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Some Transparency, No Accountability:
The Use of Oil Revenue in Angola and Iits Impact on Human Rights
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|l. Summary

The Angolan government has consistently mismanaged its substantial oil reveaues and,
despite thetorical commitments, has yet to demonstrate 2 meaniagful commitment to
reform. In recent years, literally billions of dollars in oil revenues have illegally bypassed
the central bank and remain unaccounted for. Such missing revenues reflect a failure of
govesament accountability more generally and are directly linked to the Angolan
government’s continuing failure to foster institutions that uphold the rule of law and
human rights.

The sums involved are staggering. From 1997 to 2002, usaccounted for funds
amounted to some U.5.$4.22 billion. In those same years, total social spending in the
country—ineluding Angolan govermnment spending as well as public and prvate
initiatives funded through the United Nations' Consolidated Inter-Agency Appeal—
came o $4.27 billion. In effect, the Angolan government has not accounted for an
amount roughly equal to the total amount spent on the humanitadian, social, health, and
education needs of a2 population in severe distress.

Due at least in part to such mismanagement and corruption, the government also has
impeded Angolans’ ability to enjoy their economic, social, and cultunal fghts. [t has not
provided sufficient funding for essential social services, including healthcare and
education. As a result, millions of Angolans continue to live without access to hospitals
and schoals, in violation of the govemnment's own commitments and human rghts
treaties to which it is a party,

ln recent yeass, as oil revenues surged, the Angolan government has refused to provide
information about the use of public funds to its population, undermining their nght to
information. It has failed to establish hundreds of courts and allowed the judiciary to
become dysfunctional, underminiag Angolan’s ability to hold government officials and
others accountable  And it has not fully committed to free and fair elections, thus
removing another avenue of accountability.

Had the government properly accounted for and managed the dissppeared funds it is
likely that more funds would have been allocated to the fulfillmeat of economic, social,
and cultural dghts, such as increased spending on education, health, and other social
services. The government of Angola has not comphed with its obligations under
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imcmndondhummdghuhwbccnuuithnsmisaﬂoamdresomocsuthecxpcnseof
the enjoyment of rghts.

When a government is the direct beneficiary of a centrally controlled major reveaue
stream and is therefore not reliant on domestic taxation or a diversified economy to
function, those who rule the state have unique opportunities for self-enrichment and
corruption, particularly if there is no transparency in the management of reveaues,
Because achieving political power often becomes the prmary avenue for achieving
wealth, the incentive to seize power and hold onto it indefinitely is great. This dynamic
has a cortosive effect on governance and ultimately, respect for human rights. Instead of
bringing prosperity, rule of law, and respect for rights, the existence of a centrally
controlled revenue stream—such as oil revenue—can serve to reinforce or exacerbate an
undemocratic or otherwise unaccountable ruler’s or goveming clite’s worst tendencies by
providing the financial wherewithal to entrench and ennch iself without any
corresponding accountability. Human rights typically are among the first casualties.
This has happened in Angola.

Despite repeated cfforts by diverse actors to promote greater transparency—inciuding
multilateral financial institutions, nongovernmental organizations (NGOs), corporations,
and even other povernments—the Angolan govemment has sought to maintun the
status quo. The Angolan people, who have endured decades of war while sceing their
country’s resources mismanaged and its social development stunted, continue to be the
pomary victims of government recalcitzance.

The International Monetary Fund {IMF), interested in transparency for economic
reasons, has been an important force pushing for preater fiscal transparency in Angola.
Human Rights Watch does not take 2 position on the work of the international financial
institutions per se, but can and does examine the positive or negative impact IMF
activities can have on human dghts. Whatever one thinks of the IMF's economic
prescriptions, its efforts to promote transparency in the oil sector 10 Angola have been
an impartant source of leverage for those interested in buman nights improvements in
the country. This report focuses on two aspects of IMF-led pressure for reform: the so-
called “Oil Diagnostic” monitoring system set up by joint agreement of the IMF and the
Angolan govemment starting in 2000; and the IMF's findings regarding  the
government’s consistent lack of transparency and gross mismanagement of public funds.

The Oil Diagnostic showed that billions of dollars from the Sociedade Nacional de
Combustiveis de Angola (Sonangol), the state-owned oil company, illegally bypassed the
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Angohncmmlbmkmdthntthcgovernmcntdidnothavcmyprocedurcsinphccw
rcconcﬂchundmdso[mﬂlionsofdoﬂmofdjmepmdahitsmunﬁngofoﬂ
revenue. mcwmﬂpkm&mchHDhgnosﬁchomofmmhmmgmmof
a country’s public funds, largely derived from oil production and sales. The IMF went
further and detailed billions of dollars in unexplained expenditures, consistent
govemmcntunwﬂlingncsswdiscloscthcuscof(hoscﬁmds,mdothauoubﬁng
examples of government opaqueness.

RccmchmgcsinAugoh.bowcvcr,indudingnnendtothcdvilwu,mcwed
govemnment interest in better political and economic integration with the rest of the
wodd.mddsingpopulatdcmmdsforchmgc.huvecmuodmmprccodmmd
oppartusity for reform. How Angola manages its oil revenues will be an important
barometer of progress toward transparency, accountability, good governaace, and
increased respect for human rights. Whether meaningful reforms ate implemented
depends ultimately on the Angolan government, but the international community can
play an important role by using its 1nflucace to press forcefully for change  Otherwise,
the promise of Angolu’s wealth will be squandered once more at the expense of good
governance and human nghts.

This repost analyzes the IMF's ovenall relationship with the government and successes
and failures of the Oil Diagnostic to date. It examines what the Oil Diagnostic and failed
efforts at reform can tell us about Angolan government oil revenue mismanagement,
and what continuing difficulties in obtaining basic information from the government and
major gaps in the data tell us about the ground sull t be covered before the Angolan
government can meaningfully be said to embrace transparency and accountability. It
also analyzes how much money is missing in comparison to how much has been spent
on activities and institutions that could facilitate Angolans’ enjoyment of their civil,
political, economic, social, and cultural oghts.

Based on research conducted in Angols, the United States, and United Kingdom
between 1999 and 2003, the report begins with a bref overview of IMF efforts to
promote fiscal transparency in Angola. It then Jooks in detail at oil revenue
mismanagement revealed by the Oil Diagnostic, the massive scope of fiscal discrepancies
and unexplained Angolan government cxpenditures in recent years, and systemic
government attempts to limit access to information. The report concludes with 2 survey
of existing international initiatives simed at promoting greater transparency, with analysis
of how each might be used to promote change in Angola.
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Il. Recommendations

To the Government of Angola

Publish all of the Ol Diagnostic reports and make them publicly available in
Portuguese;

Publish all details of incoming revenues and outgoing expenditures;

Publish the audits of the Banco Nacional de Angola (BNA);

Conduct and publish an audit of Sonangol, beginning with the year 2000,

Publicly disclose the amount and uses of Sonangol's and the government’s oil-
backed debt;

Revise the State Secrets Law so that disclosure of information by third-parties is
not a criminal offense when it relates to the use of public funds;

Authorize the publication of all IMF Articie IV Staff Reports; including those
from previous years;

Join the Extractive Industries Transpatency Initiative as a formal participant and
mplement its principles;

Publish a National Plan of Action for the realization of universal primary

compulsory education. Such a plan should include a detailed accounting of the
funds required, funds allocated, and sccounting mechanisms to ensure their

appropriate usc;
Publish a National Health Strategy in order to ensure the progressive realization

of the nght to health, Such a pln should include a detailed accounting of the
funds required, funds allocated, and accounting mechanisms to ensute their

appropoate use,

To the International Monetary Fund

Ensure that any new Staff Monitored Program includes requirements to publish
the Oil Disgnostic reports; that audits of Senangol and the BNA arc made
public; and that a full account of revenues, expenditures, and debt is made
public as part of 2 new Smff Monitored Program and before any formal lending
program with the IMF is finalized.
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To the World Bank

e Insist upon full compliance and implementation of the transparency measures
contained in the Transitional Support Strategy before considering new lending,

e Make future cooperation with the govemment of Angola contingent on
publication of all of the Oil Disgnostic reports; publicaion of audits of
Sonangol and the BNA; and publication of a full account of revenues,
expenditures and debr

To Donor governments, the G-8 and Member Governments of the
Extractive Industries Transparency Initiative

» Press the government of Angola to join the EITI and easure that companies
also participate in the initiative with respect to Angola;

» Require that Angola publish the Oil Diagnostic reports; that audits of Sonangol
and the BNA are made public; and that a full account of revenues, expenditures,
and debt is made public prior to an agreement to hold a donors conference;

» Develop mechanisms mandating that companies disclose their payments fo

governments.

To Oil Companies Operating in Angola

¢ Encourage the government to publish the Ol Diagnostic reports; that audits of
Sonangol and the BNA are made public; and that a full account of revenues,
expenditures, and debt s made public;

» Disclose any signature bonus payments to the government publicly at the tme
that they are paxd;
e Join the EITI and comply with its principles.
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IIl. Background: The IMF and Angolan Government

The Aagolan government and IMF have had a strained relationship since the mid-1990s.
It has been characterized by pedods in which the government has faced dire economic
conditions and has appeared to sincesely negotiate a reform program’ with the Fund,
followed by perinds of improved economic conditions in which it abandons the reforms.
The prncipal resson that reform programs have failed is the governmeat’s lack of
political will. Throughout this process, increased transparency has been a key condition
for further cooperation with the IMF. There was some progress in 2000 when the
government agreed to the Oil Diagnostic; a study to determine how much oil reveaue is
scrually deposited in the BNA, as part of s larger economic reform program. However,
that reform program collapsed in October 2001 after the government received repeated
extensions, but stll failed to implement promised reforms. Nevertheless, the Oil
Diagnostic continued. But relations with the IMF were extremely steained, largely
because of the government’s consistent inability or unwillingness to provide the IMF
basic information to assess the state of the economy.

Staff-Monitored Programs: 1995-2001

Since 1995, there have been ar least four Staff Monitored Programs (SMPs) negotiated
between the IMF and the Government of Angola and three that were formally started,
An SMP is typically a set of economic reforms that the government negotiates with the
IMF, and then agrees to implement, while the IMF monitors its progress. Typtcally, an
SMP is a six-month program that can be extended to give a government time to
implement reforms. But it cannot be extended indefinitely because that would signal
that reforms are not progressing. Successful implementation of an SMP s a precursor 10
formal IMF lending. If 2 government implements a successful SMP it is eligible for
increased World Bank lending on favorable terms as well 2s debt rescheduling or relief.
Successful implementation also enhances a government’s credibility 1n managing its
economy.

The Angolan government's decisions to negotiate sgreements with the IMF consistently
have been motivated by severe economic difficulties thar inflicted severe hardship oo
Angolans as 2 whole. In 1994-95, the rapidly devaluating Kwanza and hypernflation

! The program of reforms included increasad \ransparency and disclosure of incoming revanues and oulgoing
Mm;mmmmﬂmdmmmhwm;wmumndmmmbm;.
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highlighted the dire economic circumstances. The situation farther deteriorated in 1996,
pmmpdngﬁmhunegoﬁnbnswhhdxﬂd?cvmthoughupmgmmhadhmaphed'
in 1997-98, the global price of oil collapsed, starving the government of its key source of
revenue during 1 ceasefire with UNITA. Emmanuel Cameiro, the then Minister of
Planning and Economic Development, outlined the government’s motivations (0
negotiate with the IMF in 2 1998 speech he gave while he was in Washington, D.C:

New economic and political realities—namely the decline in world ol
prices, deteriorating social conditions within Angola, and the
continuatin of the peace process—have created a new impetus to
testructure our economy. We must move forward on economic reform,
on an agreement with the IMF and with the peace process.’

However, each SMP failed because of the government’s unwillingoess to cither sgree
upon an SMP or implement the reforms once the program was underway. The first
SMP began in July 1995 but was abandoned by the IMF in December 1995 Shortly
thereafter, the economy further detedorated and the government began preliminary
negotations for another SMP. In November 1997, the IMF seat a couatry
tepresentative to Angola in anticipation of a new agreement. The IMF belicved that the
pcx:iodofrdndvcpmccmsgoingtobcoomcapcmuncntpaccmdthumlm
program would facilitate much-needed reconstruction and reforms® A new SMP was
negotiated in mid-1998, but was not implemented because of “presidential objections.™
The IMF country representative at the time recalled the sitaton:

In 1997, people really believed, especially the IMF and myself, that there
would be a real peace and that & major reconstruction progrm would be
needed nvolving the [World] Bank and the Fund. But after three
months, it was clear in Angola that there would not be peace. After six

* Tany Hodges, Angala: From Afra-Stalinism to Petre-Diamand Capitalism (Bloominglon: Indiana University
Press, 2001), pp. 106-107.

* Emmanue! Camiero, formar Minister of Planning and Econarmic Devalopmant, speech before the U.S.-Angola
Chamber of Commerce, Washington, D.C.. August 27, 1998.

* Angala; From Afro-Stafinism to Petro-Dismond Capitalism, pp, 108-107.
* Human Righls Watch mterview with Corenting Santos, Luanda, May 31, 2001,
* Angola: Fram Afro-Staiinism lo Petro-Diamond Capitatism, pp. 106-107.
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months, | joked with my colleagues in Washington that I wanted to
leave. ..there was no commitment to refarm.”

By the ead of 1998, the ceasefire with UNITA had collapsed and the war began anew.
Nevertheless, the govemmeat and IMF continued to negotiate an SMP. The two parties
finally reached an agreement on Aprl 3, 2000 It was an ambitious agreement
scheduled to run until December 2000. The government committed to implement a
wide range of economic and institutional reforms, including the Ofl Diagnostic. These
measures, if implemented, would likely have increased transparency and accountability
particularly in the management of oil revenue and govemment expenditures. Successful
implementation would have led to further lending and cooperation with the IMF and
Waorld Bank* However, by December 2000, the government was fur behind schedule in
implementing reforms. The IMF and government agreed upon an extension that
cffectively began another SMP scheduled to run from January to June 2001, The
government partially implemented some important reforms; including continuing the Oil
Diagnostic and conducting an audit of the central bank, but many others weze
incomplete or unfulfilled. For example, the government did not provide adequate data
on revenues and expenditures. The IMF reported:

There has been some progress in the implementation of the structural
measures under the program, namely the prepamation of the reports
from the disgnostic study of the oil sector...the completion of the
external audit of the 1999 accounts of the central bank, and the
liquidation of the CAP bank Many of these and other measures,
however, remain to be completed, and urgent action is required to

T Human Rights Watch intandew with Corentino Santo, Lusnda, May 31, 2001

* Govemment of Angola, ‘Govemment of Angola and International Monetsry Fund Reach New Agreemant.”
prass releass, Aprd 5, 2000,

‘ In nddition to the OF Diagnoatic, the monitoring program %et oul a serias of ambitious reforms that the
government must undertake before becoming eligible for Enbanced Structural Adjustimaent Faciity leans from
the intsmational finencla! institutions, including: cresting an integrated financial management sysierm;
siiminating domestic fusl subsidies; limding subsidies to indedted stsle-owned entarprises; aliminating tax
uwnpumaMmmlawndlmw:cmwmmmﬂﬁcanmawmmm
quwmmwm;mmmmmmmmmhummm
to marke! levels; liquidate the Caixa de Credito Agropecuria (GAP); defining a stratagy to deal with the country's
external dabl; ciearing amears payments to multiateral financial Institulions; graduslly eliminating extomal
commarcial credits to tha cantral bank; creating a register of debt service payments, Including ofi-backed loans;
M-mmdmmwammmmmmd-mm;mdhw
(oulmwdmnoemim:pm\tmlpwcym\tmpﬂvﬁh:ﬂon;implmedhgapwmmlmwm
MmmdmmmMMcmMMMDngmomnm
and macreecenomic indices; and preparing a plan for fax reform,
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improve the production and publication of data on government
mcnucsandcxpcndimms&omallsoumcs.indudingdmoncncmnl
debt transactions.”

The government also started a Ministry of Finance website that was intended to make
public datz on some oil production and revenues, but that website was not updated, not
was the information comprehensive.”

Although the government fatled to adequately implement two consecutive SMPs, the
IMF agreed to extend the program until October 2001, but with sigmficant new
requirements in order to increase transparency, including:

[[jdentifying and eliminating or including in the treasury account all
extrabudgetary expenditures; strengthening the control of the treasury
over fiscal operations and foreign debt transactions; publishing data oo
oil and other government revenues and expenditures, as well as on
external debt; conducting a financial audit of the 2000 accounts of the
central bank; hiring an independent international company to implement
international accounting standards in Sonangol; and secking the
assistance of the World Bank for a complete overhaul of the
procurement system."”

Despite the extension, the government again failed to implement many of the reforms,
particularly those related to fiscal tunsparency. The government was less inchined to
implement reforms by 2001 because the price of oil had rebounded and revenues had
increased. Instead, the government wanted to do as little as possible in order to secure &
formal program. According to a former IMF official, the government had vanous
motivations for agreeing to an SMP, none of which involved transparency or
accountability:

" | ntermatonal Manetary Fund, “Angata: Preliminary Cenclusions of the IMF Mission,” mission concluding
stalemen), August 14, 2001,

" See: www.minfin.gv.a0.

7 intemational Monetary Fund, "Angoia: Preliminary Conclusions of the IMF Mission,” mission cancluding
statament, August 14, 2001,
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During 1997-1998, the government was not interested in real reform; it wanted the IMF
pmgmmbecamcitwasshonofmhwhﬂcoﬂpﬁcawmlowmd because it wanted
international approval to start the war again. 'ﬂwycnvcdlagiﬁmacyfo:thcweffort
and this was never a sincere exercise in reform...now [in 2001] the motivations are
different. The govemnment is secking international legitimacy again...it cannot use the
war as justification for poor economic mansgement Discontent is growing and the
interpational community is unconvinced of government performance. -.It also realizes
that it needs moncy and debt rehef. It cannot use oil-backed loans to finance isclf”

The lack of commitment to reform was also reflected in the government’s unwillingness
to provide basic information to the IMF. The govemment would not provide key data
such as full information on oil-backed loans, on uncxplained expenditures, and on ol
bonus payments.” This led to an increasingly tense and strained relationship between
the government and the Fund Publicly, the IMF issued an unusually bleak statement
after its annual visit to Angola during Febnuary 2002, The Fund noted that the
economic situation had deteriorated “despite a massive increase in oil and diamond-
related income over the last three years.™ The Fund noted that poverty and
humanitarian needs had increased even 45 government revenues, primarily because of
growing oil revenue. The IMF attributed these problems to a lack of transpareacy -and
poor government management of revenue. The Fund noted:

Given that poverty indicators have shown no improvement in recent
years and the humanitarian situation has reached dire proportions, there
is an urgency to reallocate expenditures in favor of the socal sectors,
including humanitarian assistance. More broadly, cost-benefit analyses
and public information would also help 1o ensure that major financial
transactions (such as debt refinancing operations) aad large
infrastructure projects are both economically efficient and socially
desirable.

In relation to the transparency of goverment operations, the
discussions centered on the need to identify and eliminate or include in

" Human Rights Walch inteeview with Corentino Santos, Luanda, May 31, 2001,

“Humnmumummhmmmmmmmdmmmm14.2oozam
November 27, 2002,

* |ntemnational Monetary Fund, *Angola—2002 Article IV Consuitation: Prefirninary Conclusions of tha IMF
Mission,” mission concluding statement, Febeuary 19, 2002
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the treasury account all extrabudgetary and quasi-fiscal expenditures;
reco:dmdtnnsf&tothcueasuryallmvcnucs,indudingthcmul
amount ofsignmn:oilbonusu;cnsuxcthaull foreign currency receipts
mdgovtmmmtmvmucs.indndingSomngolrccdpm,mchmnchd
mmughthccnnmlbmkasmmdtwdbythchw;cﬁmimmallsubsidy
and tax arrears to and from Sonangol; publish data on oil and othes
government revenues and expenditures, as well as on external debt; and
conduct independent financial audits of the 2001 accounts of Sonangol
and of the central bank.™

The IMF did not suggest that 2 ncw SMP was imminent or even under negotiation, but
only noted that it had “reviewed cconomic developments in 2001 and prospects for
2002,uweﬂasprogmcsmndciutbcimp!emmmionofmasmeswnmphwdin the
lapsed staff-monitored program for January-June 2001. .. The discussions did not involve
the formulation of an economic program that could be monitored by Fund staff.” " For
the IMF, it was an unusually blunt statement, but far more diplomatic than the prvate
March 2002 Staff Report (see Section V below). That report was far more critical and
provided far more detail on the state of the Angolan economy, the lack of transparency,
and the lack of desire to implement reforms. The government did aot suthorize its
public rclease and it remains 2 private and confidential document at this writing, another
indication of the govemment’s hosulity to transparency.

The Oil Diagnostic

The opaqueness of the Angolan govemment's budget and expenditures has generated
widespread concem both with and outside Angols that finances were being grossly
misroanaged. Public funds, derived largely from oil revenues were used to secretly
finance arms purchases and to mortgage future oil revenues in retum for immediate oil-
backed loans to the government. Under Angolan law (Decree 30/95), all oil revenue 15
supposed to be deposited in the BNA. However, oil revenues illegally bypassed the
BNA and went through the state-owned oil company, Somangol, or through the
Presidency. These activities spatked allegations of official cormuption. The Oil
Diagnostic, promoted by both the IMF and World Bank, was meant to shed light on
some of these practices 2s a starting point to press for greater transparency.

* Ibig,
"7 fbid.
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As early as 1996, the IMF wanted a full audit of incoming and outgoing oil revenues as
part of an SMP. However, those negotiations stalled because the government would not
agree to an audit and other reforms. The Oil Disgnostic represented a compromise
betweea the IMF's desire for an audit and the government’s desire to do nothing.™ It
was finally included in the Aprl 2000 SMP. It was not a full audit, but a swdy
conducted by an interationally recognized accounting firm to determine how much oil
revenue is generated in companison to how much oil revenue is actually deposited in the
central bunk.  Although the initial agreement to carry out the Qil Diagnostic was
reached in April 2000, procedural delays held up the 2nnouncement of the monitoring
contract for several months. On November 20, 2000, the Angolan govemment
apnounced that KPMG had been swarded the U.S. $1.6 million consulting contract to
conduct the Oil Diagnostic. The government would pay 68 percent of the costs of the
program while the World Bank would pay the remainder under a prior loan it extended
to the Ministry of Finance.” KPMG was given the following terms of refetence:

o Creation of a database that contains an assessment of proven and probable oil
reserves, production, and exports.

¢ Development of projections of export oil prices, production, exports, and
subsequent revenues payable to the goverament on a quarterly basis from mid-
2000 to the eod of 2001, and anoually uatil 2005.

s Monitoring actual revenues recesved by the government and companng these
figures to the projections of revenues on a quarterly basis from June 2000 to
December 2001, This includes signature bonus payments.

* Assessing the government's existing monitoring of exports, data management,
and financial and procurement procedures.

¢ Providing recommeadations o mmprove nstitutional and regulatory controls
within the government 16 "support the sound management of oil revenues.”

« Designing and implementing a monitoring system for the government 5o that it
can accurately assess oil revenues.

" Human Rights Watzh Interview with Corentino Santos, Luanda, May 31, 2001.

" spatrilecs sob Auditoria Intemacional,” Jomal de Angola, November 20, 2000; and *Angola Announces Audit
of Ol Industry,” Associated Press, November 21, 2000
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s Training Angolan staff and providing proposals for institutional strengthening

5o that the government can continue mogitoring oil revenues.™

The Oil Disgnostic leaves much to be desired: among other things, it does not provide
for a comprehensive audit, despite persistent allegations of widespread government
corruption and financial mismanagement. In fact, the agreement between KPMG and
the government explicitly states that “the consultants [KPMG] shall st be expected or

ire®*5 Tonsider or investigate or conduct any form of enquiry into the conduct,
practices, honesty, integnity or standards of, or nature or quality of work performed by,
any person who has or may have had, any involvement in or connection with, directly or
indireetly, the facts, matters, circumstances or cvents which shall be diagnosed,
monitored, studied, assessed or considered by the consultants during the performance of
these services,” ™

Despite these limitations, the Ol Diagnostic does, however, have a number of positive
features and it remains in place today even as other aspects of the Aprl 2000 SMP and
other SMPs have fallen by the wayside. In its conception, if not in its execution (as
described in Section IV below), the Oi Diagnostc marked a limited, but positive first
step toward promoting transpatency, accountability, and good governance in Angola
and, ultimately, greater respect for human rights because it was the first time that there
had been meaningful scrutiny of Angola’s oil tevenues, At a minimum, it detailed the
extremely poor accounting practices of the government as it managed the country’s oil
and underscores the need for a full audit of Angola’s oil revenue and expenditures.

Delays in Implementation and a Failure to Publish Reports

The key to the Oil Diagnostic’s success would be government cooperation since the data
KPMG required would have to come from the govemmeat, cross referenced by
information from companies. Past efforts by the international financial institutions to
monitor oil revenues in other countries had been unsuccessful because of the inability or
unwillingness of govemments to provide adequate information. This problem also
plagued the Angolan Ol Diagnostic. For example, KPMG was awarded the contract in
November 2000, but it was unable to complete its first report unal July 2002. The IMF

™ Contract for the O¥ Diagnostic between the Werld Bank, the Govemnment of Angola, and KPMG, Appendix A,
"Deseription of the Senvces,* p. 23 Human Rights Watch has confimed with KPMG and oll companies that
this documeant accurately detuils the sarvices provided by KPMG.

I *Dascription of the Services,” p. 24 {emphasis in original).
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reported that the delay arose “mainly because the data on the central bank accounts and
external loans was not pravided to the consultants” in a timely manner.”

At this writing, there have been eight Oil Diagnostic reports: the Inception Report, six
quasterly reports, and the final report with recommendations, Even though these reports
have been completed, the results have been disappointing because the government has
failed to make any of the Oil Diagnostic reports public. Instead, only the executive
summary of the first report has been released on the website of the government’s 1S,
embassy.” In June 2001, Human Rights Watch asked Aguinaldo Jaime, thea central bank
Govemor, when the government would publish the Oil Diagnostic reports. He replied:
“the reports are public—the government has seen them.”™™ It is unclear whether he
actually saw the final versions of the reports, since the first report was only completed
over a year later—in July 2002. Two years later, Jaime, now Deputy Prime Minister,
told Human Rights Watch that the governmeat had not committed to publishing the full
reports ™

Instezd, the government only committed to publish the executive summary of the first
report by December 2002 and the final report’s executive sumemary shortly after it was
finished ™ However, the government delayed publicaton of the first executive summary
uatil July 2003 and has yet to announce when or if it will pablish the final executive
summary. Jaime rold Human Rights Watch that the govemnment had “technical
differences” with KPMG over the final report and this was delaying its completion.”
Human Rights Watch believes that all of the quasterly Oil Diagnostic reports should be
public, and not just the executive summaries. Availability of informanon, particularly
information regarding government activity and spending is crucial for human rights. It
allows individuals to exercise some oversight over government activity, informs public
debate, and allows individuals to hold government accountable. At this writing, the

2 |ternational Monetary Fund, *Angela: Stalt Raport for the 2002 Aricle IV Consuitation,” March 18, 2002,
p.18.

B gea www.angola.org.

* Muman Rights Watch interview with Aguinsida Jaime, the formes cantral bank Govemnar of Angola and cusrent
Deputy Prime Minister, Washington, D.C., June 12, 2001.

® Human Rights Watch intervisw with Aguinaldo Jaime, Degity Prime Minister of Angola; London, Juna 18,
2003.

* Govemment of Angola, Ministry of Finance, *Press Release by the Ministry of Finance oa the Oil Diagnostic,”
Novambar §, 2002.

¥ Human Righls Watch interviaw with Aguinaido Jaima, Deputy Prime Minister of Angola, London, June 16,
2008,
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govesment has not made any of the Oil Diagnostic reports public, nor has it committed
to do so. However, Human Rights Watch has obtained the first Oil Diagnostic report

and assesses its Andings in Section TV.
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IV. The Oil Diagnostic: Oil Revenue Discrepancies

KPMG's July 2002 Oil Diagnostic report, known 1s the “Inception Report,”™ provided
thcﬁmthird-panyscmtinyofhowAngoh'soilxcvcnucismamgcdbythegovcmmcm.
It was not an audit, but it did reveal bow the govemment mismanaged the couatry’s
principal source of income. Thcgo'vcmmcn!hasnotagtecdtopubﬁshtheﬁllltcpon,
nor has it agreed to publish any of the subsequent quarterly reports uader the Ol
Diagnostic’s terms of reference with KPMG. It did publish an executive summary of
the Iaception Report on July 17, 2003. Human Rights Watch has obtained & copy of the
full July 2002 Inception Report. The difference between the July 2002 full report and
July 2003 executive summary are minimal: some information on oil-backed loans is
altered, for example, but the analysis and enticism of the Angolan oil sector 15 identical.
However, the July 2002 report has much more detail on the state of the Angolan oil
industry and the govemnment’s management of oil revenues.

The Oil Diagnostic is especially significant becavse oil revenue is the Angolan
government's principal source of income. Angola is the second largest oil producer in
sub-Saharan Africa and enabled the govemment to pursue vigorously its conflict with
Jonas Savimbi’s zebel National Union for the Total Independence of Angola (Unido
Nacional para a Independéncia Total de Angola, UNITA) movement until Apal 2002,
after Savimbi was killed and the war with UNITA ended. Between 1995-2002, oil
revenues comprised spproximately 70 to 89 percent of government revenues and from
85 to 92 percent of exports, according to the IMF. In 2000, when the Oil Diagnostic
was announced, oil accounted for 89 percent of govemment revenue, more than U.S. $4
billion. In 2001, oil accounted for about 81 percent of government revenue and was
estimated to be at least 75 percent of govemnment reveaue in 20027

The report reveals senous defects in Angola’s ail revenue management. The report
makes clear that in 2000 the state-owned il company Sonangel did not follow Decree
30/95 that requires all oil revenue to be deposited in the central bank, passing over two
billion dollars through other sccounts; the govemnment did not have meaniagful
procedures to verify payments by companies, including Sonangol; Ministry of Finance
records were uarelisble because in many cases they were based on paper transactions

* The full title of the report is; Curent Assessmen! of the Angolan Petroleum Sector: Inception Repart by
KPMG for the Ministry of Finance, Government of Angola, July 2002

®+angols: Staff Report for the 2002 Articis IV Consuiation,” p. 32
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cather than actual transfers; and the government lacked or failed to provide sufficient
information to allow KPMG to reconcile hundreds of millions of dollass in
discrepancies. KPMG, dependent on information that the government was willing to
provide, found that, in many cases, the government did not have adequate information
or procedures to reconcile conflicting information. The govemment’s failure to make
these reports public makes it very difficalt, if aot impossible, for the Angolan public to
exercise adequate oversight over the government’s use of public funds. Moreoves, the
report’s findings that the governmeat could not adequately account for billions of dollars
of revenues makes it extremely difficult to plan and allocate sufficient resources to those
activities that could improve human sghts, such as increased assistance to internally-
displaced persons (TDPs) and demobilized soldiers, or strengthening the weak judiciary.
Furthermore, the opaqueness of the government’s activity impedes Angola’s emerging
civil society from exercising government oversight, educating the public, or critiquing
government decision making, all of which azc crucial for increased respect for human
nghts. -ty - .

From the start, it was clear that the key to the Oil Diagoostc's success would be
government cooperation since the data KPMG required would have to come from the
government, cross referenced by informaton from companies. Past efforis by
international financial institutions to moanitor oil revenues in other countries had been
unsuccessful because of the inability or uawillingness of governments to provide
adequate information. This problem also plagued the Angolan Oil Diagnostic. For
example, the Inception Report was due in Apnl 2001, but KPMG did not actually finish
it until July 2002 due to delays in receipt of data from the government.

KPMG’s July 2002 Inception Report and the July 2003 Executive
Summary

Ideally, the Angolin govemment would have agreed to an sudit of its oil revenue and
would have allowed it to be retroactive, since there were many allegations of opaque
arms purchases and misuse of oil revenue. However, the government only agreed to the
forward-looking Qil Diagnostic study. Nevertheless, the Inception Report was catically
important since it provided the initial baseline data 10 compare against subsequent
assessments of the oil sector. The Inception Report examined oil revenue flows for
2000, even though it was not published until 2002 and only made public i summary
form in 2003* The IMF reported that the principal reason for delays was the

» KNG, Current Assessmant of the Angolan Petrolewn Sector Inception Raport, July 2002, p. 103.

7 HUMAN RIGHTS WATCH VOL. 16, NO. 1(A)



government’s failure to provide information to KPMG." The difference between the
2002 Inception Report and the 2003 executive summiry was 2 revision of aggregate oil
revenues. In its July 2002 report, KPMG presented the following table showing
aggregate incoming oil revenue:

Table 1: Sources of Incoming Oil Revenne 2000%

SOURCE OF INCOMING OIL REVENUE FOR 2000

Tuu(Royﬂﬂu.Pcuolrmlann,Mdam
‘Panaaction Tax), excepe for Soemgol

Somnagol raxes

Codeessiomire Prolit Ol

SUB-TOTAL:

Concesmionann Commizsion

Sgpnature Boous Payments

qumrmcmwumzm)

SUB-TOTAL

| Active Loans reccived undes the Cabinda Trust for the paat
10 yeass

| Active Loans received under the Soyo Palancs Tout over the
e 10 yeacy

SUB-TOTAL

Sonangol Net Profit after o from ug-audited Gnancual
statements

Towl lncoming Oif Revenues minus loans

Totl Incoming Oil Revenues including loany

M vangoia: Staff Report for the 2002 Article IV Consultation,” p,18.
= The source for (ks lable i KPMG, Incoption Repor, p. 22
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KPMG acknowledged, however, that it could not accurately determine overall
government oil revenues, primarily because of incomplete data on oil-backed loans the
Angolan government had received. Oil-backed loans are up-front loans that are paid for
by future oil production. In effect, Angola mortgages future oil production far
immediate cash. These loans play a critical role for the Angolan government since it has
very few sources of financing and routinely uses these Joans 1o raisc hard currency.
However, the number, amount, and use of those loans by the government have rarely
been disclosed. KPMG needed this data to assess whether the government had received
additionsl revenue a5 2 result of such loans and what portion of its oil was pledged to
repay loans. But as the report phrased it, KPMG could not “determine the amount of
Joan facilities which were actually received during the year 2000,” nor could KPMG
“establish the amount repaid in either cash or in settlement through ail™ Unable to
determine precisely how much of the money was received from Joaas, KPMG based the
figures in the table on the amount of all loans active in 2000.

KPMG appeared to have obrained better data from the govemment 2 year later,
however, when the July 2003 executive summary was published. In that report the
amount of revenue from loans was revised downward to approximately U.S$1 billion.
The following table shows the revised incoming oil revenue for 2000: ‘

Table 2: Revised Incoming Revenue in 2000%

SOURCE OF INCOMING REVENUE FOR 2000

Taeea (Profit O, Petrodtum Insoens T, Petrolewn
Trnmction Tax), excludiag Senangol

Taxes for Soasgot

P'rofic Ol for the Concessinasioe

F'aymeats 10 the Provmces of Cabinds and Zaise

Sygnature Boous Papments

Loany eceived 30 2000

Loans berween states

B KPMG, Inception Report, p. 22.
* KPMG, Avaliapds do Sector Petrolifere Angalams Sumirio Executive Relatirio Intaal, July 2003, p18,
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Incoming Revenue Discrepancies

In its study, KPMG found major discrepancies in incoming oil revenue, poot record
keeping, and numerous arcas where data was missing, Revenue discrepancies broadly
fell into two categories: the discrepancy between the amount Sonangol was due o
deposit in the Banco Nacional de Angola (BNA), the Angolan central bank, as required
under Angolan law Decree 30/95, versus what it sctually deposited in the BNA; and
discrepancics between the amounts that different departments within the Ministry of
Finance have recorded for the same transactions involving Sonangol including for funds
that have illegally bypassed the central bank. Tt took 2 comprehensive look at these
activities for 2000 as the starting year for the Oil Diagnostic reports.

Taxes and Royalties

Under Decree 30/95, all taxes and royalties of all oil compaies, including Senangol,
must be paid into a special Petroleum Account housed within the BNA. The account is
also supposed m receive all of Sonangol’s uncommitted ‘export oil sales. Those funds
are used by the BNA to repay public debt, to credit the Minstry of Finance for
Sonangol's and other qil companies’ tax payments, and to set aside funds thar can be
used by Sonangol to meet cash calls. These sums are received in dollars and the BNA is
supposed 1o credit back Sonangol with equivalent sums in Angolan Kwanzas so that it
can meet any obligations it may have in Angola. Any surplus amounts after these
obligations are met are transferred back 1o Sonangol and are supposed to be deposited in
Sonangol's accounts in Angolan commercial banks. If 2 defait in the Petroleum Account
occurs, the BNA is supposed to make withdrawals from Sonangol’s accounts in Angolan
commercial banks. Through the Petroleum Account, oil revenues and expenditures
cevenues and expenditures can be adequately recorded and tracked by the BNA on
behalf of the Ministry of Finance.™

Private companies were paying the BNA account during 2000 as the following wmble
shows:

# KPMG, Incoption Report, p. 11
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Table 3: 2000 Tax Receipts Received by the Angolan Central Bank from Povate

Ccun;:llnit:s38

Tasx Rectipts fom BNA (U85 millins)

Cabinda Gulf Oil Company

054.004

App

Texuco Pansrss

Petrogd

Bempetro

Ajoca

Angols Jupan Ol Co.

Taa Nadtagiin

Naftages

Soavol

Svensta

Omegn

Toml Anpols

Toal Fina EIFS A

While private companies apparently abided by the system of paying into the account,
Sonangol did not. KPMG reported a discrepancy of US. $2.0 - 2.6 billion between the
reveaues the Ministry of Finance claimed it had received and what the BNA sud it had

* Toid., p. 134,
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received” KPMG found five different sums for incoming oil reveaues: figures of the
Accouating Department of the Ministry of Finance; figures of the Tax Department for
the Ministry of Finance; a revised Ministry of Finance total that subtracted 1999 taxes
received in 2000, taxes and Profit Oil paid during 2000, and 2000 taxes znd Profit O1l
that was going to be paid in 2001; figures from Ermst & Young's (E&Y) fiscal reports on
oil revenues conducted on behalf of the Ministry of Finance; and the amount of money
that the BNA reporied it had received.™ The Frost & Young figures were not an audit,
but a compilation of taxes paid, taxes payable, sales exports, volumes, and sales paces of
companies taken from the companies’ own data™ KPMG used the E&Y reports
extensively because they provided a comprehensive set of data.® The following table
illustrates the discrepancies:

Table 4 Total Taxes And Profit Oil Received By All Companies In 2000 (US.§ And
Kwanzas Millions)"

3woase A7

KPMG was unable to reconcile the approximately U.S.$192 million discrepancy between
the figures provided by the Accounting Department and the figures provided by Tax
Departments within the Ministry of Finance. Nor could it find any procedures by the
Ministry of Finance to reconcile those figures.® KPMG was also unable to reconcile
the approximately US.$394 million to U.5.3587 million differeace between the various

¥ 1ead,, p. 107
* Ibid
* \bid., p. 129.
“ Ibid.
* Ibict., p. 130.
“ |nid., p. 137,
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hﬁnisuyofF’manccﬁg\ncsmdtheEmst&Yonngﬁgum& KPMG was unable to
resolve this discrepancy by the time it published the July 2002 Inception Report and still
had not resolved the discrepancy by July 2003 when the Executive Summary was made
public.

Sonangol’s Tax and Royalty Discrepancies

A major controversy surrounding oil revenue has been the role of private companies.
Their inability or unwillingness to publish their paymeats to governments has drawn
substantial criticism from the press and NGOs, in particulas. Such scrutiny has also led
to international initistives, such ss the Publish What You Pay Campaign or the
Extractive Industries Transparency Initative, that promote greater corporate and
government transparency (see Section VI below). However, the lnception Report
determined that the primary source of oil revenve discrepancics was not foreign
companies, but Sonangol itself. In the case of royalties and taxes, KPMG found that the
Ministry of Finance reported that it had received US§114 million to U.S.$418 million
more than Sonangol's Fiscal Report said it had paid. The following table illustrates the
discrepancics:

Table 5: Discrepancies Between Sonangol’s Fiscal Report and Two Sets of Figures from
the Ministry of Finance Tax Directorate (U.S.§ Millions)®

SHD342 176917

“ bkt pp. 138-140.
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According to the Inception Report, the Ministry of Finance did not attempt to reconcile
these discrepancies, nor did it have any procedures in place to reconcile the
discrepancies.

Sonangol’s Profit Ol Discrepancies

Snnangols Profit Oil, the amount of oil it sells for profit after companies have taken
their share and Sonangol has paid its cxpenses, was another source of discrepancics.
Sonangol receives Profit Oil from its production sharing agreements in varous oil
blocks. Under Decree 15/89, it is required to transfer the specified amounts, minus & 10
percent commission, to the Ministry of Finance. The Profit Oil it remits to the Ministry
of Finance is an aggregation of Sonangol’s own Profit Oil, along with any Profit Oil that
private companies are required to pay to the government undet cermain production
sharing agreements. However, KPMG was unsble to- disaggregate these sums or
determine whether the total amount paid was equal to the amount owed. The Inception

Report states:

The Consultants [KPMG] were unable 1o prepare from the information
in the fiscal reports a meaningful composite analysis of profit oil due
from each foreign company and Sonangol P&P in order to match the
total of such an analysis, in gross terms, with the equivalent profit oil
paid over by these companies, on an individual and total all company
basis, to the concessionaire [Sonangol]. Nor were we able to match
from the fiscal reports the actual total paid over by these companies to
the concessionaize with the agreed gross amount payable by the
concessionaire to the Ministry of Finance before the deduction of
comrmussion.®

“1bid., p. 128,
“ Ibid., pp. 146-147.
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Despite these limintions, KPMG was able to analyze the aggregated Profit Ol
reportedly paid to the Ministry of Finance. KPMG found that the Ministry of Finance
received approximately U.S.$135 million or US.$323 million less than what Sonangol
reported it had paid. KPMG used data from Sanangol’s Fiscal Report, compiled by
Ernst & Young, and two sources of data from the Ministry of Finance's Tax Directorate.
The following table illustrates these discrepancies:

Table 6: Compasison between Profit Oil Paid to Ministry of Finance versus Profit Oil
Recewved in 2000 (US§ Millions)

Soeenpol Fiecal Report

Ministey of Finance Tiux
Direcrocate (1)

DISCREPANCY (1)

Soasagol Fiseal Report

Miristry of Finance Tax
Diteczarate (Z)

KPMG could not reconcile the approximately U.S.§188 million difference in the two
figures the Ministry of Finance’s Tax Directorate provided for the same amount of
Profit Oil it had reportedly received. Similarly, KPMG was unable to reconcle the
discrepancies between the outstanding balances due from Sonaogol KPMG noted that
the Tax Directorate attributed some of these funds balances owed from previous yeass,
but did not provide a detailed analysis of this factor and “were therefore unable to apply
them either against our other information on Profit Oil receipts for 2000 or the receipts

“1bid., pp. 144-145
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of the other tax categones.”” As # result of the lack of information, KPMG reported
that it could not:

Confirm actual Profit Oil due for 2000 by Sonangol with the actual amount paid
during 2000 reflecting transactions that actually oceurred in 2000 as opposed to
late-payments for 1999 or early paymeats for 2001

Confirm 2 balance outstanding of Profit oil due and unpaid for 2000 at the end
of the year,

Find a composite aged analysis of Profit oil due at 31/12/00 which would
analyze arrcars by year.

Morcover, KPMG said that without a master reconciliation spreadshect and better
bookkeeping by the government, KPMG or the government could not:

Match Profit oil due by individual companies including Sonangol for the year.

Compare this total due wath the Profit oil zctually remitted to the Tax
Directorate i 2000

Apply 2 schedule of adjustments relating to arrears for previous years, Profit oil
paid in 2001 relating to 2000 and related cut off adjustments.

KPMG essentially stated that there was no way to reconcile the vadous discrepancies in
order to accurately determine how much money the government should receive or even
how much it did receive based on the available data. KPMG noted:

At present there is no coordinated linkage and comparison between the
forecasts for Profit oil as per the Financial Model developed by the
Consultants [KPMG), with the Profit oil due by and received from the
oil companies as per the fiscal reports and related data received by the
Ministry of Finance.”

7 Inid., p. 143.
“ Ibid,, p. 143,

“ Ibid.
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Reconciling Incoming Revenues

Despite these limitations and numerous discrepancies between royalties, taxes, and
Profit Oil owed versus what was actually paid, KPMG was sble to approximate how
muchmoncywasscnttothcgovcmmcmmdhowmuchmegaﬂybypnssed!hcocuml
bank. KPMG’s analysis showed that throughout 2000, Sonangol had underpaid the
BNA by more than US$2.1 billion, based on the Emst & Young reports. Even though
it owed over $2 billion in taxes and Profit Oil, Sonangol paid less than U.S. $20 million,
less than 1% of what it owed, to the BNA® KPMG attributed the discrepancies to two
major factors: an underpayment of taxes by Sonangol to the BNA and its failure to
remit any of its Profit Ol to the central baok.” KPMG could not determine the overall
accuracy of the Ministry of Finance records nor could it reconcile discrepancies within
various Ministry of Finance figures for the same transactions, raising further questions as
to how the money actually was used.

By January 2001, Sonangol had formally announced that it would stop paying into the
Petroleum Account altogether. According to the Oil Diagnostic report, Sonangol said
that it had stopped paying because the BNA would delay crediting Sonangol in Kwanzas
for the funds it received since it only pud Sonangol after it had paid other government
debts. Sonangol also chimed that BNA took more money in dollars from Sonangol
than it should have and delayed crediting Sonangol in Kwanzas, leaving the Petroleum
Account with insufficient funds. Because of high inflation, the Kwanza devaluates
quickly against the dallar and Sonangol was actually receiving less than it paid in dollars
and was unable to meet its tax obligatons,

Following its decision to withdmaw from the Petroleum Account system, Sonangol
reportedly retained a portion of the dollar export sales proceeds and did not deposit
them into the BNA. Instead, it deposited the funds into Sonangol accounts in Angolan
commercial banks and reportedly paid its taxes dircctly to the Ministry of Finance,
bypassing the BNA altogether, 1n violation of the law.® The balance is reportedly paid
to the BNA as proscrbed under Decree 30/95 so that the BNA can pay off government
debts® However, this explanation does oot explain how the company could violate

* 1bid., p. 132.
" thid,
~ ibid., p. 113,
1.
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existing laws without consequence or why Sonangol only paid U.S.§18.712 million in
2000 to the BNA.

Moreover, KPMG could not adequately determine whether sums that were reported as
having been paidnoxhcl\ﬁnistryof?’mnocwmacmaﬂypaido:wbcthuthcywm
paper transactions that never went to the Ministry, but went to pay off other debts or
were used for other purposes, Unlike the BNA, which records revenues that are actually
deposited, the Ministry of Finaace records inflows even when it has not actually received
them, raising further questions as to the veracity of those transactions. For example, if
Sonangol used oil proceeds directly to pay an oil-backed loan, the Ministry of Finance
would record thisuapnpumsacﬁondnimingthntitxccdvedthoscfunds,cvmifit
never physically received any money™ But, 45 noted, KPMG could not determine the
veracity of the paper transactions*

Other Sources of Revenue

Various forms of bonus payments were included in KPMG's July 2002 Oil Diagnostic
report and the July 2003 Executive Summary. These payments included Signature
Bonus Payments that companies paid to the central government once they were awarded
oil blocks, explomtion bonuses that were designated by Sonangol for community and
development projects, and commercial discovery bonus payments companies made once
fields were declared commescially viable. Signature Bonus Payments were not paid in
2000, but were detailed for previous years, However, explomtion and commercial
bonuses were paid, but it is not clear whether these were solely paid to Sonangol or
intended for the central government.

Signature Bonus Payments

Signature bonus payments were particularly important since these were large cash
payments from oil companies in exchange for lucrative offshore oil blocks. The
government has rarcly disclosed the amount and use of those funds. In the past,
approximately US.$970 million in bonus payments were used for opaque arms
purchases Even though no signamre bonus payments were made tn 2000 it was

* ibid,, p. 134,
* Ibid., p. 156,

* Sea: Angola Unravols., pp. 94-88; and Human Rights Waich intorview with Foreign Minister Venancio da
Maura, Luanda, December 9, 1988,
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extremely important to provide @ historical record of signature boauses to determine
how much money the government had previously received.

All of the oil blocks awarded in Angols, except for Block 0 and Block 4 have included 2
signature bonus payment from the oil companies to the government. While 0o signature
bonuses were paid in 2000 and did not constitute part of government reveaue for this
year, KPMG did provide the amounts for signature bonuses paid in prior years, while
the bonus payments for Blocks 16 and 34 were disclosed from other sources. The
following table details these payments.

"Table 7: Signature Bonus Payments by Block, Year, and Amount”

Compavics

TotalFiusaBIf {(25%), Peerogal
(10%), INA-Nafesplin (7.5%),
Naftagas (7.5%)

ChevroaTexaco (20%),
Peeobens (27.5%),
TonlFuBIf (27.5%),
Soomgol (25%)

TowiFinaEIf (53.34%), Agip
(10%%), Mirsuibiahi (13.33%4),
Soaangol (667%), INA-
Naftagslin (5.33%), Naftsgas
(3:33%)

Chorron Texco (31%),
Soasngol (Ar7), Agip RO%),
ToualFnaFlf (2076), Petrogal

%)

ExxonMobil (40%), BP

(REE7%), Agip (20%), Stamid
(13.33%)

Ranges OF (S0%), Odebrecht
(307%), Scasngol (20%)

e TouwlFimsEl ($0%), 10, 100
Hxonblobil (20%), BI

 all information faken from KPMG, Currant Assessmant of ths Angolan Petrisum Sactor: Incoption Report,
July 2002, p. 124, unless otherwise noled.
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(6.677), Seatoll (15.35%),
Noesk Hydeo (10%)

BP (541%), Shell (50°%)

TotaliFmalIf (30Vs), Cansdian
Nutural Resources (25%),
Sonsagol (20%), Ocezn
Enexgy (20%), Napho-lsmel
%)

BHP (0%), Soasngol (20%),
BP (200%), ExconMolil
(20%), Shell (10%)

ExxonMobil (%%,), Soasagol
(20%), Oczan Energy (15%),
Petrooas (15%)

Agip (40°%), Exxoabotsd
(35%), Sonangal (25%)

BP {26.679%), ExxonMobil
(25%), Somangol (20%),
Statoil (13.33%), Marathon
O (10%), ToealFinaFIf (5%)

“ToulFnaklf (30%), Sonangal
(20%), Prodey (sold 10
Maeathoo O3, 207%),
HyxoeMoba (15%),
Macathon Ol {15%, now
35% with Prodey
scquaitioa), Perrogal (5%)

ExxoaMobsil (45%), Sonsngol
(20%), TonlFinaB} (15%),
Faleon Ol (10%), Nophea-

taracl (5%), Petecgal (5%)

Soozmpol (200), Nocxk
Hydeo (30%), ConocoFhllips
(0V%), Peerchmas (15%), Shell

(15%%)

The payment for Block Thirty-Four was not part of KPMG's study, but the IMF
reported that this was the amount paxd, along with an additional U.S.$100 million for

* $1 million was designated for the improvament of Kissama National Park.
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social projects in 200258 In 2003, it revised downward the payment to U.S$278.6
million, but it did not address the reported U.5.5100 million socal bonus payment or
how the government used those funds*®

Latet, the government was forced to disclose the 18,530 million bonus payment made
by Ranger Oil, Odebrecht, and Sonangol for Block 16 on June 5, 2002. The disclosure
w;sinmsponsctopar}iuncnmyinqtﬁdaaboutthcdcal;wd:cknow]cdgcofﬂmnm
Rights Watch, this was the first time that the government had disclosed such a payment
to pulinmmt.eo Additionally, Energy Campass, a specialty publication that covers the
internationa! oil and gas industry, reported that ChevronTexaco and its partness had
agreed to pay an approximately U.8.$500 millioa bonus payment on June 27, 2003. The
payment was agreed upon as part of the companies’ renegotiation for the Incrative Block
0 concession in offshore Cabinda®' It is not clear when the companies would make this
paymeat, but Human Rights Watch belicves that both the companies and the
government should fully disclose the amount and use of the bonus payment.

Production Discrepancies

The actusl amount of il production was another area mamed by discrepancies and
crucil since this ﬁg\ncpzovidcsxheccntmlbmkawxytodnmincnxcsduz. Duning
the course of its analysis, KPMG examined how much oil was actually produced and
sold by private companies and the government through Sonangol by comparing data
from the comnpanies with an independent analysis conducted by Saybalt, a Netherlands-
based (but founded in the United States) auditing and inspection firm.  Saybolt
concluded that 268,550,010 barrels weze lifted in 2000, whereas the total amount of
liftings from the companies' fiscal reports was 272,525,440 barrels. The net discrepancy
was 3,975,430 barrels. While comparatively small in terms of production volume—
about 1.5 percent, it would be quite lasge in financial terms since the 3.9 million barrel
difference would total approximately 387,459,460 w0 $98,590,664, depending on the

eangota Staff Repod for the 2002 Article IV Consultasian,” pp. 18-20.

= International Monetary Fund (IMF), "Angola Stafl Raport for the 2003 Articke [V Consultation,” atatistcal
appendix. July 14, 2003, pp. 77-78.

= yuman Rights Walch intervews, June 10, 2002, and the Economist Intelligence Unlt, *Angola: Country
Report,” August 2002, p.22.

*' Christina Kataouris, *Monay-spinners,” Energy Compass, June 27, 2003,
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price of oil® Tbcscdismpmdamuotamﬂmubletoanyonccompany,butn
wmbhadonofwmcpmﬁngandmdmrputdngbymohhccompmicsthnﬁﬁedoﬂ
during 2000. However, TotalFinaElf and Sonangol’s refinery stood out for their sizable
discrepancies. In the case of TotalFinaElf, Saybolt recorded 16,081,071 bacrels less than
what the company reported 1n its fiscal reports. The Sonangol Refinery reported some
8,636,037 barrels less than what Saybolt found KPMG was “wasble to establish™
whether the central bank or Ministry of Finance had any way of auditing or compariag
oil liftings to determine how much tax should be paid.®

The portrait the Inception Report painted of Angola's management of ol revenues was
indeed bleak. Billions of dollars illegally bypassed the BNA, hundreds of millions of
dotlass in discrepancies were found within the Ministry of Finance, and no government
institutions had proceduses in place to determine why this had happened. But the
shortcomings in Angola’s managemeat of incoming oil revenue are not unique. As the
next section details, the IMF determined that its management of expenditures was
equally problematic.

< KPMG, Inception Repodt, p.114, Off prica dats for the dollsr estimates was taken from the U.S. Department
of Energy, Energy Informatian Agency, *Seiected Crude OF Prices, Baginning of the Year 1991-2001°
available at: www.alados govemeuiealtabla? 1. himl,

U KPMG, inception Roport, p.115.
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V. Expenditure Discrepancies

While the Oil Diagnostic shed light on how laws were flouted, how the central bank did
not really know how much revenue was generated through oil production, how much
the govemment was entitled to receive, and where missing funds might have been
diverted, it did not examine expendirures since that was not part of KPMG’s terms of
reference for the Oil Diagnostic. However, the IMF elsewhere has examined how the
government spent its mancy, most recenty in its sharply critical March 2002 and July
2003 annual staff reports on the Angolan economy. The IMF determined that the
govemment could not account for more than four billion dollars of public funds from
1997.2002 and attributed this loss of funds to mismanagement, the government’s refusal
to provide accurate information on those expenditures, and corruption.

The IMF concluded that from 1997-2002, the Angolan government could not account
for abour U.$.$4.2 billion in expenditures—an avemge of about U.5.§703 million, or
about 9.25 percent of the country’s GDP, per year™ The scale of discrepancies is
staggering. For example, if 9.25 percent of the U.S. GDP “disappeared” in 2002, the
loss would total spproximately U.S.$966 billion* The IMF noted that the lack of
transparency and accountability over the use of funds was the main obstacle to greater
humanitadian relief and social development. It rejected the government’s argument that
exgessive opaqueness, mismanagement, and a falure to fully implement reforms were
caused by a lack of capacity, but instead concluded that they were due to lack of political
wﬂLlﬂ

The March 2002 and July 2003 IMF Staff Reports

Every year, the IMF conducts a vasit to its member countries to exarmine the state of the
economy and discuss issues with the relevant government officials. Following those
consultations, the IMF releases 2 “Staff Report™ that details the state of the economy,
the content of policy discussions, and recommendations o the government. Over the

*rangola Staff Repor for the 2002 Articie IV Consultation,” pp. 31-33; and Intemational Monstary Fund (IMF},
*Angota: Staff Repent for the 2002 Article IV Consultation,” March 18, 2002, p. 33, and Intemational Monetary
Fund (IMF), *Angola. Selected lssues and Statistical Appandix,” July 11, 2003, pp. 107-109.

* According 1o the U S. Depastment of Commerce, Bureas of Economic Analysis, the 2002 GOP of the United
States was U.S.$10 4462 trliion. See U.S. Dapartment of Commerce, Bureau of Econamic Anatysis, *Gross
Damestic Product. Second Quarter 2003," press releasea, July 31, 2003

" eangota Stalf report for the 2002 Aricia IV Consultation,” pp. 25-26.
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last few years, those reports usually have been made public. However, governments
mustmdsodzctheitpuhlicmlmcmdsomcdmcschooscmkecpthanconﬁdmdal
becausc they believe that the information is sensitive. Although the govemment of
Angola had allowed the release of prior staff reports, it chose to keep the highly crtical
March 2002 staff report confidential, thereby avoiding public scrutiny or crtcism.” The
government did agree to publish the July 2003 Swff Report That report and its related
appendix was made public on September 10, 2003. However, the July 2003 report was
notasov::dycriﬁcnlof&lcgovcmmmtmddidnothighlighxtbcptoblumofpoor
govemance and corruption to the same extent as the prior report. But it did not say that
the government's performance had improved. It noted that the economic and
humanitarian situation was fundamentally unchanged and the govemment had aot
implemented major reforms. In effect, the analysis and conclusions from the March
2002 report were still applicable in 2003.  Human Rights Watch, however, has obtained
copies of the March 2002 report and the July 2003 statistical appendix.

Pxintpublicrdcucsbythcmﬁ’hadindicncddnncfomaswcrcnotontm:kmdmany
steps were not implemeated. But the March 2002 IMF staff report weat much further
and was scathing in its crticism of the Angolan govemment. The Fund found
numerons problems with the goverment’s management of the economy gencrally and
oil revenues in particular. The Fund concluded that despite the IMF's efforts, the
government was largely unwilling to implement reforms and become more transparent.
It described a secretive government that seat large sums to offshore accounts free from
public scrutiny. Such shortcomings further undermined the economy, hindered poverty-
alleviation, and contributed 1o widespread corruption. As the IMF's March 2002 report
phrased it

Frequent dislogue with the authorities [the Angolan governmeat] and
significant technical assistance in recent years has yielded little progress
in the key areas of govemance and transparency. There is virtually no
public information on fiscal and external borrowing, the state-owned ol
company manages the country’s oil-related receipts through a web of
opaque offshore accounts, the central bank and other public companies
suffer from poor intemal controls and large operational deficits, and the

¥ Since the report wes kept confidential, the govemment could also ciaim that the poce of economic reform was
adequate and that the relationship with the IMF was sound, oven when it was nat, For exampie, the then
Finance Ministar, Julle Bessa, told Angop, tha Angolan state news agency, that refations with the IMF were
*gond” because of the govermment's “good performance” on economic reforms, @van though the Fund had just
concludad 2 tense mission 1o the country. See. *Finance Minister Says Relationship with IMF, World Bank,
‘Good."" ANGOP, February 18, 2002.
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weakness of basic economic data hampers the design and monitoring of
@ MACIOECONOMIC Program. It would be very difficult for Angola to
formulate 3 meaningful poverty reduction strategy without addressing
these and other transparency and governance-related problems.®

Thcgovcmmcnto&cnchimeddmthcmninhnpedimmtstomformwuchckof
capacity and war, which resticted access o many parts of the country, diverted
rESOUICES AWAY &omsoddcxpcndinuamdtowudsdc&nsc,mdlcdtodzcdcnmcﬁon
ofinfmmucmmlnonccasc.Aguinddo]aimc.thed:caocnmlbmkammmd
currently deputy prime minister, even clamed that “global warming” led to massive
destruction of infrastructure that required substanial funds ro rebuild™ Govemmental
capacity and war—much Jess global warming—however, could not explain lack of
transparency, something firmly within the government’s control: nothing preveated the
government from maintaining accurate accounts or publishing them. The IMF thus
concluded that the principal impediment was a lack of political will, stating:
“Transparency enhancements, initially in the provision of information and data, would
be the first step in designing a new SMP. Such a step requires political commitment,
much more than it does technical assistance.™

Missing Funds

Perhaps the most distutbing disclosure by the TMF in its March 2002 and July 2003
reports was the sheer size of unaccounted for Funds, which 1t descobes as
“discrepancies,” in government expenditures. The report included a sturk account of
how much money had been spent for unexplained purposes and were cffectively
missing, Contrary 1o some public reports, the amount was not exactly U.S. $1 bilbon per
year for the prior five years, but hsd vaned with the year.” Nevertheless, the total
amount of lost funds was substantial. It totaled about U.S.$ 703 million per year from
1997 to 2002, or about 9.25 percent of the couatry’s GDP.™

Weangula Staff Report for the 2002 Articie IV Consultaion,” p. 3.

" Aguinaldo Jaime, Former central bank Governor and cument Deputy Prime Minister, "Angols. Economic
mmmm,’mammuwwwmmm.wmm
D.C., June 12, 2001,

" *Angola. Staff Report for the 2002 Anticle IV Consuitstion” p, 3.
" Ses, for exampie: Global Witness, *Will Angola finally publish its ol accounts?” press refease, June 20,2003,

" pngoia: Staff Repoet for the 2002 Article IV Consuitaton,” pp. 31-33; and "Angala: Selected Issues and
Statistcal Appandix, 2003," pp 107-109.
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In Angola, the largest discrepancies occurred in 1997 and 1999, when unaccounted for
monies totaled nearly U.S.$1.8 hillion (23.1 percent of GDP) and more than USS$1.1
billion (184 percent of GDP), respectively™ The IMF defined discrepancics as
“recorded inflows (revenue and financing) in excess of all recorded (i.e. including
recorded extrabudgetary outlays) expenditures.”™ These funds were spent, but basically
“disappeared” since the government could not, or would not, sccount for how they were
spent. These expenditures were categarically different from expenditures that were
wanclassified”. Unclassified funds were determined to have been spent legitimately, but
were not properly classified, Discrepancies, however, were largely missing funds. The
IMF believed that some of the money was spent for legitimate purposes, but some was
also lost o corruption™ Such expenditures further damaged the already precarious
cconomy and contributed to very high levels of deficit speading. The following table
illustrates the IMF’s findings:

Table 8: Angolan Government’s Unexplained Expenditure Discrepancies 1997-2002™

™ lbid.
™ *Angola: Staff Raport for the 2002 Articie IV Consultation,” p. &

"rﬁmunﬂ)ghnWawhmmmmluFmﬂmAmllm.NWSO.ZOOZD.MW&ZOOZ&!M
December 5, 2002.

™ The sources for this table are Angola. Stafi Report for the 2002 Article IV Consuitation,” pp. 31-33; end
*Angola: Selected Issuss and Statistical Appendix, 2003," pp. 107-109.
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It is possible that the actual discrepancies weee far moze than the IMF estmated because
the IMF included in its calculations “ex post” extrabudgetary expenditures for goods and
services, even though the uses of such expenditures were not fully explained. These
expenditures were in addition to the discrepancies above. The government provided
accounts of such extrabudgetary expenditures sometimes months after the IMF had
requested explanations for them,” and the IMF noted that the “total amount and nature
of these expenditures had not been fully identified”™ The following table shows the
amount of these expenditures from 1997 to 2001:

Table 9 FEx Post Extrabudgetary Expenditures for Goods and Services 1997-2001
(US.3 millions)™

The IMF believed that some of these funds were actually spent on goods and services,
but the government’s inability to adequately account for them also created suspicions of
mismanagement and potential corruption.®

" *Angola: Staff Report for the 2002 Articie IV Consultation,” p 22 and Human Rights Watch inteeview with an
official cioss to these discussions, Apefl 3, 2002.

"eAngoln: Staff Report for the 2002 Article IV Consultation.” p. 32
™ bid.
* Human Rights Watch interviaw with officials close to thess discussions, Apdl 3, 2002.
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Inadequate Record Keeping

Tbcgovcmmmt’sfxihnctonocountfotmissingﬁmdsdsostans&omdm
goverament’s failure to kecp sccurate records of its revenues and expenditures, In this
context, even if the government decided to fully disclose information, it would ot
necessarily meet public needs, since its own record keeping is so poor. It is possible 1o
determine that funds are missing and that there are major discrepancies in government
accounts, but without an audit, it is very difficult to determine exactly how public funds
were spent. Historically, major corruption scandals have been uncovered by foreign law
enforcement agencies, such as the Swiss or French (see section V1 below).

This failure tokccpzocoxdsmddisdoseinfomﬁonispmothcrcasonwhytheOil
Diagnostic and the still-confidential IMF Staff Report are so exincal: they provide some
meaningful insight into the use of public funds. An even more meaningful step would
be conducting an audit of major government institutions—Sonangol, the Ministry of
Finance, and the central bank (the Banco Nacional de Angola, or BNA)—and msaking
the results public.

The BNA has been audited by Emst & Young and it found that widespread
mismanagement plagues the institation” But since much of Sonangol’s revenue
bypasses the BNA, a full audit of that institution alone would not enable Angolans to
exercise their tight to information. For example, KPMG in the July 2003 Odl Diagnostic
Executive Summary noted that:

The Consultants [KPMG| also had access to the Relatrio de Revisao
Limitada a0 Balanco da Sonangol (Report on the [imited Revision to
Sonangol's Balance Sheet) and concluded that, due to scope limitations,
the external suditors could not perform an audit n conformity with the
international accounting standards (IAS). One of the main results of the
scope limitation was that no auditor could voice an opinion on this
accounting giving of not a true and just picture of the financial status of
the Sonangol Group. It is important that the readers be aware of this
lirmitation.®

" KPMG, Avaliagn do Sectar Pelrolifero Angalana Sumério Executive Relatonio Inicial, July 2003, p.35.
= Ibid,, p-32.

HUMAN RIGHTS WATCH VCL. 16, NO. 1{A) 38



Thcgovcmmcnthuonlyagmedm“ﬁxnimdmvicm”ofSonmgolmdpahapundimby
at some point in the future® Given these problems, transparency and accountability
over the use of public funds in Angols requires both disclosure and affirmative measures
to discern the amount and use of funds. The Oil Disgnostic and IMF Staff Reports
wacﬁmsmpswwdsg;enmmnsparmcy,bmmuchmomisnwdcd.

Indications of Corruption

The World Bank and Transparency International generally define corruption as “the
abuse of public office for prvate gun" The World Bank notes that this definition
includes situations when “public officials accept, solicit, or extort bribes; and when
private actors offer brbes to subvert or circumvent publc policies for competitive
advantage and profit” Corruption can also occur in the absence of bubes. For
example, the World Bank considers patronage or nepotism by government officials,
theft of state assets, or diverting state revenues as corruption.™

The World Bank also distinguishes between two forms of corruption: state capture and
administrative corruption. State capture is defined as the “actions of individuals, groups,
or firms in both the public and prvate sectors to influence the formaton of laws,
regulations, decrees, and other government policies (ie., the basic rules of the game) to
their own advantage by means of the illicit and non-transpareat provision of private
benefits to public officials”™ Administrative corruption involves changiog or altening
the implementation of existing laws, rules, and regulations to “provide advaatages to
cither state or non-state actors as a result of the illicit and non-transpareat provision of
ptivate gain to public officials.” In this case, state officials can “simply misdirect public
funds under their control for their own o their family’s direct financial benefit"*

Corruption has a corosive impact on human nights. It facilitates violations of human
nghts and can impede accountability for such violations. Corruption can contribute o
civil and political nghts violations such as torture, ill-treatment, and arbitrary detention

% +angola: Statf Repert for the 2003 Article [V Consultation,” p. 10,

™ The World Bank, MHelping Countries Cambat Comuption: The Role of the Warid Bank (Washington, D.C.: The
World Bank, 1987), p.8; and Transparency Intemational, "Frequently Asksd Quastions Abaut the Corruption
Percaptions Index: 2002," press release, August 28, 2002

= The World Bank, Anticorruption in Transition: A Conlribution ta the Palicy Dabate (Washington, D.C.: Tho
World 8ank. 2000), pp.1-2.

* Ibid., p2-

39 HUMAN RIGHTS WATCH VOL. 16, NO. 1(A)



because officials sometimes use such means to extort bribes. Corruption can also
undc:minctheiudiduy:cqmltraunmtundctthehwcanbcmmip\ﬂamdorignmcdif
officials exploit their positions for personal gain. Freedom of information is
undermined when corrupt officials impede the flow of information. Where theee is a
significant financial incentive to hold onto power and officials use corrupt means to
resist democratization, corruption can undermine the ability of individuals to choose
their government and parficipate in elections.

The divession of funds from institutions or activities that can improve or protect human
rights is another negative consequence of corruption. Where it leads to underfunding of
hospitls, schools, and other essentials services, diversion of funds can prevent or
impede the progressive realization of economic, social, and cultucal nghts.

Human Rights Watch believes that when corruption or gross mismanagement of funds
contribute to human rights violations or prevent improvements in human rights, they
must be addressed as part of efforts to improve human rights practices. As in this report,
Human Rights Watch belicves it important to document such linkages.

In Angola, corruption appears to be a persistent problem, and the IMF concluded that
corruption played a substantial role in the discrepancies noted i its reports. While not
all of the unexplained discrepancies could be attributed to corruption, there were signs
that corruption was a major factor. The IMF highlighted Angola's declining living
standards when it cited a 2000-2001 confidential Angolan Ministry of Planning study
that found “the percentage of houscholds living under the poverty line and that in
extreme poverty have increased since a similar survey was carried out in 1995 While
poverty levels increased, the IMF reported that expenditures of the richest 10 percent of
Angolans had increased dunng the same peniod and led to a wider gap in income
inequality.¥ The IMF went further and descobed the specific types of corruption
present in Angola:

Cross-country analyses have shown 2 strong positve correlation
between, on the one hand, easily appropriable reats ansing from the
exploitation of mineral resources and, on the other, higher levels of
corruption, slower economic growth, and higher poverty mtes...In a
tecent survey by a local organization...among a panel of Luanda

¥ *Angola; Staff Report for the 2002 Asticts |V Consultation,” p. 6
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residents (including pariamentarians), the majority of those interviewed
identified corruption in Angola a5 a “systemic problem” affecting all
level of socicty, particulady “the top political and administrative
hierarchies..."

Petty corruption is widespread in Angola Typical examples iavolve
cases of civil servants receiving a “facilitation fee” in exchange for the
processing of applications or licenses, as well as widely reported
incidents involving the economic police, in which it extracts bribes from
smnﬂbmincminthcpmcasofvaifyingcomplimcewithopmﬁng
licenses and “profit” margins. On a larger scale, corruption avolves
monopolistic practices maintained by political access and public banks
engaging in connected lending (1o companies where there was no
expectation of repayment or to nopexistent ones) that eventually
necessitates batlouts from the treasury.

Agcn:mlhnkofmnsparcncyinpubﬁcﬁnmccs-—withscmtdnubdng
officially published and a complex set of offshore finances—has
generated the perception of a poorly managed treasury. . .substantial
funds received ss signature bonuses for oil contracts and oil royalties
have been outside the control of the treasury; and nontransparent
external debt transactions have been made™

The IMF highlighted two oil-related transactions that mised suspicions of corruption.
The first was the povernmeat’s underreporting of a U.S.3400 million signature bonus
payment for Block 34 and the second was a questionable senes of transacuons o repay
Russian debt that led to Swiss authorities freezing U.5.$750 million in Aagolan funds
deposited in Swiss banks. ®* A corruption trial in France also raised suspicions of
widespread corruption {see Section V1 below for more details on these three cases).

In Auvgust 2002, Transparency International (TT), the anti-cormption OIganization,
ranked Angola 98% out of 102 countries in its Cormption Perceptions Index (1 being the least
cormupt and 102 the most corrupt country). The TI survey also ranks countries on 2
scale of one to ten, where one is the most corrupt and ten the least. The ten-point scale

* 1bid.. p.13.
™ Ibid., pp. 19-20,
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is a statistical calculation of 4 country’s score based on the twelve in-depth data sousces
TI draws upon to formulate its Index® Angola received a score of 1.7 (+/-4)" Based
on the TI ten-point scale, the IMF noted that even a slight improvement in Angola
could have a significant impact on education, health, income inequality, and child
mortality, among other areas of govemnment expenditure. It said that a “one-point
increase in the transparency scale would leave Angola with an estimated level of
corruption still higher than in most of its neighboring couatries. The benefits would
likely increase if Angola were to achieve greater improvement along the transparency
scale.”® For example, the IMF estimated that 2 one-point decrease on the T1 corruption
scale—improving from 1.7 to 2.7, for example—could increase annual expenditures by
0.7-0.9 percent of GDP for education; 0.6-1.7 percent of GDP for public health; could
reduce the infant monality rate by 1.1-2.7 deaths per 1,000 births; and could annuaily
improve the income of the lowest 20 percent of Angolans by 1-1.5 percent of GDP.®

Increasing those expenditures would have a positive impact on the population. A 0.7-
0.9 percent GDP increase in funding for education would add approximately U.S.§77-
$99 million per year® According to a recent UNICEF study, the country faces an acute
shortage of primary school teachers The govemment reportedly budgeted U.S.$40
million in 2003 to pay for approximately 29,000 teachers, some of whom would have to
be recruited and trained.  Adding U.$.$77-§99 million to the education budget would
facilitate the hiring of additional teachers and further improvements in education™
Similarly, 2 0.6 1o 1.7 percent increase in health spending would equal approximately
1.5.$66-5187 million in additional funds. In 2002, Angola spent approximately U.S.3213
million on health, so an increase of U.S.$66 million to U.S$187 million could have a
substantial impact on improving Angolans’ healthcace. ™

The Economist Intelligence Unit (EIU) raised more suspicions of corruption in its
February 2003 quarterly report when it published information about Angola's wealthiest

* For & complete discussion of the scale, sas: De. Johann Gral Lambsdorfi, “Framework Document 2002; a

bockground paper to the 2002 Corruption Perceptions Index” 8 bockground paper by Transparency
intemational and Gattingan University, July 2002.

" Transparoncy International, Comruption Perceptions Index, August 28, 2002,

¥ *Angola. Staft Report for the 2002 Articls IV Consultation,”p. 15,

* ibid.

™ Estimates based on IMF figures. Sees "Angola: Selacted lssues and Statistical Appendix, 2003, p, 109
®*angola: Rebulising Education Systam Vital, UNICEF " IRIN, July 24, 2003

* ibid,
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people. The EIU reported that there were thisty-nine individuals worth at least U.S.$50
million in Angola and acother twenty reportedly worth at least U.S.$100 million. Six of
the seven wealthiest people on the EIU’s list were longtiroe government officals, while
the seveath had only left longstanding govemment service about two years carlier.
Overall, the combined wealth of these fifty-nine people was at least U.5.$3.95 billion.™
By comparison, the total GDP of Angola with a population of sbout 13 million was
approximately U.S.§10.2 billion in 2002.%

War as an Impediment to Economic Reform

Angolan officials huve long maintained that war was the major impediment 1o economic
reform. For example, in August 1998, shortly before the country resumed 2 state of all
out war, Emmanuel Cameiro, the former Minister of Planning, said:

[Tlhe last few months have brought increasing violent actions by
UNITA... Not anly do such actions set the peace process back, they also
hamper economic reconstruction efforts and impede economuic acuvity.”

A few years hn:r.Aguinnldo]airm,thethcnccnunlbmkGovcmormdcunmtDcpmy

Prime Minister also held the war as partly responsible for the slow pace of reforms. He
said:

[T}he rebellion took their actions close 1o some urban areas. The need to
strengthen security around those areas implied the allocation of
additional financial resources beyond the framework of the program. As
a tesult government expendirure is likely to be out of target by the end
of program penod.™

¥ Econamist Intalligence Unit, “Angala: Country Repont,” February 2003, p. 17
* Economist Inteliigenca Unit, *Angola: Courdry Repon,” May 2003, p. 5.

WEarmer Minster of Planning Emmanusl Cameiro, Speech at the US-Angola Chamber of Commerce
Washington, D.C.. August 27, 1998.

1€ Aguinado Jaime, former central bank Govemor and current Deputy Prime Minister, *ANGOLA: Economic
mwmmm‘mnmmmwmmm.mwmn,
D.C., June 12, 2001,
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It is true that war required significant expenditure and much of Angola’s infrastructure
was degraded or destroyed because of the war. Landmines, displacement, and lack of
govemment control over key areas of the country also impeded economic diversification
and development However, the war would not have prevented increased transpareacy
by the government or investmeat in programs to improve respect for human rghts in
areas under government control; nor would it have affected the oil sector since virtually
all of the oil industry was offshore.

Angola was not under any embargoes dunng the 1990s and afterwards. The government
often has claimed that it had no choice but to give funding for the war precedence over
other claims on revenue. Military and secunity expenditures have histoncally been the
largest government expenditure, averaging about 13 percent of GDP and about 19
percent of total government expeaditures from 1997 to 2002 This explanation, while
plausible, does not account for the massive discrepancies in expenditures and thus does
not sddress whether necessary military and secunity expeaditures could have been
maintained while allocating sufficient resources for humanitarian and social needs.

From 1997 go 2002, unexplaned expendirures were sometimes greater than total
reported military expenditures and strongly suggest that military expenditures were not
the reason for the government’s failure to provide for basic needs and were not the
primary destination of diverted oil reveaues. The following table compares military
expenditures with unexplained discrepancies:

Table 10: Comparison between Military and Security Expenditures and Unexplained
Discrepancies 1997-2002'

' Angolar Staff Report for the 2002 Articie IV Consultation,” pp. 31-33, and "Angola: Selected Issues and
Stasstical Appendix. 2003." pp, 107-109.

' Angata. Staff Report for the 2002 Article IV Consuitation,” pp. 31-33; and *Anpola: Selected Issues and
Statistical Appendix, 2003," pp. 107-104.
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In 1997, discrepancies outpaced military expenditures, even though that was a year of
relative peace. Overall, the discrepancies were about 78 percent of militacy expenditures
from 1997 to 2002. Based on this information, the government’s assertion that the war
diverted resources away from humanitanian and reconstruction is questionable.  Military
expenditures rapidly declined in 2000 and 2001, but weze exceptionally high in 2002.
This is notable since the war with UNITA had ended by Apnl 2002, yet mulitacy
expenditures for that year were much higher than when the war was oogoiog in 2000
and 2001 Moreover, military expenditures themselves were controversial and led to
allegations of corruption. (see Sectuon VI above).

Overall, the most sedous impediment to development was the government's
mismanagement of the economy and not the war. Had the unaccounted-for funds been
available to it, the government could have eastly sustained the same levels of military
expenditures while spending more funds on socal and cconomic development. This
was also the opinion of the IMF when 1t sad, “despite the reduction of hostilities in war
zones and substaotally lower militacy expenditures in 2000 and 2001, poverty was not

" sanpoia Selected lssues and Statistica! Appendix, 2003, £.108,
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being reduced because of the hesitant implementation of the government [reform)

program and the persistence of severe governance and transparency problems
that...prevented the reallocation of public resources to prionity sectors.™*

"™ *Angala: Staff Report for the 2002 Article 1V Consultation,” p. 14,
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VI. Government Attempts to Restrict Information

The government not only mismanaged public resources, it enacted domestic laws that
criminalized possession of information and restricted its distbution. Oun the
international level, the government often refused to provide information about its use of
revenue and its expenditures, and attempted to prevent other institutions from disclosing
information or conducting investigations. This was true with the IMF, provate
companies, and even other governments. In no case did the government take steps to
provide adequate information to counter serious allegations of misuse of public funds.

Domestic Laws that Would Criminalize and Restrict Information

The government passed three laws—the Access 10 Administrative Documents Bill, the
National Security Bill, and the State Secrecy Bill—dunng 2002-2003 that could severely
restrict access to information. Of particular concern is the State Secrecy Bill, passed on
July 19, 2002, which cominalizes possession of documents that the government
considers sensitive, even if obtained lawfully by individusls not employed by .the
govemment.

The law defines how state secrets will be determined, who makes such a determination,
and provides penalties for breeching its terms. There are some extremely troubling
provisions of the bill in the context of trunsparency and freedom of information. Article
2 of the law states that “financial, monetary, economic, and commercial interests of the
State” can be classified as secret, broad terms that invites application of the law to data
on oil revenues, IMF documents, or other documents that should be in the public
domain in order to further public oversight.™ Any civil servant or political appoiatee can
be punished with up to two years imprisonment for divulging information classified as a
state secret.™  Individuals who are not government officials can also be penalized for
possessing or republishing “state secrets,” regardless of how they received them. Article
26 of the law states:

Those who are not civil servants or holdess of public office, and who
have access to classified information and matenals, irrespectve of the

' Sute Secrets Bill, art. 2.
¢ \uid., ant. 24 and 25.
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manner and source, and disclose such informanion publicly without
being so authorized to do by the relevant bodies, shall be subject to the
penalties set forth in Articles 24 and 25 of the present act, according to
whether they acted with intent or through negligence.™

The penalties enumerated 1 articles 24 and 25 of the Bill are six months to two years
imprsonmeat for an “intentional breach of state secrecy,” or six months imprisonment
for an unintentional, but “negligent” breech of state secrecy,™ This could have a chilling
effect on the Angolan press and civil society since they are subject to the same penalties
as government officials if they report on govemment activities,

Moreover, the law has provisions for extraterritonial prosecution of individuals, Article 3
of the law states that “fs]ute secrecy shall cover all persons within or beyond national
territory, irrespective of whether they are employed by the public administration and
who, for any reason, come into contact with materials deemed to be State secrets under
the terms of the present act.”™® Some observers have interpreted these provisions as an
attempt to prevent representatives of multilatessl institutions, international NGOs,
international press, or other institutions from publishing materials that may be seasitive
or embarmassing for the government™ The Economust Intelligence Unit reported that
“[ojne amm of the bill is believed to be to prevent damaging information, such as that
regarding the “Angolagate™ arms and banking scandal in France and the sectetive and
controversial Russtan debt deal, from Jeaking our™ (for more on these issues, see chapter
TK, below)."" Human Rights Warch believes that the Oil Diagnostic reports, revenue
data, expenditure data, and debt figures should never be classified as state secrets and
that the government should clanfy this immediately.

Failure to Provide Information to the IMF

A major source of tension between the government and IMF was the povernment’s
repeated unwillingoess to provide basic information to the Fund. For example, when
the IMF sought an exact figure for the signature bonus payment paid for Block Thirty-

" (bid., ant. 26.

" ibid., an. 24 and 25

™ (bid., an. 3.

" Hurman Rights Walch interview, Luands, Decermber 8, 2002.

"' Economist Intelligance Unit, *Angols; Country Report,® August 2002, p 16.
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Four'”, the government did not provide accurate information 2ad underreported the
amount that had been paid. The Fuad said:

Oil exploration bonuses, or up-front payments from the oil companses
to the government for exploration rights, have been a common feature
in Angola's oil contracts in recent years. The allocation of these bonuses
is decided by the presidency in conjunction with Sonangol, and cven
though they are idenufied as income in the budget, their use is not
normally recorded in the fiscal accounts. The most recent bonuses
involved a large ultra-deepwater block auctioned in September 2001
[Block 34]. The authorities reported recerving U.S.$285 million for this
block in October 2001 and are planning to transfer these funds o the
budgetary accounts in March or April 2002, The delay in effecting this
transfer could not be explained, except by the fact that these funds are
outside the control of the treasury. More mmportant, this amount is
lower than the payments for the treasury of about U.S.§400 million (not
inchiding additional payments of neary U.S.$100 million to Sonangol’s
Social Fund and other funds) reported to the staff by the oil companies
for the same concession.'”

When IMF staff asked the government for an explanation of the US.$115 to US$215
million difference between what the government said it had received and the companies
said they had paid, the government officials said that they “could not provide any
supporting documentation on these payments because of confidentiality agreements
with the ol companies”™ 1In 2003, the IMF sad that the bonus payment was
U.8.$327.7 million based on information from Sonangol But because of repayments
back to oil companies for services and prior deby, the set amount was US$278.6
million. However, the IMF could not determine the use of those funds; did not
comment on the U.S.$100 million soctal bonus payment that it had previously reported;
or reconcile the discrepancy between what Sonangol said it received as a bonus payment
in 2003 and what the companies told the IMF they had paid in 2001, As receatly s

' Norsk Hydro (30 percent), ConocoPhillips (20 percent), Sanangol (20 parcent), Royal Dutch/Shet! (15
pemcent), and Pstrobms (15 percent) are the companies Invoived in Block Thirty-Four, and “Angola: Staff
Report for the 2002 Articke |V Consultation,” pp, 1820,

" =pAngala: Staff Repont for the 2002 Article IV Consultation,” pp. 18-20
™ lbid., p. 20.

™ International Monetary Fund, "Angola: Stalf Report for the 2003 Article IV Consultation,* statistical appendix
Jdy 11, 2003, pp. 77-74.
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November 2003, a representative from a company that is a parter in Block 34 told
Human Rights Watch that the partoer had paid the “lasgest” bonus payment in Angolan
history that totaled sbout U.S.$500 million, of which about U.S.$100 million was a social
bonus payment."™ Despite more details from the government it still did not fully disclose
the amount and use of that payment.

Similarly, the govemment refused to fully disclose the details of suspicious transactions
related to frozen assets in Swiss banks. In 1996, a “secret” rescheduling of Angola’s
approximately U.S.35 billion debr to Russia was negotiated between the Angolan and
Russian governments. The debt was largely related to amms purchases made between
1980-1991."" The debt rescheduling reportedly involved US.$3.25 billion in debt
forgiveness and repackaging the balance into a U.S.§1.5 billion loan that was payable by
2016 through & semes of thirty-one promissory notes were payable to the Russian
Minstry of Finance and 1ssued by the Banco Nacional de Angola (BNA), the Aagolan
central bank. Russia reportedly sold the debr at a sizable discount to Abalone, a private
company, in August 2001. Two prncipals in the company were businessmen with close
ties to the Angolan government The company and the govemment of Angola then
reportedly secured 2 senes of oil-backed loans that were worth at least half of the
promissory notes, Those payments eliminated the debt 1o Russia since the debt was
purchased at a discount.

However, Daniel Devaud, o Swiss magistrate, then froze at least U.S.$700 mullion held in
account at the Geneva branch of a Swiss bank in February-March 2002 Devaud found
that “hundreds of milions of dollars” were allegedly paid to “Russian and Angolan
dignituries” and blocked payment of the remaining promissory notes. Only about
U.S.$161 mullion had been paid to Russia’s Finance Mintstry, while at Jeast U.S.§257.6
million went to Angolan govemment officials and private businessmen. Devaud also
found that three accounts had been opened at a bank in Luxembourg registered to
Panamanian companies but whase beneficianes were allegedly the two businessmen, and
Angolan President José Eduardo dos Santos™ According to the Economist Intelligence

" Human Rights Watch inlerview, London, Novamber 12, 2003.

""" For more infarmation on arms pracurement and military expendituras see the following Human Rights Waich
reparts and backgrounders: Angofa: Arms Trade and Violations of the Laws of War Since the 1992 Elections
(New York: Human Righls Watch, 1994); Batween War and Peace’ Arma Trade and Vialations of the Laws of
War Since the Lusaka Profocol (New York: Human Rights Walch, 1996); Angale iarevels: The Rise and Fall
of the Lusaka Paace Process (New Yorke Human Rights Watch, 1899), "The International Monetary Fund's
Staff Monitored Program in Angota:  The Hurnan Rights tmplications.” backgroundar, Apal 2000, and "The Qil
Diagnastic In Angola: an Update * backgrounder, March 2001,

" Economist Intelligence Unit, “Angola: Country Report,” Moy 2002, pp.28-29,
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Unit, there was “a strong suspicion that the value of the loans greatly exceeded the
reduced value of the debt bought by Abalone” which raised suspicions that the balance
of those oil-backed loans, guaranteed by the government of Angola’s oil, fell into private
hands at the public’s expense. One of the businessmen told the Freach newspaper Le
Monde that the Angolan government approved of the operation and that it benefited
both Russia because it recovered debt and Angola because its debt was reduced.™

When the IMF first asked the govemment to provide details of the Russian debt
transactions in mid-2001, the government refused ™ According to one participant in
those meetings, when an IMF official asked for details, the governmeat official would
look through documents that appeared to have contaned many of the details of the
transactions, but provided only cursory information. The IMF official abruptly ended
the meeting and left out of frustration over the lack of disclosure.™

After details of the Russian debt transactions were widely reported in the French and
Portuguese press in early 2002, the government was more forthcoming with the IMF.
However, when the IMF asked the government for supporting documentation for these
transactions and other oil-backed loans in order to reconcile them with a database of the
country’s external debt, the government refused “because it would nfringe on national
sovereignty.™ The IMF then said that “fgliven the increased secrecy of Asgola’s
external borrowing practices. . .all external public sector leans [should] be documented,
disclosed to the public, and submitted to the National Assembly for approval™ Once
again, however, the govemment refused because it “felt that such a level of transparency
vis-a-vis parliament and civil society would be too intrusive on government affaies. "™

Threats Against Governments

The Angolan govermnment’s repeated denunciations of arms or possible corruption
mvestigations  abroad only underscored the government’s hostlity to greater
transparency. In pamicular, the government could have offered assistance to deteomine

" ibid,, p. 20

"% *angola: Staff Report for the 2002 Article 1V Consultation,” p 20.
¥ Human Rights Watch intoniew, Luanda, Dacomber 9, 2002

"2 angola. Statt Report for the 2002 Article IV Consultation,” p. 20
= ibid.

" 1bid.

51 HUMAN RIGHTS WATCH VOL. 18, NO. 1(A)



how hundreds of millions of dollars were allegedly stolen or whether bribes had been
paid. Instead, it condemned the Swiss and Freach govemments for investigating those
actvities,

Switzertand

In response to Switzerland’s investigation into the Russiaa debt transactions and its
freezing of assets, the Angolan govemment announced on June 5, 2002 that it would
“take legal action against Swiss judge, Daniel Devaud, for defamation of the image and
prestige of the Angolan authorities, particularly the Head of State, José Eduardo dos
Santos.”™ The povemnment also said thar it had withdrawn its ambassador to
Switzedland in protest President dos Santos reportedly said that he “considered judge
Daniel Devaud’s attitude as arrogant and an abuse of power and a viclation of the
principles of international law on the basis of which the relations between Angola and
Switzerland wete established.” ™ At this writing, the government had not filed a case
against Devaud and the government funds are stll frozen in Switzedand. Swiss and
Angolan authonitics were negotiating a settlement that would involve the release of the
funds on the condition that the banks would mitially relesse only U.S.$37 million to
U.5.374 million and only to be used for social or humanitanian purposes. The agreement
reportedly has been delayed because Angolan authonties apparendy rejected those
conditions.™

France

A corruption tnial related to the events in Switzerland that involved former officials of
Elf Aquitaine (now part of Toral) and othess, continued to cause tension between France
and Angola. On March 17, 2003 a corruption tnal began 1n Pads that involves thirty-
seven defendants who were accused of obraining approximately U.S.$430 million from
EIf Aquitaine for “personal enrichment and political kickbacks during the late 1980s and
early 1990s.""™ Among the defendants was former French interior minister, Charles
Pasqua, who allegedly supported questionable amms sales to Angola 1n 1993 and 1994,
The French media refer to these events colloquially 2s “Angolagate,”

“E +Govarnment to Sue Swiss Judge,® ANGOP, June 6, 2002
** Ibid,
" Chyistina Katsouris, *Maney Spinners,” Ensrgy Compass, June 27, 2003,

* Martin Amoid, Rebecca Cockbien, and Robert Graham, “The EIf Affair-Wha's Who," Financial Times,
London, Apal 185, 2003.
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The EIf toal also shed light on some of the companies alleged payments to heads of
state in Africa because of the slleged activities of one of its defendants, André Tacallo.
Tasallo, the former head of Elf-Gabon, was nicknamed “Mr. Africa™ because he
allegedly funneled tens of millions of dollars in “commissions and “subscriptions™ to
heads of state in Angols, Cameroon, Congo-Brazzaville, and Gabon in exchange for
influence and lucrative oil deals™ Tarallo first made these allegations to French
investigators in July 2000 and they quickly were reported in the international media. ™
Shortly after the allegations became pubtic, the Office of President dos Santos issued 2
strong denunciation of the allegations rather than offering to assist the investigation.
The statement said that

The Cabinet of the Presidency of Angola was appalled 1o learn through
the press, of the declarations that have allegedly been made by Mr.
André Tarallo [sic], former Director for Africa of the EIf Aquitaine [sic]
Group, to French judicial authorties. These declarations gravely
denigrate the person and reputation of several African Chiefs of State
and their families, among whom his Excellency José Eduardo dos
Santos, President of the Republic of Angola...Considering the dubious
and irresponsible character of such declarations lies at the root of the
defamation campaigns and accusations that have been launched aganst
the Chief of the Angolan state, this Cabinet feels the obligation to
forcefully repudiate such allegations, with which Mr. Tanallo [sic] may be
trying to disguise possible criminal actions committed by himself or his
colleagues at ELF.. The Cabinet of the President of Angola believes
Mr. Tarallo’s [sic] attitude to be unacceptable and unfair, given that the
Angolan authorities granted him, in good will, all manner of assistance
to ensure the success of ELF's opertions in Angola and its good
performance, which allowed France to occupy the second position in
the Angolan oil industry, with obvious benefits.™

* 1bidl.

* For example. see, “Former Executive of £If Reveals Alleged Kickbacks-Taral%o Says Bribes Went to
Christian Democrats,* Wall Stree! Jownal Ewops, July 12, 2000.

' Office of President José Eduardo dos Santes, *Office of the President Repudiates Accusations by Former Eif
Employee,” press communication, Luanda, July 19, 2000.
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The government also said that it “reserves the rght to tzke, if deemed necessary, the
appropoate measures to ensure the defense of the Angolan state.” ™ The Economist
Intelligence Unit also reported that President dos Santos had repeatedly declned
invitations to France and that the government had delayed approvals for a major Total
oilfield in Angola because of displeasure over the legal proceedings.™ Nevertheless,
French courts convicted Tarallo of cormuption for misusing Elf's funds and seatenced
him to five years imprisonment and fined him €2 million on November 12, 2003,
Tamllo maintained that bribing government officials in Africa was not a misuse of funds
since it led to business deals for EIE™

Efforts to Prevent Companies from Publishing Data

The government was also hostile towards company efforts to publish their payments to
the government. Following pressure from NGOs, and after negonations with Sonzogol
and the government, BP's spokesperson told Global Witness on February 6, 2001, that it
would annually publish financial data on Angola, though without specifying when or in
what format this would be done.'* In particular, BP committed to publish the total net
production by explomtion/production block; agpregate payments made by BP to
Sonangol; and the total amount in taxes and levies paid to the Angolan government.
Additionally, BP noted that the amount of the signature bonus payment it made for the
offshore concession, Block Thirty-One, was recorded in the 1999 annual report for BP
Exploration (Angola) Limited available, at Companies House in London.™ BP paid a
signature bonus of S, $111,089,000 for Block Thirty-One, according to the annual
report.””’  KPMG reported that all of the joint venture partners in Block Thirty-One,
including BP, paid 2 total bonus payment of approximately U.S. $335 million,

However, the Angolan government had cither not agreed or changed its mind regarding
the publication of payments. In response ro BP’s effort at openness, Maouel Vicente,

¥ nid,
¥ Economist Intelfigence Unit, "Angols: Country Report,” May 2003, p 18,
'™ Robert Graham, *French Court Joils EIf Officials for Corruptien,” Financial Times, Novembar 13, 2003,

'* Global Witness, *All the President's Man:  The Devastating Story of Ol and Banking in Angola's Privatised
War,” March 2002, p, 41,

'™ | etter dated February 6, 2001 from BP to Global Witness; and "Campalgn Success: BP Makes Mave for
Transparency in Angola,” Global Wilness peess relesse, February 12, 2001.

W 88 Exploration (Angola) Limited, “Annual Report and Accounts 1999." October 16, 2000, p. 11. BP
pubkshad this payment because Il was considered & "matenal payment” (hat had o be disciosad o Campanies
House in London.
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the Chairman and Chief Executive Officer of Sonangol, issued a harsh letter to BP that
threatened to cancel its multibillion dollar contracts in the country if BP proceeded with
the publication of data. The letter was also sent to all of the other companies operating
in Angola as 2 warning not to follow BP’s lead. The letter read:

The Sonangol Letter o BP'™

Dear Sir,

It was with great surprise, and some dishelicf, that we found out
through the press that your company has been disclosing information about
oil-related activities in Angols, some of which have a strict confidential
character.

According to the media, your company promised to continue to
supply further such information in a letter dated 06/02/01 and signed by
Mz. Richard Oliver [sic], thereby seripusly violating the conditions of legal
contracts signed with Sonangol.

As a result, we are making enquides to confirm the vemcity of
information that has been published which, if confirmed, is 2 sufficieat
reason to apply measures estublished in Article 40 of the PSA [Production
Shanag Agreement] Le. contract termioation.

We ate aware that some oil compantes have been under pressure by
organized groups that use availsble means in an orchestrated campaigo
against some Angolan institutions by calling for “psevdo-transparency” of

legitimate goverament actions.

As the national authority that awards concessions, Sonangol 1s fully
aware that its economic link with your company should not be mixed with
other relationships that seriously violate existing contracts in order 1o attract
bogus credibility.

Given this situation, we highly recommend that your compaay
scrupulously respect the agreements that it has signed with Sonangol, as
well 25 Angolan legislation relating to the confidentiality of information.

May we recall that there are specific channels, which should be
respected, to release any type of authonzed information.

'™ L attar from Manual Vicente to BP, February 2001,
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Given the seriouspess of this situation, if the provision of
information by your company is confiomed and we observe moml or
material damage thereof, we reserve the rght to take approprate action.
The same is valid if you repeat such practices in the future.

Finally, and in the hope of maintaining the good relations that we
have always had with the oil companies that operate in Angola, we strongly
discourage all our partaers from similar attitudes in the future.

In closing, pleasz accept our best wishes.

[signed]

The President of the Administrative Council

Manuel Viceate

The letter had an obviously chilling effect on the mindustry and efforts to promote
voluntary transparency. No other company has tried to undermke a similar efforr on
Angola. BP has continued to promote transparency and publishes data 1n its filings
Companies House in the Unuted Kingdom. It has not, however, published its
production datz by oil block as it previously promised. Other companies often cite the
response by Sonangol as the reason that they will not publish this data voluatanly. For
example, Lee Raymond, the Chatrman and Chief Executive Officer of ExxonMobil told
The Financal Times that ExxonMobil ngorously followed confidentiality clauses with
the Angolan government."™ '

™ Dawd Buchan and Shella McNusty, *A Dinosaur Still Hunting For Growth:  Intesview Lee Raymond,
BEoonMobll:.  The Ol Chief Makes No Apology for His Company's Dominance—or for His "Political
Incorrectness," Financial Tines, March 12, 2002.
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VIl. The Impact of Lack of Transparency and Accountability on
Human Rights and Development

A considerable amount of research by the World Bank, IMF, and academic specialists
has shown that a country’s reliance on natural resource revenues, particulardy oil, can
impede economic growth and diversification and facllitate corruption. It is particularly
problematic when the government is the direct beneficiary of economic activity and is
thetefore not reliant on domestic taxation or a diversified economy to function."® This
dynamic is known as the “Resource Curse” or as one academic labeled it, “The Paradox
of Pleaty.™"

However, little research has focused on the nepative human nghts impact of a
government’s reliance on natural resource revenues. Human Rights Watch believes that
a country’s substantial rebance on natural resource revenues can have a negative impact
on human oghts unless measures are taken to ensure that they are managed and speat
transparently. In such an economy, those who rule the state have unique opportunities
for self-enrichment and corruption. Because achieving political power often becomes
the primary avenue for achieving weulth, the incentive to seize power and hold onto it
indefinitely is great. This dynamic has a corrosive effect on governance and ultimately,
respect for human nghts. In this context, a key indicator of the quality of governance is
whether a government is committed to transpatency, accountability, the rule of law, and
human nghts. When a ruler or 2 goveming clite are undemocratic or otherwise
unaccountable to their citizens, poor management, poor economic decision-making,
corruption, and human rights abuses thrive. Instead of improving the overall situation,
the existence of a centrally controlled stream of revenue—such a¢ oil revenue—can
serve to reinforce or exacerbate an undemocratic or otherwise unaccountuble ruler’s ot
governing clite’s worst tendeacies by prowiding the financial wherewithal to eatrench
and ennch wself without any corresponding accountability.

These problems are cleady present in Angola. There have been many efforts to reform
government practice, but most have not been effective, despite pressure from
international institutions, governments, nongoveramental organizations (NGOs), and

'"“Alan Galb and asscciates, Of Windfalls: Blessing or Cuwrse? (New York: The World Bank and Cxford
University Pross, 1888); Cardos Leite and Jons Weidmann, *Does Mather Nature Corrupt? Natural Resources
Corruption, and Economic Grawth,” Intemational Monetary Fund Working Paper, July 1999; and Terry Lynn
Karl, The Peradox of Planty: Ol Booms and Pefro States, (Berkalay: University of Califomia Prass, 1987).

! The Paradox of Plenty: O Booms and Petro States.
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companies. The Angolan government does not make information about 1ts financial
dealings available to the public, or even to internationsl institutions. The government’s
behavior has had a negative impact on the ability of the public to exercise oversight of
the use of public funds and in the absence of true democracy, there are few aveaues for
public accountability. In this context, the data from the Oil Diagnostic and IMF Staff
Reports represent a first window onto how the government uses or misuses public
funds. The mismanagement of resources documented here has had an extremely
negauve effect on the country’s development and the well-being of the population.
losufficient resources have been spent on the needs of the population and the
govemnment has tried to force the intermational community to shoulder much of that
burden. Human Rights Watch welcomes the international community’s efforts to
provide substantial funding for Angola’s reconstruction and development. However,
such funds should complement, not replace, a serous commitment by the Angolan
govemment (o attain minimum standards in critical areas such as health and education.
To date Angolan government efforts have been grossly inadequate.

This section describes how the government’s actions and inaction have led to violations
of human rights under the Intemanonal Covenant on Civil and Political Rights (ICCPR)
and the Internanonal Covenant on Economie, Social, and Culnural Rights (ICESCR).
The government's failure to provide adequate information about its use of public funds
violates Angolan’s nght to nformation under article 19 of the ICCPR'™ The
government's fatlure to allocate adequate financial resources to health and education, at
least in part because of mismanagement and corruption, contravenes its obligations
under articles 12 and 13 of the ICESCR.' Moreover, the Angolan government has

"2 Article 18 of the ICCPR states: 1. Everyone shadl have the right to hold opinions without interference. 2.
Everyone shall have the right 1o freadom of exprassion; this right shall inciude freedom to seek, receive and
mpart information and ideas of all kinds, regardless of frontiers, aither oradly, in writing or in prind, in tha form of
ot of through any othor media of hes choice. 3. The exercise of the rights provided for in paragraph 2 of this
arlicle camies with It special duties and respansibiliies. It may therefore be subject 10 cartain restrictions, bul
these shall only be such as are provided by law and are necessary: (a) For respect of the rights or reputations
of others; {b) For the protection of national sacurity or of public order (ordre public), or of public health or
morala.

M3 adticle 12 of the ICESCR states: 1. The States Parsies 1o the present Covenant recognize the right of
averyone 1o the enjoyment of the highest attainable standard of physical and mental health. 2. The steps to bo
ken by the States Partios to the prasent Covenant 1o achiove the full realization of this right nhall inciude those
necassary for: (a) The provision for the reduction of the stilibirth-rate and of Infant mortaiy and for the healthy
davaiopment af the child; (b) The improvamant of a3 aspects of environmental and industrial hyglene; (c) The
prevention, reatment and control of epidemic, endemic, cccupatonal and other diseases; (d) The creation of
conditions which would assure to a2l medical service and medical attenticn in the even! of sickness.

Articie 13 of the ICESCR states: 1. The States Parties 1o the present Covenant recognize the right of everyone
to educstion. They agree that aducation shull be direcled to the full development of tha human parsonaBty and
thes sense of its dignity, and shall strengthen the respect for human rights and fundamental freedoms. Thay
further agree thal education shall enable all persons o participate effectively in & fres soclety, promote
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repeatedly failed in its treaty obligation 1o report on its compliance with the covenants as
required under article 40 of the ICCPR and articles 16 and 17 of the ICESCR. Angola
acceded to the ICCPR and ICESCR in October 1992 Reports on its compliance with
the ICCPR were due in 1997 and 1998, A third report will be due in September 2003.
While compliance reports under the ICESCR were due in 1994 and 1999."" Angola has
yet to submit even one of these long-overdue pesodic reports.

Even in cases where Angola may not have violated its human nghts treaty obligations, it
has clearly undermined the ability of Angolans to enjoy their nghts and to exercise
adequate oversight of the government. Two areas where this has occurred are elections
and funding of the judiciary. The government’s failure to hold elections since 1992 has
prevented Angolans from holding their government accountable and has undermined
the government’s commitments under article 25 of the ICCPR. The underfunding of
the judictary bas prevented Angolans from having adequate recourse when their nghts
are violated, impeding another mechanism of government accountability.

understanding, olerance and friendship amang all nations and all racial, ethnic or religiows groups, and further
the activiies of the United Nations for 1he maintenance of peace. 2, Tha States Parties to the prosent Covenant
recognize thal, with & view 1o achieving the full reallzation of this right: (a) Primary education shall be
compuisory and avadable free fo all; (b) Secondary oducaion in its different forms, inchuding lechnical and
vocational secondary education, shall be made generally available and accessible to all by every appropriate
means, amd In particular by the grogressive Introduction of free aducation; (c) Highor education shall te mads
equally nccessible to all, on the basis of capatity, by every appropriale means, and in paricular by (he
progresaive introduction of free education; (d) Fundamental edocation shall be encouraged or intensifiod as far
a5 possible for those persons who have not recelved or completed the whole period of their primary educatiory
(0) The davelopment of a aystom of schools st all levels shall be actively pursued, an adequate followship
rystem shall be established, and the material condiions of 1eaching staff shall ba continuously improved, 3. The
Stotes Parties 10 the prasent Covenant underake to have respect for the liborty of parents and, when
applicable, lagal guardians to choasa for their childran schools, other than thoss established by the public
suthorities, which conform to such minimum educational slandards 33 may be kg down or approved by the
State and 1o ensure the rafigious and meral education of thelr childran in conformity with thelr own convictions,
4. No port of this article shali be construod o &s (o Interfere with the liberty of individuals and bodies to
ostablish and direct educationa! institutions, subject always 1o the observance of the principles set forth in
paragraph 1 of this article and to the requirsmant that the education given In such Institutions shall conform 1o
such minimum standards as may be lald down by the State.

'* United Nations, Office for the High Commissioner for Human Rights, “Intemational Covenant on Civil and
Political Rights: Angola’ treaty bodes ratification database; and United Nations, Office for the High
Commissioner for Human Rights, “Intemational Covenant on Economic Social and Cultural Rights:  Angofa,”
treaty bodies ratification database.

' United Nations, Office for the High Commissioner for Humun Rights, Angola: Reporting Status for the
Intemational Covenant an Civil and Political Rights, treaty bodies database: reporling status; and United
Nations, Office for the High Cammissioner for Human Rights, Angola: Reporting Status for the International
Covanant on Economic, Social, and Cultural Rights, treaty bodies database: reporting status,
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Freedom of Information

One major obstacle to public scrutioy of the governmeat’s use of public funds has been
the government’s fatlure to provide relevant data. The government severely restricts
information about its activities and refuses to disclose basic information about jts
revenues and expenditures. Since the eady 1990s, there have been numerous allegations
of mismanagement of funds, reveaue illegally bypassing the central bank, and opaque
arms purchases (see sections V and VI above). Because the Angolan public cannot
obtain relevant informaton, however, citizens have little way of cvalvaung such
allegations. This lack of transparency undermines Angolan citizens ability to enjoy their
nght to information as enshoned under Article 19(2) of the ICCPR that states,
“[e]veryone shall have the nght to freedom of expression; this rght shall include
freedom to seek, receive and impart information and ideas of all kinds, regardless of
frontiers, either orally, in writing or in print, in the form of art, or through any other
media of his choice,”"™

In Human Rights Watch's view this nght should be interpreted as generally entailing a
aght of access to offical information as well as information that is generally available.
Although international human nghts law does not explicitly provide a rght to such
official information, the sate & required to "eosure” and "give effect " the dght to
mform oneself. Human Rights Watch believes that except in narrow cases of national
secunty, citizens should have maximum access to infommation telating to the fipancial
activities of their government. In the case of Angola, the national secunty exception
clearly cannot jusufy the governmear’s behavior: it wathholds virtually all data about
revenues and expenditures and its budgets are widely considered to be unrelable and
mnaccurate."

Underfunding of the Judiciary and the Right of Access to Justice

Gross musmanagement and misuse of funds also has had a dramatic impact on the
welfare of the Angolan population. It impedes social development and economic
stability, and undermines economic and political support for institutions necessary to
protect human nghts, often the same institutions necessary to combat corruption and

"™ Intemational Covenant on Civil and Poiitical Rights, Ar. 19(2).

"' Human Rights Waich, Chite: Progress Staflod-Setbacks in Freadom of Exprossion Refarm, o Human Rights
Walch short report, March 2001

' For exampie, see the IMF's comments on the Angolan budget in *Angola: Staff Report for the 2002 Aricle
IV Consultation,” p. 16.
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increase transparency. In Angols, one such underfunded institution is the judiciary. It 1s
difficult to determine exactly how much money is allocated to the judiciary. However,
studies of Angola’s judiciary have noted a chronic lack of resources to rebuild or
mainmin judicial infrastructure or pay salades of judges. For example, the Intemational
Bar Association repeatedly noted these problems in its July 2003 assessment of the
Angola's judiciary™

The U.N. Committee on Economic, Social, and Cultural Rights, the U.N. body charged
with interpreting the ICESCR, has noted the importance of the judiciary in protecting all
human rights. In its commentary, the committee noted:

In relation to civil and political rights, it is generally taken for granted
that judicial remedies for viclations are essential Regremably, the
contrary assumption is too often made in relation to economic, social
and cultural nghts. This discrepancy 15 not warmanted either by the
nature of the noghts or by the relevant Covenant provisions. .. While the
general approach of cach legal system needs to be taken into account,
there is no Covenant right which could not, in the great majority of
systems, be considered to possess at least some significant justiciable
dimensions. It is sometimes suggested that matters involving the
allocation of resources should be left 1o the political authorities rather
than the courts. While the respective competences of the various
branches of goverament must be respected, it is appropnoate (o
acknowledge that courts are generally alresdy involved in a considerable
range of matters which have important resource implications. The
adoption of a nigid classification of economic, social and cultural rights
which puts them, by definition, beyond the reach of the courts would
thus be arbitrary and incompatible with the prnciple that the two sets of
human rights are indivisible and interdependent. It would also drastically
curtail the capacity of the courts to protect the nghts of the most
vulnerable and disadvantaged groups in society."™

" Intemational Bar Associafion, Angola: FPromoting Justice Post-Confict (Londan:  Infornational Bar
Association, 2003},

"™ Unitad Nations, *Compiiation of Genersl Comments and Genetal Recommendations Adoptad by Human
Rights Treaty Bodies,” General Commant § by the Committes on Eccnomic, Social, and Cultural Rights,
HRVGEN/Rev.B, May 12, 2003, p, 54.
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The recommendations of the Committee cannot be implemented if courts do not
physically exist  As described below, the Angolan govemment does not provide
sufficient resources for its judiciary, effectvely curtailing the ability of Angolans to seek
redress,

There are supposed to be mneteen provinaal courts and 168 municipal courts in Angola,
according to the assessment by the International Bar Association.” All of the provincial
courts nominally function. However, only twenty-three of the country’s 168 municipal
courts were functioning as of July 2003, The government has said that it plans to reopen
municipal courts that were closed or destroyed because of the war at the mate of two or
three per year. At that rate, it would take at least forty-eight years for all of the courts to
reopen.  The International Bar Associaton (IBA) reported that Canada donated
U.5.$250,000 to the government to facilitate reopening of the courts, but almost
withdrew the money because the government did not use it quickly enough. Even
where courts function, it may be at a very low level The IBA reported that the
provincial court in the province of Malanje consists of a storage room, court
proceedings must stop when it rains because of flooding, and the prosecutor works from
home due to a lack of facilities. In many cases, there is only one judge per province.
Some observers estimate that the country needs another 200 judges in order for the
courts to adequately function,™

U.N. representatives have repeatedly stressed that chronic underfunding of the judiciary
has had & negatuve impact on human nghts. For example, Angolans displaced by the
war—many of whom suffered rape, sexual harassment, killings, beatings, or extortion—
do not have adequate judicial redress and lack of judicial resources is one important
cause."™ Francis Deng, the UN. Special Representative on Intemally Displaced Persons
noted 10 2001 that:

The magmtude of protection problems in Angola is sedously
compounded by the absence of effective remedies to address such

" Angola: Promoting Justico Post-Conflict p.19.

"™ 1bid., pp.30-33

" See: Human Rights Watch, *Struggling Through Peace:  Return and Resattlement In Angola,” # Human
Rights Watch short report, August 2003, Human Rights Watch, *The War & Over,  The Crisis of Angola's
Intamally Dsplaced Continges,” 8 Human Rights Watch briefing paper, July 2002, and United Naticns, *Repaort
of the Represantative of the Secretary-General on Intemally Displaced Parsons, Mr. Francis Deng, Addendum
5, Profiles in Displacement Angoia,” E/CN 4/2001/8/Add. &,
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problems. Less than 5 perceat of Angolan municipalites have a fully
functioning justice system. A seaior government official readily
conceded to the Representative [Deng] that, to the extent justice existed,
it was only in Luanda. By the same token, the Representative was
informed by the Attomey-General that his office is operational in all
provinces throughout Angola and, indeed, provindal courts are
occastonally known to solve problems. However, rural areas and camps
for the displaced are underserved, leaving the resident and displaced
populations in these areas outside the scope of State protection
structures and with little recourse against the military and police
personnel who are supposed to be protecting them. The Representative
was informed that where international organizations and NGOs bring
protection concems to the areanion of the military and provincial
authorities, little or no remedy is provided.™

Even after the war with UNITA had ended, abuses and the lack of access 1o justce have
not subsided. The UN. Secretary-General's February 2003 mission report on Angola
raised similar concerns about ongoing abuses and the lack of access 1o the judiciry:

Although war-related wviolations of human rghts have virtually
disappeared since the cessation of hostilities, other human nghts abuses
continue 1o occur.  Violations against war-affected populations,
including harassment, looting, extortion, intimidation, physical abuse,
rape and arbitrary detention have continued, particularly in areas where
State administration is weak or has been extended only receatly and
where mechanisms for redress remain inadequate. Many of those
violations have affected internally displaced persons and have included
forced resettdement and return as well as exclusion from social seevices
and humanitarian assistance. A number of violations have also been
reported 1 reception aress, where populations have only imited access
to the formal judicial system.™

The lack of a functioning judiciary also has s serous impact on detanees and
defendants. In the absence of functioning municipal courts, cases are transferred to
provincial courts. This creates a high backlog of cases. Prolonged pretrial deteations arc

™ *Report of the Representative of the Secretary-Generat on Intemally Displaced Parsons, Mr. Francis Deng,
Addendum 3, E/JCN.4/2001/3/Add. 6, p. 24,

' United Nations, *Report of the Secretary-General on the United Nations Mission in Angola,” S/2003/158,
Fabrusry 7, 2003, p. 6.

63 HUMAN RIGHTS WATCH VOL. 16, NO. 1{A}



common and often last two to three years. In one case, a fourteen-year old boy speat
seven years in pason withour facing tnal He was ultimately released™ Because of the
malfunctioning judiciary, the State Department reported, “in many cases, police beat and
then released detainees rather than make any effort to prepare a formal court case.”

Given the large amount of public funds that caonot be accounted for by the
government, Human Rights Watch belicves that there are sufficient resources to
significantly reconstitute the judiciary, provided those resources are propedy allocated
and managed. In this context, the government's fallure to quickly reconstitute the
judiciary represents a major failure of politcal will and not a lack of resources.

Inadequate Funding of Health, Education, and Social Services

Human Rights Watch does not as a geneml matter make recommendations on how
governments should allocate resources or weigh competiog funding prionties. However,
when there is clear evidence of gross mismanagement or misuse of public funds that
diverts resources away from support for human rights, we believe 1t proper to document
the impact. In the case of Angola, the scale of financisl mismanagement is so large and
the underfunding of esseanal social services so glaning that it compels the conclusion
that funds needlessly have been diverted away from services and mstitutions catical to
fulfillment of Angolans' economic and social rights. The'UN, Secretary-General’s April
2001 report to the Security Council on the U.N. mission in Angola noted:

Social and economic rghts remained a serous problem in
Angola.. Despite recent ininatives, there is still a gap between Angola's
substantial revenues and the funds allocated to improving the living
conditions of the populaton. A lasger effort is needed from the
government, with the support of the international community, to
provide for more basic rights and develop a stronger strategy against

poverty in Angola.'”

An overall sense of the impact that lack of transparency and mismensgement have had
on the well-being of the country’s population can be derived from a companson of the
total amount of unaccounted for funds and the total amount of social spending. As

™ Angota: Promoting Justice Past-Conflict, pp.37-39,
7 *Report of the Sacrutary-General on the United Nations Office in Angota,” S/2001/351, p. 6.
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noted earlier, Angola is one of the poorest countries in the word. Approximately 70
percent of Angolans live in poverty and the country ranked 164% out of 175 countries 1
the United Nations Development Programme (UNDP) 2003 Humaa Development
Index."™ What is particularly troubling 1s that Angola’s 2003 HDI ranking was its lowest
in several years, even though oil production and revenues had increased and its war had
eaded In 2002, the country was ranked 161" out of 173 countries in the Human
Development Index (HDI)."™  In 2001, Angola’s HDI ranking was 146% out of 162
countries.'® And it ranked 160% out of 174 countries in both 1999 and 2000."'

Ovenall, Angola’s social spending s far below its regional neighbors. Between 1997 and
2002, the average spending on social programs (including health) for Cameroon, Chad,
the Republic of Congo (Congo-Brazzaville), Equatoral Guinca, Gabon, Mozambique,
Nigeria, and South Africa was about 6.7 percent of total government speading annually.
Angola, however, only speat about 3.45 percent of its budget on social programs
annually,™

This relatively low level of funding stands in stark contrast to the Angolan population's
desperate need for more services. Healtheare is a case in point. The average - life
expectancy in Angola is only 36.1 years, and this in part reflects the failure of the
govemment to make basic healthcare services available™ Olara Otunnu, the UN.
Special Representative for Children and Armed Conflict noted after his visit to Angola:

[nfant mormlity in Angola is the second highest in the world. One third
of Angolan children die before their fifth birthday. Out of every 10
children, five die of malana before reaching the age of five
Immunization rates in Angola are among the lowest in the world,

' United Nations Development Programme (UNDP), Human Davelopment Report 2003 (New Yark: Oxford
University Press, 2003), Annax [lI: Human Development Indicators.

" United Nations Development Programme (UNDP), Human Development Report 2002 (New York: Qxford
University Press, 2002), Annex I: Human Develcpment Indicators.

' United Nations Development Programme (UNDP), Human Development Repart 2001 (New York: Oxford
University Press, 2001), Human Development Indicatoss.

"' United Nations Development Programme (UNDP), Hurnan Development Report 2000 (New York: Oxford
Univorsity Press, 2000), Human Deyefopmant Indicators; United Nations Development Programma (UNDP),
Hurnan Development Report 1999 (New York: Oxford University Press, 1999), Human Development Indicators.

" Intemational Monetary Fund, *Angola: Staft Repart for the 2003 Articis IV Consuftation,” July 14, 2003, p.
B.

3 \World Heaith Organization, *Angoia: Selected Indicators,” avadable at www.who.int.
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causing death from otherwise preventable diseases such as tetanus,
measles, pneumonia and meningits.™

60 percent of hospitals and clinics were destroyed dunng the war, taking a devastating
toll on the health care system. Even the effects of war, however, do not adequately
explain the state of the health system in areas firmly under government control.™
Frands Deng, the UN. Special Representative on Intemally Displaced Persons made
similarly bleak observations about the state of the health system in govemment-
controlled areas after his visit to Angola in 2000

The assessment confirmed that the health system in Angola was unable
to meet the needs of at-nsk populations, including the displaced. None
of the bospitals visited duning the assessment had sufficient esscatial
medicines. All were found to be understaffed, under funded and in
need of basic equipment. Throughout the country, there were shortages
of both general and trained medical personnel and in several locations
the staff had not received salades for a number of months. The
conditions of hospitals and health posts vaned. In some cases, buildings
were adequate, while in others, roofs were in need of repair. More than
50 percent of the buildings lacked 2 regular supply of potable water and
many had madequate sanitary facihines... Vaccinstions were mcomplete
in many locations. Large numbers of children under five had received
only one dose of a multi-dose vaccine or none at all Coversge for
children over five was even more limited. In all locations visited,
delivery practices were rudimentary, Although problems wath birthing
are comman, there were virtually no delivery ar post-delivery facilities in
cither hospitals or health facilines,"™

Educanon spending 1s similarly low, The average for Cameroon, Equatorial Guines,
Mozambique, Nigeria, and South Africa was about 127 percent of govemment
expenditure from 1997 to 2002. In Angols, it was only 4.9 percent of government

1 Office of the Special Representative of the Secretary-Genersl for Children and Armed Conflict, “Raport on
the Mission by the Special Representative of the Secretary-General for Children and Amed Conflict, Olara A,
Otunnw 1o Angola, May 11-17, 2002, May 2002, p. 5.

= 1tud,

= *Report of e Representative of the Sacretary-General on Internally Displaced Persons, Me. Francis Deng,
Addendum 5 Angola.” E/CN.4/2001/5/A44 5, pp. 7-8.
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expenditure during the same period.™ The need, however, is great. About 60 percent of
school-age children do not have access 1o education and about 5,000 schools were
destroyed during the war'™  According w0 the United Nations Children’s Fund
(UNICEF), only 4 percent of Angolan children who attend primary schools reach the
fifth grade.™

In addition to the govemnment, the UN, and NGOs in Angola provide essential
assistance to millions of Angolans. In 2003, the UNs Consolidated Inter-Agency
Appeal, the combined request from the UN. and NGOs to provide humanitanan
ussistance in Anpola, requested [1.5.$313,843200 to fund all of its humanitanan
activities, including food aid, health, education, landmine clearance, resettlement of
internally displaced persons (TDPs), and human nghts protection for IDPs. The appeal
stated that 1 million Angolans were dependent on “external aid to survive and 2 totul of
3.7 million required varions forms of humanitarian assistance—about 36 percent of the
total population.™ From 1997 to 2002, requests under the Consolidated Appeal ranged
between U.5.$80.9 million and 1).5.5289.1 million, but donors only funded between 43,9
percent and 81 percent of these requests.”

An important reason for such low levels of government funding is the unexplained
diversion of funds, as detmled in the IMF reports. It is revealing to compare the amouat
of money the UN. needed for humanitanan needs;, the amount of money the
government spent on education, health, and other social services (socul secunty, welfare,
and housing); and the disappeared funds. The contrasts are strking as the following
table shows.

" *Angola: Staff Report for the 2003 Article IV Consultation,” p. 36,

'™ *Report on the Mission by the Special Representative of the Secretary-General for Children and Armed
Conflict, Olara A, Otunnu to Angola, May 11-17, 2002 p 4,

' UNICEF, Angola: Statistics.” August 2003.
'™ United Nations, Cansolidaled inlar-Agency Appeal 2003 (New York: United Nations, November 2002), p.1.

"' See: United Nations, Consofidated Inter-Agency Appoals from 1907-2003, Thase statiztics and reports aro
available at waw rellefwed intappeals/index. html in the Angola ssction.
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Table 11: Companison of Angolan Govemment social expenditures, United Nations
Humanitarian Assistance, and Governmeant Discrepancy (U.S.$ millions)™

" Sources: “Angola: Staff Report for the 2002 Article IV Cansuftation,* p. 33; *Angola: Selectsd Issues and
Statistical Appendix,” p.109, and United Nations, Consolidatad intar-Agency Appeals from 1997-2003, These
stallstics and reports are avaiiable al wwwreliefweb int/appealsindex html in the Angela section,  Angolan
govermmant expandilutes were classified as education, hesalth, social security, welfars, and housing.
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As the tble shows, unexplained expenditures in every year from 1997-2002 were far
greater than both the towl amount that the UN. requested and what it received for
humanitanian programs, except in 1998, In aggregate, the unexplaned expenditures
were some U.S.$3.1 billion more than the amount requested under the Inter-Agency
Appeal and U.S.33.6 billion more than the appeal actually received That sum is
stagpering: more than six times the amount of money received under the Iater-Agency
Appeal has disappeared at a time when interational assistance was providing for the
entical needs of about 30 percent of Angolans.

Overall, expenditures under the Inter-Agency Appeal plus the Angolan govemment’s
socual spending were only about 15,355 million more than unexplained expenditures
from 1997 to 2002, Total humanitanan and social spending was approximately
1.5.84.27 billion while unexplaned expenditures were about U.S.§4.22 billion. In effect,
the Angolan government misspent an amount roughly equal to the total amount speat
on the humanitarian, social, health, and education needs of a population in severe
distress. Based on those figures, it is apparent that the Angolan government could have
allocated far more for social expenditures had it chosen to do so.

Social Bonus Payments from Companies

Payments made by oil companies to Senangol for socil projects were not scrutinized in
the Staff Report. However, KPMG did examine these payments as part of the Inception
Report. Social bonus payments were made as part of the contracts with o1l companies
that were explonng and producing in Angola. Technically, this 1s social spending, but it
falls outside of formal government spending since Sonangol designates the use of the
funds. To our knowledge, there has been no audit or other detailed accounting of the
use or effectiveness of such funds. These bonus payments were either payable in a
single lump sum cither in the year the contract was signed or when exploration began.
They can also be paid annually; beginning with the year the contract is signed."™ KPMG
compiled these sums from the Production Sharng Agreements themselves and
according Inception Report this is the known amount paid 1 social bonus funds:

P KPMG, Inception Report, p.A25.
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In addition to the exploration bonuses that KPMG reported, the IMF determined that
approximately U.S.$100 million had been paid for Block Thirty Four. Thus, since 1997,
Sonangol has received at Jeast U.S. $165 million from oil companies for social projects,
but the government has not provided an accounting of those funds. Human Rights
Watch spoke to an oil company representative 1 Luanda who has visited some of the
projects. He confirmed that some projects were underway, such as water projects, but
could not verify whether the scope and scale of those projects matched the amount of
funds that Sonangol had received.™

Human Rights Watch believes that a mechanism to coordinate all forms of social
spending should be developed in order to adequately coordinate the use of resources.
This 1s especially important given the sizable amount of corporate bonus payments
directed to social projects,

'™ To be used in community and social projects.

'™ To be used In community and socia! development projects 1o be dafined by Sanangal
™ 1bid

" tid.

" thig

"™ 1bid,

"™ ibid.

"' Human Rights Watch interview, Luanda, Novamber 30, 2002
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The Angolan Government's Obligation to Fulfill Economic, Social
and Cultural Rights

The ICESCR acknowledges that different countries have different levels of resources
available to them and does not unrealistically require countries to immediately devote
more resources than they have to fulfill their obligations. Rather, the covenant calls
upon governments to progressively implement those nights commensurate with the
amount of resources available.

Grass misallocation of resources to the detriment of the enjoyment of economic and
socials rights can constitute a human nghts violation. The diversion of funds from health
services and facilities is a case in point Article 12 of the ICESCR requires that states
“recognize the nght of everyone to the enjoyment of the highest attainable standard of
physical and mental health.” This includes “provision for the reduction of the stllbirth-
rate and of infunt mortality. ., prevention, treatment and control of eptdemic, endemic,
occupational and other diseases;” and “creation of the condinons which would assure 1o
all medical service and medical attention in the event of sickness."™

The UN, Committee on Economic, Social, and Cultural Rights, the authortative
interpretive body for the ICESCR, has said in General Comment 14 that s “violation of
the obligation to fulfill” requirements under article 12 can occur when there is
“insufficient expenditure ot misallocation of public resources which results in the non-
enjoyment of the rght to health by individuals or groups.™® Similarly, the Maastricht
Guidelines on Violations of Economic, Social, and Cultural Rights state that a violation
“through the acts of commission” of the ICESCR can occur if a government engages in
the “reduction or diversion of specific public expenditure, when such reduction or
divession results in the non-enjoyment of such nghts and is not accompanied by
adequate measures to ensure the minimum subsistence nghts for everyone.™™  The
Maastricht Guidelines were an effort by a group of more than thuty experts on
international law to elabornate obligations, violations, and remedies under the ICESCR.
Govemnments, multilateral organizations, and NGOs use the guidelines as guidance for
interpreting the ICESCR.

" ICESCR, Art. 12.

"3 UN, Committee on Economic, Social, and Cultural Rights (CESCR}, *Substantive Issues Arising in the
Implementation of the Intsmational Covenant an Economic, Social, and Cultural Rights,* General Comment No.
14 {2000), E/C.12/2000/4, November 8, 2000, paragraph 52.

™ The Maastricht Guidelines on Violations of Economic, Social, and Cultural Rights, paragraph 14{g).
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In the case of Angola, billions of dollars of funds have been mismanaged and misspeat.
Those funds have not been spent on health, education, or other social services. In
effect, that mismanagement of funds has come at the expense of enjoyment of economic
and socal nghts. Indeed, as noted above, the amouat of money that has dissppeared
from 1997 to 2002 is roughly equal to the total social and humanitatan spending by the
govemnment and UN. combined over that same period. Had the government properdy
accounted for and managed the disappeared funds it is likely that more funds would
have been allocated towards the fulfillment of economic, soaal, or cultural rghts, such
as increased spending on education, health, and other social services. The government
of Aogola has not complied with its obligations under intemational human rights law
because it has musallocated resources at the expense of the enjoyment of nghts,

The disappearance of funds has been a major impediment to human nghts
mmprovements. Dunng the last years of the was, the humanitanian and human nghts
situation continued to be poor even in areas under government coatrol. For example,
the 2001report of the UN. Special Represeatative on Internally Displaced Pessons,

aiting a prior study, reported:

[Tlhe Govemment’s attitude to the displsced has, m the past, been
described as one of neglect: “The Government does very little for those
people under its control, und most of the ume it asks very little of them.
They are left alone to sink or swim without the benefit of any social
safety net...Government structures such as MINARS [Ministry of Social
Assistance and Remntegration], and the Mmsmes of Health and
Education exist, but are so chromcally underfunded as 1o be almost
entirely ineffectual™ ...Such an assessmeat gives particular cause for
concern when one considers Angola’s endowments of natural resources,
in particular its ol reserves.™

Like the IMF, the U.N. has repeatedly noted the need for the government to allocate
more resources for social expendiures, Olara Otunnu, the U.N. Special Representative
for Cluldren in Armed Conflict noted in 2002:

'™ *Report of tha Represantative of the Secretary-Genaral on Intemally Displaced Porsons, Mr. Francis Deng,
Addendum 5° Angols,” E/CN 4/2001/8/Add 5, p. 11
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With the war now over, the pattern of distribution of national resources
should be redirected to address the rehabilitation needs of the
population, especially children and youth. In paricular, budgetary
allocations should reflect a clear priority to basic social services,
especially the provision of education, medical facilities, and food.™

Even when the government does devote resources for humanitarian purposes, it
exaggerates the amount of funding and usually allocates much less than what is needed.
Moreover, it also expects the international community to pay for the bulk of assistance.
For example, Francis Deng, the UN. Special Representative on Internally Displaced
Persons, commented on this problem m 2001:

The Govemnment has in the past, and for reasons related to the collapse
of consecutive peace agreements, tended to consider the responsibility
of providing assistance to its displaced and wac-affected population as
resting with the United Nations. It has since show an increased
commitment (o emergency assistance, starting with the establishment of
the lnter-Ministeral Commission of the Natonal Programme for
Emergency Humanitanan Assistance.  However, the inter-agency
mission of March 2000 noted that the scale and scope of assistance
delivered under the National Programme was yet to be cleady
determined. More recent sources indicate that the U.S.$55 million
allocated under the first phase of the National Programme was not spent
and that in excess of U.5.$34 milion remains, though only U.S$17
million of this was rolled nto the budget, making overall expenditure
much less than onginally claimed."™

The government’s appatent callousness rowards humanitarian assistance bas bhad a
chilling effect on donors and U.N. Intes-Agency Appeals have never been fully funded
(see Table 11 above). Deng noted:

" *Report on the Mission by the Special Representative of the Secretary-General for Children and Ammed
Conflict, Otara A. Otunnu fo Angola, May 11-17, 2002.° p. &

' *Report of the Rapresantative of the Secretary-General on Intemnally Displacad Persons, Mr. Francs Deng,
Addendum 5. Angola,® E/CN 4/2001/5A8 5, p. 18
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Donors are said to feel strongly that the international community should
not be expected to provide unlimited assistance and that the
Government must assume greater responsibility by reallocating funds
towards the social and emergency sectors. Such a view is increasingly
convincing given high oil prices, from which the Govemnment gains a
substantial proportion of its revenues...[Tlhe Representative was
informed by one senior govemment official that funds freed by any
reductions in military spending would be used to expedite payments on
debts accrued through government investment in the oil industry. The
need to repay such debts notwithstanding, the Representauve strongly
recommends that the Government commit additional resources to the
humanitarian effor, not lesst becanse a greater and more visible
commitment on its part may prompt 4 similar response from donors.™

The government’s clann that oil-related debt would prohibit increasing humanitarian
assistance is not credible because of the massive discrepancies. And the government’s
pattern of overstating its social expenditures while demanding the international
community should pay more has continued into 2003. For example, the government
announced that it would spend U.S.3800 million on education from 2004 uatl 2015,
The government would spend U.S.$400 million while the remainder would come from
the Brazilian povernment and other sources. According o these numbers, the
government’s burden would only be about U.S.§37 million per year, much less than the
government already spends.™

Simularly, 8 World Bank official told Human Rights Watch that the government claimed
it had speat approximately U.S$120 million of an approximately U.S.§180 million
emergency demobilization and resettlement progrmm to assist former UNITA soldiers,
their families, and wur-affected civilians in 2002, The World Bank official added that the
government said that it had spent enough on the program and more than it had
ongnally mtended. As 2 result, the government claimed that it was not its responsibility
to pay for any more assistance. Instead, the government sud that 1t would be up to the
wternationzl community to pay for the balance of the program and any additonal
assistance.  Moreover, the World Bank could not confirm that the government had

"™ ibid., p. 18,
'™ 115,58 800 mutlion Needed for Education Refom,* ANGOP, July 30, 2003,
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actually spent $120 million and believed its true spending was actually USS$50 to
U.S$60 million."™

The fatlure to adequately fund the demobilization program has a direct tmpact on human
nghts. The program mncludes components to provide human nghts education to
demobilized soldiers, their families, and the communities that where they sertle
assistance to women, and child soldiers. Human Rights Watch bas found, however, that
government demobilization programs effectively excluded assistance to child soldiers.
Thus, children’s' suffering ss combatants is only increased when the government
provided no specific assistance for them once the war with UNITA ended.™

Incressed government expenditures alone would not fully resolve the dire humanitarian
situation in Angola.  But, the availability of additional funds could facilitate major
improvements. Human Rights Watch recognizes the magnitude of Angola’s
humanitarian and social needs and welcomes international assistance in order to fully
fund the UN. Inter-Agency Appeal However, we also believe that the Angolan
government has been negligent by mismansping public funds and failing to meet the
acute needs of us citizenry.

Emerging Issues: HIV/AIDS

The low level of government spending for health also has serious implications for
Angola's emerging public health crises. According to UNAIDS, HIV prevalence
increased to 8.6 percent of the population in 2002, but Angola has hittle data on HIV. It
1s likely that HIV prevaleace 1s much higher in Angola because the government only
conducted a limited survey in the provinces of Luanda and Hutla, No other surveys
have been conducted since 1996. Evea the earlier surveys suggested that the infection
rate might be much higher than 8.6 percent. For example, a 1996 susvey in the province
of Cabinda found that infection rates were rapidly increasing. In 1992 the rate was 6.8
percent and had increased to 8.5 percent by 19969

'* Human Rights Watch interview with World Bank official, Washington, 0.C., June 19, 2003,

""" Human Rights Watch, "Forgotten Fighters: Child Soldiers in Angoia,* 8 Human Rights Watch short report,
vol 15, 50.10 (A), Apel 2003,

" UNAICS, UNICEF, and WHO, *Angola: Epidamioiogical Fact Sheets on HIVIAIOS and Sexuaily Transmitted
Infections,” 2002 Update, p. 2
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In the case of epidemics and public health emergences, such as HIV/AIDS, Genersl
Comment 14 by the Committee on Economic, Social and Cultural Rights specifies the
“right to prevention, treatment and control of diseases” and states that this includes “the
creation of a system of urgent medical care in cases of accidents, epidemics, and similar
health hazards.”™ In acceding to the ICESCR, Angola undertook to establish systems
that would provide health care to all in epidemics, including HIV/AIDS. However,
under General Comment 14, unjustfiably low allocations for HIV/AIDS could lead 1o 2
violation of Article 12 of the ICESCR.™

The government did develop a nauonal AIDS strategy, scheduled to mn from 1999 o
2002. UNAIDS reported that the government expenditure was promanly for the
National ATDS plan and that “provindal programmes have a very low budget allocation,
and limited staff and infrastructure.™™  However, even the resources for the program
were nominal:  only about U.S.$7.1 million™ By comparison, Tanzania had an HIV
previlence rate of 7.8 percent in 2002 and had allocated U.S$19 million for HIV
programs for that year." The government said that it would apply for approximately
U.5.875 million in funding for HIV/AIDS and other diseases from the Global Fund to
Fight AIDS, Tuberculosis, and Malana in May 2003."™ Nevertheless, Human Rights
Watch believes that greater resources should be devoted to Angola’s HIV/AIDS crisis.
A failure to do so could undermine Angola’s commitments under Article 2 of the
ICESCR.

Lack of Democracy

A cnucal way for the public to hold officils accountable is through vonng. Elecnons
allow voters to choose how they should be governed and, indirectly at least, provides an

'™ CESCR General Comment No. 14, "The right to the highest attainable standard of health,” paragraph 16

"™ UN Committee on Economic, Socisl, and Cultural Rights (CESCR), "Substantive lssues Arising in the
Implementation of the Intemational Covenant cn Economic, Social, and Cultural Rights,* Genaral Comment Na
14 (2000), E/C.12/2000/4, Novembar 8, 2000, paragraph S2.

" UNAIDS, “Angola: Nabtonal Rasponse Brisf” 2002 This document {8 avalable at
www.unaids. org/nationalresponselr.

"™ Govermment of Angola, Ministry of Haalth, National Office of Public Health, *Strategic Plan for the National
Program in the Fight Against AIDS: 188-2002," July 15, 1399, p. 49

™ UNAIDS, “Tanzania.  Nationai Response Brief' 2002  This document is avadable at
www.unaids org/nationalresponse,

"™ *Country to Get USD 74 Million from Global Fund,” ANGOP, May 30, 2003
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opportunity for public input on government use of public funds. In Angola, however,
this has not been the case.

Angola does not comply with article 25 of the International Covenant on Civil and
Political Rights (ICCPR), which states: “Every citizen shall have the right and the
opportunity. ..without unreasonable restrictions: (2) To tzke part in the conduct of
public affairs, directly or through freely chosen represeatatives; (b) To vote and to be
clected at genuine penodic elections which shall be by universal and equal suffrage and
shall be held by secret ballot, guarantecing the free expression of the will of the
clectors...."™

On paper, Angola is a republic that allows elections of members of the National
Assembly (parliament) and the president In practice, however, Angolans do not have
the ability to change their government. Power is concentrated in the hands of the
president and the Natonal Assembly has largely served as a “rubber stamp™ body for the
president and council of ministers™ The last elections were held in September 1992
and reported to have been generally free and fair However, UNITA refused to
recognize the need for runoff elections and rejected the results. By October, UNITA
resumed the war with the government®' Since that time, there have not been clections
in the country. As a result of UNITA's rejection of the 1992 clections, President José
Eduardo dos Santos has been in power since 1979

Poor to the end of the war in Apal 2002, the government did state that it wanted to
hold elections.™ However, it has never firmly committed to do so. In May 2002, a
month after the war had ended, the Intermational Foundation for Election Systems
(IFES), the Internanonal Republican Institute (IRI), and the Natonal Democratic
Institute (NDI} jointly published a “pre-election assessment report” detailing the steps

"™ ICCPR, Ant. 25,

™ Urited States Govemmenl. Department of State, Country Reports on Human Rights Practices, 2002: Angola
(Washington, D.C.: Department of State, 2003)

I Human Rights Walch, Angofa Unravais: The Rise and Fall of the Lusaks Pesce Process (New York:
Human Rights Watch, 1898), p.15,

™ Govemment of Angols, *Profle of Presidant José Eduardo dos Santos,” This biogmphy is availabie at the
Angolan Embassy In the U.S. wabsite (www.angola.org/politics/p_blos him).

** Govemment of Angaia, "Angols’s President Reaffirns Commitment to Democracy; Calls on Savimbi 1o Take
the Path to Peaca,” press statement, May 11, 2001
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needed for free and fair elections™ That report concluded that meaningful clections
would not be possible until four major steps were taken. The first was & major
commitment to restore basic nghts, wncluding respect for freedom of association,
expression, assembly, and movement. Second, the report recommended constitutional
reforms and the introduction of legslation to enable those reforms. Third, revising key
electoral laws so that opposition parties could fairly compete with the miling Movimento
Popular da Libertagio de Angola (MPLA) party. Finally, the report recommended
setting & firm date for elections in order to have a meaningful deadline in order to
implement reforms ™

At this wnting, however, the government has not set a date for elections, nor has it
comprehensively undertaken needed reforms™ It is unlikely that elections could take
place before 2005 and without reforms would not be free or fair and could further
entrench the MPLA in power. In the absence of & firm date for clections and the
political will to implement reforms, the Angolan people are unable to exercise their
rights under article 25 of the ICCPR. This also allows the government to mantain its
contro] aver the political and economic resources of the country, without any electoral
accountability, Another factor delaying elections is the govemnment’s mismanagement of
the economy. According to one senior diplomat based in Angola, the government’s
mismanagement has led to a lack of funds for the reforms required to conduct free and
fair elections™ The government has repeatedly said it would like to hold elections by
2004 or 2005 and has estimated that U.5.8350 mullion would be required to pay for those
reforms. But 1t has not specified whether it had allocated those funds™

Mismanagement of funds may have also created a polincal disincentive to hold free and
fair elections. According to the same foreign diplomat, the government is reluctant to
hold elections because it canaot show that it has provided for the population and fears
that it would lose an election as a result™

* The International Foundation for Election Systams, the Intemational Republican Instituts, and the National
Democratic Institute, *Angola: Pre-sloction Assessment Repod,” May 2002,

= Inid, p. I,

= sGovemment Prepures Next Elsctions in the Country,” ANGOP, July 25, 2003

™ Hurnan Rights Waich Interviaw, London, June 18, 2003.

™ *Govarnment Prepares Reliabla General Elections—Ministar,” ANGOP, August 8, 2003,

* Human Rights Watch interview, London, June 18, 2003,
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Viil. International Initiatives to Promote Transparency

Since about 1999, the intemnational community has increasingly recognized the need for
transparency in natural resource rich states. In many countdes, such as Angola,
Azerbaijan, Chad, Equatorial Guinea, Kazakhstan, and Nigeria, oil revenues have been
misused, undermining democracy, facilitating corruption, and depriviog the public of
important services. Five major initiatives to address this problem, described below, are
the IMF’s transparency efforts; World Bank programs; the U.K.-sponsored Extractive
Industries Transparency Initiative (EITT); the Publish What You Pay (PYWP) campzign
led by George Soros' Open Society Institute and an NGO-coalition; and the G-8
statement on corruption and transpacency. All of these initiatives would have beneficial
impacts on transparency, if implemented. Howeves, the initiatives are at different stages
of development and have differing potennal for influencing practices in Angola.

IMF and World Bank

IMF and World Bank engagement with Angola is limited because of the government’s
past history of noncompliance with Staff Monitored Progmams. The Word Bank,
however, has lending programs within the country that are largely focused on
humanitarian needs. Of the initiatives and institutions that could have 2 beneficial
impact on transpasency in Angola, the World Bank and IMF are the most promising,
provided transparency is a foundaton of their terms of engagement.

The IMF

Perhaps the best opportunity to press for increased transparency in Angola lics with the
IME. Although its relationship with the government has been strained and there is no
formal program at the moment, the IMF is sall cruoally important for the government
because the country has a considerable amount of debt, no access to financiag or loans
other than oil-backed loans, and the government has no credibility with the international
community in terms of its economic management of the economy™ By mid-2003,
there were also indications that the government might be ready to negobate 2 new
progeam with the IMF.

9 uman Rights Watch interviews, Washington D.C,, May 20, 2009,
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As noted above, the government histoncally has committed to transparency during
penods of severe economic hardship, only to halt reforms when the country’s financial
situation improves. However, the IMF has made transparency a key condition of further
cooperation with the government, as it said 10 the March 2002 Staff Report

[Clurrent problems related to the availability and quality of basic data
make it very difficult to formulate a meaningful economic program. As
& first step, crtical transparency problems, particularly related to the
disclosure of information on external debt operations, the amounts of
otl-related flows, the management of foreign reserves of the central
bank, and the nature of the large discrepancies in the fiscal accounts,
would need to be addressed ™

The IMF also reported that the Angolan government was, “ot interested in another
SMP, in part because they preferred not to be ned o public commitments and
timetables.” The IMF noted that, “ljoose and informal monitoring by Fund staff,
however, 15 not likely to provide a basis for establishing » track record that could lead o
a Fund-supported program."™"

It appears that the financial situation of the Angolan govemment has detenorated
considerably since Macch 2002 because of falling oil revenues, low foreign exchange
reserves, high debr, and an nability to secure adequate financing or donor assistance™

M =Angoia: Staft Repon for the 2002 Aricks IV Consuitation,” pp. 25-28.
'“M p-a

7 According 1o the June 2003 Economis! Inteligence Unit repont on Angola, the country’s off expons are
expected to fall sharply from U.S$8.8 billion to U.S.$6.8 bilion, due largely to a falling ol price, Foreign
exchange reserves (the amount of manay needad to pay for imparts} feE sharply through 2003, to about
U.5.5462 milllon. This i3 only enough to cover sbout 1.3 months worth of imports and far lower than 1he
minimum 2.5 to three months that the IMF recommends for a country. The fall In reserves was Isrgely attributed
fo the need to repay cil-backed loans, The Economist inteligence Unit reported that from June 2001 to March
2002, Approxmately 337 percant of Sonangol's ol production was pledgad for the repayment of oil-backad
foans. This volume of off totaled approximataly U.S,52.5 bilion. By June 2003, Sonangol sacured a U.S.81.15
bilion loan from a congartium of banks led by BNP Paribas. It was reportedly the fargest singls oil-backed loan
securad by the govemment. The five-year loan pladged 20,000 barrels por day (bpd) in the first year, 40,000
bpd in the second year, and 50,000 bpd in the remaining three years, for a total of 75 mifiion bamels pledged for
this loan. Some observers belleved that this ican, In conjunction with prior loans, has virtually committed all of
Sonangal’s oil production to repay (cans. One cbserver with detailed knowtedge of the Angolan economy told
Human Rights Watch that Angola normally keeps a “buffer” of oll produstion that is not colleteralized for loans
s0 that banks are comfortable that the country’s of production is sufficient to repay outstanding loans.
Howaver, the govemmant has raducad this buffer making new loans very risky for banks. At this writing,
Angola had an estimated 70-100 million barrels of annual oil production that had not been morigaged, worth

approximately U.S.$300 fo U.S.$400 milion " Similarly, the Angolan ambassador to the U.S., Josefing Pitra
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A new economic team, led by Deputy Prime Minister Aguinaldo Jaime, was appointed in
December 2002. As a result, the government has started negotiations with the IMF for 2
new SMP, an outcome consistent with its historical pattemn of negotiating with the IMF
when under economic duress.®™  Although a new program may well contain scemingly
strong provisions aimed at increasing transparency, meaningful change will continue to
depend on political will and the Angolan government's desire to actually implement any
relevant provisions. That may diminish by the third quaster of 2004, when oil revenues
and production are expected to nise, casing the government’s tight financial situation.™

One of the major priorities of the govemment has been to hold a donors cooference
after the end of the war with UNITA for the reconstruction of the country, The
government hoped to securc as much ss US$15 billion in assistance from the
international community for the reconstruction of the country and believed that donors
would be readily provide funds. The conference was ininally scheduled for July 12 and
July 18, 2002 in Geneva™ However, donor govemnments did not agree to a conference,
in part because of the government’s poor economic performance; its lack of
transparency; allegations of corruption; a feeling that the government was not
committing enough of its own funds for reconstruction; and its failure to reach an
agreement with the IMF. At least two donor governments—the U.S. and UK-—have
told the government that they would not support 2 donor conference unless there was
an agreement with the IMF that included messures to increase transparency and
accountability™  The inability t secure 3 donors conference was 1 major
embarrassment and disappointment for the government and it has repeatedly postponed
the date and locaton of a donor conference, even though donor governments have been
clear sbout the need for an IMF program ™

It is too eardy to determine what steps will be implemented because the IMF and the
govemment have not begun to negotiate a new SMP and because of the govemment's

Digkié, sald that 40 percent of the govemment's LS $8.2 pilkon in expendituras ware designated for oll-backed
loan repayments. Angola's total debt is estimated betwesn U.S $4 billion and U.S.$11 bilon,

™ Human Rights Walch interviews, Washington, D.C., June 2, 2003.

™ Human Rights Walch telephone intarview, July 19, 2003

' *infernational Donors Conferences Soon,” ANGOP, July S, 2002

7 Huyman Rights Walch interviews, Luanda, Decembar 9, 2002; and London, June 18, 2003,

¥* *Donors Conference Fundamental to National Reconciation—Minister,” ANGOP, February 25, 2003
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histonical failure to implement such reforms. As recently as july 2003, the IMF once
again reiterated that, “[glreater transparency lies at the heart of the reform process,”™

Thete are already eady indications of noncompliance. For example, the government
publicly committed to publishing the executive summary by December 30, 2002
However, the government only published the executive summary of the frst oil
disgnostic report on July 17, 2003, cight days before a crucial IMF board meeting on
Angola. The government has not announced whea or whether it would publish the final
oil diagnostic report’s executive summary as it had eadier said it would. Similarly, the
government has only agreed to “limited reviews™ of Sonangol’s accounts™ Even the
1999 and 2000 are troubling. The IMF reported that the key problems that the audits
have identified include “an overnding lack of internal controls and...an
incomplere/inadequate accounting of central bank foreign assets and habilites. . "™

Despite the government’s apparent lack of commitment, Human Rights Watch believes
that 2 new SMP with strong provisions for transparency may be the best chance for
greater transparency in Angola because successful implementation would require greater
transparency amd.an fncreased allocation of resources rowards social expenditures that
could improve human nghts. The first step 1s to ncrease transparency. o order to
improve transparency and accounmbility i Angola, a2 new SMP should include, at a
minimum: complete public disclosure of incoming revenues and outgoing expenditures;
public disclosure of debt, including cil-backed debt; publication of all of the Oil
Diagnostic reports; continued audits of the BNA; disclosing the exact amount and use of
the expected U.S.3500 million bonus payment for Block 0; and a full and public auditing
of the Sonangol.

The World Bank

Paor to 2003, the World Bank’s last loan to the government was & U.S.$33 million loan
tn 2000 primanly for assistance with education, water, and health projects. Most of the
Bank’s lending took place between 1991 and 1999, but due to poor economic conditions
and the resumption of the war, the Bank reduced its presence in the country by mid-

M angola: Staff Report for the 2003 Articie IV Consultation,” p. 18.

= Government of Angsia, Ministry of Finance, *Press Release by the Ministry of Finance an tha O) Diagnostic,*
Novembaer §, 2002

' *angola; Staff Report for the 2003 Articke IV Consultation,” p. 10
2 bid,, p. 22.
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1999. The International Finance Corporation (IFC) had one project with a soap
manufacturer, and the Multilateral [nvestment Guarsotee Agency (MIGA) had four
projects insured. After the end of the war with UNITA, the Wodd Bank and
government agreed upon a new progrim, known as the Transitional Support Strategy
(TSS), in March 20032

The TSS hes threc components: improving transparency and public resource
management; providing services to vulnerable groups; and preparation for economic
growth that could help the poor. The program covers a fifteen-month pesiod and could
be worth as much as U.S.$125 million™ It is in part intended to provide the technical
asststance the government needs in order to comply with a possible SMP, particulacly in
the aren of transparency.

The first component includes completing the Oil Diagnostic; completiag a Country
Procurement Assessment Report (CPAR) that will help to establish procurement policies
and procedures that are “consistent with intemational practice” in order to reduce
missmanagement snd corruption; conducting a Public Expenditure Management and
Financial Accountability Review (PEMFAR) that begins 1n 2003 and ends in 2004;
conducting a possible study on corporate social responsibility in the oil sector that will
cxamine the “social development and community investment” progmams of oil
companies and to “sensitize o1l companies to the importance of transparency and good
governance with 2 view towards reducing that collective action problem that currently
discourages greater transparency by any individual company;,” and raising awareness of
transparency and governance issues. These programs will be financed by a US$17
million World Bank credit™ While there are many encouraging aspects to the desipn of
these programs, implementation will depend on the government’s will to act on them.

The second compooent of the TSS wncludes a US$86 million Emergeacy
Demobilization and Reintegraton Program.  U.S.833 million will come from the Bank
and the remaining U.S.$53 million will be paid for out of 2 donor trust fund. The goals
of this project are to support a national effort to demobilize and reintegrate 105,000
UNITA and 33,000 FAA soldiers. It will also assist with agacultural rehabilitation,
employment, job and skills training, medical services, and family reunification. The Bank

3 The World Bark, “Transttional Support Strategy for the Reputiic of Angola, March 4, 2003, p.16
P 1big, p.20.
= Ibid., p22.
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will also request & U.S.§55 million credit to support an ongoing Social Action Fund in
late 2003. Finally, a US.$20 million grant for an HIV/AIDS project will be disbursed. ™

The thurd 20d final component does not iaitially involve asy funding, but is focused on
assisting the government in providing a framework for better govemance and economic
growth that benefits the poor. It includes deafting a Country Economic Memorandum,
# document that comprehensively outlines the policies needed for adequate
macroeconomic reform. It is supposed to be finalized in 2004. An ongoing study to
identify the policies and other steps required allowing for more prvate sector
participation in infrastructure. This wcludes electnaty, downstream natural gas, water
supply, sanitation, sohd waste in Luanda, relecommunications, ports, airports, roads, and
brdges™

A full-scale lending program that would include 1 comprehensive Country Assistance
Strategy 1s possible by 2005, but contingent on following criteria:

* A 50 percent reduction 10 extrabudgetary and quasi-fiscal outlays for 2003;

* satsfactory moplementadon of the first year of the Public Finance
Modemization Program, including strengthening of the integrated financial
management system; .

publication of all government tax revenues;

* completion of the Oil Diagnostic and ensuring that all oil revenues, except those
pledged to oil-backed loans, ase deposited n the Banco Naconal de Angola
(BNA), the central bank; including those revenues in the BNA's annual audit;

¢ sadsfactory implementaton of the ADRP, including issuing D cards wath
photographs and transporting all ex-combatants to chosen areas by June 30,
2003;

¢ operationalizing the National ATDS Commission;
* 2 full Poverty Reduction Strategy Paper; and
*  a formal IMF program.™

= |bid,, pp.23-24.
7 |bid,, p.24-25.
* |bid., p.25.
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Human Rights Watch supports the Bank's efforts to improve govemance, provide
humanitarian assistance, and press for policy reforms. But the program is still
contingent on the government’s willingness to institute teforms, something the
government has repeatedly failed to do in the past. Moreover, it does not specify that
the Oil Diagnostic reports be made public, a cotical step towards improving
transparency and accountsbility. Unless these reforms are implemented it will not be
possible for Angolan’s to hold their govemment accountable. Nor will it be possible to
determine the full resources available that can be directed towards those institutions,
such as the judiciary, or activities, such as greater spending on health and education, that
will iffffove human rights.

The Extractive Industries Transparency Initiative (EITI)

The Extractive Industries Transparency Initiative (EITT) was launched by UK Pame
Minister Tony Blair at the World Summit on Sustainable Development in Johanaesburg,
South Africa on September 2, 20027 It is a voluntary initiative that aims to increase the
transparency of natural resource revenues by developing standardized reporting
requirements for companies and governments. The initiative has broad support from
multinational and national companies, industry organizations, governments, NGOs, and
multilateral institutions.™ Human Rights Watch has partcipated in this effort At this
wrinag, the reportung guidelines are stll being revised.

Since it is a voluntary initiative, host governments and companies must agree to adopt
the nitiatve before data can be published. Companies have generally refused to publish

= Government of the United Kingdom, Department for International Development, *Extractive Industnes
Transparency Initiative, Statsmen! of Principles and Agreed Actions,” June 17, 2003,

¥ The companies and Industry organizations include: the American Petrolaum Institule, Anglo-Amerdcan ple.,
Areva, BG Group, BHP Billiton, 8P, Chevron Taxaco, CanccoPhilips, De Beers, ExxonMobil, the International
Asssciation of Oil and Gas Producers, the Intemational Council on Mining and Metals, ISIS Assst Managemant
on bahalf of 3 coslition of invastment funds, Marathon, Newmant, NNPC, Repsol YPF, RioTinto, Shell, South
Adrica Chamber of Mines, SOCAR, Sonangol, Statoll, Tolal, The govemments include, Angola, Axerbaljan,
Belalum, Botswana, Cameroon, Canada, China, Democratic Republic of Congo, Equatorial Guinga, France,
Gomany, Ghana, Indonesia, ltaly, Japan, Kazskhstan, Mozambique, Netherdsnds, Nigeria, Norway, Sierra
Loone, South Africa, Timor-Lesle, Trinidad and Tobago, and the United States, The participating NGOs
include: the African Network for Environmental and Economic Justice, Angaian Civil Society, CAFOD, CARE
Intemational, Global Wilness, Human Rights Watch, Open Sociaty Institule, the Publish What You Pay
Conlition, Save the Children Fund, Transpatoncy Intemational, Transparency Kazakhstan, and the Trend
Informatian Anaiytical Agency of Azorbaljan. The multilateral organizations include: the International Monetary
Fund, NEPAD, the Organisation for Economic Co-operalion and Cavelopment, the United Nations Davelopmant
Programma, and {he World Bank.
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their payments to governments withour approval of the host government. This stance is
partly in response to BP’s expenence in Angola as well as excessive caution towacds
contractual agreements. It is also not clear whether sponsoring governments, such as
the UK., US, or Norway, will forcefully press govemments and companies to
implement the guidelines. As of June 17, 2003 when a large formal meeting to endorse
the process took place, only Timor-Leste, Azerbajjan, Ghana, Tonidad and Tobago,
Indonesia and Niger have said that they would implement and pilot the initiatve ™'
The Angolan govermnment has refused to implement the initiative, even though Sonangol
expressed 2 willingness to publish data ™

The Publish What You Pay Campaign (PWYP)

The Publish What You Pay Campaign is zn NGO-led initiative that is pressing
governments to require publicly traded natural resource extraction to disclose net
payments, including taxes, royalties, fees and other transactions with governments
and/or public sector eatities for every country in which they operate. Global Witness,
George Soros and the Open Society Institute onginally started it. Human Rights Watch
is 2 member of this coalition and the campaign is supported by more than one hundred
NGOs throughout the world. ™

The PYWP campaign addresses one of the main problems with voluntary ininatives: the
real or perceived competitive advantage some companies may gain if they do not adopt
standards. Govemments may shun such companies in favor of companies that do not
want to be more transparent. A regulatory approach would apply equally to all
companies, thereby negaung this problem. However, even if all publicly listed
companies were required to publish payments to governments, it would not necessarily
shed light on all extractive industry payments to governments, Pavate companies would
not be covered by the same requirements as public companies, nor would state-owned
companies. Because state-owned companies, in particular, would not be covered, a
substantal amount of revenue would still be opaque. For example, the Inception Report
of the Oil Diagnostic showed that in 2000, foreign companies paid approximately
1.5.51.65 billion to the Angolan central bank as required by law. Sonaogol, however,

' Govemnment of the United Kingdom, Department for International Development, ‘Draft Report of the
Extractive Industries Transparency Initiative (EITT) London Conference,” June 17, 2003

* Angolan governmant Statement at the EIT] High Level Meeting, London, June 17, 2003
* Se0: www.publishwhatyoupay org.
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underpaid the central bank by approximately US$2.127 billion™ Nevertheless, 2
regulatory requirement that applied to publicly listed companies would help to determine
how much those companies paid governments. It would not be a solution in itself, but
would contribute to a broader solution to the problem of revenue opaqueness.

The G-8 Statement

On June 2, 2003, the G-8 issued a declamtion on “Fighting Corruption and Improving
Transparency.” It noted that

Transparency mhibits corruption and promotes good governance.
Increased transparency of government revenue and expenditure flows,
as well as strengthened enforcement cfforts aganst brbery and
corruption, will contribute to achieving these goals and to increasing
integrity in government decision-making - thercby cosuriog that
resources, including development assistance, achieve their intended
purposes.™

The G-8 member states committed themselves to press countries be more transparent;
guide bilateral aid to governments that are committed to improve transpatency, good
governance, and rule of law; encourage publicaton of IMF Asticle IV Staff Reports;
participate in reviews under the IMF Code of Good Prctices for Fiscal Transparency,
and incorporate anti-corruption plans into Poverty Reduction Strategy Papers (PRSPs).™

The G-8 member states also pledged to increase law enforcement by strengthening their
own anti-bribery laws; accelerating peer reviews under the Organization for Economic
Cooperation and Development (OECD) Convention on Combaung Bubery of Foreign
Public Officials; encouraging the prnvate sector to develop and implement ano-brbery
compliance programs; complenng the UN. Convenuon Agaast Corruption; denying
“safe haven” to corrupt officials and allowing for their cxtradition; encouragiog wider
accession and ratification of the UN. Coavention on Transnational Organized Crime;
requiting financial institutions to conduct greater “due diligence™ in regaxds to suspicious
activities by government officials; implementing the recommendations of the Financial

B RPMG, inception Report, p, 132,
= «Eighting Comuption and Improving Transparency,” & G-8 Declaration, Evian, June 2, 2003, preamble,
¥ Ibid., paragraphs 1-1.7.
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Action Task Force (FATF); and considering whether to include provisions that would
require transparency in govemment procurement as part of bilateral and regionsl trade
agreements. Based on this declaration, the G-8 committed to “commence negotiations
aimed at achieving an inclusive multilateral agreement on transparency in government
procurement.”™”

In its provisions addressing cormruption and transparency in revenve dependent
countries, the prescriptions of the G-8 were similar to those of the EITL The G-8 said
that it would encoursge governments and companies to provide aggregated data on
revenue flows to a thitd-party such as the IMF or World Bank; provide technical
assistance 10 governments, and encourage the World Bank and IMF to provide technical
assistance to governments. However, the G-8 only committed to do this with
governments that voluntarly agree to participate and it did not speafy which
governments would be involved in this effort or when it should begin™ While a
positive step forward, the declaration does not set up a new program to identify specific
countrics in need of improvement, imposed deadlines, or provide penalties for
noncompliance. Instead, it complements the activities of governments and institutions.

The Soros Announcement

At this writing in mid-December 2003, the Angolan Government and George Soros's
Open Society Institute (OSI) appeared poised to announce 2 new taNSPArency initatve.
The initiative is intended to bring Angola iato compliance with the EITI in exchange for
technical assistance, OS] programmatic support, and possible investment from George
Soros. Assistance and investment are contingent on the government’s compliance with
the agreement. Secret negotiations for the agreement began in March 2003 and details of
the agreement were made public 10 November 2003. Originally scheduled for a public
signing on November 13, the mitmtive was delayed by the Angolan government. The
official signing and start date remain unclear at this wating.

The draft agreement would require the government to take a number of steps to
improve transparency within specified pedods of time. The government 1s supposed to
publish the “results of the oil diagnostic study” within sixty days after the signing of the
agreement and participate in the EITL It is to state its intention 1o publicly disclose zll

7 1hid,, paragraphs 2.5.3,
™ |bid , paragraptis 56.4
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payments of “taxes, royalties, dividends, VAT [Value Added Tax], customs duties,
bonuses and other similar revenues” that are paid by extractive industry companies to
the government. The government and Sanangol are to waive any confidentiality clauses
they have with companies so that the companies can disclose their payments to the
government™

In order to facilitate these commitments, the govermment and Soros are to create s task
force to “assess the legal framework of existing agreements” in order to develop a
strategy so oil companies can disclose their pagments to the governmeat. The task force
15 to be organized within thirty days after the agreement is signed and will have a
maandate to complete 1s work and provide a recommendation on how to remove
confidentiality agreements within ninety days of the signing. The government is to
submit legislation and “uwse its best efforts” to alter relevant laws in order to waive
confidentiality agreements within ninety days after the task force issues its
recommendation. If legal impediments prevent company-by-company disciosure, the
government is to aggregate that data and make it publicly available until confidentuality
agreements are removed. Finally, the government is to set-up “advisory bodies” made
up of government, NGO, and business representatives to review and assess the
information disclosed™

The dmaft agreement calls for Sonangol to publicly disclpse on its website production
levels, taxes, and transfers semi-annually beginning 1o 2003. It also is to disclose
proceeds of oil-backed loans that are “transferred 1o the government or used to support
projects or purposes that are customanly the responsibility of Government.” Sonangol
is to provide its financial results beginning 1o 2003 and provide those results in a format
compatible with international accounting standards (IAS) from 2004. Future contracts
with Sonangol are not to have confidennality agreements restricting the publication of

revenues.™!

Soros and OS] are to provide assistance to the government 35 long as the previous
requirements are met  They may provide consultants to assist the govermnment with
macrocconomic issues who can aid them in acquiring a debr rating or issuing debt. They

may also help the government with reform of their budget policy; increasing Angolan

= gavemment of Angoia, Sonangol, and Soros. "Heads of Agreement: Government of Angola, Sonangol, and
Scros®, draft agreament, August 25, 2003,

* 1bid.
* 1bid,
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employment in the oil industry; and possibly assisting with reducing the size of the
military. Soros and OS] also are to publicize the agreement to interational and bilateral
financial institutions, NGOs, 1vestors, and the US. government. If the government
sufficiently complies and the “economic and investment climate improves,” Soros is to
organize 4 group of international investors that could pursue projects within Angola*

Ovenll, the agreement would be an important step forward since it provides mesningful
mncentives for the government to increase transparency. Soros and OSI are oaly
required to provide sssistance or organize investment if the government sufficiently
complies with the sgreement. However, there are some vagares that nced clarification.
The draft agreement does not specify which of the eight ol diagnostic reports should be
published to fulfill the terms of the agreement.  That provision should be interpreted
include all of the Ol Diagnostic reports.  Much of the information the governmeat is
required to disclose is contained within the Oil Diagaostic reports. Incoming revenues,
taxes, royaltics, bonus payments, loans, and Sonangol's payments 1o government are all
included mn the Oil Diagnostic reports. The contmct for the Oil Diagnostic mcludes
provisions to develop and mmplement a model that allows the government to moaitor all
oil revenues and project future revenues. The World Bank is already providing some of
the technical assistance proposed within the Soros agreement.  Similacy, the final Oil
Diagnostic report contains recommendations to improve management and monitoring
of oil revenues. The Soros initiative does not specify whether the EITI reporting
requirements will be harmonized with the model and recommendations that are part of
the Oil Diagnostic or whether the technical assistance provisions will account for the
World Bank’s efforts. Finally, the agreement does not require an audit of Sonangol. As
noted earlier, Sonangol has never been audited and the IMF has insisted upon an sudit
a5 a condition of future cooperation. This is a cducal step that would immensely
improve transparency in Angola and should be part of this effort

If the agreement is signed, remains in its current form, and the sforementioned issues
are clanfied, the key to success of the intiative will be the government’s willingness to
implement its provisions, Histoncally, the government has made commitments to
improve transparency, but then delayed or refused to implement measures necessary to
fulfill those commitments.

2 ibi.
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IX. Conclusion

In addition to decades of war and humanitarian crisis, the Angolan public has had t©
bear the brunt of government mismanagement of billions of dollars in public funds.
Such mismansgement hus contributed to woefully madequate social spending and
underfunding of institutions necessary to protect human rghts. It also has been
accompanied by govemnment unwillingness to hold free aod fair clections, possibly
because officials fear that the government has not sufficieady provided for the
population and would not be able to retain power if Angolans were able to express their

preferences freely,

From a human rights standpoiat, the current situation is untenable. It is difficult 1o
imagine that government programs or institutions esseatial to protecting human rights
will be able to function properly until the revenues of the state and its expeaditures are
fully and accurately disclosed. Only then will the Angolan public begin to have the tools
required to exercise meaningful oversight over their government Without such steps,
the dire humanitarian situation may worsen and Angolans’ nghts to health and education
will not be fulfilled.  Historically, every effort to increase transparency and accountability
has been met with government intransigence. The limited steps the government has
taken, such as releasing the executive summary of the first Oil Diagnostic report and
authorizing the publication of the 2003 IMF Article IV Suff Report are positive. But
they arc small steps and much more remains to be done to make the government
genuinely sccountable.

However, a small window of opporwmmity for reform may have opened The
government has mismanaged the economy to the pomt where it can no longer rely on
past practices, lurching forward from crisis to cosis and still avoiding accountability. But
if Angolans are going to finally have the opportunity to exercise adequate oversight over
their collective wealth and its use, it will require 2 concested effort by the government
and consistent pressure from the international community.

The proposed Soros initiative 1s a positive step that could facilitate greater transparency.
Given Angola’s record of failing to implement promised reforms, however, additional
efforts are necessary. One important ool would be agother IMF SMP with detailed
requirements of public disclosure and accountability. Regardless of what one may think
of the overall economic proscrptions of the IMF, it is clear that the Fund has been one
of the most consistent and forceful propenents far government transparency in Angola.

-

] HUMAN RIGHTS WATCHH VOL. 16, NO. 1{A)



However, the government has not expressed much interest in s new IMF program. If
negotiations  between the TMF and govemment continue, it is crucial that the
international community geaerally, and the IMF in particular, insist upon full audits of
Angola’s o1l revenues and expenditures; publication of dats; revision of laws that prevent
government oversight; and full disclosure of debt. Otherwise Angola will remain an
example of how not to govern and how mass impovershment can coexist with
substantial natural resource wealth.
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