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Abstract 

This paper attempts to examine the issues involved in ascertaining the actual 
cost of Diesel and the reasons for the continuous increase in the pump price 
of the product, as a prelude to proffering remedial actions. The problems 
identified include the fact that crude oil sales to local refineries are currently 
valued at international market prices such that each time there is price 
increase at the world market, government claims to be providing a subsidy 
equivalent to the difference. Very importantly, government has been unable 
to arrive at an appropriate pump price for Diesel over the years. Therefore, 
the objectives of this study are to ascertain whether refinery accounting 
procedures are satisfactory, whether the pump price of Diesel is appropriate 
and to determine the impacts of the accounting system for sales of Diesel on 
its price structure. The methodology adopted for this study is the survey 
research in which the perceptions of respondents in NNPC and four major 
oil marketing companies are captured through questionnaire, which are 
subsequently analysed, using simple statistical tools such as frequencies, 
averages, means and standard deviations. The suggestions are that the issues 
are effectively tackled and the recommendations to seek a new focus so that 
more realistic results can be obtained. 

 
Introduction  
 Diesel is a product consumed by all – industries, companies and individuals. It is often 
regarded as the main force behind transportation, energy and light. So much is spent on this product 
that industries cry out against the deficiencies of Power Holding Company of Nigeria (PHCN), and 
they claim that they spend more than 10% of their budgets in providing alternative power. The same 
story is told by transporters, and even individuals who use diesel to power their electricity generators. 
 Over the years, the price of diesel has suffered astronomical increase in price from 10 kobo 
per litre in 1976 to N65 per litre in 2006. Each time, government has defended the increase on the 
need to reduce the subsidy which it bears. The ordinary man in the street cannot understand why he 
must pay more each time there is price increase for a product refined from crude oil freely available 
locally. The question that arises is: what is therefore the advantage to Nigerians for having crude oil? 
Nigerians would not believe government story and think that they are being swindled. Every price 
increase and its satisfaction by government is taken with a pinch of salt. The importance of diesel to 
the Nigerian economy underscores the need for prudent accounting. 
 NNPC (2000) states that oil and gas industry continues to elicit profound interest among all 
strata of the populace of this country. The industry  remains the mainstay of our national economy, 
because oil and gas account for almost 90% of the country’s foreign exchange earnings, about 85% of 
the Federal Government revenue receipts and close to 20%  of the Gross Domestic Product (GDP) of 
Nigeria. 
 Aside from its income generating capacity, oil and gas touche the lives of every citizen of this 
country in diverse ways. The crude and refined oil coupled with the various by-products, impacts 
agriculture, electricity, health, environment, transportation, road rehabilitation, housing and many 
other basic requirements for decent existence. 
 It is prudent accounting that will put to rest the doubts about the awareness of the incessant 
price increases of diesel and establish appropriate pump prices. 
 Appropriate pricing of diesel, tied to this issue, are the following factors: 

(i) The cost of crude oil purchased by the refineries from government (at international price) 
(ii) The transfer price of refined petroleum products to NNPC for sale. 
(iii) The policy of uniform pricing of petroleum products across the country that came into 

force in October 1973. In that policy, the government set up the Petroleum Equalization 
Fund (PEF) to refund excess transportation costs of oil marketing companies that have to 

Knowledge Review Volume 20  No 2, April, 2010 



 
82

freight the products to distant locations, as a way of ensuring that product prices remain 
the same throughout the country. 

(iv) The importation of refined petroleum products to meet the shortfall in local supply. The 
cost  of importation is determined by the international cost of product purchase and 
transportation, as well as the erratic foreign exchange rate of the Naira. 

All the above factors make the product pricing system unrealistic, which up till today 
continues to breed controversy on the issues of the true price of locally refined petroleum products. 

The massive importation of refined petroleum products by NNPC impacts negatively on its 
financial results. NNPC recorded an operating loss of N15,459.28 million for the year 2003. This was 
due to a high product import bill to meet shortfall in refinery production in order to satisfy 
consumption demand. The difference between the costs of importation and the domestic selling price 
therefore, represents the subsidy by NNPC. 
 
Objectives of the Study 
 The objectives of the study are: 

(i) To ascertain whether refinery accounting procedure are satisfactory 
(ii) To confirm whether the pump price of diesel is appropriate. 
(iii) To determine the impacts of the accounting system for sales of diesel on its price 

structure. 
 
Methodology 
 The design used for the study is the survey research in which questionnaires were served on 
respondents. The sample of 96 accounting staff representing 14 percent of the population of 696 was 
selected for the study, using the simple random technique. The sample is presented as follows: 
 Company   Number of staff 
 Kaduna refinery    20 
 PPMC (of NNPC), Lagos  36 
 Total Plc.    20 
 Mobil Plc.    20 
 Total     96 
 
(a) Instrument for Primary Data Collection 

The instrument used for primary data collection was a structured questionnaire made up of 
two sections A and B. Section A consisted of the bio data of personal profile of respondents 
made up of five (5) questions on sex, marital status, profession, level of education, salary 
grade level and years of service in NNPC, while section B comprised thirty-two (32) research 
item questions. The following Likert rating scale was used to evaluate responses to the 
questions: Strongly Agree (SA) 5 points, Agree (A) 4 points, Undecided (U) 3 points, 
Disagree (D) 2 points and Strongly Disagree (SD) 1 point. Forty-eight questionnaires were 
duly completed and returned by respondents, and used for the study. 

 
(b) Method of Data Analysis/Description of Tools of Analysis 
 Data were analysed using the following statistical tools and presented in tables: 

(i) Frequency distribution: Before data can be effectively used for analysis, it is normal to 
group the new data into a manageable size. The frequency distribution will be used to 
arrange the data, tabulate them in an orderly manner by breaking them into classes and 
identifying how often each of them occurs. 

(ii) Arithmetic mean: The arithmetic mean was used to give some impression of the size and 
direction of which the average answer would be. The symbolic formula for Arithmetic 
mean is given as: 
x = fx  or  fx 
  n    f 
 
Where n = the number of item measures 
X  = is used to denote the mean 
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  = the Greek symbol for summation  
f  = the frequency of the distribution of variables 
x  = represents each element of the variables 

 
(c) Standard Deviation  

The standard deviation (SD) gives us an indication of the average distance of each variable 
from the mean. A high standard deviation means that there is a high variation in the answers. A 
standard deviation of zero (0) will be obtained when all responses to a question are the same. The 
standard deviation is the average of the squared deviation given as f(x-x)2 for each value in a 
distribution. Thus: 

Variance (S2 or 2) = f(x-x)-2 
And standard deviation (S or ) 
=     f(x-x)2 
 √     f 
The data so analysed are interpreted subsequently. 
 

(d) Group Arithmetic mean 
 For every group of statements evaluated in assessing the efficiency of any area of accounting, 
a Group Arithmetic mean is calculated and used as a benchmark for accepting or rejecting each 
statement in the Group. The Group means is the average of the means of all the statements in the 
group. 
 Hence, X = Sf(x)  
       n 
Where; X = Group Arithmetic mean 
f(x)  = Summation of the means of all statements in the Group 
n  = Number of statements in the Group 
 
Literature Review  
 

Introduction  
 With the discovery of oil in commercial quantities in 1956, there were compelling  reasons for 
Nigeria to become self-sufficient in petroleum products requirements. Thus in 1965, the first refinery 
was constructed in Port Harcourt with an initial capacity to handle 35,000 barrel per day; this was 
later increased to 65,000 barrel per day. Subsequent growth in the economy with attendant increase in 
consumption of goods and services necessitated the construction of more refineries in the country. 
Consequently, Warri Refinery (1978) 125,000 barrel per day capacity, Kaduna Refinery (1980) 
110,00 barrel per day capacity and the new Port Harcourt Refinery 210,000 barrel per day capacity 
were all constructed to meet local demands for refined   petroleum products and indeed the Port 
Harcourt Refinery was specifically designed to facilitate refined products for export sales. 
 In order to facilitate effective distribution of refined products all over the country, 
government, in addition, constructed over 3,000 kilometers of pipelines with 22 depots (NNPC 
op.cit). 
 
Refinery Accounting  
 In general, crude oil is the essential raw material used to undergo the various stages of 
processing and chemical treatment. Chemicals used can be classified into three types – additives, 
solvents and detergents. For costing purposes and  equivalent unit calculation, these chemicals either 
increase the quantity of input to the process by the quantity mixed or decrease the quantity of input 
because they react to eliminate undesired elements. 
 It is also observed that the processes are interrelated. They supply each other with 
intermediate products and/or fuel for energy generation. Each process can have one product or several 
products, as joint products or by a method of blending. Therefore, in deciding on products or cost 
centres, it must be accepted that each cost centre can contain one process if joint production exists, or 
a claim of processes when different processes contribute one major product. 
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 Normally, petroleum products are divided into two types – light petroleum products and 
heavy petroleum products. This main division can be made right at the start when distillation of crude 
oil is made. Light petroleum products consist of the following: 

 Petrol (premium and  regular) 
 Aviation turbine kerosene (ATK) 
 Liquefied petroleum gas (LPG) 
 Fuel oil (light and heavy) 
 Gas oil (light and heavy) 
 Diesel oil 

As regards heavy petroleum products, they constitute the bottom of the distillation unit, which 
is called reduced crude oil. It flows through different vacuum units to produce various types of  
lubricants, waxes, greases and asphalt. 
 
Accounting for Sales of Diesel 
 Accounting for diesel sales is bedeviled by Federal Government policy of uniform pricing for 
petroleum products across the country, the need to ensure product availability nationwide and the 
issues of subsidy and appropriate pricing. 
 This policy is implemented on behalf of Government by NNPC, which sets the selling prices 
and reviews them from time to time as it deems fit (Fawehinmi, 2002). Hence, the price of one litre of 
diesel increased from 10kobo in the 1970s to N85 today (Obaro, 2005). 
 The justification for the upward reviews has been the need to remove subsidy and charge 
appropriate price. 
 In order to encourage marketers to ensure availability of white products in retail outlets 
nationwide, NNPC operates the Price Equalization Fund (PEF) and also bears marketers “bridging 
costs” for lifting the products to approved destinations over 450 kilometers from supply depots. 
 
Findings and Discussion  
(a) Refinery Accounting 
 Crude oil, as the basic raw material is fundamental to the operation of refineries. Curiously, 
most financial statements of refineries conspicuously omit this cost, as it is deemed a Head Office cost 
(NNPC Head Office Cost). It is suggested that its inclusion would have since put to rest the vexed 
issue of petroleum subsidy. 
 Respondents’ responses to issues relating to refinery accounting are analysed in Table 1.  
Table 1: Assessment of Refinery Accounting  
 
No. Statements Mean SD Comments 
1. The current practice of uniform pricing of crude 

oil for both export and sales to local refineries is 
satisfactory 

2.98 0.46 Rejected  

2. Average method used for costing crude oil fed 
to distillation units of the refinery is appropriate 

2.90 0.46 Rejected  

3. Management reports prepared at the Refinery 
meet the requirements /expectations of the 
managers. 

4.50 0.67 Accepted  

Group mean 3.46 
Source: Questionnaires administered  
 
 Statement No.1 of the table above has a mean of 2.98 with a standard deviation of 0.46. The 
mean falls in the indifference region. 44% of the respondents agreed that the current practice of 
uniform pricing of crude oil for export and for sales to local refineries is satisfactory, while another 
45% of them disagreed. The remaining 7% were undecided. 
 In statement No.2, the mean is 2.90, with a standard deviation of 0.46. This statement falls in 
the negative region. 27% of the respondents agreed that the average method used for costing crude oil 
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fed to distillation units of the refinery is appropriate, while another 40% of them disagreed. The 
remaining 33% were undecided. 
 For statement No.3, the mean is 4.50 with a standard deviation of 0.6. The statement falls 
within the strongly positive region. 79% of the respondents agreed that management reports prepared 
at the refinery meet the requirements/ expectations of the managers while only 4% disagreed. The 
remaining 17% were undecided. 
 Consequently, statement Nos1 and 2 were rejected while statement No.3 was accepted. 
Hence, the conclusion of this assessment is that management reports prepared at the refinery meet the 
requirements/expectations of the managers. 
 
(b) Pump Prices of Diesel 
 Refined petroleum products, particularly diesel sold through pumps at the retail outlets (petrol 
stations) are sourced either through NNPC (from local refineries) or imported from abroad. There is 
still a controversy about the actual cost of producing barrel of crude oil is sold to local refineries at an 
arbitrary price between the international spot price for the product and what NNPC considers to be the 
cost price of producing crude oil. NNPC’s cost of production is the highest in the world, and most 
analysts believe that it is unrealistic. This is where the Federal Government laid the foundation for the 
never ending argument about subsidy being provided. 
 In respect of imported refined diesel for local sales, its cost of acquisition will depend on: (a) 
the international price for the product, (b) freight charges, and (c) the ever rising exchange rate of the 
naira against the dollar. Therefore, the resulting selling price will be exorbitant. That is why 
government sells below this price. 
 So long as there is shortfall in local refinery supply, which is argument by importation of 
refined petroleum products, the issue of subsidy will remain with us and the common man will 
continue to bear the brunt of continuous increase of the pump price of petroleum products. 
 Respondents’ responses to questions relating to this issue are analysed in Table 2. 
 
Table 2: Assessment of Pump Price of Diesel 
 
No. Statements Mean SD Comments 
4. Price of crude oil sold to local refineries is 

partly responsible for the unstable pump price of 
refined petroleum products. 

3.02 0.46 Rejected  

5. Importation of refined petroleum products to 
meet the shortfall in products supply distorts the 
pricing structure for local sales. 

3.00 0.46 Rejected  

6. Exchange rate of the Naira to the Dollar affects 
the selling price of refined petroleum products. 

3.77 0.52 Accepted  

7. Transfer price of refined petroleum products to 
NNPC is partly responsible for their unrealistic 
pump prices. 

3.33 0.47 Accepted  

8. The current selling price of diesel is appropriate. 2.94 0.46 Rejected  
Group mean 3.21 
Source: Questionnaires administered  
 
 Statement No.4 of Table 2 has a mean of 3.02 and a standard deviation of 0.46. This 
statement falls within the indifference region. 44% of the respondents agreed that the price of crude 
oil sold to local refineries is partly responsible for the unstable pump price of refined petroleum 
products, while another 44% were undecided. The remaining 12% were undecided. 
 In statement No.5, the mean is 3.00 with a standard deviation of 0.46. The statement falls 
within the slightly positive region. 66.7% of the respondents agreed that the exchange rate of the 
Naira to the Dollar affects the selling price of refined petroleum products, while another 31.3% of 
them disagreed. The remaining 2% were undecided. 
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 Statement No.7 has a mean of 3.33 and a standard deviation of 0.47. The statement falls 
within the slightly indifference region. While 58% of the respondents agreed that the transfer prices of 
refined petroleum products of NNPC are partly responsible for their unrealistic pump prices another 
42% of the disagreed. 
 In statement No.8, the mean is 2.94 with a standard deviation of 0.46. The statement falls 
within the negative region. 42% of the respondents agreed that the current selling price of diesel is 
appropriate but another 46% of them disagreed. The remaining 12% were undecided. 
 The overall assessment of the pump prices of refined petroleum products produced a Group 
mean of 3.21, which was used as a benchmark in deciding whether to accept or reject statement Nos 
4-8 contained in Table 2. Consequently, statement Nos 4, 5 and 8 were rejected while statements Nos 
6 and 7 were accepted. Hence, the conclusion of this assessment are: 

(i) The exchange rate of the Naira to the Dollar affects the selling price of refined petroleum 
products. 

(ii) The transfer price of refined petroleum products of NNPC is partly responsible for their 
unrealistic pump prices. 

 
(c) Accounting for Sales of Diesel 
 The operation of the Petroleum Equalization Fund (PEF) intervened in the pricing of 
petroleum products only to the extent that it ensured that the uniform pricing system worked without 
putting unnecessary burden on any individual petroleum marketing company. This it does by looking 
closely at transportation cost of petroleum products. The fund compensated marketing companies for 
moving products to distant places from products supply sources, while it collected money from 
marketers who moved products to retail outlets close to products supply sources. This is not subsidy 
in the classical sense of the word, but price equalization. Thus, PEF effectively makes petroleum 
products cheaper in the Northern parts of the country and vice-versa in the Southern parts of the 
country. 
 The responses of respondents on this issue are analysed in Table 3. 
 
Table 3: Assessment of the Accounting System for Sales of Refined Petroleum Products 
No. Statements Mean SD Comments 
9. The maintenance of the Price Equalization Fund 

(PEF) is necessary for the achievement of an 
efficient and effective marketing system. 

3.19 0.46 Accepted  

10. The abolition of the existing uniform pricing 
system for petroleum products will facilitate the 
evolution of a more objective pricing system. 

2.44 0.49 Rejected  

11. The abolition of the existing uniform pricing 
system for petroleum products will facilitate the 
evolution of a more objective pricing system. 

3.48 0.48 Accepted  

Group mean 3.04 
Source: Questionnaires administered 
 
 Statement No.9 in Table 3 has a mean of 3.19, with a standard deviation of 0.49. The 
statement falls within the indifference region. 44% of the respondents agreed that the maintenance of 
Price Equalization Fund (PEF) is necessary for the achievement of an efficient and effective 
marketing system nationwide, while another 33% of them disagreed. The remaining 23% were 
undecided. 
 For statement No.10, the mean is 2.44 with a standard deviation of 0.459. The statement falls 
within the negative region. Only 17% of the respondents agreed that the transportation subsidy 
provided by NNPC through PEF is responsible for the persistent increase in pump price of petroleum 
products while 56% of them disagreed. The remaining 27% were undecided. 
 Statement No.11 has a mean of 3.48 and a standard deviation of 0.48. The statement falls in a 
slightly positive region. 50% of the respondents agreed that the abolition of the existing uniform 
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pricing system for petroleum products will facilitate the evolution of a more objective pricing system 
while 27% of them disagreed. The remaining 23% were undecided. 
 The overall assessment of the Accounting system for the sales of diesel produced a Group 
mean of 3.04, which was used as a benchmark for deciding whether to accept or reject statements 
Nos9-11 contained in Table 2. Consequently, statement Nos 9-10 were rejected, while statement 
No.11 was accepted. 
 Hence, the conclusion from this assessment is that the abolition of the existing uniform 
pricing system will facilitate the evolution of a more objective pricing system. 
 
Conclusion  
 The following conclusions were made from the study: 

(i) The Organization of Petroleum Exporting Countries (OPEC) determines our oil export 
quota: Nigeria cannot, therefore, export all the oil she produced, even if she wanted to. 
The quantity allocated for domestic consumption is therefore unavailable for export sales 
at the price determined by the spot market. 

(ii) The actual cost of producing our crude oil for local consumption export varies from oil 
well to oil well. For instance, offshore oil might cost more than on-shore oil because of 
the peculiarity of the terrain in which the oil is found the difficulty or relative ease with 
which the oil is extracted. 

(iii) Oil producing companies in Nigeria suffer petroleum profit tax at the rate of 85% of 
taxable profit. Since commercial oil export started in Nigeria in 1959, no oil company has 
pulled out of the country because of unprofitable business operations. On the contrary we 
have had more oil prospecting licences issued from year to year. 

(iv) We do not have the figure for the cost of production per barrel in Nigeria, but if we 
assume an average production cost of US$5.00 per barrel, a gross contribution of 
US$65.00 per barrel is anticipated given a market price of US$70.00  

 
Recommendations  
 Consequent upon the findings and conclusions of this study, the following recommendations 
are made: 

(a) Crude oil sales to local refineries should be based on real cost of production in Naira 
rather than the current practice of pricing at spot market rate in Dollars converted into 
Naira. The real cost is made up of the following: 
 Cost of drilling and prospecting for oil 
 Cost of manpower prospecting drilling and extracting 
 Cost of preparing the oil well for lifting activities 
 Cost of transporting and packaging to point of sale or usage 
 Other incidental costs necessary for extraction, transportation and sale. By the above 

cost indicators, government should be able to determine the actual cost of our crude 
oil and should not use the price determined by market forces alien to Nigeria 

(b) The petroleum sector should be deregulated to allow entry by private entrepreneurs to 
break the current monopoly of NNPC, in order to achieve appropriate pricing of diesel. 
Competition reduces prices in the market and the oil and gas industry will not be an 
exception. 
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