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Contract Of November 1998



CONTRACT

BETWEEN

THE REPUBLIC OF EQUATORIAL GUINEA (hereinafter sometimes referred to as
the "State"), represented for purposes of this Contract by THE MINISTRY OF
MINES AND ENERGY of the REPUBLIC OF EQUATORIAL GUINEA (hereinafter
referred to as the "Ministry"), -

AND v i
,a corporatton orgamzed and existing
under the laws of , having its headquarters in o
_ (hereinafter referred to as "Contractor ) répresented for purposes of this Contract by

ltS Y

The State and Contractor heremaﬁer are referred to elther mdmdually as "Party" or
collectively as "Parties". L et

'WITNESSETH

WHEREAS, all Petroleum existing within the territory of the Republic of Equatorial
Guinea, including adjacent submerged lands, are national resources owned by the
Republic of Equatorial Guinea ; and

WHEREAS, the State wishes to promote the development of Petroleum deposits in
and throughout the Contract Area and Contractor desires to join and assist the State in
accelerating the exploration and development of the potential resources within the
Contract Area ; and

WHEREAS, Contractor represents that it has the financial ability, technical
competence and professional skills necessary to carry out the Petroleum Operations
hereinafter described ; and

WHEREAS, in accordance with Decree-Law N° 7/1981 of June 16, 1981 with
respect to Hydrocarbons, relevant amendments, and regulations made thereunder,
agreements in the form of Production Sharing Contracts may be entered into between
the State and foreign capital investors ;

THEREFORE, in consideration of the undertakings and covenants herein contained,
the Parties hereby agree as follows :




1.2.

O

OARTICLE 1
O
OSCOPE AND DEFINITIONS

. Scope

This Contract is a Production Sharing Contract. In accordance with the
provisions herein contained, the Ministry shall be responsible for managing the
Petroleum Operations contemplated in this Contract.

Contractor shall :

in accordance with the provisions of this Contract and is hereby appointed
and constituted the exclusive company to conduct Petroleum Operatlons in
the Contract Area for the term here’of . e

(b) provide all necessary., cap;tal, machmery,. cqulpment technology and
personnel necessary fot £fhe tonduct of Petroleum ‘Operations;

(c) bear the risk of -Petroleum Costs requlred in carrying out Petroleum
Operations and shall therefore have an economic interest in the rapid
development of the Petroieurn deposits in the Contract Area. Such
Petroleum Costs shalf be r_ecoverable as provided in Article 7.

During the term of this-Contract the total production achieved in the conduct

of the Petroleum Operations shall be shared between the Parties in accordance

with the provisions of Article 7 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 Article. Words that are not defined herein, but that are defined in

the Petroleum Law and regulations made thereunder, shall have the meanings
set forth in the Petroleum Law and regulations made thereunder.

(a) "Calendar Year" or "Year" means a period of twelve (12) months
commencing January st and ending on the following December 31st,
according to the Gregorian Calendar,

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

(¢ "Contract Area" means the geographic territory of the Republic of
Equatorial Guinea the subject of this Contract, afier deduction of
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relinquishments provided in Article 2. Such Contract Area is described in
Annex "A" and delineated in Annex "B" attached hereto and incorporated
herein.

"Development Area" means an area within the Contract Area
encompassing the geographical extension of a Commercial Field subject to
a development and production plan, as determined in accordance with the
provisions of Article 5.6. -

"Appraisal Area" means an area within the Contract Area encompassing
the geographical extension of a Discovery subject to an appraisal work
program and corresponding budget, as determined in accordance with the
provisions of Article 5.2,

"Barrel" means a quantity or unit of Crudg ‘Oit. .equal to 158.9874 litres
(forty-two (42) United States gallons) ‘at & femperature of 15.56 degrees
centigrade (sixty -60) degrees Fahrenheﬂ) under one atmosphere of
pressure. . Lol Y

"Commercial Field" ‘or. "Fleld" means.a Dlscovery that, in the judgment
of the Contractor, cay be produced oommercmlly after consideration of all
pertinent operating- and financial data. collected during the performance of
the appraisal work program:- and othermse as provided in Article 5.3,
including, but not hl;mted. 40, Crude Oil or Natural Gas recoverable
reserves, sustainable: productlon levels and other relevant technical and
economic factors, accordmg to generally accepted international petroleum
industry practice.. AField may consist of a Petroleum reservoir or multiple
Petroleum reservoirs all grouped on or related to the same individual
geological structure features or stratigraphic conditions. All reservoirs
overlying and underlying a Field shall constitute part of such Field.

"Affiliated Company" or "Affiliate” of any specified Person means any
other person directly or indirectly controlling or controlled by, or under
direct or indirect common control with such specified Person. For the
purposes of this definition, "control" when used with respect to any
specified Person means the power to direct, administer and dictate policies
of such Person, through the ownership of a percentage of such Person's

. voting securities enough to hold a majority of voting rights at general

meetings; and the terms "controlling” and "controlled" have meanings
correlative to the foregoing.

"Discovery" means an occurrence of Petroleum recovered at the surface
which was not previously known to have existed and which is measurable
by conventional petroleum industry practices.

"Foreign Exchange" means currency acceptable to the Parties other than
that of the Republic of Equatorial Guinea.

"Dollar" means dollar of the United States of America.
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"Effective Date" means the date of the execution of this Contract by the
Parties, as defined in Article 24.

(m) "Natural Gas'" means hydrocarbons that at atmospheric conditions of
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temperature and pressure are in a gaseous phase, including wet mineral
gas, dry mineral gas, wet gas and residue gas remaining after the
extraction, processing or separation of liquid hydrocarbons from wet gas,
as well as non-hydrocarbon gas or gases produced in assomatxon with
liquid or gaseous hydrocarbons.

"Exploration Expenditures' means direct expenditures on Exploration
Operations and overhead expenses made in connection with exploration of
the Contract Area. These expenditures shall be determined in accordance
with the Accounting Procedure attached: hereto as Amnex "C", but

.....

"Development and Producnon Expendltures" “means  direct

Field, excluding expenditures made Withm the ‘corresponding Development
Area before the Discovery has, been declared as Commercial Field, all as
determined in accordance w1th {he Accountmg Procedure attached hereto
as Annex "C". e

"Petroleum Opér:i'tihg Costs" means expenditures made and obligations
incurred by Contractor in carrying out Petroleum Operations hereunder,
determined in accordance with the Accounting Procedure attached hereto
as Annex "C".

"Gross Revenues" means the total income from sales of Hydrocarbons
from Contract Area in equivalent monetary value.

"Income Tax" means that tax levied on net income of pursuant to the
Petroleum Income Tax Law of the Republic of Equatorial Guinea dated

""Petroleum Law" means Decree-Law N° 7/1981 of June 16th, 1981, as
amended from time to time.

"Tax Law" means the Decree Law no 1/1986 dated 10% February 1986 of
the Republic of Equatorial Guinea arid its subsequent amendments.

"LIBOR" means the London Interbank Offered Rate of Interest on six (6)
month Dollar deposits, as quoted at 11:00 am. in London, United
Kingdom, by the National Westminster Bank or any other bank agreed
upon by the Parties, on the first banking day of each month for which
interest is due.
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(v) "Maximum Efficient Rate" means the maximum rate of production of
hydrocarbons in a field which will not cause damage to the formation and
which will not cause a diminution in pressure of more than 90% of the
initial pressure and which accords with normal industry practice and is in -
accord with Article 6.4 of this Contract.

(x) "Exploration Operations" includes, without limitation, geological
studies, geophysical studies, aerial mapping, investigations relating to the
subsurface geology, stratigraphic test drilling, exploratory wells, and
related activities such as drillsite preparation, surveying and all work
necessarily connected therewith, that is conducted in connection with
exploration for Crude Oil and/or Natural Gas.

(y) "Development and Production Operations!’. means all operations other
than Exploration Operations conducted to' facﬂjtate extraction and the

(z) "Person" means any mdmdt}al, corporatxon parmerslnp Jomt venture,
association, trust, estate,- unchrporated orgamzatlon of government or
any agency or pohtlcal' subdmslon thereaf

(aa) "Crude Oil" means- hydrocarbons wh:ch are produced at the wellhead in
liquid state at atmospheric™. pressure crude mineral oil, asphalt and
ozokerites and the liquid hydrqcarbons known as condensate and Natural
Gas liquids obtamed ﬁrom Natura] Gas by condensation or extraction.

(ab) "Well" means any opemng in the ground or seabed made or being made
by drilling or boring, or in any other manner, for the purpose of
discoverying ‘and/or producing Crude Oil 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.

* (ac) "Exploration Well" means all wells that are not development, appraisal,
injection or investigation, but have the sole objective of discovering the
existence of hydrocarbons or to make necessary studies to allow the
discovery of hydrocarbons.

(ad) "Observation Well"" means a well drilled with the objective of increasing
the knowledge of a reservoir.

(ae) "Development Well"" means a well drilled with the purpose of producing
hydrocarbons or to help in their recovery.

(af) "Appraisal Well" means a well drilled following the discovery of
hydrocarbons with the objective of delimiting and mapping the reservoir,
and also to estimate the quantity of recoverable hydrocarbons.

(ag) "Annual Work Program'' means an itemized statement of the Petroleum
Operations to be carried out during a Calendar Year in the Contract Area
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as set forth in Article 4.

(ah) "International Market Price" means the price paid for Crude Oil, at the
place of treatment or consumption or an agreed price based on equivalent -
grade Crude Oil that is found in other regions and under similar
commercial conditions, including the destination and use of the
aforementioned Crude Oil, taking into account the market conditions and
the types of contracts.

(ai) "Annual Budget" means the estimate of the costs of all items included in
an Annual Work Program.

(aj) "Delivery Point" means the F.O.B. Petroleum loading point at the export
" terminal or any other point which may be agreed upon by the Parties.

(ak) "Royalties" means a payment for_each- ﬁeld' based on a percentage
calculated as a function of the quantlty ‘of 'daily productlon and is an
entitlement of the State in addition.to’ the Crude ®il'4nd Natural Gas
produced, saved, sold arrd othervwse dxsposed of. durmg the Petroleum

Operations.

(al) "Petroleum Operations Regulatlons “theans the regulations issued
under the Hydrocarbon Law Deoree -Law No. 7/1981.

(am) "Semester' means a perlod of six (6) consecutive months, commencing
the first of January and- the first of July of each Calendar Year.

(an) "Quarter" means a erlod of three consecutive months beginning January
P

Ist, April 1st, July 1st or October st and ending March 31st, June 30th,
September 30th or December 31st, respectively.
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2.1

2.3.

24.

2.5.

B

ARTICLE 2

EXPLORATION PERIOD AND RELINQUISHMENTS

Contractor is authorized under this Contract to conduct Petroleum Exploration
Operations within the Contract Area during an initial term of the exploration
period of five (5) Contract Years, divided into two (2) sub-periods of three (3)
and two (2) years respectively.

In the event Contractor has fulfilled its exploration work obligations set forth in
Article 3 with respect to the current term of the exploration period, Contractor

_shall have the right to be granted two renewals each of one year duration of the

exploration period.

For each such renewal, Contractor shall ﬁlean apfihcatlon with the Ministry, no
later than two (2) months prior ta. the expiry of the. cutrent term of the
exploration period. The renewal shall be granted by the Mmlstry m written
form. R e

If, upon expiry of the second renewal of” the exploratxon period provided in
Article 2.2, an appralsal work program w1th respect to a Discovery, as set forth
in Article 5, is actually under pro gress Contractor shall obtain, provided it shall
have fulfilled all its exploratmn work obligations set forth in Article 3 with
respect to that term of the, expforatlon period, upon application with respect to
the Appraisal Area related 1o said Discovery, the extension of the exploration
period for the duration necessary to complete the appraisal work, which shall
not, however, exceed six (6) months.

In such a case, Contractor shall file an application for the above-mentioned
extension with the Ministry at least two (2) months prior to the expiry of the
second renewal of the exploration period.

If the contractor decides not to extend the initial period of exploration, as

-outlined in Article 2.2, or if during an extended period of exploration the

Contractor does not encounter a commercial discovery, this contract will
terminate automatically.

Contractor undertakes to relinquish to the State at least forty percent (40%) of
the initial area of the Contract Area by the end of the initial period of
exploration and then twenty five percent (25%) of the remaining area by the
end of each period of extension.

For purposes of Article 2.4. :
(a) The area already relinquished under Article 2.4, the Appraisal Areas and

the Development Areas shall be deducted from the areas to be
relinquished;
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2.6.

2.7.

2.8.

(b) Contractor shall have the right according to generally accepted technical
principles in the petroleum industry to define the size, shape and location
of the portion of the Contract Area which it intends to keep. However, the -
relinquished portion shall constitute a limited number of perimeters of a
simple geometric shape, delimited by North-South and East-West lines or
by natural boundaries;

(c¢) The application for renewal shall be accompanied with a map specifying
the Contract Area kept by Contractor along with a report specifying the
work performed on the relinquished areas since the Effective Date and the
results obtained therefrom.

"Contractor may at any time hotify the Ministry, with at least three (3) months’

prior notice, that it relinquishes its rights on all ot part of the Contract Area.

.....

guarantee.

Upon expiry of the second rencwal” of the exploratlon period provided in
Article 2.2, subject to the provxsmnsof "Article 2.3, Contractor shall relinquish
the remaining area of the. Contract Area, except the areas designated as
Development Areas i g

.....

No relinquishment * made in accordance with this Article 2 shall relieve
Contractor of the obhgatlon to pay surface rentals accrued, or making
payments due and payable as a result of Petroleum Operations conducted
through the date of relinquishment.
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3.1

a

ARTICLE 3

EXPLORATION WORK OBLIGATIONS

During the initial term of the exploration period of five ( 5 ) Contract Years
provided in Article 2.1, Contractor undertakes to carry out the following
minimum programme of works .

(@ A regional study comprising (as necessary) data processing, interpretation,
reprocessing and remterpretatlon of all existing data relating to the
contract area.

(b) carry out at least ( ) kilometers of se15m10 survey

During the second sub-period of exploration .-+ ::"'~

a

- 3.2

3.3.

3.4.

(c) drill at least two (2 ) exploratory wells

During the first renewal of thé exploratnon period. oﬁ orie ( 1 ) Contract Years
provided in Article 2.2; Confractor shall be obhged 1o drill one well (either an
exploration or evaluation/appralsal well) R

During the second renewal of: J;he exploratlon period of one ( 1 ) Contract
Years provided in Article 22, “Céiitractor shall be obliged to drill one well
(either an explorat1on L. evaluatlon/appralsal well).

Each exploratory well 'set forth above shall be drilled to a depth necessary to
fulfill defined objectives or to a lesser depth if authorized by the Ministry or if
discontinuing drilling according to good international petroleum industry
practice is justified by one of the following reasons:

(a) basement is encountered at a depth less than the above-mentioned
minimum contractual depth;

“(b) continued drilling is clearly dangerous due to abnormal formation pressure;

(¢) rock formations are encountered, the hardness of which makes it
impractical to continue drilling with appropriate equipment; or

(d) petroleum formations are encountered, requiring the installation of
protective casings which prevent reaching the above-mentioned minimum
contractual depth.

In any of the above cases, Contractor shall obtain the approval of the Ministry,
prior to discontinuing drilling, which approval shall be granted inside of two (2)
working days and not be unreasonably withheld, and, by this approval, the Well
in question shall be deemed to have reached to the above-mentioned minimum
contractual depth.
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3.5.  If either during the initial term of the exploration period or during the term of
the first renewal of the exploration period provided in Articles 2.1 and 2.2
respectively, Contractor drills a number of exploratory wells greater than the -
minimum drilling obligations specified for said period in Articles 3.1 and 3.2
respectively, the excess exploration wells may be carried forward to the
following term(s) of the exploration period and shall be deducted from the
minimum drilling obligations specified for said term(s), provided that at least
one exploratory well shall be drilled during the term of each renewal of the
exploration period.

3.6.  Any provision to the contrary notwithstanding, this Contract shall not become
effective until Contractor shall provide an irrevocable bank guarantee
‘acceptable to the Ministry, guaranteeing its minimum exploration work
obligations for the initial term of the exploration péricvd provided mn Article 3.1.
This bank guarantee shall be under the form provxded in Annex D of this
Contract. Yo, e

After the payment has been made; Contmctor shall be d¢emed to have fulfilled
its minimum exploratlon wo:k obhgatlons under Amcle 3.1 of this Contract;
Contractor may, except.‘in xhe event of termmatlon of the exploration period
due to a material bréach of this. .Coniract, - ‘Continue to benefit from the
provisions of said Contract and obtam the renewal of the exploration penod,
subject to application in the appmpnate manner.

following form:

The Contractor shall provide a bank guarantee acceptable to the Ministry for the
amount of Five Million United States Dollars (US$ 5,000,000) for each well that the
Contractor is obliged to drill, and two million United States Dollars (US$ 2,000,000)
for other petroleum operations that the Contractor is obliged to undertake during the
first sub-period of the initial period of exploration.

If the Contractor decides to extend the initial period of exploration, as outlined in
Article 2.2, then the Contractor shall, prior to the date of commencement, provide a
bank guarantee acceptable to the Ministry corresponding to Five Million United States
Dollars (US$ 5,000,000) for each well that the Contractor is obliged to drill during
whichever period of extension.

Upon submission to the Ministry by the Contractor of its detailed accounts for a period
since the last such submission of accounts to the end of the month under consideration,
the applicable bank guarantees shall be automatically reduced by the Contractor's
notice to the issuing bank on the basis of the amount of expenditures actually made by
the Contractor so as to reflect the balance of the Contractor's minimum expenditure
obligation required in this Article. Further, upon completion by the Contractor of any
specific operation included in the minimum work program as provided in Article 4, the
remaining balance, if any, of the bank guarantee provided for the operation concluded,
upon the Contractor's notice to the issuing bank, shall be automatically reduced to
zero, and

If (i) at the end of the Initial Exploration period, (ii) at the end of any extension of the
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Initial Exploration period, or (iii) upon the date of termination of this Contract, as the
case may be, the Contractor has not expended a sum of money at least equal to the
total minimum expenditure for petroleum operations required in this Article to be

expended at the applicable time, the balance of the security comresponding to the -

unexpended minimum expenditure for petroleum operations which this Contract
required be expended at that time automatically shall be paid to the State, except when
the minimum Work program as provided under Article 3 and annually defined in
accordance with Article 4 has been carried out in full -

5




4.1.

T 42,

43.

44

0

ARTICLE 4

PREPARATION AND APPROVAL OF
ANNUAL WORK PROGRAMS

No later than forty-five (45) days prior to the beginning of each Calendar Year,
or, for the first Calendar Year, no later than two (2) months after the Effective
Date, Contractor shall prepare and submit for approval by the Ministry a
detailed itemized Annual Work Program by quarters, along with the
corresponding Annual Budget for the Contract Area, setting forth the
Petroleum Operations the Contractor proposes to carry out during said

-Calendar Year.

Each Annual Work Program and correspondmg Annual Budget shall be broken
down into the various exploration operanons iand, as the. case may be, the
appraisal operations with respect to- each Appraxsal Area;- and the- development
and production operations w1tb respect to éach Development ‘Area.

The Ministry may propose amendments or modlﬁcatlons to the Annual Work
Program and corresporidmg Annual Budget by notice to Contractor, including
all justifications deemed necessary,- ~within thirty (30) days following receipt of
said Program In such a case,- the Muustry and Contractor shall meet as soon
by mutual agreement ‘the- Anmxal Work Program and correspondlng Annual
Budget in final form, in accordance with good international petroleum industry
practice. The date of approval of the Annual Work Program and corresponding
Annual Budget shall be the date of the above-mentioned mutual agreement.

Failing notice by the Ministry to Contractor of his wish to amend or modify. the
Annual Work Program and corresponding Annual Budget within the above-
mentioned period of thirty (30) days, said Program and Budget shall be deemed
approved by the Ministry upon the expiry date of said period.

‘In any case, each operation included in the Annual Work Program shall be

diligently performed by the Contractor.

It is acknowledged by the Ministry and Contractor that the results acquired as
the work progresses or certain changes in circumstances may justify
modifications to the Annual Work Program. In such a case, after notification
to the Ministry, Contractor may make such modifications provided the basic
objectives of said Annual Work Program are not modified.

In any case, the expenditures incurred for purposes of such modifications shall
not exceed the initial Annual Budget approved by the Ministry by more than
five percent (5%) without his written consent.

The Parties further recognise that in the event of an emergency of extraordinary
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circumstances requiring immediate action, either party may take all actions it
deems proper to protect its interests and those of its employees and any costs
so incurred by the Contractor shall be included in the Petroleum Operating
Costs. Costs incurred by the Contractor related to cleaning up pollution or -
damage to the environment caused by the Contractor shall not be included in
the the Petroleum Operating Costs.

17




5.1

5.2,

5.3.

ARTICLE 5

APPRAISAL OF A DISCOVERY,
DEVELOPMENT AND PRODUCTION PERIOD

If the Contractor discovers Petroleum within the Contract Area, it shall notify
the Ministry in writing thereof as soon as possible. This notice shall include all
relevant information developed in accordance with generally accepted practice
of the international petroleum industry, and particulars on any testing program
which Contractor shall carry out, in accordance with good international

-petroleum industry practice, to contribute to the evaluatlon of the Petroleum

shows encountered during drilling. 3 e,

Within thirty (30) days following the dat¢ of suspensxon or abandonment of the
Discovery Well, Contractor shall submit to the Ministry a, rcport ‘giving all the
information associated with, saui Dnscovery, mcludlng “the results of the
production tests, and spec,lfymg -the recommendations of Contractor with
respect to the contmuatron of” appraisal operatxons on said Discovery.

If Contractor cons1ders that the above-mentioned Discovery merits appraisal, it
shall diligently submit to the Mmlstfy a detailed appraisal work program and
the estimated corresponding budget no later than six (6) months following the
date on which the Dtsc0very has been notified as set forth in Article 5.1.

This appraisal work program shall specify the estimated extension of said
Discovery, which area shall be designated as Appraisal Area. This work
program shall also include all seismic, drilling, testing and appraisal operations
necessary to carry out an appropriate evaluation of the Discovery. Contractor
shall then diligently undertake the appraisal work in compliance with said
program, it being understood that the provisions of Article 4.3 shall apply to

said program.

“The duration of the appraisal work program shall not exceed twenty ( 20 )

months, unless as otherwise agreed in writing by the Ministry.

Within three (3) months following completion of the appraisal work program
and no later than thirty (30) days prior to the expiry of the term of the second
renewal of the exploration period defined in Article 2.2, including any extension
thereof in accordance with the provisions of Article 2.3, Contractor shall
submit to the Ministry a detailed report giving all the technical and economic
information associated with the Petroleum Discovery so appraised and which
shall establish, in Contractor's opinion, whether said Discovery is a Commercial
Field.

Such report shall include, inter alia, the following information: geological and
petrophysical characteristics of the Discovery; estimated delimitation of the
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5.4.

5.6.

5.7.

5.8.

5.9.

a

Discovery; results of the drill stem tests and production tests performed;
preliminary economic study with respect to the exploitation of the Discovery.

For the purposes of Article 5.3, Contractor shall make a determination as to -
whether a Discovery is a Commercial Field on the basis of whether that
Discovery can be produced commercially after consideration of all pertinent
operating and financial data collected during the performance of the appraisal
work program and otherwise, including, but not limited to, Crude Oil and
Natural Gas recoverable reserves, sustainable production levels and other
relevant technical and economic factors, according to generally accepted
international petroleum industry practice.

Any quantity of Petroleum produced from a Discovery before it is declared as

‘Commercial Field, if it is not used for the Petroleum. Operations or lost, shall be

subject to the provisions of Articles 7, 8 and 9.

If Contractor deems the Discovery to be a Commercml Field;- II shall submit for
approval to the Mlmstry, w1thm ﬁv;e (5) ‘moriths followmg the remlttance of the

Article 2.2, including* any extensnon thereof in: accordance with the provisions
of Article 2.3, a development and.- ptoductxon plan including the elements
provided in Article 8 (Field Development’) of the Petroleum Regulations.

The Ministry may propose .amendments or modifications to the above-
mentioned development and productlon plan, as well as to the requested
Development Area,by. fotice to Contractor including all the justifications
deemed necessary, within ninety (90) days following receipt of said plan. The
provisions of Artlcle 4.2 shall be applicable to said plan as regards the approval
thereof.

When the results obtained 'during development work require some
modifications to the development and production plan, said plan may be
modified by using the same procedure as that provided for above as regards the

‘initial approval thereof.

If Contractor discovers more than one Commercial Field in the Contract Area,
each of them shall be the subject of a separate Development Area and
development and production plan. The number of Development Areas in the
Contract Area is not limited.

If during work performed after approval of the development and production
plan, it appears that the extent of the Field is larger than the Development Area
designated pursuant to Article 5.6, the Ministry shall grant Contractor the
additional area, provided that such area is an integral part of the Contract Area
then in force and provided that Contractor provides the technical evidence of
the existence of the extension so requested.

In the event a Field extends beyond the boundaries of the Contract Area in
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5.10.

5.1L

5.12.

5.13.

5.14.

5.15.

D

force, the Ministry may require Contractor to exploit said Field in association
with the Contractor of the adjacent area in accordance with the provisions of
Article 8.4 of the Petroleum Regulations.

When this applies to a Free Area, the Ministry may award an extension of the
Contract Area to cover the limits of the Field, always in accordance with the
Hydrocarbon Law and reflects new contractual obligations on the Contractor
relative to such extensions. -

Contractor shall commence development operations within six (6) months after
the date of approval of the development and production plan set forth in Article
5.6 and shall pursue said operations diligently.

‘Contractor undertakes to pefform the development.and production operations

in accordance with good international petroleum mdustry practice, and the
provisions of the Petroleum Regulatlons .

The duration of the developmc‘nt and productlon penod durmg which
Contractor is authorized to pmduee p:} Field is set at twenty -five (25) years from

the date of approval of the development and pmducnon plan related to said
Field. et o LR

Upon expiry of the mmal development and productxon period defined above,
such period may, at the meslrys -gption, be extended for an additional period
of not more than ten (10) yearsg if Contractor submits a request to this effect to
the Ministry at least one (1" year prior to said expiry, provided also that
Contractor has ﬁxlﬁllqd all its contractual obligations during the initial
development and production period and provided that it can demonstrate that a
commercial production from the corresponding Field is still possible after the
initial development and production period.

Contractor undertakes to perform at its own expense and financial risk all
Petroleum Operations useful and necessary for placing the Field in production,
in accordance with the development and production plan approved.

Contractor may at any time relinquish its rights on any Development Area

subject to six (6) month's prior notice to the Ministry, provided it has fulfilled
all its contractual obligations under this Contract.

Any stoppage of production operations for a period of at least six (6) months
decided by Contractor without the Ministry's consent shall entitle the Ministry
to terminate this Contract in accordance with the provisions of Article 19.

For the duration of the exploration period, the Ministry may, with at least six
months' prior notice, require Contractor to relinquish immediately without any
compensation all its rights over the area encompassing a Discovery, including
all its rights over Petroleum which may be produced from said Discovery, if
Contractor:

9
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(a) has not submitted an appraisal work program with respect to said
Discovery within six (6) months following the date on which said
Discovery has been notified to the Ministry; or

(b) does not declare the Discovery as a Commercial Field within two (2) years
after completion of appraisal work with respect to said Discovery.

The Ministry may then perform or cause to be performed any -appraisal,
development, production, treatment, transportation and marketing work with
respect to said Discovery, without any compensation to Contractor, provided,
however, it shall not cause prejudice to the continued performance of the
Petroleum Operations by Contractor in the balance of the Contract Area.

''''''
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ARTICLE 6

CONTRACTOR'S RIGHTS AND OBLIGATIONS RELATING TO

6.1.

6.2.

6.3.

6.4.

THE CONDUCT OF PETROLEUM OPERATIONS .

Contractor shall supply all the necessary funds and
purchase or rent all the equipment and materials required for the performance
of the Petroleum Operations. It shall also supply -all the technical expertise,
including the use of the foreign personnel required for implementing the Annual
Work Programs. Contractor shall be responsible for the preparation and
implementation of the Annual Work Programs which shall be performed in the
-most appropriate way in accordance with good mtematlonal petroleum industry
practice. L

provide the Ministry with a copy of the Joint, ’Operatmg Agreement Wwhich bmds
the entities constituting the antractor while specifyiiig the hame of the entity
appointed as "Operator whxch .shall be respens:ble for the conduct of
Petroleum Operatlons. T .

Within six (6) months followmg the Eﬁ"ectwe Date Contractor shall open an
office in the Republic of Equatorial Gumea and keep it in existence during the,
term of this Contract. -Said * oﬁ?ce shall be manned by at least one
representative, to whmnany notlce under this Contract may be delivered.

Contractor shall condi:ct the Petroleum Operations provided under this
Contract diligently and in accordance with generally accepted practice in the
international petroleum industry, and the provisions of the Petroleum
Regulations.

Maximum Efficient Rate: Contractor will produce crude oil from the Area of
Contract in such a manner that it reaches the maximum efficient rate. The
Contractor and the MINISTRY will revise production programs before
‘production starts in any field and establish from the start the maximum efficient
rate and level of production required for Natural Gas, and fix the dates when
such coefficients and levels should be reviewed with the expectation of
introducing any necessary adjustments. In the case of the Natural Gas, the level
of production will be not less than what is required in order to fulfill the
requirements of any Natural Gas Buy/Sell Contract. In the case of crude oil the
level of production will be not less than what is necessary in order to satisfy any
effective Contract for the sale of crude oil. In no cases will production levels be
enough to cause damage to the reservoirs.

Contractor shall provide acceptable working conditions, living accommodations on
offshore installations, and access to medical attention and nursing care for all personnel
employed by it or its subcontractors in Petroleum Operations.

22




6.6.

6.7.

6.8

6.9.

6.10.

O

If, after the Effective Date, other Persons are granted permits or licenses within
the Contract Area concerning the exploration and production of any minerals
or substances other than Crude Oil or Natural Gas, Contractor shall use its best
efforts to avoid obstruction 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.

In the exercise of its right to build, perform, work and maintain all
facilities necessary for purposes of this Contract, Contractor shall not occupy
land located within less than fifty (50) meters from any building, burial place,
enclosing wall, yard and garden, house, group of dwellings, village, urban
center, well, water point, reservoir, street, road, railway, pipeline, works of

“public interest or infrastructure works, unless prior authorization is obtained

from the Ministry. Contractor shall repalr any damage caused during such
work. I O

The design and constructlon of houses offices’ and Other facnhtres on
behalf of the Contractor shall be of & permanent nature

Contractor and_ 1ts sub-contractors undertake to give preference to
Equatoguinean enterprises, goods and services, “iinder competitive conditions in
terms of price, quantity, quahty, terms of payment and delivery time.

Contractor and its sub-contractors shall call for bids from
Equatoguinean and: forelgn businesses for supply, construction or services
contracts the value of w}uch exceeds five hundred thousand (500,000) Dollars,
it being understood that Contractor shall not unduly break down said contracts
into component parts. The selection of the subcontractors, negotiation of terms
and conditions shall be the exclusive responsibility of the Contractor.

A copy of such contract and other third party arrangement pertaining to
the Petroleum Operations shall be furnished to the Ministry upon execution
thereof.

Contractor shall specify all such contracts in the Annnal Work
Programs.

From the commencement of the Petroleum Operations, Contractor shall ensure
priority employment for Equatoguinean personnel and contribute to the training
of that personnel in order to allow them access to any position in the Petroleum
Operations. Contractor may only ‘employ expatriate personnel and
subcontraciors if there is no possibility of recruiting Equatoguinean personnel
in the required specialities.

For that purpose Contractor shall establish at the end of each Calendar Year in
agreement with the Ministry a plan for recruiting Equatoguinean personnel and

a plan for training and improving the skills of such personnel in order to
achieve progressively greater participation of Equatoguinean personnel in the
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6.11.

6.12.

6.13.

O

Petroleum Operations and corrsponding costs incurred by the Contractor shall
be considered Petroleum Operations Costs.

Contractor shall also contribute to training and improving the professional skills -
of the agents of the State, in accordance with a plan established in agreement
with the Ministry at the end of each Calendar Year.

For that purpose, during the term of the exploration period, Contractor shall
allocate to said plan for training and improving the Equatoguinean personnel
from the State or, at the Ministry's option, remit to the Ministry a minimum
amount of onc hundred thousand (100,000) Dollars per year. From the date of
first declaration of a Commercial Field within the Contract Area, the said

amount shall be increased to two hundred thousand (200,000) Dollars per year.

Petroleum Operations shall be subject to supervxsnorn by the Mmlsuy The duly
supervise Petroleum Operations and, at reasohable intervals, to inspect the
facilities, equipment, materials, records and books:- relatmg ‘to Petroleum
Operations, provided that sth mspectlon shall not undul‘y delay the proper
conduct of said Operatlons Costs ncurred in: audlt inspections in the national
territory shall be charged t;o ‘the’ Contractor and are “not recoverable.

For purposes of perrmttmg the exercnse of the above-mentioned rights,
Contractor shall provide the. repfesentatlves of the Ministry with reasonable
assistance regarding twnsportahon and accommodation, and transportation and
accommodation cosfs dlrectly related to supervision and inspection shall be
borne by Contractor: .Said costs shall not be deemed to be Petroleum Costs and
shall not be recoverable pursuant to the provisions of Article 7.2.

Contractor shall inform the Ministry at regular intervals of the performance of
Petroleum Operations and of the accidents which have occurred, if any, as
required by the Petroleum Regulations.

All notices and reports defined in the Petroleum Regulations are to be provided
by Contractor to the Ministry.

Contractor shall forthwith notify the Ministry of any discovery of mineral
substances made during the performance of Petroleum Operations.

The Contractor shall not produce energy for its own use unless the national
production is insufficient for the demands of industry.

Contractor shall carry out Petroleum Operations diligently and according to the
generally accepted standards of the petroleum industry, designed to allow the
production of Crude Oil at the maximum efficient rate and Natural Gas at the rate
specified in Article 6.4. The Contractor shall ensure that all equipment, plant and
installations used by the Contractor conform to generally accepted engineering
standards and they should be well constructed and optimally maintained.
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6.15

6.16

6.17

0

The Contractor will take, in particular, all the necessary measures to:

(a) Ensure that any Crude Oil or Natural Gas discovered and produced
within the Contracted Area is not wasted, or lost in any way. )

(b) Avoid causing damage to formations trapping hydrocarbon
accumulations.

(©) Prevent the unintentional ingress of water into the hydrocarbon—bearmg
formation. .

(d) Avoid causing damage to aquifers.

Ensure that petroleum operaﬁons carried out as agreed in this Contract comply
with the apphcable laws and regu]atlons of thc Repubhc of Equatorial
Guinea. :

Undertake necessary precautions far the protectlon ofstuppufg and flshmg and
to avoid contammatlon of the sea “and rlvers -

Indemnify, protect and hoId hamﬂess the- State agamst any claim, loss or
damage of any nature . including;-. but not “limited to claims for loss or
damage to the property or* sustamed by any person caused by or as a
result of any operatlon.carned out by or in the name of the Contractor in
the Contract Area; ahd L

Drillina responsiblé‘way:and explore the field in a manner that will protect the
interests of the Republic of Equatorial Guinea against production losses
which result from exploitation of the said field outside the Contract Area,
or, "instead, and with the consent of the Ministry, pay the State
compensation for any production losses.

The Natural Gas that the Contractor does not sell or use in his own
operations within the Contract Area will be re-injected into the structure of

~ the sub-soil. Notwithstanding, the Ministry may authorise the combustion of

Natural Gas for short periods of time during production trials, as well as in
cases whereby the combustion of relatively small amounts of Natural Gas may
be necessary for the production of Crude Oil, in accordance with good
practice of the international oil industry or when technical circumstances
require the combustion of Natural Gas. Any said Natural Gas not used in
Petroleum Operations by the Contractor is the property of the State.

If the Ministry decides that any works or installations built by the Contractor
" or any activity undertaken by the latter threatens the integrity of people or
third-party property, or causes pollution, harm to maritime life to an
unacceptable level, the Ministry will demand that the Contractor take
opportune mitigating measures within a reasonable length of time determined
by the Ministry and repair any damage to the environment. Likewise, if the
Ministry judges it necessary, it will demand that the Contractor suspends
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6.18

6.19

© 6.20

6.21

6.22

6.23
@

O

totally or partially its oil operations until the Contractor has taken the said
mitigating measures or repaired any damage.

With the objective of ensuring that the Contractor fulfils any obligations -
arising from third parties or government agencies in the case of damage to
people or objects (including environmental damage) caused by the Petroleum
Operations, even when they are accidental, the Contractor will maintain
rigorously an insurance policy with civil responsibility to third parties whose
terms of cover and conditions will be communicated in wntmg to the Ministry
on the Effective Date.

The Contractor will be responsible, will protect and hold harmless the
Ministry and the State from any responsibility should this insurance not be

" available, or if it does not cover totally or in pa.ﬂ any claim or damage caused

by or resulting from the Petroleum Operatlons """" ;
The Contractor should conform to the ‘f;;aetlces generally accepted in the oil
industry in the design and dnllmg df ‘wells mcludmg, but! ot fimited to its

Each well will be 1d6nuﬁcd by a name or number mdlcated on maps, plans and
other similar records which the Contractor ‘will be obliged to maintain. Any
change in the number or name ofa well'will be notified immediately to the

Ministry. -

No well will be drilfed which crosses the vertical projection of the boundaries
of the Contract Areas Wells of controlled deviation drilled within the
Contract Area from adjacent terrain not covered under this Contract will be
considered, to all effects and purposes of this Contract, as wells drilled in land
included in the Contract Area. In such circumstances, according to this
Contract, it will be held that production of Crude Oil and Natural Gas
obtained from the Contract Area by means of a controlled deviation well on
adjacent terrain or the drilling or redrilling of such a controlled deviation well
constitutes a production, drilling or reconditioning operation (whichever may
be the case) carried out within the Contract Area. Nothing in this paragraph

~ has the intention or should be interpreted as if the Ministry grants the

Contractor any right of lease, licence, obligation or any other right that the
Contractor should obtain legally, according to the Hydrocarbons Law,
Petroleum Operations Regulations, from the Ministry or third parties.

The Contractor will notify the Ministry in writing, seven days in advance, of
the commencement of any drilling of any well set out in an approved
Programme of Work and Petroleum Operations Budget, or before the
resumption of works on any well whose works have been suspended for more
than six months.

Plan of Abandonment:

On abandoning a well, the Contractor will notify the Ministry ninety days in
advance of the plan of abandonment for the said well, within the Contract
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6.24

. 6.25

6.26
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6.27

Area,

On abandoning a discovery, the Contractor will notify the Ministry ninety
days in advance of the abandonment of any discovery within the Contract
Area. On receiving the said notification, the Ministry will decide whether to -
take charge of the discovery proposed to be abandoned, provided that this not
be deemed unreasonable by the Contractor. If the Ministry does not
communicate in writing its wish to take charge of operations within ninety
days, the proposed abandonment of the discovery by the Contractor- should be
taken as approved.

On the abandonment of a producing field, the Contractor will likewise notify
the Ministry at least three years in advance of the proposed date of
abandonment, including with the notification the programme of abandonment
and the corresponding budget. The said costs will be properly covered and

" considered as Petroleum Operations expenses.

oilfield.

The Contractor exercisgs. the excluswe rxght 0 carry out Petroleum
Operations in the Contract Area on condmon that the said operations are
carried out according to-the. stlpulatlons of the present Contract, as well as the
laws and regulations of the Repubhc of Equatonal Guinea and on condition
that they are carried out. m .actordance with the international petroleum
industry’s good practloe,

In order to carry out the Petroleum Operations, the Contractor will have the
right to:

Occupy the necessary land for the management of the Petroleum Operations
and associated activities as set out in paragraphs (b) and (c), including lodging
for personnel assigned to the operation;

Undertake or effect the undertaking of infrastructure work in normal
economic conditions necessary for the carrying out of Petroleum Operations
and associated activitics such as transport, storage of equipment and goods,
establishment of telecommunications equipment and communication lines and
also production and installation of energy necessary for the management of
Petroleum Operations;

Undertake or effect the undertaking of works necessary for public water
supply, installation works, in accordance with water supply regulations;
Extract and use or effect the extraction and utilisation of resources from the
sub-soil (other than hydrocarbons) necessary for the activities stipulated in
paragraph (a), (b) and (c), in accordance with the relevant regulations. '

Occupation of land as mentioned in Article6.26 will be subject to aA request
made to the Ministry which will specify the location of said land and the use
to which it will be put.

After receipt of this request and its subsequent approval the Ministry will
specify the conditions of the approval and will define the land concemed.
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Applicable local regulations will be specified and verified in writing by the
Government.

In the event of a lack of an amicable agreement, authorisation for occupation -

will be granted:

@ Only after the owner or users of the land have been granted by virtue of local
tradition the opportunity of raising their objections before Government within
a fixed amount of time according to the laws and regulations of Equatorial
Guinea.

The stipulations set out in this section will be applicable;
If the land is privately owned, is subject to written rights, either of
Petroleum Operations Regulations or of Property Registration.
When ownership or occupation of the land_is subject to local tradition;
in such a case, the beneﬂciaries of the s’aid rights will be the owners

.....

_ (B) Only after payment €0, the .owners of compensatlon wluch will be paid by the
Contractor and in the Toliowing manner -

If the occupation is temporary., and rf the land can be cultivated as before after
one year, compensation shauld be equal to twice the rent of the land,
calculated on the basm of the’ average annual rent for the three years prior to
the aforementioned application; and

In all other cases compensation will be equal to twice the value of the land
before occupation for the purposes of Petroleum Operations.

Any dispute betweén the owner or occupier of the land and the Contractor
will be resolved by Ordinary Tribunal.

Works stipulated in this present Article 6.27 may, depending on the case, be
~ declared for the public benefit according to the conditions set out in the
statute which governs expropriation for the public good.

6.28  The Contractor will be liable for all expenses and compensation and,
generally, every cost resulting from the execution of Articles 6.27 and 6.28.
These will be considered as Petroleum Operations costs.

6.29  In the case when occupation of the land deprives the owner or recognised
occupier of its use for more than one year, or if it turns out that the occupied
land has become unusable for cultivation after works have finished, the
contractor will be obliged to acquire the said land from the owner or
occupier. Any part of the land damaged and so made unusable for the
original purposes of the owner will be bought in its entirety from the owner or
recognised occupier. The land to be acquired will in every case be valued
according to its value prior to occupation for Petroleum Operations purposes.
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6.30

6.31

The act of return of the Contract Area, in total or in part, does not apply to
the duties of the Contractor set out in Article 6.27 above of carrying out the
works and constructing the installations according to Article 6, on condition -
that these works and installations are in the interest of Petroleum Operations
or other activities of the Contractor, in other areas of the Contract.

There will be no restrictions on the entry, residence, free circulation,
employment and repatriation of the people, families and goods of the
employees of the Contractor and his sub-contractors, on condition that the
Contractor and his sub-contractors comply with the law and employment
legislation, as well as social legislation in force in the Republic of Equatorial

) Guinea, and in the industrial sector.

The Ministry will supply the Contractor and ‘.,'liis"gub-contractors with any
administrative authorisation necessary to, carry:out the Petroleum Operations.

.....

......
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7.1

72

7.3

0
ARTICLE 7

RECOVERY OF PETROLEUM COSTS, PARTICIPATION ]N
PRODUCTION AND PRODUCTION DISTRIBUTION

After paying royalties to the State, as specified in the following iable and
according to the daily production rate:

Daily Production Rate Royalties (%)
arrels per day)
From 0 to 10%
| From to . 12%
From to 14%. © ..
Morethan | 16%

The Contractor will have th¢’ hght to ‘Tecover Petroleum Operatlons costs
from the sales or other dispo,sal of Crude.Oil. produced and saved in this
Contract and not used. in Pétroleum Operanons up to the permitted level
under the stlpulatlons of Artlcle 7. 2 :

_.vTﬂ_'r,é"'éﬁvér Petroleum costs each year, after paying
Royalties to the State, the Contractor will be entitled to sixty per cent (60%)
of the remaining oﬂ producnon hereafter be referred to as Cost Oil.
The value of the portion of the total Crude Oil production assigned to the
Contractor’s Petroleum Costs Recovery, as defined in the paragraph above,
will be determined according to the stipulations in Article 9.

If, during any calendar year, Petroleum Operations Costs not yet recovered by
the Contractor as set out in Article 7.2, exceed the equivalent value of sixty
per cent (60%) of the total quantity of Crude Oil which remains afier the

. requisite royalties payments as described earlier, the portion of Petroleum

Operations Costs not recovered in the said year will be carried forward to the
following year with an annual interest rate in line with inflation.” The
percentage increase for the year in question will be the consumer price index
of the United States of America, as appears for the first time in the monthly
publication “International Financial Statistics” of the International Monetary
Fund.

The quantity of Crude Oil produced and saved from the Contract Area which
remains during each calendar year after the Contractor has paid State royalties
and after the Contractor has taken the portion for Petroleum Costs Recovery
agreed under Article 7.2, will hereafter be referred to as Profit Oil

The Profit Oil will be shared between the State and
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7.4

7.5

7.6

7.7

7.8

a

the Contractor, as set out in the following table:

Accumulated State Share in Contractor’s Share
Production Profit Oil %
(Barrels) %
Up to 10% 90%
From 20% 80%
From 40% 60%
More than 60% 40%

The portion of Profit Oil belonging to the State will be handed over at the

- Delivery Point, freeing the Contractor from all responsibility regarding the

said Crude Oil. However, the Contractor, when the Ministry indicates, will be
obliged to market all the Crude 011 produced and saved from the Contract

.....

-~ terms and conditions of the sald marketmg and the costs refatmg to the said

marketing will be reunbursed out of the revenue from “Termmal Fees™.

With the exception of the st:pulatxon m Amele 7 9, the Contractor will have
the right to take, receive and freely export ‘his share of the Profit Oil and of
the Operations Costs Recovexy 011 :

The title of ownership, of thc Contractor s portion of Profit Oil according to
Article 7.3, like that of the” poruon of Crude Oil exported and sold for the
recovery of Petroleunt Costs in fulfilment of Article 7.2, will pass to the
Contractor at the Delivery Point.

If the Ministry decides to take a part of the portion of its Profit Oil in kind, it
will advise the Contractor in writing; at least ninety days before the beginning
of each six month period of each calendar year, where it will specify the
quantity it chooses to take in kind. This said advice will take effect from the
second sixth month period of that calendar year (always providing the said
decision does not interfere with operations due to any sale agreement of
Crude Oil produced in the Contract Area, which the Contractor may have
negotiated prior to notice about the said decision). Lack of the said notice
will be considered as a decision not to receive in kind the State’s share. Any
sale of the State’s portion of Profit Oil may not continue for a period of more
than one calendar year without the consent of the Ministry.

If the Ministry chooses not to take its share of Profit Oil, then it may require
the Contractor to sell or buy the State’s production share, always providing
that the price paid to the State for its production share is not less than the
market price as set out in Article 9. The Contractor will pay the State for its
share of Profit Oil three times a year, and the said payment will be made
within the first thirty calendar days after the date of each shipment.

31




]

ARTICLE 8

TAXATION

8.1.  Contractor, its subcontractors and its personnel shall be subject to and comply
with all income tax laws and regulations in the Republic of Equatorial Guinea,
as well as to the fiscal and customs laws of the UDEAC as applied in
Equatorial Guinea.

8.2.  Unless otherwise agreed by the Parties, the provisions of Article 15 shall apply
- to income tax, royalty payments and all of the other obligations established in
-this Contract.

.....
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9.1.

9.2.

9.3.

9.4.

ARTICLE 9

VALUATION OF CRUDE OIL

The unit selling price of Crude Oil to be considered under this Contract
shall be the F.O.B. "Market Price" at the Dehvery Point expressed in
Dollars per Barrel.

A “Market Price” shall be established for each type of Crude Oil or
Crude Oil mix.

The Market Price appllcable to liftings of Crtide Oil during a Quarter

shall be calculated at the end of that Quarte{ and shall be equal to the
weighted average of the prices obtained. by Contractor and the State
for Crude Oil sold to Third Pames dyring that Quarter .adjusted to
reflect differentials in quality..g avnty, ‘as well as’ F (o} B delivery terms
and terms of payment,. prov:ded that the quantltres so sold to Third
Parties during that Quaftef constitute at’ Ieast thirty per cent (30%) of
the total quantities of Crude Oil obtamed from all the Fields under this
Contract and sold during said Quarter

In the event such sales” w Thil‘d Parties are not made during the
Quarter in questlon, ar: represent Iess than thirty per cent (30%) of the

P
seen

Contract and sold- .during said Quarter, the Market Price shall be
determined by comparison with the "Current International Market
Price", during the Quarter in question, of Crude Oils produced in the
Republic of Equatorial Guinea and the neighbouring producing
countries, taking into account the differentials in quality, gravity,
transportation and payment terms.

-The following transactions shall, inter alia, be excluded from the

calculation of the Market Price:

(a) sales in which the buyer is an Affiliated Company of the seller as
well as sales between entities constituting Contractor;

(b) sales between suppliers of petroleum crude and the national
market;

(c) sales for other consideration than payment in freely convertible
currencies and sales fully or partially made for reasons other than
the usual economic incentives involved in Crude Oil sales on the
international market (such as exchange contracts, sales from
government to government or to government agencies).

33




9.5.

- 96.

9.7.

To establish the price of crude, the evolution of the international
market should be relied upon. A committee headed by the Ministry or
his deputy and consisting of representatives from the State and -
representatives from Contractor shall meet upon request from its
president in order to establish (in accordance with the provision of this
Article 9) the Market Price of Crude Oil produced, which shall apply to
the preceding Quarter. The decisions of the committee shali-be taken
unanimously.

In the event no decision is taken by the committee within thirty (30)
days after the end of the Quarter in question, the Market Price of
Crude Oil produced shall be determined by a worldwide recognized

“expert appointed in accordance with the Rules of Technical Expertise

of the International Chamber of Commerce. The determination of the
expert shall be final and binding on the Mjmstry and Contractor. The
expert shall establish the price in;acéordarice with the ‘pravisions of
this Article 9 within twenty (20) -days from his™ appomtment The
expertise costs shall be shared equally by the Pames

Pending the determmaﬂon of the price, the Market Price provisionally
applicable to a Quarter shall be the Market Price of the preceding
Quarter. Any necessary adjustment -shall be made no later than thirty
(30) days after the determjnatwn ‘of the Market Price for the Quarter in
question. :

....

Contractor shall measure all Petroleum produced and saved under this
Contract in accordance with the provisions of Article 11 of the
Petroleum Regulations.
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10.1.

10.2.

10.3.

10.4.

ARTICLE 10

BONUSES AND SURFACE RENTALS

On the Effective Date, Contractor shall pay the State the sum of Five Million
(5,000,000) United States Dollars as a signature bonus and Five Million
(5,000,000) Dollars on the signature of the contract for partmpatlon in
production.

On the date Contractor notifies the Ministry a Discovery is a Commercial Field

_in accordance with the provisions of Article 5.3, Contractor shall pay the State

the sum of Five million (5,000,000) United States D'ollars
Contractor shall pay the State the followmg shms as product;on bonuses

(a) Two million (2,000,000) Dol]ars aﬁer dally productlon ﬁom the Contract
Area averages twenty. thdusand 20, OOO) baxrels per day for a period of
sixty (60) consecutfve days Lo

(b) Three million (3, 000 000) Dollars aﬁer dally productlon from the Contract
Area averages fifty thousand (30,000) barrels per day for a period of sv(ty
(60) consecutive days o

(c) Three million (3, 000 000) Dol]ars after daily production from the Contract
Area averages twenty thousand (50,000) barrels per day for a period of
sixty (60) consecutive days ;

(d) Ten million (10,000,000) Dollars after daily production from the Contract
Area averages fifty thousand (100,000) 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.

Contractor shall pay the State the following annual surface rentals :

(a) Fifty cents ($0.5) per hectare annually during the initial term of the
exploration period ;

(b) Fifty cents ($0.5) per hectare annually during the first renewal of the
exploration period ;

(c) Fifty cents ($0.5) per hectare annually during the second renewal of the
exploration period and any extension thereof as provided for in Article 3.2;

(d) One ($1) Dollar per hectare annually during the term of a Development
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Area.

For the Year in which this Contract is signed, the surface rental set forth in
paragraph (a) above shall be prorated from the Effective Date through -
December 31st of said Year, and shall be paid within thirty (30) calendar days
after the Effective Date.

For succeeding Years the surface rentals set forth in paragraphs (a), ¢b) and (c)
above shall be paid in advance, thirty (30) calendar days before the begmmng of
each Calendar Year.

For the Year in which a Development Area is granted, the surface rental set
forth in paragraph (d) shall be prorated from the date of granting said
‘Development Area through December 31st of saxd Year

For succeeding Years the surface rental set forth mn paragraph (d) shall be paid
in advance, thirty (30) calendar days before the beglnmng of each Calendar
Year. : ORI

The basis of computatlon of sald surface rentals” shall be the surface of the
Contract Area and, where apphcable of the" Development Areas, retained by
Contractor on the date of payment of saxd surfaée rentals.

In the event of surface rehnquls'ﬁment dunng a Calendar Year or in the event of
Force Majeure, Contractor shall "have no right to be reimbursed for the surface

rentals already pald ..... !
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11.1.

11.2. -

11.4.

ARTICLE 11

OBLIGATION TO SUPPLY DOMESTIC MARKET
WITH CRUDE OIL

Contractor shail meet as a priority the needs of the domestic
Crude Oil consumption in the Republic of Equatorial Guinea, in the
event the State cannot meet such needs from the share(s) of
production which the State is entitled to.

For this purpose, if the State so requests, Contractor shall
comply with Article 15 of the Hydrocarbons:Law and shall sell to the
State a portion of its Profit Oil for internal cpnsumptlon in the country in
accordance with the requn'ements off thrs section. -

The Ministry shall notlty Contractor in wmmg, no later than the
first day of October of each: Caléndar Year; of the quantities of Crude
Oil which he desires 1o purchase under this ‘Article for the subsequent
Calendar Year. Dehvery shall be made:as-tequired to the State or to
the beneficiary designated by- 1he State during said Calendar Year
according to procedures to be agreed by the Parties. ,

The price of Cmde 0|I so sold by Contractor to the State shall
be the Market Price established in accordance with the provisions of
Article 9 of this Coitract and it shall be payable in Dollars, unless
otherwise agreed. ,
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ARTICLE 12

NATURAL GAS

12.1. Non-Associated Natural Gas

12.1.1. In the event of a Non-Associated Gas Discovery, Contractor shall diligently
engage discussions with the Ministry with a view to determining whether the
appraisal and exploitation of said Discovery have a potentially commercial
nature.

12.1.2.1f, aﬁcr the above-mentioned discussions, Comractor considers that the Non-
appraisal work program with respect to such D‘l's.c.cvery in accordance with
the provisions of Article 5 R R :

For purposes of assessing the. commercmllty of the- 'NomAssocrated Natural
Gas Discovery, Contractor shalI have the right; df it s& requests at least two
(2) months prior to the. exprry of the second; renewal 'of the exploration period
set forth in Article 22, to'be granted, the’ éxtension of the exploration period
with respect to the Appralsal Area related to said Discovery, for a term of
three (3) years starting from, thc expiry of the second renewal of the

exploration period. ST

In addition{ the;P'a"r'iies shall jointly assess the possible outlets
for the Natural Gasfrom the Discovery in question, both on the local
market and for export, together with the necessary means for its
marketing, and they shall consider the possibility of a joint marketing
of their shares of production in the event the Non-Associated Natural
Gas Discovery would not otherwise be commercially exploitable.

12.1.3. Following completion of appraisal work, in the event the Parties

should jointly decide that the exploitation of that Discovery is justified

- to supply the local market, or in the event Contractor should

undertake to develop and produce that Natural Gas for export,

Contractor shall submit to the Ministry, prior to the expiry of the

above-mentioned three (3) year period, a development and
production plan in accordance with the provisions of Article 5.6.

Contractor shall then proceed with the development and
production of that Natural Gas in accordance with the development
and production program submitted and approved by the Ministry
pursuant to the provisions of Article 5.6, and the provisions of this
Contract applicable to Crude Oil shall apply, mutatis mutandis, to
Natural Gas, unless otherwise specifically provided under Article
12.3.
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12.1.4.

O

If Contractor considers that the Non-Associated Natural Gas
Discovery does not warrant appraisal, the Ministry may, with a ninety
(90) day’s prior notice, require Contractor to relinquish its rights on
the area encompassing said Discovery. :

In the same manner, if Contractor, after completion of appraisal
work, considers that the Non-Associated Natural Gas Discovery is not
commercial, the Ministry may, with a three (3) months’ prior notice,
require Contractor to relinquish its nghts on the Appralsal Area
related to said Discovery. _

In both cases, Contractor shall forfeit its rights on all Petroleum
which could be produced from said Discovery, and the Ministry may

" then carry out, or cause to be carried.out, all the appraisal,

122

12.2.1.

development, production, treatment, transportatlon and marketing
work relating to that Discovery, without- -any compensation to
Contractor, provided, however, that said-work shall not prejudlce the
performance of the Petroleum Operatlons by Contr‘aclor

Associated Natural Gas

In the event of a commercuai Djscovery of Crude Oil, Contractor
shall state in the report referred.to in Article 5.3 if it considers that the
production of Assocgaied Natural Gas is likely to exceed the
quantities necessary for ~the requirements of the Petroleum
Operations relatéd” to..- the production of Crude Oil (including
reinjection operathns’) and if it considers that such excess is capable
of being produced in commercial quantities. In the event Contractor
has informed the Ministry of such an excess, the Parties shall jointly
assess the possible outlets for that excess of Natural Gas, both on
the local market and for export (including the possibility of joint
marketing of their shares of production of that excess of Natural Gas
in the event such excess would not otherwise be commercially
exploitable), together with the means necessary for its marketing.

In the event the Parties should decide that the development of
the excess of Natural Gas is justified, or in the event Contractor
would wish to develop and produce that excess for export, Contractor
shall indicate in the development and production plan referred to in
Article 5.6 the additional facilities necessary for the development and
exploitation of that excess and |ts estimate of the costs related
thereto.

Contractor shall then proceed with the development and
exploitation of that excess in accordance with the development and
production plan submitted and approved by the Ministry pursuant to
the provisions of Article 5.6, and the provisions of this Contract
applicable to Crude Oil shall apply, mutatis mutandis, to the excess of
Natural Gas, unless otherwise specifically provided under Article
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12.2.2.

12.2.3.

12.3.

A similar procedure shall be applicable if the sale or marketing
of Associated Natural Gas is decided during the exploxtatlon of a -
Field.

in the event Contractor does not consider the exploitation of the
excess of Natural Gas as justified and if the Ministry, at any time,
wishes to utilize it, the Ministry shall notlfy Contractor thereof, in
which event :

(a) Contractor shall make available to the Ministry free of charge at
the Crude Oil and Natural Gas separation facilities all or part of
the excess that the Ministry wishes to lnft

(b) the Ministry shall be responsible, fer the gathering, treatment,
compression and transportation ef that excess: from-the above-
mentioned separatlon fac‘htres, and shall bear @ny additional
costs related thereto " | 2

(c) the construction. bf fhe facnhtles necessary for the operations
referred to in paragraph (b).. above ‘together with the lifting of
that excess by the Mm;stry shall be carried out in accordance
with good mternatu)na‘r -petroleum industry practice and in such
a manner as :not:to hinder the production, lifting and
transportatnan of ‘Crude Oil by Contractor.

Any excess "6f Associated Natural Gas which would not be
utilized under Articles 12.2.1 and 12.2.2, shall be reinjected by
Contractor. However, Contractor shall have the right to flare said gas
in accordance with good intemnational petroleum industry practice,
provided that Contractor furnishes the Ministry with a report
demonstrating that said gas cannot be economically utilized to
improve the rate of recovery of Crude Oil by means of reinjection, and
provided, further, that the Ministry approves said fiaring, which

~ approval shall not be unreasonably withheld.

12.3.

12.3.1.

12.3.2.

Provisions common to Associated and Non-Associated Gas

Contractor shall have the right to dispose of its share of
production of Natural Gas, in accordance with the provisions of this
Contract. It shall also have the right to proceed with the separation of
liquids from all Natural Gas produced, and to transport, store as well
as to sell on the local market or for export its share of liquid
Petroleum so separated, which will be considered as Crude Oil for
purposes of sharing thereof between the Parties under Article 7.

For purposes of this Contract, the Natural Gas Market Price,
expressed in Dollars per million BTU, shall be equal to :
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12.3.3.

(a) with respect to Natural Gas export sales to Third Parties, the
price realized from purchasers ;

(b) with respect to sales on the local market of Natural Gas as a
fuel, such price as the Ministry (or the national entity that the
State would set up for the distribution of Natural Gas on the
local market) and Contractor mutually agree upon.

For purposes of Articles 7.3 and 11.3, the quantities of available
Natural Gas, after deduction of the quantities used for the
requirements of the Petroleum Operations, reinjected or flared, shall
be expressed in a number of Barrels of Crude Oil such that one

" hundred and sixty five (165) cubic meters of Natural Gas as

measured at the temperature of 15°C:and at the atmospheric
pressure of 1.01325 bar are deemed.ta-be-€qual to.one Barrel of
Crude Oil, unless otherwise ag.ljclae‘d upori-by the Parties. . - .

""""
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ARTICLE 13

- CUSTOMS REGULATIONS AND IMPORT AND EXPORT DOCUMENTS

13.1

@

®)

©

In compliance with the stipulations in Articles 17 and 18 of the Hydrocarbons

Law, the Contractor will have the right to import into the Republic of
Equatorial Guinea all the goods necessary to carry out properly Petroleum
Operations, in his own name or in the name of his sub-contractors.

For the purpose of this Contract, the Contractor will benefit from the

" following advantages:

Under present customs regulations, unportmg, -in compliance with the
regulations of Temporary Admission (AT) or Temporary Imports (IT), either
normal or special, whichever is the:case. for the same Contractor for third
parties’ acting on his behalf’ and for his sub—contractors of all materials,
products, machinery, equxpment and tools necessaxy for Petroleum Operations
which are not State:propeity; on condlman that ‘these goods are exclusively
necessary for Petroleum’ Operatlons and that they can be re-exported at the
end of their use; IS

Admission with exemptxon fmm any tax or duty of all materials, products
machmery, equlpment and,.tools to be used exclusively for 011 prospectmg and

Act Number 13/65-UDEAC-35 of 14™ December 1964 and its subsequent
modifications;

This exemption applies to imports made by the Contractor, by third parties
acting on his behalf, and by his sub-contractors, on condition that a certificate
of end use is produced.

‘Under the same aforementioned conditions, the Contractor will be allowed to

import at a duty reduction of five per cent (5%) materials, products,
machinery, tools and equipment which, not coming under the category of
goods specified in paragraphs (a) and (b) above, are necessary for production,
storage, treatment, transport, shipment and transformation of hydrocarbons in
the exploration zone.

The reduced duty rate is granted by the Ministry of Economy and Finance at
the request of the Contractor:
on production of a general import schedule
or after a particular application for a reduced rate import, made by the
Contractor fifteen days before the arrival of the goods.

These requests or applications should specify:
The commercial nature of the goods and the customs consignment in
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13.2

133

13.4

13.5

13.6

13.7

13.8

which they are classified;
The value of the goods in FOB and CIF;

Goods and household objects for personnel and domestic use imported by the -
Contractor’s foreign personnel relevant to activities concerning Petroleum
Operations on the occasion of their change of residence will be admitted duty-
free under conditions fixed by Customs Regulations, in particular under
Articles 17 to 20 of Act 13/65-UDEAC-35 of 14% December 1965 and its
subsequent modifications.

Contractors, third parties importing on their behalf and their sub-contractors
undertake not to proceed with imports unnecessary to the carrying-out of
Petroleum Operations unless the goods are not available in Equatorial Guinea

" in similar conditions of price, quality and delxveny tlme

.....

taxes set by Customs Admm1strat10n accordmg to commorr law

At their discretion taking intf) apcaunt thelr customs obhgatxons as set out in
Articles 4.1 and 4.3 anct currenf regulations in_ fotce, the Contractor, third
parties importing ofi his behalf and his. subacontractors may re-export, duty
and tax free, goods imported within_the framework of the stipulations in
Article 14.1 (as when they are. ne longer riccessary to Petroleum Operatlons)
All imports, exports and re- exports camed out within the framework of this
Contract are subject to formzilmes required by the Customs Office.

The Contractor is, regardmg the Customs Office, jointly and mutually
responsible, with third parties importing on his behalf and his sub-contractors,
for any fraud detected in abuse of the benefits set out in this Section. Fines,
penalties and costs of any nature incurred by anyone guilty of such fraud do
not constitute Petroleum Operations costs.

Apart from duties and taxes set out in this Article, the Contractor, his third-

~ party importers and sub-contractors will not be subject to any other payment

in this respect.

Subject to the stipulations in Article 12, the Contractor, his clients and
transporters will have the right to export freely the quantities of Cost Oil and
Profit Oil belonging to the Contractor, at the export point selected for this
purpose, at any time, free of duty and taxes.

It is understood that the Contractor and his sub-contractors undertake to
proceed with the above mentioned imports only when materials equipment are
not available in the Republic of Equatorial Guinea under equivalent conditions
of price, quantity, quality, terms of payment and delivery time.

Foreign employees assigned to work in the Republic of Equatorial Guinea on
behalf of the Contractor or his sub-contractors, and their families, will have

43




0o

the right to import into the Republic of Equatorial Guinea their personal
effects, during their first year of residence.

cee.
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14.1.

14.2.

14.3.

O

ARTICLE 14

FOREIGN EXCHANGE

Contractor and its subcontractors shall be subject to the
applicable exchange control legislation and regulations in effect in the
Republic of Equatorial Guinea, it being understood that Contractor and
its subcontractors shall benefit during the term of this Contract from the
following rights regarding exclusively Petroleum Operations, as long as
they shall have met all their respective payments and tax obligations
under this Contract and under the applicable tax laws of Equatorial

-Guinea:

(a) to retain or dispose of any proceeds outsade Equatorial Guinea
including such funds as may_fesyit’ from Petrojeum Operations
which exceed their reqmrements for conduc;tmg “Petroleum

~ Operations in Equatonal Gumea and their tax ‘and other local
- liabilities as they ause

(b) To pay forelgn sub-contractors wzihd expatrlate employees of the
Contractor outsidé EquatonaT Gumea after deduction of the relevant
taxes according to the cum:nt tax laws in the Republic of Equatorlal
Guinea. PSSR

To such eﬁ‘ect;. the paiii;actor, may open and use freely bank accounts, in
United States dollars or in other exchanges in banks of his choice in
Equatorial Guinea and abroad.

Notwithstanding the above, the Contractor, will maintain in national
banking institutions while the Contract is in force a reasonable balance,
not less than ten per cent of the Annual Expenses Budget, with the aim of
being able to cover at any moment any urgent eventualitics, such as tax
costs or other contractual obligations.

(c) to export such funds as Contractors or subcontractors shall have

imported into Equatorial Guinea or earned from Petroleum
Operations or from the proceeds of the sale or lease of goods or
performance of services under a Contract.

Contractor and its subcontractors shall submit to the Ministry of
Finance, no later than fourty-five (45) days after the end of each
Quarter, a report with details of the exchange transactions made under
this Contract during the preceding Quarter, including the transactions
on accounts opened abroad made in accordance with the provisions of
Article 14.1 above.

Contractor’'s expatriate employees shall have the right, in
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accordance with the regulations then in effect in the Republic of
Equatorial Guinea, to freely exchange and to freely transfer to their
country of origin the savings arising from their salaries, as well as the

retirement and social contributions paid by or for said employees, -

provided they shall have met their tax obligations in the Republic of
Equatorial Guinea. '

......
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15.1.

15.2.

15.3.

15.4.

15.5.

0

ARTICLE 15

BOOKS, ACCOUNTS, AUDITS AND PAYMENTS

Contractor shall maintain its records and books in accordance
with the regulations in force and the Accounting Procedure attached
hereto as Annex C.

Records and books shall be mainiained in 'the Spanish
language and expressed in Dollars. They shall be supported by
detailed documents demonstrating the expenses and receipts of the

_Contractor under this Contract.

Such records and books shall be used “inter alia, to determine
the Contractor's gross income, Petraletim, Cests and net profits and to
establish the Contractor's tax. obhgatlons They. shall Jjaclude the
Contractor’'s accounts showmg the-sales of F’etroleum under this
Contract. R .

For mformatlon purposes the” proﬁi and loss accounts and
balance sheets shall also be mamtamed in Francs CFA.

the Contract Area .in. afccordance with the provisions of Article 5, the
originals of the records’ afid books referred to in Article 15.1 may be
kept at the Contractor's main office with at least one copy in the
Republic of Equatorial Guinea. From the time of Contractor's first
declaration of a Commercial Field within the Contract Area, said
records and books shall be maintained in the Republic of Equatorial
Guinea.

Within ninety (90) days after the expiry of a Calendar Year, Contractor shall
submit to the Ministry detailed accounts showing the Petroleum Costs which
Contractor has incurred during said Calendar Year. The accounts shall be
certified by an independent external auditor acceptable to the Parties.

After notifying Contractor in writing, the Ministry may cause to
be examined and audited the records and books relating to Petroleum
Operations by experts of its election or by its own agents. The Ministry
will have a period of three (3) years from the end of a given Calendar
Year to perform such examinations or audits with respect to said Year
and submit its objections to Contractor for any contradictions or errors
found during such examinations or audits.

Contractor shall provide any necessary assistance to the

persons designated by the Ministry for that purpose and facilitate their
carrying out their duties. Reasonable audit expenses shall be
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15.6.

15.7.

15.8

0

reimbursed by Contractor to the State and shall be considered as
Petroleum Costs and recoverable under the provisions of Article 7.2.

All payments between the Parties under this Contract shall, unless otherwise -
agreed, be in Dollars. When the receiving Party is the State, payments shall be
made to the Public Treasury and when the receiving Party is Contractor,
payments shall be made through a bank designated by Contractor.

Unless otherwise agreed, any payment under this Contract shall be made within
thirty (30) days following the end of the month in which the obligation to make
such payment occurs. In the event of delay in payment, the amount due shall
bear interest compounded daily at the LIBOR rate plus two (2) percentage

points.

In the case of persistent disagreement betwéen .the parties, an expert

.....

submitted to arbitration as outlmed m Artmle 22.




16.1

ARTICLE 16

TRANSFER, ASSIGNMENT AND
CHANGE IN CONTROL AND OPERATORSHIP

Each of the legal entities of which the Contractor consists will have:

The right to sell, cede, transfer, convey or dispose of in any other way, part or all of its
rights and interests in the Contract to any Affiliated Company after written consent
‘from the Ministry, which will not be denied unreasonably.

The right, after having notified the Ministry, to sell, cede, transfer, convey or despose
of in any other way, part or all of its rights and mterwts in the Contract to other
juridical entities which constitute the Contractor.

©

16.2.

16.3.

The right to sell, cede, transfer, convey, or dlSpose of in any other way, part
or all of its rights and interests ir-the. contract to other, parties- “who are not
affiliated companies or other: cntlﬁes constituting the’ Contractor after written
consent from the Mlmstry, whxch wlll not be demed unreasonably

The rights and obhgatlons resultmg ﬁ'om thls Conu’act cannot be transferred

or yielded, totally or partially, by any .entity making up the Contractor,
without written approval by the™ -Ministry, as set out in Article 4.9 of
Petroleum Operatlons Regulatmn, “which will not be denied unreasonably.

Any change in the Factors Constltutmg Control, as defined in the Petroleum
Regulations, of any eiitify constituting Contractor shall be promptly reported to
the Ministry.

In the event of such a change, the Ministry may, within three (3) months of the
relevant report, serve notice in writing to the Contractor that the Ministry
proposes to terminate this Contract unless such a further change in the Factors
Constituting Control of the relevant entity, as specified in the notice, takes
place within the period of three months beginning with the date the notice is
served.

Where Contractor consists of several entities, it shall notify the Ministry of any
change to the joint operating agreement which binds the entities constituting
Contractor.

Any change in the Operator shall be subject to approval of the Ministry.
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17.1.

17.2.

- 17.3.

ARTICLE 17

INDEMNIFICATION, LIABILITY AND INSURANCE

Contractor shall indemnify and compensate any person, including the State, for
any damage or loss which Contractor, its employees or subcontractors and
their employees may cause to the person, the property or the rights of other
persons, caused by or resulting from Petroleum Operations. '

Contractor shall indemnify, defend and hold harmless the State against all

_claims, losses or damage whatsoever caused by or resultmg from Petroleum

Operations.

Contractor shall comply with the pl:owslons of Artlcle 4 of Petroleum
Regulations. s e e

Where Contractor cons1sts'. of “several entltles, the obhgatlons and
responsibilities of those- entlties “under this Contract shall be joint and several,
except their obligations; relatlng to mcome tax

......
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18.1

18.2

ARTICLE 18

TITLE OF OWNERSHIP OF GOODS AND EQUIPMENT

Fixed installations and/or equipment acquired by the Contractor or through
his sub-contractors for use in Petroleum Operations will be the State’s
property once costs have been completely recovered, it being understood that
the Contractor will supply the Ministry annually with a list of goods and
equipment where costs have been recovered.

_ However, the Contractor will carry on using the said goods and/or equipment

in order to carry out Petroleum Operations for the duration of the Contract,
guaranteeing their conservation and good workmg order

The State will be able to use the. sald goods and equlpment for its needs,
always providing the said use™ does not mterferc with thé Contractor’s
Petroleum Operations. LE "

In any case, on the r‘escmdmg, temunatmn or cancellatlon of this contract, for
whichever of the reasons listed in-Article ¥9; in relation to all or part of the
Contract Area, the ownership of. gvods ‘and equipment, including those goods
and equipment whose costs havemt been recovered, will pass to the State. .~
The stipulations of Artlcle 18 1 will not apply to the Contractor’s equipment,
nor to that of any..sub-contractors which is not essential for Petroleum
Operations, nor to any hire equipment.

If the Ministry does not wish to use the said goods and equipment, it has the
right to ask the Contractor to remove them, it being understood that the
Contractor will carry out the withdrawal in accordance with international oil
industry good practice, and according to the time frame and specified
conditions previously agreed in the withdrawal plan, as set out in Article 6.23.




19.1

19.2

ARTICLE 19

TERMINATION OF THE CONTRACT

This Contract may be terminated, without compensation, under any one of the
following occurences :

(@) Material breach or recurrent breach by Contractor of the provisions of the
Petroleum Law or Petroleum Regulations or of the provisions of this
Contract ;

>(b) A payment more than three (3) months late due by Contractor with respect

to an obligation owed to the State ;

.....

(¢) Stoppage of development work. wrth reSpect to a Fleld ;tbr a period of six
(6) consecutive months ; S RN

(d) After commencement of productlon from a Fleld stoppage of the
production thereof” for a penod of ‘at. least “three (3) months, decided
without the Ministry's consent w

(e) Failure of Contractor to gompiy “within the prescribed time period, with an
arbitration award rendered in' accordance with the provisions of Article 22;

() Bankruptcy, compOsmon with creditors or liquidation of assets of
Contractor or its parent-company; or

(2) Under the provisions of Article 2.3.
Except with respect to the occurrence set forth in paragraph (f) above, the

Ministry shall pronounce the termination of the Contract only after having
served formal notice on Contractor, by registered mail with acknowledgement

-of receipt, to remedy the breach in question within three (3) months (or within

three (3) months with respect to the occurrences set forth in paragraphs (a) and
(d) above) from the date of receipt of such notice.

Should Contractor fail to comply with such prescription within the prescribed
time period, the Ministry may pronounce ipso jure the termination of this
Contract.

Any dispute as to whether any ground exists to justify the termination of the
Contract pronounced by the Ministry due to the forfeiture may be subject to
arbitration in accordance with the provisions of Article 22. In that event, the
Contract shall remain in force until the execution of the arbitration award by
the Parties.
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20.1.

20.2.

20.3.

ARTICLE 20

APPLICABLE LAW AND STABILITY OF CONDITIONS

This Contract and the Petroleum Operations carried out under said Contract
shall be governed by the laws and regulations in force in the Republic of
Equatorial Guinea. .

Contractor shall be subject at any time to the laws and regulations in force in
the Republic of Equatorial Guinea.

Should the income of the State or the Contractor-be materially altered as a
result of new laws, orders or regulations then, in such event, the Parties shall
agree to make the necessary adjustments. to. ihe felevant _pravisions of this
Contract, observing the prmmple that the aﬁ'ected Party. shaﬂ be-testored to
substantially the same economic. cendxtlon as it would, have :been in had such
change in laws or regulauons not occurred The cost ofsuch restoration to the -
other Party may not excs:ed the ‘benefit recewed by ‘such other Party as a result
of such change. o ST

This provision shall not be construed to deny to Contractor the benefit of any
new law or regulation mtended hy‘the “State to benefit Contractor.

"State Income", thhmthe mEamng of this Article 20.3, means the sum of all
revenues whether derived from royalty, profit share, rental, fees or other form
of financial income paid to the State by Contractor as a result of Petroleum

Operations.
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21.1.

21.2.

21.3.

ARTICLE 21

FORCE MAJEURE

Any obligation or condition arising from this Contract which
either Party is prevented from performing whether in whole or pan,
except with respect to the payments such Party is liable to, shall not be
considered as a breach of this Contract if said non-performance is
caused by an event of Force Majeure, provided, however, that there is
a direct cause-and-effect relationship between the non-performance
and the event of Force Majeure invoked.

In spite of the former, all outstanding payments must be made.

Any obligation or condition proeeedmg ﬁom this Contract ‘which either
party is unable to meet, in full or in part; with the extepﬁon of payments for
which both parties are respcn51b1e will not be, consrdered as a breach of
Contract if the said failure ‘i§:cansed by an event ‘of Force Majeure, with the
proviso that there is a dxrect‘ relatlon of . caUSe and effect between the failure and
the cited Force Majeure:’ i L

For purposes of. this Contract an event shall be considered
Force Majeure if it meets the following conditions:
(a) It has the eﬂ’ect-of-remporanly or permanently preventing either of the
Parties from performing its obligations under the Contract; and

(b) It is unforeseeable, unavoidable and beyond the control of the Party which
declares Force Majeure and is not the result of its negligence or omission.

Such an event may include, without limitation, earthquake,
strike, riot, insurrection, civil disturbances, sabotage, acts of war or
acts attributable to war. The intent of the Parties is that the term Force
Majeure shall be interpreted in accordance with the principles and
practice of the international petroleum industry.

If either Party cannot comply with any obligation or condition
herein stipulated because of Force Majeure, it shall notify the other
Party in writing as promptly as possible, and in any case not later than
fourteen (14) days after the event, giving the reason for its non-
compliance, particulars of the Force Majeure and the obligation or
condition affected. The Party affected by the Force Majeure shail keep
the other Party informed from time to time of the evolution of the Force
Majeure occurence and shall promptly notify the other Party as soon
as the Force Majeure has been removed and no longer prevents it
from complying with its obligation or condition and shall thereafter
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21.4.

21.5

21.6.

O

resume compliance with such obligation or condition as soon as
possible.

The obligations other than those affected by the event of Force -
Majeure shall continue to be performed in accordance with the
provisions of this Contract.

All obligations suspended as the result of Force Majeure will be completed as
quickly as possible, within a time frame no longer than the length of the time of
the Force Majeure. ;

When Force Majeure situation lasts more than ninety days, the Parties will
meet to examine the situation and implications for Petroleum Operations, in
-order to establish the coufse of action appropriate for the fulfilment of
contractual obligations in the circumstances of the said Force Majeure. In
such a case, the duration of the Contract will be extended by the same amount
of time that the Force Majeure has lasted
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22.1.

. 22.2.

223.

22.4.

ARTICLE 22

ARBITRATION

In the event of any dispute between the State and Contractor
regarding the interpretation or execution of the provisions of this
Contract, the Parties shall make their best efforts to settle such dispute
amicably.

If, within three months of the date of notice of such dispute, the Partics
have not reached an amicable agreement, the matter will go to arbitration at the
International Chamber of Commerce (CCI) in comphance with Article 4.28 of
Petroleum Operations Regulations on arbitratioii, :with the exception of
language, place and the relevant law whlg:h W'l.u be as specxﬁed n the followmg
Article. : : AT

The seat of arbltration shali be agreed by the Parties, and if
there is a lack of agreement shall be determined by the arbitrators.
The language used. dunng the arbytrahon proceedings shall be the
Spanish language and the apphcable faw shall be the laws of the
Republic of Equatorial Guinea as well as the rules and practice of
international law apphca,ble On the' subject matter. .

The arb:trati'on 'tnbunal shall consist of three (3) arbitrators, two
(2) of whom designated by each of the Parties and the third to act as
the President, nominated by the International Chamber of Commerce.
No arbitrator shall be a national of the countries to which either Party
belongs.

The arbitration award shall be final and it shall be binding on
the Parties and immediately enforceable.

The arbitration expenses shall be borne equally by the Parties,
subject to the decision of the tribunal regarding the sharing thereof.

The Parties shall conform to any measure of conservation
prescribed or recommended by the arbitration tribunal.

A request for arbitration shall give rise to the suspension of the
contractual provisions conceming the subject matter of the dispute, but
all other rights and obligations of the Parties under this Contract shall

not be suspended.
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ARTICLE 23
CONDITIONS FOR APPLICATION OF THE CONTRACT AND
NOTICES
23.1. The Parties hereby agree to cooperate in any possrble manner

to achieve the objectives of this Contract.

The Ministry will facilitate the performance of Contractor's

activities by granting it all permits, licenses and access rights

- necessary for the requirements of the Petroleum Operations, and by
making available to it all the appropriate services with respect to sard

of the Republic of Equatorial Gumea

23.2. Any notification required or given: by elther Party to the Other will be
considered as delivered when the ﬁnn ‘of ‘the receiving party acknowledges
receipt. Said notifications shouldhe mn Spamsh and addressed to:

- For the State

Ministry of Mmes and Energy
Malabo
Republic of Equatqnal Guméa
C/12de Octubre © ~ : ™~
FAX : (240) 93353....+
TEL : (240) 93567, 93405
TELEX : GBNOM 5405 EG

- For Contractor :

Notifications shall be deemed to be delivered on the date the
addressee receives them pursuant to the acknowledgement of receipt.

23.3. The State and Contractor rnay at any time change their
authorized representative, or modify the addresses mentioned in
Article 23.2, subject to at least ten (10) days’ prior notice.

23.4. This Contract may be modified only in writing and by mutual
agreement of the Parties.




23.5.

23.6.

23.7

23.8

Headings in this Contract are inserted for. purposes of
convenience and reference and in no event shall define, restrict or
describe the scope or object of the Contract or of any of its clauses.

Annexes A, B, C and D attached hereto are an integral part of
this Contract.

Anything not specifically covered in this Contract will be subject to the
provisions of the Hydrocarbons Law and the Petroleum Operations
Regulations.

This Contract constitutes a definite agreement between the State and the
‘Contractor and replaces and substitutes any other agreement between the
Parties whether oral or in writing, drawn up prior: to the date of signature of the
same. -

The Parties agree that, for the duratlon of the Contmct and, 2 perlod of two
years after its termination, all mformanon relating to, Petroleum Operations will
be confidential and cannot be dmﬂged by elther Party w1thout mutual consent.

In the same way, the Mimstry will not revea} to third parties information
protected by patents or contractual agreements or pertinent to the Contractor’s
own technology or what has been tecexved under licence.

However, in order to- obtam new tenders the Ministry may show third parties
geophysical and geoioglcal data relating to part or parts of the Contract Area
adjacent to the new tefidér areas.

This confidentiality clause will not apply to a bona fide potential assignee, who
will be sworn to confidentiality; nor will it apply to the obligation of the State
to inform international financial institutions.

The parties can give information and photographs relevant to Petroleum
Operations to the media by previously agreed mutual consent.




ARTICLE 24

EFFECTIVE DATE

This Contract shall become effective upon the date on which it is executed,
such date herein referred to as the Effective Date, and this Contract shall
then be binding for the Parties.

In witness whereof, the Parties hereto have executed this Contract in two (2)
eriginals in the Spanish language.

FOR MINISTRY OF MINES AND ENERGY{ &
REPUBLIC OF EQUATORIAL GUINEA., : “’

. NAME':
TITLE :

DATE :

......

FOR THE CONTRACTOR -
NAME :
TITLE :

DATE :
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ANNEX A

CONTRACT AREA

Attached to and made an integral part of this Contract between the Republlc
of Equatorial Guinea and Contractor.

Upon the Effective Date, the initial Contract Area covers an area deemed
equal to approximately ( ) square kilometers.

Said Contract Area is described on the map provided in Annex B.

The points indicated on satd map are defined below,
by reference to the Greenwhich mengl,an through thelr geographlc
coordinates : : : :
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ANNEX B

MAP OF THE CONTRACT AREA

Attached to and made an integral part of this Contract between the Republic
of Equatorial Guinea and Contractor.

. B
tear
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ANNEX C

ACCOUNTING PROCEDURE

Attached to and made an integral part of this Contract between the Republic
of Equatorial Guinea and Contractor.

1.1.

1.2.

1.3

1.3.1.

ARTICLE 1

.....

Purpose

This Accounting Procedureshallbe follovg@gl'?cjhd 'Bﬁ.s'é?i'ved in implementing the
provisions of the Contract 16 which it is attached.

Interpretation P

For purposes of this':' A’cq'oﬁiiﬁng Procedure the terms used herein which are
defined in the Contiact shall have the same meaning when used in this
Accounting Procedure.

In the event of any inconsistency or conflict between the provisions of this
Accounting Procedure and the other provisions of the Contract, then the other
provisions of the Contract shall prevail.

‘Accounting Records and Reports

Until Contractor has declared the first Commercial Field within the Contract
Area in accordance with the provisions of Article 5 of the Contract, Contractor
shall maintain at its main office complete accounts, books and records of all
exploration costs and expenses related to Petroleum Operations hereunder in
accordance with generally accepted accounting procedures and standards in the
international petroleum industry and in accordance with the charts of accounts
described under Article 1.3.2 below. A copy of these complete accounts, books
and records, shall be kept at the Contractor's office in the Republic of
Equatorial Guinea.

From the time Contractor has declared the first Commercial Field within the
Contract Area, Contractor shall maintain in the Republic of Equatorial Guinea
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1.33.

O

complete accounts, books and records of all revenues, costs and expenses
(including those costs and expenses incurred during the exploration period of
the Contract) relating to all Petroleum Operations hereunder in accordance
with generally accepted accounting procedures and standards in the -
international petroleum industry and in accordance with the charts of accounts
described under Article 1.3.2 below.

The purpose of this Accounting Procedure is to: (i) classify expenditures, (ii)
define Petroleum Costs, and (iii) prescribe the manner in which the
Contractor’s accounts shall be prepared and approved.

. Within sixty (60) days of the Effective Date, Contractor shall submit to and

discuss with the Ministry a proposed outline of charts of accounts, books,
tecords and reports, which outline shall be in accordance with generally
accepted standards and recognized accounting: systems and consistent with
normal petroleum industry practice and procedm:es

Within sixty (60) days of receiving’ thc above submlsmon she Mmlstry shall
either provide written notificatioh. orf its: approval of the propt)sal or request in
writing revisions to the prappsal """ TR

Within one hundred and exghty (180). days aﬁer the Effective Date, Contractor
and the Ministry shall agree on thé. outline’ ‘of charts of accounts, books, and
records and reports which shalk: dcscrlbe the basis of the accounting system and-
procedures to be developed and used hereunder. Following such agreement,
Contractor shall expeditiouslyprepare and provide the Ministry with formal
copies of the comprehensxve charts of accounts and manuals related to the

followed under the Contract.
Notwithstanding the generality of the foregoing, Contractor shall submit to the
Ministry at regular intervals statements relating to the Petroleum Operations,
including, but not limited to, the following, as provided in Article 6 of this
Accounting Procedure:

(a) Production Statement.

(b) Value of Production and Pricing Statement (monthly).

(c) Petroleum Costs Statement (quarterly).

(d Production Sharing Statement (quarterly).

(e) Final End-of-Year Statement.

Annual Budget Statement.
Statement of crude exports.

Statement of initial and final inventory of crude.
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1.34.

1.4.

1.5.

1.5.1.

1.5.2.

1.53.

1.5.4.

1.5.5.

All reports and statements shall be prepared in accordance with the Contract,
the laws of the Republic of Equatorial Guinea and regulations made thereunder,
and where there are no relevant provisions of either of these, in accordance -
with generally accepted practices in the international petroleum industry.

Language and Unit of Account

Unlesss otherwise agreed, all accounts, records, books and reports shall be
maintained and prepared in the Spanish language and shall be recorded in
Dollars. For information purposes, Contractor may also maintain accounts and

records in other languages and currencies.

As provided in Article 15.5 of the’ Centract the Mlmstry, upon at least forty
five (45) days advance writteni’ notice to Contractor, “shall have the right to
inspect and audit, during normat business hours;-all. records and documents
supporting costs and:’ expenses such as..the. Cohtractors accounts, books,
records, invoices, cash vouchers debxt notes, price lists or similar
documentation with respect to". the-, “Pétroleum Operations hereunder.
Furthermore, the auditors shall* have the nght in connection with such audit, to.
visit and inspect at reasonablé tlmes " all sites, plants, facilities, warehouses and
offices of Contractor dlrectly ‘or mdlrectly serving the Petroleum Operations

.....

In such cases the Contractor’s accounts shall be certified by a recognised firm
of international auditors acceptable to both parties. All the related costs shall be
included as Petroleum Operation Costs.

Any audit exceptions shall be made in writing and notified in writing to the
Contractor within ninety (90) days of completion of the audit (the audit shall be
ordered following an exchange of letters between the Contractor and the

‘Ministry); failure to give such written exception shall be deemed to be an

acknowledgement of the correctness of the Contractor's books and accounts.

Contractor shall answer any notice of exception under Article 1.5.2 within
thirty (30) days of the receipt of such notice. Where the Contractor has, after
the said thirty (30) days, failed to answer a notice of exception, the exception
shall prevail.

All agreed adjustments resulting from an audit and all adjustments reqﬁired by
prevailing exceptions shall be promptly made in the Contractor's accounts and
any consequential adjustments to payments due to the State shall be made

promptly.

If Contractor and the Ministry are unable to reach final agreement on proposed
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1.7.

]

audit adjustments they may, by mutual agreement, refer their dispute for
binding expert determination in accordance with the provisions of Article 15.8
of the Contract. When issues are outstanding with respect to an audit, the
Contractor shall preserve the relevant documents and permit mspectnon thereof -

until the issue is resolved.

Currency Exchange Rates

The Book-Keeping Exchange Rate shall be established monthly, based on the
arithmetic average of the closing buy and sell rates for the Dollar against the
Equatoguinean currency unit for the last working day of the month, as
published by the Bank of Central African States (BEAC).

“The Book-Keeping Exchange Rate of the last working day of each calendar

month shall be used for exchange transactiops;-and for the purpose of
determining the countervalue of Dollars in the F.quatergumean currency unit for
the next succeeding month. The Bogk’ Keepmg Exchange Rate shall be
changed when the arithmetic average: “of, the“closing buy ‘and.-séll tates for any
subsequent calendar month vanes ﬁ'om the cunently apphcable Book Keeping
Exchange Rate. P, .

Revision of the Accountmg Proeedure

By mutual agreement betWeen the anstry and Contractor, this Accountmg
Procedure may be re\nsed fromi time to time by a document in writing executed
by the Parties.
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2.2.
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ARTICLE 2

CLASSIFICATION OF PETROLEUM COSTS

Expenditures shall be classified in accordance with the purposes for which they
are made. The classification criteria are those which have been included in the
approved Annual Work Program and Annual Budget for the Year in which the
expenditure is made and other items which have been agreed by the Parties
from time to time. All Petroleum Costs shall be classified, defined and allocated
as set out below. Records of Petroleum Costs shall be maintained in such a way
as to enable proper allocation to each Field in the event of a Commercial

Discovery.

Exploration Expenditures

Exploration Expenditures are all’ dmbct and allocated mdlxect expendxtures
incurred in the search for Petroleum in an area. wh]ch is, or was at the time
when such costs were mcurred., part of the Contraot Area including:

(a) Aerial, geophysncal, : geochemlcal, paleontologlcal, geological,
topographical and seismic surveys and studies and their interpretation;

(b) Core hole dnllmg and wate.r Well drilling;

o
Yreee

(¢) Labor, matenals,‘supphes, and services used in drilling exploration Wells
or appraisal Wells;

(d) Facilities used solely in support of the purposes described in paragraphs
(a), (b) and (c) above, including access roads and purchased geological and
geophysical information, all separately identified;

(¢) Any other expenditures incurred in the search for and appraisal of
Petroleum after the Effective Date but prior to the date of granting a
Development Area with respect to the relevant Field and not covered
under Article 2.3 below.

Development Expenditures

Development Expenditures shall consist of all expenditures incurred in:

(a) Drilling Wells which are completed as producing wells and drilling Wells
for purposes of producing a Field whether these Wells are dry or

producing and drilling Wells for the injection of water or gas to enhance
recovery of Petroleum;
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(b) Completing Wells by way of installation of casing or equipment or
otherwise after a Well has been drilled for the purpose of bringing the well
into use as a producing Well or as a Well for the injection of water or gas
to enhance recovery of Petroleum;

(¢) The costs of Petroleum production from a Ficld and its transport and
storage facilities such as pipelines, flow lines, production and treatment
units, wellhead equipment, subsurface equipment, enhanced. recovery
systems, offshore platforms, petroleum storage facilities, export terminals
and piers, harbors and related facilities, and access roads for production
activities;

(d) Engineering and design studies for facilities referred to in paragraph (c)

above;

Operating Expenditures

Operating Expenditures aré- all expendltures mcurred -In Petroleum Operations
from the date of approval Qf the relevant. dcvelopment and production plan as
provided in Article 3,11 of the Contract “which are not Exploration
Expenditures, Development Expcndlmres General and Administrative
Expenditures and Service Expendltures ,

The balance of Generai and Admmlstratlve Expenditures and Service
Expenditures not classifiéd as the Exploration Expenditures or Development
Expenditures shall be classified as Operating Expenditures.

ASSIGNMENT OF GENERAL AND ADMINISTRATIVE EXPENSES.

They are all the expenses associated with the functioning of certain services of
the Contractor in Equatorial Guinea as well as abroad and to the General
Assistance of the central services necessary for the study, planning and
execution of Petroleum Operations.

These expenses resulting from direct activities of the Contractor and carried
out with their own services or third parties are related mainly to the following
functions:

Administrative Expenses:  Referring to Management expenses, Public
Relations, Finance, Budget and Management Control, Accounting, Treasury,
Financing, Management Information Systems, Taxes and Legal Issues,
Insurance, Administration, and

General Expenses: General assistance will be billed according to the usual
methods of the central services of the Operator. These methods consist of
covering an equitable part of the common expenses of the corresponding
central services, on one hand to the access to know-how and to the
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improvement of the techniques and on the other hand to the other different
administrative expenses mentioned above. This General Assistance. may be
billed as Petroleum Operations are being carried out using a rate of 5% (five
percent) of the costs of the referred operations.

The administrative and general costs will be assigned by means of a detailed
study, and the method determined by each study will be applied consistently
each calendar year. The method selected should be approved by the Ministry
and the Contractor.

INTEREST RECOVERY

Interest on loans obtained on one hand from Affiliated or Parent companies or
-third parties not Affiliated at rates not exceeding prevalent commercial rates for
investments in Petroleum Operations shall not :be- T¢coverable as Petroleum
Operation Costs but shall be treated as tax deduotlble when, calculatmg the
icome tax obligations of the Conuactor """ ey ..

INSURANCE AND CLAIMS
The costs of Petroleutii: Operatlons will mclude premmms paid for normally

required insurance fox _operations _ assocnated 'with Contractor obligations
carried out according to the Contfact All -éxpenses incurred and paid by the

Contractor in resolution of any: IOSS, clalm injury and damages, shortcomings,

and other expenses, mcludmg ‘money associated with the obligations according
to the Contract will-b¢’ nIcluded as Petroleum Operation Costs less any cost
recovered by the Contractor by means of insurance claims, so long as these
expenses are not incurréd or result from proven negligence of the Contractor.

INVENTORY ACCOUNTING

The costs of materials and equipment bought for inventory will be recoverable
in the Calendar Year in which the stated materials and equipment arrived in the
Republic of Equatorial Guinea.

‘Marketing Expenditures

The costs incurred in the export of hydrocarbons. These costs include:

Transport of hydrocarbons
Navigation/pilotage charges, etc.
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ARTICLE 3

OTHER CLASSIFICATION OF COSTS

During whichever year commercial production occurs, the costs of Petroleum
Operations shall comprise :

Non-capital costs incurred during the current year
Capital costs incurred during the year
Recuperation of all prior year’s unrecovered Petroleum Operation Costs

3.1 CAPITAL OR TANGIBLE COSTS

Capital or tangible costs are understood as those costs ﬁsﬁned in the acquisition of
fixed assets which normally have a useful life of morg than one year.

Tangible costs include, but are not hnuted .to the folIowmg

" (a) Infrastructure for public and. auxlhary services, ﬁne cost of oil loading and
transportation systems, treatment “plant and machmery and secondary recovery
systems, gas plant and vapour Systems :

(b) production installations; constructton bf platforms outside the Contract Area and.
their on-site installations, pipework" éqmpment well heads, production tubes, warp
rods, pipeline and gasline mstaﬂatfon, cables, reinjection charges, storage tanks;

(c) moveable goods: drlllmé"énd surface and subsurface production equipment and
instruments, flatboats, boats, diesel engines, planes, construction machinery, furniture,

office equipment etc;

(d) construction; territory acquisition, construction of dwellings, offices, shops,
factories, recreation installations and other tangible construction goods.

With the exception of territory acquired by the CONTRACTOR, all the goods
itemised will depreciate during their usefu! life.

3.1.2 Depreciation of Tangible Costs

In order to calculate Income Tax and for recovery of capital or tangible costs,
Depreciation will be calculated from the year in which the assets are placed in use,
allowing one complete year’s depreciation. Only those costs incurred in acquiring
tangible goods will be subject to Depreciation. The method used to calculate the
allowed annual depreciation will be the straight line method. The shelf life to be used
for depreciation purposes for tangible costs will be six (6) years. The un-depreciated
balance of goods withdrawn from active service will not be assigned to Petroleum
Operations Costs, but will continue to depreciate on the basis of the shelf lives
previously described, except in the case of the said goods suffering unforeseen
damage, for example by fire or accident.
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3.2 NON-CAPITAL OR INTANGIBLE COSTS

Non-capital costs are those relating to Petroleum Operations in the current year. In -
addition to those costs which only relate to current operations, intangible well-drilling
costs according to the following points (c), (d) and (e) will be classed as non-capital
costs. Non-capital costs include, but are not limited to, the following:

(a) labour, materials and services used daily in well operations, facility operations for
oil field production, secondary recuperation operations, storage,- management,
transport and delivery operations, natural gas well operations, facilities operations for
natural gas production, and other exploration activities, including maintenance
operations.

(b) office and general administration services: general somoes including technical and
snmlar material servxces leasing of necessary heavy engmeenng machmery, leasing of

cees,

and other outside costs.

"~ (c) development and production dnl]mg labour materlais and services used in well-
drilling, with the objective of: penetratmg a proven. dcposn in the drilling of delineation
wells, as well as drilling, deepenmg or reconstructlon -of wells and, if there are any,
access tracks to the wells; W e

(d) exploratory drilling; labour, materlals and services used in well drilling with the
objective of discovering unvetified-deposits of Crude Oil and Natural Gas, and, if there
are any, access tracks to the:wells:

(e) studies: labour, materials and services used in aerial, geological, topographical,
geophysical and seismic reconnaissance and core drilling;

(f other exploration costs - auxiliary or provisional facilities with a shelf life no longer
than one year, used in the study of geological and geophysical data; and

(g) the signature bonus and costs incurred for production bonuses, as required,
according to Articles 10.1 and 10.3 of the Contract.

Non-capital or intangible costs will be treated as Petroleum Operations Costs, which
will be recovered in the current year.

3.3. EXPENDITURES EXCLUDED FROM PETROLEUM COSTS
The following costs and expenses shall not be included in Petroleum Costs:
(a) the bonuses and surface rentals provided in Article 10 of the Contract;

(b) any payments made to the State for failure to fulfill the minimum
exploration work obligations in accordance with Article 3 of the Contract;
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interest and any other financing charges incurred on loans raised to finance
Petroleum Operations;

costs of marketing or transportation of Petroleum beyond the Delivery -

Point, costs which are compensation for Terminal Fees (defined below);

the cost of any bank guarantee under the Contract and any other amounts
spent on indemnification with regard to nonfulfillment of contractual

obligations;

attorney's fees and other costs of proceedings in connection with
arbitration under Article 22 of the Contract or expert determination as
provided in the Contract or this Accounting Procedure;

fines and penalties imposed under the laws of Equatonal Guinea.

.....

this Contract.

costs which exceed. tﬁe approved budget 4n accordance with the
conditions of thlsContract i

. .
e
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ARTICLE 4
4.1 PRACTICAL DETERMINATION OF TAX RATE
Taxrate=(1)-(2)-3)- @)
¢)) Contractor’s net income (recoverable costs + production participation)
Less (-):
(2) Non-capital costs
63) Depreciation of capital costs

(4) Carry forward of deficits of the previous financial year if. there are any (subject to
limitation of three years of carrying forward) w3 .

4.2 PRINCIPLE OF TREATMENT OF A FINANCIAL YEAR DEFICIT
" Article 67 of the Tax Law (modlﬁed.byDeeree/Law No o 1988)

“In case of deficit in a ﬁnanc1a1 year this deﬁmt w:ll be cons1dered as relating to the
fo]lowmg fmancnal year and deducted frem the proﬁt made durmg the said financial

third financial year.” S




5.1.

5.2,

S.3.

ARTICLE §

RECORDS AND VALUATION OF ASSETS

Records

Contractor shall maintain detailed records of propérty in use for Petroleum
Operations under the Contract in accordance with normal practice in
exploration and production activities of the international petroleum industry.

Prior to the date of approval of the.. fu‘st Afmual Work Program .and Annual
Budget submitted pursuant to. Artxcfe 4-of the Cpntrac{ “Contractor shall
prepare an annual schedule (ta be included as part of the Statement required
under Article 6.3 of this Aceountmg Procediire). of-all property in use for
Petroleum Operations a.pd its value as shawit-irt the Contractor's records.

Inventories in Subsequen.tﬂifz'fer‘hfidhs

Subsequent to the date qf' ‘approval of the first Annual Work Program and
Annual Budget submitted pursuant to Article 4 of the Contract, inventories of
property in use in Petroleum Operations under the Contract shall be taken at
reasonable intervals but at least once a year with respect to movable assets and
once every two (2) years with respect to immovable assets.

Contractor shall give the Ministry at least thirty (30) days written notice of its
intention to take such inventory and the Ministry shall have the right to be
represented when such inventory is taken. Contractor shall clearly state the
principles upon which valuation of the inventory has been based. Contractor
shall make every effort to provide to the Ministry a full report on such
inventory within thirty (30) days of the taking of the inventory.




6.1.

6.2,

0

ARTICLE 6

STATEMENTS

Production Statement

Without prejudice to the rights and obligations of the Parties under the

Contract, from the date of commencement of regular production from the
Contract Area, Contractor shall submit a monthly production statement to the

Ministry showing the following information separately for each Field and in

aggregate for the Contract Area:

(a) The quantity of Crude Oﬂ produced and saved,

(b) The quality characteristics of such Crud;?OiI'produced and saved
(c) The quantity of Natural Gas produced and saved A

(d) The quality charactcrlstlcs of such Natural Gas produced and saved.

(¢) The quantities of Crude Oil and Natulal Gas used for the purposes of
carrying on drilling and prodnctlon operations and pumping to erld
storage.

(® The quantities of G;ilde 011 and Natural Gas unavoidably lost.

(g) The quantities of Natural Gas flared and vented.

(h) The size of Petroleum stocks held at the beginning of the calendar month
in question.

(i) The size of Petroleum stocks held at the end of the calendar month in
question.

(§) The quantities of Natural Gas reinjected into the Petroleum Reservoir.

All quantities shown in this statement shall be expressed in both volumetric
terms (barrels of oil and cubic meters of gas) and in weight (metric tons).

The production statement for each calendar month shall be submitted to the
Ministry no later than ten (10) days after the end of such calendar month.

Value of Production and Pricing Statement
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Contractor shall for the purpose of Articke 9 of the Contract, prepare a
statement providing calculations of the value of Crude Oil produced and saved
during each Quarter.

This statement shall contain the following information:

(a) The quantities, prices and receipts realized by Contractor as a result of
sales of Crude Oil to Third Parties made during the Quarter in question.

(b) The quantities, prices and receipts realized by Contractor. as a result of
sales of Crude Oil made during the Quarter in question, other than to Third
Parties.

{c) The value of stocks of Crude Oil at the end of the Quarter preceding the
Quarter in question. .: ...... ;

(d) The value of stocks of Crude 011 at the end of the Quarter 1n guestxon

() Information available to Oanttactor msofar as reqm,red for the purposes of
Article 9 of the Contract, concemmg the prices. Qf competitive Crude Oils
produced by the inain’ “pefroleum producmg and exporting countries
including contract prlces dlscomts and premla and prices obtained on the
spot markets. K

Quarterly statement

Contractor shall prepare a Quarterly Petroleum Costs Statement showing the
Petroleum Costs incurred by Contractor with respect to the Contract Area, as
classified under the headings provided in Article 2 of this Accounting
Procedure.

Exploration Expenditures, Development Expenditures and Operating
Expenditures shall be separately identified for each Field, if any. Contractor
shall specify the basis of allocation of shared expenditure. If the Ministry .is not
satisfied with the degree of disaggregation within the categories he shall be
entitled to ask for a more detailed breakdown.

Exploration Expenditures prior to the date of approval of the first development
and production plan submitted pursuant to Article 4 of the Contract or not
directly attributable to a specific Ficld shall be shown separately.

The Petroleum Costs Statement for each Quarter shall be submitted to the
Ministry no later than fifteen (15) days after the end of each Quarter.

6.3.2. Annual Statement

75




6.4.

6.5.

]

Contractor shall prepare an annual Petroleum Costs Statement containing the
following information for the purposes of Article 7.2 of the Contract with
respect to each Field:

(a) Allowable Petroleum Costs not yet recovered carried forward from the
previous Year, if any.

(b) Allowable Petroleum Costs for the Year in question.

(c) The quantity and value of Petroleum production taken by Contractor as Oil
for Cost Recovery under the provisions of Article 8.2 of the Contract for
the Year in question.

(d) Allowable Petroleum Costs not yet recovered at the end of the Year in
question. v

......

The annual Petroleum Costs Statemenf shall be submxtted to t‘he Mxmstry no
later than forty five (45) days followmg the end of each Year

Production Sharing S.ié{ér:inent
Within forty five (45) days foﬂawmg the end of each Year, Contractor shall
submit to the Ministry with™ .respect to such Year a Production Sharing
Statement containing-tlie follQng information for the purposes of Article 7.3
of the Contract: : :

(@) Cumulative Deemed Profit at the end of the previous Year.

(b)  Deemed Profit for the Year in question.

(¢)  Cumulative Deemed Profit at the end of the Year in question.

(@  Cumulative Investments at the end of the previous Year.

©) Investments for the Year in question.

® Cumulative Investments at the end of the Year in question.

(®  Quantity and value of Contractor's share of Net Crude Oil.

()  Quantity and value of State's share of Net Crude Oil.

Final End-of-Year Statement

On or before the thirty-first (31st) day of March of each Year, Contractor shall

76




6.6.

O

submit to the Ministry a final end-of-year statement in accordance with the
provisions of Article 3.1.3 of the Petroleum Regulations.

Annual Budget Statement

Contractor shall submit to the Ministry an Annual Budget Statement in
accordance with the provisions of Article 4 of the Contract.

Such Statement shall distinguish between budgeted Exploration Expenditures,
Development Expenditures and Operating Expenditures by Quarter and shall

correspond to the individual items of Petroleum Operations included in the
Annual Work Program.

eree

-----
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ANNEX D

Attached to and made an integral part of this Contract between the Republic =

of Equatorial Guinea and Contractor.

BANK GUARANTEE

......
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