1,350.48 2,700.95 675.83' 835.16 1,510.99 (515.32) (38.16) 159.33 23.57| (1,189.97) (44.06)
2 |VAT Pool Account 556.80 139.20 278.4 133.68 137.41 271.08 (1.79) (1.29 3.73 2.79 (7.32) (2.63)
3 |Grand Total 5,958.71 1,489.68 2,979.35 809.51 972.56 1,782.07 (517.11) (34.71) 163.06 20.14| (1,197.28) (40.19;

Source:OAGF and Budget Office of the Federation
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Non-Oil Revenue Performance

14. In furtherance oGovernmend s e dt dxmandindhe publicrevenue basa

number of policies aimed at improving the collection efficiendihearadpansion of

non-oil revenue sources have been introduncestent yearg hesemeasureseek to,

aside from improving on government revenues, reduce its dependence on oil revenue
sources in funding the annual budgets and engender better accpubtabilit
government and its agencibkasures adopted by the government in this regard
include the implementation of the Fiscal Responsibilityefating to public revenue
accounting and remittancthegover nmeas $8s sment of MD A
revenuecollection and bilateral agreements on aggressive targets for the MDAs, and
the scheduledProcess Audit of past remittances of operating surpluses and other
Internally Generated Revenue to ensure full compliance and timely remittances by the
relevant ageres On its partthe Budget Officef the FederatidRederal Ministry of
Financeorganizeda Wbrkshopin May 2010towards improvinghe collections
accountability, and remittarafenternally Generated Revenues (IBRMDAs.The

outcome of this worksip, where a number of issumepeding the actualizationtbé
expectations from MDAs were addressed, is expected to impact on their performances.

15. Among other policies of government, these measures have contributed to
engendering a gradual growth in-abrtaxes.In view of this trend,the nonoall
revenue targets for the annual budgets dlao beervery ambitiousTables 4 and 5
belowindicate the trend in naril performanceverthelast five years.

Table4: Non Oil Revenue Actual Performance (Z0UD)

Description

2005
N''m

2006

N''m

2007

N''m

2008

N''m

2009

N''m

5 - Year
Average

Customs Duties &
Excise

Company Income T;

Value Added Tax

Education Tax

FGN Independent
Revenue

AX

228,645.20

162,166.30

189,969.40
21,849.00

52,483.20

176,297.90

244,807.80

230,370.30
23,950.00

106,600.00

248,941.30

327,040.20

301,709.60
50,650.00

152,290.00

274,407.60

416,825.50

404,527.80
59,387.00

198,234.20

278,940.00

564,950.00

468,388.90
61,058.20

64,114.70

241,446.40

343,157.96

318,993.20
43,378.84

114,744.42

Total

655,113.10

782,026.00

1,080,631.10

1,353,382.10 1,437,451.80 1,061,720.82

% See Sections 224, Part IV of th&iscal Responsibility Act, 2007.
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Table5: Percentage Growth in N@il Revenues (20009)

Description 2006 2007 2008 2009 5 - Year
Average
Customs Duties & -22.89% 41.20% 10.23% 8.41% 9.24%
Excise
Company Income Tax 50.96% 33.59% 27.45% 37.01% 37.25%
Vvalue Added Tax 21.27% 30.97% 34.08% 15.79% 25.52%
Education Tax 9.62% 111.48% 17.25% 2.81% 35.29%
FGN Independent 103.11% 42.86% 30.17% -67.66% 27.12%
Revenue
Aggregate 19.37% 38.18% 25.24% 8.03% 18.17%

Source: OAGF and BOF

16. As at the end of the second quante2010the actual gross nanl revenudell

short of thebudgetd quarteny estimate of N454.25 billidoy N113.13 billion (or
249%)Thi s also implies a quarterly drop
collection (i.e.N343.46 billiopand the second quarter M2.34 billion (or 0.68%)

This follows the comparatively Evwperformances of all the keyn-oil revenue items

in the second quartérhe Value Added Tax, Customs & Excise Duties and Company
Income Tax underperformed against their qarbudgeted estimates of N145
billion, N162.%illion and N16.75billion byN1.87 billion (or 1.29%), N93.79 billion

(or 57.71%) and N17.47 billion (or 11.91%) respectBatyparing the second and
first quarter figureshe Value Added Tain the second quartehaved a positive
performance of N3.88 billion (or 2.798%kr thecollection 0fN139.25 billion in the

first quarterHowever the actual receipts Gustoms & Excise Duties and Company
Income Taxwerebelowtheir first quartefiguresby N3.28 billion (or 4.55%) and
N2.95 billion (or 2.23%) when compared with N71.%@nbihind N1323 billion
respectivelyecordedn the first quarter.

Yeatodate

17. Cumulativly, the gross nowil revenuas at the end of the fitsalf of theyear
wasN684.58 billiorwhich isN223.92 billion (or 24.65%) below the half year budgeted
estmate of N908.50 billiorAll the nonroil revenueitems (i.e.,Value Added Tax,
Customs & Excise Dutieand Company Income Tjabell short of theirespective
quarterlyestimats of N290 billion, N328illion and N293% billion by N7.62 billion

(or 2.63%) N184.30 billion (or 56.71%) and N32.0 billion (or 109%he period

The net noroil revenue as at half yaaslower than the estimate of N847.33 billion
by N236.3%illion (or Z7.8%%).

18. Consequentlyhé performance of theetnon-oil revenue in # second quarter
wasN283.56abillion which s lower thanthe quarterlyestimate of N423.67 billidoy

10
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N140.1 billion (or 33.0@). The actual net Value Added T@¥137.4 billion),
Company Income Tgi124.11 billiohand Customs & Excise Duti@$63.9 bilion)
fell short by NL..8billion (or1.296), N10.08billion (or7.5246) and N87.22billion (or
57.726) when comparedith the budget estimates of N13billion, N134.19billion
and NB1.12billion respectivelyA further review indicates a shortfall of N236
billion (or 27.89%) between the half year estohdi@47.33 billiorfor the first half
and the actual receipt of N611 billion for the period.

19. Several reasorsave been profferddr this below pamperformanceainder this
categoryAmong thesarethe large scale loss of revenue due to the increased use of
Negotiable Duty Credit Certificate, increased routing of Nigeria bound merchandise
through our neighbouring countriesth the aim ofenjoyng the benefits of the
ECOWASTrade Liberalization Schemad éhe impact of the recent banking reforms

on credit for import purposeOther contributing factors include the lowield from

tax collectiondue to relatively poor returns from Banks, and thedsin or
relocation of some companies from the courfthese developments are being
regularly addressed through the governr
its Economic Management Team reviews and policy amendmghemore, a large
number of companies operatingthe countryhave their finacial yeaends outside

the periodof this report With the continuedimprovenent in the world economic
situation which would boostinternational tradefinancial year end for several
companieghe collection levethould le significantly bettén the £cond half of the

year.

Comparative RevenuePerformance Analysis

20. From the foregoing, notwithstandiig low performance levels of the various
revenue heads during thecond quarter of 2Q1data from the OAGF and Budget
Office indicatehat the revenueceipts exceeded actual receipts isetb@ndquarter

of 2009 A review of thgrossOil and NonrQOil revenueeceiptsn thesecondjuarter

of 2010indicatean improvement over the performamt¢®86.87 billion and N275.45
billion respectivelfor the sameperiod in 2009 biN701.83billion (or119.5%) and
N65.67billion (or23.846). Similarly,lte half yeareceiptdor 2010alsorecordedan
improved performanceof N1,110.67billion (or 83.2%) and N.31.94billion (or
23.8%6) over the 2009 half year net aihd nam-oil revenuereceiptsof N1,334.76
billion and N552.6Hillion respectivelPlease seable Gelow.

21. A breakdown of thactualperformances the second quarter of 20h@icate
that Crude Oil Sales N849.2illion, Petroleum Profit Teodf N284.34billion and
Royaltie®f N152.41billion exceeded their respective Z#®nd quartgrositions of

11
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N358.58illion, N126.43billion and N82.98billion by N490.62billion (or136.8%),
N157.91billion (or 124.90) and N69.43billion (or 83.6%6) respetvely. Similarly,

Value Added Tax (VADf N143.13billion, Company Income Tax CIT of N129.28
billion and Customs & Excise Dut@sN68.71billion exceeded the 2008ceiptof

N108.8billion, N1@.28billion and N64.36billion for the same periody N34.32
billion (or 31.546), N27.0 billion (or 26.406) and NL.35 billion (or 6.78%)

respectively.

Table 6: Performance of Revenue irSieondQuarter of 200¥s2010

2009

2010

Revenue Items

Actual

2nd Quarter Half-Year

Actual

2nd Quarter
Actual

Half-Year
Actual

Variance

2nd Quarter 200¢
Vs 2nd Quarter

2010

Oil Revenue (Gross) | Nees g ! Nbns _ | .. Nbns | Nbns _ _ Nbns % _|
Crude Oil Sales 358.58 831.45 849.20| 1,628.05| 490.62 136.82
Petroleum Profit Tax (PPT) 126.43 275.73 284.34 526.76| 157.91 124.9C
Royalties 82.98 181.85 152.41 286.50| 69.43 83.67
Non-Oil Revenue (Gross)

Value Added Tax (VAT) 108.81 222.21 143.13 282.38| 34.32 3154
Company Income Tax (C|T) 102.28 203.62 129.28 261.50| 27.00 26.40
Customs & Excise Duties 64.36 126.81 68.71 140.70 435 6.76

Source: OAGF and Budget Office of the Federation

Chart 2: 209 Vs 2010 Revenue Performaseegdnduarter)
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Source: OAGF and Budget Office of the Federation
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22. Asthewor |l d economic situation and the
collection efficiencies improvédse g o0 v e r nraveluetre@espts would continue to
improveall things being equal in the course of the @bart Joelow is a graphical
representation of the actual performance of revenue categories compared to their
budge¢destimates for thigrst half of the year

Chart3: Projected Vs Actual FAAC Revenue Receipts)asedt010)
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1,800.00
1,600.00 -
1,400.00 -
1,200.00 -
1,000.00 -
800.00 -
600.00 -
400.00 -
200.00 ~
0.00

= Budget

| || [ Actual

Revenue Receipts (in N'Billion’

Crude Oil & Gas Sale Oil Taxes Non-Oil Taxes

Revenue Category

Source: Budget Office of the Federation

Distributable Revenue

23. The low performance of the oil and mwh revenue receiptexpectedly
impacted theamount of funds available for distribntiamong thethree tiers of
governmenhegativelyA total of N92.56billion accrued for distribution to the three

tiers of government in the second quarter of Z0{i€.amount represents a shortfall

of N517.11 billion (or 3471%) when compared with thguarterly estimate of
N1,489.68 billionlt however improved over the first quarter position by N163.06
billion (or 20.14%)Chart 4below showse a c h r e v e neoetributiangtoe gor vy
distributible revenue in the second quarter

24. Furthermorethe aggregatkstributable funds as at the end of the first half of
2010 falls short of the budgeestimate by N1,197.28 billiom 40.19%). Considering

the anticipated growth in revenue collections in the second half of the year, a gradual
reduction in this shosfl in distributable reveniseexpected

13
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Chart 4. Contributions to Distributable RevgmutheSeconduarter 2010)
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Source: Budget Office of the Federation

2.3 FGN Budget Revenue Sources

25. Following theapprowal ofthe 2010 Fsal Framework, the Federal Government
was expected to receive the sum of N2B318ll®n from the FederatioAccount

into the Consolidated Revenue Fdiod 2010 with other No#rederation Account
items contributingraestimate of N,142.89 billianThe esmated quarterly share of
the Federal Budget from the Federation Account was put at N654.98 billion with other
Non-Federation Accourfuindsadding up to a projection of N785.72 billion. In the
second quarter of 2010, the aggregate revenue receipte vetltision obther
funding sources amounted to 8N449billion. This figure represents a shortfall of
N298.23 billion (or 3@6%). However,with the inclusion of other funding items
amounting to N303.96 billipit reduces the shortfall to5IN 3billion (or 0.736). The
second quartgrerformance was N8.77billion (or 8.66% above the first quarter
performance of N435.69 billion. On the other hamel first half of the yeaactual
performance of N1,2214billion was N34.31 billion (or 21.94) below ke half year
budgeted estimatd N1,571.45 billionnto the Consolidated Revenue Fund. These
data are presentedTiable Gelow.

14
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Table 6: Inflows to the 2010 Federal Budgeit June 20{0ONbdlions)

DESCRIPTION 2010 BUDGET 2010 ACTUAL VARIANCES
First Second 2nd Quarter 2nd Quarter Vs 19 Half Year Budget
Inflows for the Federal Annual  Quarterly Half Year Quarter Quarter aEUACEY Budget Vs Actual Quarter Vs Actual
Budget (CRF)
N'bns N'bns N'bns N'bns N'bns N'bns N'bns % N'bns % N'bns %

Share of Oil Revenue 2,068.06 517.02 1,034.03 233.80 334.16 567.97| (182.85) -35.37 100.36 42.93 (466.06) -45.07
Share of Non-Oil 929.82  232.45 464.91 118.25 127.01 24526/ (105.44) -45.3¢ 8.76 7.41 (219.65) -47.2¢

Share of VAT 77.95  19.49 38.08 1871  19.24 37.95 (0.25) -1.29 0.52 2.79 (1.02) -2.62

Share of CIT 258.68 64.67 129.34  61.57 39.89 101.46 (24.78) -38.31 (21.67) -35.2 (27.88) -21.5¢

Share of Customs 203.18  73.30 14659 3241  30.99 63.40 (42.30) -57.71 (1.42) -4.37  (83.19) -56.7¢

Independent Revenue 300.00 75.00 150.00 5.56 36.89 42.44 (38.11) -50.82 31.33 563.8Y (107.56)-71.7(
FGN Bal of Special Accounty 15.48 3.87 7.74 1.24 - (3.87) -100.0p (1.24) -100.00  (6.50) -83.9¢
Transfer (Unspent balance o
2009) 129.54 32.38 64.77 12.59 26.31 (6.07) -18.74 13.73 109.0Y (25.87) -39.9¢
Sub-Total 3,142.89 785.72 1,571.45 365.87 487.49  853.36| (298.23) -37.96 121.62 33.24| (718.08)-45.70
Other Funding Sources - - - 69.81 303.96 373.77] 303.96 234.15 335.40 373.77
Transfer (CBN Abj Branch A - - - 1041 12.36 12.36 1.95 18.74  22.77
Distribution of Excess Crude - - - 21.88 152.90 174.74 152.90 131.02 598.88 174.78
Excess Crude Proceeds - - - 16.82 - . (16.82) -100.00  16.82
Unspent Bala. (E-Payment - - - 16.72 3.75 3.75 (12.97) -7757  20.47
Unspent Bal. (Refund) - - - 398 13495 138.94 134.95 130.97 3288.11 138.94
Total Revenue (Including
Unspent Bal., ECA
Augumentation & Other 3,142.89 785.72 1,571.4% 435.69 791.45 1,227.14 5.73 0.73 355.77 81.66 (344.31)-21.9:
Revenue

Source: Budget Oféof the Federation and the OAGF
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Chart 5: FGN Revenue (Budget Vs Actuduas2010)
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Source: The OAGF and Budget Office of the Federation

26. In the second quarter of 2010 the FGN share of Oil Revenue B84sL®N3
billion. This represents a shortfall df@.85billion (or %.3P6) when compared with a
guarterly projected figure of N517.02 bill®milarly, the noeoil revenue (i.e., VAT,

CIT, and Customs) receipts were short of the quarterly estimates of N232.45 by
N105.44 billion (or 45.36%). Specificaie FGN&s share of Val
Company Income Tax and Customs & Excise Duties fell shdhieir quarterly
projection of N19.49 lion, N64.67 billion and N73llion by NO.25 billion (or
1.29%), R4.78billion (or 38.3%) and N42.30 (057.71%)respectigly. The FGN
Independent Revenue receipt for the second quarter was N36.89 billion representing
shortfall of N38.11 billion (or 50.82%) when comparedhétastimate of N7&illion.

27. Comparativelythe oil revenue receiptsto the Consolidatl Revenue Fund in

the second quartenf 2010exceededhe first quarter  revenue receipt of 283.8

billion by N100.36 billion (or 42.93. Similarly,the nonoil revenue receipts in the
second quarter exceeded the receipt of N118.25 billion in ttrgdirter by N8.76

billion (or 7.41%)TheF GNO6 s | n d e p e oategory thad R &638.8 iougeowth
over the first quarterds performance of
at the end of the first half was still at a deficit of N107.5@ §dlia’1.7%), collections

in this respect should improve in the course of the year as the independent revenu
sources make necessary remittanCdgmrs 6a and 6b below are graphical
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representati@o f t he respecti ve r ev e nhbudgetintthe ms 0
second quarter, and as at the end of the first half of 2010.

Chart & Contribution to the FGN Budget Revenioz the second quarjer
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Chart ®: Contribution to the FGN Budget Revenigoe the first half
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Source: The OAGF and Budget Office of the Federation
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2.4 Excess Crude Account

28. The Excess Crude Account was set up by the Federal Government to smoothen
government &8s budgetary spending eenae gui
receipts associated with price volatility in the international oil market. This is achievec
by saving revenues in excess of budgeted revenue, based on the benchmark price for «
into the Account. Crude oil price projection into the 2010 FedeigdtBuas based on
US$67 per baidrerhilethe market price averaged US$77.65 per barrel and US$79.54 per
barrel in the first and second quartespectively. While production was benchmarked

at 2.35 mbpd in the Revenue Framework, gross oil productienfirsttand second
quarter averag&d® mbpdand 2.39 mbpd respectively

29. The inflow into the Excess Crude Account in the second quarter amounted to
N172.95 billionThisfigurerepresents shortfall of N72.98 billion (or 28%6) when
compared with thtalinflow of N245.93 billion in the first quarter of 2010. The 2010
secad quarter inflows to this account also indiGatescrease of N172.47 billion (or
35931.25%) when compared with N0.48 billion recorded in the second quarter of 2009.
Smilaty, the total inflow of N418.88 billion into the Excess Crude Account in the first
half of 2010 represents an increase of N369.36 billion (or 745.88%) when comparec
with the total inflow of N49.52 billion recorded in the first half of 2DG8.
performance athe Excess Crude Account during the quarter is preseiftgulans

Table 7Inflow into the Excess Crude Account

o 2009 Actual 2010 Actual  bns)
Description (N' bns)
Annual Half Yeal First Quarter Second Quarter Half Year
Crude QOil Sales 60.39 37.17 245.93 172.95 418.88
Petroleum Profit Tax - - - - -
Royalties 12.35 12.35
Total 72.74 4952 245,93 172.95 418.88

Source: Office of the Accountant General of the Federation
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2.5 Expenditure Developments and Revision

30. In a bidto realize theGo v e r n aevelopnidesntal plans, the 2010 Budget
concentrated on projects/programmes thastintiulate nationalconomic recovery. In

so doing about90% of MDA$capital expenditureawallocated to five key sectors:
Critical Infrastructre; Human Capital Development; Land Reform & Food Security;
Physical Security, Law & Order; and the Niger Delta Develogroeattualize this
goal, a@otal of N4,608.6 billion was appropriated in the FGN 2010 Buatgeit which
N180.28 billion (or 3.91%dN497.07 billion (or 10.79%), N1,853.91 billion (or 40.23%),
N2,077.36 billion (or 45.08%) were distributed as Statutory Transfers, Debt Services
Capital and Recurrent N@rebt Expenditures respectively. The allocation of 40.23% of
the total ISN 2010 Bdgetto capital projectgprogrammes wassignificantincrease
over the allocatis of 29.66% an2B8.9646 in 2008 and 20udges respectivelyChart

7 andChart &elow are graphicdéemonstratiomof the distribution of expenditure in
2009 and 2010.

Chat 7: 2009 Budget Vs 2010 Budget Expenditure Profile
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Transfers Capital — Jr
Expenditure Recurrent (Non -
Debt) Aggregate
Expenditure Expenditure
. . . Recurrent (NorDebt) .
Statutory Transfers Debt Services Capital Expenditure Expenditure Aggregate Expenditurg
02009 168.62 283.65 1,280.71 1,824.71 3,557.69
02010 180.28 497.07 1,853.91 2,077.36 4,608.60

Source: Budget Office of the Federation
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Chart 8: Priority Sectors Capital Budget Allocation in the 2010 Budget
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31. However,in the light of serious shortfalin projected revenue, and its
implications for financing the level of aggregate experafitpaessed by the National
Assemblythe Government engagedth key stakeholders tevise the 2010 Revenue
Framework and the 2010 Appropriation Ant.this connetion, several revenue
scenarios were run in collaboration with oil andofigenerating/collecting agengies
while consultationdeld between the Executive and Legislative arms of Government,
andwith other tiers of Governmeniccordinglya proposaseekng therevison of the
2010Revenue Framewosdnd the 2010 Budgeased orthe realities was awaiting the
approval of the National Assembly as at the end of the first half oT B@1&vision
imply a reduction inraggregate revenue for the FederaleBwnent Budgetand a
reduction to the Overhead and Capital budget line items approved in the 2010
Appropriation

2.5.1 Non-Debt Recurrent Expenditure

32. Similar to the trend in the FGN budgetsurrent expendituredizeen rising in
absolute termis recat yearsHoweverdue to the constraints in revenue and the need
to stimulateeconomic growthvhile launcing the nation onto the path stistainable
development, the governmeabk abold step taboostefficiency in expenditure by
cutting down on recwent expenditure in relative teri@bart Delowillustratedalling
personnetost as a percentage of aggregate expenditure.
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Chart 9: Payroll, Overhead & Capital Expenditure Trendsd2008)
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33. The sumof N616.57hillion was released in the second quarter of 2010 fer Non
Debt recurrent expenditure. This amount was N97.01 billion (or 18.67%) higher than
the quarterly budgeted estimate of N519.55 bdhohN170.79 billion (or 38.31%)
higher than N445.78 halfi recorded in the first quarter. The cumuldtiva-debt
recurrent releases N1,062.35 billion for the first half of the year higker than
N1,039.11 billionvhich was projected for the half year by N23.24 billion (or 2.24%)
Table ®elowpresents th fiscal position of the federal government as at the end of the
first haf of 2010. The @rsonnelcost for the second quarter amounted to N280.89
billion whichis N41.01 billion (or 17.1%ver the quarterly budgeted estimate of
N239.88 billionAs explaied in the First Quarter Report, ttiferencds attributible

to the operational system of the personnel cost relehsesby bulk releases of
personnel cost or al | owa n cOveyseasMissiors,0 me
Department of Petroleum Resouraed Petroleum Training Institute are made to them

in advanceusually in the first hatif the year The Personnel Cost for the second
quarter of the year was N21.57 billion (or 8.32%) higher than N259.32 recorded in the
first quarter. The sum of N540.12illion recorded for both quarterasvN60.46 billion

(or 12.60%pvea N479.75 billiorprojected for the first half
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Tabl e 8:

FGN Budget

EXx p e bildon)t ur e

and

Fi

scal

Account

BUDGET ACTUAL VARIANCE
DESCRIPTION
. 2nd Bud vV 2nd Vs 1 Half Y Bud vV
Annual Quarterly Half Year First Quarter Zicac;:eci Half Year n Qua::truar get Vs n Qsiratret:er S 1st a e:::tu‘;l get Vs
N'bns N'bns N'bns N'bns N'bns N'bns N'bns % N'bns % N'bns %
TOTAL INFLOW 3,142.89 785.72 1,571.45 435.69 791.45 1,227.14 5.73 0.73 355.77 81.66 (344.31) (21.91)
EXPENDITURE
RECURRENT
Personnel Cost 959.51 239.88 479.75 259.32 280.89 540.21 41.01 17.10 21.57 8.32 60.46 12.60
Pension & Gratuities 177.46 44.37 88.73 40.81 56.93 97.73 12.56 28.31 16.12 39.50 9.00 10.15
Overhead Cost, MYTO, 941.25 235.31 470.62 145.65 278.75 424.40 43.44 18.46 133.11 91.39 (46.22) (9.82)
Sub Total (Non-Debt) 2,078.22 519.55 1,039.11 445.78 616.57 1,062.35 97.01 18.67 170.79 38.31 23.24 2.24
oomesie Debts & Int. on 463.16  115.79 231.58 62.32 88.63 150.95 (27.16)  (23.46) 26.31 42.22 (80.63)  (34.82)
ays & Means
Foreign Debts 33.92 8.48 16.96 9.55 10.07 19.62 1.59 18.73 0.52 5.43 2.66 15.67
Sub Total (Debt) 497.07 124.27 248.54 71.87 98.70 170.56 (25.57) (20.58) 26.83 37.33 (77.97) (31.37)
Sub-Total (Recurrent) 2575.289 643.822 1,287.64 517.64 715.26 1,232.91 71.44 11.10 197.62 38.18 (54.74) (4.25)
CAPITAL EXPENDITURE: - - - - - - - -
*Capital Releases 1,853.05 463.26 926.52 241.00 204.12 445.11 (259.15) (55.94) (36.88) (15.30) (481.41) (51.96)
TRANSFER: - - - - - - - -
Transfer (15% NDDC) 59.03 14.76 29.51 - - - (14.76) (100.00) - (29.51) (100.00)
National Judicial Council 91.00 22.75 45.50 39.00 6.50 45.50 (16.25) (71.43) (32.50) (83.33) - -
Universal Basic Education 59.14 14.79 29.57 11.08 11.08 22.16 (3.71) (25.06) (0.00) (0.00) (7.41) (25.06)
Refund to UBA Plc - - 0.01 = 0.01 - (0.01) (100.00) 0.01
FCT/FIRS - - 2.91 5.26 8.17 5.26 2.35 80.77 8.17
Sub Total 209.17 52.29 104.59 53.00 22.84 75.84 (29.45) (56.32) (30.16) (56.91) (28.74) (27.48)
TOTAL EXPENDITURE 4,637.51 1,159.38 2,318.75 811.64 942.22 1,753.86 (217.15) (18.73) 130.58 16.09 (564.89) (24.36)
Deficit /( Surplus) (1,494.61) (373.65) (747.31) (375.96) (150.77) (526.73) 222.88 (59.65) 225.19 (59.90) 220.58 (29.52)
FINANCING ITEMS
Sale of Govt. Property 9.56 2.39 4.78 - - - (2.39) (100.00) - (4.78) (100.00)
Privitization Proceeds 107.21 26.80 53.60 - - - (26.80) (100.00) - (53.60) (100.00)
FGN Share of Excess 309.13 77.28 154.57 97.66 - 97.66 (77.28) (100.00) (97.66) (100.00) (56.90) (36.81)
Signature Bonus 132.31 33.08 66.16 - - - (33.08) (100.00) - (66.16) (100.00)
International Bond ($500m) 75.00 18.75 37.50 - - - (18.75) (100.00) - (37.50) (100.00)
Domestic Borrowing (Fen 917.59 229.40 458.80 216.87 150.00 366.87 (79.40) (34.61) (66.87) (30.83) (91.93) (20.04)
World Bank Loan ($500) - - 75.03 - 75.03 - (75.03) (100.00) 75.03
Sub Total 1,550.80 387.70 775.40 389.56 150.00 539.56 (237.70) (61.31) (239.56) (61.49) (235.84) (30.42)
Net Deficit / Surplus 13.60 (0.77) 12.83

Source: OAGF
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2.5.2 Debt Service

34. Data fromthe Debt Management Offias at end of the first half 2010
indicatet h a't the out st andi seauritiZzécloinesticadebt G o
stock was N3,764.76 billion. This represents an increase of N290.39 billion (
8.61%)over N3,466.37 billionvhich wasrecorded in the first quarter of 2010.
The increased volume &GN Bondsby N235 billionin the quarter tgart
financethe deficit of the 2010 Buddstlargely responsible for thf the total
domestic debt stock, FGN Bonds constitute N2,408.48nb{br 63.97%),
Nigerian Treasury Bills (NTBs) represents N901.02 billion (or 23.93%), Treasu
Bonds accounts for N392.07 billion (or 10.41%), Development Stak&sup
NO.22 billion (or 0.01%) and Promissory Note amounted to N63.03 billion (or
1.67%).

35. Nigeriads e xasa 80dumd, 2080enai5$4,269.31cillion.
This represents a decrease of US$36.47 millién8&86) when compared to
US$4,306.18 million in the first quarter. A breakdowhisohmountindicates

that multilateral delaiccounted for US$3,860r@8lion (or 90.42%) while Nen

Paris Club and Commercial debt accounts for the balance of US$409.03 milli
(or 9.58%).

36. During the quarterhe sum of N98.7 billion was released for recurrent
debt serving This figureis lowerthan thequarterly estimate of N124.27 billion
by N25.57 billion (or 20.58%) and\i26.83 billion (or 37.33%) higher than the
N71.87 billion released in the first quart@rthermore, the cumulative debt
service releases (N170.56 billion) in the &ifiMas N77.97 billion (or 31.37%)
below the half year budgeted estimate of N248.54 hilisngap between the
quarterly estimates and releases is expected to thin out in the course of the yec
debt service payments fall dliee &tual @mesticdebtservice payment for the
second quarter of 2010 amounted t&/.NBbillion. The payments cors of
N70.92billion (or81.486) for FGN Bonds, M.72billion (or7.73%6) for NTBs
N9.38 billion (or Q.72%) for Treasury BondandNO.@ billion (or 0.02%jor
Development Stocks.

37. The cumulativex¢ernal debt service paymeastatthe second quarterf
2010 amounts toUS$1128 million while payment ithe first quarter was
US$64.71 million therebggregating tdS$177.59 milliohis is comprised of:
US$133.8&nillion to Multilateral Creditors, US$3.44 milliorNon-Paris Club
Bilateral Creditors, US$40.26 milliorNon-Paris ClubCommercial Creditors
and US$0.01 millido other creditors (England/CITI Bank).
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2.5.3 Statutory Transfers

38. These are statutoryeakes made to thr@epartmentsf government: the
Niger Delta Development Commission (NDDC), the National Judiciary Council
(NJC) and the Universal Basic Education Commission (UBE®@)e second
quarter of 201,0N6.5 billionand N11.08 billion were eaked to the National
Judicial Guncil and Universal Basic Education Commission respectively
Transfes to the NDDC as at the end of the first half are yet to be made as their
requestvasstill being awaited

2.5.4 Capital Expenditure Performance :

- $ | Capital Vote Utilization:

39. Recent reviews of MDAs® <capital
budget monitoring and evaluation efforts indicate a low level of capitale 6 s
utilization.In some instances whaapital projects asggnificantly utilizedome

of these projectavere observed to have besrecuted at escalated costs due
principally to weda project management practices in the MDAs. In the
government 6s effort to facilitate s
budgets, theBudget Officeof the Federation/Federal Ministry of Finance
building on the previous worksganized a Workshop for MDAs in the first
quarter of 2010Coveringissues bordering @roject planning and presentation
for the annual budget, procurement planning, implattentand reporting, it
helpedstrengthen the implementation of MBAapital projects/programmes by
identifying and proffering solutions to the identified challenges.
implementation of these outcomes however rests with the MDAs.

40. Furthermore, ithe practice of continually improving tre delivery of its
promises, thegovernment has continued to review budget implementation
processesSome of these include the removdlatfienecks in the procurement
process while ensuring timely funds releases s Md@veral monitoring and
evaluation reports reveal a retinue of questionably implemented project
However, wiile these measures gradually yield positive outturns for the
implementation of our national budgets, government is looking furttiex to
implenentation ofstandardized programme and project portfolio management
processsin Nigeriato manage capital expenditure programs and further build the
capacity of MDAs in project managemdihtis is with a view to improvng
government 6 s sapdetmecifectige deivefy iofcsenacasc which is

% See Section 2.3.5 of the 2010 First Quarter Budget Implementation Report
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of interest, rather than emphasis purely on funds utilization.

41. A sum of N423.88 billion was releasetbr MDASO capital budget
implementatiom the second quarter of 2010. These were thiadegh Capital
Warrants of N397.63 billion, Authority to Incur Expenditures (AIEs) of N16.45
billion and CapitalUpplementation of N9.8 billioHoweverdue to shortfalls in
revenue receipts in the peribid04.82 billior{or 94%)was cashackedoy the
OAGF while only N124.79 billion (or 30.83%) was utilibgdMDAs as at 30
June 2010

42. Based on data from the Office of the Accountant General of the
Federation (OAGF)n appraisal dbrty-six MDAs reported upon shows a low
level of utilizatiof capital releases in thestthalf of the yeaiThe data indicates

an overall average caputlization rate 0f30.836 based on the total amount
cashed backed to the MDAs asCaline2010. Matched against tbhtal releases

of N423.88 billion for the peripdhe positionworsers to 29.446. The low
utilization rate might not be unconnectegreviously reported impediment to
MDAsO® capital budget i mpl ementati on
and the late cadiacking of the capital releadasto liquidity challengeBlease
seeAppendid.

43. A review of the MDA safed [gewlrof wilizatiaan ¢
among the MDAs. On the wholexteen(or 34.786) of the MDAs including:
Defence, Federal Capital Territory Administration, Agriculture, Works,
Environment, Poer, Foreign Affairs, Tourism & Culture and Commerce &
Industryeach utilized over theverall average utilization rate of 30.8&3%out

of these (or 13.04% of the MDAscluding Agriculture, Presidency, Foreign
Affairs, Environment, National Planningl &@iffice of National Security Adviser
had utilization rates of over 50% of their respective released amounts. It
noteworthythatnine (or19.57%) of the MDAs were yet to utilize any portion of
the capitabudget fundseleasedo them. Key among theseDis areWomen
Affairs, Federal Civil Service Commissiad Police Service Commission.

44. Comparatively, frther review of the utilization rates indicatesvthde

only seen (or 16.28%) of the MDAs hailization rates above the overall
average of 187% in the first quarteseventeen (or 36.96%) of the MDAs had
their utilization rate abowhe overall average rate of 30.88%@tthe second
quarter Twelve MDAs (or 26.09%) which had their first quarter respective
utilization rates below the overalerage, significantigxceeded theverall
average utilization rates in the second quarter. MDAs in this categoryhaclude
Federal Ministry dVorks, Environment, PoweéXational Planning Commission,
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Presidency and Federal Ministry of Finance. Onlike lmtngdtwo MDAs with
above average utilization rates in the first quarter dropped significantly in the
utilization rates as at the end of the second quarter of the year. These MDA :
the Federal Ministry of Health (from 22.94% to 18.53%) and Filleistly of
Information & Communication (from 55.07% to 26.44%&ble 1@elow is an
extract fromAppendidt highlighting the utilization rate teh MDAs considered

as key to the actualization offhd mi ni str.ati onds goal s

Table 10A sample of MDA8 Ca p i t tlizatioB (aglagi®June 2010)

ISQUARTER 20dQUARTER  PAYMENT  CAPTAL — AMOUNT  AMOUNT CAS

WARRANT WARRANT  THROUGH AIE SUZ:_:'CIJE’TER RELEASED BACKED UTILIZATION

MDA As %age of As %age Tote

N N N N N N N Cashbackec Budgetary

Funds  Releases

Power 10221434882 23653,19749011500000000 - 47,374,632,37245,891,504,94716,052,930,734  34.98 33.89
Transport 9,645,022.871 15,806,863,660 - 65000000 25,516,886,53125,516,886,531 4,282,411,849 16,78 16.78
Health 7996824800 7263332610 90000000 16,200,157,41016,182,354,044 2,998,914,569 18,53 1851
Agriculture 16,036,657 458  3,358,989,753 . - 19,395,647,21119,342,020,54515,197,461,811  78.57 78.36
Waler Resolices 1.850,528,527 14316,192933 - - 16,166,721,46016,166,721,460 1,017,326944  6.29 6.29
Education 7403,020,883 10,244,778 975 : - 17,647,799,85817,647,799,858 4,887,143,240  27.69 27,69
Works 50,453,447,436 21,483 959,994 - - 11,937,407,43071,937,407,43028,750,947,858  39.97 39.97
Niger Delia OnOnOn 0sT9M - - 2257905944122579,050441 2849799806 1262 1262
FCTA 16,662,500,000 16,315,578,167 - - 32,978,078,16732,978,078,16715,553,946,348  47.16 47.16
zogm:'; PRI st oo - 1033061200685 42TRTL 360 360
Overall Average Utilization (by all MDAS) 30.83 2944

Source: OAGF and BOF

26



2nd Quarter Budgelmplementation Repon{ 2010

Chart 10: Pictorial Representation of Selected MDAs Utilization
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2.5.5 Performance of the Financing Items

45. The sum ofN785.72 bilin was projectedto fund the 2010 Budget
quarterly whilaggregatquarterlyexpenditure wagsrojected aN1,159.38 billion
resulting ina projected deficit of N3.65billion. The anticipated shortfall in
revenue was expected to be financed thresiyhn#éed quarterly proceeds from
the Saleof Government Properties of N2.39 billion, Privatization Precded
N26.8 Dbillion, Net FGNOs Cdan 804d of d a t
N77.28 Dbillion, FGNO6s Share of Sign
billion, International Bond ($500 million aboutN18.75 billiojpand Domestic
Borrowing (FGN Bond) of N229.4 billion.

46. Whilea fewof these quarterly estimates planned to fund the deficit have
been fully or partially realized, some others are yet to yieldnénmbution. Of
the quarterly financing contribution of N229.4 billion schedaoteithd FGN
Bonds, only N150 billion was realized in the second quaheplannedWorld
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Bank loarof US$500 million for the year vialéy realizedvithin the first halbf

the year. Nothing was realized from the other financing items in the quarte
Furthermore as at the end of the fidsalf of 2010, the FGN share of Excess
Crude, Domestic Borrowing (FGN Bond), and the World Baodn have
respectively yielded N97.66Lre., N56.9bn or 36.81% less than budget),
N366.87 billion (i.e., N91.93bn or 20.04% less than budget), and N75.03bn (..
100% realized)

2.5.6 Deficit Financing

47. The totakevenueeceiptdo fund the 2010 Budgetthe second quarter of
2010 was HMB749 billionwhile the actual aggregate expenditure 942.RP
billion resulting to g@rossdeficit of N454.77 billion. The application of funds
from other financing sourgeadentifiedin Table @&bovehoweverincreased the
gross finances for the Budgettihe quarter to N791.45 billion improving the
deficit position tdN150.77billion in the quarte(PleaseseeTable 6 This deficit

Is N225.19billion (or 59.9%0) lower than th&l375.96 billion deficit recorded in
the first quarter. In the first half dfet yearthe cumulative inflownt o t he |
accountwas N1,22.14 billion while the aggregateperditure was N1,753.86
billion resulting to a total deficit of N&Z 3billion. The shortfall in revenue for
the first half of the year was financed witifFtli@N 6 s Con s o(hat)afat e
the ECAfor 2010(N97.66 billiol), Domestic Borrowing [FGN Bond{866.87
billion), andWorld Bank Loar§500 millioh(N75.03billion).
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3.0 MACROECONOMIC DEVELOPMENT AND ANALYSIS

48. The remarkable growth iautput recorad in the second half of 2009
continued in 201@rovisionabtlata from the National Bureau of Statistics (NBS)
indicatethatN i g ereal Grdss Domestic Product (GOfeewby 7.2%6 in the

first quarter of 2010 andagpectedo grow by 7.68%, 7.76% a®d 3% in the
second, third and fourth quarters of 2010 respec@relne wholethe GDP is
projected tagrowat 7.74% whichis higher than theateof 6.68%6 as revised for
2009.The nonoil secto is projectedo remain the primdriver of overalGDP
growth, with agriculture, wholesale & retail trade and services contributing 2.49¢
2.03% and 2.11% respectively.

49. Yearon yeartheheadline inflatiomatedeclinedrom 118% in Marchto

at 10.%6 in June2010 In the same wagore inflation fell from 9% in March to
7.%06 in June while food inflatiashroppedto 124 in June froml3.8%6 recorded

in March 2010. Th@downwardrend in the domestic price leigatributable to a
number of factors includinghe continuing underperformance of monetary
aggregateand its associated constrained demand; adequate food stgdpby;
exchange ratesnd improvement in the availability of petroleum proditutsis
depictedn Chart 1below.

Chartl1: Inflation and MGrowth Rate

16
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AN o N M O ©
‘

——M2 Growth Rate —l—Headline Inflation Core Inflation —<— Food Inflation

Source: Central Bank of Nigeria,2Mational Bureau of Statistics, 2010.

* Communiqué No. 71 ohe Monetary Policy Committee Meeting, 5 July 2010, Central Bank of Nigeria.
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50. The dataalso indicat¢hat relative tdVlarch 2010 Broad Money (M
declined fromN1101 trillion in March 2010 to WND.84 trillion in June 2010.
Credit tothe private sector which grew by 0.65% between March an@QILM
contributed largely to a 1.16% increasdlah Domestic Credifrom N8.51
trillion to N8.61 trillion in June 201(redit to government declined 8686
within the same perioth orderto grow the economy amthprovethe growth of
credit to the pvate sectoifurther efforts are needed ltoostthe credit market
S0 as to enhance the flow of credit to the real economy.

51. The development in interest rates structure indicated that the retail lendin
rates were still relatively high even though theyowehedeclire. The average
maximum lending rate dropped from 23.62% in March to 22.03% in June 201
while the average prime lending rate also moved from 19.03% in March t
17.65% in June 201Dhe interbank call rates segments of the money market
which were 1.27%, 4.94% and 2.73% in April, May and June respectivel
averaged 2.98% in the secquodrterwas much higher than the average rate of
2.13% obtained in the first quarter of 2010. The rise in the averagenkteall

rate was due to the shbvied tight liquidity conditions in May 2010.

Chart 12: Interest Rates Trend
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Source: Central Bank of Nigeria, 2010

52. The foreign exchange marke&intainedelative stabty in the firsthalf of

the yearThis indicatemcreased confidence in the Naird #neeffectivenessf
current exchange rate polpmsition In the second quartdhe WDAS opened
with an exchange rate of NBBUSS$1 and closed at BQ.19US$1 with an
average closing rate of M113US$1. When compared with the average closing
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rate of N149.94US$1 recorded during the first quarter 20fLQ the figure
representec@ depreciation of N19 (or 0.134). At the interbank marketthe
average exchange ratepreciated marginalffom N15008/$ in March to
N151.27/$ in June 201(h the samevein, the premium between the WDAS
average rate and the idbank market rate remained low at9®R@or 061%) in

the second quarter of 2010, while that between the WDAS average exchange ra
and the BDCs ratmse slightly ttN2.91(or 1.94%4) in theseond quarter from
N2.55(or 170%) in the first quarter of 2010.

Chart 13: Naira/US$ Exchange Rates Trend
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Source: Central Bank of Nigeria, 2010

53. The gross external reserves stood a8T&billion as at 3" June 2010,
representing a decrease of 3J&pbillion (or 8.026) relative to the level of
US$40.68 billion as at31* March ®10.The fall in external reserves can be
attributed to the withdrawals made by the three tiers of governnaegtient
funding ofthe 2010 Budgeatortfall The level of thexternal reserves as at the
end ofthe secondjuarter was sufficient to finaratdeasfié6 months of imports
which was well above the internationally recomméedéegractie of 3-months
import cover. It is believed that with teatinued rise in tharice of crude oil in
the international markever the benchmark pricerecent monthspepled with
the improvement in crudel productiondue to the peace in the Niger Dedta,
reverse in this trend is expected in the near .future

® Data and Statistics from tH@entral Bank of Nigeria: Money and Credit Statistics
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Chart 14: Level oh&ernal Reserves
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4.0 CAPITAL PROJECT IMPLEMENTATION REPORT.

4.1 Introduction

54. The development of the2010 Budget is underpinned by the
Government 6s desire to continue-wit|
economic landscape. This informed the allocation of over 40% of the 2010
Budget to capital expenditure of whadiout 99 was devoted to its priority
sectors includg the development of Critical Infrastructure; Food Security;
Human Capital DevelopmentetiNiger Delta; Security, Law and Order; and
Food Security which would contribute significantly to the actualization of
government 6 s d Severaneapuree aret cantinuadjyobairig out in
place by the governmétd aid actualization of its deliables

55. In our effort to enhanclDAs &6 capacities to it
Capital projects, the Budget Offiok the Federatiororganized a Twday
Workshop on Budget Implementation on February 15 and 16, 2010 with the
objective of s budgetigplementatiom gappdiiDatviegd

from the lessons ofthe 2009 Workshop on Budget Implementation and
presentations from a rich selection of resource persons from the Legislature
MDAs, and the private sector on current issues regarding budget
implematation, the sessions exposed the participants to stritagisisould
improve their capacity tonplement their capital budgets. Accordingly, it is
hoped that this would impact significantly toe MDAs & capi t al
implementatiorefficiencyfrom the second quarter of 201 view of the
government 6s goal s, and pursuant to
2007, the Budget Office of the Federagjoesturtherto physically monitor the

I mpl ementation ofintvelydasied capi t al pr oj

56. To broaden the scope and provide independent viewpoint to the exercise,
representaves of specialist and regional Civil Society Oagianiz (CSOs) and

the Mediawvereincluded as part of the monitoring and evaluation teams. Th
practicas intendedcontinue in the following quarters of the year

® Paragraph 47, 2010 First Quarter Budget Implementation Report
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4.2 Physical Monitoring and Evaluation

57. The Budget Monitoring and &wuation éansdevaluationvhichcovered all

the six geopolitical zones of the country, undertook physical and detaile
assessment of seleckDAsGimplementation ofheir respective capital budgets
The objective was @ssess thextentof their implementation of budgeted capital
projects within the period amdmpare the achievements of the MDAs against
their deliverables as at end of tlveseé quarter of 2010. The team visited various
projects in the Health, Water Resources, Education, Transportation, Aviatiol
Power, FCTA and Works sectors at various locasoegored béow:

Works Sector

58. The Ministry is saddled with the responsibditythe provision and
rehabilitation of road network nationwide. Government in its wisdom allocatec
the sum of N211.23 billion, representing 12.45% of the capital budget to th
Ministry in the 2010 budget, which is 1.02% over its 2009 (N®UBAPO
budgetary allocation$he sum of N71.946b was released and fully cash tzacked
the Ministryin the half year of 2010 while N28.75 billion was utilized to achieve &
cumulative performance of 39.97%. WMe A6 s key delamengst ab |
others: Presideat initiatives mjecs (PIPS) of over N55 billion across the
country, zonal intervention projects of over Nlon across the country,
HighwaysRehabilitation and Construction, Rehabilitation of briHgg#eering
Design of New roads.

Dualisatior ldpadad llorin Road Section 1 (IlEe@sn)Contract No. 1793

59. The project consists of the construction of 44.05km of a new dual carriag
wayon a new alignment crossing the existhiagdnd llorin Road at 13 + 845
interchange. It was awarded to MeBsW. Nigeria limited &t contract sum of
N19.7 billion. The work commenced in March 2001 with aa woimpletion
period of twenty six (26) months, which was extended tbJally, 2010 as a
result of in adequate budgetary provision by the ministry

60. The sum of N3.1 billion was appropriatedthe project in the 2010
Budget The certificates of work done forwarded by the contractor to the Federa
Ministry of Works was still being processed for payment as at the time of vis
the work had attaine®6.8% level of completion while totaldgetary
commitmenton the projecto date wa N17.5 billion. Orgng works included
amongst others, construction of culverts, drains, bridges, eartipaoeksent
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and surfacing. The Project when completed will eettagel time, lowering
vehicle operating cesind reduction in accidents rate. The major challenge was
budgetary constraint.

Pidure 1: Ongoinganstruction 6 2" flyover ridge over the Ibadatiorin
Road

Rehabilitation of Access IR Kadunarirefired Petrochemical Company, (KRPC)
Contract No. 6027.

61. The rehabilitation of access road to the Kaduna Refiard
Petrochemical @npany (KRPC) consists of 2.269km dual carriageinely
starts from the Eastern Bgass Interchange to the Kachiacion with the
KRPC exit gate. The project is to enhance smooth traffic flow access to th
refinery and decongest the huge traffic of tankers around the refinery. Th
contract was awarded to Messrs Mothercat Nig Limited at a cost of N1.15 billio
while rehablitation work commenced on 18 November 2008 completon
schedwddfor 17 May, 2010.

62. The sum of N950million was appropried for the project in the 2010
Budget while N325.18illion was released and fully utilized in the first quarter.
As at the smnd quarter, work was still going and 27% level of work was
achieved to record a cumulative work performance of 70%. However, the ca:
backing of the capital warrant was being awaited as at the time of the monitoril
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exercise. Work done in the quarter aelu

I Pavement strengthening/resurfacing on access road to the refinery from
Kachia road

. Building of additional carriageway on access road to refinery from Kaduna
Eastern bypass road hdaseencompleted up to binder course level.

lii.  Reconstruction of the exrgj carriageway on access road to refinery from
Kaduna Eastern lyass haBeencompleted up to binder course level.

Iv.  Reinstatement of all eroded shoulders have been completed.

V. Provision of new culverts/extension of some existing ones are in progress
on bah sections of the projects.

vi.  Provision of drains, kerbs and other ancillarkssoas reached advance
stages

Picture 2 a.Rehabilitation of RefinedKachia Road
b. Rehabilitation of Access Road to KadRafinery

Dualization of Onitsha/Owead Riod Onitsha EasteRaB¥Contract No. 5660

63. The projects consists of the dualization of 47km length of road, 8lem sing
carriageway Onitsha Easteye-pBass, construction of two interchanges on the
by-pass and one bridge at Okija. It was awarde@@Construction Nig. Ltd. in
October, 2002 at a cost of N30.85 billion with a completion date of October
2005 which was later revised to December, 2010, due toiemgubiicigtary
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