PETROLEUM LEGISLATION EVOLUTION

IN A CENTURY

otential for oil in Egypt was recognised as early as 1868 when mining for

P sulphur along the Western Coast of the Gulf of Suez oil seepage was

recorded . In 1886, the first exploration well for oil was spudded in Gemsa area,
which discovered oil at a relatively shallow depth in the Miocene strata.

With the beginning of the British Occupation of Egypt, concessions for explora-
tion for oil in Egypt were held by some British Nationals e.g. Sir EdwinPalmer in
1899.

Right from the beginning of exploration, the Egyptian Government has adopted a
policy that would avoid taking any shares in oil exploration or exploitation as long
as there was a risk involved. On January 13, 1906; the Council of Ministers approv-
ed the standard form according to which exploration licences would be awarded.
The following were the main considerations:

1- The area shouldn’t exceed 25 square miles and a charge of L.E. 25 to be paid
annually.
2- Licence duration will be one year apt to be renewed,
3- The area of the exploitation lease shouldn’t exceed 5000 feddans. The duration
for exploitation is 30 years which may be renewed for an additional 15 years.
4- The annual rent for the licence will be P.T. 12.5 per feddan.
5- Additionally a royalty of P.T. 2.5 / 100 oil gallons should be paid.

These rules were amended by the Council of Ministers on October 23,1910 as
follows: ‘

The Exploration Licence:
The licensee should have carried out geological survey and would keep one active
rig in order to renew the licence for another year.
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- The Exploitation Licence:

Area should not exceed one square kilometer ( 100 Hectars ), for L.E 2.5 / Hec-
tar. The royalty was increased to 7.5 %.

During 1920-1922 the exploration licence fee and the royalty were increased to
L.E. 100 and 25 % respectively.

It is worth mentioning here that the Egyptian Government and the Anglo Egyp-
tian Qil Fields concluded a special agreement according to which many exceptions
relating to the licence duration and exploration areas were made.

After the conclusion of 1936 alliance treaty between Egypt and Britain; Egypt
exercised superficial political sovereignty. It was agreed by both parties to cancell all
the foreign privileges granted prior to conclusion of the alliance treaty. On January
10,1937 the Council of Ministers approved the following amendments:

1. Reconnaissance Licence:

The maximum area which should be held for one year shouldn’t exceed 100
square kilometers. Such lease will be subjected to a fee of L.E. 10.

2- Oil Exploration Licence:

Minimum area would be 4 square kilometers and no maximum limits, annual fee
L.E. 25 / square kilometer and minimum of L.E. 100 for each licence. The Egyp-
tian labour force and the employees shouldn’t be less than 90 % and 50 % respec-
tively.

3- Exploitation Licence:

Royalty became 15 % of the produced oil; to be paid in cash every six months or
in kind as soon as possible.

Again, on February 17, 1937 the Egyptian Government allowed in a special
agreement with the Anglo Egyptian Qil Fields; many exceptions to the aforemen-
tioned conditions.

In August 1948, Law No. 136 was endorsed in order to systemize the exploration
and exploitation of the Egyptian natural resources.

Following were the additional conditions laid down by Law No. 136:

1. All minenal ores, chemical elements and precious stones the Egyptian land com-
prises are exclusively state property.
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2. The exploitation licence should be preceeded by an exploration licence.
3. The exploitation rights should be held by an Egyptian Company.
4. The exploration and exploitation fees as well as the royalty ratio were revised.

This law made most of the foreign companies operating in Egypt uncertain of
their rights to extract what they have already discovered so they became reluctant to
operate any more in the country.

After the 23rd July Revolution, the government tried to attract the international
nil companies. Law No.66 / 1953 was issued according to which the terms and

conditions were revised as follows:

1- The company has the right to have a reconnaissance permit before performing
any exploration activity. The government can give more than one permit for the
same area.

2- The exploration permit can be renewed annually up to the 8th year with L.E 2500
rise in fees each year. The government also has the right to extend the permit beyond
the 8th year.

3- Bidding of open areas is a must.

4- The duration of the exploitation lease and its renewal would be up to the contrac-
tor’s desire but shouldn’t exceed 30 and 15 years respectively. Any more extensions
should be approved by the Minister and issued by a law.

5- Exploration and exploitation permits can be acquired by any natural person.
Egyptians would have priority within certain limits. This was a good point against
Law No. 136 / 1948 which deprived the‘foreigners this right.

6- To encourage exploration in the Western Desert; the law stated that the explora-
tion permit area might be increased up to 400 square kilometers, starting the 3rd
year the fee is only 25 % and royalty becomes only 66 % of the original ratio.

On February 3, 1954 an agreement was concluded between the Egyptian
Government and Sahara which comprised the following amendments to law No.
66 / 1953,

1. Duration of the contract 30 years, can be renewed for another 30 years. The
company should relinquish 25 % of the original area at the end of 3rd and 6th year,
and to relinquish the whole remaining part at the end of the 12th year or to keep in
addition of the exploitation areas, a number of 50 different areas 400 square
kilometers each.

2. The company should spend a certain expenditure during the various stages.
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3. Royalty would be 15 % during the first 10 years of production then increased to
25 % till the end of the confract.

Within the period 1954-1963 joint venture basis agreements were concluded. The
main features of these agreements were:

1. The company should explore a certain area during a limited period and to commit
and fund a specific program. In case the company discovers no oil the government
will not bear any expenses incurred by the contractor.

2. In case of an oil discovery the government would pay 50 % of the costs. A jeint
venture company will be formed to develop the discovery. Development expenses
should be shared between the company and the government on a 50 % basis. Pro-
duction should be shared according to the basis agreed upon.

As the agreements with the international enterprises for the exploration and ex-
ploitation of natural resources are affected by various factors; on which the
government has no direct control, the Egyptian Government was obliged to liberate

the regulations of these agreements from the mining laws.

So it was stated in Law No. 86/ 1956 that the Minister would be authorized to
assign any company or organization looking for fuel material under certain specific
conditions and commitments. The foreign comapnies were still reluctant to under-
take any actuvitiss in Egypt under the prevailing law to exert economic pressure on
the governmeni.

At the beginning of 1973 the first Petroleum Ministry was established. After 6th
October War many international companies tried to acquire concessions in Egypt.
f BRASPETRO agreement, all the other agreements thereafter
luded on the basis of production sharing.

J

With the exception of
con

WETE (
The main feamures of production sharing contract were:

1. The comiracior has 1o commit certain obligations ( technical & financial ) during
limited exploraiion phases.

2. The duration of the development lease would be 20 years which may be extended
for another 5 or 10 years period.

3. The cost recovery crude would be 40 %.

4. The remzininz &0 %5 should be split between the operator and the government

( 70 - 88 % governmeni share ).

In respons= t0 the 2bove terms intensive exploration programs were carried out by
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the various companies and many oil and gas discoveries have been made in the dif-
ferent areas of the Egyptian territory which justifies the relaxed terms and condi-
tions.

As the gas reserves significantly increased; the government tried to compensate
the operator in case of gas discovery, more or less on similar basis to that of oil, just
after the achievement of 12 trillon cubic feet as a gas reserve. If that national gas
reserve is not fulfilled, the operator has the option either to get a refund for its ex-
penses or to develop the discovery on the expense of EGPC.

It is worth mentioning that since 1973 till present, more than one hundred
agreements and amendments were concluded with the international oil companies,
out of which about 20 agreements were turned into production after discovering oil.

So far EGPC is doing its best in amending some articles as to minimize the risk
burden by the operator in a way that fits the dramatic changes in oil price.
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