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Production Sharing Contract

BY AND BETWEEN

NIGERIAN NATIONAL PETROLEUM CORPORATION
(THE “CORPORATION")

and

SHELL NIGERIA ULTRA DEEP LIMITED
(THE “CONTRACTOR”)

COVERING: BLOCK 245 OFFSHORE NIGERIA

Dated : 2NN JECENBUE 2003
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' THIS CONTRACT Is made this220\iay of.h@%% BETWEEN

the NIGERIAN NATIONAL PETROLEUM CORPCORATION, a

- corporation established under the laws of the Federa] Republic of

N_ig\t_a:ria,,wlth its head office at NNPC Towers, Herbert Macaulay
Way, Central Business District, Abuja (hereinafter referred to as
"the CORPORATION” which exprssion shall, where the context
so admits, Include its successors-In-tifle and assigns) of the one
partand SHELL NIGERIA ULTRA DEEP LIMITED, company
incorporated under the laws of Federal Republic of Nigeria, having

ts registered office at Freeman House, 21/22 Marina, Lagos,
(hereinafter called "CONTRACTOR" which expression shall, whers

the context so admits, Include Its respective successors-In-title and
assigns) of the other part.

WHEREAS, by virtue of Section 1 of the Pstroleum Act Cap 350
Laws of Nigeria 1990 as amended, the Federal Government of the
Federal Republic of Nigeria is vested with the entire ownership and
contral of all petroleum in, under or upon any land which Is in
Nigeria or under the territorial waters of Nigeria or within the
Exclusive Economic Zone of Nigeria; and

WHEREAS, the CORPORATION s the holder of the -oil
prospecting license (OPL) No. 245 described in Annex A hereto
and any subsequent Oll Mining Lease (OML) derlved therefrom;

and

WHEREAS, the sald area of the OPL 245 and any subsequent
OML shall constitute the Contract Area; and

b



WHEREAS, by vitue of the Nigerian National Petroleum
Corporation Act Cap 320 laws of the Federation of Nigeria 1880,
the CORPORATION has the right, power and authority to enter into
this Contract; and

WHEREAS, the CONTRACTOR represents that it together with its
Affliates has the technical competence and professional skills
necessary to conduct Petroleum Operations and has the funds
boeth local and foreign for carrying on the said operations and has
agreed to conduct the said operations; and

NOW THEREFORE, in consideration of the premises and the
mutual covenants herein reserved and contained, it Is hereby
agreed as follows:

CLAUSE 1 - DEFINITIONS

- ~As used In this Contract, unless otherwise specified, the following

terms shall have the respective meaning herein ascribed to them:

(@) “Accounting Procedure” means, the Rules and
Procedures as set forth in Annex B and attached to and
forming part of this Contract.

(b) ‘“Affiliate” means, a company ar other entity that controls
or is controlled by a Party to this Contract, or which is
controlled by a company or other entity which controls a
Party to this Contract, It being understood that control
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shall mean ownership by one company or entity of at
least fifty (50%) percent of:

()  the voting stock, If the company is a corporation
Issuing stock: or

(i) the controlling rights or Interests, if the antity is
not & corporation,

In relation to Sheli Nigeria Ultra Deep Limited,
(@N.V.  Koninklijke  Nederlandsche - Petroleum
MaatsqhappU,

(b)The “Shell” Transport and Trading Company PLC:
Any company (other than Shell) which is for the time
being directly or indirectly controlled by N.V.
Koninklijke Nederlandsche Petroleum Maatschappij
and the "Shell” Transport and Trading Company, PLC
or elther of them. For the purposes of this definition, a
company Is directly controlled by another company or
companles If such other company or companies hold
shares carrying In the aggregate at least fifty percent
(50%) of votes exercisable at a general meeting of the
first mentioned company or companies; and a
particular company is Indirectly controlled by a
company or companies (hereinafter called the "parent
company or companies") If a serieg of companies can
be specified, beginning with the parent company of
companles and ending with particular company so
related that each company of the series, except the




(e)

O

n

(h)

0

parent company or companies, is directly contrelled by
one or more of the companies earlier In the series,

“Available Crude OII" means, the Crude Qil won and
saved from the Contract Area.

" “Barrel” means, a quantity or unit of Crude Oil, equal to

forty-two (42) United States gailons at the temperature
of sixty degrees (80) Fahrenheit at normal
atmospheric pressure.

“Budget” means, the cost estimate of items included In
a Work Programme.

“Calendar Year" means, a period of twelve (12) months

' commending from January 1 and ending the following

December 31, according to the Gregerian Calendar.

“Capital Cost” means, those expenditures incurred and
obligationis made in accordance with Article 1.2 of the
Accounting Progedures.

“Commercial Quantity” shall have the same meaning as
defined In the Petroleum Act CAP 350 Laws of the
Federation of Nigeria 1890 as amended.

*Concesslon Rentals” means, the rents payable on the
OPL and OML under the Petroleum Act CAP 350 Laws
of the Federation of Nigeria, as amended.
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‘Contract Area” means, the area of the OPL 245 and
any OML derived therefrom.

‘Contract Year" means, a period of twelve (12)
consecutive months according to the Gregorian
Calendar, from the Effective Date of this Contract or
from the anniversary of the Effective Date.

“Cost OllI' means, the quantum of Avallable Crude Oil
allocated to the CONTRACTOR for recovery of

"Operating ‘Costs after the allocation of Réyalty Qi to

the CORPORATION,

“Crude OI" means, the liquid petroleum which has
been treated but not refined and Includes condensates
but excludss basic sediments and water.

“Deep Offshore” means, any water depth beyond 200

metres,

“Effective Date" means the date on which the sums
specifled In Clause 2.1 (a) and Clause 2.1 (b) are paid
by the Contractor

“Forelgn Currency” means, currency other than that of
Nigeria agreed upon by the Parties and acceptable to
the Federal Government of Nigeria.

"Gavermnment” means, the Government of the Federal
Republic of Nigerfa.
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(W)

v)

(w)

“Gross Negligence” means, any act or failure to act of

any Senlor Supervisory Personnel (whether sole, joint
or concurrent) which was intended to cause, or which
was in reckless disragard of or wanton Indifference to,
the harmful consequences such act or failure to act
would have on (a) the safety of personnel or property or
(b) Petroleum Operations.

“Lifting Procedure" means, the Rules and Procedures
set forth In Annex D and attached to and forming part of
this Contract.

“Minister’ means, the Minister charged with the
responsibility for Petroleum Resources in Nigeria.

“Ministry" means, the Ministry charged with the
responsibiiity for Petroleum Resources in Nigeria.

“Natural Gas” means, all gaseous hydrocarbdns
produced In association with the Crude Oil or from
reservolrs  which  produce  mainly  gaseous
hydrocarbons.

“Oil Miring Lease” (“OML") means, a lease granted by
the Minister under the Petroleum Act CAP 350, Laws of
the Federation of Nigeria as amended, to a lessee to
search for, win, work, carry away and dispose of

petroleum,
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(aa)

"Oil Prospecting License" ("OPL") means, a license
granted by the Minister under the Peiroleum Act CAP
350, Laws of the Federation of Nigeriz as amended, to
a licensee to prospect for petroleum.

“‘Operating. Costs” means, expenditures Incurred and
obligations made as determined In accordance with
Article 1| of the Accounting Procedure.

“Party" means, either the CORPORATION or the
CONTRACTOR and “Parties" means, the
CORPORATION and the CONTRACTOR.

‘Petroleum Operations” means, the winning or
obtaining and transportation of petroleum or chargeable
oll in Nigeria by or on behalf of & company for its own
account by any drilling, mining, extracting or other like
operations or process, not Including refining at a

.. refinery, In the course of business carried on by the

company engaged [n such operations, and all
operations incldental thereto and any sale of or any
disposal of chargeable oil by or on behalf of the

company;
/

(ab) “Petroleum Profit Tax" or “PPT" means, the tax pursuant

to the Petroleum Profits Tax Act CAP 354 Laws of the
Federation of Nigeria 1990 as amended.

10




(ac) “Proceeds” means, the amount in U.S. Dollars
determined by multiplying the Realizable Price by the
number of Barrels of Available Crude Oil lifted by either

Party.

(ad) “Profit QiI" means, the balance of Available Crude Oil
-after the allocation of Royalty Qil, Tax Qil, and Cost Oil.

(ae) “Realizable Price” means, the price in U.S, Dallars per
Barre! determined pursuant to Clauss 10.

(af) “Royalty" means, the amount payable pursuant to the
Petroleum Act CAP 350 Laws of the Federation of
Nigeria and Petroleum (Drilling and Production)
Regulations Cap 350, Laws of the Federat'ion of Nigeria

- 1980, as amended.

(ag) *Royalty Ol means, the quantum of Available Crude
- Qil that will generate an amount of Proceeds equal to
the actual payment of Royalty and Concession Rentals.

(ah) *Senior Supervisory Personne!” means, with respect to
a CONTRACTOR, or any of Its Affiiates providing
services, any senior sup(ervisory employee who
functions in Petroleum Operations and who is in charge
of on-site drilling, construction, production, installations
or facilties and related operations, or any other field
operations, or employee who functions at a
management level equivalent to or superior to the




(al)

described positions, 8Ny person to whom such person
reports (such as an officer or director of such
CONTRACTOR or of any such Affiiate of the
CONTRACTOR).

“Tax Qi means, the quantum of Avallable Crude Ojl
allocated to the CORPQORATION which wil generate an
amount of Proceeds equal to the actual payment of
PPT,

“Work Programme” means, the stateament itemizing the
Petroleum Operations to be carried out In the Contract
Area for the applicable period as defined In Clause 6.

(ak) “Year" means, a period of tweive (12) consecutive

months according to the Gregorian Calendar.

Reference to the singular includes & reference to the plural

‘and vice versa.

The headings used in this Contract are for convenlence only -

and shall not be used to construe or interpret the Contract,

CLAUSE 2

BONUS

2.1 Signature/Prospectivity Bonus

12




2.2

23

2.4

CONTRACTOR shall make payment of the Signature Bonus
of two hundred and ten million dollars (US$ 210 million) as
follows:

(&) the sum of one million United States of America dollars
(US$ 1 million) to the Federal Government of Nigeria
PTDF Account within thirty (30) days of the execution of
this Contract;

(b) the balance of two hundred and nine million dollars (US$
209 million) shall be paid into a nominated escrow
account, five days after execution of the Escrow

- Agreement in accordance with the terms agreed between
the Parties.

Production Bonus
CONTRACTOR shall pay to the CORPORATION =a
Production Bonus as foliows: One hundred thousand Barrels

~7(100,000 bbls) or cash equivalent at the attainment of each of

the following cumulative production levels:

(a)Fifty Million Barrels (50 MMB)
(b)One Hundred Million Barrels (100 MMB)

The Production Bonus provided for in Clause 2.2 hereof shall
be paid within thirty (30) days of such production levei being
first attained,

The CORPORATION may serve the CONTRACTOR a thirty-
(30) days notice of revocation, if the CONTRACTOR fails to
pay the Bonuses specified in this Clause. At the expiration of
the revocation notice, this contract shall terminate forthwith.
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2.5

84

3.2

3.3

The Bonuses provided for in this Clause 2 shall not be
recoverable as Cost Oil, |

CLAUSE 3

SCOPE

This Contract Is a Production Sharing Contract, governed in

-accordance with the terms and provisions hereof, Petroleum

Operations .and provision of financial and technical

--requirements by the CONTRACTOR under this Contract

shall be with the prior approval of the CORPORATION as
required in Clauses 7.2(e) and (f), 12.1, 18, 19.2 and Annex
E, Article 1.3 (a) and (b) and Articles 3.3, 3.6, and 5.6, and
any other clause requiring approval of CORPORATION
under this Contract. The CORPORATION, as holder of all
rights In and to the Coritract Area, hereby appoints and
conveys to the CONTRACTOR, the exclusive right to
conduct Petroleum Operations in the Contract Area.

During the term of this Contract the total Avallable Crude Oil
shall be allocated to the Parties in accordance with the
provisions of Clause 9, the Accounting Procedure (Annex B)
and the Allocation Procedure (Annex C).

The CONTRACTOR together with its Affiliates shall provide
funds and bear Interest on funds, in addition to bearing the




risk of Operating Costs and the risk required to carry out
Petroleum Operations and shall therefore have an economic

- Interest in the development of Crude QOil and Natural Gas.

3.4

41

The CONTRACTOR is engaged in Petroleum Operations
pursuant to Petroleum Profits Tax Act Cap 354 Laws aof the
Federation of Nigeria 1880 (‘PPT Act”) as amended and
accordingly, the Companles Income Tax Act 1979 Cap 60
Laws of the Federation 6f Nigeria 1990, as amended, shall
have no application,

CLAUSE 4

TERM

(8) The term of this Contract, subject to Clauses 4.1 (c) 19

- and 21 hereln, shall be for thirty (30) years from the
Effective Date, Inclusive of ten (10) years exploration
period under the OPL and twenty (20) years OML
period.

- (b) At the end of the twenty (20) year OML period, the

CORPORATION shall seek the maximum allowed
renewal period of the OML subject to the performance
of all the CONTRACTOR's obligations, to the
satisfaction of the CORPORATION during the explring

period of the OML. If such renewal Is granted, this '




Contract shall be extended for the duration of such
renewal at the option of elther Party.

() I pursuant to the provisions of Clause &.5 herein,
CORPORATION obtalns a new OPL over the Contract
Area or an extension thereof, the Contract shall be
extended for the term of such extension or new OPL:
and the terms of the Contract shall continus to apply
mutatis mutandis for the period of such exiension.

CLAUSE 5

EXCLUSION OF AREAS

5.1 Subject to Clauses 6.5, 19, and 21, the duration of the OPL
relating to this Contract shall be for a period of ten (10) years
from the Effective Date. At the end of the OPL period,
CONTRACTOR shall relinquish fifty per cent (50%) of the
Contract Area In accordance with the Regulations

CLAUSE 6

CLAUSE 6 - WORK PROGRAMME AND EXPENDITURE
== s m D RA TRV URAMME AND EXPENDITURE

6.1 Within two (2) months after the Effective Date and thereafter
at least three (3) months prior to the beginning of each year
the CONTRACTOR shall prepare and submit for review and
approval by the Management Committes, pursuant to Clause

16




8.2

7, a Work Programme and Budget for the Contract Area
setting forth the Petroleum Operations which CONTRACTOR
proposes to carry out during the ensuing year, or in case of
first Work Programme and Budget, during the remainder of
the current year. The Management Committee shall review
and approve such Work Programme and Budget in
accordance with Clause 7.4(e) prior to submission of the
Work Programme and Budget to the Ministry.

The minimum Work Programme to be executed by the
CONTRACTOR during the exploration period of this Contract
shall be as follows:

(@) Flrst (1°") Phase - Contract Years 1 to 5:
CONTRACTOR shall acquire from PGS and
process a minimum of 2,500 square kilometer of
3D seismic and drlll two (2) wells.

(b) Second (2™) Phase- Contract Years 6 to 10:
CONTRACTOR shall drill one (1) well and if on
the assessment of the Management Committee, it
has made a potentially commercial discovery,
then it shall drill one (1) additional well which shall
be an appralsal well.

Subject to Clause 6.5, If at the end of any of the phases the
CONTRACTOR should perform less than the minimum Work
Programme required, the amount of money left outstanding
under the perfarmance bond required pursuant to Clause 6.4
shall be forfeited and paid to the CORPORATION,
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6.3 If CONTRACTOR compietes 'the minimumn Work Programme

"stipufated in any of ths above phases as described in Clause

€.2 (a), or (b) respectively, CONTRACTOR shall have the

~ right to terminate the Contract at the end of each of the above

phases, as provided In Clause 18,6, Subject to Clause 8.5, if

CONTRACTOR falls to fully execute the minimum Work

Programme In any phase, then CORPORATION shall have

the right to terminate this Contract, as provided in Clause
19.1(b).

6.4 (@) Within forty five (45) days after the Effective Date of
~ this Contract, CONTRACTOR shall submit to the
CORPORATION a performance bond (in the form
attached and marked Annex F) for the first phase of the
exploration period as security for the performance by
.CONTRACTOR of the minimum Work Programme
stipulated for the first phase. The performance bond
shall be In an agreed format from a reputable

- intemational bank acceptable to the CORPORATION.

(b) The above obligation of CONTRAGTOR to submit a
performance bond as a security shall be separately
fulfiled by the CONTRACTOR in respect of the second
phase of the exploration period, following its entry into
the sald phase,

(¢) For the first phase, the performance bond shall be in
the amount of Sixty milliori U.S. Dollars ($60,000,000)
and for. the second phase in the -amount of Thirty
million U.S. Dollars ($30,000,000).

18




(d) The amount of the performance bond submitted by the

CONTRACTOR for each phase shall be reduced

- annually based on the monetary expenditures

CONTRACTOR has incurred in the previous year of such

phase and shall terminate at the end of each phase, if the
minimum work therefore has besn performed.

B.5 In the event CONTRACTOR is unable to carry out its
- obligations under this Clause & or any other provision of the
“Contract as & result of an Order of Court or other

prdceedings before any other constituted authority affecting
'OPL 245 and/or the Contract Area, then upon notification to
‘the CORPORATION, the time for the performance of such
CONTRACTOR ‘s obligations shall be extended for & period
equal to the period during which CONTRACTOR was unable
to carry out such obligations, and the CONTRACTOR shall
not be in default of such obligations under this Contract. If
_sich extension falls outside the statutory OPL period,
" CORPORATION shall seek an extension of the OPL or
obtain 2 new OPL over the Contract Area o commence
immediately upon the expiration of the original statutory OPL

term,

CLAUSE 7 - MANAGEMENT COMMITTEE

7.4 A Management Committee shall be established within thirly
(30) days from the date of execution of this Contract for the
purpose of providing orderly direction of all matters pertaining
to the Petroleum Operations and Work Programme.

19
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7.2 The powers and duties of the Management Committee shall
include but not limited to the following:

(@) the revision, and approval of all proposed Work
Programmes and Budgets in accordance with Clauses
8.1 and 7.4(e);

(b) the revisions, and approval of any proposed
recommendations made by efther Parly or by any sub-
committe'e‘ pursuant to Clause 7.7 with respect to
Petroleum Operations;

(c) ensuring that the CONTRACTOR carries out the
declsions of the Management Committee and conducts
Petroleum Operations pursuant to this Contract;

- (d) the conslderation and decision on matters relating to

. the reilnqd[shment of areas in the Contract Area

pursuant to Clause 5; and in accordance with the
petroleum laws;

(e) settlement of claimé and litigation in excess of five
~ hundred thousand Naira (N500,000) or the equivalent
thereof In Foreign Currency, or such other amount as
may be approved by the Management Committee in so
far as such claims are not covered by policles of
Insurance maintained under thisContract provided,
however, that such settlements which exceed ten

b EE




(h)
- provisions of the Accounting Procedure (Annex B), the

)

- {9)

()

million Nalra (N10,000,000) shall be with the approval
of the CORPORATION; ‘

consideration and approval of the sale or disposal of
any items or movable property relating to Petroleum
Operations in accordance with the provisions of this
Contract, except for items of historlc costs of [ess than
One hundred thousand (N100,000) Naira (or such other

~amount as may be approved by the Management

Committes) provided that any intention to sell or
dispose of fixed assets shall be referred to the
CORPORATION;

settlement of unresolved audit exceptions arising from
audits as provided for in Clause 14,3 of this Contract;

ensuring that the CONTRACTOR implements the

Lifting Procedure (Annex D), and the Procurement and
Project Implemantation Procedurss (Annex E) and all
amendments and revisions thereto as agreed by the
Parties; |

any other matters relating to Petroleum Operations
exceph

(B those matters, reserved to the Parties in their
respective rights pursuant to Clause 8; or
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(k)

7.3 (a)

b)

(If) those matters elsewhere provided for In this
Contract:

consideration ang approval of the sale, disposal or
exchangs of Information to thirg parties other than
routine exchange of seismic data and other such data
commonly exchanged within the industry; and

consideration and determination of any other matter
relating to the Petroleum Operations which may be
referred to it by any Party (other than any proposal to
amend this Contract) or which is otherwlse designated
under this Contract for refarence to I,

The Management Committea shall consist of ten (10)
Persons appointed by the Parties as follows:

CORPORATION. 5
CONTRACTOR -

Each Party shall designate by notice In writing to the
other Party, the names of its representatives to serve
@s members of the Management Committee as
provided In Clause 7.3(a) hereof and their respective
altemates, which members or alternates shall be
authorised to represent that Party with respect to the
decisions of the Management Committee. Such notice
shall give the names, tiles and addresses of thg
designated members and alternates,

22
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-or alternates as described in Clause 7.3(b) from tims to

()

At least fourteen (14) working days prior to each

..scheduled Management Committee meeting, the

secretary shall provide an agenda of matters, with

. briefs, to be considered during such meeting. Any Party
- desiring to have other matters placed on the agenda

shall give notice to the other Party not less than seven

-~ (7) working days prior to the scheduled meeting. No

other matter may be Introduced into the agenda

.- thereafter for deliberation at the meeting unless

mutually agreed by the Parties. No agenda shall be
required In the event of an emergency meeting called
pursuant to Clause 7.4(b).

Either Party may change any of its respactive members

- time by notifying the other Party in writing not less than

ten (10) days in advance of the effective date of such
change.

The CORPORATION shall appoint one of its five (5)
members as the chairman of the Management
Committee and the CONTRACTOR shall appoint the
secretary. The secretary shall not be a member of the
Management Committee but shall keep minutes of all
meetings and records of all decislons of the
Management Committee. The minutes of each meeting
shall be approved by the Management Committee at
the next meeting and copies thereof shall be supplied
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to the Parties. In addition, the secretary shall at each
meeting, prepare a written summary of any decision
made by the Management Committes for approval and
signature by the Parties.

Not later than the twenty-eighth (28th) day of February
of each Year, the chairman shall prepare and forward to
the Parties, a calendar of meetings as agreed by the
Management Committes for that Year,

The Management Committee shall meet at least once
every four (4) calendar months, or at such other
intervals or venue as may be agreed by the
Management Committee and, In addition, whenaver
requested by elther Party by glving at least twenty-one
(1) days notice in writing to the other Party which
notice shall specify the matter or matters fo be
considered at the meeting; or, when summoned by the

) chalrman or by the CONTRACTOR as an emergency

()

meeting for which no specified notice perlod shall be
required,

The quorum for any meeting of the Management
Committee shall conslst of a minimum of three (3)
representatives of the CORPORATION and three 3)
representatives of the CONTRACTOR. The chalirman or
his afternate and the CONTRAGTOR's designated Isad
representative or his altemate must bs present at every
Management Committes meetings fof a quorum to be
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Co(d)

formed. If no such quorum is present, the chairman shall
call another meeting of the Management Committee
giving at least fourteen (14) days written notice of such
meeting.

The secretary shall In consultation with the chairman
convene all meetings of the Management Committee
other than emergency meetings.

Within sight (8) wesks after the submission of a Work
Programme and Budget by the CONTRACTOR, the
Management Comrmittee shall mest to consider and
approve such submisslons. Should the
CORPORATION wish to propose a revision as to
certain specific features of the said Work Programme
and Budgst, it shall within eight (8) weeks after receipt
of such Work Programme and budget so notify the
CONTRACTOR in writing specifying in reasonable
detail the changes requested and its reasons thereof.
The Management Committee shall resolve the request
for revisions proposed by the CORPORATION. If the
CORPORATION has not proposed any revisions in
writing within eight (8) weeks, then the said Work
Programme and Budget as submitted shall be
approved by resolution of the Management Committee.
Any portion of a Work Programme about which the
CORPORATION has not proposed & revision shall in
so far as possible be carried out as prescribed therein.
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7.5

(a)

(b)

Except as may be expreésly provided for in this
Contract, the Management Committee shall determine
and adopt rules to govern Its procedures.

Members attending a mesting of the Management
Committee may. be accompanied by advisers and
experts to the extent reasonably necessary to assist

" with the canduct of such meeting. Such advisers and

experts shall not vote or In any way participate In
decisions, but may contribute in a non-binding way to
discussions or debates of the Management Commitice.

Except as otherwise expressly provided in this Contract
all decisions of the Management Commiittee shall be
made by the unanimous vote of the Partles. If

unanimity is not obtained on any matter (including any

matter pertaining to a Work Programme or Budget
proposed by the CONTRACTOR) submitted to the
Management Committee, then the Management
Committee shall meet agaln to attempt to resolve such

matter not later than fourtesn (14) days after the

meeting In which the proposed matter falled to be
resolved. Any portion of sgch proposal that isresolved
shall In so far as possible be carried out. At least saven
(7) days prior to such second meeting, the Party
casting the dissenting vote shall provide to the other
Party In writing In reasonable detall the reasons for
such dissantlngA vote. If such reasons are not provided
gt least seven (7) days prior to such second meeting,

26




then the proposal shall be deemed approved. In such
secand meeting the agenda shall comprise of such
written reasons as provided by the dissenting Party. If
unanimity Is not obtained in the second meeting, then
the Management Committee shall meet a third time
wlithin fourteen (14) days after the second meeting. If
unanimity is not qbtalned In the third meeting then the
CORPORATION and the CONTRACTOR may agree fo
appoint an independent qualified expert to advise on
the matter, which advice shall be binding on the
Parfies. In the event of fallure of the Parties to agree to
the appolntment of the said expert, the provisions of
Clause 24 shall apply.

{d) The Parties shall be bound by, and abide by, each
decision of the Management Committee duly made In
accordance with the provisions of this Contract.

7.6 Any matter which Is within the powers and duties of the
Management Committee may be determined by the
Management Committee without a Management Committee
mesting If such matter Is submitted in writing by either Party

~ to the other Party with dus notice and wijth sufficient

“Information regarding the matter to be determined so as to
enable the Parties to make an Informed decision with respect
to such matter, The other Party to whom the information Is
submitted shall agree In writing with the propased request for
the sald decision to be carrled out subject further to the
provision of Clause 7.6(d) herein

27
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(@)

Except for urgent matters referred o in Clause 8.1(p),
each Party shall cast its vote with respect to such matter

_ within twenty-one (21) days of recelpt of such notice and

“such manner of determination shall be followed unless a

Party objects, within fourteen (14) days of receipt of

~ Such notice, to having the matter determined in such

! manner. If any Party fails to vote by the expiry of the

b))

twenty-one (21) days period for voting, It shall be

__deemed to have voted in the affirmative. The secretary
_ " ~shall promptly advise the Parties of the results of such
' j_'vote and the secretary shall draft a resoiution to be

- slgned as soon as possible by the Partles.

Each Party shall nominate one of Its officers as its
representative from whom the other Party may sesk
binding decisions on urgent matters, Including, but not
limited to ongoing drilling operations, by e-malil, by

- _ telephone, registered or hand delivered, letter, facsimile

(@

transmission, or In person and advise each other In
writing of the persons so nominated and any changes

theraof,

The decislons made pursuant to this Clause 7.6 shall

~ be recorded in the minutes of the next scheduled

meeting of the Management Committee, and shall be
binding upon the Parties to the same extent as if the
matter had been determined at & meeting of the
Management Commltl@a{;




7.7 The Management Committee shall establish exploration and
technical sub-committees and any other advisory sub-
committees, as it considers necessary from time to time such
as finance and budget, and legal services sub-committees:

{a)-- Each sub-committee established pursuant to Clause

- 7.7 shall be given terms of reference and shall be

-~ subject to such direction and procedures as the
Management Committee may give or determine.

(b) - The Management Committee shall appoint the
members of the sub-committee, which shall be
comprised of equal representation from the Parties.

. The chairman and the secretaries of the sub-
committees shall be appointed by the Management
Committee.

- (e):- The deliberations and recommendations of any sub-
committee shall be advisory only and shall become
binding and effective upon acceptance by the
Managerent Commitiee.

-~ CLAUSE 8 - RIGHTS AND OBLIGATIONS OF THE PARTIES

8.1 In accordance with this Contract, the CONTRACTOR shall:

(a) provide all necessary funds for payment of Operating
Costs Including, but not limited to, funds required to

29

| ! TRHE COPY
" CERTIFIED T |
‘1 &l &+ GOURE
R ' EEDERAL HIGH C

| U Acm o

1 / u
| I | ng‘llﬂturﬁ N ‘Jae FVp wor ¥ED VO |
| Date - .- lreefe: oy




(b)

c)

- 4d)

()

(h

provide all materials, equipment, supplies, and

technical  requirements (including personnel)
purchased, paid for or leased In Foreign Currency;

providle such other funds for the performance of Wark
Programmes including payments to third partiea who
perform services In accordance with terms contained
therein as sub-contractors:

prepare Work Programmes and Budgets and carry out
approved Work Programmes in accordance with
Intemationally acceptable pstroleum industry practices
and standards with the objective of avolding waste and
obtaining maximum ultimate recovery of Crude Oil at
mfnlrnum costs;

ensure that all leased equipment. paid for in Foreign
Currency and brought into Nigerla- for Petroleum
Operations are treated in accordance with the terms of

the applicable leases;

have the right of Ingress to and egress from the
Contract Area and to and from facllities thereln located
at all times during the term of this Contract;

submit to the CORPORATION for permanent custody
copies of all geological, geophysical, drllling, well
praduction, operating and other data ‘and reports as it
may compile during the term hereof and at the end of




~a)
)

e

the Contract surrender all original data and reports to
the CORPORATION;

prepare estimated and final PPT returns and submit
same to the CORPORATION on a timely basis in

accordance with the PPT Act;

have the right to lift in accordance with Annex D and

"= freely export and to retain abroad the receipts from the
" sale of Available Crude Oil allocated to it here under;

prepare ‘and carry out plans and programmes for
Industry tralning and education of Nigerans for all job

* classifications with respect to Petroleum Operations in

“ Petroleum Operations in & prudent and cost effective

(k)

* accordance with the Petroleum Act Cap 350 Laws of the

Federation of Nigeria 1890, as amended;
employ only such personnel as required to conduct the
manner giving preference to Nigerian cltizens;

give preference to such goods which are available in
Nigeria or services that can be rendered by Nigerian

" nationals, provided they meet the specifications and the

()

standards of the goods and services;

the CONTRACTOR and its sub-contractors shall, as the
case may be, pay all customs duties and like charges as

are imposed by law in Nigeria, subject to the provisions

3




(m)

)

of this Contract, CONTRACTOR and its sub-contractars
shall not be treated differently from any other companles
and their sub-contractors engaged in similar Petrolsum
Operations in Nigeria:

indemnify and hold the CORPORATION harmless
against all josses, damages, injuries, expenses, actions
of whatever kind and nature Including but not limited to
legal fees and expenses suffered by any third party
where such loss, damage, Injury is as the result of
Gross Negligence of the CONTRACTOR or its sub-
contractors except where such losses are shown to
result from any action or failure o act on the part of the
CORPORATION.,

indemnify and hold the CORPORATION harmless
against all losses, damages, Injurles, expenses, actions
of whatever kind and nalure suffered by the
CORPORATION where such loss, damage or Injury is
as the result of Gross Negligence of the CONTRACTOR
or its sub-contractors except where such losses are
shown to result from any action or fallure to act on the
part of the CORPORATION, provided however, that for
Gross Negligence, the CONTRACTCR shall not be
liable to the CORPORATION for any consequential
losses or .consequential damages, Including lost
production or lost profits.




(@)

determine with the CORPORATION the technical and
cost aspects of any field development under this

- Contract and thereafter agree with the CORPORATION

" on the development decision prior to the developrr{ent of

e (P

Q)

a field in the Contract Area;

not exercise all or any rights or authority over the
Contract Area in derogation of the rights of the
CORPORATION;

in the event of any emergency requiring immediate
operational action, take all actions it deems proper or
advisable to protect the Interests of the Parties and any

- costs so Incurred shall be Included in the Operating

~ Costs. Prompt notification of any such action taken by

the CONTRACTOR and the estimated cost shall be

. given to the CORPORATION within forty-eight (48)

!

hours of the event. The notice shall be given to the
CORPORATION within forty eight (48) hours of when
the CONTRACTOR became aware of the avent, if
CONTRACTOR can demonstrate to the satisfaction of
the CORPORATION that it was not aware of the event
at the time the event occurred. If the CORPORATION
is not notified within the period of forty eight (48) hours,
then the CONTRACTOR shall be solely responsible for
the costs Incurred for such operational action between
the end of the forty eight (48) hour notice period and the
actual time of rebeipt of the notice by the
CORPORATION; such costs shall not be recoverable as

n
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Operating Costs. If the CORPORATION Is not provided
with a cost estimate within seven (7) days from the
event or from the date CONTRACTOR became aware
of the event, then the costs of suc':h operational action
shall not be recoverable as Operating Cost;

(r). providle CORPORATION with a copy of the duly
_ executed Joint operating agreement between the

- Contractor Parties within 30 days of Its exscution, If

.. CONTRACTOR executes a heads of agreement prior to
., executing such joint operating agreement, a copy of it
will be provided to CORPORATION within thirty (30)

- days of Its execution;

- (8)_ submit to the CORPORATION technical and econamic
..~ data, or other relevant information generated by the
Operator and furnished to CONTRAGTOR relating to
e b sy 100 Contract Area, as and when required by the
ssorarcn- CORPORATION, provided, however,CONTRACTOR
N shall not be required to submit its Internal proprietary or
confidential information which are not directly related to

thls PSC,

8.2 In accordance with this Contract, the CORPORATION shall:

(a) pay to the Governmentina timely manner, all bonuses,
Royaltles, Concession Rentals and PPT accruing out of
Petroleum Operations and indemnify and hold the
CONTRACTOR harmless against all losses, damages, '




)

(c)

expenses, actions of whataver kind and nature
including but not limited to legal fees and expenses
suffered by the CONTRACTOR as a result of any
fallure to so timely pay;

with its professional staff assigned pursuant to Clause
13 Jointly work with the CONTRACTOR's professional
staff in the Exploration, Petroleum Engineering, -
Facilities/Material, Legal, Finance and Envirohmental

‘and Safety Departmenis and other areas in the

Petroleum Operations;

assist and expedite the CONTRACTOR's execution of
Petroleum Operations and Work Programmes
including, but not limited to, assistance in supplying or
otherwise making available all necessary visas, work
permits, rights of way and easements as may be
requested by the CONTRACTOR (expenses incurred
by the CORPORATION at the CONTRACTOR's
request [n providing such assistance shall be
reimbursed to the GCORPORATION by the
CONTRACTOR In accordance with Clause 11.1
herein). The CONTRACTOR shall include  such
reimbursements In the Operating Costs; which
raeimbursement wil be made against the
CORPORATION's involee and shall be in U.S. Dollars
computed at the rate of exchange published by the -
Central Bank of Nigeria or the Federal Ministry of
Finance on the date the expense was incurred);
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(e)

(B

(a)

have the right to recover from CONTRACTOR ali costs
approved by the Management Commitiee which are
reasonably incurred for purposes of ‘Petroleum
Operations in the Contract Area;

have title to all original data resulting from the
Petroleum Operations including but not limited to
geological, geophysical, engineering, well logs,

- completion, production, operatibns, status reports and

any other data as the CONTRACTOR may compile
during the term hersof,‘ provided however, that the
CONTRACTOR shall keep and use such original data
during the term of this Contract and the
CORPCORATION shall have access to such original
data during the term of this Contract;

not exercise all or any of its rights or authority over the
Contract Area In derogation of the rights of the

CONTRACTOR: and

the CORPORATION shall apply for conversion of the
OPL to OML and shall exercise all the rights and
- comply with all the obligations of the Licensee or
Lessee under the Petrolsum Act Cap 350 Laws of the
Federation of Nigeria, 1990. '



CLAUSE 9 - RECOVERY OF OPERATING COSTS AND CRUDE

OIL ALLOCATION

9.1 The allocation of Available Crude Oil shall be in accordance
with the Accounting Procedure (Annex B), the Allocation
Procedure (Annex C) and this Clause 9 as follows:

(a)

(b)

(c)

(d)

Royalty Qil shall be allocated to the CORPORATION in

. such quantum as wlll generate an amount of Proceeds

squal to the actual Royalty payable during each month
and the Concesslon Rental payable annually;

Cost Oll shall be allocated to the CONTRACTOR in
such quantum as will generate an amount of Proceeds
sufficlent for recovery of Operating Costs in OPL245
and any OML(s) derived therefrom after allocation of
Royalty Oll to the CORPORATION. All costs will be
recovered in U.S. Dollars through Cost Oll allocation;

Tax Oil shall be allocated to the CORPORATION in
such quantum as will generate an amourit of Procseds
equal to the PPT liability payable during each month;

If the quallty of the seismic is approved by the
Management Committee, reasonable  seismic
acquisition and processing coste confrmed by
Department of Petroleum Resources of the Ministry
and, committed to ar incurred on the relevant OPL prior
to the Effective Date of this Contract shali be
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recoverable and count toward satisfying the minimum
Work Prograrnme.

- (e} Profit Oll, being the balance of Avallable Crude Qil after
deducting Royalty Oll, Tax Ol, and Cost Oll, shall be
allocated to each Pary pursuant to Schedule B-2
Section D of the Accounting Procedure (Annex B) as

follows:
-~ {Cumulative PROFIT OIL PERCENTAGES

e Eroduotion (MMB) [CONTRACTOR |CORPORATIO
from Contract Area ' N
0-350 70 30
351—750 65 35
761-1000 52.5 47.5
1001 ~1500 45 55
1501 - 2000 35 : 85
Greater Ehan 2000 Negotiable '.

In the event of a discovery of a field which cannot be
economically developed at the above Profit Ol splits,
the Parties shall meet lo agree on the appropriate
terms and conditions and Profit Oll splits which would
provide for the development of such discovery to the
economic benefit of the Parties.

9.2 Each Party shall take In kind, litt and dispose of Its allocation
of Available Crude Oil in accordance with the Lifting

k1]




8.3

04

9.5

9.6

Procedure (Annex D). In the event of any reconciliation, the

records of the Ministry of Petroleum Resources shal! be the
official records.

“Allocatlon of Royalty Oil and Tax Qil to the CORPORATION

shall be applied towards the liabilities of the CONTRACTOR

-and the CORPORATION for Royalty, Concession Rentals,

and PPT and the Proceeds thersfrom shall be paid to the
i

Government by the CORPORATION on behalf of both
Parties..

‘Either Party may at the request of the other, lift the other
Party's Available Crude Oil pursuant to Clause 8.2 and the

lifting Party within sixty (60) days shall transfer to the account

“of the non-iifting Party the Proceeds of the sale to which the

non-liting Party is entitied. Overdue payments shall bear
interest at the rate of one (1) month LIBOR plus two (2%)
percent.

‘The CONTRACTOR may purchase any portion of the

CORPORATION's allocation of Available Crude Oll from the
Contract Area under the CORPORATION's terms and
canditions Including valuation and pricing of the Grude Oil as
applicable to third party buyers of the CORPORATION's
Crude Qil,

The Parties shall meet on a monthly or quarterly basis to

reconcile all Crude Oil produced, allocated and lifted during
the perlod in accordance with Article 11l (7) of Annex D.
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CLAUSE 10 - VALUATION OF AVAILABLE CRUDE OIL

- 10.1_Available Crude Oil allocated to each Party shall be valued In

accordance with the foliowing procedures:

(@) On the attainment of commercial production, each
Party shall engage the services of an Independent
laboratory of geod repute to determine the assay of the
new Crude Oil,

(b)) When a new Crude Oil stream is produced,‘ a trial
marketing period shall be designated which shall
extand for the first six (8) months period during which
such new stream s lifted or for the period of time
required for the first ten (10) liftings, whichever Is
longer. During the trial marketing period the Parties
shall;

(i) coliect samples of the new Crude Ol upon which
the assays shall be performed as provided in
Clause 10.1 (a) above;

() determine the epproximate quality of the new
Crude Oil by estimating the yield values from
refinery modelling;

(i) share in the marketing such that each Party
markets approximately an equal amount of the
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new Crude Oll and to the extent that one Party lifts
the other Party's allocation of Avallable Crude O,

payments thereof, shall be made in accordance
with Clause 8.4;

(iv) provide Information to a third party who shall
compile the infonﬁation and maintain all individual
Party information confidential with regards to the
marketing of the new Crude Oil including
documents which verify ihe sales price and terms
of each lifting;

(v) apply the actual F.Q.B. sales price to determine'
the value for each lifting which F.Q.B. sales pricing
for each iiﬁing shall continue after the trial
marketing period until the Parties agree to a
valuation of the new Crude Oil but in no event
longer than ninety (80) days after conclusion of
the trial marketing period.

(c) As soon as practicable but in any event not later than
sixty (60) days afier the end of the trial marketing
period, the Partles shall meet to review the assay, yield,
and actual sales data, Each Party may presént a
proposal for the valuation of the new Crude Oil. A
valuation formula for the Realizable Price shall be
agreed to by the Parties not later than nine (9) months
after the first liting. Such valuation formula shall be in
accordance with the Realizable Price provislons
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(d)

(e)

established by the Management Committee. It is the
intent of the Parties that such prices shall reflect the true
market value based on arm's length transactions for the
sale of the new Crude Oil. The valuation formula as
determined hereinbefcre‘(including the product yleld
values) shall be mutually agreed within thirty (30) days
of the aforementioned mesting failing which,
determination of such valuation shall be as provided in
Clause 10.2.

Upon the concluslon of the trial marketing period, the
Parties shall be enﬁftléd to lift thelr allocation of Available
Crude Oll pu'rsuant to Clause 9 and the Lifting
Procedure. '

When a new Crude Oil stream Is produced from the
Contract Area and is commingled with an existing Crude
Oil produced in Nigerla, which has an established
Realizable Price basis, then such basig’; shall be applied
o the exient practicable for determining the Realizable

. Price of the new Crude Qil. The Parties shall meet and

mutually agree on aﬁy appropriate modifications to such
established valuation basis, which may be required to
reflact any change in the market value of the Crude Oils

as a result of commingling.

10.2 If in the opinlon of either Party an agreed price valuation
method falls to reflect the market value of a Crude Oil
produced In the Contract Area, then such Party may propose
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‘10.3

to the other Party modifications to such valuatlon method
once in every six (6) months but in no event more than twice
in any Year. The Parties shall then meet within thirty (30)
days of “such proposal and mutually agree on any
modiflcations to such valuation within thirty (30) days from
such meeting, falling which, determination of such valuation
shall be referred to a mutually agreed independent expert for
his opinien,

Segregation of Crude Olls of different quality and/or grade
shall be by agreement of the Parlles taking into
consideration, among other things, the operational

practicality of segregation and the cost benefit analysis

-~ thereof. If the Pariies agree on such segregation the

following provisians shall apply:

(@) Any and all provisions of the Contract concerning
= yaluation of Crude OIl shall separately apply to each
segregated Crude Oil produced,

(b) Each grade or guality of Crude Oil produced and
segregated in a given Year shall contribute Its
proportionate share to the total qqantity designated in
such Year as Royalty Oll, Tax Oll, Cost Oll and Profit
Qil.

CLAUSE 11 - PAYMEN

CERTIFIED /IRUE COPY
FEDERAL RIG COUR? 43
) ABUAA :
Signature i. ...
Date . ...

S Y9 o—

S—— A M



11.1 The method of Payment of any sum due from the

s

CONTRACTOR to the CORPORATION and vice versa shall
be in accordance with the prevalling guidelines of the Federal
Ministry of Finance and of the Central Bank of Nigeria and in
accordance with the Accounting Procedure, Annex B,

Unless so otherwise pravided herein, any payment which the
CORPORATION is required to make to the CONTRACTOR

~ Or which the CONTRACTOR is required to make to the
__CORPORATION pursuant to this Contract shall be made
WItin thirty (30) days foliowing the end of the month In which

11.3

the obligation to make such payments occurs, Overdue
payments shall bear Interest at the annual rate of one (1)
month LIBOR plus two (2%) percent,

Each Party shall have the right of set off against the other

_Party for sums due and payable t the other Party under this

: ;_Cnntract agreed sums past due under this Clause, provided

that no set-off shall be made without prior natice of thirty (30)

| days and written consent of the other Party.

CLAUSE 12 - TITLE TO EQUIPMENT/ABANDONMENT

12,1 The CONTRAGTOR shall finance the cost of purchasing all

equipment to be used in Petroleum Operations In the
Contract Area pursuant to the Work Programme and such
equipment shall become the property of the CORPORATION
on amival in Nigeria, The CONTRACTOR and the
CORPORATION shall have the right ta use such equipment




122

12,3

exclusively for Petroleum Operations in the Contract Area
during the term of this Contract. Should the CORPORATION
desire to use such equipment outside the Contract Area,
such use shall be subject to terms and conditions agreed by
the Parties, provided thal it Is understood that Petroleum
Operations hersunder shall take precedence over such use
by the CORPORATION. The CONTRACTOR shall only lease

equipment with the approval of the CORPORATION, such

approval not to be unreasonably withheld If such lease is in
the best interest of the Petroleum Operatlons.

The CONTRACTOR's right to use such purchased

equipment shall cease with the termination or expiration
(whichever is sarlier) of this Contract.

The provisions of Clause 12.1 with respect to the title of

“property passing to the CORPORATION shall not apply to
. - 1eased equipment belonging te local or foreign third parties,

12.4

‘and such equipment may be freely exported from Nigeria in

accordance with the terms of the applicable lease.

Title to all lands purchased or otherwise acquired by the
CONTRACTOR for the purposes of Petroleum Operations

=~ and all movable property utilized in the Contract Area and

incorporated permanently In any premises, location and
structures for the purpose of Petroleum Operations
hereunder shall be In the name of the CONTRACTOR AND
CORPORATION. Upon cost recovery of the costs of such
property, the CORPORATION shall take full title of such
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lands and property relating to Petroleum Operations under
the Contract on 2 *where is as is” basis, CONTRACTOR
shall hand over such lands and property within thirty (30)
days.

12.5 Subject to Clause 12.2 hereof, all fixed assets purchased or
otherwise ‘écquired by the CONTRACTOR for the purposes

. of Petroleum Operations hereunder shall become the
property of the CORPORATION. Upon termination of this
Contract pursuant to Clause 19 the CONTRACTOR shall
hand over possession of such fixed assets to the

CORPORATION.

.- 12.6 During the term of this Contract, any agreed sales of
equipment, land, fixed assets, materlals and machinery
acquired for the purpose of the Petroleum Operations
hereunder shall be conducted by the CONTRACTOR on the
basis of the highest price obtainable and the proceeds of
such sale shall be credlted to the Petroleum Operations.

12.7 Abandonment

Abandonment costs will be estimated on a field basis and on
the basis bf technical studies by the CONTRACTOR to be
agreed by the Management Committee. The
CONTRACTOR shall either (i) provide security, with prior
approval of the CORPORATION which shall not be
unreasonably wilhheld, in the form of a standby letter of
credit or corporate or bank guarantee, or (i) set aside an
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abandonment fund in U.8. Dollars to be heid in an interest-
bearing escrow account jointly esteblished by the Parties at a
first class commercial bank. The bank so designated shall
have a long term rating of not less than *AA" by Standard and
Paor's Corporation or *Aa2" by Moody's Investor Service or a
comparable rating by another mutually agreed rating service,
Preference shall be given to banks in Nigeria possessing the
required rating.

The abandonment fund shall be set aside commencing at a
time and at a rate to be agreed by the Manapement
Committee. Such rate shall take into account the relationship
between the estimated total abandonment cost and the
anticipated production revenues, and shall be reviewed on an
annual basis as par of the budgeting process.

The abandonment fund shall be used solely for the purposes
of paying for decommissioning and abandonment operations.
No Party shall mortgage, pledge, encumber or otherwise use
such abandonment fund for any purpose whatsoever except
as expressly provided herein, The abandonment fund may be
invested anly In investments approved by both Partles,

Any balance remaining in the abandonment fund after total
abandonment and cost recovery for ali fields in the Contract
Area shall revert to the CORPORATION.

CLAUSE 13 - EMPLOYMENT AND TRAINING OF PERSONNEL
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13.1 Each Calendar Year, the Operator shall submit a detailec

13.2

programme fur recruitment and training for the following
Calendar Year in respect of the Nigerian personne! of
Operster In acoordance with the Petroleum Act CAR 350
Laws of the Federation 1990 and a detailed account af the
attainment of the percentages of Nigerian emplovess
specified in Clzuse 13.3 (b)

Qualified Nigeriens shall be employed in all non-specializad
positions.

13.3 (a) Qualified Nigerians shall also be employed in speciallzed

positions such as those in exploration, drilling,
engineering, production, environmental, safety, finance
etc. The OPERATOR shall have the right, subject to
applicable laws, rules and regulations, to employ non-
Nigerians in such speciallzed positions where qualified
Nigerians are not available provided that the OPERATOR
shall recruit and train Nigerians for such specialized
positions, such that the number of non-Nigerian staff shall

be kept to a minimum.

(b) The Operator shall ensure that;

(D ten (10) Years from the Effective Date of this
Contract the number of citizens of Nigeria
employed by the Operalor in connection with the
Petroleum Operations in managerial, professional
and supe;rvisury positions shail reach at [east




saventy five (75%; percent of the total number of
persans employet by Operator in those positions.
The Operator shal! further ensure that at the 15%
and 20" Year =fter the Effective Date of this
Contract, the minimum leve! of the total numbar
of Nigerian citizens engaged in Petroleum
Operations in managerial, supervisory and other
professional positions shall reach sighty (80%)
percent and eighty five (85%) percent
respectively; and

(i) all skilled, semi-skiled and unskilled workers
employed by the Operator are citizens of Nigeria.

13.4 Pursuant to Clause 8.3(b) compstent professionals of the

13.5

CORPORATION shall be assigned ta work with the Operator
and such personnel and the Operatar's personne! shall not be
treated differantly with regards to salaries and other benefits.
Operator and CORPORATION shall mutually agree on the
numbers of CORPORATION's staff to be assigned to the
Petroleum Operations, The costs and expenses of such
CORPORATION personnel shall be included in” Operating
Costs,

The Management Committee shall agree on the organization
chart of the Operator which shall include Nigerian and non-

Nigerian staff in key positions.
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13.6

14.1

14.2

No Nigerian employed under this Contraz cnall be
disengaoed without the prior written approval &y the Ministry
of Petrcleum Resources or other designatec government
agency; ms may be required by eppliczbic lews and
regulafions, Request for such approval shall be mace through
the CORRORATION.

CLALSE 14 - BOOKS AND ACCOUNTS. AUDT ARD
OVERHEAD CHARGES

Books and Accounts

The CONTRACTOR shall be responsible for keeping
complete books of accounts consistent with modern
petroleum Industry and accounting practices and procedures.
The statutory books and accounts of this Contract shall be
kept in Naira and U,S. Dollars. All othar baoks of accounts as
the CONTRACTOR may conslder necessary shall be kept in
columnar form in both Naira and U.8, Dollars. Officials of the

CORPORATION and the CONTRACTOR shall have access
to such books and accounts. The accountants of
CORPORATION assigned pursuant to Clause 13 shall
participate in'the preparation of same.

All statutory books of account shall be kept at the registsred
address of the CONTRACTOR in Nigeria.

14.3 Audits




0

(i

Books of Accounts

The CORPORATION shall have the right to inspect and
audit the accounting records relating to this Contract for
any Calendar Year by giving thirty (30) days written
notice to the CONTRACTOR and the CONTRACTOR
shall facllitate the wdrk of such inspection and auditing;
provided however that such inspection and auditing
shall be carrled out within two (2) Calendar Years
following the end of the Calendar Year |n question, and
if not, the hooks and accounts relating to such
Calendar Year shall be deemed to be accepted by the
Parties as satisfactory, Any exception must be made in
writing within ninety (90) days following the end of such
audit and fallure to glve such written notice within such
time shall establish the correctness of the books and
accounts.

The CORPORATION may undertake the inspection
and audit in Clause 14.3 (i) above either through s
own personne! or through a qualified firm of chartered
accountants registered in Nigeria appointed for the
purpose by the CORPORATION; provided, however,
that the transportation and per diem costs of the
CORPORATION's own personnel shall be borne by the
CONTRACTOR as general administrative costs and
shall be cost recoverable. For the qualified firm of
chartered accountants, the costs shall be borne by the
CORPORATION.




(il

(Iv)

Notwithstanding that the sald perlod of two (2)
Calendar Years may have explred, If the
CONTRACTOR has been found gulity of Gross
Negligence, the CORPORATION shall have the right to
conductfurther audit to the extent required to
investigate such Gross Negligence in respect of any
earlier periods; provided, however, that the costs of
such investigations shali be borne by the
CORPORATION,

Materials

The CONTRACTOR shall maintain physical and
accounting controls of materials in stock in accordance
with 'general practice In the International petroleum
Industry, The CONTRACTOR shall make a total
inventory at least once in a Calendar Year and shall
give the CORPORATION a four (4) week written notice
prior to such Inventory. The CORPORATICN and or its
external auditors shall be entitied to observe such
Inventory. The CORPORATION may however carry out
partial or total check of such Jnventories at its own
expense, whenever it considers necessary, provided
such exercise does not unreasonably disrupt Petroleum

Operations.

14.4 Home Offlce Overhead Charges

52
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The CONTRACTOR shall include the following percentages
on total annual capltal expenditure as overhead charges in
calculating total Operating Costs:

- First - $200 million 1% of Capex
- Next - $200 million 0.75% Capex
- Next - $100 million 0.5% of Capex

- Above - $500 million 0%

CLAUSE 15 - ROYALTY AND TAXES

16.1 Royalty

Royalty rates shall be as provided in the Petroleum Act, Cap
350, Laws of the Federation of Nigeria, 1990, as amended,
and the prevailing fiscal laws and regulations,

16.2 Petroleum Profits Tax (PPT)

(a) The PPT shall be In accordance with the Laws of the
Federation of Nigeria, 1990 as amended.

(b) The PPT rate applicable to the Contract Area shall be
fity (50%) percent flat rate of the chargeable profits for
the duration of the Contract.

153 The CORPORATION shall pay all Royalty, Concession
Rentals and PPT on behalf of itself and the CONTRACTOR
out of Avallable Crude Oil allocated to it under Clause 9.1 of
thie Contract.
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15.4 The Realizable Price established in accordance with Clause
10 of this Contract shall be used in determining the amount
payable on Royalty and PPT in respect of Crude Oi
produced and lifted pursuant to this Contract, The
parameters for new Crude Oil streams produced from the

Contract Area shall also be determined in accordance with
the provislons of Clause 10 of this Contract.

. 155 The

CORPORATION shal make available to the

CONTRACTOR copies of recelpts Issued by the Federal
Inland Revenue Service bearing the name of the Party for the
payment made for PPT in accordance with each Party's Tax
Oil allocation as provided in Annex B Schedule B.1
CORPORATION shall provide to CONTRACTOR a copy of
the paymient advice within thirty (30) days of issuance.

15.6 [nvastment Tax Allowance (ITA)

(@)

()

The ITA shall be in accordance with the PPT Act Gap
354 Laws of the Federation of Nigeria, 1950 as
amended.

The [TA rate epplicable to the Contract Area shall be
fifty (60%) percent flat rate for the duration of this
Contract.

CLAUSE 16 - INSURANCE
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16.1

16.2

- 18.3

All properly acquired under the provisions of this Gontract
shall be adequately Insured with an insurance company of
good repute by the CONTRACTOR in consultation with the
CORPORATION, in the names of the Parties. The premium
for such palicies shall be included in Operating Costs. All
policies shall name the CORPORATION as a co-insured with
a walver of subrogation rights in favour of the
CORPORATION.

In case of loss or damage to property, indemnifications paid
by the insurance companies shall be entirely recelved by the
CONTRACTOR  for  Petroleum  Operations.  The
CONTRACTOR shall determine whether the lost or damaged

Pproperty should be repaired, replaced or abandoned. If the

decislon is to repair or replace, the CONTRACTOR shall
immediately replace or repalr such lost or damaged property.

Any excess cost of repair or replacement above the amount
reimbursed by the insurance companies shall be regarded as

Operating Costs. If the decislon is to nelther repalr nor
replace then the proceeds of any coverage shall be credited
to Operating Costs. In the event that the loss or damage is
attributable to the CONTRACTOR's Gross Negligence the
excess cost of replacement or repair shall not be reimbursed
as Operating Costs,

The CONTRACTOR shall take out and maintain an
insurance policy covering any and all damages caused to
third parties as a direct or Indirect result of the
CONTRACTOR's Petroleum Operations.
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16.4 All Insurance policies under this Clause 16 shall be besed on

16.5

good international petroleum industry practice, and shall be
taken out in the Nigerlan Insurance market except for those
concerning risks for which the CONTRACTOR cannot obtain
coverage In Nigeria which shall be taken out abroad, to the
extent requiredby law.

In entering into contracts with any sub-contractor for the
performance of Petroleum Operations, the CONTRACTOR
shall require such sub-contractor to take out adequate

- Insurance In accordance with Clauses 16.1 and 16.3 above

16.8

and to properly Indemnify the CORPORATION and the
CONTRACTOR for any damage done and to properly
indemnify and hold -the CORPORATION and the
CONTRACTOR harmless against claims from third partles.

The CONTRACTOR shall maintain other Insurance policies
required under Nigerian law,

CLAUSE 17 - CONFIDENTIALITY AND PUBLIC
ANNOUNCEMENTS

17.1 The CONTRACTOR and the CORPORATION shall keep

information furnished to each other In connection with
Petroleum Operations and all plans, maps, drawings,
designs, data, scientific, technical and financial reporis and
other data and Information of any kind or nature relating to
Petroleum Operations including any discovery of petroleum




as strictly confidential, and shall ensure that their entire or
partial contents shall under no circumstances be disclosed in
any announcement to the public or to any third party without
the prior written consent of the other Party.

~The provisions of this Clause 17 shall not apply to disclostre
to:

(a) Subcontractors, Afflliates, assignees, auditors, financial
consultants or legal advisers, provided that such
disclosures are required for the affective performances
of the aforementioned recipients’ duties related to
Petroleum Operations;

(b) Comply with statutory obligation or the requirements of
any governmental agency or the rules of a stock
exchange on which a Party's stock is publicly traded In
which case the disclosing Party will notify the other
Party of any information so disclosed prior to such
disclosure.

(c) Financial Institutions involved In the provision of finance
for the Petroleum Operations hereunder provided, in all
sucq cases, that the reclplenté of such data and
information agree in writing to keep such data and
Information strictly confidential,

(d) A third parly for the purpose of negotiating an
assignment of interest hereunder provided such third

o e 20 vas
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173

17.4

party executes an undertaking to keep the information
disclosed confidential,

The Parties shall take hecessary measures In order to make
thelr employees, agents, representatives, proxies and sub-
contractors comply with the same obligation of confidentiality
provided for in this Clause |7,

The provisions of this Clause 17 shall terminate five (8)
Years after the expiration of this Contract.

The Partles shall use best sndeavours to ensure that thelr
respective servants, employees, agents and sub-contractors

shall not make any reference in public or publish any notes in

newspapers, periodicals or books nor divulge, by any other
means whatsoever, any Information on the activities under

-the Petroleum Operations, or any reports, data or any facts

and documents that may come to their knowledge by virtue
of this Contract, without the prior written consent of the other

Party.

17.5 The CONTRACTOR shall submit to the CORPORATION all

statutory reports and information for submission to
Government and other statutory bodies.

CLAUSE 18 - ASSIGNMENT

e AL LA A L

18.1 CONTRACTOR shall not sell, essign, transfer, convey or

otherwise dispose of part or all of its rights and interest under

1]
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18.2

18.3

this Cantract to other parties, including Affiliates, without a
prior written notice to and without prior written consent of the
CORPORATION which consent shall nct be unreasonably
withheld.

If the written consent by the CORF’ORA'T;lON is glven, the
assigning CONTRACTOR shall be relieved of its liability to
the extent of the assignment of its rights and obligations
under this Contract,

Any request for consent to assign or disposs as afarasald,

- made by the CONTRACTOR to the CORPORATION shall

19.1

include the deed of assignment and other relevant

JInformation relating to financlal and corporate standing of the
‘assignes, and Its capability to contribute to the Petroleum

Operations under this Contract.

- CLAUSE 18 - TERMINATION

The CORPORATION shall be entitled to terminate this
Contract if any of the following events occur:

(a) CONTRACTOR defaults in the performance of any of
its obligations set forth in Clause 8 herein;

(b) CONTRACTOR has falled to pay the Bonuses set out
in Clause 2 and/or fully execute the minimum Work
Programmes described In Clause 6.2;
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18.2

18.3

(c) CONTRACTOR asslgns its rights and Interests under

this Contract without a prior written notice and prior
written consent of the CORPORATION:

(d) CONTRACTOR is adjudged insolvent or bankrupt by a
court of competent jurisdiction in Nigeria;

(e) CONTRACTOR liguldates or terminates its corporate
existence; or

(f)‘ Warranties made by CONTRACTOR under Clause 23
herein are found to be untrue when made

(g) If upon Completion under the terms of the Escrow
Agreement -as agreed betwesn the Parties and made
pursuant to clause 2.1. (b) hereof, the Escrow Cash or
any part thereof then outstanding is not paid into the
FGN Receiving Account as stipulated  therein;
PROVIDED that such non payment Is attributed solely
fo any act or omission of the CONTRACTOR.

Termination for any of the events specified In Clause 19.1 (d)
and (s) above, shall be with immediate effect and the
CORPORATION may by written notice to the
CONTRACTOR declare the Contract terminated as to the
CONTRACTOR.

if the cause for termination Is an event specified in Clause
18.1(a) the CORPORATION shall glve written notice thereof




to CONTRACTOR to remedy such default within a period not
more than thity (30) days of receipt of CORPORATION's
notice or such additional days as the CORPORATION
-deems appropriate in the c¢lrcumstances. If upon the
expiration of the said period such default has not been
remedied or removed, the CORPORATION may by wrlitten

notice to the CONTRACTOR declare the Contract
terminated.

18.4 With-the 'exception of such rights of the CONTRACTOR that
‘may have accrued prior to the date of termination,
CONTRACTOR's rights shall cease upon the termination of
this Contract. Such termination shall take place without
prejudice to any other rights or remedies, which may be
avallable to either Party.

- 19,5 Without prejudice to all other rights of the CORPORATION
e -hefein contained, CONTRACTOR shall upon the termination
of this Caontract permit inspection, cobying and auditing of fts
accounts and records for the Petroleum Operatlons,

19,6 Upon ninety (80) days notics, CONTRACTOR shall have the

right, at Its sole discretion, to relinguish its rights and to

~terminate this Contract without further obligations or

liabilities, provided it hes satisfied the minimum Work

Programme provided in either Clause 6.2 (a) or Clause 6.2

(b) or If a delay referred to in Clause 6.5 has continued for
more than a cumulative psriod of 12 months.

6}




19,7

20.1

However, subject to Clause 6.5 herein this Contract shall
terminate if no petroleum is found in the Contrast Area after
ten (10) Years from the Effective Date and nc OML Is Issued.

CLAUSE 20 - FORCE MAJEURE

Any fallure or delay on the part of either Party In the

performance of its obligations or duties under this Contract

shall be excused to the extent attributable to force majeure. A

- force majeure situation Includes delays, defaults or Inabliity to
.. perform under this Contract due to any event beyond the

20,2

20.3

~reasonable contemplation or control of either Party. Such

avent may be, but Is not limited to, any act, event, happening,
or occurrence due to natural causes; and acts or perils of
navigation, fire, hostilities, war (declared or undeclared),
'b!ockage, labour disturbances, strikes, riots, insurrection, civil
commotlon, quarantine restrictions, epidemics, sforms,
floods, earthquakes, accidents, blowouts, flghtning, and, acts
of or orders of Government.

If Petroleum Operations are delayed, curtalled or prevented
by force majeurs, then the time for carrying out the obligation
and dutles thereby affected, and rights and obligations

_hereunder, shall be extended for & period equal to the period

of such delay,

The Party who Is unable to perform its obligations as a result
of the force majeure shall promptly notify the other Party
thereof not later than forty-eight (48) “hours after the

Rtes



establishment of the commencement of the force majeure,
stating the cause, and both Parties shall do all that is

reasonably within their powers to remove such cause.
20.4 The CONTRACTOR's failure or inabillity to find Crude Oil in

-~ -commareial quantity for reasons other than as specified in
Clausa 20.1 hersof shall not be deemed force majeure.

CLAUSE 21 - LAWS AND LANGUAGE

214 This Contract shall be govermned by and construed in
accordance with the Laws of the Federation of Nigeria.

1212 All affgirs related to this Contract shall be conducted in the
language in which this Contract was drawn up.

CLAUSE 22 - NATURAL GAS

2214 f the CONTRACTOR discavers & commercially viable
- quantity of Natural Gas, the CONTRACTOR shell investigate
and submit proposals for the commerclal development of the
Natural Gas for the CORPORATION's consideration. Any

cost in respect of such proposals or investigation shall be

Included in Operating Costs. For the commercial
development of Natural Gas, the CORPORATION and
CONTRACTOR shall enter Into a_subplemental agreement.
Such agreemant shall recognize that the CONTRACTOR has

63
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222

the right to participate in such development project, with the
tight to recover the costs and share iri the profits,

Notwithstanding the provisions of Clause 22 hareof, the
CONTRACTOR may utilize, at no cost any proportion of the

.- produced Natural Gas required as fuei for production

operations; gas recycling, gas Injection, gas lift, or any other

- Crude Oil enhancing recovery schemes, stimulation of wells

22.3

-hecessary for maximum Crude Oil recovery in the fiald

discovered and developed by the CONTRACTOR and such
usage shall be with prior writen consent of the
CORPORATION, which consent shall not be unreasonably
withheld,

The attainment of recovery of Crude Oil through an efficlent,
economic and technically acceptable method shall always be

“paramount In all declislons regarding associated Natural Gas.

- However, prior to the commencement of production of Crude
- -Oll from the Contract Area, the CONTRACTOR shall submit

to the Minlster, & programme for the utllization of any Natural
Gas associated with Crude Oil, which has been discovered
from the Contract Area.

.CLAUSE 23 - REPRESENTATIONS AND WARRANTIES

231

in consideration of the CORPORATION entering Into this
Contract, the CONTRACTOR warrants as follows:
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(@)

(b)

The CONTRACTOR has the power to enter into and
perform this Contract and has teken all necessary
action to execute, deliver and perform the Contract In
accordance with the terms hereln contained and has
been granted all concessions, licenses, permits énd
authorization on Petroleum Operations.

The execution, delivery and performance of this
Contract by the CONTRACTOR will not contravene in
any respact, any of the provisions of:

() any law or regulations or order of any

governmental authority, agency or court
epplicable to or by which the CONTRACTOR
may be bound;

() any mortgage, contract or other undertaking or
instrument to which the CONTRACTOR is & party
or which Is binding upon it or any of its respective

reyenuss or assets,

Full disclosure has been made to the CORPORATION
prior to the Effective Date of all facts in relation to the
CONTRACTOR and its financial condition and affairs
as are material and should be made known fo the
CORPORATION.
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24.1

242

(d) That the CONTRACTOR together with its Affillates has
the funds beth In foreign and local currencies tao carry
out Petroleum Operations under this Contract,

(e_) The representations and warranties set out above shall
rernain for the duration of this Contract.

CLAUSE 24 - CONCILIATION AND ARBITRATION

Where an independent expert is used, CORPORATION and
CONTRACTOR shall furnish the expert with all written
informatiori, which he may reasonably requiré for his opinlon,
The cost of the services of the expert, if appointed, shall be
shared  equally betwesn =~ CORPORATION  and
CONTRACTOR.

It a difference or dispute arises between the CORPORATION
and the CONTRACTOR, concerning the interpretation or

..performance of this Contract, and if the Parties fail to settle

24.3

such difference or dispute by amicable agreement, then

either Party may serve on the other a demand for arbitration.

Within thirty (30) days of such demand being served, each
Party shall appoint an arbltrator and the two arblitrators thus
appointed shall within a further thirty (30) days appoint a third
arbitrator.If the arbitrators do not agree on the appointment of
such third arbitrator, or If either Party falls to abpoint the
arbitrator to be appointed by it, such arbltrator or third
arbitrator shall be appointed by the President of the Court of




Arbitration of the International Chamber of Commerge (ICC)
in Paris on the application of the other Party (notice of the
Intentlon to apply having been duly given in writing by' the

applicant Party to the other Party). The third arbitrator when
_appointed shall convene meetings of the arbitration panel

and act as chalrman. If an arbitrator refuses or negiects to

act or is incapable of acting or dies, a new arbitrator shall be

appointed in his place and the above provisions of appointing

- arbitrators shall govern the appointment of any such new

24.4

arbitrator or arbitrators.

The arbitration award shall be binding upon the Parties. The

_Nigerian Arbitration and Conclliation Act Cap 19, laws of the

- Federation of Nigeria, 1980 shall apply to this Contract and

. 24,5

25.1

25.2

the Judgment upon the award rendered by the arbitrators may

‘be entered in a court having jurlsdiction thereof. Each Party

shall pay Its own attorney’s fees and costs.

The venue of the arbitration shall be any where In Nigeria as
may be agreed by the Partles.

CLAUSE 25 .EFFECTIVE DATE

This Contract shall come Into force and effect on the
Effective Date.

This Contract shall not be amended or modified in any
respect except by mutual consent, In writing, of the Parties
hereto.
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SLAUSE 28 - CHANGE IN LEGISLATION

The Partles agree that the commercial terms and conditions
of this Contract are based on the existing fiscal terms in

_accordance with the provisions of the Desp Offshore and
Intand Basin Production Sharing Contracts Act, 1939, i such

ﬁ_sca! terms are changed, the Partles agres, subject to
Clause 26,3, to review the terms and conditions of this

,7 .Contract affected by such changes to align such terms and

26.2

conditions with the fiscal terms.

The tefms of this Contract have been negotiated and agreed
having due regard to the terms of the Pstroleum Profits Tax

- Act, as amended by ths Deep Offshore and Inland Rasin

263

Production Sharing Contracts Act, 1989and any duties and/or

‘surcharges applicable to export of Crude Ofl on the Effective

Dats,

If at any time or from time to time there should be & change
In leglslation or regulations which materially affects the
commercial benefits afforded the CONTRAGTOR under this
Contract, the Parties will consult each other and shall agree
to such amendments to this Contract as are necessary to
restore as near as practicable such commercial benefits
which exlsted under the Contract as of the Effective Date.




~28.1

~ CLAUSE 27 - OPERATOR

~Shell Nigerla Ultra Deep Limited is designated the Operator

under the Contract to execute the Petroleum Operations In
the Contract Area.

CLAUSE 28 - CONFLICT OF INTERESTS

Each Party represents and warrants that it did not engage

.. any person, firm or company as a commission agent for
- purposes of thls Contract and that it has not given or offered
_ to give (directly or indirectly) to any person any bribe, gift,

28.2

gratuity, commission or other thing of significant value, as an

. Inducement or reward for doing or forbearing to do any action

or take any decision in relation to the Contract, or for showing
or forbearing to show favour or disfavour to any person in
relation thereto.

Each Party further represents that it shall not ither directly or
indirectly give to any person, director, employes,

" representative or agent of the other Party or any government

official e'my commission, fee rebate, gift or any entertainment
of significant cost or value, and shall not procura the services
of any commission agent or other third party to give any such
git, fee, reward, concesslon, bribe, entertalnmient of
significant cost or valus or anything of a similar nature, for
the purposes of influencing or Iinducing positively or

E cory
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20.1

adversely the award of the Conlract or doing any act In
connection with the Contract,

CLAUSE 29 . NOTICES

Any notice required to be given by each Party to the other
shall be In writing and shall be desmed to have been duly
given and received If sent by fax, or registered post to, or
hand delivered at the following reglsteréd offices:

THE CORPORATION:
THE GROUP MANAGING DIRECTOR

- NIGERIAN NATIONAL PETROLEUM CORPORATION

29,2

NNPC TOWERS

CENTRAL AREA, HERBERT MACAULAY WAY,
ABUJA,

Fax: 234-(09)-413-47860.

CONTRACTOR;

THE EXECUTIVE DIRECTOR

SHELL NIGERIA ULTRA DEEP LIMITED
21/22 MARINA

LAGOS

Fax: 234 1 264 5433

Each Party shall notify the other promptly of any change in
the above address,







IN WITNESS WHEREOF THE PARTIES herein have caused this
agreement to be exscuted the day and year first above written.

SIGNED AND DELIVERED for and on behalif of
NIGERIAN NATIONAL PETROLEUM CORPORATION

By 7. ....(M.a(ﬁ(m...........
ame: FAGL.. £ M. KULa LIRUN

Dsslgnation: GROUP MANAGING DIRECTOR

in the presence of:

Name: GiER SEma AnTig s

Blonatures s mmssmms o
Designation: Lar C-féd/ffcu-rm T THE LoRe

Address: N’\ffa(" vereranns

SIGNED AND DELIVERED for and on behalf of
Shaell Nigeria Ultra Deep Limited

Name: ... . 0% K1 2 JLEERT

Deslgnation: EXECUTIVE DIRECTOR

In the presence of:

Name: m(m'bk‘{m‘




Signature: ..., XA
Designation; i

----------------------------

Address: 2UA, FRITMAN, HOUSE, 21[3Q MAReok, 1eas

APPﬁOVED BY THE HONOURABLE MINISTER

This .le\iﬁbay of..l.. ~B EC%/%E’Q

.......................................... 2002

Signature: ........L.

Name: .. MM@(CM

Designation:  PRESIDENTIAL ADVISER ON
o PETROLEUM AND ENERGY, FOR AND
ON BEHALF OF MINISTER OF

PETROLEUM RESOURCES

In the presence of:

-
Name: %%W ‘4‘?’{‘5’

Signature: ....., .7

Deslgnation:.{}ﬂ:ki‘f:% &‘4"4 Mﬁ‘#q,d) "







