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EQUATORIAL GUINEA

1982 Model Contract 050282 For Petroleum
Exploration & Exploitation



PRODUCTION SHARING CONTRACT
between
THE REPUBLIC OF EQUATORIAL GUINEA

and

THIS CONTRACT, made and entered into on this

day of » 198_ by and between THE REPUBLIC OF

EQUATORIAL GUINEA (hereinafter sometxmes referred to as the
"STATE"), represented for purposes of thls Cbntract by THE

MINISTRY OF INDUSTRY, MINES AND ENERGY Of the REPUBLIC OF

(hereinafter referred to as "CON-
TRACTOR") , represented for purposes of this Contract by

. 1its .

GOVERNMENT and CONTRACTOR hereinafter are referred to either

individually as "Party" or collectively as "Parties".
WITNESSETH :

WHEREAS, all Hydrocarbons existing within the territory
of the Republic of Equatorial Guinea, including adjacent
submerged lands, are national resources owned by the Repub-

lic of Equatorial Guinea; and



WHEREAS, the STATE wishes to promote the devélopment of
Hydrocarbon deposits in and throughout the Contract Area and
CONTRACTOR desires to join and assist the STATE in accelerat-
ing the exploration and development of the potential re-

sources within the Contract Area; and

WHEREAS CONTRACTOR has the financial ability, techni-

out the Petroleum Operatlons herelnafter descrlbed° and
WHEREAS, in accordance wlth the Hydrocarbon Law of the

Republic of Equatorlal Gulnea, agreements in the form of

Production Sharing Qongracts may be entered into between the

STATE and foreign capital investors;

THEREFORE, in consideration of the undertakings and
covenants herein contained, the Parties hereb§ agree as

follows:

SECTION I
SCOPE AND DEFINITIONS
1.1 SCOPE
This Contract is a Production Sharing Contract. 1In

accordance with the provisions herein contained, the



MINISTRY shall be responsible for managing the Petro-

leum Operations contemplated in this Contract.

CONTRACTOR shall: -

(a).

(b)

(c)

be responsible to the STATE for theAexecution of
the Petroleum Operations in accordance with the
provisions of this. Contradt; and 1s hereby ap-
pointed and constLtuted the exclu51Ve company to
conduct Petroleum Operatlons 1n the Contract Area
for the term hereof- = =

provide all negegsgpy.cepital, machinery, equip-
ment, techgoiéqy};nd'personnel necessary for the
conduct of:?ééroleum Operations;

bear the risk of Petroleum Operations Costs re-
quired in carrying out Petroleum Operations and
shall therefore have an economic interest in the
rapid development of the hydrocarbon deposits in
the Contract Area. Such costs shall be included

in Petroleum Operations Costs recoverable as

provided in Section VII.

During the term of this Contract the total production

achieved in the conduct of the Petroleum Operations



shall be divided between the Parties in accordance with

the provisions of Section VII of this Contract.

DEFINITIONS

In this Contract, words importing the singular include

the plural and vice versa, and except where the context

otherwise indicates, shall have the meanings set forth
in this Section. Words ' that are not deflned herein,
but that are defined 1n the Hydrocarben Law, shall have
the meanings set forth in the Hydrocarbon Law.

(a) Person means anyﬁiéagvidual, corporation, partner-
ship, jOlnt Venture, association, trust, estate,
unlncorporated organization of government or any
agency or political subdivision thereof.

(b) Affiliated Company or Affiliate of any specified

Person means any other person directl§ or indi-

rectly controlling or controlled by or under di-
rect or indirect common control with such'speci-
fied Person. For the purposes of this definition,
"control" when used with respect to an§ specified
Person means the power to direct, adminiseer and .
dictate policies of such Person, through the

ownership of fifty percent (50%) or more of such



(c)

(4)

(e)

Person's voting securities; and the terms "con-
trolling"” and "controlled" have meanings correla-
tive to the foregoing.

Crude 0il meens Hydrocarbons which are produced at
the wellhead in liquid state at atmospheric pres-
sure, asphalt and ozokerites and the liquid Hydro-
carbons known as condensate.pbtained from Natural
Gas by condensation or ext;;etlon by means of

field separatlon unltsg

Natural Gas means all Hydrocarbons that at atmo-

spheric condltlons of temperature and pressure are
in a gaseous pthe, Included in this definition
are wet mlneral gas, dry mineral gas, wet gas and
residue gas remalnlng after the extraction process-
ing or separation of liquid Hydrocarbons from wet
gas; as well as non-hydrocarbon gas or gases
produced in association with liquid or gaseous

Hydrocarbons.

Exploration Operations include geological studies;

geophysical studies; aerial mapping; investiga-
tions relating to the subsurface ge010§y; strati-
graphic test drilling; exploration Wells{ and

related activities such as drillsite preparation,

surveying, and all work necessarily connected



(£)

(g9)

(h)

(1)

therewith, that is conducted in connection with
exploration for Crude Oil and/or Natural Gas.

Development and Production Operations means all

operations other than Exploration Operations
conducted to facilitate extraction and the pro-
duction of Crude 0Oil and Natural Gas.

Exploration Expenditures means direct expenditures

on Exploration Operatlons and overhead expenses
made in connectlon w&th expleratlon of the Con-

tract Area.' These expendltures shall be deter-

. mined in accordance w1th the Accounting Procedure

attached hereto as Exhlblt "C", but expenditures
made w1th1n the area of a Field after Commercial
Discovery has been declared shall be excluded.

Development and Production Expenditures means di-

rect expenditures on Development Operations and
general exéenses made in connection with the
development of a Field, exciuding expenditures
made within the area of a Field before Cemmercial
Discovery has been declared, all as determined in
accordance with the Accounting Procedure_attached
hereto as Exhibit "C".

Petroleum Operations Expenditures means expendi-

tures made and obligations incurred in carrying



(3)

(k)

(1)

(m)

out Petroleum Operations hereunder, determined in
accordance with the Accounting Procedure attached
hereto as Exhibit "C" and made a part hereof.
Barrel means a quantity or unit of Crude 0Oil equal
to 158.9874 liters (forty-two (42) United States
gallons) at a temperature of 15.56 degrees Centi-
grade (sixty (60) degrees.gahrenheit) under one
atmosphere of pressure.h}xyéhm}

gig;g means an area thnln the Contract Area, as
determined 1n accordance Wlth 2 5.

Well means any open;ng ln the ground or seabed

- made or being maﬁe by drllllng or borlng, or in

any other manner, for the purpose of dlscoverlng

and/or prodncing Crude 0il or Natural Gas, or for
the injection of any fluid into an underground
deposit, other than a seismic hole or a structure

test hole or stratigraphic test hole.

Commercial Discovery means a discovery of Hydro-

carbons that, in the judgment of the CONTRACTOR,
can be produced commercially, based on considera-
tion of all pertinent operating and financial

data.

15



(n)

(o)

(p)

(q)

(r)

(s)

Work Program means an itemized statement of the

Petroleum Operations to be carried out in the Con-
tract Area as set forth in Section IV.

Budget of Petroleum Operations Costs means the

estimate of the costs of all items included in the

Work Program.

Calendar Year or Year means- period of twelve
(12) months commenéinnga§ﬁdf§‘l”and ending on the
following Decem@e@iﬁi?“éccé;diﬁg%EbJthe Gregorian

Calendar.

Contract Yeéffmeapgﬁéfgéfiod of twelve (12) con-

secutive monthsf%éébrding to the Gregorian Cal-

endar, couﬁté& """ from the Effective Date of this
Contract or from the anniversary of such Effective
Date.

Gross Receipts means the sum of all proceeds of

sales and the monetary equivalent of the value of
other dispositions of Hydrocarbons from the Con-
tract Area in any given Calendar Year.

Income Tax means that tax levied on net income of

CONTRACTOR pursuant to the Income Tax of The
Republic of Equatorial Guinea dated October 27,

1970, as amended.



(t)

(u)

(v)

(w)

(x)

(y)

(z)

Calendar Quarter means a period of three consecu-

tive months beginning January 1, April 1, July 1,
or October 1 and ending March 31, June 30, Septem-
ber 30 or December 31, fespectively. -

Effective Date means the date of the approval of

this Contract by the STATE in accordance with the
provisions of the appllcable law.

Forelgn Exchange means curren¢y acceptable to the

torial GUlnea.yngi":

AXdrocarbons Law means Decree-Law No. 7 of 16 June,

1981, as amended ----- ;;{

this Contract. Such Contract Area is described in
Annex "A" and delineated in Annex "B" attached
hereto and incorporated herein. i

Royalty means ten percent (10%) of 311 the Crude
0il, and ten percent (10%) of all .the Natural Gas
produced and saved and not otherwise utilized in

Petroleum Operations from the Contract Area.

Maximum Efficient Rate means the maximum fate of

production of Hydrocarbons in a Field, without



excessivé decline or loss of reservoir pressure,
and in accordance with the norms and practices of
the petréleum industry and Section 6.4 of this
Contract.

(aa) Semester, as used in 7.8 means a pe:iod of six (6)
consecutive months, commencing the first of
January and the first of Qﬁ}y of each Calendar
Year; e

SECTION 1T
TERM, TERMINATION AND GANCELLATION

CONTRACTOR 1is authorlzed to conduct Exploration Opera-

(5) years, starﬁlng from the Effective Date. When
CONTRACTOR has fﬁifllled its obllgatlons hereunder for
the initial exploration period and for each successive
extension granted pursuant to Subsections (a), (b) and
(c) of this Section 2.1, upon application 6f CONTRACTOR
made not later than ninety (90) calqndar days prior to
the fifth, sixth, and seventh anniversary of the
Effective Date, as the case may be, MINISTRY shall

extend the period during which Petroleum Operations may

be conducted as follows:

(a) After the fifth (5th) Contract Year, for an addi-

tional period of one (1) Contract Year during



which year CONTRACTOR shall drill onshore or in

areas covered by waters less than two hundred

(200) meters deep at least one (1) exploration

Well; and, -

(b) after the sixth (6th) Contract Year, for an addi-
tional period of one (1) Contract Year during
which year CONTRACTOR shall drlll at least one (1)
exploration Well; and 5 .: ‘ =

(c) if after the flfth (Bth) Contract Year, CONTRACTOR
commits to drlll at least one (l) exploration Well
in an area 60vered by water deeper than two
hundred (200) meters, for an additional period of
two (2) Contradt Years; and

(d) if during éﬂé seventh (7th) Contract Year, CON-
TRACTOR encounters a show of Hydrocarbons which
CONTRACTOR believes is sufficient to warrant
further éxploration drilling, for a patiod of one
(1) Contract Year during which year CONTRACTOR
shall drill one (1) evaluation Well in aﬁ area

designated by mutual agreement of MINISTRY and

CONTRACTOR.

2.2 1If no Commercial Discovery has been made: (a) in the

first five (5) Contract Years if CONTRACTOR does not



2.3

elect tovexﬁend the exploration period beyond the
fifth (5th) Contract Year; or (b) the sixth (6th),
seventh (7th) or eighth (éth) Contract Year if
CONTRACTOR does elect to exténd the Contract beyond the
fifth (5th) Contract Year pursuant to 2.1, then this
Contract shall terminate automatically in its entirety.
However, an extension of six (6)~months may be granted
by the MINISTRY in order that CONTRACTOR may finish
drilling and testlng any Well actually belng drilled or
tested at the end of the seventh {7th) or if applicable,

eighth (8th) Contract Year._.uf

Upon encounterlng‘lndlcatlons of a substantial accumu-
lation of Hydrocarbons in the Contract Area, the
CONTRACTOR as soon as practicable will notify the
MINISTRY of this fact, indicating in the notice the
particular details of the location, natufo and indi-
cated size of the accumulation. After giving such
notification to the MINISTRY the CONTRACTOR aé soon as
practicable will present to the MINISTRY a report of
the results of any preliminary production £ests carried
out, including in the report, when necessarf, the

estimate of the accumulation and the approximate

extension of said discovery in the Contract Area



(hereinafter referred to as the "Area of Provisional

Discovery").

Within each Area of Provisional Discovery the CONTRAC-
TOR shall carry out appropriate evaluation work,
including seismic work and drilling. As soon as
p0581ble, but in any case not later than the end of the
seventh (7th) or eighth- (Sth) Centract Year, if appli-
cable, CONTRACTOR w111 determlne whether the discovery

is a Commercial DlSCQVery. 5'2?41'

that.the discovery of Hydrocar-
bons is a Commeféial Dlscovery in accordance with 2.4,
CONTRACTOR will notlfy MINISTRY, and CONTRACTOR w1ll
present to MINISTRY for MINISTRY's written approval,
which approval will not be withheld unreasonably:
(a) a report including a map showing the eétension of
the area of Commercial Discovery within the Contract
Area, which area when said report is accepteﬁ by
MINISTRY will constitute a Field; (b) a Work Program
for development of the Field, including an estimate of
the Development and Production\Expenditufes neeessary
for the development of the Field; (c) the Maximum

Efficient Rate of Production at which the CONTRACTOR

intends to produce the Field; and, (d) the schedule of



the most accelerated program consistent with good
international petroleum industry practice for imple-

mentation of CONTRACTOR's Work Program.

This Contract will continue in existence with respect
to each Field for a period of thirty (30) years from
the date on which CONTRACTOR, in.accordance with the
provisions of Section 2‘5 notlfles the MINISTRY that
the discovery in sald Fleld is a Commerc1al Discovery.
In case of new Cqmmerc1al Dlscdveries as a result of
new exploratory drilllng o;“formatlons which underlle
or overlie each other or ‘in other deposits which may be
encountered w1th1n the extension of the area of the
Commercial Dlsqovery, such formations and deposits will
constitute only one Field, and the Field will be
defined or redefined as may be necessary, to incorpoé
rate all of the underlying and overlying formations and
all the deposits located within the extension of the

area of the original Commercial Discovery and the

provisions of 2.5 shall apply mutatis mutandis to any

such new Commercial Discovery.



2.7

CONTRACTOR shall have the right to terminate this

Contract totally or partially:

(a)

(b)-

with respect to any part of the Contract Area
other than a Field then producing or that prior
thereto had produced Crude 0il or Natural Gas upon
giving ninety (90) calendanmdays' written notice
of its intention to dQ. so, and ' .

with respect to any Field theﬁ produ01ng or that
prior thereto had produqed Crude 011 or Natural

Gas, upon glVlng one hundred eighty (180) calendar

days' wrltten_ne;;ee of its intention to do so.

. B
ceez

The STATE shall have the right to cancel this Contract

upon giving thirty (30) calendar days' written notice

of its intention to do so, if CONTRACTOR:

(a)

(b)

fails to make any monetary payment réquired by law
or under this Contract for a period of thifty (30)
calendar days after the due date for such payment;
fails to comply with any other materiai obligation

that it has assumed under this Contract;



(c) fails to.comply with any acts, regulations, orders
or instructions iséued in conformance with this
Contract by the MINISTRY, or any governmental
department or agency of the Republic of .Equatorial
Guinea; |

(d) - suspends its payments under this Conﬁract, becomes
bankrupt, or goes into llquldatlon because of
insolvency or makes- a composltlon w1th its credi-
tors; or . ’ S

(e) has not commenCe& productlon f?om a Field within
the period of tlme spegified in the development

Work Program according ‘to the terms and conditions

specified 1p 2g5¢

If the circumstance or circumstances that result in
cancellation under 2.8(a), (b), (c) or (e) are remedied
by CONTRACTOR within the thirty (30) calendar day
period following the notice of termination as afore-

said, then such termination shall not become effective.

If the circumstance or circumstances that would other-
wise result in cancellation under 2.8(a); (b),'(c) or

(e) are the result of Force Majeure, then cancellation



2.12

shall not take place so long as Force Majeure continues
and for such period thereafter as MINISTRY may deter-

mine reasonable.

The termination or cancellation of this Contract, for
whatever reason, shall be without prejudice to the
obligations incurred and not dlscharged by CONTRACTOR
before the termination of th;s Contract .

In the event of cancellatlon pursuant to 2.8, the
MINISTRY may requlre CONTRACTOR to continue for the
account of the STATE Crude 0il or Natural Gas pro-
duction act1v1ties untll the right to continue such

production has been transferred to another Person.

2.13 Within ninety (90) calendar days after the termination

of this Contract, unless the MINISTRY has fequired an
extension of this period, CONTRACTOR shall have the
obligation to take any reasonably necessary action as
directed by the MINISTRY, including the cessation or
continuation of Petroleum Operations to preQent pollu-
tion, environmental damage or a hazard to human-life or

third party property.



SECTION IIX
EXCLUSION OF AREAS
Subject to 3.3. on or before the end of the third
Contract Year, CONTRACTOR shall surrender forty percent

(40%) of the original Contract Area.

Subject to 3.3. on or before the end of the fifth
Contract Year, if CONTRACTOR elects to extend the
exploration period pursuant to 2 1 above, CONTRACTOR
shall surrender an addltlonal area equal to twenty

.....

percent (20%) of the orxginal total Contract Area.

CONTRACTOR shayimgbfsge obligated to surrender any
portion of the ;;;ginal Contract Area which is declared
an Area of Provisional Discovery or a Field. CONTRAC-
TOR'S surrender obligations under 3.1 and 3.2 shall
apply to the area remaining after excludiﬁg from the
original Contract Area areas declared to be an Area of
Provisional Discovery or a Field aﬁd-areas préviously

surrendered by CONTRACTOR.

With regard to the remaining portion of the Contract

Area left after the mandatory surrenders as set forth

26



in this Section III, CONTRACTOR shall maintain a rea-

sonable exploration effort.

Upon at least thirty (30) days' written notice to the

MINISTRY prior to the end of the first Contract Year

and similarly prior to the end of any succeeding Con-
tract Year, CONTRACTOR may surrender any portion of the
Contract Area, and such portlon shall then be credited

against that portlon of the Contract Area Wthh CON-

sions of Subsectlons 3 l and 3 2 hereof.

CONTRACTOR shallnotlfy the MINISTRY sixty (60) days

prior to the date.of surrender of the description and
area of the portion to be surrendered. The individual
portions of the areas being surrendered, whenever |
possible, shall be rectangular in shape andvcontiguous,

and the boundaries of such areas shall be delineated in

even degrees and minutes of longitude and latitude.

CONTRACTOR shall plug and abandon all Wells on the area
to be surrendered in accordance with generally accepted

oilfield practices.



No surrenderbmade in accordance with this Section III
shall relieve CONTRACTCR or its surety of the obliga-
tion to pay surface rentals accrued, or making payments
due and payable as a result of exploration~and devel-
opment activities conducted through the date of sur-

render.

SECTION IV )

WORK PROGRAM AND EXPENDITURES
CONTRACTOR shall commence Petroleum Operatlons here-
under not later than n;nety.(QO) calendar days after
the Effective Dateweézif”
CONTRACTOR shaliube entitled to employ any person
qualified in the judgment of CONTRACTCR to undertake on
its behalf such geological and geophysical surveys,
drillings or similar investigations as it ﬁay decide to
undertake. Any subcontractor retained by CONTRACTOR
shall have the necessary professional experience to
perform the task to be assigned and shall be required,
by written agreement with CONTRACTCR, to ablde by all
relevant terms of this Contract and all appllcable laws

and regulations of the Republic of Equatorial Guinea.

CONTRACTOR within thirty (30) calendar days shall

28



advise the MINISTRY of the name and address of any

subcontractor retained.

CONTRACTOR shall undertake during the first- five (5)
Contract Years to carry out the following minimum Work

Program:

FIRST THREE CONTRACT YEARS: g .

.....

FOURTH AND FIFTH CONTRACT- YEARSE )

As a condition precedent to the effectiveness of this
Cohtract CONTRACTOR shall provide a security by means

of a bank guarantee acceptable to the MINISTRY cor-

responding to United States Dollars (U.S.
$ ) for each Well CONTRACTOR obligates
itself to drill and United States

Dollars (U.S. $ ) for other Petroleum Opera-
tions- CONTRACTOR obligates itself to conduct during the

first three (3) Contract Years. If CONTRACTOR extends



the period for Exploration Operations pursuant to
Section 2.1 hereof, then CONTRACTOR on or before the
date any such extension becomes effective shall provide
a security by means of a bank guarantee acéeptable to

the MINISTRY corresponding to A United

States Dollars (U.S. $ ) for each Well CONTRACTOR

obligates itself to drill and .. _ United

States Dollars (U.S. $- x“qﬁgif.for other Petroleum
Operations CONTRACTOR:'@bllgates. 1tself to conduct
during the perled Qf any such exten31on. If at the end
of the period of the phases for Exploration Operations,
including any extensxon thereof made pursuant to
Section 2.1 herggf “or upon the date of termination of
this'Contract,.whichever first occurs, CONTRACTOR has
not expended sums at least equal to the respective
total minimum expenditures for Petroleum_Operations
required in this 4.4, or has not drilled any Well it is
obligated to drill, the balance of the security‘corre-
sponding to the unexpended minimum expenditures for
Petroleum Operations and the entirety of the security

corresponding to the Well automatically shall be paid

to the STATE.

30



Ninety (90) calendar days prior to the beginning of
each Calendar Year or at such other time as otherwise
mutually agreed by the Parties, CONTRACTOR shall pre-
pare and submit for approval to the MINISTRY a Work
Program and Budget of Petroleum Operations Costs for
the Contract Area setting forth the Petroleum Opera-
tions CONTRACTOR proposes to caxry out during the
ensuing Calendar Year. Approval by the MINISTRY of the
proposed Work Program and Budget Qf Petroleum Opera-
tions Costs w111 net be unreaSOnably w1thhe1d or

delayed.

Work Program may require changes in the light of un-
foreseenvcircumstances and nothing herein contained
shall 1limit the right of CONTRACTOR to make such
changes, provided such changes do not alter—the general

objectives of the Work Program.

The Parties further recognize that in the event of an
emergency or extraordinary circumstances tequiring

immediate action, either Party may take ail actions it
deems proper or advisable to.protect its interests and

those of its employees and any costs so incurred by

31



CONTRACTOR shall be included in the Petroleum Opera-
tions Costs. Costs incurred by CONTRACTOR related to
cleaning up pollution or damage caused by CONTRACTOR
shall not be included in Petroleum Operatioﬁs Costs.
Within ninety (90) calendar days after the expiration
of-a Calendar Year, CONTRACTOR shall submit to the
MINISTRY detailed accounts show&ng the Petroleum
Operations Expendltures CGNTRACTOR has 1ncurred during

the past Calendar Year.% The accounts shall be certi-
fied by an- 1ndependent outsxde aééountant acceptable to
both Parties. It 1s understood that the MINISTRY
retains the authorlty to review and audit occasionally
conducted hereunder. Such audit right will terminate
two (2) years after closure of the subject year's
accounts. Any exceptions to CONTRACTOR's gccounts must
be offiéially communicated to the CONTRACTOR within

three (3) years of the closure of the subject year's

accounts.

SECTION V
CONDUCT OF PETROLEUM OPERATIONS BY CONTRACTOR
CONTRACTOR shall conduct the Petroleum Operations dili-

gently and in accordance with generally accepted

32



standards of the petroleum industry designed £o enable
production at the Maximum Efficient Rate of Crude Oil
and at the level of production of Natural Gas specified
iﬁ 6.3. CONTRACTOR shall ensure that all eguipment,
plant and installations used by CONTRACTOR comply with
generally accepted engineering norms and are of proper
and accepted construction and axe kept in optimal
wérking order. P

CONTRACTOR shall“;nﬁﬁéfticulaglﬁéke%all‘ste?s neces-
sarys S e

(a) To ensure thétfc%@ééﬁoil or Natural Gas discovered

and producg&wﬁitﬁin the Contract Area does not

escape or is not in any other way wasted.

(b) to prevent damage to adjoining or adjacent Crude
0il or Natural Gas-bearing strata,

(c) to prevent the unintentional entranceiof water
through Wells to Crude 0Oil or Natural Gas-bearing
strata, '

(d) to prevent damage to adjoining or adjacent water-
bearing strata. |

(e) -to conduct all Petroleum OperationsAunder-this
Contract in accordance with applicable law and

regulations and in a manner that does not conflict



(£f)

(g)i

(h)

with obligations imposed on the Republic of Equa-
torial Guinea by international law.

to take necessary precautions for protection of
navigation and fishing and to prevent ﬁollution of
the sea or rivers.

to indemnify, defend and save the STATE harmless
against all claims, losses. and damage of any

nature whatever, 1ncludlng w1thout llmltatlon,

persons cauSe& by, o:mresultlng from, any opera-

tion in the Contract Area conducted by or on

behalf of CONTRACTOR, provided that the CONTRACTOR

this subseqtion for any loss, claim, damage, or
injury caused by, or resulting from any negligent
action of personnel of the STATE. )

to drill diligently and produce a Field in order
to protect the interests of éhe Republic of Equa-
torial Guinea against losses of production which
result from producing said Field frog outside the
Contract Area or, in lieu thereof, with the con-

sent of the MINISTRY, to pay a sum to the STATE as

adequate compensation to the Republic of Equatorial

3 4



Guinea for the loss or lack of production from

said Field.

Natural Gas which CONTRACTOR does not utiliZe in its
own operations in the Contract Area, or sell, shall be
reinjected into the subsurface structure. The MINISTRY
may, nevertheless, authorize theaflaring of Natural Gas
for perlods of relatlvely shart duratlon durlng pro-
duction tests, and 1n Cases ‘in whlch the flarlng of
relatively small quantitles of Natural Gas as a neces-

sary part of Crude 011 productlon is in accordance with

‘good practice w1th1n the petroleum 1ndustry, or when

require the flarlng of Natural Gas.

If the MINISTRY reasonably determines that any works or
installations erected by CONTRACTOR or anonperations
undertaken by CONTRACTOR éndanger"persons or third
party property or cause pollution or harm mariﬁe life
to an unacceptable degree, the MINISTRY will order the
CONTRACTOR to take opportune remedial measuéés within a
reasonable period established by the MINISTRY énd to
repair any damage to the environment. If the MINISTRY

deems it necessary, it also will order CONTRACTOR to



discontinue the Petroleum Operations in whole or in
part until CONTRACTOR has taken such remedial measures

or has repaired any damage.

To ensure that CONTRACTOR shall meet its obligations to
third parties or to government agencies that might
arise in the event of damage. or injury (including

environmental damage or 1n3ury) caused by Petroleum

blllty insurance pollcy,.the 1ssue, coverages and terms
of which are approved in writing by the MINISTRY prior
to the EffectlveuDate. To the extent such third party
liability insurance is unavailable, or is not obtained,
or aoes not cover part or all of any claim or damage
caused by or resulting from Petroleum Operations,
CONTRACTOR'shall remain wholly responsible and shall
defend, indemnify and hold harmless the MINISTRY and

the STATE.

If, after the Effective Date of this Contract, others
are granted permits or licenses within the Contract
Area concerning the exploration/production of any

minerals or other substances other than Crude 0il or



Natural Gas, CONTRACTOR shall use his best efforts to
avoid obstructibn or interference with such licensees'
operations within the Contract Area. The MINISTRY
shall use its best efforts to ensure that operations of
third parties do not obstruct CONTRACTOR'S Petroleum

Operations within the Contract Area.

CONTRACTOR shall provide acceptable worklng conditions,
llVlng accommodatlons on offshore 1nstallatlons, and

access to medlcal attentlon and nur51ng care for all

CONTRACTOR's Well de51gn and conduct of drilling,
including but not limited to CONTRACTOR's casing,
cementing and drilling programs shall be in accordance

with generally accepted industry practice.

Every Well shall be identified by a number, thch
number shall be shown on maps, plans and similar rec-
ords that CONTRACTOR is required to keep. fhe MINISTRY
shall at once be notified of any change of the identi-

fication numbers.



5.10

No Well shali be drilled through any vertical boundary
of the Contract Area. A directional Well drilled under
the Contract Area from a surface location on nearby
land not covered by the Contract shall be deemed to
have the same effect for all purposes of the Contract
as a Well drilled from a surface location on the Con-
tract Area. In such c1rcumstances and for purposes of
this Contract, productlon ef Crude 0;1 .or Natural Gas
from the Contract Area through a drrectlonal Well
surfaced on nearby Land or drllllng or reworking of
any such dlrectlonal Well shall be considered produc-
tion or drllllng or reWorklng operations (as the case
may be) on the! Cohtract Area for all purposes of this
Contract. Nothlng contained in this paragraph is
intended or shall be constfued as granting to the
CONTRACTOR any leasehold interests, licenses, ease-
ments, or other rights which the CONTRACTO% may have to

acquire lawfully under the Hydrocérbon Law or from the

MINISTRY or third parties.

Before commencing any work on drilling of any Well
covered by a Work Program and Budget of Operating Costs

or recommencing work on any Well on which work has been



discontinued for more than six (6) months, CONTRACTOR

shall give the MINISTRY seven (7) days' written notice.

SﬁbjectAto the provisions of Subsection 2.10, before
abandoning any prior Commercial Discovery CONTRACTOR
shall give ninety (90) days' notice to the MINISTRY of
its intention to abandon. Upon necelpt of such notice,
the MINISTRY may elect to assume operatlon of the Well
or Wells proposed for abandonhent Failure to so elect
by notice to the CONTRACTOR 1n wrltlng within the
aforementloned nlnety (90) day perlod shall be deemed
approval of the CONTRACTQR'S proposal to abandon.
CONTRACTOR shall-gécurely plug any Well that it intends
to abandon to prevent pollution, subsea damage and

possible damage to the deposit.

SECTION VI

RIGHTS AND OBLIGATIONS OF THE PARTIES,
DETERMINATION OF PRODUCTION LEVELS

Subject to the provisions of paragraphs (e).and (f) of
this 6.1, CONTRACTOR shall:
(a) advance all necessary funds and purchase or lease

all material, equipment and supplies required to



(b)

(c)

(d)

(e)

(£)

be purcﬁased or leased in connection with the
Petroleum Operations;

furnish all technical aid, including foreign per-
sonnel, required for the performance of the Petro-
leum Operations;

furnish all such other funds for the performance
of the Petroleum Operatlons as may be required,
including payment to ﬁore;qn entltles that perform
services as subcontractors- J@”a .

retain control to all”}eased property paid for
with Forelgn Exchange and brought into the Repub-
lic of Equatorial Gulnea under the rules of tem-

porary 1mportatlon, and as such, shall be entitled
to freely remove same from the Republic of Equa-
torial Guiﬁea in accordance with the law of Hydro-
carbons;

have the right to sell, assign, transrer, convey
or otherwise dispose of any part or all of the
rights and interests under this Contract-to any
Affiliated Company with the prior written consent
of the MINISTRY, which consent shall not be unrea-
sonably withheld;

have the right to sell, assign, transfer, convey

or otherwise dispose of all or any part of its

" Nenimtr



(g)

(h)

(1)

(3)

rights and interests under this Contract to
parties other than Affiliated Companies with the
prior written consent of the STATE;

have the right at all times of ingress -and egress
from the Contract Area and any facilities used in
the Petroleum Operations, wherever located;

have the right to use and have access to, and the
MINISTRY shall furnlsn"to CONTRACTOR, all geolo-
gical, geophy51cal drllllng, Well, productlon and
other 1nformat1@n held by the MINISTRY or by any
other governmental agenpy or enterprise, or enter-

prise in whlch th

‘.

STATE participates, relating to
the Contract Area, including Well location maps;
submit in sdztable form to the MINISTRY copies of
all such original geological, geophysical, drill-
ing, Well, production and other data, reports,
interpretations and maps, and cuttinéé of all
samples that have been obtained or compiled during
the term hereof;

make all reasonable efforts to employ and train
citizens of the Republic of Equatoriai Guinea in
Petroleum Operations. CONTRACTOR . ﬁay eﬁploy

non-citizens if no Equatorial Guinean citizens can

be found with sufficient skill and technical



(k)

(1)

qualifications. CONTRACTOR shall make similar
requirements of any subcontractor. At intervals
of not more than one year CONTRACTOR shall submit
to the MINISTRY reports detailing the personnel
employed and their residence when employed. The
MINISTRY may require that CONTRACTOR establish a
program to train personnel of the MINISTRY and
citizens of the Republlc of Equatorlal Guinea to
undertake skllled.-and technlcal jObS in the
Petroleum Operations.“‘ Costs ‘and expenses of
training c1tlzens of Eqaatorlal Guinea for employ-
ment in CONTRACTOR‘S operations, as well as costs
and expensgs for a program of training for the
MINISTRY's personnel, shall be included in Oper-
ating Costs. |

appoint an authorized representative for the
Republic of Equatorial Guinea with respect to this
Contract, who shall have an office in Malabo;

give preference to goods and services ﬁhat are
produced in the Republic of Equatorial Guinea or
rendered by citizens of the Republic of Equatorial

Guinea, provided such goods and services are

offered at equally advantageous conditions with
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(m)

(n) -

(o)

(p)

regard to quality, price, and immediate availabi-
lity in the quantities required;

pay to the STATE the Income Taxes imposed on it
pursuant to the Income Tax Laws of the Republic of
Equatorial Guinea;

pay to the STATE the Royalty imposed upon it

pursuant to the terms and .conditions of this

Contract;

except as prov1ded 15 Sectlon T Iﬂ'hereof have

the right durlng the term hereof to freely 1lift,

dispose of and export igs share of Crude 0il, and
retain abroad thé FOrelgn Exchange proceeds ob-

tained therefrem.‘

notlfy MINISTRY at least forty-eight (48) hours

before the abandonment of any Well.

6.2 The MINISTRY shall:

(a)

except with respect to CONTRACTOR's obligation to

‘Pay Income Tax as set forth at paragraph 6.1 (m) of

this Section VI, assume and discharge other taxes
to which CONTRACTOR would otherwise be subject,

includinq transfer tax, import and export.duties
on materials, equipment and supplies brought into

the Republic of Equatorial Guinea by CONTRACTOR,



its contractors and subcontractors; exactions in
respect of property, capital, net worth, opera-
.tions,’remittances or transactions {whether ex-
acted directly or by the requirement-of stamp
taxes on documents or the use of sealed paper),
including any tax or levy on or in connection with
operations performed hereuﬁ&er by CONTRACTOR. The
MINISTRY shall not be obllged tQ pay CONTRACTOR's
and personnel 1ncome tax, nor shall it be obliged
to pay the Income Tax and other taxes not listed
in the precedlng sentence payable by contractors
and subconggactors. The obllgatlons of the MINI-
STRY hereunder shall be deemed to have been com-
plied with by the deiivery to CONTRACTOR within
one hundred and twenty (120) calendar days after
the end of each Calendar Year, of documentary
proof in accordance with fiseal laws of the Repub—
lic of Equatorial Guinea that liability for the
above mentioned taxes has been satis;fied, except
that with respect to any of such liabilities that
CONTRACTOR may be obliged to pay directly, the
MINISTRY shall reimburse it within sixty (60)

calendar days after receipt of invoice therefor.



(b)

(c)

The MINISTRY shall be consulted prior tb payment
of such taxes by CONTRACTOR or by any other party
on CONTRACTOR's behalf;

otherwise assist and expedite CONTRACTOR's execu-
tion of the Work Program by supplying or otherwise
making available all necessary visas, work per-

mits, import licenses, and rlghts of way and

easements as may be reqU1red by CONTRACTOR or its

have title to all orlginal 'data resulting from the
Petroleum Operatxons 1nclud1ng but not limited to
geologlcal, gecphy51cal petrophysical, engineer-
ing, Well igés and completion, status reports,
samples and any other data that CONTRACTOR may
compile or obtain during the term hereof; pro-
vided, however, that CONTRACTOR mayrreéain copies
of such data and further provided that such data

shall not be disclosed to third parties without

the consent of CONTRACTOR while this Contract

- remains in force. However, for the purpose of

obtaining new offers, the MINISTRY may show any

other party geophysical and geological data with



respect to that part or parts of the Contract Area
adjacent to the area of such new offers;

(d) have the right at all reasonable times to inspect
CONTRACTOR'S Petroleum Operations, Hydrocarbon
measuring devices, logs, plans, maps, and records
relating to Petroleum Operations and surveys or
investigations on or with rEgard to the Contract
Area. MINISTRY shall ‘make every effort to
coordinate 1nspect10n 'actlvltxes'.to avoid

1nterference w;th Petroleum.Operatlons.

CONTRACTOR shall produce Crude 0il from the Contract

Area at. the Max1mum EfflClent Rate. CONTRACTOR and

MINISTRY shall,c;nduct a review of CONTRACTOR's produc-
tion programs prior to the commencement of production
from any Field and establish at that time by agreement
the Maximum Efficient Rate and the production rate for
Natural Gas and the dates on which the‘Maximum Effi-

cient Rate and the production rate for Natural.Gas will
be reviewed and established in the future. 1In the case
of Natural Gas, the production level shall.not be less

than that required to satisfy any contracts then in

existence for the sale of Natural Gas.
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SECTION VII

RECOVERY OF OPERATING COSTS, SHARING OF
PRODUCTION, AND HANDLING OF PRODUCTION

(The percentages designated as rates of return
and respective production shares of the Parties
in ﬁhis Section VII are given only as ekamples.
The percentages applicable in any specific
Contract shall be those prgsg@%?ﬁ by the CON-

TRACTOR.)

The respective pié@ﬁéfion_gha}éﬁaof the STATE and the
CONTRACTOR of Crude Q}i%pfbaﬁced and saved shall be
determined in aggd}déﬁce with the definitions and

procedures set forth in this Section VII.

After making Royalty payments to the STATE, CONTRACTOR
shall be entitled to recover all Petroleum-Operations
Costs ouf of the sales proceeds or other disposition of
Crude 0il produced and saved hereunder and not .used in
Petroleum Operations. Any Crude 0Oil remaining after

making the Royalty payments to the STATE and after all
Petroleum Operations Costs are recovered by CONTRACTOR
shall be referred to hereinafter as "Net Crude O0il."

Net Crude 0Oil shall be shared between the STATE and the



.

CONTRACTOR ih accordange with ﬁhe procedures outlined
below, which are designed to ensure total cost recovery
by CONTRACTOR, followed by an escalation of the STATE's
share based on increases in'the CONTRACTOR's pre-tax

rate of return, as illustrated in the following table:

CONTRACTOR' s Total . Total
Pre-Tax STATE Share CONTRACTOR Share
Rate of Return (3 of Net Crude Oil) (3 of Net Crude 0il)

Up to 30% 0% .o-id 7 100%
Greater than 30% .wxiiifw‘ ' ey Zxa. o

to 40% . L40% e 60%
Greater than 40% ST R

to 50% o Gngkfgﬁ ' 40%
Greater than 50% (% 20%

it shall first be necessary to calculate Net Cash Fléw
from Petroleum Operations ("Net Cash Flow"). Net Caéh
Flow for any given Calendar Year shall be aetermined by
subtracting Royalty Payments and Petroleum Operations

Costs from Gross Receipts.

7.4 1In order to calculate the STATE's Share of Net Crude
0il produced from the Contract Area, there are hereby

established three (3) accounts: First Share Account



("FSA"); Second Share Account ("SSA"); and Third Share

Account ("TSA").

7.4.1 First Share Account

a. For purposes of the calculation to be made
for the First Share Account, the following

formula shall be used:

FSA(Y) = FSA(Y-1) (1 + 30 + 1) + NCF(Y)

Where: FSA Flrst Share Account
Y = the Calendar'Year in question
NCF = Net Cash Flow
i = the Qercentage change for the Calendar
Yea¥ in questlon in the index of U.S.
Cofisumer prices as reported for the
first time in the monthly publication

"International Financial Statistics" of
the International Monetary Fund.

b. In any Calendar Year in which FSA(Y) is
negative, the STATE's share of Net Crude 0il
determined with reference to the First Share

Account shall be zero.

c. In any Calendar Year in which FSA(Y) becomes

positive, the CONTRACTOR for purposes of this



section shall be deemed to have earned a
pre-tax rate of return that is equal to or
greater than thirty percent (30%), and the
STATE's share of Net Crude 0il determined
with reference to the First Share Account
shall be an amount of Net Crude Oil the value
of which is equal toifbgty percent (40%) of
FSA(Y) . R

d. In any{ﬁ%ﬁé%&ér geéifﬁﬁﬁeAiately subsequent
to a Cgiéﬁdagifé;r;;ﬁ which FSA(Y) becomes
positiyg{wf;;&;urposes of applying the for-
mula {ggﬁangorth. in subsection a. of this
Section 7.4.1, FSA(Y-1) shall be equal to

Zero.

7.4.2 Seéond Share Account

a. For purposes of the calculation to be made
for the Second Share Account, the following

formula shall be used:

SSA(Y) = SSA(Y-1) (1+.40 + i) + ( NCF(Y) - GS I(Y) )

Where: SSA Second Share Account

Y

the Calendar Year in question



NCF = Net Cash Flow

GS

I = STATE Share of Net Crude 0il deter-
mined with reference to the First Share
Account

i = the percentage chahge for the Calendar

Year in question in the index of U.S.
consumer prices as reported for the
first time in the monthly publication
"International Financial Statistics" of
the International Monetary Fund.
In any Calendar Yéar'iﬁ whlch SSA(Y) is
negative, the STATE‘S share Qf Net Crude 0il
determlned w1th reference to the Second Share

Account shall be zero.

In any Calenda: Year in which SSA(Y) becomes

sectlon shall be deemed to have earned a
pre-tax rate of return that is equal to or
greater than forty percent (40%), and the
STATE's share of Net Crude O0il determined
with reference to the Sec¢ond Share Account
shall be an amount of Net Crude Oil the value
of which is equal to thirty-three and one-

third percent (33-1/3%) of SSA(Y).

In any Calendar Year immediately subsequent

to a Calendar Year in which SSA(Y) becomes
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positive, for purposes of applying the for-

—

mula set forth inv subsection a. of this

Section 7.4.2, SSA(Y-1) shall be equal to

Z2€ero.

7.4.3 7 Third Share Account

a. For purposes of the cﬁlculation to be made

r

for the Third Share Account, the following

TSA(Y) = TSA(Y- 1)(1+ 50, . :_) A ( NCF(Y) - GS I(Y) -
II(Y) ) s

GS

Where: TSA
Y

NCF

GS 1

GS 11

Thlrd Share Account
the Calendar Year in question
Net Cash Flow

STATE share of Net Crude 0il determined
with reference to the First Share Account.

STATE Share of Net Crude 0il determined
with reference to the Second Share Account

the percentage change for the Calendar
Year in question in the index of U.S.
consumer prices as reported for the
first time in the monthly publication
"International Financial Statistics" of
the International Monetary Fund.

b. In any Calendar Year in which TSA(Y) is

negative, the STATE's share of Net Crude 0Oil
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determined with reference to the Third Share

Account shall be zero.

c. In any Calendar Year in which TSA(Y) becomes
positive, the CONTRACTOR for purposes of this
section shall be deemed to have earned a
pre-tax rate of return .that is equal to or
greater than flfty pexcént (50%), and the
STATE's share Qf Net Crude Oll ‘determined
with reference to the Thlrd Share Account
shall be an amount éf Net Crude 0il the value
of which 1s equal to fifty percent (50%) of

TSA(Y)T"'mmj'

d. In any Calendar Year immediately subsequent
to a Calendar Year in which TSA(Y) becomes
positive, fer purposes of applying the for-
mula set forth in subsection a. of this
Section 7.4.3, TSA(Y-1) shall be eqﬁal to

zZero.

7.4.4 Total STATE Share.

The total STATE Share of Net Crude Oil in any

Calendar Year shall be the sum of the STATE Share



of Net Crude 0il determined with reference to the
First Share Account, the Second Share Account and

the Third Share Account for such Calendar Year.

CONTRACTOR, if so directed by the STATE, shall be
obligated to market all Crude 0Oil produced and saved
from the Contract Area subjectgfq the provisions here-
inafter set forth. |

Except as proviqgﬁfiﬁ pargg@%pﬁ:?.lo, CONTRACTOR shall

be entitled to Eéké»agd;fécéive and freely export its

,,,,,,

share of Net Crudg 0f10"

Title to the CONTRACTOR's share of Crude 0il under this
Section VII, as well as to that portion of Crude 0Oil
exported and sold to recover Operating Costs, shall

pass to CONTRACTOR at the wellhead.

If the STATE elects to take any of its share’of Crude
0il in kind, it shall so notify CONTRACTOR in writing
not less than ninety (90) days prior to the commence-
ment of each semester of each Calendar Year specifying
the quantity that it elects to take in kind, such

notice to be effective for the ensuing semester of that
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Calendar Year (provided, however, that suchbelection
shall not'inteffere with the proper performance of any
Crude Oil sales agreement for Crude 0il produced within
the Contract Area that CONTRACTOR has executed prior to
the notice of such election). Failure to give such
notice shall be conclusively deemed to evidence the
election not to take in kind. Any sale of the STATE's
portlon of Crude O0il shall not.be”for a term of more

than one Calendar Year wrthout the STATE'S consent.

If the STATE eleégganot tofieke“end receive in kind the

to do; provided, however, the price paid the STATE for
its share of production shall not be less than the

market price determined in accordance with Section VIII
hereof. CONTRACTOR shall pay the STATE for the STATE's
share ef the production produced and saved for each

Calendar Quarter, such payment to be made within thirty
(30) calendar days of the end of the Calendar Quarter

in which the production occurred.



7.10

In addition to the STATE's production share in accor-
dance with the terms of this Contract, CONTRACTOR is
obligated to sell to the STATE, if requested in writ-
ing, a portion of CONTRACTOR'S share of Crude 0il for
the internal consumption of the country in accordance

with Article 15 of the Hydrocarbons Law.

Should the STATE and CONTRACTOR con51der that the
processing and utlllzatlon of Natural Gas is economical
zation thereof, in addltlen to that used in secondary
recovery operatlons, then the construction and instal-
lation of fac1llt1es for such processing and utlllza—
tion shall be carried out pursuant to an approved Work
Program. The recovery of operating costs, sharing of
production, and handling of production shall be ef-
fected according to the same general framework as that
utilized for Crude 0il, except thét.STATE and CONTRAC-
TOR shall agree upon the sharing of éroduction, levels
of pre-tax rate of return, and the method of valuing
Natural Gas before CONTRACTOR initiates any such

operations.
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7.12 In the event that CONTRACTOR considers that the pro-

cessing and utilization of Natural Gas is not economi-
cal, the STATE may choose to take and utilize such

Natural Gas that would otherwise be flared in accor-
dance with the provisions of éection 5.3; all costs of
taking and handling will be for the sole account and

risk of the STATE.

SEC‘I‘ION VIII '
VALUATION OF CRUDE OIL

Crude 0il sold to thlrd partaes shall be wvalued as

follows: ;

(a) All Crude 0il taken by CONTRACTOR, including its
share ;ﬁd the share for the recovery of Petroleum
Operations Costs, and sold to third parties shall
be valued at the net realized price £.0.b. Repub-
lic of Equatorial Guinea received by CONTRACTOR
for such Crude 0il. -

(b) All of the STATE's Crude 0il taken by CONTRACTOR
and sold to third parties shall be vaiued at the
net realized price f.o.b. Republic of Equétorial
Guinea received by CONTRACTOR for such Crude 0Oil.

(c) The MINISTRY shall be duly advised before the

sales referred to in paragraphs (a) and (b) of
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(a)

(e)

this subéection are made, except for éale of
CONTRACTOR's share of Crude Oil.

Subject to any existing Crude 0Oil sales agreement,
if a more favorable net realized price-is avail-

able to the STATE for the Crude 0Oil referred to in

" paragraphs (a) and (b) of this subéection, except

CONTRACTOR's share of Crude Oll then the MINISTRY
shall so advise CONTRACTOR h wrltlng not less
than ninety (90) calendar days prlor to the com-
mencement of. the dellverles under the STATE's pro-
posed sales.contract,‘ Forty -five (45) calendar

days prior to the start of such deliveries, CON-

TRACTOR's ;ntentlon to meet the more favorable net
realized price in relation to the gquantity and
period of delivery concerned in said proposed
sales contract. In the absence of such notice the
STATE shall market said Crude 0il.

The STATES's marketing of such Crude Oil as
referred to in paragraph (d) of this subsection
shall continue until forty-five (45) éalendar days
after the STATE's net realized pricé on séid Crude
0il becomes less favorable. CONTRACTOR's obligation

to market said Crude Oil shall not apply until



after the MINISTRY has given CONTRACTOR at least
forty—fivé (45) calendar days advance notice that
the STATE does not desire to continue such sales.
As long as the STATE is marketing the -Crude 0il
referred to above it shall account to CONTRACTOR,
on the basis of the more favorable net réalized

price.

8.2 Crude 0il sold to othex ‘than third parties shall be

valued as follows: ?%f{a“:

(a)

(b)

by using the welghtéd average per unit price
received by CONTRACTOR and the STATE from sales to
third partles, ‘net of commissions and brokerages
paid in relation to such third party sales, during
the three (3) months preceding such sale, adjusted
as necessary for quality, grade and gfavity, and
taking into consideration any special circum-
stances with respect to such sales. |

if no such third party sales have been made during
such period of time, then on the basié used to

value Crude Oil of similar quality, grade and

gravity and taking into consideration any special



8.5

circumstances with respect to sales of such simi-

lar Crude 0il.

Third party sales referred to in this section shall

mean sales by CONTRACTOR to purchasers independent of
COﬁTRACTOR, that is purchasers with whom (at the time
the sale is made) CONTRACTOR has.no contractual inter-

est involving dlrectly or 1nd1rect1y any 301nt interest.

Commissions or brokerages lncurred in connection with
sales to third partles, 1f any, shall not exceed the

customary and prevalllng rate.

During any given Calendar Year, the handling of produc-
tion (i.e. the implementation of the provisions of
Section VII hereof) and the proceeds thereof shall be
provisibnally dealt with on the basis of the rélevant
Work Program and Budget of Petroléum Operations Costs
based upon estimates of quantities of Crude 0il to be
produced, of internal consumption in the Republic of
Equatorial Guinea, of marketing possibilities, of
prices and other sale conditions as well as of any

other relevant factors. Within thirty (30) calendar
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8.6

days after the end of said given Calendar Year, adjust-
ments and cash settlements between the Parties shall be
made on the basis of the actual quantities, amounts and
ﬁrices involved, in order to comply with the provisions

of this Contract.

In the event the Petroleum Operations involve the
segregatlon of Crude 0Oils of différent guallty and/or
grade and if the Partles do not othelese mutually
agree: e o |

(a) any and all prov151ons of thls Contract concerning

valuation of Crude 011 shall separately apply to

(b) each Crude Oll ‘produced and segregated in a given

year shall contribute to:

(i) the "required quantity" destined in such year
to the recovery of all Petroleum_Operations
Costs pursuant to Section VII;

(ii) the "required quantity" of Crude 0il fo which
a Party is entitled in such Year pursuant to
Section VII; |

with quantities, each of which shali bear'to the

respective "required quéntity" (referred to in (i)

or (ii) above) the same proportion as the quantity



9.3

of such Crude 0il produced and segregated in such
given Year bears to the total quantity of Crude

0il produced in such Year from the Contract Area.

SECTION IX
BONUSES AND SURFACE RENTALS

On the Effective Date, CONTRACTOR shall pay the STATE

the sum of U;S.;Uéifgkéa(ﬁ.§;x§_ )
as a signature bonuSg@iﬁi. """ ey
On the date CONTRACTOR notifles MINISTRY it has made a
Commercial Dlscovery, CONTRACTOR shall pay the STATE
the sum of Two Mliilon United States Dollars (U.S.
$2,000,000). This Commercial Discovery bonus shall not
be included in Petroleum Operations Costs.

CONTRACTOR shall pay the STATE the sum of Five Million
United States Dollars (U.S. $5,060,000) after daily
production from the Contract Area averages twenty
thousand (20,000) Barrels per day for a period of sixty
(60) consecutive days; and CONTRACTOR shall also pay
the STATE the sum of Twenty Million United States
Dollars (U.S. $20,000,000) after daily production from

the Contract Area averages fifty thousand (50,000)
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9.3

Barrels per day for a period of sixty (60) consecutive
days. Such payments shall be made within thirty (30)
calendar days following the last day of the respective

sixty (60) calendar days' period.

From the Effective Date and throughout the period
during' which CONTRACTOR is conducting Exploration
Operations, CONTRACTOR shall pay to the STATE an annual

surface rental of One Un;ted States Doliar (U S. $1.00)

two hundred (200) meters or more of water within which
CONTRACTOR is authorized to conduct Exploration Opera-
tions. For the year in which this Contract is signed,
the surface rentals shall be prorated from éhe Effective
Date through December 31 of that year, and shall be
paid within thirty (30) calendar days after the‘Effec-
tive Date. For succeeding years the surface rentals
shall be paid in advance, thirty (30) calehdar days

before the beginning of each Calendar Year.



10.1

10.2

10.3

The signature bonus and production bonus payments
required by Sections 9.1 and 9.3 hereof shall be in-

cluded in Petroleum Operations Costs.

SECTION X

PAYMENTS
All payments that this Contract obllgates CONTRACTOR to
make to the STATE shall be made to the Treasury of the

STATE in United States Bollars currency, or at CON-

TRACTOR's electhxj_x¢ other currency acceptable to the

STATE.

All payments due to CONTRACTOR shall be made in United
States Dollars currency, or at the STATE's election,
other currencies acceptable to CONTRACTOR, at a bank to

be designated by the CONTRACTOR.

Unless otherwise specifically pro&ided herein, any
payments required to be made pursuant to this Contract
shall be made within thirty (30) calendar days follow-
ing the end of the month in which the obligation to

make such payments occurs.
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11.1

11.2

12.1

SECTION XI
TITLE TO EQUIPMENT
Fixed installations acquired by CONTRACTOR or any of
its subcontractors for use in Development and Produc-
tion Operations will be the property of the STATE at
the end of the term of this Contract.
The provisions of subsectlon ll'lzof thlS Section XI
shall not apply to equlpment of CONTRACTOR or equipment
the production of Hydrocarbons " said equipment may be
freely exported from the Republlc of Equatorial Guinea.
..... SECTION XII
UNIFICATION
If a Field is designated within the Contract Area and
such Field extends to other parts of the ﬁepublic of
Equatorial Guinea in which other pédrties have obtained
a Contract for exploration and production of Crude 0il
or Natural Gas, or in which another Contract has been
granted to the CONTRACTOR, the MINISTRY mayidemand that
the production of Crude 0il and Natural Gas be.carried

out in collaboration with the other contractors. The



12.2

12.3

12.4

same rule shall be applicable if deposits okarude 0il
or Natural Gas,bwithin the Contract Area, which are not
commercially recoverable are deemed as commercially
exploitable if the production includes those parts of
the deposits which extend to areas controlled by other

contractors.

If the MINISTRY so orders, the CONTRACLOR shall col-
laborate w1th other contractors 1n preparlnq a collec-

tive proposal for COmmon productlon of the deposits of

.....

presented w1th1n the time period established, or if the
MINISTRY does not approve that proposal, the MINISTRY

may prepare or cause to be prepared for the account of

the parties involved, a plan for common production. If

the MINISTRY adopts such plan, the CONTRACTOR shall
comply with all the conditions established in such
plan.

This Section XII shall also be applicable to discove-
ries of deposits of Crude 0il or Natural Gas within the

Contract Area that extend to areas that are not within



12.5

the dominion of the Republic of Equatorial Guinea;
provided that in these cases, the MINISTRY shall be
empowered to impose the special rules and conditions
which may be necessary to satisfy obligations under an
agreemeﬁt with international organizations or adjacent
states, with respect to the production of'such deposits
of Crude 0il or Natural Gas.

Within one hundred eighty (180) calendar days following
a request by the MINISTRY CONTRACTOR shall agree and
proceed to operate under any cooperatlve or unitary
plan for the development and operatlon of the area,
Field or pool, or a part of the same, which includes
areas covered by tth Contract which the MINISTRY
deems feasible and necessary or advisable for purposes
of conservation. If a clause of a cooperative or
unitary development plan which has been approved by the
MINISTRY and which by its terms affects the Contract
Area or a part of the same, contradicts a clause of
this Centract, the clause of the cooperative or’unitary

plan shall prevail.



SECTION XTIIT
CONSULTATION AND ARBITRATION
13.1 The STATE and CONTRACTOR hereby consent to submit to
the jurisdiction of the International Centre for Settle-
ment of Investment Disputes (hereinafter the "CENTRE")
for-all disputes arising out of this Agreement or .
relating to any investment made under lt, for settle-

ment by conciliation followed, 1f the dlspute remains
unresolved within three (waﬁonths of the communication
of the report of the ConCLllatlon Commission to the
Party, by arbltratlon, pursuant to the Conventlon of
the Settlement of Investment Disputes between States

and Nationals of Other States (hereinafter the "Con-

vention").

13.2 The MINISTRY is a government agency of the Republic of
Equatorial Guinea, that has been de31gnated to the
CENTRE by the STATE, in accordance with Article 25(1)
of the Convention. In accordance with Article 25(3) of
the Convention, the Republic of Equatorial Guinea has
notified the CENTRE that no approval of consent agree-
ments by the MINISTRY is required [has given its

approval to this Consent Agreement in decree 1.

s nt



13.3

13.4

13.5

It is hereby stipulated by the Parties that CONTRACTOR

is a national of .

It is hereby agreed that the consent to the. jurisdic-

tion of the CENTRE expressed above shall equally bind

any. successor in interest to the present Government of
the Republic of Equatorial Guinea and to CONTRACTOR to
the extent that the CENTRE can aeeume Jurlsdlctlon over
a dispute between such sucCessor and the other Party.

.
0

It is hereby agréed that, -.ﬁ'ii'é"-fﬁg}ht of CONTRACTOR to

request the settlement of a dlspute by the CENTRE or to
take any step aswa pa?ty to a proceeding pursuant to
this Agreement shall not be affected by the fact that
CONTRACTOR has received partial compensation on the
conditional or an absolute basis, from any third party
(whether a private person, a state, a government agency
or an international organization), with respect to any
loss or injury that is the subject of the dispute;
provided that the Republic of Equatorial Guinea may
require evidence that such third party agrées to the

exercise of those rights by the CONTRACTOR.



13.6 Since the Republic of Equatorial Guinea [and/or CON-
TRACTOR's State] is not yet a party to the Convention,
it is hereby specified thatkthis Section XIII shall
enter into force on the date on which the Convention
comes into effect for that [both those] State, and that
date shall be considered to be the date on which the
Parties consented to submit diébutes to the CENTRE.
Until the procedure for the settlement of dlsputes
(30) calendar days after the ratlflcatlon of the Con-
vention by the Republlc of Equatorlal Guinea [and/or by
CONTRACTOR's State], all disputes shall be settled by
procedures analog@us to those that would be applicable
under the Convention, except that the proceeding shall
be initiated bf a direct communication from either
Party to the other, and that if the Arbitral Tribunal
is not constituted within ninety (90) calendar days
after the receipt of such communieation, either Party
may request the Secretary General of the CEﬁTRE to

appoint any arbitrators not yet appointed.
Any Arbitral Tribunal constituted in relation to a

dispute submitted to the CENTRE pursuant to this Sec-

tion shall consist of one arbitrator appointed by each

70



13.7

14.1

Party, and of an arbitrator appointed by the Chairman
of the Administrative Council of the CENTRE, which

arbitrator shall be President of the Tribunal.

Any Arbitral Tribunal constituted pursuant to this
Contract shall apply the law of the Republic of Equa-
torial Guinea. Such Arbitral Trlbunal constituted

pursuant to this Contract shall have the power to

decide a dispute ex aequo et bono.@vx T

SECTIQN‘ XIV
BOOKS AND ACCQUNTS AND AUDITS

BOOKS AND ACCOUN’I‘S

books and accounts reflecting all Petroleum.Operations
Costs as well as monies received from the sale of Crude
Oil and Natural Gas, consistent with modern petroleum
industry practices and proceedings' as described in
Exhibit "C" attached hereto. Such books and aécounté
shall be maintained in United States Dollars. Should
there be any inconsistency between the proéisions of
this Contract and the provisions of Exhibit "CJ, then

the provisions of this Contract shall prevail.



14.2

15.1

AUDITS

The STATE shall have the right to inspect and audit
CONTRACTOR's books and accounts relating to this Con-
tract in accordance with Section 4.8 hereof. In addi-
tion, the STATE may require CONTRACTOR to engage CON-
TRACTOR'S independent accountants to examine, in accor-
dance with generally accepted aﬁditing standards, the
CONTRACTOR's books and accbunts relatlng to this Con-
tract for any Calendar Year or perfarm such auditing
procedures as deemed approprlatelby the STATE. A copy
of the 1ndependent accquntant S report or any excep-
tions shall be forwarded to the STATE within sixty (60)

calendar days ﬁollow1ng the completion of such audit.

SECTION XV
NOTICES
Any notices required or given by either Party to the
other .. shall be deemed to have been delivered when
properly acknowledged for receipt by the reeeiving

Party. All such notices shall be addressed to:

MINISTRY OF INDUSTRY, MINES AND ENERGY



16.1

17.1

CONTRACTOR
Either party may substitute or change such address on

written notice thereof to therther.

SECTION XVI
LAWS AND REGULATIONS
For purposes of this Contract the laws of the Republic

e

of Equatorial Guinea shall govexn

. SEC‘I‘ION XVII
FORCE MAJEURE

Except as otherw1se pr0V1ded in this Subsection 17.1,
each Party shall be excused from complying with the
terms of this Contract, except for the payment of
monies then due, if any, for so long as such compliance
is hindered or prevented by riots, strikes, wars (de-
clared or undeclared), insurrections, reﬁellions,
terrorist acts, civil disturbances; dispositions or
orders of governmental authority, whether such éuthor-
ity be actual or assumed, acts of God, or by act or
cause that is reasonably beyond the controi of such
Party, such cases being herein sometimes éalled."Force
Majeure;" provided, however, inability to obtain equip-

ment, supplies, or fuel shall not be a cause of Force



18.1

Majeure. If any failure to comply is occasioned by a
governmental law, rule, regulation, disposition or
order of the Government of the Republic of Equatorial
Guinea as aforesaid and the affected Party is operating
in accordance with good petroleum industry practice in
the Contract Area and is making reasonable efforts to

comply with such law, rule, regulation, disposition or

the affected Party. In the event that either Party
hereto is rendered unable, wholly or in part, by any of
these causes to carry Out lts obligations under this

Contract, it 1s agreed that such Party shall give

e,

notice and detalls of Force Majeure in writing to the
other Party within seven (7) calendar days after its
occurrence. In such cases, the obligations of the

Party giving the notice shall be suspende@ during the
continuance of any inability so caused. Both parties
shall do all reasonably within their power to remove

such cause.

SECTION XVIIX
TEXT

This Contract is drawn up in the and Spanish

languages. If any question regarding the interpretation

Al i AP b RS e s I 6y 1 4 i e sy



of the two texts arises, then the Spanish text shall

prevail.

SECTION XIX

EFFECTIVENESS

19.1 This Contract shall come into effect on the Effective

19.2

19.3

Date.
ThlS Contract shall not- be annulled amended or modi-
fied in any respect, except by the mutual consent in

writing of the Partles hereto. “{QR

IN WITNESS WHEREOF@mﬁheL}arties hereto have executed
this Contract, fﬁ“éniblicate and in the and

Spanish languages, as of the day and year first above

written.

MINISTRY OF INDUSTRY, MINES AND ENERGY .
OF THE REPUBLIC OF EQUATORIAL GUINEA

By

CONTRACTOR

By

SUPREME MILITARY COUNCIL OF
THE REPUBLIC OF EQUATORIAL GUINEA

By Date




EXHIBIT "C"

Attached to and made an integral part of the Production
Sharing Contract (the "Contract") between the STATE of the

REPUBLIC OF EQUATORIAL GUINEA and

 CONTRACTOR, dated the day

of , 198 .

ACCOUNT IN‘GP RO CEDURE
.. “Arficle lwu-

‘Gerieral Provisions

1. Purpose f'~}. ..... }E
The accéuntiﬁéaﬁfgcedure herein provided for is to be
followed and observed in the performance of either
Party's obligations under the Contract to which this

Exhibit is attached.

2. Accounts and Statements

CONTRACTOR's acdounting records and books will be kept
in accordance with generally accepted and recognized
accounting systems, consistent with modern petroleum
industry practices and procedures. Books and reports

will be maintained and prepared in accordance with

VacEoRe w1



methods established by the MINISTRY. The chart of

accounts and rélated account definitions will be pre-
scribed by the MINISTRY. Reports will be organized for
the use of the MINISTRY in carrying out its-management

responsibilities under the Contract.

Article II

Petroleum Operagiggézcésts .

Definition for Purpeses of the Recovery of Costs and

Calculation of the Income.Taxes

For any year in whlch commer01al production occurs,

Petroleum Operatldpﬁﬂéosts consist of a) current year's
n0n4capital coségfib) current year's capital costs and
c) current year allowed recovery of prior year's unre-

covered Petroleum Operations Costs.

Non-capital Costs

Non—caﬁital costs means those Petroleum Operations
Costs incurred that relate to current year's opera-
tions. 1In addition to costs relating only\to current
operations, the costs of surveys and thé intaﬁgible
costs of drilling exploration and development Wells, as

described in paragraph (c), (d) and (e) below, will be



classified as non-capital costs. Non-capital costs include,

but are not limited to the following:

(a)

(b)

(c)

’

Labor, materials and services used in day to day
Crude 0il Well operations, Crude Oil Field produc-
tion facilities operations, secondary recovery
operations, storage, handling, transportation, and
delivery operations, Natufél Gas Well operations,
Natural Gas Fleld productlon facllltles opera-
tions, Natural Gas ffanqurtatlon, and delivery
operatlons, Natural Gas proce551ng auxiliaries and
utilities, and other operatlng act1v1t1es, includ-
ing repalrs and malntenance.

Office, serVLCes and general administration -
General services including technical and related
services, material services, transportation,
rental 'of specialized and heavy engineering equip—
mént, site rentals and other rentals of services
and property, personnel exéenses, public rela-
tions, and other expenses abroad.

Development and Production drilling - Labor,
materials and services used in drilling Wells with
the object of penetrating a proven reservoir,
including the drilling of delineation Wells as

Well as redrilling, deepening or recompleting



Wells, and access roads, if any, leading directly
to Wells..

(d) Exploratory Drilling - Labor, materials and ser-
vices used in the drilling of Wells with the
object of finding unproven reservoirs of Crude 0il
and Natural Gas, and access roads, if any, leading
directly to Wells.

(e) Surveys - Labor, materlals.;sd serv1ces used in
aerial, geologlcal'“topograph;cal geophy81cal and
seismic surveys, and core- hole drllllng

(f)A Other exploratlon exééhditures - Auxiliary or
temporary fac111t1es hav1ng lives of one year or
less used 1n exploratlon and purchased geological

(g) The signature bonus and production bonuses payable
in accordance with 9.1 and 9.3 of the Contract.

Capital Costs

Capital Costs means expenditures made .for items that
normally have a useful life beyond the year incurred.
Capital costs include, but are not limiteé to, the
following: | .

(a) Construction utilities and auxiliaries - Work

shops, power and water facilities, warehouses, and



(b)

(c)

(4)

field roads other than the access roads mentioned
in paragraphs 2(c) and 2(d) above. Cost of Crude
0il jetties and anchorages, treating plants and
equipment, secondary recovery systems,_gas plants
and steam systems.

Construction housing and welfare - Housing,

recreational facilities and.@ther tanglble prop-

erty incidental to constrhctlon.

Production Fac1llt1es —'Offshore platforms (in-
cluding the: costs of labor, fuel hauling and
supplies for both the off51te fabrication and

onsite 1nstallatlan of platforms, and other con-

ing submarine pipelines), wellhead equipment,
subsurface lifting equipment, production tubing,
sucker rods, surface pumps,'flow line§, gathering
equipment, delivery lines and storage facilities.
Movables - Surface and subsufface drilling and
production tools, equipment and instruments,
barges, floating craft, automotive qquipment,
aircraft, construction equipment, furniture ahd

office equipment and miscellaneous equipment.



Article III

Accounting Methods To Be Used to Calculate Recovery

 of Petroleum Operations Costs and Income Taxes

Depreciation

Depreciation will be calculated from the year in which
the asset is placed 1nto serv;ce, w1th a full years's
depreciation allowed the 1n1t1al year Déprec1atlon of
capital costs for purposes of Income Tax Calculation

will be calculated over four (4) years. The method

The lives to be usea for items for which Capital Costs
are incurred shall be four (4) years. The undepre-
ciated balance of assets taken out of service will not
be charged to Petroleum Operations Costs but will
continue to depreciate based upon the lives described
above, except where such assets have been subjected to
unanticipated destruction, for example, by fire or

accident.



Overhead Allocation

General and administrative costs, other than direct
charges, allocable to this operation should be deter-
mined by a detailed study, and the method determined by
such study shall be applied each year consistently. The
mefhod selected must be approved by the MINISTRY, and
such appro&al can be reviewedﬁﬁgriodically by the

MINISTRY and the CONTRACTQR::_"-..]:{"'-‘: ;

Interest Recovery

Interest on loans obta;hed by a Party from Affiliates

or parent companles Qr from third party non-affiliates

-at rates not exceedlng prevailing commercial rates for

investments in Petroleum Operations may not be re-
coverable as Petroleum Operations Costs but may be
deducted from income when calculating CQNTRACTOR'S
Income Tax liability. Details of any financing plan
and amounts shall be included in eéch year's Budget of
Petroleum Operations Costs for the prior approval of
the MINISTRY. All other financing must a}so be ap-

proved by the MINISTRY.



Natural Gas Costs

Petroleum Operations Costs directly associated with the
production of Natural Gas will be directly chargeable
égainst Natural Gas revenues in the manner -agreed by
the Parties. Petroleum Operations Costs incurred for
production of both Natural Gas and Crude 0il will be
allocated to Natural Gas and Crude 0il as agreed by

both Parties.

Inventory Accountlng

The costs of non*gapltal ltems purchased for inventory
will be recoverable 1n the year in which the items have
been landed in ;he;Republlc of Equatorial Guinea.

Insurance and Claims

Petroleum Operations Costs shall include premiums paid
for insurance normally required to be carried for the
operations relating to CONTRACTOR's obligations con-
ducted under the Contract, but shall not includé expen-
ditures incurred and paid in settlement of any and all
losses, claims, damages, judgments, and othér expenses,
including monies relating to CONTRACTOR'é obliéations

under the Contract.



