
The Petroleum Agreement signed between 
PETRONAS and the State Government of 
Sabah.

3. The “State Government of Sabah” means the Dewan Undangan 
Negeri and not the Cabinet.  However they by-pass the need to get the 
approval from the Dewan Undangan Negeri by using the term 
“VESTING” in Section (2) (see Exhibit 2).  Therefore in this context 
Datuk Harris Salleh has the right as the Chief Minister of Sabah to sign 
this Agreement.

4. The word “VESTING” is used in this Section to by-pass the need to 
go through the Dewan Undangan Negeri (see Exhibit 2).  However, IF 
the Cabinet can “VEST” State assets such as Petroleum, then the State 
Cabinet also has the power to un “VEST” such assets.  There are NO 
time period given for this agreement and there are no avenues for 
Arbitration.  This means the State Cabinet can decide to un “VEST” the 
Ownership and the rights, power, liberties and privilages vested to 
petroleum as provided for in this agreement in the NEXT Cabinet 
meeting (IF the State Government so desire)

5.  In this “VESTING”, PETRONAS in return will get the Ownership and 
rights, powers, liberties and privileges over PETROLEUM and NOT the 
LAND more will be elaborated under Exhibit 5.  This ownership is not 
PERMANENT which means that it is temporary as long as this 
agreement is enforced.  The minute the Cabinet decide to UNVEST or 
the Dewan Undangan Negeri calls the State Cabinet to reverse its 
decision, this agreement becomes unenforceable.  Since there are no 
provision for arbitration, this means that there is NO NEED for the State 
government to pay any compensation to PETRONAS.  Therefore there 
is NO money involve as far as the State of Sabah is concern when 
TERMINATING this agreement.

1. This is NOT a PETROLEUM SHARING AGREEMENT, this is clearly 
just a CONTRACT between the State Government of Sabah and 
PETRONAS.  There is NO Obligation from either side to keep 
reinforcing this agreement.  Any one party can TERMINATE this 
agreement at any TIME.  Since there are NO ARBITRATION or 
COMPENSATION required, there is NO worry about having to pay 
PETRONAS for what they have put in the Sabah Waters.

2.  PETRONAS is NOT a Government, it is just a company registered 
under the Registration of Companies Act 1965 (see Exhibit 1).  By 
convention a number of Directorship must be offered to the Sabah State 
Government to at least protect and look after the INTEREST of the 
State.
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6. In this agreement PETRONAS agree to pay the state government 5% 
of the VALUE of Petroleum “won, saved from Sabah and sold by 
PETRONAS or its agents or contractor” (see Exhibit 4).  This clearly 
says the 5% is based on the SALE of Petroleum by PETRONAS or its 
AGENTS or CONTRACTOR.  This is based on MARKET PRICE of the 
commodity NOT based on what PETRONAS determine as the amount 
that should be paid!!! The last 2 decades the price of Petroleum has 
appriciated up to USD120 per barrel but during these periods Sabah is 
paid a CONSTANT quantum of RM300 million annually.  Obviously 
Sabah is grossly under-paid in this agreement.

7.  In this agreement PETRONAS agrees that method of payment shall 
be based on six-month average F.O.B price obtained by PETRONAS or 
its agents (see Exhibit 4).  This amount can easily be calculated based 
on the World Market Price, minus its freight and Insurance charges.  
Sabah should be paid more than the mersely RM300 million per year 
for the last 2 decades.

8.  Further the state government agrees to “waives any right to 
royalty or any other payment payable persuant to any oil mining 
lease, license or agreement under the Land Ordinance or any other 
written law relating to petroleum for the time being in force in 
Sabah”.  This agreement only cover “any other law relating to 
Petroleum” however, there is no mention of Laws covering the 
ENVIRONMENT which Sabah is enforcing as well those laws covering 
maritime.

9.  In addition, this agreement only cover PAYMENTS or CHARGES 
that the state can impose on PETRONAS.  This means the LAND 
where Petroleum comes from still belongs to the State of Sabah.  There 
is NO limit in terms of distance as far as the definition of LAND for 
Sabah is concern.

10. This agreement is not giving PETRONAS EXCLUSIVE rights to 
petroleum over Sabah waters.  This means that the State of Sabah 
can sign other Petroleum agreement.  This however can only be 
done after the Sabah state Government determine through the 
court that the Petroleum Development ACT 1974 is Ultra Vires and 
unconstitutional since it is encroching into the State Rights as 
enshrine under the Malaysia Constitution as well as the Malaysia 
Agreement 1963.
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