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BP makes opaque payments for Angola oil block as petro-lobby seeks weak transparency rules

As oil industry lobbyists attempt to water down watershed transparency legislation in the United
States and the European Union, Global Witness shows that BP has agreed to make multi-million dollar
payments into obscure “social projects” controlled by the highly opaque state oil company of Angola
as part of a deal to win oil exploration rights. BP is making these payments despite well-documented
concerns of corruption in the oil rich but poor African country.

The revelation emerges from U.S. corporate filings by one of BP’s partner companies, Cobalt
International Energy. It shows that much more transparency is needed in the management of oil
revenues in countries like Angola, where corruption is a serious risk. But U.S. and EU rules that could
help to create such transparency are under pressure from the oil industry, including lobby groups of
which BP is a supporter.

Angola has long had a legal requirement for oil companies to make upfront revenue payments in
return for oil licences, partly for social investments. But Sonangol did not publish any information on
the spending of social contributions from oil companies in its 2010 accounts.

“Let’s not mince words about what’s happening here,” said Gavin Hayman, Campaigns Director of
Global Witness. “BP is planning to pay large sums of money to a state oil company with a long history
of opacity, which could be spent with little public oversight in one of the poorest and most corrupt
countries in the world. And at the same time, BP and other oil companies are lobbying to water down
laws in the U.S and Europe which are actually meant to improve transparency for investors and
citizens in countries like Angola.”

In January 2011, BP and other foreign oil companies took part in bidding for 11 deep water oil
exploration blocks in Angola. Sonangol, which controls the allocation of oil and gas rights, awarded
shares in four of these blocks to BP." A corporate filing by Cobalt, a small US oil firm, reveals that
Cobalt, BP and an obscure joint venture between Sonangol and private Hong Kong investors called
China Sonangol agreed in December 2011 to pay USS$550 million over four years for one of these
licences, Block 20.°

Both of BP’s partners in this block have been the subject of controversy.3 Chaired until September
2011 by Manuel Vicente, the former CEO of Sonangol, China Sonangol and its subsidiaries have
pledged to invest billions of dollars around the world.* This includes a 2009 multi- billion dollar
resource-for-infrastructure deal with the then military government in Guinea, signed (by power of
attorney), by Manuel Vicente.” Global Witness has mapped China Sonangol’s activities across the
world, and has serious concerns about the lack of transparency surrounding its operations.

In February 2011, Cobalt reported that it was the subject of inquiries by the US authorities into
allegations of a connection between senior Angolan government officials and one of its Angolan
partners. Cobalt has stated that it believes its activities have compiled with all laws, including the
Foreign Corrupt Practices Act and that it was cooperating with the enquiries.6

BP has not published any information yet about payments to Sonangol, but is reported to have a 20
per cent share in Block 20, implying that it would pay US$110 million of the total.” These payments
are not tax payments to the Angolan treasury but represent “certain contributions for social projects
such as the Sonangol Research and Technology Center”, according to Cobalt.?

Global Witness wrote to BP and Cobalt and asked them to explain these payments. BP responded
that: “BP is making these contributions to Sonangol because it is required to under Angolan Law.” In



response to our concerns over the lack of information about the payments, BP stated that
“companies have different disclosure requirements based on their size and the corresponding
difference in materiality.” In other words, these payments were not reported by BP as the company
did not regard them to be of enough significance. In a well-documented corrupt environment like
Angola, BP’s view of materiality is interesting. Whilst $110 million may not seem material to a
company that makes billions of dollars of profit each year, Angola’s population (who continue to live
in poverty) might have a different view.

We did not receive a response from Cobalt.

Although such payments are required by contract, as pointed out by BP, they are deeply concerning
because:

1. Despite its oil wealth, Angola is a desperately poor country where more than two-thirds of
citizens live on less than US$1.70 a day.9 The country is also regarded as one of the most
corrupt in the world: according to the U.S. government, top officials commonly do private
business with their own ministries and prosecutions for corruption are rare because of a
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“culture of impunity”.

2. Against this background of serious corruption, it is reasonable to be concerned that any large
flows of funds to state agencies in Angola which are not subject to proper accounting and
public scrutiny could be at risk of misappropriation.

3. There is a worrying lack of detail about where exactly the “contributions” from BP and its
partners will end up, all the more so since the “Sonangol Research and Technology Centre”,
does not yet appear to exist. The bulk of Sonangol’s earnings from oil, including bonuses paid
by foreign oil companies, are supposed to be transferred to the Angolan finance ministry. But
in practice, Sonangol retains control of much of this money.11 A 2008 Norwegian study found
that Sonangol manages “social bonus” payments by other companies, not the government. 2
Sonangol published no detailed information on the spending of social contributions from oil
companies in its 2010 accounts.

4. Sonangol is a power unto itself within the Angolan state and spends vast sums of public
money, for example on fuel subsidies and public infrastructure. The International Monetary
Fund (IMF) found a US$32 billion discrepancy in Angola’s public accounts from 2007 to 2010,
most of it apparently due to Sonangol spending money without properly accounting for it.
The government has pledged to investigate this gigantic gap in the public accounts and told
the IMF it will phase out “quasi-fiscal” spending by the state oil company.13

5. Ten other oil blocks were awarded to BP or other oil companies by Sonangol at the same
time as Block 20.* If “contributions” were paid for all of them on a similar scale to those
announced for Block 20, this could come to more than $6 billion over four years. Whatever
the figure, it is clear that there is a massive increase in funds going to Sonangol, just at a time
when the state oil company’s spending and accounting practices are coming under increased
international scrutiny.

Although BP is meeting a legal requirement in Angola by making such payments, it is reasonable to
assume that the company is aware of the risks documented above, and elsewhere, that payments
made to Sonangol may be misappropriated. When Global Witness put its concerns to BP, the
company did not comment on the specifics but said that: “Whether Sonangol or the Angolan
authorities should disclose how they are planning to use the money, is a sovereign matter.”

BP activities in Angola are happening against a backdrop of efforts by the company and other
international oil companies, to water down Section 1504 of the Dodd-Frank Act which requires
companies to publish what they pay to foreign governments for each project they operate around the
world. *° Along with other oil companies and industry lobby groups, BP has called for the rules that
implement the U.S. law to include reporting exemptions for certain countries whose laws are claimed



to forbid such disclosure.™ Other companies have argued that Angola is one such country, where oil
companies should be exempted from reporting. Y The law approved by the U.S. Congress in July 2010
does not include any such exemptions. 1

The American Petroleum Institute (API), an industry lobby group, has made a barely-veiled public
threat to sue the U.S. government to obstruct the implementation of law. BP is a member of the API
but says it was not a party to the legal threat.” However, BP has so far declined to distance itself from
the threat. Not only that, but it is understood to be one of several extractive companies which have
hired a Brussels lobby firm to water down plans for a similar transparency law, currently being
debated by the European Parliament and member states of the European Union.”

BP denies that it is campaigning against revenue transparency regulations in the US and EU and says
that it is seeking “to strengthen the regulations”. BP told Global Witness that “we have a strong
interest in promoting accountability and good governance where we operate”.

Various other companies won shares in Angolan oil blocks at the same time as BP, including Statoil,
Repsol, Total, Eni and ConocoPhiIIips.21 But BP’s willingness to make payments to obscure projects run
by Sonangol is particularly striking because it was the company’s early efforts at transparency in
Angola which helped give rise to a global movement that is leading to transparency regulations in the
United States and European Union.

Global Witness started raising concerns in 1999 about the lack of transparency surrounding huge
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payments that BP and other oil companies were making to Sonangol to win oil licences in Angola.” In

2001, BP pledged to publish its payments in Angola and received a letter from Sonangol warning that

it would lose its licences in Angola if it did s0.”

BP’s experience made clear that oil companies might face obstacles to publishing their payments to
governments voluntarily and on their own. So the Publish What You Pay civil society campaign was set
up by Global Witness and other groups in 2002 in order to push for laws that would require all oil
companies to publish this information in all countries.

“It’s beyond irony that BP in particular should be campaigning to weaken U.S. and E.U. transparency
laws which are intended to make it easier for companies like BP to distance themselves from
corruption in countries like Angola,” said Hayman. “The international oil companies need to call off
their lobbyists and fundamentally rethink this double standard whereby they claim to be in favour of
transparency while working to undermine it.”

Recommendations:
e BP and other international oil companies should stop trying to water down transparency
laws in their home jurisdictions, for example by ceasing to argue for exemptions from
reporting for particular countries (such as Angola).

e US and EU transparency laws should ensure that companies disclose their payments for each
contract or licence that they sign in countries like Angola.

e Qil companies should insist that any payments they make in Angola should be promptly
transferred to the national treasury and fully disclosed in audited government accounts.

e Angola’s government should commission and publish a full independent audit report of all
Sonangol’s spending and business activities, including the $32 billion discrepancy in the
national accounts which was identified by the IMF. This report should identify any corruption
risks and propose measures to deal with them.

For further details, contact: Diarmid O’Sullivan at dosullivan@globalwitness.org or + 44 207 492
5863 or Judith Poultney at jpoultney@globalwitness.org +44 207 492 5849
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