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Z. BACKGROUND

Ir 1979, the Ministrv of Lands, Mines and Energvy commissioned Ferrand and
Associates, a geological consulting firm ir Houston to evaluate the
hvdrocarbon potential of Liberia. The work was financed bv 2z World Bank
loan and consistec of two phases. The first phase dealt with the gathering,
reprocessing and interpretation of previous geophysical ané geological data,
and a report was submitted in April 1980. The second phase consisted of the
acguisitior, processing and interpretation of 2,500 kilometers of new
geophysical data. This new information was consolidated with the previous
information and delivered to the Govermment in early 1982. The seismic was
shot by CGG and was mostly on the Continental Shelf, although some lines
extended into the slope area. The Ministry believes that the new seismic
information indicates that certain of the four exploratory wells drilled in
the 1969-70 period missed their targets. The World Bank loan was also used
to develop a new model contract with the assistance of Duncan, Allan, and
Mitchell, a Washington law firm which has some experience in the preparation
of production sharing agreements. The total value of the World Bank loan
was $5 million and the Government of the Ivory Coast has also contributed §1
million to the effort.

As shown in Figure 1 the offshore areas have been divided into 5 blocks on
the Continental Shelf (defined for the purposes of this exercise as repre-
senting the seabed up to a submerged depth of approximately 200 meters)
These 5 blocks range from 2,000 to 3,500 square kilometers in area with the
exception of Block H5 which is approximately 8,000 square kilometers. In
addition, the slope (representing the transitional area of seabed linking
the Continental Shelf and the deep sea floor up to a depth of about 3,000
meters) has been sub~divided into four blocks ranging from 6,400 square
kilometers to 9,800 square kilometers. The companies were required to
submit proposals by June 30, 1982 indicating a minimum drilling program and
expenditure commitment as well as the percentage of production which the
Government would receive under a production sharing agreement. The
submission deadline was subsequently extended to September 30. Omnly
companies which agreed to purchase the Ferrand report ($50,000), the 1981
geophysical survey data ($250,000), and the previous technical data
($50,000) for a total of $350,000 were qualified to propose. To date only
four companies are understood to have purchased any data. Chevron and Elf
purchased the Ferrand report and Marathon purchased the Ferrand report and
the old data. Only one company, Amoco, has purchased the old data, the new
data and the Ferrand report. This response has clearly been a
disappointment,

Up to now the Liberian promotional efforts have been confined to holding two
seminars--one in early April in Monrovia and a second in Houston from April
21 to 23. During these seminars, the first day was devoted to the geolo-
gical presentation by Ferrand and Associates, the second day dealt with
legal and contractual matters and the third day was largely devoted to
informal contacts. A list of the attendees at both seminars is given in
Table 1.
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TABLE 1

LIBERIA: EXPLORATION PROMOTION

COMPANIES ATTENDING MONROVIA AND HOUSTON CONFERENCES

Monrovia

Agip

Amoco

Bentley International
B.P.

Burmah 011

Chevron

Clu Enterprises, Inc.
Cresent 011

Delta 011

Deminex

Durkee Drilling

E1f

Esso/Exxon

Gulf

Hispanica de Petroleos S.A.
Hunt 011 Co.

Katana

Liberia Qffshore 0i1 Corp.
LPRC

Mapco

Marathon

Mobil

Petrobras

Petrofina

Phillips

Richlarnd 011

Shell

Total

Houston

Amoco

Arco

Baird

Chevron

Cities Services
Conoco

Esso

Getty

Gulf

Hudbay

Husky Qi1 International
Katana

Ladd Petroleum Corp.
Liberia Offshore
Bennett Energy
Odeco 0i1 & Gas
0xoco

Pecten (Shell)
Petrofina
Phillips
Superior

Terra Resources
Texaco

Texas Eastern
Transworld

Union Texas
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The Liberians have noted a2 dramatic change in the attitude of companies
between early 1981 and the present. There has peen a further significant
deterioration in interest from the time the seminars were held in April. 1In
earlv 1981 Phillips, AGIP and TOTAL appeared interested in acquiring the
entire shelf area and AGIP indicated it would repav the World Bank loan. 1In
addition, Getty, among others, showed strong interest. The area of primary
interest appeared to extend from a line half-wav between Block H2 to the
eastern edge of Block H4 and extending bevond the shelf to the slope andé
rise areas.

The first seismic was shot in Liberia in 1968 by Conoco and Chevron with
subsequent surveys as shown in Table 2. Concessions were awarded in 1969 to
Union Carbide (with Ashland as a partner), Chevron (with Amoco as a
partner), Frontier International, and Syracuse Oils. These concessions were
relinquished in 1972 after the drilling of four wells during 1971, none of
which reached basement although two bottomed in rift-associated volcanics.
Union Carbide drilled two wells, Al-1l to 5,500 feet and A2-1 to 10,400 feet.
Chevron drilled one well, 11B-1 to 9,600 feet and the Frontier group drilled
Cestos No. 1 to 10,400 feet. All wells encountered shows but either drill
stem tests were not performed or were unsuccessful. The Liberians have
found it difficult to obtain all the past data since Union Carbide has since
ceased international exploration, Syracuse has been taken over by Bow
Valley, and Frontier (a subsidiary of Husky) was taken over by Nova.

It is noted in the Ferrand geological report that there was an absence of
good reservoirs in the areas drilled, together with significant interpreta-
tional problems. On the other hand, on the favorable side, the report notes
areas of thick sediments (particularly on the slope), organic-rich thermally-
mature shales, individual sand intervals with fair to good porosities,
potential structural and stratigraphic traps, and hydrocarbon shows in the
wells drilled.

Given the somewhat disappointing response of the companies to their promo-
tional efforts, the Liberian Government requested USAID to undertake an
independent review of the promotion process, to try to assess the reasons
for the negative reaction of the companies and to advise on future strategy.
This review has been undertaken during the last three months by Arthur D.
Little, Inc., on behalf of USAID. The review process consisted of conduct=-
ing informal discussions with a number of companies, and reviewing the terms
of the proposed Liberian Model Contract. Finally, consideration was given
to the promotion process used by the Liberians and suggestions are made as
to how to proceed in the future.

A\ Arthur D. Little, Igfe.



Table 2

I

SEISMIC COVERAGE OFFSHORL LIBERIA
1966-198]

) Coveragme
Year Entity General Area Miles Energy Source Stack A
T9GE | Continental Shelf 150 | Vibroscis 1206
1458 | Chevron Shelf 233 | Aquapulse 12060
1969 | Syracuse Shelf 710 | Air Guns ( 900 ci) 1200
14644 | Union Carbide | Shelf T11 | Air Guns ( 600 eci)} 2400
1970 | Chevron Shelf 988 | Air Guns ( 800 ci) 2400
1970 | Union Carbide | Shelf 137 | Air Guns ( 600 ci) 2400
1970 | Mobil Slope & Rise * 820 | Air Guns ( 500 psi)| 100 & 1200
14970 | Frontier Shelf 860 | Air Guns ( 900 i)l 2i0C
1971 | Crystal Shelf 56 | Aquapulse 2400
1971 | Union Carbide | Shelf 72 | Air Guns ( 6800 ei)| 2400
1971 | 1IDOE Slope & Rise * 3,353 | Sparker (160 kj) 100
1472 | Ashland Shelf 18 1 Maxipulse 1200
1976 ) GSI Slope & Rise 500 1 Air Guns (1450  ci)] 100 & 240
1477 | IFP/CEPM Slope & Rise _430 | Flexichoe ( 50  kj) 2400
1980 | IFP/CEPM Slope & Rise * 1,248 | Flexichoe 2300
1981 | Liberia Shelf & Slope * 246 | Vaporchoe K00
1631 | Liberia Shelf & Slope * | 1,052 | Vaporchoe a6010)

Total Mileage 11,684

* Data integrated as part of Phase Il study (6,719 miles) in addition to the
data interpreted during Phase I (4,965 miles).

Abbreviations:
c¢i: cubie inch

psi: pound/square inch
kj: kilojoule

-5 )
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II. COMPANY VIEWS ON THE LIBERIAN EXPLORATION PROMOTION EFFORT

When considering new areas, exploration companies move along z decision tree
as follows:

e Geologvy
Does the area offer favorable geological prospects? And if so,

e Terms
Does it appear that terms can be negotiated with the Government's
current administration which properly reflect the economics of

finding and development in the area? And if so,

e Political Risk

Is it reasonable to expect that any terms negotiated now would be
honored by the current and successive Government regimes, should
hydrocarbons be found?

Strongly impacting this decision tree is the current industry environment
which plays an important role in how compdnies perceive short-term explora-
tion opportunities, The 1973 and 1979 oil crises with their attendant price
increases caused strong surges in exploration interest. The rapid increase
in industry cash flow which became available for investment, together with
the perceived shortage of new investment opportunities, caused companies to
bid-up terms in even marginal geological areas. One manifestation of this
was the skyrocketing of lease bonuses paid for U.S. acreage. Internation-
ally companies showed renewed interest in areas of perceived marginal
geological prospectivity which had not been considered under the previous
cost/price environment.

The current outlook of uncertain oil prices, coupled with the commitments
made during the 1979-81 crisis period, have created a much poorer environ-
ment today in which to promote new exploration activities. Companies find
themselves overcommitted relative to their cash flow generation capability
and are trying to lay-off these commitments through farm-outs and by carry-
ing out the minimum work obligations needed to hold the acreage. Areas
where geological prospectivity is relatively low are suffering the most in
this environment and this has been reflected in the comments we have re-
ceived about Liberia in our interview program. Very few of the companies in
fact had "crossed the geological bridge'" and thus few had made more than a
superficial review of the Liberian model contract.

Given the current state of the industry, the companies are in a strong
bargaining position vis-a-vis new deals. It is thus unlikely that the kind
of terms which would have been acceptable earlier would be negotiable now.
This comment applies both to work obligations (such as commitments to drill
a specific number of wells of a minimum depth during a defined exploration
period or to spend a specific exploratory budget) and to fiscal provisions

A\ Arthur D. Little, In&S



(the profit-sharing formula and taxation terms). A country of marginal
prospectivity may now have to decide whether to relax its required work
obligations and/or its fiscal terms in the interests of getting some
near-term activity or whether to wait for z more auspicious negotiating
environment. It is unclear whether there is in fact a trade-off in the
minds of the companies between work program obligations and fiscal pro-
visions and this can only be ascertained through specific discussion with
interested bidders.

In order to directly test the company views of Liberia, a number of com-
panies (who had attended either the Monrovia or Houston conferences) were
informally contacted by Arthur D. Little, Inc. These contacts were made
with individuals in the companies concerned with whom we had already had
prior contacts (regarding other areas) or with individuals who attended
either of the two conferences. These conversations were held during October
and November 1982, and mainly during the latter part of November. Most of
the contacts were made by telephone although some were also made during the
course of meetings on other subjects; a total of 24 companies, as identified
in Table 3, have been contacted to date. (ADL is frequently in contact with
the companies involved in international exploration and if further feedback
is obtained, this will be passed on to USAID.)

In general, in the view of the companies contacted, the geological prospects
in Liberia must be considered low. We have segregated the comments made
into the following sub-issues:

Geological prospects and potential future interest;
The current exploration environment;

The Liberian fiscal terms and model contract; and
Reactions to the promotion process.

o O © 0

The following notes summarize, without specific attribution, the comments
received under each heading from the companies. We have identified those
companies who expressed a possible future interest in Liberia, since we
believe that future contact with these companies should form an important
part of Liberia's future strategy.

1. Geological Prospects and Potential Future Interest

Some 7 or 8 companies out of the 24 contacted have indicated some level of
interest in the geological prospects in Liberia. However, this interest
cannot be considered as high except for Amoco who we believe intends to
submit a bid to the Liberian Government., With one exception (Terra
Resources) the companies appear to have little or no interest in the shallow
water continental shelf area; their interest is mainly in the deeper water,
continental slope areas. This interest cannot be considered as high, and is
not expected to lead to additional bids at the present time. The companies
believe the structures in these areas are likely to be small and they are
concerned about the high cost of exploration and the difficulty and high
cost of development of any discoveries made in these deep water environ-
ments.

v
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TABLE 3

LIBERIA ZXPLORATION PROMOTION

COMPANIES CONTACTED BY ADL

Murphy
Exxon
Pecten
Gulf
Deminex
B.P.
Burmah
Chevron
Amoco
E1f Acquitaine
Marathon
Phillips

Terra Resources
Superior

Husky

Hudbay

Ladd Petroleum
Odeco

Baird

Union Texas
Arco

Oxoco

Getty

Texas Eastern
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Most of the companies we contacted simplv felt that the geologv of offshore
Liberis was not suificiently interesting to merit further comsideration in
the current environment. Manv companies felt that the geological
prospectivity was sc low that they would not purchase the seismic data
package offered bv Liberia.

From our discussiomns, it is difficult to discern how "real" the expressionmns
oi possible interest might actually be. In az sense, the companies prefer to
respond with interest rather than to make an absolute rejection, so that if
and when the environment improves, or when their views change as new data
and concepts become known in the industrv, they are still able to bid; they
hesitate to finally close the door. We have also noticed in the past that
it may only take one company to express serious interest and negotiate a
deal to create a competitive environment in which several companies may show
more serious interest in what was initially regarded as uninteresting
acreage. If Liberia is able to conclude a contract with Amoco, the
industry's interest could increase.

The list of companies which follows is of interest primarily because it
provides some possible follow-up leads to the Liberian Govermment; we
recommend that the Government maintain contact with these companies whom it
may wish to encourage to visit Liberia for further discussions regarding the
available geological and geophysical data. It is also possible that one or
more of these companies might be sufficiently interested to attempt to form
a consortium of potentially interested companies to undertake further
seismic work, for example, through a group shoot in the deeper water areas,
as a prelude to drilling later in the 1980s.

The companies which indicated some level of possible future interest were as
follows:

° Amoco
Based on our conversation with Amoco we understand that they
intend to submit a bid to the Liberian Government. Of the com-
panies we contacted, Amoco has indicated by far the greatest level

of interest in Liberia.

° Elf-Aquitaine and Marathon

Both these companies indicated separately that they could be
interested in Liberia once their individual cash flow situations
improve. These indications of interest should probably be taken
seriously by the Liberian Government.

] Terra Resources

Terra Resources was the only company to express interest in the
shallow water. Terra would not be prepared to "go-it-alone" but
would be interested in a partnership with others. Terra may also
therefore be worth early contact by the Liberian Government.

/A Arthur D. Little, Inc.



® Superior, Husky, Union Texas and Arco

These companies all indicated some interest in the longer-term
regarding the deep water continental slope areas. Generally
speaking their review of the shallow water shelf geologv was
negative. The Liberian Government should therefore contact these
four companies with a view to assessing their real interest in the
blocks not of interest to Amoco.

o BP and Murphy

Both these companies indicated very tentative interest which is
unlikely to become more serious until the exploration environment
improves. We are uncertain how real this interest might actually
be.

2. The Current Exploration Environment

The current environment is extremely unfavorable for the promotion of new
exploration activities., Company cash flows are constrained at the present
time by declining profitability and prior commitments. The companies are
faced by an array of international and domestic U.S. investment oppor-
tunities from which to choose and many are trying to farm-out acreage and
delay commitments. In this environment, it is extremely difficult to
promote what is generally viewed as high risk, marginally prospective
acreage.

Many comments received confirmed the above views; perhaps six or seven
companies specifically commented on the limitations of their cash flow and
said that this had influenced their negative position on Liberia. Several
others indicated that the general enviromment was bad for new, risky explo-
ration investments and that new activities were being constrained by manage-
ment. Others mentioned that Liberia's timing was bad and that it would have
been easier for Liberia to promote this acreage two or three years ago but,
in 1982, Liberia had picked the worst possible time. Several companies said
that lack of funds had prevented them from purchasing the seismic data
offered by the Liberians; the data package was viewed as too expensive given
the quality of the acreage. It is, however, our view that if the companies
were really interested in Liberia, they would not have been deterred by the
cost of the data package. We also note that comments on timing are being
made with the benefit of hindsight: it would have been difficult to predict
the course of events affecting the E&P environment since 1979.

3. The Liberian Fiscal Terms and Agreement

Most of the companies with whom discussions were held claimed not to have
reviewed the Liberian model contract in any degree of detail due to their
lack of geological interest. In some cases, our contacts were with techni-
cal staff and other individuals were identified by respondents with whom we
should discuss terms. Given the general lack of technical interest we have
not, as yet, made specific contacts to discuss terms in any greater detail
with these companies,

-y
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Several other companies commented that thev viewed the terms as '"generally
acceptable”. A few indicated that they were overlv complex and one or two
seemec to feel that they were inappropriately rigid given the current
difficult exploratiorn environment, and particularly in view of the perceived
low prospectivity. Some companies said such terms would have been more
appropriate two or three years age when interest would have been higher in
Liberia.

As indicated in the introductory section of this memorandum, these comments
generally confirm that companies first make a "go or no-go" geological
decision before they seriously review the fiscal and agreement terms. In
general, the companies like to see terms which are appropriate given their
perceptions of the geological prospectivity of the areas under consider-
ation; more risky areas should have more liberal terms whereas more highly
prospective areas can be expected to attract tougher terms. The companies
are also concerned that if the terms appear too liberal, they may subse-
quently be changed once a discovery is made.

)
ADL's review of the Liberian model contract follows in Section III of this
memorandum.

4. Reaction to the Promotion Process

The companies generally commented in a positive fashion on the promotion
process used by the Liberian Govermment. There were some concerns about
timing and several companies expressed the view that it would have been
better for Liberia to have undertaken its promotion process some two to

three years ago rather than during 1982, Several companies mentioned that
they felt the presentations in Monrovia and Houston were effective. One or
two companies said the data review period had been too short and as indicated
above, several companies mentioned that they felt the cost of the data
package was too high.

Two or three companies indicated that Liberia should wait until the environ-
ment improves before again offering this acreage. Industry cash flow
improvement would assist in creating a more positive level of interest in
Liberia, which is viewed as lacking geological prospectivity. Once higher
quality acreage again becomes scarce, or if resources are again perceived to
be globally constrained, the companies will show interest in what they now
tend to view as marginally prospective areas.

Some companies felt that Liberia had already been well picked-over in the
sense that interesting shallow water prospects in the shelf area were
drilled in the 1970s and that they saw little new to attract them in the
data presented in 1982. Others felt that the deep water could be more
interesting but many seemed to feel that the prospects for sizable traps and
accumulations are not strong, and that given the potentially high cost of
both exploration and the extreme difficulties of production development in
deep water, the area is simply not worth further investigation at the
present time. As mentioned above, some other companies indicated that
Liberia should put the area "on-hold" for the present and wait until the
cash flow situation of the companies and the general exploratory environment
improve. Liberia might then expect to receive a better response from the
industry.

-11-
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III1. REVIEW OF THE LIBERIAN MODEL AGREEMENT

1. General

The Liberian model contract {(attached as Appendix A) convevs & relatively
tough stance, although in general it is well drafted and well constructed.
By itself it should not pose a deterrent tc the companies. We note, however,
that a better approach might have been to draft a Heads of Agreement and
pre-test this through discussions with the companies. Such feedback would
likely shorten the process since the companies are unlikely to accept the
model contract as written. Our general comments, however, reflect how we
think the companies might react to the model contract and the importance we
would attach to these reactioms.

The model contract requires the companies to "fill in a lot of blanks"
without having a strong sense of how much importance the Govermment attaches
to each provision. There seems also to have been an expectation that the
companies would have been able to do this in a relatively short period of
time following the geological presentation and the issuance of the model
agreement. Companies, in general, prefer to have relatively few bidding
elements so as to have a clear idea of the basis of the award. Ideally the
companies would like all the terms to be fixed except one: say, the work
program or the company/Government profit oil split. In practice, however,
it is common for the companies to have to propose both a work program and
profit oil share. It is not uncommon for the profit oil share to become
uniform for all participants through the negotiating process such that the
work program becomes the main basis of the award.

The model agreement calls for companies to propose on a range of items
including:

° The length of the initial exploration period and of each of the
two subsequent extensions;

) The duration of the production license which however is stated to
be extendible for an additional ten years;

) The sole risk premium stated as a multiple of the relevant expen-
ditures under which a contractor can buy-back into a discovery it
had previously deemed to be non-commercial and which the Govern-
ment then elected to develop at its sole risk and expense.

° The education fee in dollars per year which the contractor would
spend to train Liberian nationals during the exploration phase.

o The work program expressed both in activity measures (numbers of
wells, minimum well depth) and the total expenditure level for
each of the three exploration periods.

) The Government shares for each of the three profitability tiers of
the production sharing agreement. These profitability tiers

~12- /<
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represent inflation-indexed rates of return above which the profit
sharing ratios between the company and the Government
automatically readjust.

As indicated above, we would prefer to limit the "number of blanks" by
tes:zing company reaction to work program and profit oil split.

2. Profit Sharing Formulation

The profit sharing formulation is designed to be fiscally efficient by
causing the incremental cash flow above a series of profitability criteria
to accrue selectively to the Government. Formulations of this type were
first introduced in Papua New Guinea in 1976 and subsequently incorporated
in the 1981 Tanzania agreement signed by Shell and in the 1981 Madagascar
agreement signed by Mobil (where the maximum marginal rate is approximately
75%). 1In the Tanzania agreement there are two profitability tiers, 177% and
22%, to each of which is added the change in the U.S. consumer price index
(i.e., the 17% and 22% are intended to be real rates of return). In the
Madagascar agreement there are three tiers--15%, 20% and 25% rate of re-
turn--to each of which needs to be added the average LIBOR (London Interbank
Offered Rate) interest rate in the year considered. In each of these
agreements the profit oil shares so calculated are net of all income taxes.

In the Liberian model agreement there are three profitability tiers--30%,
40% and 50%—— to each of which is added the seasonally-adjusted index of
U.S. industrial production. In addition, the company's income is subject to
a 50% income tax which is not deductible in calculating the threshold at
which the various production sharing percentages are triggered. The highest
marginal government profit share is 80% but the marginal rate of government
take is 907 because the company share is subject to income tax. Also the
pre-tax real rates of return shown in the model agreement are difficult to
interpret because of the tax effect but are effectively lower than what they
seem. Finally, adding the index of industrial production does not have the
intended effect of inflation indexing the fixed rates of return prescribed
as the triggers for adjustments in profit sharing ratios since this index
generally measures the rate of growth of the U.S. economy in physical terms.
For example, from 1975 to August 1982, the consumer price index increased by
82%, whereas the index of industrial production increased by only 17Z.

The general intent of having the Government share of production increase
after certain profitability thresholds are passed is conceptually sound.
Such a formulation tends to make the agreement fiscally efficient over a
wide range of possible exploratory outcomes. By giving the companies a high
share of the production below some minimum return, the companies can be
encouraged to look for relatively small high-cost targets. At the same
time, in the event of a large low-cost discovery, the formula would work to
capture the excess economic rent. It would be necessary, however, to
simulate the exploratory process under Liberian conditions to judge how
efficient the formulation is. For example, the choice of the profitability
thresholds, which at a first pass look high (i.e., 30, 40, and 507 real),
may be substantially lower through the workings of the 50% income tax
applied to company profits. Also, as noted the index of industrial produc-
tion which is added to these percentages does not seem to have much logic.

L%
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Overall, the systen is complex to analvze and this alone would act as
something of a deterrent tc the companies who would prefer a simpler
formulation (although as noted companies have accepted similar formulationms
in other areas). The svstem thus might be hard to sell in today's explora-
tion environment. The formulation is also more difficult to administer
creating difficulties for the Government tax authorities and potentially
becoming 2 source of conflict. An administratively simpler system which
directionally tries to accomplish what the Liberian formula is seeking is a
formulatiorn where profit oil share is variable with cumulative production.
Since large fields tend to be lower in cost than small fields, a formulation
where the company share decreases with cumulative production (and thus with
total reserves) tends to selectively tax the lower cost fields. We would
prefer this formulation to the Liberian approach since we think it easier
both to negotiate and administer. However, we do not have strong views on
this and would be inclined to test both ideas with any companies showing
interest.

3. Other Elements of Government Take

The primary source of Government take in the Liberian model agreement is the
Government share of production which as noted above is a function of the
"contractors' pre-tax real rate of return"” plus the 50% income tax on the
contractors’' production share. The Liberian agreement however also intro-
duces a number of other elements of Government take which of themselves are
not unusual but are rarely all found in a single agreement. The Liberian
agreement can in fact can be characterized as containing all known forms of
Government take.

o Carried Interest Provision

Perhaps the most burdensome, from the company point of view, is
the carried interest provision under which the Liberian Govermment
can acquire up to a8 307 interest in a commercial discovery with
reimbursement of its share of costs prior to development payable
without interest out of 50% of the Govermment's share of profit
0oil (i.e., the contractor begins to be reimbursed once the first
threshold return level is exceeded and the Government begins to
receive a share of the contractor's portion of net hydrocarbonms).
Companies tend to find a carried interest provision to be particu-
larly onerous in areas where there is high exploration risk since
the contractor risks all of the money during the exploration phase
but participates only in a portion of the subsequent development
phase profits. Contractors will attempt to seek compensation for
the carried interest through a higher profit oil share but such
tradeoffs are difficult to make.

-14- /Iv'
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4,

) Bonus Rental and Rovalty Pavments

The Liberian agreement includes a provision for the pavment of a
bonus to the Government at the time of signature and z requirement
for the pavment of rent for the concession area although both of
these are nominal. It also includes a 12%% rovaltv which is rare
but not unknown in production sharing agreements (a rovalty also
somehat enhances tax creditabilitv from the U.S. Internal Revenue
Service standpoint). At noted above, the agreement also requires
payment of annual education fees during the exploration period.

) Amortization Provisions

The agreement calls for four-year amortization of exploratory and
pre-production operating expenditures and eight-year amortizationm
of pre-production appraisal, development and production expendi-
tures. It is not, however, totally clear whether intangible
drilling expenses incurred for development wells fall in the
four-year or eight-year category nor whether after production is
established they can be expensed in the year incurred. Also
amortization is to be on a straightline basis. These amortization
provisions tend to be fairly tough (particularly if intangibles
are in the eight-year category and cannot be expensed after
production is established) but probably would not be considered
particularly onerous. The agreement does allow bonuses to be
amortized (although these are trivial) and also allows interest to
be deducted as an expense (presumably another concession to the
U.S. IRS) without requiring that the overall financial plan be
approved by the Government.

Other Features

Although the agreement contains other features which the companies might
find objectionable, we do not feel these are of sufficient importance to be
a deterrent to company proposals. There is, in fact, considerable precedent
for similar provisionms.

° Antiflaring. The agreement has a relatively strong antiflaring
clause stating that the gas should be reinjected unless the
Minister authorizes flaring for production tests, when reinjection
would not be in accordance with good o0il field practice or when
required by technical and financial circumstances. The companies
would be concerned as to how the Government might interpret the
financial circumstances test.

o Gas Pricing. This issue is always troublesome in exploration
agreements, In the case of the Liberian model contract, sales for
the export market are based on the net realized FOB price and this
could create ambiguity for a possible LNG project raising the
issue of where the gas is to be valued (i.e., as liquid, at the
wellhead, at the plant inlet, etc). A question could also arise
if a sale of LNG were made to an affiliate whether it would have
to be at the equivalent CIF price of Arabian Light crude oil
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(Section XIV-A2B). Sales to the Liberian market are fixed by
mutual agreement but a question could arise as to what constitutes
the Liberian market. For example, if gas were sold to a domestic
ammonia plant with the ammonia destined for export, would this
constitute a domestic market sale?

Outside of a relatively few countries, companies are basically
exploring for oil. Thus it is unnecessary for the gas provisions
to be specified in detail. For example, with regard to pricing, a
simpler formulation might be preferable under which gas for the
local market would be based on a mutually agreed value which
reflects the prices of the fuels displaced and the economics of
delivering the gas (in fact, similar wording is used in the
Liberian model agreement). For specific gas-based projects, the
gas value could be based on agreement between the Government and
the contractor reflecting the economics of gas production and its
value in the gas-~based project (LNG, methanol, ammonia, etc.).

] Production License. The program for applying for a production
license suggests that the Govermment could impose some burdensome
constraints. For example, the program includes training and the
employment of Liberian nationals, plans to maximize the use of
Liberian goods and services, and plans to protect the environment.
The Government may also require the contractor to make such
revisions as are reasonable to contribute to the efficient develop~
ment of Liberian infrastructure and to assist other national needs
without, however, (it is noted) significantly impairing the
economic viability of the field's development. Companies would
seek assurances that these stipulations would be in keeping with
general practice in comparable areas. In addition the companies
might find burdensome the obligation to submit any contract to
competitive tender when its value for goods and services is in
excess of $3 million (Section XXIB).

5. Summary

The overall package of terms falls within the range which companies have
found to be generally acceptable although the package is more complex than
it might be based on today's financial environment and the low perceived
prospectivity of Liberia., These comments have been confirmed by our in-
formal contacts with the companies. The companies would no doubt prefer a
simpler formulation which would facilitate internal analysis. Those com-
panies with geological interest will propose in any event, although very
probably with an alternative formulation. The basic production sharing
formulation is potentially complex and difficult to understand and analyze.
Thus it may not be worth retaining if companies express strong reservations
and if in any event the prospect of finding large low-cost fields is highly
unlikely. Similerly the companies may find the carried interest provision
in an area of low prospectivity to be particularly burdensome and Liberia
may want to revise its views on this.
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IV. REVIEW OF THE LIBERIAX PROMOTION PROCESS WITHIN THE CONTEXT OF THE
GENERAL EYPLORATION ENVIRONMENT

1. The General Exploration Environment

rior to the o0il price increases of the 1970s, it had often proved difficult
for governments of the smaller developing countries, without proven geolo-
gical prospectivity, to induce large-scale commercial oil and gas explora-
tion by the intermational industry. Such govermments had basically been
forced to wait until they received an approach from a commercial company
requesting a concession or license agreement often on the basis of limited
or fragmentary technical information. In some offshore areas limited
seismic information may have been available from research lines shot by
organizations such as the U.S, Geological Survey or from group shoots.

Since other areas held the prospect of high success rates onland, there was
little these governments could do to encourage new exploration. In some
instances governments signed agreements commonly known as "seismic optioms",
which did not contain a firm drilling commitment, but which often gave the
company an exclusive long-term right to conduct seismic work on the basis of
which it could select the best area prior to drilling. This situation
changed following the 1973 price increases, although the companies still
tended to seek acreage in the proven prospective areas (for example in the
Middle and Far East), rather than in areas where little data was available.
A key problem faced by governments was in fact to obtain sufficient data to
provide encouragement for a competitive bidding process which might lead to
agreements containing some firm work obligations and fiscal terms commensu-
rate with the prospective geological risk and cost environment.

The impetus to the developing countries to urgently promote exploration
activities was a direct result of the successive price increases since oil
imports consumed a much greater proportion of foreign exchange and there was
a need to quickly ascertain whether indigenous resources were available to
replace what were rapidly becoming unaffordable oil import costs.

During the 1970s, a wide range of new agreements were developed under which
foreign companies could become involved in exploration. Many of the newer
agreements were designed to provide a more equitable sharing of economic
rent and to give the host governments greater control. Significantly some
of these agreements also provided a greater degree of stability since they
placed the foreign companies in the role of a contractor working for the
government or national oil company. Prior to negotiating these agreements,
governments often needed to quickly obtain more data as a basis for assess-
ing prospectivity and ultimately negotiating the new terms, The governments
had several options available ranging from the seismic option contract
referred to above, through financing such work themselves (or through loans
provided by organizations such as the World Bank) to the commissioning of a
speculative seismic survey to be undertaken by a qualified company who would
subsequently offer the data to the industry for purchase. Another interme-
diate alternative was a "group shoot", financed by a group of companies, as
the basis for subsequent bidding.
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Irn Liberia, the Government chose to use a World Bank loan to finance a
seismic survev which was undertaken by CGG with interpretation by J.C.
Ferranc ané Associates. Although we believe it is possible that Liberia
could have contracted with a geophvsical companv to undertake a speculative
seismic survev (the cost of which would likely have been recovered through
sales to interested companies at no expense to the Liberian Government), it
is also true that the seismic companies were extremely busy bv the late
1970s. 1In agreeing tc undertake such speculative work, the seismic com-
paniec tend also tc judge the prospectivity of the area so as to assure
themselves that the package will be saleable once thev have completed the
work. Although Liberia has not vet proven to be highlyv prospective, we note
that other African countries of varying prospectivity were able to arrange
speculative seismic surveys.

Since late 1981 the general environment has deteriorated significantly:
faced with declining cash flows, companies have been forced to defer and
reduce commitments. This, as indicated elsewhere in this memorandum, has
affected their attitude towards new exploration areas such as Liberia. More
importantly, however, it is clear that they have a generally negative view
about the geological prospects in Liberia. Even in the currently bad general
environment, interested companies bid on acreage they view as prospec-
tive--as apparently is the case of Amoco in Liberia.

2. The Bidding Process and the Liberian Model Agreement

The Liberian process was undertaken through the issuance of a general
brochure, followed by the sale of a seismic data package and a report, the
dissemination of a model agreement and conferences in Monrovia and Houston.

Another alternative would have been to prepare a brochure, describing the
geology and the general agreement format (for example, in the form of a
Heads of Agreement) which would have been sent to a very large number of
companies. Later these companies would have been contacted directly (on an
individual basis) to set up meetings on their premises. A Liberian Govern-
ment delegation (with consultants) would then have visited oil companies who
expressed specific interest to discuss historic exploration activity in
Liberia, the results of the recent seismic work and the general format
proposed for the new agreement, This would have given the companies indi-
vidually an opportunity to interact with the Govermnment at a techni-
cal/geological level and to influence the formulation of the ultimate model
agreement. The companies would also have had, in such a process, an oppor-
tunity to study the information and prepare themselves prior to the meeting.
Attendance by top Government officials would have been facilitated using
this approach. We believe that the use of a more general "Heads of Agree-
ment" rather than the detailed "model contract" would have been beneficial.
The rigid format of the model contract may tend to create a negative im-
pression in the minds of certain companies.

The model contract proposed by Liberia is complex: companies may have
perceived the combination of low geological prospectivity and a rigid
complex model contract as being mutually incompatible. Although we do not
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feel that the terms of the contract have stopped anyone from bidding, we
nevertheless believe that a less formally structured approach to the agree-
ment (such as would have been achieved by using a more general Heads of
Agreement) would have put the companies in a better frame of mind.

It was indicated by several companies that the cost of the Liberian data
package was too high given the current constrained cash flow environment and
the lack of general prospectivity of the Liberian acreage. We tend to
interpret this comment as being related to the perceived lack of
prospectivity rather than to the cost of the data. We alsc have some
concerns regarding the timing of the bidding process: a period of only two
months following the Houston seminar was initially allowed for the companies
to respond to the model contract. The companies requested an extension
which was granted and, in fact, the Liberian Government has now allowed this
extension date (September 30) to lapse and in effect is prepared to consider
offers from companies on a continuing basis. We believe this to be the
correct posture given the environment.

In general terms, we believe the Liberian Government has adopted a sound
approach to the whole process of encouraging exploration in offshore
Liberia. The comments above reflect minor variations to a process which has
been successfully used elsewhere to encourage foreign company involvement.
It is quite clear from our discussions and our review that the major problem
faced by the Liberian Government has been the perceived lack of geological
prospectivity. In view of this, we provide in the final section of this
memorandum some specific recommendations which the Govermment of Liberia may
care to consider in deciding how to proceed.
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V. RECOMMENDATIONS

We have developed a series of recommendations as to the future course of
action to be pursued bv the lLiberian Government in attempting to promote
foreign companyv involvement in offshore exploration activities in Liberia.
These recommendations fall under the following general headings:

® Timing,
) Negotiations with Amoco,
e Company contacts,
© The Liberian terms,
) Simulation exercise,
° Further seismic work, and
o Reoffer of acreage.
1. Timing

From our discussions with the companies we believe that the Liberian Govern-
ment should continue its policy of informally extending the deadline for
responses to the invitation to bid. Thus, should any companies indicate
interest, the Govermment should be positive in responding and should mnot
formally close the invitation to bid process at the present time.

2. Negotiations with Amoco

We believe that Amoco intends to submit a bid to the Liberian Government.
The Government should adopt an open attitude toward the Amoco discussions.
In particular it should be prepared to negotiate on terms and to consider
fiscal formulations other than those suggested in the original model con-
tract, While it is important to obtain a firm work program commitment from
Amoco, we believe that in the current difficult environment, the Government
should be prepared to strike a reasonable balance between work program
requirements and fiscal efficiency. Thus, the Government should ensure that
Amoco fulfills a minimum reasonable work program, but should also ensure
that it will not be embarrassed in the event a discovery is made in the
future, through having awarded Amoco a fiscally liberal agreement in the
current environment, just to get a deal now.

3, Contact with the Companies

As indicated in Section II above, a number of companies have indicated some
level of possible interest in Liberia. The Government should contact these
companies with a view to ascertaining the extent and seriousness of their
interest. If an agreement can be successfully concluded with Amoco, this
may lead to a resurgence of interest by some of these companies. Thus,
maintaining contact with them is important.

We also believe that it would be worthwhile contacting those companies who
attended the Houstorn and Monrovia meetings but who have not recently been
re-contacted by ADL. Past experience shows that these informal follow-ups
can have a positive influence on generating interest, where it may not
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previouslyv have exjisted. The industry shows z tendencv to "follow the
leader" and the successful negotiation of a deal with Amoco, coupled with
informal and formal contacts by the Government and its consultants, could
iead to a resurgence of interest and further critical discussions with some
of the companies,

Finally, it may well be worth recalling some of the companies informally
contacted by ADL to discuss fiscal terms. It is also important for the
Government to maintain some level of informal contact with the companies
such that when the general exploratory environment improves (and the com-
panies again have greater concern about spreading their international
exploratory efforts and have the cash to do so) Liberia is on their list and
is known to be ready to offer acreage.

4, The Liberian Terms

We believe the Government should be prepared to adopt a flexible attitude
towards its terms. Contacts should be held with the comparies to obtain
more specific views and to see how they would like to see the terms modi-~
fied, given the generally low level of perceived prospectivity and the
current difficult environment. The Government need not, at this stage,
commit itself to altering the terms but rather should seek to obtain company
views on the current version of the model contract.

S. Simulation Exercise

We feel it is vitally important for the Govermment to have a cost and
profitability simulation exercise undertaken. The purpose would be to assess
the impact of the various terms (and of variations in the most critical of
them as suggested in Section III above) on government take and company
profitability in the Liberian geological and cost context, This will
provide the Government both with vital information and with a position for
forthcoming negotiations. Such a simulation process should be carried out
preparatory to the negotiations with Amoco who will certainly have prepared
their own simulation exercise for Liberia. Unless the Government also has
such an analysis, it could find itself at a disadvantage in these important
discussions.

6. Speculative Seismic Work

The Government may wish to contact the geophysical research companies to
assess their interest in undertaking a speculative seismic survey in the
deeper water slope areas preparatory to formally reoffering the acreage when
the environment improves.

Although we have some concerns about seismic options, in the case of off-
shore Liberia there may be a case for offering a seismic option in the
deeper water (slope) areas. Such an option should be for a limited period
and would result in generating information for the Government prior to a
subsequent formal reoffering of the area when the environment improves and
when there is a greater likelihood of the companies being interested in
developing higher cost discoveries in the continental slope area.
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7. Reoffer of Acreage

Ultimately, the only option open to the liberian Govermment may be to
reoffer the acreage at some point in the future when general conditioms

improve and when the companies are more readyvy to consider these more marginal

areas.

1t is apparent from this review of the promotion process undertaken by
Liberia, that timing is critical in the internmational exploration business.
Thus, the Government should carefully monitor developments in the interma-
tional environment with regard to oil supply, demand and price and should
judge the tempo of international exploration activity and the resurgence of
company interest in foreign exploration. This is critical to knowing when
to again offer the Liberian acreage. Although it is easy to say that
Liberia's timing was bad, it is also clear that such a judgment is being
made now with the benefit of hindsight since events in the oil industry
since the late 1970s would have been impossible to predict with confidence.
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ANNEX
TO THE
. PETROLEUM COPE OT 1682,
OF
THE REPUBLIC OF LIEERIA

MODEL PETROLEUM AGREZIMENT

This Contract is madzs and eatared iaxto by esad between:

The Republic of Liberia (hereinafter called the "Gove nmest"), repre-
segted by its Minister of lLands, Mines and Energy, and Miaister of
Fizenace

and_

& corporation organized and existiig undsr the laws of

hereinafter cslled the "Comtractar), represented by

The Govermmest srd the Cootractor are hereinafter referred to
individuelly as a "Party" or colleciively es the “"Parties”.

WITNESSETH:

WHEREAS, title to Hydrocarboa existing withia the territory af
the Republic’ of Libderia (hereinefter called the "Republic"), inclu-
disg its Submarine Ares, is vested i5 th2 Governmeat, acd a.ll rights
related to Petroleun Operstions perteln exclusively to the Gaverément;

- WHEREAS, the Goverameat wishes to pronmote the developmeat aof
Hydrocerbous deposits within the Coatract Area for the economic armd
s_ocia.l bezefit of Liberie, and the Contractor desires to join and
assist the Goveramest in the exploretios and developmext of potential
Bydrocarvoas withia the Costract Ares;



WHEREAS, the Csﬁtra:tor has the finemcial ebillty, techuical
compstence end professicomal skills necessary to carry Jut Petroleun
Operegtiaons;

WEEREAS, the Petroleum Code provides thaet petroleur Agreement
i the form of this Ccatract may be extered isto between the

Goveran=at asd foreign capital iavestors;

NOW, THEREFORE, in coasidersticn 3f the undertakiags ead
covéasats costained herein, the Perties hereby agree gs follaws:

SECTION I

SCOPE AND DEFINITIONS

1. This Cxtract is e productios sharisg castrect. 1In
accordance with the provisiosns comtained herein, the Minister shell
be respoasidle for edmlalsteriag the Petroleum Operations contem-
plated hereunder.

2, The Coatractor shall be respoasible €0 the Goverament
for the execution Jf Petfaleuﬁ Operatians ia accordaince witkh the
provisiocas of this Costract aad is graated the exclusive right to
eonduet Petroleum (peratiass withia the Coatract Area.
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B, Definitions

Unlese othervise provided in this Coatrest, the words
defined i{n the Fetroleun €% shell heve the same meanings in this

satract. Ia this Contract, unless the coatext indicetes otherwise,:

1. Affiliste mesns e Fersca which caatrols or is controlled
by a Farty to this Contract, or & Person which coatrols or is
coatrolled by another-Fersoa which coatrols a Party to this Coatract.
for the purfases of this dafinition, "comtrol" m=anss th: power 1o direst
ead 2dminister a Perscon through the aénership o2 sush Person's voting
stock ar other rights and iaxterests of comatrol;

2. Barrel meeas e guantity or uait of Trude 011 equel to
farty-tva (LE) U.S. gelloms et & temperature of sixty (€0) degrees
rareah.it'

3. Budget mezns the itemized estimate of coste of all {tems
iacluded ia & Work Program;

L. Celeasdar Quearter meens a peridd of <hree (3) coasecutive
moaths begianiag Jeauvary 1, April 1, July ] or Ctiober 1 and exdiag an
the following Mareh 31, June 30, September 3C or December 31, respec=
tively, sccarding +o the Gregorien celendar;

S. Celender Year means a period of tweive {12) coasecutive

ponths beginning Jeausry 1 end endiag on the following Decg@ber 31,
according to the Gregorian calendar;

6. Coatract meens this Petroleum Agreement end its Appendices
1l aad 2, which are hereby incorporated herein; refereaces to & "Sectlon”
{2 thie Coatract meaa the relevant section of this Contract, axd
re}erea:es to & "subsection" mesn the particular subsectioa i the sec-

tibn or subsectica of this Contract in which the reference appgérs;

7. Comtract Area means the area which is the subject to this
Coatract and is delimited ia Appendix 1 es reduced oy reliacuishmests
in accordance with the provisions of Sectisa 1l11;
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8. fontresy Tear mzens & period of twelve coasecutive moaths

begianing <n the Iffective Dete of inis Contr SR o5 axn ganiversary

32 sush Effective Date, aczcording 1o the Gregories Celendar;

'y
(42
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S. =festive Daie means the dste determined pursusn

-

10. ZExploretricss P=**9n recns the period of time, iacluding

e -~-~

aay exteasisn thered!, s aecified o the Expleration Licence referred
t+0 in Section II;
11, Field means e Hydrocartaas deposit within the Coatreot

Area which is &elimited by sree e3d horizoa;

12. Person meens aay corporatisa, ladividuel, partnership,
Joiat veTture, association, trust, estate, unincorporsted organizetiox

or Goverameat ar aay agedey or political subdivisios therslf;
13. Petroléum Code means the Petrsleum Act of 1969, as

amendod by the Petraleum Cods 1082; referezces iz thie Coatrast to 23
"Article" are to the releveat erticle of the Pevroleum Code;

14, Petroleun Costs meaas all expenditures, as specified in

Appendix 2, incurred in the execution of Pesroleum Operations;

15. Petroleum Operstions means ell activities of exploratios,

development, extraction, production, treatmeat, trausportstion, storage
and marketizg of EBydrocarbass pursueat to this Coatrsct;

16, Productios Period meens the perisd of timel:;ncluding
any extension thereof spaciliéd in any Praductioa-Lice:ce issued pursuast
to Section V;

17. Rovalty means any paymeat to be made by the Coatrastor
to the Goverament pur t to Sectiaon XTI C;
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18. Sudcoatrecior mesns ey Persaa hired to carry out Pete

roleur Oparaticzs eitner (i) by the Caatractor or {ii) by any Persax
wbo has beex hired by the Coatrector to carry out Fetrdleun Operetisas;

ead

15, Work Prozram means ad itexmized statement 0 Patroleum

Op=rations as set forth ia Sectioa VIIIL.

SECTION II

EXPLORATION LICENCE

A. The iaitiel duratiosn Of the Exploration Liceace <o which this Con-
tract relates shell be */ Contract Yesrs, starting oa the Effective
Date.

B, The iaitial duration of the Exploratioca Liceace shall be extended for
two (2) successive periods of ¥/ Comcracst Years each upon the Coatractor's
application to the Minister at least ainety (90) days prior<to the termi-
aation dete of the current portica of the Exploratios Periad provided

the Comxtractor has fulfilled the work and expenditure obiigatians set
forth ia Sectisa IV for the preceding period of that Liceace.

C. The Miaister shall great a further exteasion to the duration of the
Exploratisa Liceacs fgr such time as he determines may be re?aaably
aecessary to complets dfilling, 1ozsing, testiag or pluggiag of ey well
vhich is actually balag drilled, logged, tested or pluzged at the ead 3¢
the Exploratica Perixd, ) ‘

_ *_[ :Note: These durations will vary depe ding upon whether the Can-
tract Area covers a Shelf or Deep Weter Area
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A. 1. At or before the ead of the iztiti al Dyploratics Period 4he
Contractor shell surreader at ieast <hirty (30) perzeat of 4the ori-
gilaal Costract Ares less exy sares whick is cover=8 by & Productias

License. .

2. At or before the end of the first extession to the Ixploretion
knxtMCmvmwrmulwﬂﬂur'aﬁhmmlvwwm&smube
2t least thirty (30) perceat of the origisal Coatract Area‘less any
areg which is covared by & Production Licegse.

. 3. At or before the ead of the seccnd exteasiosz to the Expioration
Period the Costractor shell reliaquish the romainder of the originsl

Cosvract Airea Wwhich 15 oot covered By a Productios Licenge,

B. The= Coatractor may, upoa giving the Miaister ainety (90) days prior
notice, 2t asy tim2 reliaquish its rights to any port‘a; of the Coatract
Area, ead &ll such voluztary relisguishmeavs shall be cred‘tﬂa toward
the mandatory relingquichmeats specified in subsectisa A.

C. No reliagquishmeat shall relievzs the Coztractor or its guaraator of
their respective obligations under Section IV.

D. Each orse which is reliaquished shall be a5t less thaa tex (10)
perceat of the original Coatract Arez and shall be composed of
cantisaus blocks which shall canform To the geometric requirements
af Article 39.
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WORK AND EXTINDITURE CELIGATIONS

A. 1. The Contrector shell carry out during the initiel Exploration
Period at ieast the folliowiag work obligaiticnes: gedlogicel end geo-
physicel work to be specified and ‘

( ) well(s) drilled to & minimum depth of

{ ) meters,

The Coatractor shell also incur Petrolaum Costs of st least
(_ ) dallars duriag this peridd.

2. The Coatracior ghell earry out duriag the first exteasion to
the Exploratioa Period &5 at least the foilowing work cbligations:

( ) well{s) drilled o e
riaimum depth of ( ’ ) meters.

The Coatrector shall also incur Petroleum Costs of at leasf
{ ) dollers during this period.

3. Toe Caxtractar shall carry out during the second exteasion ts
the Exploration Periosd at least the following skligations:
( ) well{s) drilled t5 &

pinimum depth of ( ) meters.-

e Cantractor shall also iacur Petroleum Costs of at least
( ) dcliars duriag this period.

B, 1. Fulfillmeay of any expeaditure obligation set forth in subsection
A shall 5ot relieve the Coatrector of the correspoxidng work obligatioa
thgreia, and viceeversa. £ the coatisuatiasn of gay drilling activity is

precluded for justifieble technical reasons, the Minister msy sauthorize
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the Contrector to terminate such aztiviiy gad may deem iz Cagtrector
to have met thatl work obligetico or may specify oo appropriete end

reascnsblie substitute work obligatlizn,

2. If, éuring either the izitiel Exploraticna Perisd or the first
extensica theredf, the Comrattor excesds th2 work obligatisn or iazurs
Fetroleun Costs which exceed the expenditure odligation for such perizd,
then such excess may be credited towerd the respeciive obligatica of the
aext succeeding eytension of the Exploratica Period,

€. The Coatractor shell provide to the Goverameat, et the beglaning 2
the initiel Exploratica Period and each exteasiocn thereaf, & bank guaran-
tee from an iastitutien and {a = Lorm acceptabie to the Goverameat, the
amount 3f which shell correspond to the expenditure dbligatisn duriag the
relevaat portion of the Exploratisa Period. 1If, at the end of the inits
Exploratian Period, say exteansisa theredf or upon the date of termination
a- this Caatract, the Coatrasior hes =ot iocurred Petroleun Costs equal
to the expenditure obligatioca for the Eploration Period or exteasian
thereol, the Contractor or its gﬁara:tor shell immedistely pey the amoudt

corresponding to the unexpeaded ohligetion to the Goverament,
SECTION V

PRODUCTION LICENCES

A. The Contractor shall notify the Minister withia three (3] days after
Petroleum Opereticas inlicate the existeace of Hydrocarbons vithia the
Coatrect Area., This aotice shall include &alil evallebie details of the
Aiscovery.

B. Within ainety (90) deys after the date of the novice of the diecovery,
the Contractor shell submit for epproval to the Minister a detailed epp-
raisal Work Progranm and Pudger o evaluete the caommerciel development of
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the Field to which the discovery relstes. Tnie Work Progrem shall

[
(2]

{aclude all drilling, testing =af evaluetion 32 the Pieid end the pre-
paretion offell fechnicel end economic studies releted <o recovery,
treatmany ead traasport of Hydrocertoas, exd <he duration of this Work
Program shall ast excesd zwemty four (2L) maaths uzless sthervise sgreed
by the Minister., Upon recelvisg the Minlsier's spproval of this Work

Progran and Zudget, the Coatrector shall proceed with the appraissl of
the Field.

€. If, upan :Jmplétia: o2 the eppraisel of the Field, the Coztractor
caoasiders that the Field may be commerclelly devealoped, it shell &2
edvise the Minister end immediztely epply for a Producticza Liceace,
glving the Minister s deteiled development Work Program and Budget for
the canstructisa, establishment and operaticn of gll facilities amd
services releted 40 the recovery, treatmeat, traasportetion and storage
of Hydrocarbons from the Field, This Work Progrem shsll include design
and enginesring, aecessery iafrasiructure isvestmeats, traiaisg and
employmeat of Liberisa aaticnals, pleas to maximize the use of Liberian
goods and services, plens to protect the eaviroament and detailed studies
indicating the ssurces and amouat of {inanciag and prospective cash flows
exd retes of retura. The application for the Praductisa Liccnce shell |
alsy specify the aree over which it is made, which shall e of rectangu-
lar shape and restricted to the Field frar which cﬁmmercial production
is expected. The Minister mey require the Caatractor to provide withiz
a spezified time perisd such further iaformation as it mey reesonably
need 2 e;aluate this Work Program 23 Budget. The Minister may &alsd
require the Caoatractor to make such revisioas to the development Ubrg
Program and Budget as are reasaaable to contribute to the efficiemt
development of Liberian iafrastructure and to assist other natioasl aeeds
wiibaut, however, sigaificently impairing the eccaomic viability of the
Fleld's developmeht.
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D. Withia ainacy (90) days 2fter recelpt of the apoplicatioa for a
Productica Liceace, the Goverameat shell issus 1o the Contractor e
Productisn Licence over the presumed ares of the Field, provided
that the Coatracior's developmant Work Progrer ood Zudeet have been
epproved by the Mizister pad provide for the optimux developmeat of
the Field,

E. The duretica of & Productisa Licence shell de ¥/ years frem
its date of issue. If at the expiratisa of the initiel term of the
Praduction Licence commerciel praduction f£roz the Tield subject to
the Liceace remeins possible, the Mialster sghall, zt the Coatractor's
request which must be given to the Miaister at leesy ainety (90) days
prior to the expiration of the initiel period, extend the Production
Liéence for & further period which sh2ll a3t exceed ten (10) years.

F. If, subsegueat to the issusace of a Production Liceace, the extent
X tha Field subject to the Liceace is demsastrated to be Giffereat
thaa thet for which the Liceace was issued, the area subject to the
iceace shall be adjusted aecordingly, provided thet the ares covered
ghell de &otirely withia the Coatract Area.

G. If the Coatractor mekes nore thea one commerecial Hydrocarboas
discovery within the Coatract Ares, each shall de subject to & sepa-
rate Productioa Licenace. I

:_1 Note the duratioa may vary.
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A. If, prior wo the eleztion af the Coverament o pariicipete uader
Secticn XVIII ga? &t the enxd of g appraisal WoTk Program for e Fleld,
the Comtracior decides ast to apply for & Production Licexe for that Fileld,
the Custracior shsll relisguish this ares aad tpe Goveroment or 8 Govera-
meat corporetion may appreise, develor and produce independently frsm
this Field at its sole risk 224 cost. However, if 8 reasonable possi-
bility exists that the commercisl developmeat of a Field or "Praspect”
(thch, Tor the purposes of this Sectioa, shell be d=fined as a portioa
of the Comtract Ares iz which seismic end other date indicate the
ressoasble likelihood of the existeace of e Fi1814), thea the Contractor
shall 35t be required to relinguish thet portian of the Coatract Area

in which 2 Field is located for the time necessary for the Contractor

to carry out further exploratica end appraisal of the adjaceat Feild or
Prospect, so long 26 the Contractor hee submitted aml is carrying sut
Work Programs acceptable to the Goverameat for the Fields and Prospectes
favolved. '

B. If the Contractor relinquishes a3 ares convelining a Fiéld and the
Goverament or its corporatioa sarries ous appraisal gad déyclepmeat

work regardiag such ares, the Goverameat shall give the Caﬁtractar

ell techaical ead other data developed ia coanection with thie wa;k.

;.If the Govermment c3acludes that this Field may be cammercially developed,

thea it may issue a Production Licesce for the Field to itself or its
eorporatiaa.

C. The Contractor shall have the righi 1o purchase an uxdivided isterest
12 eny Production Licedce issued t5 the Govermmeat or iie corporetiaa
which covers ea ares relinquished by the Coatractor poursuent to énbj
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section A. Tae Coatracior must exercise this right by giviag the
Miaister aotice thereof during the sixty {€0) deys following tne dste

o2 issue > such Lizence., The amouxt 3 ths interest 10 be purchased

by the Coatract shall be 2ae husired (100) perceat lese the perceatage
specified by the Goverameat 12 coanectioz with the exercise of its optioa
wader Section XVIII. )

D, If the Coaxtrecior elects w0 purchase e&n igterest ia the Production
Liceace as specified ia subsection C, it shall reimburse to the Govera-
meat the Coantractor's pro rate perticipetica share of ‘the total costs
{acurred by tha Goveramedt or its corporatiza i coanection with the
appraisel aad development af the Field subject to the Liceace. Th: Coo-
tractar sha.l. gls> pay to the Goveramen: & prémium equal to seve.x hundred
TOO) _[ perceat of the total of such sppraisal emd develapme'n. CoEts.
The Caatrector -shell pay these reimbursemeat gnd prenium amsuats to the
Goveramext withia thirty (30) days =fter exercising its right <o pur-
chase.

E., If the Coatractor exercises its right 4o purchese as specified ia
subsectisa T, the Productiss Liceace a2d all Petroleum Oreretions carried
out ia coxnection therewith shell be sybject to this Coatract.

SECTION VII

TECHNICAL OELIGATIONS

A. The Contractor shall provide gll techallogy and expertise neces-
' sary ta conduct Petroleum Operatioas.

*# / Note: This premium percentage may be subject to change.
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E. 1. The (Contraztor shall canduct Petroleun Operz=tions diligently
ead in accordancte with the geasrelly eccepied standarde of the petroleun
industry decigne 4o eaable the effliclent and sele exploretian and
production & Eydrocarbons and to meximize tpe ultimstle economic ree
covery =f Hydroacarbone from the Contrazt Ares. The Coatractor shell
easure that 2ll meterials, equipment aad fecilities used iz Petroleum
Operstions comply with generelly accepted engiaeseriag norms, are of

proper ead accepted caastruction and ere kept ia optimal working order,

2. The Ceatractor shall also:

e) easure that Hydrocarbsas discovered and produced within
the Coatract Ares do a5t escape end eare a5t wasted i3 any other way,

b) preveat damage to avy adjscent Hydracarbans aad water-
beariﬁg formations;

¢) preveat aoa-iatextionsel entraace of water iats Hydrocardoas

formaticns;

d) take all necessary precautisas to protect zavigatioa aad
fishiag exd to preveat poliutica of the eaviroamsat,

3. The Coatractor shall also iaform the Miaister of aay gperetor
thst will perform Petroleun Operations, and the Cantractor and axy su.h
aperamor shell be registered in Moarovia, Liberia.

€. The Contractor shall perforn sll measurem2ats anAthe Hydrocarboas
produced from the Cxatract Area and 230t used iz Petroleum Operatisas.
‘Goverament perssnoel may iaspect these measuremexts and the iastrumeats
used. If it is ascessary or desirable to modify these instrumeats, the
Coptractor shall so inform the Minisier iz advence, esd Guveragaat per-

soanel may verify such modification.
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WORK PROGRAMS AUD BUDGZTS

A, Wisthin thirty (30) deys efter the Lffeciive Date the Comrector
ghall prepzre and submit to the Minister ao iniziel Work Progren end
Budget which summerize the Pezraleumszerati:ns that <the Conzractor
proposes to cerry sut and the Petroleun Costs to be lasurred during the
Exploratisa Perisd and which elso specify the Petroleum Operatioas thet
‘+he Contractor proposes <o cerryv out &1d the Petroleunm Costs €0 be

iacurred during the first Ccatract Year,

B. At least ainety {90) days prior to the beginning of each subse-
q@eat Ceatrect Year, the Coatractor shell »renzre and submit <0 the
Miaister en anmuzl Work Program and Budgst specifying the Petroleum
Operations of ez explorstion mature that the Contractor proposes to
earry Jut and the related Peiroleum Costs to be incurred during the
easuing Cantract Year,

C. The Parties recsgaize thet detsils of & Work Progran required uader
subsections A or B-may require change ina light of uaforeseen circumse
teaces, 224 the Cantractor.may make such changes it déems Jecessary

in these circumstances, provided that the changes 4o ‘It alisr ihe
ge.2ral Obdesiiren of that program. 13 a0 eveat, however, shall the
work and expeaditure otligations set forth ia Sectisn IV be excused,

except in eccordance with the provisicns of that Seetioa.

'D. The Contractor shaell elso prepare exd submit to the Minister the
appraisel end development Work Progrems ead Budgets required uader
Sectioa V. The Minister shell promptly review each such appraisal and
developmeat Work Program and Budget and edvise and review wixh.the
Caxtractor any ch;nées the Minister considers appropriste. Ebe.MinisteF
shell approve each such Work Program and Budget, as revised .in accordance
with Secticn V, withia sixth (60) days after their receipt from the cone

tractor. If the Miaister does nol edvise the Contractor of oy changer
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or £oes5 ast request Iurther inforzatics Jrom the Contractor withia sixty
(60) deys efter recelpt 52 ey appraistl or developm2st work Program aad
Kidgst, the Goverazem shall be deemed 10 have accepted sucth Work Progran
end Buldget. The provisions of this subsectlica shell likewise epply o
axy cheage €2 an eppraisel or developmeny Work Program or Budges proposed
subsequently by the Contrector ts the Minlicster which ere reguired due to

urforseesna circumstances.

E. At least ainetry (90) days prior to the beginniag of each Celenqaf Year
cPrer the approvel of an appraisﬁl or developmeat Work Frogren e Eudget
by the Miaister, the Coatrector shall prepare exl submit to the Miaister

a2 samuel Work Program 2ad Tudgei sp2eifyisg the Petroleum Operatiane thet
the Coatrector proposes to carry out =nd the Petroleum Coste t9 be incurred
duf;:s the easaiag year relaztiag to the Field for which the sppraisel or
devélopmeat Work Program azd Budget was issued. Each such axnusl Work Pro-
gram 2nd Budgs: shall be i2 conformity with the eppraisal or developmeat
¥ork Program end Budget epproved by the Maister,

SECTION IX
INFORMATION AND CONTIDENTIALITY

A. Iaformetion

1., The Minister shall make evallsble to the Coatfactor 11l techaical

iaformetian ia the Goverameat's possessioa pertainiagz to the Coatract Area,

2. The Costractor shell keep the Minister fully iaformed o all
Petroleum Omerations. The Coatrestor shall notify thae Minister ia sdvance
&f all individuesl Petroleum QOperstions scheduled, such as geologicel and
géaphysical,surveys 2ad ixitiation of drilling, and Goverament persoanel
mey attend and iaspect all such Operatioas.

3. Withiz thirty (30) days after the énd o each Celendar Querter the
Coatrantor shall praviée the Migister with = repart on ell Petroleum Opere-
tions for thet Calendsr Quarter, including eay Hydrocerboas produced and
gold. Withia aiasty (90) deys afier the ead of eech Calgadar Yesr the
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Cantraccor shall furmish 40 the Mlniste= & =egort o1 ol Petroleunm Opera-

tizas for ther lelendar Yesr, including eay Hydrocarhons produced and sold.

L, Tne Contractor shall furzlish t0 the Minister the following reports,
gete end iafarmation perialning to the Contract Area impedistely after they

have been prepared by or azve become eveiieble to the Coutractor:

&) oae set o2 gedlogical stuldies end composite reports and the maps,

sections end other documents related therety;

b) oae set of geophysical recordings, messuremeats, studies amd
interpretive reports with 211 caps, profiles, secticns ead other documeats
relatiag therets, ell origismel recordings (tapes or sthervise) ead all
supporting deta;

¢) one set of 1n1ti=l, daily 22¢ fianl reporte, eaxd composite logs
represextiag the lithology and other. parameters relating to each well
drilled;

d) a repraseatstive portisa of ail cores, semples, fluids zad other
materials takao in outerops ead wells; and upsn the relinguishmem oF eny
portion of the Contract Ares, all cores, samples, fluids a2d other
meterials (pr:pérly idestified) 12 the Comtrector's possessisa relating
to that portica of the Area; exd

e) one set of aly work, study, measurement, anslysis or other result
in any form produced by the Coatrectsor ia eoanection with Petrsleum Opera-
tioas. '

A1 iaformaticn, date exd meteriels specified 13 this subsection b
.shall be in = form sultable for reproductica, use or processing, as the
cese mey be.

5. After the Effective Date and regardless of whether the Goveroment
has exercised ite right to participete uader Sectisn XVIII, the Goverameat
shall be givea prior notice of and shall heve the right to attexd all
meetings held among persons that coastitute the Coatrector and shell receive
all iaformation end documents given (o such Persoas perteinzing to Petroleun
Operaticas and this Coatract.
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B. Confidentializy

All iaformation, data 2ad materials surrlied by either Party to the
Sther pursuemt to this Coarract shell be kapt coafidentiel by the Farmiies
£or a5t less than twenty four (2b4) moncths after the date ou which suck in
iaformatica , dsta or materigls were delivered by cne Farty ts the oSther,
subJject to the followliag:

) iaformstion, data and meterials which pertaia to a portion af the
Caatract Area which has beea relinquished by the Coatractor or to greas

outside the Coatract Arec may be made gvailable by the Governmeat to Sther

Persons at say time; and

. b} the Goveramexat may at ey time request another Persdl to review
and analyze the iaformation, data aszd materials supplied by the Caatractor,
provided that such Perssa shzll maiatain the cozfidemxtiality of such iafor-

metion, dats and meterials.
SECTION: X

CONTINUI%Y AND SUSFENSION OF OPERATIONS

A. 1., The Coxtracror shall commence Petroleum Operaticns withia ainety
(90) days after the Effective Date asd shell costinmue such operaticns
without iatermuption duriag the Explorstion Perldd over all unrelinguished
portiasne of the Coatract Ares oot subject to & Production license. The
.Ca:tractor shell also coumence praduction of Hydrocarbeas from & Field ia
accordapce with the developmeat Work Program approved by the Miaister relete
‘ing to that Fleld and shell contimue suqh productioa without interruption
for the duretion of the Licease which covers that Field.

2. The Coziractor shall 20t suspead aay Petroleum Operatioas, eicept
for justifiable techaicel reasons end subject to the prior gpproval of the
Miaister, ‘ ' '
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BE. Iz the evenx: >f & repested or serious iafractics of the Pesraleur Cude
or it regulatisas by the Coauracior which is ast corrected within thirty
(30) deys after actice is given <o the Coatresior by the Mioister to 4o

so or in the eveat of e situeticn which poses & serisus end immiszat threst
to persias, property or enwvirsamedt, the Mialster may require <he Contrastor
To tempararily suspead Petroleum Operatione or to teke such other meesures

£S5 may de reascasbly aecessary uatil such iafrection or situetica hes beea

rectified.
SECTION XI
BONUS, RENTALS AND ROYALTTES
A. Boms

_ Tne Coxtrector shall pey to the Energy Developmeat Fumd of the Governe-
pent a sigaeture bomus of oxe hundred thsusand (100,000) dollars withia
thirty (30) dsys efter the Effective Date.

B, Reatals

1. The Costractor shall maske the following e.aaua.l rentel paymeats <o
the Goveramear during the Exploration Periad for ell uarelinquished porticas
af the Coatract Area which are oot covered by a Production Licease:

a) during the initisl Exploratioa Period tea {10) &oliars per sguare
kilomeser;

b) during the first exteasion to the Exploretion Period tweaty (20)
dollers per square kilometer; and

:) during the secand exteasion to the Explorstion Periad thirty (30)
dollzrs p2r sguere kilometer.

2. The Coatractor shall pay to the Goverameat en axnel reatal of
thirty (30) dsllars ‘per square kilometer for ell portiaas of the Costrect
Ar=a subject to & Productica Licease., -
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3. Tne firsy rextel payment shell be mede witkina thirty (30) deys
after the Effecilve Dete, £11 subseguent regtel psymeasts shall De pede
thin thirty (30) daye efter the begianing of ench Calexdar Year to

which they periain. Renvzl peyzzats shell be camputed pro-reta tamooris,

aad each peymext shall be accompanied by e summery vhich indicates its
bacsis of computation.

k, If during any Calendsr Year & chenge occurs with regard t2o the
Contract Ares which results ia e change in the reatsl payment due, the

reatel paymaat for the folluwiag Caleadar Year shall be adjusted
ﬁccardinsly to campensate for this differesce.

C. Rovalties

nl——

l. The Coatractor shell pay to the Goverament & Royelty of twelve
end one-half (12.5) percent of the totel Hydrocarbans produced in the
Coztract Aren which are 2ot used in Petroleum Opergtions. The Goverament
may tske the Royealty for elther Crude Oil or Natural Gas wholly or pertly
i2 cash or in kind., Uxless the Governmeat elects ctherwise, the Rovelty
shall be peid iz cash.

2. The Royalty takea iz cash or in kind shall be valued axd paid in
accordeace with the appropriete provisions af Sectisa XIV.

SECTION XTI
COSTS RECOVERY AND PROBUCTION SHARING

A. Costs Recavery

I2 each Caleadar Yesr the Coatrscvor may, froz the Hydrocarboas
produced withia the Contract Area aad aot used i Petrsleun Operations,.
recover its Petroleum Costs by retalning and disposiag of that anouat
of Hydrocarboas egual 1a veiue to the uarecovered Petroleunm Costs for
that Caleadar Year plus all unrecovered Petroleunm Costs from prior

Celeadar Years,
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1. A%ter deducticn & ell unrecovered Petroleur Costs, Net Byiro-
cartsas ( =¢ defined pelsw) shell be shared betwesn the Coveramen: and
the Contractar ia accordaace with the procedures in this subsestioss B,
These procedures provide for e progressive incresse in the Goverameat's
Hydrocerbons share dbesed o2 the iacrease i1 the Coavractor's pre-tex

rate of returs according to the following sh scheduls:

Comtrector's Goveramest's Coatractor's
Pre-T:x Reel Portion of Net Portioa af
Acecount reie 5f Returs Bydroecarbaas Net Hydrocerboas
- up %o 30 perceat 0 perceat 100 percent
FA  30fo 40 perceat kO perceat 60 perceat */
- SA LNto 50 percent 60 percent BO pereest */
“TA  above 50 percemt 80 percemt 20 perceat */

2. Ia this subsection B, the foliowing terns shall have the following
meanings with regard 1o the relevant Telexdar Year, except that totel
reveaues and Petroleunm Costs shall exclude those revenues and Cost éttri-
butable to the Goveramest's perticipatiox umder Sectian XVIII;

"NCF" or "Net Cash Flow" means the total revemes froa Hydrocervons
produced axd ast used in Petroleum Operaticas less Petroleum Costs for
that Celendar Yeer, except that totel revenues ead Petroleum Costs shell
exclude thosz revezues and Costs atiritutable to the Governmast's partici-

pation under Section XVIII;

*/ Note: The perseatages of the Goverameat's exd the
Coxtractor's respective sheres of Hydrocarbons are
for {llusirative purposes oaly and will vary depead=-
iag upon the terms offered by the Coatractor to the
Goverament.
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"NE" or '"Net Evdroacarvons” meons the vzlue of the totel
Hydrocarboas proiuced ernd aot used in retroleum Cperations less ell

warecovered Fetroleun Cosis;

"FA" Oor the "First Accouat™, "SA"™ or the "Seciad Account”
ead "TA" or the "Third Account™ mees the respective et Evdrocerbous

amounats dstermined in mocordence with the relzavant formulae below;

"Y-1" m2ans the Calendar Year preceeding the Caleadar Year

in question;
1" meens the decimal equivaieat of the percentage change

in the moathly U.S. Izdustrial Production, Sessonally Adjusted, ladex
(as reported ia the "Imterastisxal Finencisl Statistics” of the Iater-
national Manetory Fuad) £or +the maxth of November 1a Y-l to the same

masth ia the Calendsr Year ia questios;

—— .
"GS I", "GS II" end "GS III" mean the Goveramenat's shere

of Net Bydrocarbons f£rom the First, Second end Third Accounts, res-
pectively. |

3. The folliowing formulae shall be used to celculate the relevant
Aceoutts 1a a given Calendar Year:

First

Accouat = (FA for ¥=1 x (1.3 + 1)) + NCF

Second

Aceount = (SA for ¥-1 x (1.4 + 1)) + (NCF - GS I)
Third

Account = (TA for ¥=1 x (1.5 + 1)) + (NCF - (GS I + GS II))

_ Ssl:
- - - e
~L s MCF . e
. -~ - - . L . (3]
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- ) et S L ) A ) S
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BEST AVAILAPLE COIMY



- 22 .-

In axy Celender Yeur immediately following~the lalandar Year iz which
Th, & or Th is positive, then FA for Y-1l, SA for 7-1 or T 2or I-1,

be, shall be U iz sppiyizg the abtove formiae for the

[+
(]
ot
124
o
[£]
[v]
n
(1]
A

Celendar Yenr L5 questioa.

L, In ooy Calendsar Tear:

(i) if F2, SA or TA is negative, the
Goverameat's portion of Net Hydrocerboas for that respective Ascount
shall be zero;

(1i) iFf FA is positive, GS I shell be forty
(40) percent */ of FA;

) (111) 4f SA is positive, GS II shall be egual
t> thirty. three and one third (33.33) percent X/ of S4;

(iv) 41f TA is positive, G3 III shall bz 2quel ¢o
£irsy (50) percest */ af TA;

(v) The totel value of the Goverament's share of
Bydrocerboas shell be the sum of GS I, GS. II and GS III.

5. Tne Government's and the Cogiractor's respective shares of Net
Bydrocarboas uider this subsectios B shall be determined Yy dividine
th2 value af thelr respective eatitlements by the average price durisg
th2 same period determined 13 ececrdance with the provisioas of Secticn
XIv. '

:/ Note: These parcextaz=s are besed o those speciflied I1n subsection

B 1l end are for illustretive purposes oaly. Tney will vary depeading
upoa the perceltages actuslly specified in subsection B L.
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A, Raturel Gne foumd in eesorintion witk Crude $il whicoh is =5t used
iz Peiroleum Operatisns or s not developed or so0lé pursueat to the
provisioas of tris Contract shall be relnjectzd iato tne subsurface
structure, Eowever, the Minister may suthorize the flaring 3f Naturel
Ges (i) for short time periods during production tests, (11) whea it
‘is 1o accordance with good oilfield praciice or (1ii) when it is
required by techzical or financisel circumsteaces. Natural Gas flared
with the epproval of the Minister shell be deemed to be used in Pete
roleum Operstioas. '

B. If the Coztractor cozsiders thet Netuwral Ges found i3 associmtion
with Crude 0il1 mey a0t de comsercially developed, the Goveramenat nay
choose to teke cad utilize such Netursl Gas without chargs, except that
all hadling from the poiat of separstica fron crude il will be st
the sole cost and risk of the Goverameat.

HYDROCARBCNS VALUATION. PAYMENTS AND MARKTTING

A. Valuatisa =13 Pavments

_ l. All Hydrocarboas produced from the Coatract ares
aad s°ld by the Contrector to nca-Affilietes and to Persazs independesat
af the Comtractor (i.e. with vhon the Comtractor bas 5o direct or ia
direct contractual or joiat iaterest) shall be valued at the net realized
FOB price received by the Caatractor.

2. ﬁll Rydracarbons produced from the Sontraet Ares
and eold by the Contractor we Affilistes and to Perssns not independent
2ron the Contractor {within the meaning of sybsectina 1) shall be valued
2t the highest of the following: '
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e) for Crude O:1 =

(&) the actuel price recaived by the Conotractor;

(11) the FOB price specified in subsecticn 1; or

(141) <hz everage prics received by sellers i
iaternaticasl markets for Eydrocerbons of comparsble quality esd
quantity originetizg from cowntries 4o the same geseral geogrephicsl
ares as the Remxblic, taking into coasidsresiocn ey differentiels of

grade, gravity and transportatian;
b) for Netural Gas -

(1) the actusl price received Yy the Coatractor;

(1) the FOB price spacifiad in sudsection 1; or

(431) the CIF price o the amouat of light Arebian
Crude 0il measured on 8% equivelezt ETU basis adjusted to = Libderien
FOB price by deducting epplicable izsurasce, freight, randling, commi-
ssion end brokerage costs. '

3. The price of Hydrocarbozs provided to the Liberian market ix
gcecordance with Section XXTII ehell be:

e) for Crude 0il -
that price determined pursuast to subsection 1, or if
%o sales are made under subsection 1, thea that price determized pur-

sueat to subsection 2.

b) for Neturel Gas -
that price fixed by mutual agreamenti between the
Parties, taking into account the value of the fossil fuels that such
Natural Gas displaces oo the Liberies market. -

L, Price camputétidns usder this subsectisa A shall be based o
the average selling price for each Caleadar Quarter. Such computatioas
asd all paymente releted therety shall be made within thirty (30) deys
efter the end af the Calendsr Quarter to which they relate,
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B. Markeiing

1., The Contractor ghell merket &ll Hydrocerboas produced in the
Coatract &rea anl oot usef in Petroleux Opesreticas, widest stherwise
stipulated in this Sectioz or ia Sections XI and"TII regardiag Royale
ties and supply of astionel needs, respactively. The Coatractor shall
give the Minister reascaetle prior actice =f all propased cantracts
and their respective terms end coalditions for the sele af sny part
‘-:af the Hydrocsrbdzas productisn to which the Goverameat is egtitled

under this Coxtract.

2. The Goveramexat nay elect to receive in kind all or any part
of its entitlemeat of BHydrocartaoas production from the Contract Ares.
If it s> elects, the Minister shall notify the Costractor accordingly
at leest ainety (90) days prior t5 the begiznizg of the Calendar
Quarter for which such electios shell begia, ead such electios shall
be bizding oz the Goverumznt for at lsast two Celesdar xerters. In
such case, the Miaister ghall edvise the Coatractor Of the delivery
schedules azd amvunts of Hydrocarboas that the Govermment will take
in ki;'xd duri:g.the periad of its el=ction, &nd spch Hydrocerboas shell
be de.‘.ive:-ed'ta the Goverwumeat at thz point of exgport.

3. The Coatractor shell 5ot exter into e coatract for the sale
of any part of the Government's estitlemeat of Hydrocarboas pr.oductia:
for a period of t'me which exceeds two {2) Celexdar Querters without
the Minister's pricr coasent. 1If the Minister grzsts such consest ’
the Goverzoment shall aot exercise its right to recaive Hydraca.rb.:;xs
ia kisd for those Bydrocerbans which are the subjzst to such coatract.

L. The Coatrector shell 5ot ester into & comtract for the sale
of eay pert of its cghare of Hydrocerbass productioa for a period of
tipe which exceeds four (&) Calendar Querters without the Miaister's
prior consent. If the Mizister grasts such coaseat, the Goverament
shall not exercise its right under Section XXIII to require the Con-
tractor o supply national needs from those Eydrocarbaons which are the
subject to such costract.,
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5. The Coatracior shell no%, direcily or indirestly, enter i2%to 2ay
gontract for the sale of Hydrocertoas produced frog the Joatrast Ares vizh
gy Steve o Perszon which the Goverameni has by law or officisl prosounce-
ment dezlared to be hostile or ualfriendly.

€. The Coatractor ghell give fevorable considernti o wo any coaitract
for the sele of Hydrocervoas produced fram the Coatract Arez to.eqy Stete
or Person prowos=d by the Goverament, provided-thet the terms 22 canditions
of such prososed sale are competitive with thase olffered o tbc'C;:tra:tor
bty other pateatiael buyers.

7. The Contrqctor shall take title to ell Hydrocarbons to which it is
eatitlied under thie Coatract et the point of export.

SECTION XV

IMPORT AND EXPOPT

A. Subject to the locel purchase obligatiosas of Sectiaa I, the Coatractor
and each Subcoatractor shell have the right to import iato the Repudlic all
materiels aad equipmeat aecessary for Petroleunm Opergtizas. Such meterials
ead equipmest m2y be imported exempt of ell import duties and taxes unless
they perteis to Petroleum Operatioas related 1o & Productios Licease. Al
matarials 22d equipment imported for use in Petroleum Operatloas related to
e Productioa Licease shall be subject to all geasrslly epplicable impors
duties aad texes of the Republic, except that the tcotal import duties and
taxes oo each such imported item shall zot exceed tea (10) percest of the
" CIF value durisg the five (5) years folluwwiag the date of issue Xf the Pro-
@uction Licease to which the item relates. |

B. Other thea as speejfied iz subsection 4, &ll other imports by the Coa-
tractor, each Subcoatractor and their employees sha%l be subject to all
geaerelly epplicable import duties and texes of the Rspublie.
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€. The Czxtractior, each Subcoztractior znd thelr employvess may sell io the
Republic all ixported items which are o lsager needed for Pesroleur Opera-
tioas; however, i such imports were exerpt Irom import duties snd taxes or
were subjact 1o redused import duties g38 texes, the seller shell fuifill
all forrelities required in cuzmection vith the paymeant of duties a8 tzxes

imposed such sales,

D. The Coatrector, each Subcoztractor 38 thelir employees mey export froc
the Republic, exempt of sll exporti duties end taxes, all Bydrocerboas pro-
duced from the Coatrect Ares and ell pravioucly immorted items which-ere ao

langer required for Perraleum Operations.

SECTION XVI
CURRENCY AND EXCHANGE CONTROLS

A. Currency
All paymeats under this Costract shall be medes i3 United States

dollers, end the Coatractor shall meisteia all Ffinzacial accouats aad

records ia that currescy.

B. Exchange Contrals

1. The Caatractor, each Subcuoatractior and thelr ehployees shall de
eatitled to recelve, import iato the Republie, remit from the Republic
632 maintalis coroad all roevemues received by the Toztrmactor from the coll
2 Bydrocarboas pursuant to this Caatract, as well as ell revesjues for
the sel= or reat of goods, perforpance of services and paymeat of szlaries
ia connection with the performence of Petrolzum Operations; providad,
however, that the Coatractor, =ach Subcoatractor aud their erpployees shall
meft all their respective paymeat'a:d tax obligaticas under this Coatract
and the generally epplicable laws Jf the Republic,

2. The Contractor shall, within alnety (90) days after the end 5f
each Calendar Year, submit to the Goveramest e summary f =1l curreacy
reczived, imported, remitted and maigtoined abroad pursuent to subsectian
1 duriag the relevast Calendar Year.
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SECTICH XVIT

TINANCES. TAXETION AND AZCOUNTTING

A, Tiamaces

Except =s Stherwise provided iz this Coatrect, the Contracstor shall
provids 2ll ceplital necessary to coaduct Petrolieum Operations, shall bear
the sole financial risk in carrying out suck Operatinsas and shall thare-
fore have a1 ecoacmic imaterest ia the development end productlon of -
Hydrocarboas from the Coatract Area.

B. Taxeation

1. The Coatractor, its Affiliates, esch Subcoatractor e2d their
employees shall be subject to the ganerally spplicuble teax laws of the

Republic ualess otherwise specified in this Cuavract.

2. The taxsble lacome derived by the Contractor from Petroleun
Operations shell bz subject to izcome tax at a rate of fifty (50)
percest. The Costractor's taxable iacame for the Celexdar Year ia
questios shell be determined By computiag (1) gross iacome from all
Hydrocerboas produced from the Coatract Ares and sald by the Coitractor
plus all other ingcome or proceeds received by the Coatractor releted to
Petroleum Operetisns or this Coatract less (ii) ell expesses aad deprecia-
tian determized ia eccordance with Appendix 2 of this Coatract plus
accumilated losser relating to Fetroleum Operations which sre permittied
under the gezerslly eppiicable laws 52 the Republic to be carried forward
from prior Celeadar Years.,

3. Charges for services actually readered by the Goverament or its
admindstretisg or political subdivisions shell be made at the generally
applicable rates for such services.
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€. Accounting

1. Tne Cootracior shell keep complete finenacial sccouwats aad records
49 English relliectling all Petroleun Operatioas. Such accounts aad records
shall be prepared ead malnteined i coaforxity with modern petrileun
industry practices aad es prescridbad ia Appeadix 2 ¢o <his Coatrast ead as
pay be prescridsd in regulsticas issued pursuent to the Peiroleunm Decree.

Such eceounts end records shall be kept iz Moarovie, Liberisa.

2. The Contractor shall prepare £s sasusl belasice sheet 2ad prafit
and loss statement in accardsnce‘with this Costract, its Appendix 2 exd
ganerally appliceble Libdberies law. Such accounts shall be certified by
g2 indepeadent euditor acceptable to the Goveramest ead shell be submit-
ted, 2long with the suditor's report, +o the Government withizn ainety
(Qb) days after the ead of Calexdar Year 15 vhich they pertaiC.

3. The Goverament shall have the right to audit the Coatractor's
books, records and accouats reletiag to this Costracst in accordaace with

geaerally epplicable Liberian law.

SECTION XVIII

GOVERNMMENT PLRTICITATION

A. The Goveraneat shall have the optios to acquire aa usdivided and ua-
encumbered interesi of up to thirty (30) percest of the total interest iz
the Coatract., The Goverament may acquire such iateress either directly
or througk a Goveramest corporstlian. .

B. The Goverameat must exercise its Jptiaa to participate by giviag astice
to the Coatractor withis aiaety (90) days after the issue to the Coatractor
of the first Production License withis the Cantract Area. Such aotice
shall sp=cify the perceatage of the iaterest to dbe acquired by the Govera-
meat and the Persos that will hold it on behalf f the Goveramaat; if such
is the case. If the Guverameat exercises its optisa, the Cantrector (or '
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each Persun constituting the Coatracior pro-ratn) shell reliaguish and
treasfer to the GCaveram=at <haz percaitage interest specifief by the
Goverament. The Goverameat's participatios shall take effect frox the

e oF effect of such Production Liceuce, ead ihe Goveramest Bnell hsve
ell rights end obligetiocns, pro-rete withk its participetion, in commectica

with Petroleur Operations and this Contract,

C. If ¢the Goveromest exercises its option to participate, it shall re-
imburse the Coatractor, thout interest, for the Govermment's pro-rate
share of Petroleum Coste iacurred by the Coatractor prior to the date of
issue 3% the Produetion Licease specified in subsectioa B; provided,
however, that the Goverament shall aot be reguired to reimburse the Coa-
tractor for any portios of the boaus paid pursuaat to sectios XIT, for ey
data fees paid to the Goverament for geolsgieal or geosphysicel iaforma-
$133 or reports or for agy premium patd by “he Caatractor uader Sectisa
VI. The Goverarment's reimbursement shall be payable, at ths Goverzmenat's
chaice, either in cash or 12 kiad from up to fifty (5:% perceat of the
total &f GS I, GS II and GS III, determise? pursuaat to Sestion XII 3B, iz
each Caleadar Year umtil the Coatractor hes beex fully reimbursei.

D. 1If the Guverameat exercises its optioa to participete, {4 aaxd the Con-
tractor chall, withis six (6) maaths afier the date of effect of <he Pro-
duction License specifiad ia subssctios B, enter iatsc a mutually accepisble
operating agresme=at which -shall govers the rights aad obligaticas betwess
them as Coatractor aal shull dbe cuasisteat form and substeance with
petroleun industry prectice. Frior to the executicz of such operatiag
agreemest, the Coatractar shall carry out Petrolizum Cperations under aay
then-existiag agreemest.

E. If the Goverameat chosses to ceuse & Govermmest corporatioa to hald its
iaterest, ths Goveramaat guarastees the dus performsace by that Person of
ite obligations under this Contract ead uxder the operating agreement with
the Ccatractor, and tﬁat Persoa's failure to perform a0y such obligation
shall 3ot be grouands for termination of this Coatract.
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SECTION XIX
PERSOENEZL AND TRAINING

A, Tne Coatrector shell provide ell personuel necessary to carry Jut

troieur Operatioas.

B. 1. The Contrector azd each Subcoatroctor shall employ, to the mexi-
munm exteat possitle, Lidberias nationels iz cangectiosn with Petroleum
COperetioas, and the Coatractor shall uandertake recruitiag, educatiog end
traiaiag progrems tc easure the meximue participatios of Liderian '
personanel 1a Petroleun Operatioas at all levels of respoasibility. Each
syvroprigte Work Progrem and Budget shell contelx provisions wnich set
forth the steps which the Coatractor iateads to take. in this regard.

2. During =ach Coagtract Year of the Exploratisn Period, the Can-
tractor shell spead e minimuxz of fifty th3u§aad.(50,000) dollars* Joa the
educatiss end traizing of Liberian aatissels; durisg each year of a Pro-
duetion Period, the Coatrector ghell spead, ia coanection with such
educetion a:i trainizg, the miniﬁum anouat specified ia the development
Budget relsted to the Production Licease ia questioa. If ey part of the
Exploretion Perisd ruas coacurrently with any Praduétia: Pefiad, oaly the
obligatioas for the Production Periol shall apply.

C. The Coastractor and each Subcoatracior shall be free to employ foreign
actionals to tie extent that Liberien asiionels ceaaot te fouud to fail
the positicas required. The Goverament shall facilitete the issueace end
approval af all labor aad immigratioa auth:rizafians reguired for the
erploymeat of such forelgn pa2rsanael ead the ssjoura of such personnel end
their dependeats ia the2 Republic,

:/ Note: This amouat is for illustretive prrposes ozly
and may be subject to aegotlation with ezch Caatractor.
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D. The Cfoatracior shell, within nlasty (S0) days after the 228 of each
Celender Year, 20tify the Miaister Sf ell persannel employed by the
Coatrecior end eash Subcontrastor, which zotice shaell specify the employer,

Job positicz, salary aad nationallty of =zack emplovee,

SECTION XX

SUSCONTRACTORS

A. Subject to the provisiocns of Section XXI regarding goods aad services,
the Contractor shell be free to select mad retaln Subeoatrectors of its
choice. Eowever, the Costractor shall easure that =ach Subcaatractor has
the necessary professional expertise aad experiesce to perform the work
to be assigaed to it. '

B. The Coatractor shall require each Subcontractsr to comply with all
relevaat provisiaas of this Comtract and the legisliatisz of the Republic
epplicadle to its sctivities; provided, hawever; that a Subzoatractor esd
its employeze shall be required to register es resident in the Republic
(but shell be subject to ell tex obligations as noz-residents) solely in
coaaection with e contract with tha Caztractor, the performance of which
reguires the'presaace >f the Subcoatrector's employees withia the Republic
for a period of time which in the aggregate doss uat exceed ouc hundred
eighty (180) deys is eay Caleadar Year,

C. The Castractor shall astify the Minister of the aame and address of
eacn Subcoatrector and the ideatity of its authorized represeatative
vithin thirty (30) daye after such Subcoatractor has teen retsined by the
Coatractor. The Coatrsetor shall elso aotify the Mindster, withia adnety
(00) days efter the ead sf each Cnlendar Yeer, &£ all Subcoatractors who
have worked for the Caatractsr during the relevant Caleadar Year,
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GOODS AND SERVICES

K. The Coatractor shell provide all goods end services necessery to

carry out Petroleurm Opergtlioss.

B, Iz sddition to the obligetions set forth in Article £7 regzarding
the purchese of lLiberiea goods aad sarvices, the Coatractor, ualess
therwise agreed bty the Minister, shell award through competitive -
bidding =ach costract for the purchzse, lesse or supply of goods aad
gservices if the total value oL such coatract exceeds three million
(3,000,000) asllars.

C. Subject to the.provisiocas of Section XV regarding import aad export,
thé Conitractor and each Subcoatrector shell retaia possessiof of ail
their respective lecsed materiels &nd equipmest end shell retaia title to
all purchased materials and equipmeat which are ast aecessary for Petro-~
leum Cperations related to productisa, treatmest, transportatioa, storage
and export X Hydrocarbons. ALl materials e3d egquipmest aecessary for
Petroleum Operastioss related to productior, treaime:m ; Traasportatiosn,
stirage and export of Hydrocarboas chell becamz the property Jf2 the
Goveramest without cost after cdlearmace by customs authorities at the
poizt of import iato the Republic but may de used by the Coatrector i3
troleun Cperations during the duretion of this Cantract..

SECTION XTI
LAND AND FACILITIES

‘A, Lasd

]

1. Subject to the provisiovas af Article 21, the Goveromeat shall
place at the 2isposal of the Contrector without cost all public lend
reasoasbly required by the Coatractor 4o eoastruct and caiatais facili-
ties necessary for Pétroleunm Operations. Possessioa of land shall be
returaed to the Goveramest at the ead of this Coatract.



- 3k -

2. If leag resscasbly reguired for Petrpleoun Operetions belongs to

3 privaté Person, the Convrecior will endeavor to acguire it through
irect agrsemaat between itezl? gnd such Fersca. If the Coatractor is

waeble to r=ach such agres=ment, the Goveramsat shaell ilaterveze to assist
i3 the coaclusicn o such sgreemeat., IP such agreemaat proves impracti-
cable or impossidie, the Goverament shalil expropristes such ilend iz the
public iaterest; provided, bowever, that the Costrector shall reimburse
the Goveramest for 8ll costs i caxnection with such exproprietion,
iacludiag the compeasatica paid to the prior owner. The praperty rights
thus acquired shall be registered iz the aame 3f the Goverament, and the
Coatractor shall have free use of such laad for the duratlion of this
- Contrect.

B. Facilities

l. The Coatractor shall caastruct,»-maiataia esd operate all faci-
lities required is connection with retroleun Operstisas. Such faciliiles
shal) become the property of the GCoverament without cost at the end of
this Contract.

2. The Govarameat mey require that the Castractor's infrestrusture
facilities (iacludiag, bBut ot limited to, roads, ports, pipelines and
Sther troasportatiss 2ad communicatisas iastellatioss) be made svailsbie
to the Goverameat aad sther Persozs 1 aa emergeacy or ia the evest <het
such facilities are 20t utilized 5 capacity by the Coatractor; provided,
however, that ii the latter case, such use does aot substaatially impair
the efficieat aznd economic conduct of Petraleum Operations a=nd is sudbject
to reasaonable compeasetion (taking into a2ccouat the particular circum-
Steaces involved) being paid to the Coatrector.

SECTION XXIII
SUPPLY OF NATIONAL NEEDS

A. Subject to the praviiians af Section XIV, the Caﬁtractgt sha;i, upaa

receiving prior astice of at least two (2) Caleadar Quarters from the
aister, sell to the Goverameat that portion of the Contractior's total

Rydrocarbass productich to which it is eatltled under this Coatract which

BEST AVAILADLE COFY



-35 -

is required to m2et the domestic refinery n2eds of the Republic, <5 the
ﬂx.ent thet the Goveram2at ceonot meat such aeeds from its Royal.y end

+s share o5f production uader Seetion XII.

B. The paxirun quentity of the Coatractor's Bvdrocerbons that it must
sell to the Goveraoment to meet guch domestic refisery aeeds shell aot
exceed the amoust which is egual o the totel such zeeds which cannot be
met by the Hydrocarbaas production to which the Goveramsat is entitled
fror its nsticasl territory multiplied by a fractiaa, of which the
aumerator shall be the totel amount of produectiss from the CaatractaArea
end the deaomiastor chall be the totel Hydrocarbaas production ia the
Rapublic.

C. If ithe Coatractor sells a portiaoa of its Eydrocarboas produetisa to
tbe Goverament to meet domeéstic refinery aeeds, the relevant valustion
and paymeat provisiocas of Sectioa XIV shell epply.

SECTION XQOV

UNITIZATION

A, Ife Field extends over another pari of the Republlc which is subject
to enother Petroleum Agreem=at for the zn‘ornt143 aad productioa of
Hydrocarboas, the Minister may require that the devalopmaat azd production
af the Field b= carried sut Jotatly with the Licensee uader the other
Petroleur Agreemeat. The same rule ghall apply if a Field is aost commer-
cial ualess its development.-ead production Ls combized with.a Hydro-
carboss deposit which exteads to ar is witaia as area subject to maosther
Petroiecua Agraement,

E. If the Miaister s> orders, the Coatractor shell collaborate with the
other Licencee in preparing = proposal for the joiat produetioa of the
Bydrocerdaas deposit(s) iavolved, which proposal shall be submitted
prompily for approvel to the Miaister, If such proposal is 2ot promptly
submitted or is aot epproved by the Mizaister, the Minister mey prepare or
cause 12 be prepered, for the accouat af the Liceacees iavolved, s plsa
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for Joiat producticn Zesigned <o achieve the most efficieat development
2 the Field(s). If the Miaister adopts such 2 plen, the Cuastractor

shell comply with 221 448 ccoaditicns.

C. Tnis Sectlcn shell alse be applicable 1o g Tisld thet exte=nds to za
aree thet is oot within the territory Of the Republiec. Ia such case the
Miaister mey also impose =y special rule or coaditiss n2cessary 1o
cztisfy obligetions under &n agr2emant with an iateraationzl organize-
tioa or adjacent State with respect to the developmest and produciisz of
the Fieid. '

D. Withiz oas hundred eighty (180) days efter the Mizister's astice to
the Coatractor that the proposel oo pia: uader subsection B has bees
approved or sdopted, as the case mgy be, the Cuntractor shell proceed
usder such proposel or plaa to develop aai produce Hydrocarbazs from the
deﬁﬁsit(s); If azy provisioaz of such proposal or plan appravgd or adopted
by the Miaister coatradicts & ﬁravisiaa of this Caoatract, the provisian

Jf the proposal or plan Sha;l prevail.

SECTION XXV

INDEMNITY AND INSURANCE

L, lndemsity

The Coatractor shall indemaify, defead and hold harmless the Govers-
mest against a1l claims, losses asd damages whatsoever ceused by or
resuliiag Zrom Fetroleum Cperatiosns coaducted by or oo dbehalf of the Con-
trﬁctor, provided that the Coatrastor shell aot* b2 liabie to the
Goverament hereuuder £or eny loss, cleix, damage or izjury caused by or
re;ulting from the aegligence of Coverameat personnel,

B. Iasuraace

1. Notwithstandiag subsectios A, the Coatractor shall obtaia and
maiatein ia force third pariy lisdility iasurance, the iasurer, issue,
coverage end terms of which shall be submitted for approval to the
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Mizister prior to the Effective Dete, whick approvel shell 301 be un-

~cgsoaably withheld.

. Thz Coatractor chell elso sbtain anl melnaveis 2a force sdequate
end aporopriese iasursnce, which cust be sudbmitied 1o &xd epproved by
the Minister as i3 subsecticon 1, for 21l otkher risks 1o coxnection wit
Petrolieum Operaticas, ifncludiag but aot limited to loss or damaege to &l
mteriels, 2quipment ead facilitlies used in Petroleum Operaticns.

3. The Coatractor shell maistals all insurance reguired under.ihis
gudsection B ia effest uatil the terminatlon of aell its obligstioas under

the Coatract.

SECTION XXVI
ASSIGNMENT AND TRANSFER

A. The Coatractor may assigﬁ or traasfer ey or 21l Of its rights =and
abligations erising cut of this Coatract to esy Affiliete which is 3t
a Licencee with the prior approvel o2 the Miznister, whizh epprovel shell
be graated if such Affiliste demcastrates the fiasacial aad techaieal
capability to carry Jut Petroleum Operations end agrees Lo be bouad by
the terms of this Cogtract.

3. The.C::tract;r mey aJt assign or traasfer any or all of its rights
and obligatians arisiag out of this Caztract to aay aon-Affiliate
without the prior gpproval of the Mizister, which epprovel mey take iato
accouat the financial and technicel cewmbility of the assignee or {rans-
feree but shall aot de uarsasoaably vithheld,

'C. The Coatrector shall astify the Minister st least alnety (90) days
prior to the dste of any proposed assigament or tranefer, and the Miaie

ster shail give his approval Or state the basis for his disapprove)
within sixty (60) days therezfter. ;
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SECTION XXVII

JOINT AnD SzV=Ral C3LIGATIONS

A. Iz the eveat zore then oze Person coastituias the Comtracior, each
such Person must individually register to &o business 13 the Republic
and each shell b2 jolintly enad geverally baund by the proviesioas of this
Contrect which shall alsc b2 binding upon the respecstive successors,

assignas and transferees of each such Persan.

B, I? more than oze Pereoa coastitutes the Coatractior, the agreemzaf
which goveras their relatisas or uvader which any Persoa is desigasted
the operator for Petroleum Operations shall be submitted prior to its
axecutioa Sor approval o the Miaister, whiech approval shell aot be
usressanably withheld. ' | ‘

SECTION XXVIII

TERM AND TERMINATION

A, Tern

1. This Coatract shell remsin ia full force aad effect duriag
the term . Of the Ixploratioa Period aad shall sutomatically terminete
in its entirety et the exd of the Exploration Peariod if a0 Field vhiceh
1s Qeemed commercial by the Coatractor has beea ¢iscovered withia the
Coatract Area. ‘

2. This Coatract shell remaia iz full force 2ad effect with
regard to aay portioa of the Coatract Area coveres by & . Production
Liceas2 Yor -the term of such Liceziase aad shall suiomatically terminate

wvith regard to such Area upon the expiratisa of such Licease.
B, Termlaation

l. The Coatractor may torminste thnis Coatract by giving the

Mismister cne huxdred and eighty (180)‘day§ prisr astice.
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2. The Goverameat may terminete this Coatrect upon the Minister

giviag the Contrastor thirty (30) dayvs prior aotice if tha Cogtractor:

&, ig found ¢c have made s williiwl axd materiel misrepressz-

teticn in epplylng for this Coatraoct or gy Licexnse or extensiaon theredd;

b, fells to comply Witk eqy oSbligstioz that it hes unler <this
Ceatract within <hirty (30) deys efter it has raceived instrusiioas to
4o so from the Ministar, or for such loager period as the Minister méy

agree;

e. Z2eils to comply with a5y act, regulatiocn, order or izstruce
tica issued by the Mizister or osther Governmest departmeat or ageacy
withiz thirty (30) days after belizg reguired to & so; or,

d. Ddecomss iasolveat or baakrupt or goes Lato liquidatios.

3. Termisstica shell 5ot relieve the Coatractor £rom the perfornm-

cace of its obligatiozs sutstealdiag hereundzr prior to tarmination,

L. In the evast of terrination with regard to areas covered by &
Production License, the Miaister mey reguire the Contractor to coatisue
Bydrocarboas productica o3 behall of the Gaver:mé;t £or & reasoaable
time ustil the Goverament has treasferred the right to produce to agother
Persoa.

SECTION XXIX
LAWS AND REGULATIONS

A. Ualess ostherwise specified in this Contrect, the Coatraotor, esch
Subcoatractor and their employees shall comply with ail lews axd
regulations of the Reputlic, izeluding a2ll regulsticas prozulgated by
the Minister in conmection with Petroleum Operatioas, provided thst
such regulatioas 4o aot impair the right of the Coatractor to carry
out Petrcleum Operesiaas aor eignificeatly affect their economic
viebility. "

’
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2. The t=rms end coaditicas &f this Coztrecet a2z +the Tetroleum CXde
shell control with regard to this Coatract, notwithstending eay
-

. . - - ~ — < - - < .n o . P
subseguaatl law, decre= or regulaticn which, i cppliad to the terms

22 thie Contrect, would diminisk the rignts prented hereunéer,

FORCE MATEURE

A. Iach Party shzall be excused Zrom complying witk the terms o this
Contract, other than en Shligatioa to pay moaey, for s> laag as suck
compliaace is hizdered or prevexted by extraordinery weather, earthe—
quakes, esccidents, riots, sirikes, wars (declared or undeclared),
iasurrecticus, rebelilous, tenrorist acis, pestiieace, disturbeuces;
dispositions or orders Of a goveramental authority {whether such
authority e ectual or sssumed), acts of God or en act or couse that
is reesanably oeyand the coatrol of such Party (such circumstences
hereinzfter called "force mzjeure”), provided, however, that the
igabiliity to obtaln capitel, ejuipment, materials or persoanel shall

%ot be & ceuse 5f force majeure.

B, If either Party is uzable, vholly or ia part, to carry out its
obligations under this Comtract due to a cause of force majeure, such
Party shell give aotice in detall -f such ceuse to the other Party
+hin sevea (7) d=ys after its occurrzace, I such cese the obliga-
tioas of the Psrty giving the notice shsll be suspended durfng the
coatisuance of eay inability so caused, ané bxh Farties shall ds ell

thet is reasoaable within their powers tO remove =such ceuse,

SECTICON XTI
DISFUTE SETTLEMENT

A. IZ, et eay time during the duration of this Coatract or thereafter,
there shall te any differexce or dispute with respect to the ccnséruct;aa,
peanian or eflest o2 4hisz Coatroct or aricizg it of this Coucract or

conceraiag the rights and obligetioae hereunder, which difference or
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disput2 caznct be mutuelly resslved by the Parties within aizety (90)
days, either Pariy shell have the right <o refer tne differesce or
dispute to the Iaterastionzl Cestre for <he Seottiement of Iovesiment
isputés (hereinziter celled the "Cegtre") by conciliaticn end arbi-
tretion cs nereinafter provided. Elther Farty mey cormence coacilia-
tion or erbitretiza proceedings by givizg notice o the other Party
gnld to the Secretary Gaaeral o2 the Censtre erd shzll iaclude i such
notice & stetement of the gquestion or dispute exd whether th2 claim

or contentics is of the Party giviag the aoties.

B. The Minister of lends, Mines aad IEnergy is as ageacy of tha Govern-
meat that hes boen suthorized to concant to arbitretion ead is de-
sigaeted as such t> the Cexatre by the Goverameat. The Goveramext has
actifield the Centre thet 2o epproval Jf cousent agreemeats by this
Hiﬁistry is required. o

C. The Partizs stipulste that the Contractor shell bz treat=d ss &
patignei af- .

D. The Parties' submission to the jurlisdigtion of the Cestre shall
biad equally exy successor in isiterest +o the presenst Goveraneat end
to tha Cogtractor to the extent that the Centre caa assume juris-
diction over e differeace or dispute betwees such successor and the
Sther Party.

E., The rignt of the Coatrector t¢ rejuest the setilemeat 55 a
difference or dispute by the Ceatre Or t0 texe any step es & party

to & proceadizg pursuant to this Coatract shall sot be effected by

'tbe fact that the Comtractor has received pertial compeasaticn o 8
conditionel or absoluﬁe basis from say Persas, State, goverament agency
or iaternational organization with respect to azxy loss or injury that is
the subject af the Aifferance or dispute; provid=d, however, that the
Reputlic may require evidesnce that the payor of such compeasation agrees
to the exercise of those rights by the Coztractor.
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P, Ay arditrel tridbuoal coostitutzd Lo relsilos to & difference or
disputs submitted <o the Cextre pursuvent o this Seetriosz shell consist
af one erpitrator apsointel by esch Party ead one arbtitrator eppoisted
by the Chairtan of the Administrative Council of the Cestre, which
lztter arbitrator shall be president o the tridunzl. Such arbitrel
tribunel shall eprly the law & the Republic and shatl keve the power
1o deciles & dispute ex s2cud et bons. The situs of the arbitration
shall be .

G. The decision of the award of the arbitrel tribunel specified ia
subsection F shell be fisel ead bixding upoa the Parties exnd upox any
Persca who participated as & party in such arbitration proceedings,
and the Parties end azy such Persax shell comply i goad feith with
the decision. '

BECTION X3OXII

ROTICZ3

ALl aotices required to be given by elither Party to the other
uxder this Contrect shall be ia writiag aad shell be dzemed to b2
duly given if sext by prepeid eir mail or by Telex or telegrephic
treasmission confirzed by prepeaid eir mail or if de=livered by hed
to the »especiive address of each Party Iindicated beisw or to such
other addrecs as eithar Ferty mey subsequeatly astify the other:

The Goveramast

The Mizister of Lands, Mines a8 Energy

Moarovie, Liberie

Telex:

The Coatracior

Telex:
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SECTION XOOIIT

EFT=CTIVE DATE

This Coniract shell entsr 1Lty effect upoutiilicution by ine
Goverament io eccordence with fts laws, ®83d thef ratificatioa
shall be the E'fective Date,

SECTION XTIV

MISCELLANEQUS ?aovzsron§

A.. laterpretatiss

1. The ceptioas end headings in this Cozsn salely for
refereace purposes axd shell aot effect the inteiss thereof.

+

2. Ualess the custext stherwise requires, gular shall
iacluce the plural exd vice-versa, end the mascuémizine and
neuters genders shell include dach of the others

B. Completesess of the Agreemest

This Coatract coastitutes the eatire u:zders'.: betwees the
Parties £3d shall aot be ameaded or chenged with prior writtes
coaseat of both Parties, ’
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IN WITKNZSS WEEInZOr, the Periles have executed this Coatrect in

Maoarovia, Liderie o3 this day of

138

The Republic of Liberis

The Miaister of Lands, Miaes & Energy

The Minister of Finaace

The Coatractor -
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APPENDIX I

ttached t0 8ad mede as iotegrsl part of tha Petroleun Agreement

between the Republic of Liberie &sad

, dated the

day of 198

Cogtract Area

The Coatract Aree is delimited es follows:

A mep sbowlag the CoatraCt Area 15 attached as page 2 to this Appedix.
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a8 mede oo integral part o7 the Petroleum Agresmess

a
betweea the Republic of Lid:eris and

, dated thz: day
of , 198 .

Clsuse I

Petroleur Coste

PeLroleun Costes ia aay Celendar Year shell iaclude the following:

L

(1) The Rovelty;

(2) The curreat oparatisg costs esumersted in Clause Il

B(2) of this app=zadix;

(3) Th= capitel custs, except for the bonus peymest under

Section XI, enumsreted in Clause 1] C of this appendix;

PREVIOUS PAGE BLANK
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ciause Il

Accouniting Fraocedure

A. Alloweble expenses end Qepreciation fOor tax purposss in any
Cal=ndsr Yeer shall bhe deterzmined i wccordance with the provisions

wvhich falliow,

3. Curreat Operating Casts

peretisg costs (2: emumzrated iz subelauss (2)
which £ollovs) iacurrad by the Contractor ia ell Celendsr
Years prior t2 end including thet of the first yeer oF
"eommzsrcizl production” (wanich, for purposes of this sub-
clause B, means productionx for e period of thirty (30)
days ot a rate which 1s ot least equel t5 szveaty (70) per-
ceat of the pezk production rate specified ia the develop-

meat Work Progrenm for the Prodliztion Licene

[

e
shzll be capizalized emd Gopreciated in sccordancs wis
o}

G
the provisions of Cleuse II T of this szppzadix,

(2) Allowmnble expanses ia aay Calzsdar Ysar ofter the
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whe folloving currest coperctiing coste relztel to o Feiroleum Cperatiuns

(v)

(c)

(d)

c.

lebor, zateriels znd services used in dgy-to-dey retroleum Cperi-

tione iacluding thase iovoiving surveys, drilling, devalap t,

-J
'.l

pro2uction, treatment, sreasport, storsge, hanlling 2and Selivery

of Eydrocerbons aad repalr, meintenzace a2nd anelacgous activities;

Generel and office gdministration, ssrvices aad operatiag over-
heed expeases, including technicel asd rzlsted services, materials,
traasportetic:, reatals, purlic re.at:-Ja, pr:fessianal, persannel
a:d anclsgous expenses; zrovidad, however, thet the totel of &l
such foreign expenses chell 5ot excead five (5) percest a2 the

J
total Petroleum Costs for that Celeadar Year;

Iaterest, fees and commissipns oo loeas zad guereaiees Obtained
vy wue Coutractor, proviisd ot sunh laterzsy rales, Tess amd
ecommissione do not excead preveiliing commersisl rates and. emounts

¢
<1 loane azd guaraatees for similar investments;

"
6
| &
5
3
@
fu
g
ot
by
o
Q
¢
l

Insurance preziums fees zad =il 2xpezadisuras
tractor in settlemant of 21l locsses, cleime, domages and juldgments

related to Peiroleun Cperaiions.

Cépital Costs

(1) Cepitel custs are expesditures for items thet normally have a

aseful lide groator than aaz yéor. oy coawal ddicwnuee T
deprecietion of cepital costs and for currest operatizg costs

imecurred i{n the Calendar Years prior to and iacluding tha

year of first commercial productios shell be alioved for each

Calzndar Yeor,
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(3)

Trna current operating costs zpecifi2d is clause II 3(1) related
te exploration end the folliowing capitzl costs shell be depre-
cletion on o straightline basis over & four (L) yeor perind:
£21 expenditures Tor eguinment, materials end

recilitees, ifncluding iscidentel conetructian

end movinkles, used in connection with expiora-

tion, tut exeluding all expendizures for

activities related to a2ay porticn Sf the Coa-

tract Ares which has been sudbject to notifica-

tion oFf a discovery under Section V ualess

such discovery is subsejuently deesmed ot to be

sepeble of
Tae surrent op
to arzraisel.

cepital costs

a5 -eignt (8) o

(e)

Al equip

with appraisal en

relate to

be capeble

Eent,

seaismic =zad other

(c)

The boaus

(d) The totel

commarcindl ¢ uav=la,“n“..

ergtisg costs sp2eified 1o
development and productics
'sn2il be dspreciziel on oz

er periold:

(RN
")
[
m

meat, meter

d deve usle

sutsen

a discovery which is

£
Nathot

commercizl daveloprmsTt

treasport, 8 .rage, headiins
paid by the loatractor Lo

ayrent uader Sectisa XI;

arouat, i:._uﬁlﬁg premius,

clause II 3(1) reicied
eadi the following

gight-1ise basis over

ies used in coanection
gs such expenditures
ueatly deenzd oot to

}, prodyctios, treat-

chie Guveramz=at ior

iaformation asd reports;

peid by the Cyn-

trector ty the Goverameas usder Saction VI,
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(&) Amy coasiGeratios paid ia coanecilonl <ith the zssignuea

or trensfer of righte under the Coatract.

The unbeprecioted capital cost of &z asset tekea out of service
shall b= depreciagtied ¢a thz tesls descrived ia this subcleuse

C uuless such essets has b2en subject to usmaticipeted '
@estructia. or 1oss, inowhich case iis und-preciateq‘value mEV

a
N
be iacluded in current cperating cousts ia the Celender Yzar OF
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