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Abstract

Model production sharing contract (MPSC)-2008 has been formulated with a view (o mesting,
the present and future energy demand. The comparative study of MPSC- 2008 with some

regional countries would answer some of the questions recently.

In Bangladesh, natural gas is the only significant source of commercial energy, and accounts for
almost 75% of total commercial energy consumption. Current gas supply capacity is 1,950
mmefd, whereas demand is about 2200 mmeld. There is large gap between demand and supply
in Bangladesh and it is increasing everyday. The country has no alternative but to explore new
gas fields to overcome the gas shortage (hat has alrcady started. Bangladesh has explored some
major gas fields in onshere but the offshore is unexplored yet, For uninterrupted gus supply to

the existing customers and to meel the anticipated demand, the model PSC-2008 has been

formulated.

To ensure the accountability, transparency and public patticipation in decision making process,
the Government of Bangladesh published the contract document through website at an early

time.

There are some confusion regarding this contract for which a thorongh comparative study is
required. In addition, an overall review was required to understand and cvaluate the pros and

cous of the contract and to verify whether the people’s interest is properly reserved or not,

Based on different aspects the Conlract has been compared and examined. To do this COMpAnson
some regional countrics like India, Mataysia, Pakistan, Viemam, Turkmenistan and Trinidad & -
Tobago are chosen. All the countries except Trinidad & fobage are regional countries. The
reason for selecting Trinidad & Tobago is that it is also a developing country like Bangladesh but

it 15 near to USA, and has a large petrolenm market.

In conclusion, the overall contract was found to be balanced and very much comparable to the
regional countries. Moreover, it has conceived important improvement as compared te Model

PSC-1997 and other signed blocks by accommoadating the expericnce of these contracts.
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APPL
BEL
LoCr
BTU
FOB
HSFO
LNHG
LPG
MCF
MWCF
MOEBR
NGL
5CF
5PE
TCF

Acronyms and abbreviation

- Asian Petroleum Price Index
-Barrel

-Billion Cubig Feet (10-Cubie Feet)
-British Thermal Unit

-Free On Boand

- High Sulpbwr Fuel Oil ar {80 Centi Stokes {maximum)
-Ligueficd Natural Gas

-Liguefied Petroleum Gas

- Thousand Cubic Feet

- Million Cubic Feet

-Million OQil Equivalent Barrels
-Matural Gas Liquids

-3andard Cubie Feet

-30ciety of Petroleum Engineers
-Trillion Cubic Feet {1012 Cubic Feet)
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Chapter]

Introduction

1.1 Overview -

Production Sharing Contract (PSC) is a Petroleum Contract ypically entered into by the Host
Country’s (HC) nominee {maybe a Ministry or National Oil Company (NOC)} and the
International Qil Companies {10Cs). The concept is based on the philosophy that the
awnership of the petroleum always stays with the Host Country, and that the International Ol
Companies just as the Contractor to explore and exploit it. In exploring and exploiting these
resources there is substantial capilal risk involved and the Contractors are to take (hat the risk.
Once the petroleum is produced the Contractors afier recovering ils initial investments in the

exploration and development phase, shares the production with the Host Country in an agreed

formula.

The government of Bangladesh owns all mineral resources including peteoleum within the
termitory, continental shelf and economic zane of the country and has the exclusive right and
authority to explore, develop, exploit, process, refine and market petroleum resources {The
Petroleum Act, 1974). The government has also the enclusive right under the act to enter into
petroleum agreements with any person for the purpose of any petroleum operations. On
behalf of the povernment, the Bangladesh Qil, Gas and Mincral Resources Corporation
(Petrobungla) cxercises the rights and powers to explore, develop, process and market

petroleum and alsg (0 cnter into petroleum agrecments with any personfcompany [or these

DLITIOSES,
1.2 History

In 1973, after a comprehensive policy revicw, the government started setting up a new legal

framework to encourage rapid cxploration and development of ratural gas and oil and 1o

safeguard the national interest. The government also took initiative for development of

national capacity in the oil and gas sector with the assistance of intemational companies. The
idea came from the expericnce of sipnificant success achieved under PSC of [ndonesia,
Malaysia, Egypt, China, India and some other countries with international oil companies.
From 1974 and onward the international tenders were invited by the Bangladesh Government

for petroleum exploration, and a number of PSCs were signed with different 1QCs, Those

LY



were not the model PSCs. Bangladesh drafted two mode! PSCs- those are model PSC-1997
and the mode] PSC-2008 (PESGB-2006).

In 1974, the povernment of Bangladesh invited bids from international oil companies for
exploration and development of petroleum in the territory of the country. The bids submitted
were evaluated on a 40-points prading system, 10 points for each of the fowr criteria (i}
financial capability, (i} technical capacity, (ili} experience, and (iv) work programme. A
selected number of qualified companics were invited to negotiate and finally, seven contracts
were concluded for offshore exploration and development. The companies with which the
PSCs were signed were Atlantic Richlield, Union Oil of California {later 1enamed as
UNOCAL) and Ashland of the USA, Superior Qi Company ol Canada, Deminex and lna-
Napthaline of Europe. UNQCAL discovered an affshore gas rescrvoeir at Kutubdia but duc o

economic considerations, the company did not start its exploitation (Petrobanpla,2008).

The foreign companies stared loosing interest in PSC since they found Bangladesh has large
reserve of gas, but not of oil. In 1981, Shell Ol signed a PSC for onshore arcas. The
Bangladesh Petroleum Exploration Company {BAPEX) was established in 1989, for
exploration of petroleum in the country. Petrobangla itself made the first discovery of oil in
the Bangladesh territory in 1986 at Faripur, Sythet. In 1987, Petroleumn Exploration
Promotion Programme organized by Waorld Bank pointed out that there were bri ght prospects
for gas exploration. A PSC was formulated by the ministry of Power, Enerey and mineral
Resources of Bangladesh in 1988 to encourage exploration for gas and to ensure that the
price for pas would have parity with the market price for fuel oil. It was furihicr revised in

1993 commensurate with government policy changes and new incentives to the investors for
petroleun exploration {PESGB-2006).

Bangladesh signed a PSC with Cairn Energy and Hollund Sea Search, a British-Dutch joint
venture for exploration of oil and gas in block 16 and block 15 in May 1994 and June, 1995
respectively. These two blocks cover partly Chittagong onshore and adjacent offshore arcas,
The model PSC was formulated in 1997, In January 1997, Hallibadon Encrgy of United
States joined the Cairn-Holland Sea Scarch in the Sangu gas field portion of Block 16. Shel]
Qil purchased Cairn's PSC rights in these two blocks in mid-1999. In 1995, Occidental signed
PSCs for blocks 12, 13 and 14 in the Sylhet area (Surma basin) but transferred its PSC rights
o UNOCAL in 1999, A low pmﬁ]z-:r US joint venlure Rexwood-Oakland sisned PSC in

January 1997 with Petrobangla for blocks 17 and 18 localed in Cox's Bazar-Teknaf reglon



with 30% offshore exploration areas, Rexwood later merged with Oakland. The United
Meridian Corporation (UMC} was another small US oil company that signed PSC in late
1996 for oil and gas exploration and development in block 22 in the Chittagong Hill Tracts

area. Later, the UMC transferred its rights to a US company Ocean Energy (Blakeley, 2006}

New discoverics of pas fields were made in the Surma basin by Occidental-Unecal {(Bibiyana
and Mawlavibazaar) and by Caim Energy at Sangu (offshore}. By 1997, both Cairn and
Occidental signed gas purchase and sales agresiment with Petrobangla foc the sale and
delivery of the gas into the national gas distribution systems operated by Petrobangla.
Bangladesh attracted atention of top international investors in petroleum sector. Bangladesh
Govermment conducted road shows in London and Huston during February 1597 in order to
attract 10Cs. Tt was followed by the Second round bidding in 1997 when Bangiadesh invited

international (enders for petroleum exploralion (New Age-2007),

A number of companies panicipated in the second round bidding. These inciuded new entrics
like Tallew Qi Ple., Hondo Oil and Gas, South Asia Qi and Gas, Nico Resouces, Triton and
Pangea, Maersk Qil and internationally renowned companies like Texaco, Shell. Mobil,
Chevron, Unocal and Enron. Available information indicates that there was no bid [or blocks
1, 2 and 23. Of the remaining 12 blocks, number ¢ attracted the largest number of bidders,
foliowed by block 10, 15, 6, 5 and 7 (onshore) and there were more than twe bids for each of
the offshore blocks 19, 20 and 21. No block was kept reserved {oe the national company
BAPEX. Nepotiations were in process in 2007 for blocks 5 and 10 with Shel! Qil and Cairi,
block § with Pangea and for blocks 19, 20 with Maersk Qil. Two PSC weie concluded, one
with Unocal for block 7 and the other wilh Chevron-Texaco-Tullow for block 9. In this
second round bidding, however, different percent of sharcs by the name of carried over

interests for BAPEX were considered (PESGD-2006).

The companies had to indicate their compelitive bids with respect to sin cms: (i} cost
recovery ratio, (i} profit of oilfgas sharing ratio, (ili) work pragramme. {iv) perfonmance
puarantee in support of work programme, (v) discovery bonus, and (vi) production bonus. A
large number of international oil companies came up with proposals for petreleurn

caploration in Bangladesh during that period {New Age-2007).

The first proposal of gas export camc from UNQCAL in 2000. The idea created a controversy
as to whether the gas reserves in Bangladesh were sufficient to justify pipeline export or, the

country itsell had a market potential o usc its reserves for domesiic consumption and



industrial purposes. In 2000 the Government of Bangladesh formed an expert comiminee to
review the gas export propesal. The opinion of the expert commiltee was against export of
pas from the old fields bu! ¥ recommended export from new discovery if Dangladesh

exercised the first right of refusal.
1.3 Model PSC - 2008

The Government of Bangladesh realized that the rising demand of gas would create shomage
of gas supply that will ultimately hinder the economic activity and development a» suggested
in the 2000 Commiitee report, To encounter the problem, the importance of new gas hields’
discovery was strongly felt by the Government. Model FSC-2008 has been developed to
explore of! and gas in the shallow and decp sea. Contracts from different regional countries
like India, Pakistan, Malaysia, Vietnam and Trinidad and Tobago were reviewed and

comparcd for this model PSC-2008,

1.3.1 Salient features
{i} Exploration and Developmaeni period:
Two types of blocks are considered for bidding. Those are

{a) Shallow area (Type-A): The shallow area watcr blocks situated north of 20°N latitude.

The average sizes of the blocks are 6000 square Kilometer and water depth is up to 200 meter.

{t} Deep sea arca (Type-0): The shallow arca water blocks situated south of 20"N latitude.
The average sizes of the blocks are 3300 square kilomeler and water depth s above 200

meter.
For shallow area (Type-A) it is 8 years where
{17 Primary exploration is 4 years
{21 1" extension period 2 years
(3) 2" extension period 2 years
For deep sea ares {B type) il is 9 years.
Primary exploration period is 3 years
(1) 1" extension period 2 vears
(23 2" extension period 2 3,-ca}s

Development period: Maximum three years



{ii) Minimum mandatery work obligation:

In initial enploration period, contractor has to accomplish mandatory work programme

and period work programme. Main works have to be done are:
{1y Geological Survey
(2Y Geophysical Survey
(3) Other Survey (Gravity, magnetic, Geochemical Survey cie.)
(4} 01 {one) Exploration weli.

{iii) Bank Guarantee: An irrevocable and unconditional hank Guarantee has to be paid to
Petrobangla based on fair market value to secure contractor’s timely performance of

minimum mandatory work programme and biddable maximum exploration programme.

{iv) Cost recovery: Contractor shall recover all costs and cxpenscs in respeal of exploration,
appraisal and development related cperations. The cosgt recovery limit shall be maximum
55% per calendar year of all available oilf gas/f NGL/ condensate from the contract area
and the cost recovery will be continued up to the total cost of cxploration. appraisal and

development related operations has not been recovered.

(v} Profit split; The profit split for “A™ type block is from 55% 10 80% based on production
trenches {Tom 12300 to 100,000 bbl/d for oil and from 75 to 600 mmefrd for gas. For
“B” type block, profit split will be 73% to 90% respectively based on production

trenches from 12308 to 100,000 bbl/d for oil and from 73 10 630 mmet/d for zas.

(vi} Gas price: To determine the ¢as price High Sulfur Furnace Ol (HSFFO) price is taken as
standard. The floor price is USF7TU/M I and ceiling price is US$180/MT. For shallow
water, the price will be 25% more than onshore price as the cost of exploration. appraisal

and development related operations in ofTshore is remarkably higher than onshore.

{vit) Oil price: The price of oil, condensate and NGL will be determined based on Asian

Petrolewn Price Index (APPIL} or Platt’s oligram.

{viii} Tax: Contractor has 1o pay corporate tax, income tax of employee and subcontractors or

by any agent on payment or export basis according to the taxation Rule of Bangladesh,
{ix} Arhitration; Arbitration will be done by “Bangladesh Arbitration Act-200§™.

(xi} Unitization: The geological structure of one block may be extended to one or mare

blocks than the total structure be supposed to be treated as unit blocks. [n Model PSC



thers is a provision {or unitization belween two adjacent blocks where a2 geological
structure spreads over the both blocks. There is also the provision for international
unilization agreement in this Model PSC i there 15 a single geclogical structure spreads

aver the international boundary.

(xii} Abandonment fund: There is a provision to foerm’ an “Abandonment fund™ {rom the
initial production period to retrieve the gas field into environment [tiendly position at the

time of abandonment and it 1s cost recoverable,

{xiit) Amendment: Agreement cannot be changed or altered without the consent of both

parties by upholding the sovereipnty of the country

{aiil) Production: For cach arca 23 years from the contract effective date for an od field and

30 years for a gas Aeld, subject to an extension of five years on mutuvally agreed erms.

{xiv) Relingoishments: 25% of contract area at the end of the third year and an additional
25% at the end of the fifth contract year are (o be relinguished. All arcas which arc not
declared production area are to be relinguished at the end of the seventh contract year.
First relinguishment will be waived if the contractor has compleled an exploratory well

within three years of the initial exploration period.

{xv) Repatriatien of profit: As per Model PSC provision the conbactors will be allowed to

send back profit to the country of origin,

(x¥i} Export of Gas: Contractor has to offer iLs sharc of cost recovery gzas and profit gas 1o
Petrohangla. Contractor has the oplion 1o scll eontractor’s share of natural gas in the
domestic market, subject to the Petrobangla’s first right of refusal and Petrobangla will
assist to find out the thind party. IF the third pany is not found. contiactor can export
£0% of natural gas in the form of LNG where the Petrobangla and 1OCs share will be

proportional.
1.4 Justilication of attracting [OC’s in ollshore

In Banpladesh, natural gas is the only significant source of commercial energy, and accounts
far almaost 75% of commercial energy consumption. The larzest pas consumers are the power
and fertilizer industries, which account for around 70% of daily production. Current supply
capacity of 1950 mmefid, however, is insufficient to meet the projeeied growth in demand;

gas consumption, currently at 2200 mmeflid, is cxpected o grow at a rate of 10% per annum,



There is large gap between demand and supply in Bangladesh and it is increasing everyday.
The country has no alternative but to explore new pas ficlds 10 avercome the pas shortage thal

has already starled.

The petroleum potential in the offshore in Bongladesh wrrery. continental shelf and
exclusive economic zene has not been properly studied and explored yet. The costs of the
cquipment for exploration and production ot petrolenn in the offshore are too hich. BAPEX
does not have sufficicnt equipment, logistics and manpower to do exploration and preduction

in offshore. Moreover, it does not have sufticient funds to procure the cquipment.

The technalogy retated to offshore exploration and production is constdered a3 next 1o space
technology. Exploration of oil and gas is full of uncertanty and risk. Only a small number of
companies can muster that level of technolopy and financial resources, [F the host
Government tries to explore and does not find petroleum, 1t will result into huge wastage of
public money. The host Government normally does not take the Ask with public money. The
10Cs have 1o bear the total risk of the investment, The host Government has no Labidity to
pay for 10Cs investment. 1f no discovery is made, the total loss will be on the 10Cs, 1T

anything is discovercd the host country will get the proper shaie and benefit of that discovery,

Under similar circumstances. developing countrics that lock sulficicat funds. 1gchnology and
manpower, narmally would try to atteact 10Cs rether than try 10 caplare and develop assets
all by themselves. India and Myanmar have attracted considerable intcrest from intermational
oil and gas companies (10Cs) in recent vears following a number af significant discoverics in

the Bay of Bengal.
1.5 Current contract status

Some 23 onshore / offshore exploration blocks were delineated ahead of the Tirst Round
Bidding i 1993, 51 PSCs were awarded 10 ke iound: (1) Cairn Energy-Holland Sea Search
{Dlock 15, Block 16), (i1 Oecidental {Dlock 12, Glock 13 & 143 {6id) Okland-Rexwood
(Block 17 & 18} and {iv) United Meridian Coipaalion (Block 223, A highly protracted
Scoond Licensing Round was launched in W97, and o Turther Tour '5%Cs were eventually
awarded to Shell-Caim Energy-Bapex (Ulock 3. Binck 107, Tullow-Chevion-Texzco-Bapex

(I3lock 9y and Unocal-Bapex {Block 7).
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Fig 1.1 Produoction Sharing Cantracts (PSCs) with 10Cs



Fig 1.1 shows PSCs with IOCs. Many of these companies have subsequently ieft, following a
number of asset swaps and company acquisitions in recent years, I0Cs present today are

Cairn Energy, Chevron, HBR Energy, Niko Resources, Okland-Rexwood, Tullow and Total.

Table 1.1, Table 1.2 and Table 1.3 shows the list of the hlocks, the name of the 10Cs that has
been awarded and the signing date and the time period.

Table 1.1 Bidding (1994-'95)

|Blucks Signing date Name of 1OC and % of share of the hiock
Block # 12 11-01-1995 Qccidental (presently Chevron)

Block # 13 & 14 11-01-1995 Occidental {presently Chevron)

Block # 15 12-06-1995 Shell (50%)/ Caim (37.5%)

Block #16 05-05-1994 Shell (50%)/ Caim{37.5%) Halliburtor (25%)

Table 1.2 1st Round Bidding (1997)

Blocks Signing date Name of 10C and % of share of the block
Block: 17 & 18 18-01-1997 Tullow({80%)/Oakland (10%)/ Rexed{10%)
Block: 22 16-02-1997 Qcean Bangladesh Lid,

Table 1.3 Znd Round Bidding (2000-'01)

Blocks Signing date Name of I0C and % of share of the block
Shell (45%)/ Cairn {45%)/
Block: 05 04-07-2001
: BAPEX (10%)
Block: 07 02-04-2000 Unocal {90%YBAPEX (10%)
. Al Tullow (30%) Chevron (30%)/ Texaco (30%)/
Block: 09 11-04-2001 BAPEX(10%)
Block: 10 04-07-2001 Shell (45%)/Caimn(45%)Y BAPEX(10%)




Exploration activity has predominantly been conducted in the easlern onshore, with the wasg
and the olTshore remaining highly under-explored. Bangladesh is home to the largest fluvio-
deltaic-slope fan complex in the world — the Bengal Fan — and interest in the offshore has
effectively been resurrccied by Daewoo Petroleum’s significant Shwe | gas discovery on the
A-1 Block of Myanmar in 2003.

1.6 Current / Future Production

Bangladesh is currently producing 1,870-1900 mmcffd. O production [rom the Sylhet Field
ceased 1n 1994, The three state-owned companies (Bapex, BGFCL and SGFL) — are
producing around 920 mmefid from eleven ficlds. Three 10Cs {Cairn Energy, Chevron and
Niko Resources ) are producing 970 mmct/d from six ficlds. It is to be noted that almost

52% of total gas production of Bangladesh depends on 1QCs.

Gas is used in power production (grid 700-733 mmctid and non-grid 20 mmefid ¥ excluding
captive power. For lertilizer and other (industry, household, CNG, comimercial and tca eslate)

the consumption of gas is 240 mmefid.

Besides the gas production, Petrobangla produces condensate of 6700 bbl/d. The annual
production of gas in 2006-2007 was 562.22bef, and in 2007-2008 was 600.72 bef. The annual
production of gas in 2007-2008 was increased by 6.85%. Bangladesh cannot keep pace with

the rising demand especially [ur the sharply increasing demand of power and industey.

The Government of Bangladesh made a sudy for gas n—:sr.'rves‘ and future consumption. The
project is known Gas Sector Master Plan (GSMP). That report was submitted by the
consulting lirm Wood and Mackenzie. This report states that there will be a shortlall of gas
supply against proven reserve PIoin 2011, The National Committee in 2000 predicted pas
shortage by 2010. Bangladesh has already expericnced gas shortage from 2008 and new

connection for industry has been discouraged by the Government.

A look at the projection of GSMP reveals that in 2030 the annual demand will be 3379

mmeffd and uccnrd!ing tr Petrobangla's projection this demand will be 3600 rmcfid,

1.7 (zas Reserye / Undiscovered Resource Potential

A number of stdics conducted in recent years on natural pas reserve and undiscovered
resource potential have all concluded that Bangladesh has a mean undiscovered pas resource
of at least 32 Tef. The wo most widely recognized studics are the United States Geological
survey (USGS) / Petrobangla Study (2001), which declared the mean undiscovered resource

potential to be 32.1 Tcf, and the Hydrocarbon Unit / Norwegian Petroleum Directorate (NPD)

10



potenial (o be 32.1 Tef, and the FHivdrocarbon Uit / Norwegian Petroleum Directorete (NPD)
Study (2001), which declared the mezn undiscoversd resource potential 10 be 41,6 Tef. Bath
of these studiee, however, only 100k into aecount offshore aaeapge out 1o a water depth of
200

According 1o Gas Sector Masler Plen {GSMP), the Figure 1.2 siates the Gas demand/ supply
scemario 2000-2030.

Current Reserve Categories -Supply Demand
Balance

[ Shortfall would commencgin 2011 againist Proved Reserves

N3

5 D I N S SN, - T § ) N A
ST BT Sy S G W L R R
& S S S A S q

S R P w

@ Proved =1 Probable MEB Possibe —s—Case B Demand

Ref: GSMP

Figure 1.2 Gas demand/ supply scennrin 2000-2030

The figure represems thal the shorage of supph- apaimst P1 resene will be in 2011, The
shortege of supply has already narfed. Bangladeth has o P2 reserve of 5.5 TCF. 1f P2 can be
comveried to P, the demand up to 2015 ¢an be met. Present gas supply situation shows that
CSMP has a very optimistic prediction that is afready found unwarkable,
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Although the recoverable 2P gas reserve is estimated to be 5.5 Tef, it is understood that there

15 significant field growth potential, as most of the state-owned gas fields have not vet been

fully appraised.

For uninterrupted gas supply 1o the existing customers and to meet the anticipated demand
the model PSC-2008 has been formulated. The purpose of the study is to assess the
effectiveness, attractiveness, limitation and drawbacks of the Modef PSC-2008 by comparing
with some other regional and developing countries PSCs and with this comparison

recommend in which area the model BSC should improve in the future,
1.8 Objective with specific aims and possible outcone

The objective of the study has been subdivided as follows:

1. Review the effectivencss of existing Production Sharing Contracts {PSC) of
Bangladesh,
2. Dctail assessment of the model PSC-2008.
3. Assess some Asian Offshore Production Sharing Contract with the mode| PSC,
4. Recommend the important {ssues those should be incorporated in the mode! PSE.
1.9 Methodology Qutline '

To achieve the above objectives Lhe following methods are adopted:

I. Study of existing Production Sharing Contracts (PSC) of Bangladesh.
2. Study of model offshore PSC-2008.

3. Compare the model PSC-2008with the olfshore PSC of India. Pakistun, Malaysia,
Yictnam, Turkmenistan, and Trinidad & Tobapo.



Chapter 2

Laws of Maritime Boundary

2.1 The Bay of Bengnl

The Day of Dengal is a bay that forms the nonbeasiern part of the Indian Ocean. 1t rsembles
a trigngle in shape, end is bardered by [ndia and Sri Lanka to the West, Bangledesh and the
Indian steic of West Bengal 1o the North, and Myanmar and the Andaman and Nicober
Islends to the East s southern boundary extends s an imaginery fine from Dondra Head a1
the southemn end of S Lanka 1o the northemn tip of Sumatm

Figure 2.1 depicts the Bidding srea for shaliow md deep sea blocks of the By of Bengal
{(Modd PSC-2008)

‘Bay of Bengal

s
dleulel I"NOC-I00R . Tinngladrah

Figure 2.1 Bidding area for shallow end decp sea block of Bay of Bengal (Model PSC-2008)
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The height of water above the sea bottom is increased gently as one goes seaward {rom the
shoreline up to a depth of about 200m. The arca from shore to 200m depth 15 called
Continental Shelf. Continental shelf off Rangladesh coast varies considerabl ¥. It is less than
100km off the south coast between Miren Peint and the Swatch of No Ground in Sundarban
and more than 250km off the coast of Cox’s Bazar, Devond the continental shelf the depth

suddenly increases and in a short distance reaches from 200m 1o 500m - 1000,

The deep sea is generally referred to the area with depths in the range of 300m te 3000 m or

more. Petroleum exploration in the deep sea is technologically and economically far more

challenging than it is in the shallow sea.

The United Nations Convention on Law of the Sea also referred to as UNCLOS-1982, is an
international agreement that provides the ouidelines on the rights and responsibilities of the
mations in their usc of the World™s oceans. It is the outcome of negotiation among states from
1973 through 1982, UNCLOS was adopted on 10 December 1982 in Montepa Bay, Jamaica.
This convention was the culmination of over 14 years of negotiation to establish a new legal
order for ocean space. After signing of the Final Act, the convention was opened for
signature of the member states. Bangladesh ratified this imporant convention on 27 July,

2001 as 138" member states (Forcign ministry, 2008).
Some important terms and definitinns of UNCLOS are as follows:
2.2 Maritime Boundary and Exclusive Economic Zonc

Territorial Sea Baseline refers to the line from which the seawards limit of any country is
measurcd. These include the breadth of the territorial sea, the seaward limits of the

contiguous zone, the exclusive economic zone and, in some cases, the continental shelf.

The territorial sea baseline may be of various types depending upon the shape of the coasthine

in any given locality.

The Normal bascline corresponds with low waterline atong the coast, including the coasts of
1slands. Under the Convention, normal baseline can be drawn around low tide elevations
which are defined as naturally tormed areas of land surrounded by and above water at low
tide but submerged by high tide, provided they are wholly or partly within 12 nautical miles

of the cost.
.lﬁr

Straight basclines are system Df&lr‘d[h]'lt LanESJmnmb specified or discrele points an the low-

water ling, usually known as straight E:asallne end points. These may be used in localities
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where the coastline is deeply indented and cut into, o where there is a fringe of istands along

the coast 1n its immediate vicinity.

Bay or tiver closing lines are straight lines drawn between the respective low-water marks of

the natura) entrance points of bays or rivers.

Watcrs on the landward side of the bascline are intcrmal waters for the purposes of

inlernational law,

. 2.2.1 Territorial Sea (12 NM Limit)

The Territorial Sea is a belt of water not exceeding 12 nautical miles 111 width measured
from the territorial sea baseline. Bangladesh's sovereignty eatends to the Lerritorial sea. its

seabed, subsoil, and to the airspace above it. I'e sovereignty is to be exercised in accordance

with international law as refected in the convention,

2.2.2 Contiguous Zone (24 NM Limit)

The Contiguous Zong is & belt of water contliguous to the territorial sea, the outer limit of
which does not exceed 24 nautical miles from the territorial sea baseline. In this Zonc
Bangladesh may exercisc control necessary (o prevent and punish infringement of its

customs. fiscal, immigration or sanitary laws and regulations within its territory or territorial

S,
2.2.3 Exclusive Leonomic Zoue {200NM 1.imit)

The Exclusive Economic Zone is an arca beyond and adjacent o the territorial sea. The outer
limit of the exclusive cconomic zone cannot exceed 200 nautical miles from the baseline
from which the breadth of the territorial sea is ineasured. In the EEZ, Banaladesh will have
soversign rights for the purpose of exploring and exploiting, conserving and managing all
natural resources of waters super adjacent to the seabed and of the scabed and its subsoil
together with other activities such as production of energy from waler, currents and wind.
Jurisdiction also exlends (o the establishment and use of artificial islands, installavons and
structures, marine the establishment and use of artificial islands, inslallations and structures,
marine scientific research, the protection and preservation of the marine environment, and

other rights and dutics.



2.3 Status of Bangladesh

The Maritime Boundary and EEZ of DRangladesh, India and Myanmar have not been
cstablished as yet. Bangladesh Governiment invited bids February-2008 for offshore
exploration and bid documents were examined by the Energy and Mineral Resources
Division. [t is expected that Government will make decision about the allgcation of the
blocks. Now it is urgent for Bangladesh to establish the boundaries and EEZ to avoid

imminent disputes.

Once the boundaries and limits are demarcated and agreed as per UNCLOS then the

exploration activities wili not have much complicacy.

The continental shelf of Bangladesh was the primary target for the petroleum eaploration in
1970's. Six exploration companies in 7 biocks conducted seismic survey in hundreds of
kilometers. From § exploratory wells Kutubdia lield was discovered but al that timae it was
considercd too small 1o be economic. The reasons behind the companics 1o feave were
primarily that 0] was the prime target but geology dictated that the area was more possibility

to have gas. Natural gas was not the fuel of choice at that time.

India has a continental area of 3.28 square kilo meler and, an EEZ stretching 200 nautical
miles from the corstal spread over 2.2 square kilo meter of the oeean. Under UNCLOS-111
protocol, India can claim to a further 0.5 m sq km or more of the continental shelf 20-350
nautical miles from the coastal baseline within a given deadtine. Four fifihs of the claim lies

in the Bay of Bengal.

hMyanmar has divided offshorc area into 25 blocks, [t covers an area of about 270,060 square
kila meters. Among the 25 blocks, seven blocks (Al - A7) are located 1o the west of Rakhine
coast in the nonh of the Bay of Bengal. Anather cleven blocks( M1-M1 1y are placed in the
Gull of Martaban (also known as Gulf of Moatlams) which are in the northern seclor of the
Andaman Sea. The rest seven blocks (M12-MI18) are along Tanintharyi coastline which is
southwest ol Mergul Archipelago. In Myanmar, there are 17 deep water blocks in the CEZ.
Those are: six blocks {A-2-A-7),in the Rakhine coast, five blocks in Moattamai M-2, M-3,
-0, M-8, and M-11) Tanintharyi { M-12, M-14 . M-15, M-16 , M-17 and M-18) in the .
Myanmar considers these blocks as ECZ. These blocks may overlap and encroach

Bangladesh EEZ ( U Khin Maung Maw, 2008},

The southern ¢ffshore biocks of Bangladesh, the Teknal — §t. Martins [sland coast is close o

Myanmar offshore discoveries. The weological condition of the Arakan offshore and that of
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Tckhnaf —Saint-Martin offshore areas are expected to be similar. The anticlne structure of
Tcknaf- Saint-Martin area continued (o that area where Myanmar already made discoveries,

Geologists believe that there is a strong Lkelihood that gas deposits similar to Myanmar

discoveries eould be found in that area.



FEE 5,|«""1 ;F.lhﬂ vrh'cgam

Ghapter3

TP ror Lo

Compare with ‘the offshore PSCs of different Countries:

The comparative study of the model PSC-2008 with some regional countries is done to find
out the strength and weakness of this model PSC-2008 and identify the arca where it couid be
tmproved. The countries have been sclected to compare with the Model PSC-2008 are India,
Malaysia, Pakistan, Vietnam, Turkmenistan and Trinidad & Tobago. All countries except
Trinidad & Tobago are regional countries. The reason for selecting Trinidad & Tobage is that

it is also a devcloping country like Bangladesh but it is near to USA and there is a targe

petroleum market,

In this study, the Model PSC-2008 is also compared with model PSC-1997 and other signed
PSCs to observe the stmilarities and dissimilaritics and show the area where iniprovement is
madle or degradation has happened. Through comparison, three things arc tricd to be
determined. Those are in which arca the model PSC-2008 is similar to other PSCs, where it s

better or worse and which area it could be improved.
/

The flexibility in the terms and cenditions in a contract imposed by Host Government is not
sufficient to atiract the [OCs. The Pmbabilit}i of discovery of reservoir and volume of
recoverable rescrve are also very important determinants for investment decision. In order 0
maintain uninterrupted work aclivity to pet safe returp from inveslment IOCs are conscious
about the political and economic stability of the Host Country. Malaysia is the pioneer among
the comparing countries in context of PSC activities, This country has abrcady proved its
reserve potential and attractiveness of oil and gas business, 10Cs are more intorested to work

in Mataysia though it has the stringent terms and conditions than comparing countries,
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Table 3.1 Comparative study of Model PSC-2008, Madel PSC-1997 and dilfercnt foreign PSCs

BANGLADESH DA "TOBAGO
CONTRACT . VIETNAM TURKMENISTAN
FEATURES | MODELPSC | MODELPSC- | "CLDVIT | MALAYSIA | PAKISTAN 2004 1997 Onshore & | Decp
- 1997 2008 Shal{uw Water
Marine
1. Contract term | 7 years Shallow Water: Shallow Water. 5 years 7 years 7 years {3241} 10 years (6+2+2) & years 4 years
Explorativn {3+2+2} 8 years (44242} T vears (4+3} (21 2+2+1}
Feriod Deep Water: Diecp Water,
9 years (5+2+2) 8 years (543)=
2. Mandatory NiA Shallow Water: Seisnlic A NFA, N/A N/A Genlogy, Geology,
work Frogram Seismic + Drilling Geophysics | Geophysi
DPeap Water: & Dolling | cs &
Seisnmic only Drilling
3. Biddable work | Geology, Gicolegy, Seismic, | Scismic, Geology, Geolopy, Geology, Geology,
Frograrsi Seizmic, Dridling, Other Criiling Seismie, Geophvaics & Ceophysics | Geophysi
Drilling, Other | Surveys Drilling, Dmilling & Drilling [ &
surveys Reprocessing - Drilling
4. Royalty NiA MiA Deep Offshore 0% Max 12_ 5% | For gas-hMax 6% Biddable Biddablz Biddable
«SYofoll & For cil-Biddable
2as
OH¥shore- 0%
of il & gas
Onshore- 10%
of pas &
12 5% of oil




Tahle 3.1 Comparative study of M

odel PSC-2008, Model PSC-1997 and different foreign FSCs (Contd.)

BANGLADESH TI_}L“;‘:;%&
CONTRACT INTH A VIETNANM TURKMENISTAN — .
O TURES | MODEL PSC- | MODEL PSC- | NELR-VIz006 | MALAYSIA PAKISTAN 2004 1997 Onshore & | - Deep
Shallow YWatcr
1997 2008 -
Muarine
5, Cost Biddable & | Max 55% for| 100% perannum | Determined Ilax 85% for Biddable Biddable giddable Biddable
Recovery negotiable  Max | oil/ gas/ NGL/ based on oil & pas per (per quarter) .
30% for oil per | Condensate per Contractors” | month
calendar year & | calendar year Revenue-
Max 55% [or gas vver-Cost on
per calendar year ) a guarterly
) hasis {MNon - “ -

nezotiable)




Table 3.1 Comparative study of Nodel PSC-2008, Modcl FSC-1597 and dilferent foreign PSCs (Contd.)

BANGLADESH T‘f"r’ggg‘ég&
CONTRACT INIMA . . YIETNAM | TURKMENISTAMN
FEATURES | MODELPSC- | MODEL PSC- | NELP-vi-200s | MALAYSIA 1 PAKISTAR 2004 1997 Onshore & | Deep
. Shalinw Water
1997 1005 !
Marine
6. Profit Split | Biddable on the Biddable on the Biddable on the | Determined | Shallow (<400 m | After allocation | Biddable on the Biddable on | Biddable
(Govt. Share) | basis of basis of basizs of based on belpw sea level): | of Royalty Tax | basis of revenue- the: basis of | onthe
Froduction Production itvestment Contractors’ | QilVYLPG/Cond : | on Crude OVET-EXPCNSas production | basis of
trenches freaches multiple Revenue- 20-R0%% oilmatura) gas trenclies praductic
) over-Cost on | Gas : 10-80% and cost i1 tranches
{ For oll/NGLY a quarterly FRCOVETY
Condensate basis (Non | Desp (=400 m cil/natural gas
Slabs negotiable) | below sea level): | remainder of
12500 bbl/d OIVLPG/Cond : | net productinn
12500-25000 bbl 5-70% Biddable basis
25000-40000 bbl Gas : 5-70%
400O0-65000 bh )
63000-11ac bbl
Ulira Deep:
=1 lac bbl ) OIVLPG/Cond :
{ For Gas 3-60%
75 mmefd Gas : 5-60%

T5-150 mmefd
1530-250 mmefd
250-doo mmefd
400-500 mmeid
= 600 mmcfd)
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Table 3.1 Com parative study of Model PSC-2003, Model PSC-1%97 and difTerent loreign PSCs {Contd.)

BANGLADESH . N TI':-]S]I;[;E [‘;&
CONTHRHACT DA YIETMAM TURKMENISTAN
FEATURES | MODEL PSC- | MODEL PSC- | NELP-viz00s | MALAYSIA | PAKISTAN 2004 1997 Onshore & | Deep
Shallow Water
1997 2008 .
Marine
7. Carried No provision for | 10% carried MiA Nepotiable NiA Negotinble NIA NiA N/A
Interest carried interest, interest for carried carried interest
Dwring Govt, interest for lar Petto
nepotiation 10% CARIGALI Victnam
carried interest
for BAPEX werc
achieved.
8. Import duty NiA Ne duty No duty Duty imposed No duty No duty No duty Duty Dty
on Equipment imposed irtposed
2. Personal Mo tax Tax imposed Tay imposed Tax imposed | Tax imposed Tax imposed Tax imposed Tax Tax
[ncome imposed imposed
No tax Taa imposed Tax imposed Tax impased | Tax imposed | Tax imposed Tax imposed Tax Tax
10. Corporate imposcd imposed
Tax




Table 3.1 Comparative study of Model PSC-2008, Model PSC-1497 and difTerent foreign PSCs (Contd .}

BANGLADESH INDTA ; TURKMEN} TRINIDAD & TOBALGO
Oy [ MODELPSC-| o | NELP-VE- [s1aravsis | PAKISTAN VIETAM | sTaAN Onshore & Deep Water
i 1997 2006 1587 Shallow Marine
11. Faes and Biddable Biddable a) NiA a) NFA
Bonus a) One million a) USE 3 Million for No N/A ay 1{0ne) Signature & | Signamure & b Negotiable
a) Commercial Uss gach discovery Signature, million USS | Commercial | Production biMegotiable basad o
Discovery Discovery to be paid Discovery Bonus bazed on production
Oif & Gas o & after 90 Bonus. production trenches
Contract £y Five hundred | by From 0.5 to 4.0 Praducticn days trenches
Block thousand USS Milliony USS on Bonus. Production
the basis of b1 1) For 200 Bonus is ¢} Megotiable. The
b} Production c) LISS0.003 per Production mmefd or hiddablc on ¢} Negntiahle. amaount will
Banus bbl profit of 33,000 BOE | the hasis of The amount increase (i 6%
OiNGL/Con | ¢) USER003 per bb 12 (Twe) produclion will increase annually.
¢} Rescarch & densate and profit of million US3 | tranches. {# 6%
Development US$0.084 per OINGLACondens annually. cp USE 300,500
(Mot cost MCF profit of ate and USE0.004 ii} For 800 for  lst year
recoverable) Matural gas per MCF profit of mmscfd or d}USS 300,000 The amount will
Matural gas 100,000 for  lstyear increase (@ 6%
BOE: The amommt anmnuz||y.
dy Contract dyOne hundred | d) USE 200,000 year 5 ({five) will Lncrease
Service Fee thouszand US% during Expl. & millien LUS3 @ 6% d) Signature
{MNot cost on cach Dev. Period anmually. Bonus-
recaverable) anniversary Hiddable
Us5 300,000 vear &) Signature

during production
period

Bonus- Eiddakle

|~
Led




Table 3.1 Comparative study af Model PSC-2008, Model PSC-1997 and different forcign PSCs {Contd.)

recoverable)

during preduction
period

Production period
which Shall he
equal to the
product of LS
Fi0,000 and Work
Units

] BANGLADESH INDIA ¥IETNA | TURKMENI TRINIDAD & TOBAGD
%g:_}"ggg MODEL PSC-| MODEL PSC- | NELP-VI- | MaLaYsia {  PAKISTAN M STAN Onshore & Deep Water
1997 008 2006 200 1597 Shallow Marine
Minimum amount | Biddable Nepgotiable | Negotiable. The | Negotiable. The
12 Training One hundred USE 150,000 ycar MNiA MfA of US$20,00¢ year anoant will arount will
Training of | thousand USS on | duering Expl. & Dev. during Expl. period imerease (@ 6% increase (g 6%
Bangladeshi | each anniversary | Period and annually. annually.
Personnel LSS 100,000/ year
{not cost LSS 200,000 vear during Dev. and

24




Table 3.1 Comparative study of Model PSC-2008, Madel PSC-1987 and difTerent foreign PSCs (Cantd.)

BANGLADESH TRINIDAD & TOBAGO
CONTRACT TNDH A VIETNAM | TURKMENISTAN | Onshore & Dee
FEATURES | MOPFL PSC MDD;EJ]ESPSC - | NELP-vi2ops | MARAYSIGf PAKISTAN | o, 1597 Shallow | Water
Marine
13. Guarantees
. Biddahle Biddable Shall be an Caontractor shalf | Biddable Biddablc Biddable Biddable Biddable
a) lf““a] ) amount equal to | pay to Petronas
I"f‘}'fj‘-:im“ﬂn thirty five pereent | an amount of
b ?;ZTEMSEOH (35%) one half of one
Exoloation expenditure in percent {0.5%)
Xp respect of the of Cost of O
Per lodd minimun waork and Narural gas
¢} Second programme to be | portion of Profit
Extension undertaken by the
E:EL?;““““ Contractor
d) Third Exicnsian
Exploration
Periad

M
L




Tablc 3.1 Comparative study sf Model FSC-2008, Model PSC-1997 and difTerent foreiza PSCs (Coetd.}

BANGLADESII D &
CONTRACT IND1A . YIETNAM | TURKMENISTAN -
FEATURES | MODEL PSC- | MODEL PSC- | NELP-VI-2006 | MALAYSIA | PARISTAN 2003 1997 Oushore & | Decp Water
1997 2008 Shallow
Marine
14, Payment US Drollars or any | US Dolkars or US Dollars or Contract shall | Petraleum LS Doflars or 1S Dallars U5 Dollars [ US Dodlars
&  Cwrency other Currency any ather any other freely | be made in Operation in | such other
acceptable to Currency convertible Ringgit foreipn freely
Contractor acceptahle to CUITENSY Malaysia or exchange and | converlible
Contractor and | acceptable to the | any other Falkistani CUTERCY oF
Petrobang|a Government and | currency Ruppes currencics as
Foreign agreed by the may be
Compary Parties acceptable rom

fime to time Lo
the Parties




LE

R

JAITIRIA AP
J0 AIBET3ATUNE
ISAT] 211 U0
BUTATAUIOS
Jead

1282 ()
namad o)

EEMTIEEETT
Joumistaad s
h#m_.___._ u.v_.__._._.u._uz

JUAELLIAUD)
IO JALUIRADL

EIoh e

SPEL 51 &[S 211
usim Afuo Apdde
pIno4 Ums Aord
ST 1L PRTILIE]D
ST )] “IaAamoH
monetedxg)
AlaaTpap

PUE B0

aallg
1R 4O 85001

ey g aaal

2ud
SES aJoyEMG 1)

niawim sed | Aq paseamswn | Bujsnd Surpniawm
010 $S01 Ag aq eys | pauwggo Apenios | 1 FyanY veE
Qpgraarnme | 2ond aseq sy suorpuoa | 1018 ¥ S0AL
IO ad TLULE W PUE STiEEN
cryw astad | joeauon yaes | 1ad (g 1SSO) ay) 10 panfea I5H jo OIS
[eniae g [[EYS 1B pasealau] AWEa | aqyuys sswuroyy | YelL —RARSUD | 30 2404 = 2L0USUL
aourd yapE [ 2aud yapEw soud JayLew aq [T JI20 pu JUTLITAD)
|EVCEEWN] | [EUOREITNU) goud [ uonoEsuel] ymgs 1.9 sUo sle]]o] 1o A LMAST 850 TIAOFT S50
Bunazygar Sunrapar | axaew eeonewaiur | mSun) suue o WINOST | seimg panen | to uetnmiaaon | 90N duprasy — I3 TujlaD
k]| LETET| Sumoaaa | ensind vajes TSN 4% | 29 prys »oud ai) o} T, S5 JHOL 550
Sl 17 EUUE 1Y yydua) suue jy sed pumrp | @oud eseq ayy | sRT I5EQ Y| | PIOS 51 DY SEN} = 2311 fo0]] — aauld Joop | eould sen g
JHAFIN 8002 L661
MOTTEY S . “TA~ATAN SHANLVAA
i 0o | 9320080 | v LsroepounL | weaiara | NYISDIVE | YISAVIVIA At - 584 T80 | -ISd TAAOW | P i o
OOFE0OL ¥ Q¥AINIYEL HEAGVITINYH

("MneD) s3&d uBi2lof Juagp puE 64 T-IS 1IP0I ‘S00T-DSd [2PO JO Apnys aanraedo) '€ IqEL




Table 3.1 depicts the comparison of Bangladesh model PSC-2008 with the earlier model PSC-

1997 and the PSCs of some selected countries. The comparison 15 based on some important

factors those are significant determinants to evaluate the quality, economy and athactiveness of a

PSC to the IOCs. Those also display whether Bangladesh national interest are properly protected

or 1ot.

0i.  Contract term exploration period: It is similar to comparing countries.

02, Mandatory work programme: In context of this factor, model PSC-2008 is in better
position, because most of the comparing countries have no mandatory work optien. In
decp water, dnlling option could be introduced like Trinidad.

G3.  Biddable work programme: Model PSC-2008 is the best in context of this factor as it
concelves all the works that conlain in comparing countries PSCs,

04.  Royalty: Royaliy refers (o payments that are due to the host government or mineral
owner {Lessor) in retumn for depletion of the reservoirs and the producer
(Lesseefcontractor) for having access to the petroleum resources (SPE, 2007). It means
royalty is the emount has to be paid by. the [QCs to the'Host Governments to get the right
to usc the property. _

In contexi of royalty, MPSC-2008 is in the worst position Banpladesh has not introduced
the royalty option in MPSC-2008 that was not in MPSC-1997. All the ConIpating
couniries have the royalty opticn except MPSC-2008. This area could be improved.

05.  Cost recovery: Under a typical production sharing agreement, the contracter is
respousible for ficld development and all exploration and development expenses. In
return, the contractor recovers costs (Investment and operaling expenses) out of the gross
production system. The contractor nornally receives payment in o1l or gas production
and is exposed to with technical and market risk {(SPE, 20011,

Cost recovery in MPSC-2008 can be considered as moderate option. There are three
types of cost recavery system prevailing in Lhe comparing countries. One is based on the
ceiling (maxim'um pereentage of production volume), another is biddable and the other is

TEVENUC OVer Ccost.

The maximum cost recovery allowed in Model PSC-2008 is 55%. In Pakistan and India it
1s 85% and 100% respectivcly. The disadvantage of high cost recovery percentage is that

host countries don’t get almost anything in the early year and no interest will be recejved
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06.

07.

0s.

09.

at the time of cost rceovery. So, in' context of cost recovery, the MPSC.2008 iz in
advantage position.

Profit split: Under a typical production sharing apreement, the contractor is responsible
for the field development and all exploration and development expenses. In retum the
contractor 15 entitled 10 a share of the remaining profit oil or gas, The contractor receives

paymeni in oil or gas production and is exposed to both technical and market risks (SPE,
2001).

[t is observed that three methods are used in determining the profit split in companng
countries. One is determined on the basis of revenues over expenses. Another is

production trenches. The third proposition is that it depends on Lhe size of investment, IF

the size of investment is higher, the amount of return shoutd be hipher.

In risk free business environment revenue over expenses is (he best option. But no
method can be absclutely being considered as the best as Petroleum business has huge
nsk and uncertainly. Normally, profit should be increased with the increase in
production. In MPSC-2008, Profit split is biddable and it.increases with the increase i

production and for maximum stab of production 600 or more mmeffd it is §0% Bo,itisa

good option.

Carried interest: MPSC-2008 holds the best option among the comparing countries, In
MPSC-1997, there is no provision of carried interest. Tt is an improvement in MPSC-
2008. Most of the comparing countries there is no carried interest aption other than
Malaysia and Vietnam. These two countries have negotiablc option.

Import duty: Most of the comparing countries except India and Pakistan have import
duty option. MPSC-2008 has no import duty option. This area has an opportunity of
improvement,

Personal income: It is a good option where MPSC-2008 holds the personal income i
taxable like all comparing countrics, This is an improvement in MPSC-2008, as MPSC-

1997 has no personal income tax provision.
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10. Corporate Tax: MPSC-2008 incorporates corporatc tax, which was not in MPSC-1997.
This is an improvement of MPSC-2008 as the comparing countries have corporate tax
option.

IE.  Fces and benus: It is the better option in MPSC-2008 as it conceives all opliens which
is only available in Trinidad & Tobago among the ::or-nparing countries,

12 Training: In MPSC-2008c there is an option {or training ihat can be considered as good
option.

13. Guarantecs: It js beddable and can be considered as a good option.

14. Payment and Curreney: This condition is comparable to other countries.

15.  Gas Price: In MPSC-2008, the gas price is determined based on volume, It is 1o be noted
that in all comparing countries, gas prce is determined on the basis of the heating value.
Gas can be sold based on heating value of fuel like comparing countries. In Mode] PSC-
2008, gas price is determined on the basis of the volume/ weight. The presence of hgher
hydrocarbon in the same volume of gas it will give higher heating value per unit volume.

Moreover, TOCs are selling their pornon of gas on the basis of heating value,

Overall discussion: It is observed that in any contract there is at ways a balance of economic and
techrical parameters. In some important parameters the host couniry (IIC) gets the advantape
and in some conditions HC has 1o negotiatc with the ]QCs. Moreover, in cvery contract there
must be a risk-return trade off. The higher the investment risk, the chance of higher retumn
provision has 1o be introduced in a contract. Contractors are always interested 1o work in the
known geological structure region where discovery has already been made even though with
stringent condition. As no data/ geological information are available in the frontier area, there is
a huge investment risk as compared to explored rogion. Considering the reality, more incentives
are usually given in frontier arcas to attract the contractors. For cxamnple, in Indonesia there are
three types of Model PSC. In onshore, the country has stated third generation contract where the
terms and conditions are very stringent. Besides, conditions are more relaxed in offshore frontier
area where 100% cost recovery is allowed from the first year to protect the investment risk If the
Government of Bangladesh decides to prepare the PSC for the frontier area like northwest
region, the contract should be more relaxed than the explored area like Sylhet as because the
region is less attractive. It is to be noted that Bangladesh spelled out Model PSC-2008 in its
offshore frontier area that is unexplored vol.
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Financial gain of a country depends on some parameters. Those are royaity, cost rccovery, profit
split, carried intcrest, personal income, corporate tax, fees and bonus, guarantecs and pas price.
No country can get all the best of mentioned parameters in a contract. The contractors ultimate
goal is to pet profit so there should be some prospect of business in the contract. [t can be
mferred that (here should be a fine line and contract shoutd be ncarest to the fine Hne. Fhough
royalty provision is not included in MPSC-2008, this contract is in advantapeous positien in
termns of carmed interest and cost recovery. Bangladesh has 10% carried interest and it is the best
option among the comparing countries because only Malaysia and Vietnam has the similar types
of option where this option s negotiable. In addition, the cost recovery in MPSC-2008 is
maximum 50% whercas in Pakistan and India it is 85% and 100% respectively. [t 1s to be
mentioned here that higher cost recovery has disadvantage to HC as the country will pet nothing

in the early years and no interest will be received from the IOCs for cost ICCOVETY IMOncy.
Marteover, all types of bonus option is inseried which is only available in Trinidad and Tobago.

Furthermore, corporate tax and personal income tax are introduced like comparing countries,

In addition, for minimum mandatory work programme and biddable work progrmme it is the

best among the comparing countries because it includes all the terms prevailing in the different

contracts.
In conclusion, it can be stated that MPSC-2008 is a balanced contract.

Table 3.2 shows the comparative study Model PSC-2008 with signed PSCs in Bangladesh.
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Table 3.2: Comparative stody of signed PSCs

Contract Service
Fea

USS 150,000/ year

USS 100,000y ear

USS 150,000 year

ITEMS BLOCK-S BLOCK-T BLOCE-% BLOCK-10 BLOCK-12 BLOCL-135&14 BLOCK-16 BLOCK-IT&1R
Contractors name, | ShellfCairn/ Chevren/BAPEX Tullow/ChevronS ShellfCairn/ Chevron, Chevron, Shell'Cairnf Shell’Cairn/
and signed date BAPEX, 02-04-2001 Texacol BAPEX BAPEX, 11-01-1995 11-01-1995 Halliburton Halliburten
04-07-2004 . 1001, 04-07-20 D1} 12-06-1995 05-05-1994
Initial Exploration | 3 years 3 years 3 years 3 years 3 years 3 years 3 years 2 yeurs
Teriod
1" Extensiun 2 yeurs 2 yeuars 2 years 2 years 2 years 2 years 2 years 2 years
2" Extension 2 yoars 2 yoars 2 years 2 years 2 years 2 years 2 years 3 years
US5 150,000/ veur | USS 100,000 year 1755 100,000ycar | USES0,0M0 [ year USS 100,000y sar

{Cost recoverable)

Training prant
Mon cust

USH100,600 / year

USE100,000 / vear

USS 150,000f year

US5100.000 f year

DISS [O,000 f yeur

USH100,000 f yeur

USS1006,000f year

LTSS 100,000 ycar

Ust 1 slillion for

recoverablc)
Discovery Bonus

LS§ 2.5 Millien far
each discovery

%5 1 Million for
gach discovery

%% 2 Mullion for
each discovery

1SS 2 Millien fur
1*, 3 Million o
2% and 4 Million

1SS 250,000 for
each discovery

%% 230,600 for
each discovery

1155 | Million far
cach discovery

each discovery

(Non cost
recoverable) for subsequent
disgoyerics
Froduction Bonus | mmsclid | Millien mmscf | Million mmecfd | Millien | mmsefid | Millin | mmse MEMllion mmsef | Million | mmse | Million mmse | Million
ush i VSD UsD o Ush | §id LI H) fid UsDh itd (B8] fid 5D
(Meon cost 15 1.0 15 1.0 73 1.0 75 10 =73 0.5 75 - 0.5 1375 |14 75 a5
recoveralde) 150
150 20 157} 1.253 150 1.0 150 2.0 =150 1.0 =150 [ L0 275 20 150 1.0
225 2.5 223 1.5 225 14 725 2.5 =300 120 =300 | 2.0 4125 {30 300 24
300 1.0 30N 20 300 20 300 3.0 =600 | 3.0 =600 | 3.0 550 4.0 450 3.0
375 1.5 375 30 373 2.5 378 3.5
400 40 600 50 600 5.0 00 [40
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Table 3.2: Comparative study of signed P5Cs (Contd.)

ITEMS BLOCK-5 BLOCK-Y ELOCK-S ELGCK-10 BLOCK-12 BLOCL-134& 14 BLOCK-1& BLOCK-17&18
Contractors uame | ShelfCairn! Chevron/BPAPEX Tullow/Chevron! Shell!Cairn/ Chevron, Cheyran, Shelt{airnf Bhell/Cairn/
and signed date BAFPEX, 02-04-2001 Texaco! BAPEX BAFEX, 11-01-1995 11-01-1993 Halliburion Halihurton
04-07-2000 274¢2001, N4-07-2000 12-856-1555 05-05-1994
{25 Price Onshare: Onshore : Onshore: Onshere : Onshore: Onshore: Ooshore : Onshore :
75% af HISFO 75% of HEFO 7535 of HSFO 73% of HSFO 759 of HSE () 75% of HSFQ 73% of HSFO 73% of HSF(
Celling- § 120 Ceiling- § 120 Ceiling- 5 129 Ceiling- 5 120 Ceiling- § 140 Ceiling- § 140 Celling- $ 124 Ceiling- 5123
Floor-% 70 Floor-% 70 Floct-% 70 Floge-$ 7O flooe-$ 70 Floor-§ 70 Floor-5% 70 Floor-% 70
Discount- 0.5% Discount- % Discouni- 1 (R4 Discount- 1% Dhzcount- 6%
QMzhore: Offshore : Offshore: Offshore :
25% highet that 25% higher thut 25% higher 1hat 25% higher hal
anshore onslore onshore onshore

Discount- 10%

Discount-100

Duseount-aYs

Local currency

J.quivalent to local

Equivalent 1o lusal
EApENsCs

Equivalent to lecal
eXpCnsss

Equivalent to local
EAPCOSES

Ma such pravision

Mo sach provision

M such provision

Mo such provision

payment CHpEnSes
Cost Recovery GiasfCon™N0Ls GasfConMGL: Cras/Con™OH: 45% | GasfCon/NGl Gasf M2 55% Cras/ NiH.: 55% Onshors Cias' 55% | Onshore (as: 55%
52.5% 52.5% Oil » 4% 435 Oil : 50% 0l : S0% Oftshore Gias, 60% | Oflvhore Gan
il 47.5% £i: 50% Oil: 40% Oil ; 4% 60%
NGL-30% Qil = 50%
NGL-50%
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Table 3.2: Comparative study of signed PSCs {Cuntd.)

ITEMS BLOCK-S BELOCK-T BLOCK-9 BLOCK-1D BLOCK-12 BLOCL-1}&14 BELOCK-16& BLOCK-17&18
Contractors name | ShellPCairnf Chevron/BATEX Tultaw/Chevron! EhelliCairn' Chevron, Chevron, ShellfCairn/ SheliCairn/
and signed date BAPEX, n2-04-20{1 Texacol BAPEX BAPEX, 11-01-1995 11-01-1593 llalliburian Halliburton
04-07-2000% 24442001, 04-07-2008 12-06-1995 05-05-19%4
IMMmxC K, ELM=C -ﬂl'l- JOrEsC| L mn gk h=11 omn m " miAc| o TamAC -an
Prﬂﬁt Sha re i ]S::f‘u g:..:t i EE"E ;h:rr; frd g:,", g::" a el :]]3.“ ;1.:-. . mactt :!i:- glm:; D‘;ﬂk ;li'rr g:::: :I. wf ;E:.r: E d v ;l'?a.r\e gh:lrr-:
re Sha
Up 525 | 475 [ up a5 33 Up 3 3 lp aTa [ 325 | Up 62 | 375 |Up GLE | 375 [Up 50 30| Up x5 | d47s
tel54 tol50 Lal3d inls0 wiil | 5 to to {8 teal 50
140
158 875 | 423 [ 136 - | 6% iz 150 - 725|275 | 150- | 73 27 150- | 63 |33 150 | 5 13 100 | 55 45 | 13- | 625 5375
300 300 00 L1 ki8] 508 150 23
300 675 {325 | 300- T a0 306G - T3 2} an- | TR 22 More |67 {373 | Mor | 675 | 325 | 150- | 85 35 J230- | 723 | 273
4350 450 450 45(t thar 5 ¢ 230 430
300 than
I
450 T25 | 275 | 430- 75 25 430 - 825 [ 173 [d430- | E0% | 153 2ip- | T3 25 I50- [ B35S | IT7S
£00 ang S f(H] Fal 450
More FF5 | 225 | More &0 iy More g3 15 blore | RS [ 193 350- | B I5 | 450- | BS is
than thun than than 43l Al
LLde] [4l4[E] BN} afIg
bore | 875 | 12 = R 0]
than 5 S
43
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Table 3.2 depicts that most of the factors among signed blocks arc the same. The major

differences are in gas ceiling price, export and tax provision.

In MPSC-2008 has conceived important improvement as compared to MPSC-1997 and other

signed blocks by accommodating the experience of the earlier PSC and signed blocks. The

remarkable improvements are listed below:

(i)

(ii)

(iii)

(iv)

Minimum mandatory work obligation: In MPSC-2008, for initial exploration period,
contractor has 1o auccomplish mandatery work programme and period work
programme. Main works have to be done are geological Survey, geophysical Survey,
other Survey {Gravity, magnetic, Gee-chemical Survey ete.) and 01 Exploration well.
This was not 1 the previous contracts but there was a biddable mmmum work

ablipation in MPS(C-1997.

Cost recovery: [n MPSC-2008, the cost recovery is maximum 55% of investrnent for
each year. Previously in MPSC-1997, it was biddable. In existing signcd PSCs, the
cost recovery for onshore gas is minimum 45%-55% and in case of offshore gas it is

mirimum 60%.

Profit split: There is a ceiling in profit split for every slab of production and wiihin
that ceiling it is biddable in MPSC-2008 but in carlier it was negotiable. Profit split of
Petrobangla will be based on production and the of profit split ranpes from the
production of 150 mmeffd to 600 mmeffd and above. For the maximum ceiling of
production 600 mmef/d or above, the profit share of petyobangla will be 80%. In case
of block-12, Block 13&14, the ceiling for profit share ip caleulated only on the basis

of maximum 300 mmef/d and the profit share of Petpobangla 1s maximum 67.5%

which 15 really had.

Gas price: Tn modef PSC-2008, price is determined baged on HSFO The foor price
is USE 70/MT and ceiling price is US$180/MT where in MPSC-1997, cailing price is
USH120/MT-USS140/MT but the corporate tax is paid by Petrobangla. The ceiling
prices for block 5, block 7, block 9, block 10 and l:nlcul;k 16 15 USS 120/MT and in
block 17 & 18, it is & US$ 125/MT.
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)

(vi)

{vii)

(viii)

Export of Gas: Contractor has to offer its share of cost recovery gas and profit gas to
Petrobangla. Contractor has the option to sefl contractor’s share of natural gas in the
domestic market, subject to the Petrobangla’s first right of refusal. In that case
Petrobangla will assist to find out the third party. If the third party is not found,
contractor can export 80% of natural gas in the form of LNG where the Petrobangla
and [OCs share will be proportional. Mainly export option is inserted to protect the
investment if the large discovery is made and Bangladesh has no capacity to use this

excess amount of gas. In MPSC-1997 the same condition was introduced, moreover

the amount of export was allowed up to 100%.

Corporate fax: According to MPSC-2008, the corporate tax will be paid bv I0OCs but

in the existing contracts it has to be paid by Petrobangla.

Abandonment fund: ITn MPSC-2008, there is a provision to form an “Abandonment
fund"” from the initial preduction period to retrieve the pas field into enviromment
friendly position at the time of abandonment and it is cost recoverable. This provision

was not in MPSC-1997 and signed contracts.

Arbitration: According to MPSC-2008, “Dangladesh Arbitration Act-20017 will do
arbitration but in MPSC-1997, it follows [ICS1D arbitration rule.

{ix) Unitization: In MPSC-2008, there is a provision for vnitization between two adjacent

(x)

blocks where 1 geological structure spreads over the both blocks. There is also the
provision for intermational umtization agreement if there iz a single geological

structure spreads over the international boundary. This aption was not in MPSC-1997

and other sipned contracts.

Assignment agreement and transfer of share: According to MPSC-2008,
comtractor has to take prior permission to assign its title and responasibility to another
company. Without the prior permission of Petrobangla, contractor cannot transfer
more than 50% of its share. This option 13 introduced 10 crutinize whether Lhe new
coinpany is competent and experienced in exploration and production. In MPSC-

1997, no perinission is required to transfer the share.



L R h i an

Chapter.:d

Conclusion and Recommendation

4.1 Conclusion

All countries have royalty options in their contracts except MPSC-2008 of Bangladesh.
Though royalty provision is not included in MPSC-2008, the contract is in advantageous
position in terms of carried interest and cost recovery, Bangladesh has 10% carried
interest and it is the best option among the comparing countries because only Malayvsia
and Victnam has the similar types ol option where this option is negotiable. In addition,
the cost recovery 10 MPSC-2008 s maximum 50% whereas in Pakistan and India it is
85% and 100% respectively.

All types of bonus option are insericd which is only available in Trinidad and Tobaga.

In MPSC-2008, Gas price is determined on the basis of the volumes weight, Tf the
presence of higher hydrocarbon (Cs. C4 cte.) in the same valume of gas it contains higher
heating valuc. Moreover, 10Cs are selling their portion of gas on the basis of heating
value. As a result Petrobangla receives the lower price by selling natural gas in volume.
IL1s 1o be noted that in all comparing countries, gas price is determined on the basis of the
heating that gas price could be detcrmined on the basis of heating value (per BTU) of {uel
was Petrobangla proposed earlier to the Ministry of Power, Energy and Mincral
Resources. Al that time the concerned ministry considered that the new formula could

ereate difliculty in tax calculation and collection, Besides the ministry also considered the

unavailability of enough mcasuring facilities and trained manpower.

The mantime boundary complicacy with India and Myanmar has alrcady jeopardize the

o1l and gas exploration process

4.2 Recommendations:

(1} Royalty option can be examined.
(2} Gas price should be based on the heating value {per BTU) of fuel.

(3) The maritime boundary complicacy with India and Myanmar has to be

resolved as quick as possible.
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