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ABSTRACT 

This study examined the impact of environmental cost on the financial performance of International Oil 

Companies (IOCs) in Rivers State Nigeria.  The study adopted the analytic descriptive research survey 

design. The study population is drawn from two international oil companies based in Rivers State Nigeria, 

viz; Shell Petroleum Development Company (SPDC) and Nigeria Agip Oil Company (NAOC) 

comprising of six hundred and four (604) personnel, 315 for SPDC and 289 for NAOC. A purposive 

sampling technique was adopted. The research instrument is a self-structured questionnaire titled: 

„„Remediation, Compliance and Penalty Cost and Financial Performance of International Oil Company 

Questionnaire (RCFPIOCQ)” with twenty (20) questionnaire items on a modified validated four- point 

scales response. The Cronbach Alpha value of 0.82 was obtained. Data obtained was analyzed using the 

mean (Ẍ) and Z-test. Findings revealed that staff from both companies agreed to the fact that 

environmental cost (remediation cost and penalty and compliance cost) impact on the financial 

performance of international oil companies (IOCs) in Rivers State, Nigeria. Therefore it was 

recommended that the International Oil Companies (IOCs) carry out their operation in such a manner that 

will not endanger the environment, put in place an effective remediation strategy to mitigate any 

occurrence, get facilities to convert flared gas into industrial and domestic use and comply with the laid 

down rules governing the Nigerian oil industry and In case of gas flaring adequate compensation should 

be made without politisation of critical issues. 

Keywords: Financial Performance; Remediation Cost and Penalty and Compliance Cost. 

 

INTRODUCTION 

Nigeria is the largest oil producing nation in Africa and eleventh largest producer of crude oil in the 

world, prospecting and extracting petroleum, hydrocarbon over 50% of the Niger Delta region (Hunter, 

2015; Nnagu, Udofia, Ekong & Ebuk, 2016).  Nigeria has a crude oil reserve of 37.1 billion barrels (bbls) 

and is rank among top 10 countries with biggest crude oil reserve with a greater potential for gas.  These 
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oil reserves are predominantly in the on-shore Niger Delta, coastal offshore areas and lately to the deep 

water (NNPC, 2016). 

Oil production in Nigeria started in  Oloibiri in present Bayelsa state in 1956 at a modest rate of 5,100 

barrels per day, rising steadily to 415,000 barrels per day in 1966 and to 2.3 million barrels per day in 

1979 (Omotor, 2009). The NNPC (2016) assert that Nigeria has a maximum crude oil production capacity 

of 2.5 million barrels per day which makes the country the highest crude oil production in Africa a 

capacity higher than Libya which has more oil reserves. 

However, all these operations of crude oil exploration and production have devastating effort on the Niger 

Delta environment.  The incidence of oil spills which is one of the effect of oil exploration impact on soils 

and disrupt the stability of the ecosystem which is initially initiated through the high soil proliferation of 

anaerobic decomposers as opposed to the aerobic microbes that inhabited the site prior to spillage 

experience (Oku, 2014).  That is the low spectrum of this photon families are altered in the eco-web and 

the entire food web as well as the biogeochemical synthesis since mineral cycle is altered as well.  Hence, 

the process of exploration, production and distribution of petroleum has affected the biophysical 

environment of the Niger Delta to a great extent (Oku, 2014) 

The department of petroleum resource estimated that 1,089 million barrels of petroleum were spilled into 

the Niger Delta between 1976 and 2006 out of which a total of 2.4 million barrels were spilled in 4,835 

incidences. NNPC (2016) (approximated 220 thousand with meters), the Nigerian National Petroleum 

Corporation place the quantity of petroleum jettisoned into the environment annually at 2,300 cubic 

meters with an average of 300 individual spills annually.  However, because the amount does not take 

into account „minor‟ spills, the World Bank argues that the true quantity of petroleum spilled into the 

environment would be as much as ten times the officially claimed amount.  The largest individual spills 

include the blow out of a Texaco offshore station which occurred in 1980 and dumped an estimated 

400,000 barrels (64,000m
3
) of crude oil unto the gulf of Guinea and Royal Dutch Shell‟s Forcados 

Terminal tank failure which produced a spillage estimated at 580,000 barrels (92,000m
3
). As construed by 

Oku (2014), the biophysical environment is the receptor or containers in which the crude oil spilled 

resides. 

Supporting the assertion by Oku (2014), the NNPC reports of 1996 stated thus; we witnessed the 

poisoning of the waters of this country and the destruction of vegetation and agricultural land by oil spills 

which occur during petroleum operations.  But since the inception of the oil industry in Nigeria there has 

been no concerned and effective effort on the part of the government, let alone the oil companies to 

control environmental problems associated with the industry. The above explains the ravaging impact of 

resource exploration on the Niger delta environment most especially crude oil production with its 

attendant problem of crude oil spillage.  Hence, the need to salvage the environment from the devastating 

effect of oil spillage. 

 

Remediation Cost 

The process of salvaging the environment from the harmful effect of oil spills is termed remediation. 

Environmental remediation deals with the removal of pollutants or contaminants from environmental 

media such as soil, groundwater, sediment or surface water. There are several approaches in dealing with 

contaminated sites. These include identifying the problem, assessment of nature and degree of the 

pollution hazard, the best remedial action.  The need to remediate has led to the emergences and 

development of new technologies that emphasizes the detoxification and destruction of the contaminant 

(Wang, 2014) rather than the conventional approach of disposal. 

Remediation whether by biological, chemical or a combination of both means is the option as the problem 

of pollution has to be solved without transferring to the future. Remediation approaches encompass 

applied physically, chemical and biological environmental sciences.  Bioremediation interest in the 

microbial biodegradation of pollutants has intensified in recent years as human strives to find suitable 

ways to clean up contaminated environments (Uchegbu, 2012).  

Bioremediation is the use of microorganisms‟ consortia or microbial processes to degrade and detoxify 

environmental contaminants (Zhao & Poh, 2015).  It is amongst the new technologies which derives its 
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scientific justification from emerging concept if Green chemistry and Green engineering and is a fast 

growing promising remediation technique increasingly been applied in practical use for pollutant clean-

up.  Bioremediation techniques have been used for decontamination of surface and sub-surface soils, 

freshwater and marine systems, soils, groundwater and contaminated land ecosystems. 

Bioremediation of soils or any site may be enhanced by fertilizing adding nutrients such as carbon, 

nitrogen and phosphorous) and/or seeding with suitable microbial population.  Those days, using organic 

wastes is bioremediation is going to be new method as an option of enhancing and motivating of 

microorganisms to breakdown of organic compounds (Dadasnia & Gamuther, 2013).  This is enhanced or 

engineered bioremediations intrinsic bioremediation, which utilizes existing microbe‟s communities, is 

often the most cost effective method available for land decontamination. Even in the most contaminated 

soils, indigenous microbial activity can be enough to clean the soil effectively. Bioremediation techniques 

are cost effective as compared to other techniques. Biological treatments periods usually last from 2 to 48 

months about the same for chemical or thermal method. Physical processes (soil washing and soil vapour 

extraction) are faster, but rarely last more than 1 year.  Bioremediation (when used in solution) does not 

require environmentally damaging possesses such as chemical or heat treatment. It has be beneficial 

effect upon soil structure and fertility. 

Restoration of a damaged environment is clearly an extension of clean up and requires positive steps to 

encourage natural recovery, especially in some specific instances where such recovery would otherwise 

be relatively slow.  An example of such approach following an oil spill would be to replant a salt march at 

a mangrove swamp after the bulk oil contamination had been removed, replacing dead vegetation with 

live seedlings. In this way erosion of the area would be presented and other form of biological life 

encouraged returning. 

The cost associated with air, water pollution and land and ecosystem degradation and destruction have 

been or will be borne by society (Marsh & Grossa, 2014). Environmental costs have been described by 

(Graff, Ferskin, White & Bodroell 2008) as impacts incurred by society, an organisation or individual 

resulting from entities that affect environmental quality. They are any cost direct or indirect with short or 

long-term financial consequences for the firm. These include costs for handling, treatment and disposal of 

waste and emissions, remediation and compensation costs related to environmental damages and any 

control related regulatory compliance costs, such as equipment depreciation, operating materials, water 

and energy, internal personnel, external services, fees, taxes and permits, fines, insurance and remediation 

and compensation. 

 

Compliance and Penalty Cost 

Aluko & Oyobode, (2017) noted that Nigeria natural gas resource is more than twice her oil reserves.  

The uncontrolled flaring of gas save for emergency and standard operational purposes, is the primary 

agent of environmental pollution.  When crude oil is extracted and produced from onshore or offshore oil 

wells, raw natural gas also comes to the surface, in areas of the world like Nigeria which lack adequate 

gas pipelines and other gas transportation infrastructure, the gas is commonly flares (Eman, 2018), 

releasing pollutants including sulphur oxides, nitrogen oxides carbon disulphide, carbonyl sulphide, 

carbon dioxide and volatile organic components into the atmosphere.  This act of gas flaring by the IOC is 

a direct violation and shows non-compliance with the laws regulating the oil and gas industry in Nigeria. 

 

Nigeria Oil and Gas Industry Legislation 

Various constitutional legislation to curb gas flaring in Nigeria has been in place for the past three 

decades.  Although, there have been shift from time to time.  Since 1984, it has been illegal for any oil 

company to flare gas in Nigeria without the written permission of the Minister of Petroleum Resource 

(OPEC, 2018). 

1.  Petroleum Drilling and Production Regulation Act 1969. 

This act requires the company seeking to operate in the Nigeria oil and gas industry (licensee or leasee) to 

adopt practical precautions, including the provision of up to date equipment approved by the director of 

petroleum resources, to prevent the pollution of land, waters, rivers etc.  It provides regulation for 

Kornom-Gbaraba et al. .….. Int. J.  Innovative Finance and Economics Res. 8(2):113-125, 2020 

 



116 
 

protecting social lands, waters and the environment mandates accurate record keeping by business and 

provides process of abandonment of oil wells. 

2. Associated Gas Re-injection Act 1979 

This is a legal framework for gas utilization which applies to all oil companies operating or willing to 

operate in the Nigerian oil and gas industry.  It is defined as an Act to compel every company producing 

oil and gas in Nigeria to submit preliminary programmes for gas re-injection and details phases for 

implementations of gas re-injection. This is supposed to be a pre-requisite condition before the granting of 

license by the regulating body, but whether this is actually considered before the issuing of license is not 

the focus of this paper.   

Section 1 of the Act made it mandatory for every company producing oil and gas in Nigeria to submit not 

later than 1
st
 April, 1980 a preliminary programme to the minister of petroleum which according to OPEC 

(2018) includes: 

a) Schemes for the viable utilization of all associated gas produced from a field or groups of fields. 

b) Project or projects to re-injects all gas produced in associated with oil not utilized in an industrial 

project subject to sub-section 2 of the Act, no company engaged in the production of oil and gas 

shall after January 1, 1984 flare gas produced in associated with oil without the permission in 

writing to the minister. 

However, section 3 subsection 2 stated that “where the minister is satisfied after 1 January 1984 that 

utilization or re-injection of the produced gas is not appropriate or feasible in a particular field or fields, 

he may issue a certificate in that respect to a company engaged in the production of oil or gas. 

3. Associated Gas Re-injection (continued Flaring of Gas) Regulations 1985 

This Act which comes into effect from 1
st
 January 1985 gave condition for continued flaring of gas in 

Nigerian gas fields.  The conditions are: 

a) Where more than 75 percent of the produced gas is effectively utilized or conserved. 

b) Where the produced gas contains more than 15 percent of impurities, such as N2 H2S CO2 etc 

which render the gas unsuitable for industrial purposes. 

c) Where an ongoing utilization programme is interrupted by equipment failures; provided that such 

failures are not considered too frequent by the minister and that the period of any interruption is 

not more than three months. 

 

The Environmental Impact Assessment Act 1992 

This Act set out the general principles, procedures and method, to enable the prior consideration of 

environmental impact assessment on certain public or private projects (Zhao & Poh, 2013). 

Penalty 

From the foregoing it is very clear that the law regulating the oil and gas industry in Nigeria prohibit the 

flaring of gas.  It is expected that the major stakeholders in the industry comply with this. However, in 

violation of the above various Acts, there are penalties which are spelt out below; section 4 of the 

Associated Gas Re-injection Act state thus: 

1. Where any person commits an offence under section 3 of this Act, the person concerned shall 

forfeit the concession granted to him in the particular field or fields in relation to which the 

offence was committed. 

2. In addition, to the penalty specified in subsection (i) above, the minister may order the 

withholding of all or part of any entitlements of any offending person towards the cost of 

completion of implementation of a desirable re-injection scheme or the repair or restoration of 

any reservoir in the field in compliance with good oil-field practice. 

The deadline for gas flaring has been continually shifted in Nigeria thus: 
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Initial Date to End Gas Flaring Shifted Date to end Gas Flaring 

1985 1992 

1992 1997 

1997 2008 

2008 To Date 

Source: Ministry of Petroleum Resource (2019) 

According to the ministry of petroleum resources the new date is now 2020 which is still a subject of 

debate because this depends on the political will of the government, through its regulatory agency the 

DPR and the compliance and cooperation of the 10Cs and other major stakeholders. In the opinion of 

NEITI gas flare penalty is imposed on oil and gas producing companies operating within the country as a 

deterrent for burning gas that is associated with crude oil when it is pumped up from the ground, adding 

that this correctional measure is to end our pollution, environmental degradation caused by gas flaring and 

also encourage investment in gas infrastructure by the oil and gas companies. 

Gas Flaring Fees in Nigeria 

The following are the gas flaring penalty rates per 1000 SCF of gas used under various fiscal regimes in 

Nigeria. 

S/no Period Rate (NGN/USD) 

1. January 1985 – June 1992 2 kobo 

2. July 1992 – December, 1997 50 kobo 

3 January 1997 – March 2008 ₦10 

4 April 2008 – date $3.5 

             Source: NEITI Report (2016) 

 

Gas Flaring Penalty Cost 

Gas flaring has continued in Nigeria out of private interest and corporate greed.  Those involved don‟t 

want to put in the money required to get infrastructure set up to capture the gas and utilize it for other 

things, it is far cheaper to flare since the penalty is negligible. However, it is worthy to note that 

considering the quantity  of gas flared per year and multiplied by the penalty rate of ₦10, that translate to 

huge sums of money amounting to millions. 

Given below is a summary of gas produced, sold and flared from 2001 – 2016. 
Year Gas produced 

(mscf) (Million) 

Domestic Gas Sold  

(mscf) (Millions)  

Gas flared (mscf) 

(Million) 

Percentage of 

gas flared 

2001 1,943.59 141.06 1,000.74 50.01% 

2002 1,751.13 111.43 920.92 46.00% 

2003 1,903.32 214.18 801.46 40.01% 

2004 2,110.17 262.89 851.64 42.50% 

2005 2,135.33 234.78 805.51 40.18% 

2006 2,289.89 326.26 820.42 40.90% 

2007 2,606.86 279.97 816.64 40.69% 

2008 2,580.39 232.16 670.78 33.41% 

2009 2,228.11 237.28 536.36 26.70% 

2010 2,819.68 285.80 544.72 27.10% 

2011 2,966.65 344.48 503.94 25.06% 

2012 2,996.03 372.04 465.25 23.12% 

2013 2,811.98 391.43 427.97 21.26% 

2014 3,048.54 424.73 393.83 19.55% 

2015 3,003.17 445.26 330.93 16.42% 

2016 2,711.80 382.22 288.91 14.33% 

Source: Department of Petroleum Resources (2016); Oil and Gas Annual Statistical Report. Table 47 

Page 60. 
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Cost of Gas Flared (2001 – 2016) 

Year Gas Flared (mscf) 

(Million 

Gas Flare: 

Rate 

Gas Flared Cost 

(Million Naira) 

2001 1,000.74        ₦10 10,007.4 

2002 920.92 ₦10 9,209.2 

2003 801.46 ₦10 8,014.6 

2004 851.64 ₦10 3,516.4 

2005 805.51 ₦10 8,0551 

2006 820.42 ₦10 8,204.2 

2007 816.64 ₦10 8,166.4 

2008 670.78 ₦10 6.707.8 

2009 536.36 ₦10 5,363.6 

2010 544.72 ₦10 5,447.2 

2011 503.94 ₦10 5,039.4 

2012 465.25 ₦10 4,652.5 

2013 427.97 ₦10 4,279.7 

2014 393.83 ₦10 3,938.3 

2015 330.93 ₦10 3,309.1 

2016 288.91 ₦10 2,889.1 

Total 10,080.02 ₦10 N98,910.900 

Source: Department of Petroleum Resources (2016) 

Note:  From available literature it is reveal that the oil companies still pay the old rate of ₦10 per every 

1000 mscf of gas flared instead of the new rate of $3.5 per standard cubic feet. The above shows that oil 

and gas companies operating in Nigeria flared a total 10,180 trillion SCF of gas between 2001 and 2016 

using the old and subsisting penalty rate of ₦10 per 1000 SCF, the total of  ₦98,910 billion was  incurred 

by the IOCs on gas flaring within this period. 

Financial Performance 

Financial performance is the act of performing financial activity.  In broader sense, financial performance 

refers to the degree to which financial objectives is being or has been accomplished.  It is the process of 

measuring the results of a firm‟s policies and operations in monetary terms.  It is used to measure firms 

over all financial health over a given period of time and can also be used to compare and can also be used 

to compare similar firms across the same industry or to compare industries or sectors in aggregation. 

Financial performance can also be referred to as “scientific evaluation of profitability and financial 

strength of any business concern”. Uwem & Ennobong  (2017) noted that financial statement analysis 

attempt to unveil the meaning and significance of the items composed on the profit and loss account and 

balance sheet. He pointed out that they assist management in formation of sound operating and financial 

policies. Performance is also defined as the end result of an activity and the appropriate measure selected 

to assess performance is considered to depend on the type of organization to be evaluated (Hunger, 2015) 

Aregbe (2017) opined that performance measure can be grouped into two basic types; those that relate to 

results (output or outcomes such as competitive or financial performance) and those that are concern with 

determination of result (inputs such as quality resource utilization, innovation etc.).  This therefore 

suggests that performance measurement frameworks can be built around these two concepts of results and 

determinants. Odiette (2003) in his summation opined that performance measurement systems are 

considered as information system that are used to evaluated both individual and organizational 

performance usually the items of performance evaluation and normally reported in yearly financial 

statement of an organization. Financial performance is been explained to the various interest groups in an 

organization such as managers, shareholders, creditors, tax authorities through financial performance 

analysis. 
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Financial analysis involves the use of financial statement. A financial statement is an organized collection 

of data according to logical and conceptual framework constituent with accounting principles and 

procedures.  Its purpose is to convey an understanding of some financial aspect of a business firm. It 

shows the position of a firm at a moment of time, as in the case of a balance sheet or may reveal a series 

of activities over a period of time, as in the case of an income statement.  Thus, the term “financial 

statement” generally according to OPEC (2014) referred to two basic statements. 

i. The balance sheet which shows the financial position of the firm at a given point in time; it 

provides a snapshot and may be regard as a static picture.  “Balance sheet” is a summary of a 

firm‟s financial position on a given date that shows Total Assets – Total Liabilities + Owner‟s 

Equity”. 

ii. The income state statement referred to as the profit and loss statement which reflects the 

performance of the firm over a period of time “income statement is a summary of a firm‟s 

revenues and expenses over a specified period of time, ending with net income or loss for the 

period”. 

However, financial statements do not reveal all the information related to the financial operation of a firm, 

but they provide some extremely useful information, which highlights two important factors profitability 

and financial soundness.  Therefore, analysis of financial statement is an important aid to financial 

performance analysis. 

In view of Aluko & Oyebode (2017), financial performance analysis includes analysis and interpretation 

of financial statements in such a manner that it undertakes full diagnosis of the profitability and financial 

soundness of the business.  The analysis of the financial statement is a process of evaluating the 

relationship between components parts of the financial statement to obtain a better understanding of the 

firm‟s position and performance”.  The financial performance analysis identifies the financial strength and 

weaknesses of the firm by properly establishing relationships between the items of the balance sheet and 

profit and loss account. They established that financial appraisal is the process of scientifically making a 

proper and comparative evaluation of the profitability and financial health of a given concern on the basis 

of summarized and analyzed data i.e. the output of financial analysis.  Thus, it follows from the foregoing 

that the analysis of financial statement is a preliminary step toward the financial evaluation of the result 

drowns by the analysts or management accountants for decision making.  

Thus is evident that the financial appraisal begins where financial analysis ends, and financial analysis 

starts where the summarization of financial data in the form of profit and loss account and balance sheet 

ends.  This means that financial appraisal is the end of that continuous flow of accounting cycle, which 

starts from classification, recording, summarizing, presentation and analysis of data and ends with the 

interpretation of the results obtained from such analysis.  However, in practice, Denis (2013) said the 

accounts division of a business enterprise performs the entire exercise, up to the point of analysis of the 

financial and accounting data whereas appraisal or evaluation part is the major concern of management 

because ultimately, decision-making and policy-formation are the prerogative of management. The 

analysis and interpretation of financial statement is an attempt to determine the meaning and significance 

of the financial statement data so that forecast may be made of the prospects for future earnings, ability to 

pay interest and debt maturities both current and long-term and profitability of a sound dividend policy. 

Financial statements of a business enterprise are valuable in the sense that they depict how the financial 

data of the related enterprise fit into the fabric of its accounting system.  The analysis and interpretation of 

the financial statements result in the presentation of information that will aid in decision making by 

business managers, investors, creditors. Obviously, the appraisal of such results is needed by management 

for decision making (Dadasnia & Agamuthe, 2014). 

Thus it is evident that the financial appraisal begins where financial analysis ends, and the financial 

analysis starts where the summarization of financial data in the form of profit and loss and balance sheet 

ends. Magu, Udofia, Ekong, & Ebuk,  (2016) observed that this means that financial statements of a 

business enterprise are valuable in the sense that they depicts how the financial data of the related 

enterprise fit into the fabric of its accounting system. The analysis and interpretation of the financial 

statements results in the presentation of information that will aid in decision making by business 
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managers, investors, creditors as well as well as other groups who are interested in the financial status and 

operating results of a business by establishing strategic relationships between the components of balance 

sheet and profit and loss amount and other operative data.  Financial analysis eventually unveils the 

meaning of and significance of the various items embodied in financial statement. 

Statement of the Problem 

Since the inception of petroleum exploration and production activities in Nigeria several years ago, it has 

since then been associated with the problem of pollution and degradation of the environment. 

Environmental pollution is the discharge of toxic waste and harmful materials into the environment which 

alters its physical composition there by posing dangers environment and human health hazards to her 

inhabitants 

 Ite & Ibok (2016) identified the major sources of environmental pollution in Nigeria to include oil 

spillage, pipeline explosion, gas flaring, and venting, improper disposal of large volumes of petroleum-

derived hazardous hydrocarbons waste streams. Others include equipment failure, oil spills associated 

with ageing facilities, sabotage, oil well blow out and oil blast discharges. The occurrences of this 

environmental pollution usually have grave consequence on the host communities there by placing them 

at a disadvantageous position. This however made the oil bearing communities to demand for 

compensation and remediation of their environment from the oil companies.  

The financial implication of cost incurred by the oil companies on environmental costs (remediation, 

compliance & penalty cost) is on the high side. This culminates into a negative impact on the profitability 

of the oil companies, hence the need for a critical and careful review these cost so as to enhance better 

profitability performance which is still in a mirage.  

 Purpose and Objectives of the Study 
The purpose of the study is to investigate the impact of remediation, compliance and penalty cost on the 

financial performance of international oil companies (IOCs) in Rivers State, Nigeria.  Specifically and 

contextually the study objectives are;  

i. To examine the impact of remediation cost on financial performance of IOCs in Rivers State, 

Nigeria. 

ii. To investigate the impact of compliance and penalty cost on financial   performance of IOCs in 

Rivers State, Nigeria. 

  Research Questions 

Based on the study objectives, the following research questions addressed as follows; 

1. In what ways does remediation cost impact on the financial performance of IOCs in Rivers State, 

Nigeria? 

2. In what ways does compliance and penalty cost impact on the financial performance of IOCs in 

Rivers State, Nigeria?  

 Hypotheses 

The following hypotheses guided the study; 

1. There is no significant difference between the means scores of Shell and Agip on the impact of 

remediation cost on financial performance of IOCs in Rivers State, Nigeria. 

2. There is no significant difference between the means scores of Shell and Agip on the impact of 

compliance and penalty cost on financial performance of IOCs in Rivers State, Nigeria. 

 

METHODOLOGY 

This study adopted an analytic descriptive research survey design; the population of the study consisted of 

six hundred and four (604) personnel in accounting/finance department of two international oil companies 

situated in Rivers State, Nigeria. The sample size consisted of six hundred and four (604) personnel in 

accounting/finance department; 315 for Shell Petroleum Development Company (SPDC) and 289 for 

Nigerian Agip Oil Company (NAOC). The research instrument being a self-structured questionnaire 

titled: “Remediation, Compliance and Penalty Cost and Financial Performance of International Oil 

Company Questionnaire (RCFPIOCQ)” with 20 questionnaire items on a modified validated four-point 
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rating scales response. The Cronbach Alpha value of 0.82 was also obtained. Data obtained was analyzed 

using the mean ( X ) and Z-test. Specifically, the mean ( X ) was used to answer the research questions 

while the Z-test was used to test hypotheses at 0.05 level of significance.  

 

RESULTS 

Research Question 1 

In what ways does remediation cost impact on the financial performance of IOCs in Rivers State Nigeria? 

Table 1: Mean for Impact of Remediation Cost on Financial Performance. 

S/N Statements 
Shell (N=315) Agip (N=289) 

M S.D. RMK M S.D. RMK 

1 
Restoration of the environment after oil spill is 

necessary and requires financial cost. 
3.42 0.49 AG 3.50 0.50 AG 

2 
Clearing of oil impacted sites for cleanup 

(Remediation) involves financial cost. 
3.56 0.50 AG 3.42 0.49 AG 

3 
The process of Remediation usually takes long 

time with huge financial cost. 
3.69 0.46 AG 3.46 0.50 AG 

4 
Remediation requires scientific and high-

technology that attracts huge cost. 
3.52 0.50 AG 3.27 0.65 AG 

5 

Detoxification and destruction of oil spill 

contaminants in the soil involve requires 

financial cost. 

1.43 0.50 DA 1.46 0.50 DA 

6 
Each stages of the remediation process require 

huge financial cost to be carried out. 
3.40 0.49 AG 3.31 0.72 AG 

7 

Hiring/purchase of remediation equipment is 

capital intensive which negatively impact on 

financial performance. 

3.46 0.50 AG 3.35 0.48 AG 

8 

Purchase of seedlings and subsequent planting 

for restoration of clean- up sites involves cost 

which affects financial performance.   

3.32 0.47 AG 3.58 0.49 AG 

9 
Cost of regeneration of the ecosystem impacts 

on the IOCs financial performance.  
3.53 0.50 AG 3.50 0.50 AG 

10 

Inabilities of the IOCs to compensate their host 

communities after oil spill incidences have 

usually led to destruction of their facilities which 

requires huge financial cost to replace. 

1.42 0.49 DA 1.49 0.50 DA 

  Grand Mean 3.07 0.49 AG 3.03 0.53 AG 

Field data 2020 (DA=Disagree; AG=Agree). 

Result from Table 1 shows the mean responses of staff from Shell and Agip regarding the impact of 

remediation cost on the financial performance of IOCs in Rivers State, Nigeria. As shown, the grand 

mean response for staff from Shell is 3.07 while that of Agip staff is 3.03. This result shows that staff 

from the both companies agreed that remediation cost impact on their financial performance. 

 

 

 

 

 

Kornom-Gbaraba et al. .….. Int. J.  Innovative Finance and Economics Res. 8(2):113-125, 2020 

 



122 
 

Research Question 2 

In what ways does compliance and penalty cost impact on the financial performance of IOCs in Rivers 

State, Nigeria? 

Table 2: Mean for Impact of Compliance and Penalty Cost on Financial Performance. 

S/N Statements 
Shell (N=315) Agip (N=289) 

M S.D. RMK M S.D. RMK 

11 

The Nigerian oil industry is regulated by laws 

which require compliance from licensed 

operators.   

3.51 0.50 AG 3.51 0.50 AG 

12 
Any violation of the oil industry regulations by 

IOCs attracts penalties (Financial cost). 
3.48 0.50 AG 3.48 0.50 AG 

13 

Gas flaring is forbidden by the oil industry 

regulatory Act and any violation is attracts heavy 

penalty.  

3.53 0.50 AG 3.13 0.70 AG 

14 

Gas flaring cost is charge per standard cubic feet 

(SCF) which runs into several millions of 

Dollars/Naira. 

1.60 0.66 DA 1.58 0.49 DA 

15 
Non-compliance penalty cost has been on the 

increase in the oil industry. 
3.60 0.49 AG 3.62 0.49 AG 

16 
Compliance and penalty cost has negative 

impact on the IOCs financial performance. 
3.33 0.47 AG 3.54 0.50 AG 

17 
IOCs in Rivers State do not comply with the oil 

industry regulations. 
3.39 0.49 AG 3.46 0.50 AG 

18 

Non- compliance and penalty cost incurred by 

IOCs are avoidable cost if only they will comply 

with regulation of the oil industry. 

3.50 0.50 AG 3.47 0.50 AG 

19 

Compliance and penalty cost no matter how 

small it might be has negative impact on the 

IOCs financial performance.  

3.42 0.49 AG 3.47 0.50 AG 

20 

Non-compliance sometime results in license 

withdrawal by the regulators, huge financial cost 

are incurred for license restoration. 

3.55 0.50 AG 3.56 0.50 AG 

  Grand Mean 3.29 0.51 AG 3.28 0.52 AG 

Field data 2020 (DA=Disagree; AG=Agree).  

Result from Table 2 shows the mean responses of staff from Shell and Agip regarding the impact of 

compliance and penalty cost on the financial performance of IOCs in Rivers State, Nigeria. As shown, the 

grand mean response for staff from Shell is 3.29 while that of Agip staff is 3.28. This result shows that 

staff from the both companies agreed that compliance and penalty cost impact on their financial 

performance. 

Hypothesis 1 

There is no significant difference between the mean scores of Shell and Agip on the impact of 

remediation cost on financial performance of IOCs in Rivers State, Nigeria. 

Table 3: Z-Test for Impact of Remediation Cost on Financial Performance. 

Groups N M S.D. Z-cal Z-crit Decision 

Shell 315 3.07 0.49 
-3.70 1.96 Rejected 

Agip 289 3.03 0.53 

Field data 2020 
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Result from Table 3 shows the Z-test analysis for the hypothesis, there is no significant difference 

between the mean scores of Shell and Agip on the impact of remediation cost on financial performance of 

IOCs in Rivers State, Nigeria. The result shows a calculated Z-test value of -3.70 (negative sign not 

important). The critical value of Z is 1.96. Since the calculated value of Z is greater than the critical value 

of Z, the hypothesis is rejected. This implies that there was a significant difference between the mean 

scores of Shell and Agip staff on the impact of remediation cost on financial performance of IOCs in 

Rivers State, Nigeria. This significant difference is however due to level of agreement between the two 

groups of respondents and not in terms of agreement or disagreement because the grand mean scores 

show that both staff from Shell and Agip agreed that remediation cost impact on financial performance. 

Hypothesis 2 

There is no significant difference between the mean scores of Shell and Agip on the impact of compliance 

and penalty cost on financial performance of IOCs in Rivers State, Nigeria. 

Table 3: Z-Test for Impact of Compliance and Penalty Cost on Financial Performance. 

Groups N M S.D. Z-cal Z-crit Decision 

Shell 315 3.29 0.51 
-2.70 1.96 Rejected 

Agip 289 3.28 0.52 

Field data 2020 

Result from Table 4 shows the Z-test analysis for the hypothesis, there is no significant difference 

between the mean scores of Shell and Agip on the impact of compliance and penalty cost on financial 

performance of IOCs in Rivers State, Nigeria. The result shows a calculated Z-test value of -2.70 

(negative sign not important). The critical value of Z is 1.96. Since the calculated value of Z is greater 

than the critical value of Z, the hypothesis is rejected. This implies that there was a significant difference 

between the mean scores of Shell and Agip staff on the impact of compliance and penalty cost on 

financial performance of IOCs in Rivers State, Nigeria. This significant difference is however due to level 

of agreement between the two groups of respondents and not in terms of agreement or disagreement 

because the grand mean scores show that both staff from Shell and Agip agreed that compliance and 

penalty cost impact on financial performance. 

 

DISCUSSION OF FINDINGS 

From research question 1, it was revealed that remediation cost impact on the financial performance of 

IOCs in Rivers State, Nigeria. Besides, hypothesis 1 reveals that there is no significant difference between 

the means scores of Shell and Agip on the impact of remediation cost on financial performance of IOCs in 

Rivers State, Nigeria. The result further shows that restoration of the environment after oil spill is 

necessary and requires financial cost; clearing of oil impacted sites for cleanup (Remediation) involves 

financial cost; the process of Remediation usually takes long time with huge financial cost; Remediation 

requires scientific and high-technology that attracts huge cost; detoxification and destruction of oil spill 

contaminants in the soil involve requires financial cost; each stages of the remediation process require 

huge financial cost to be carried out; Hiring/purchase of remediation equipment is capital intensive which 

negatively impact on financial performance; purchase of seedlings and subsequent planting for restoration 

of clean- up sites involves cost which affects financial performance; cost of regeneration of the ecosystem 

impacts on the IOCs financial performance and inabilities of the IOCs to compensate their host 

communities after oil spill incidences have usually led to destruction of their facilities which requires 

huge financial cost to replace. On the other hand the clearing of oil impacted sites for cleanup 

(remediation) attracts huge financial implication (Oku 2014)  

From research question 2, it was revealed that compliance and penalty cost impact on the financial 

performance of IOCs in Rivers State, Nigeria. Besides, hypothesis 2 reveals that there is no significant 

difference between the means scores of Shell and Agip on the impact of compliance and penalty cost on 

financial performance of IOCs in Rivers State, Nigeria. The result further shows that Nigerian oil industry 

is regulated by laws which require compliance from licensed operators; any violation of the oil industry 

regulations by IOCs attracts penalties (Financial cost); gas flaring is forbidden by the Oil Industry 
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Regulatory Act and any violation is attracts heavy penalty; gas flaring cost is charge per standard cubic 

feet (SCF) which runs into several millions of Dollars/Naira; non-compliance penalty cost has been on the 

increase in the oil industry; compliance and penalty cost has negative impact on the IOCs financial 

performance; IOCs in Rivers State do not comply with the oil industry regulations; non- compliance and 

penalty cost incurred by IOCs are avoidable cost if only they will comply with regulation of the oil 

industry; furthermore, FEPA (1988) supported that compliance and penalty cost no matter how small it 

might be has negative impact on the IOCs financial performance and non-compliance sometime results in 

license withdrawal by the regulators, huge financial cost are incurred for license restoration. Department 

of Petroleum Resources (2016) reaffirmed that the penalty imposed on the IOCs for noncompliance with 

the oil industry regulations negatively impact on their profitability. The penalties for noncompliance 

sometimes result in the withdrawal of operating license which usually results in high cost for renewal. 

 

CONCLUSION  

Since the discovery of crude oil over six decades ago, Nigeria has continued to increase the quantity of 

her oil reserve. This has therefore attracted different multinational oil companies seeking for operational 

license to explore her rich oil reserve. The Nigerian oil industry is well regulated with laws guiding both 

her offshore/onshore reserves as well as the upstream and downstream sector of the oil industry. It is 

pertinent that the international oil companies comply with laws regulating the oil sector bearing in mind 

that there are heavy penalties for any noncompliance which can even lead to license withdrawal. Also the 

international oil companies should have a structure and procedure for remediation and restoration of the 

environment in case of any spills arising as a result of their operations. 

 

RECOMMENDATIONS    

Based on the findings of the study, the following recommendations were made in order to minimize the 

impact of environmental cost (remediation cost and penalty and compliance cost); 

i. The International Oil Companies should carry out their operations in such a manner that will not 

endanger the environment. 

ii. Put in place effective remediation strategy to mitigate against any occurrence. 

iii. Get infrastructure to convert flared gas into industrial and domestic use. 

iv. Ensure compliance with the laws regulating the Nigerian oil industry. 

v. In case of gas flaring adequate compensation should be made without politisation of critical 

issues 
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