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PRODUCTION SHARING AGREEMENT

This Agreement is made and entered into on January 14th, 2003 by and bstween:

(1) Regional Govemment of Sulaimaniyah (hereinafter referred to as
“Govemnorate™), of the Interim Joint Regional Administration of Northern Iraq
(hereinafter referred to as "Northern Irag Administration®) as the party of the first
part,

(2} as party of the second pard, PetQil Petroleum and Petroleum Products
International Expioration and Production Inc. (hereinafter referred to as
“Contractor”),

The Northern lraq Administration andlor Govemorate and the Contraclor may
sometimes be referred to as “Party” and collectively as the “Parties”.

WITNESSETH:

WHEREAS, Patriotic Union of Kurdistan and Kurdistan Democratic Party together
with the Department of State of the United States of America entered into the Final
Statement on September 17, 1998 in Washington D.C. ( hereinafter referred to as
"Final Staterment”)

WHEREAS, the Final Statement is determining the administration of the Northemn
Iraq as well as the governmental rights,

WHEREAS, Northern Iraq Administration; in the context of its commitment to Iraq's
territorial integrity; enters into this Agreement wishing 1o promote the development of
the Agreement Area and Contractor desires to join and assist in the exploration,
development and production of the potential resources within the Agreement Area;

WHEREAS, Contractor has the requisite technical, managerial and financial
capabilities and experience to carry out Petroleum Operations stipulated in this
Agreement and desires to co-operate with the Northemn Irag Administration for the
exploration and exploitation of Petroleum reserves within the Agreement Area;

WHEREAS, Govemorate is the current holder of the oil and gas usage right in
respect of the Agreement Area; and

WHEREAS the Parties have agreed that in order 1o promote the development of
hydrocarbon resources in Northern frag Administration and to promote international
investment in Northem Iraq Administration, Petroleun Operations should be carried
out pursuant fo the terms of this Agreement.

NOW, THEREFORE, in consideration of the promises and the mutual covenants and
conditions herein contained, it is hereby agreed as follows:

ARTICLE 1
DEFINITIONS

The following words and terms used in this Agreement shall unless otherwise
expressly specified In this Agreement have the following respective meanings:
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1.2

13

14

15

1.6,

1.8

1.9

1.10

mm

“Accounting Procedure” means the accounting procedure set out in Annex “B"
hereto.

An “Affikated Company” or “Affiliate” means:

with respect to a Contractor Party. a company, corporation, partnership or
other legal entity:

i) in which a Contractor Party owns directly or indirectly more than fifty
percent (S0%) of the shares, voling rights or otherwise has the right to
establish management policy; or

i) in which at least fity percent (50%) of the shares or voting rights are
owned directly or indirectly by a company or other legal entity, which
owns directly or indirectly more than fifty percent (50%) of the shares,
voting rights or otherwise has the right to establish management policy
of a Contractor Party,

“‘Agreement” or "PSA” means this Production Sharing Agreement together
with all attached Annexes and any variation, extension or modification hereto
which may be agreed in writing by all the Parties.

“Agreement Area” means the area specified in Article 3 hereof and delineated
in Annex A, as reduced or enlarged from time to time in accordance with the
provisions of this Agreement.

"Agreement Year” means a penod of twelve (12) consecutive months from the
Effective Date within the term of the Agreement.

"Annex” or "Annexes” means each or all of the Annexes “A" and *“B" attached
to this Agreement and made a part hereofl  In the event of a conflict between
the provisions of an Annex and a term in the main body of this Agreement,
the provisions of the latter shall pravail,

“Appraisal” means all works caried out by Contractor to evaluate and
delineate the commercial character of a Discovery of Petroleum In the
Agreement Area.

“Appraisal Program” means a work program submitted by Contractor under
which Contractor plans to evaluate and delfineate a Discovery of Petroleum in
the Agreement Area

"Asscciated Nalural Gas™ means all gaseous hydrocarbons produced in
association with Crude Qil, which Crude Oil itself can be commercially
produced and separated therefrom.

“Authority” means any authorised body of the Northemn Irag Administration
and/or Governorale;

"Available Crude Qil" means Crude Oil produced and saved from the
Agreement Area and not used in Petroleum Operations in accordance with
Article 10.3.
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1.18

1.19

1.20

1.21

1.22

1.23
1.24
1.25

1.26

“Available Natural Gas® means Natural Gas preduced and saved from the
Agreement Area and not used in Petroleum Operations.

“Barrel” means a quantity consisting of forty-two (42) United States gallons
liquid measure, corrected to a temperature of sixty degrees (60°) Fahrenheit
with pressure at sea level.

“Budget” means the estimate of the expenditures, listed category-by-category,
relating to Petroleum Operations and contained in any Work Program
proposed by Contractor,

“Calendar Quarter® or *“Quarier” means a period of three consecutive months
beginning on January 1st, Aprl 1st, July 1st and October 1st of each
Calendar Year.

“Calendar Year” means a period of twelve (12) consecutive months beginning
on January 1st and ending on December 31st in the sama year, according to
the Gregorian Calendar.

“Capital Expenditures” means Development Expenditures, Exploration
Expenditures and Drilling Costs.

*Commercial Discovery® means a discovery of Petroleum that the Contractor
in its sole discretion in accordance with the provisions of Articie 8 commits
itself to develop and produce under the terms of the Agreement.

“‘Commercial Production®™ means regular and continuous production of
Peatroleum from a Development Area in such quantities (taking into account
any other relevant factors) as are worthy of commercial development.

“Contractor” means PetOll Petroleum and Petroleum Products | nternational
Exploration and Production Inc.

“‘Co-ordination Committee” means the committee composed of
representatives of the Contractor and the Governorale constituted in
accordance with Article 6.

"Cost Recovery Petroleum™ means Cost Recovery Crude Oil and Cost
Recovery Natural Gas.

“Cost Recovery Crude Oil" is defined as set forth in Article 10.4,
"Cost Recovery Natural Gas” is defined as set forth in Article 10.4.

“Costs and Expenses” comprise the Exploration Expenditures, Development
Expenditures, Operation Expenses and Drnlling Costs together with Finance
Costs whether directly or indirectly incurred by Contractor.

“‘Crude OiI' means crude mineral oil, asphaiten, ozopherite and all kinds of
hydrocarbons whether in @ solid, liquid or mixed state at the wellhead or
separator or which is obtained from Natural Gas through condensation or
extraction.
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1.29

1.30

1.3

1.32

1.33

1.34

135
1.36

"Cumulative Production™ means the cumulative tolal crude oil production less
Reserved Crude Oil from the Agreement Area commencing from the date of
the Transfer of the Operations of the Field lo the Contractor,

"Current Legislation” means laws, legisiative acts, and normative documents
that are effective on the Effactive Date in the Northern Iraq Administration.

“Customs Duties™ means all import (or export) tariffs and duties and other
mandatory payments as stipulated by applicable laws, regulations or other
legal measures of Northern lrag Admmistration with respect to the import or
export of materials, equipment, goods and any other similar items.

“‘Development Area” means all or any part of the Agreement Area specified in
an approved Developmeant Plan

“Development Expenditures” means all Costs and Expenses for Development
Operations with the exception of Operation Expenses and Driling Costs
whether directly or indirectly incurred, including but not limited to training,
administration, service, Finance Costs and related expenses.,

“‘Development Plan® means the plan to be produced by Contractor in
accordance with Article 8.6. following a declaration that Commercial
Production may be established.

"Development”™ or “Development Operations™ or "Development Work™ means
and includes any activities or operations associated with work 1o develop
Petroleum for production and subsequently to produce and render Petroleum
marketable for commercial sale and shall include, but not limited to:

a) all the operations and activities under the Agreement with respect to
the drilling of wells, other than Exploration wells, the deepening,
reworking, plugging back, completing and equipping of such wells,
together with the design, construction and installation of such
equipment, pipeline or gathering |ines, | nstallations, p roduction u nits
and all other systems relating to such wells and related operations in
connection with production and operation of such wells as may be
necessary in conformity with sound oil field practices in the
international Petroleum industry.

b) all operations and activities relating to the servicing and maintenance
of pipelines, gathering lines, installations, production units and all
related activities for the production and management of wells including
the undertaking of re-pressurising, recycling and other operations
aimed at intensified recovery, enhanced production and oil recovery
rate.

*Discovery” means a well that the Conlractor determines has encountered
Petroleum, which could justify Commercial Producton

“Dollar” or “U.S.$" means the currency of the United States of America.

“Double Tax Trealy" means any international treaty or convention for the
avoidance of double taxation of income and/or capital which is applicable or
will be applicable in the future, in Northemn Iraq Administration.

——
-
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1.39
1.40
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1.43

1.44

1.45
1.46

147

148

“Drilling Costs™ means all expenditures whether directly or indirectly incurred
during Exploration and Development for well drilling, completing and
reworking operations including, but not limited to, labour, geoclogical design,
engineering and other Subcontractors (including all fees, tariffs and charges
payable to any such Subcontractors), material and equipment consumed or
lost, perforation, formation testing, cementing, well-logging and transportation.

“Effective Date™ means the date on which all Parties have signed this
Agreement.

"Excess Associated Natural Gas” is defined as set forth in Article 15 1.b.

“Exploration” or "Exploration Operalions” means operations conducted under
this Agreement in connection with the exploration for previously undiscovered
Petroleum, or the evaluation of discovered reserves which shall include
geological, geophysical, aerial and (other survey) activities and any
interpretation of data relating thereto as may be contained in Exploration
Work Programs and Budgets, and the drilling of such shot holes, core holes,
stratigraphic lests, Exploratory Wells for the discovery of Petroleum, Appraisal
wells and other related operations.

“Exploration Expenditures™ means all Costs and Expenses for Exploration
Operations other than Drilling Costs whether directly or indirectly incurred
including but not limited to training, administration, service, Finance Costs
and related expenses and overhead and study costs.

“Exploratory Well® means any well drilled with the objective of confirming a
structure or geologic trap in which Petroleum capable of Commercial
Production in significant quantities has not been previously discovered.

‘Field” means a Petroleum reservoir or group of reservoirs within a common
geclogical structure or feature. “Field” may be an “Qil Field” or a *Natural Gas
Field" as designated by Contractor,

‘Finance Costs” or “Interest Costs” shall include all amounts of interest, fees
and charges paid in respect of any debt incurred in carrying out the Petroleum
Operations and any refinancing of such debts, providing that in the case of
Affiliate debt, it shall include interest only to the extent that it does not exceed
a rate which would have been agreed upon between independent parties in
similar circumstances and such interest is not limited by which assets or
services are purchased by the loan principal.

“Force Majeure” is defined as set forth in Article 24.2.

“Foreign Employee” is the employees of the Contactor Party, Operator and
Subcontractor with a nationality other than Iraq.

“Foreign Subcontractors”™ means Subcontractors, which are organised outside
of Northern fraq Administration and under Current Legislation are not obliged
to establish permanent representative offices in Northern Iraq Administration,

‘Gas Sales Agreement” is any agreement o be entered into for the sale of
Non-associated Natural Gas and Associated Natural Gas in accordance with
the provisions of Article 15.2.
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1.50

1.5

1.52

1.63
1.54

1.55

1.56

1.57

1.58

1.59

1.80

"Cas Fleld” means a field from which more than fifty (50) percent of the
eslimaled reserves comprise of Natural Gas.

“Joint Operating Agreement” or “JOA™ means the agreement to be concluded

if necessary between the Contractor and the third parfies, which shall be
suppiementary to and consistent with the provisions of this Agreement and
which shall regulate the terms under which Petroleum Operations will be
conducted.

‘LIBOR" means the three (3) months U.S. Dollars London Interbank fixing
offer rate quoted daily in the London Financial Times.

‘Measurement Point® means the location specified in an approved
Development Plan where the Petroleum is metered and delivered to the
Parties or such other location as the Parties may agree from time to time prior
to the submission of a Development Plan as the circumstances may require.

“Month” or "Calendar Month” means a calendar month,

"Natural Gas" means Non-associated Natural Gas and Associated Natural
Gas in their natural state.

“Natural Gas Fleld" means a field from which more than fifty (50) percent of
the estimated reserves on an enerqy equivalency basis are Natural Gas at
surface conditions.

"Non-associated Natural Gas® means all gaseous hydrocarbons produced
from gas wells, and includes wet gas, dry gas and residue gas remaining after
the extraction of liquid hydrocarbons from wet gas.

*Northern Iraq Administration” or *Government” means the Northern Irag
Administration, Council of Ministers and all political or other agencies or
instrumentality o r s ubdivisions thereof i ncluding but not limited to any |ocal
government or other representative, agency or authority, which has the
authority to govern, legislate, regulate, levy and collect taxes or duties, grant
licences, permits, approve or otherwise impact (whether financally or
otherwise) directly or indirectly upon any of the Parties’ rights, obligations or
activities under the Agreement; the word “Governmental” shall be construed
accordingly.

"Oil Field” means a field from which more than fifty (50) percent of the
eslimaled reserves comprise Crude OIl,

*Operation E xpenses” means those costs incurred in d ay-to-day P etroleum
Operations, whether directly or indirectly incurred including but not limited to
all costs, expenses and expenditures associated with the Production,
precessing and transportation to the Measurement Point of Petroleum,
training, administration, service, payments for abandonment and site
restoration in accordance with Article 8.8, insurance costs in accordance with
Article 22.2. and related expenses.

‘Operator” means the Conlractor or a company to be established by the
Contracior to conduct Petroleum Operations.
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1.68
1.69
1.70
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1.72

1.73

1.74

1.75

1.76

“Party” or "Parties” means the PetOil Petroleum and Petroleum Products,
International Exploration and Production Inc. and the Governorate and their
successors and assignees,

“Payment Date" has the meaning as defined in 10.9.

“PetQil Petroleum and Petroleum Products International Exploration and
Production Inc." means the legal entity established in accordance with the
laws of the Republic of Turkey.

“Petroleum” means Crude Qil and Natural Gas.

“Petroleum Operations™ means the Exploration Operations; the Development
Operations, Production Operations, and transportation to the Measurement
Point and other activites related thereto carried out pursuant to this
Agreement and the JOA.

"Petroleum Operations Account” shall have the meaning given to it in
paragraph 4.1 of section | of the Accounting Procedure.

“Production” or “Production Operations” means operations and all related
activities carried out for Petroleum production after the approval of any
Development Plan, including without limitation extraction, injection,
stimulation, treatment, transportation, storage, lifting, and associated
operations, but does nol include any storage or transportation beyond the
Measurement Point.

"Profit Natural Gas” Is defined as set forth in Article 10 8.
“Profit Oil" is defined as set forth In Article 10.9.
"Profit Petroleumn”® means Profit Natural Gas and Profit Oil.

“Study Area” means the part of the Agreement Area, which will be defined in
a Study Program.

*Study Program” means the program to be produced and carried out by the
Contractor in accordance with Article 8 following the conclusion that
Commercial Production is feasible,

*Subcontractor” means any natural person or juridical entity agreed directly or
Indirectly by or on behalf of Contractor to s upply goods, works or services
related to this Agreement.

“Third Party” or “Third Parties” means one or more of a natural person or
Juridical entity other than a Party hereto and any Affiliate of a Party.

“Taxes” means all levies, duties, payments, fees, taxes or contributions
payable to or Imposed by Govemmental agencies, Governmentai
subdivisions or republican, municipal or local authorities within the
Government of Northern Iraq Administration or within the government of Iraq
and Tax shall be construed accordingly.

“Transfer of Operation® means the day, the Petroleum Operations in the Field
are transferred tc the Conltractor on the date the Contractor complietes the
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178

mobilisation of its office and personne!, within 45 (forty five) days following the
fulfiiment of the conditions Indicated in Article 31.2.

“VAT™ means Northern Iraq Administration value added tax,

"Work Program” and “Work Program and Budget” means any work program
and work program and Budget o be submitted to the Co-ordination
Committee by the Contractor in accordance with the provisions of Artice 9
and which shall set out the proposed Petroleum Operations 10 be carried out
in the Agreement Area together with the associated Budget as the case may
be.

ARTICLE 2
SCOPE OF AG

21

2.2

23

24

25

26

2.7.

The approval of this Agreement by the Governorate should not be deemed as
a challenge of the terntorial integrity of Iraq and Governorate hereby ratifies
the rights in the Agreement Area according to the Current Legisiation

Subject to the terms and conditions of the Agreement, the Northermn irag
Administration hereby in accordance with Current Legislation grants to the
Contractor the exclusive rights to conduct Petroleum Operations in the
Agreement Area during the term of this Agreement.

Canlractor shall be responsible to the Governorate for the execution of such
Petroleum Operations in accordance with the provisions of the Agreement.

In performing Petroleum Operations, Contractor shall provide all financial and
technical requirements, unless otherwise provided in this Agreement and
conduct all operations in accordance with the standards generally accepted in
the international Petroleum industry,

Contraclor shall be compensated for its services, not by way of
reimbursement in cash of its expenditures under the Agreement, but by
receipt of its share of Petroleum from the Agreement Area to which it may
become entitied by way of cost recovery out of Cost Recovery Petroleum and
Profit Petroleum as described in Article 10. if Petroleum produced from
Development Areas within the Agreement Area developed by Contractor,
Cost Recovery Petroleum under Article 10 and Profit Oil and Profit Natural
Gas is insufficient to reimburse Contractor for Costs and Expenses incurred
by Contractor, Contractor shall bear its own losses in respect of any shortfall.

This Agreement defines the Parties’ rights and obligations, governs their
mutual relations and establishes the rules and methods for the Exploration,
Development, Production, and sharing of Petroleum between them. The
entire interests, rights and obligations of each of the Parties under this
Agreement shall be solely governed by the provisions of this Agreement.

During the period in which this Agreement is in forcea, all Available Crude Ol
and Available Natural Gas resulting from Petroleum Operations, will be
shared between the Governorate and the Contractor in accordance with the
provisions of Article 10 of this Agreement

Produchion shanng Apseemens
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2.8. Itis agreed that the Operator shall be the Contractor uniess changed by the
Contractor with a nother O perator. That appointment s hall b e e flective from
the date it is notified to all concerned Parties. Following the appointment the
Operator shall act as the designated non-profit agent of the Contractor for the
conduct of Petroleum Operations in accordance with this Agreement and any
future JOA to be enterad into.

ARTICLE 3
AGREEMENT AREA

31 The Agreement Area includes the Chiasorkh, Kifri and Cemcemal Fields as
sel cul by the geographic location and co-ordinates described in Annex “A”
attached hereto and delineated in the map, which forms part thereof, The total
area of the Agreemenl Area may hereafter be reduced only in accordance
with the provisions of this Agreement.

3.2  Except as for all nghts and authorisations necassary for the implementation of
the provisions of this Agreement, no right is granted to the Contractor, any
other entity to the use or disposal of any other natural or man-made
resources or aquatic resources or other natural resources with the exception
of aquatic resources used directly in Petroleum Operations in accordance
with relevan! permits which will be obtained through the Northem Iraq
Administration.

ARTICLE4
AGREEMENT TERM

4.1  The term of the Agreement shall be deemed to have begun on the Transfer of
Operations Date and shall continue for a total of forty (40) consecutive
Agreement Years, unless the Agreemant is sooner terminated in accordance
with Article 28 of this Agreement.

4.2 If In respect of any Development Area, Commercial Production remains
possible beyond the initial period of forty (40) consecutive Agreement Years
specified in Article 4.1 the Contractor, after giving notice to the Governorate at
least one (1) year prior to the end of any such period, and a fter o blaining
approval by the Co-ordination Committee of a revised Development Plan shall
be given priority to have an extension of the term of this Agreement with
respect to such Development Area for an additional term of five (5) years or
the producing life of the Development Area, whichever Is lesser, subject to the
approval of the Govemorate, and such approval shall not be unreasonably
withheld,

ARTICLE S
RELINQUISHMENTS

51 Contractor may at any time relinquish voluntarily all or any part of the
Agreement Area withcul any further hiability. The area designated under
Article 5.1 for relinquishment shali consist as far as practicable of rectangular
biocks bounded by lines running due north and south and due east and west
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and shall not be less than five (5) square kilometres. The area designated for
relinquishment need not consist of one contiguous area.

ARTICLE 6
COORDINATION COMMITTEE

6.1

6.2

63

6.4

85

Producson Shang agreeness

For the purpose of providing the overall supervision and direction of and
ensuring the performance of the Petroleumn Operations, Governorate and
Contractor shall establish a Co-ordination Committee within forty-five (45)
days of the Effective Date.

The Co-ordination Committee shall comprise a maximum total of four (4)
members. The Governorate s hall appoint a total of two ( 2) representatives
and Contractor shall appoint two (2) representatives to form the Co-ordination
Committee. All the aforesaid representatives shall have the right to attend and
present their views at meetings of the Co-ordination Commitiee. Each
representative shall have the right to appoint an alternate who shall be
entitled to attend all meetings of the Co-ordination Committee but who shall
have no vote except in the absence of the representative for whom he is the
alternale.

The first Chairman of the Co-ordination Committee shall be one of the
representatives designated by the Governorate (or his alternate), and the first
Vice Chairman shall be the chief representative designed by the Contractor.
{or his alternate) The Chairman and Vice Chairman shall be appointed for a
term of two (2} years. The C hairman of t he Co-ordination Committee shall
preside over meetings of the Co-ordination Committee and in the absence of
the Chairan (or his alternate); the Vice-Chairman shall preside Such
Parties may designate a reasonable number of advisers, who may attend, but
shall not be entitled to vote at, Co-ordination Committee meetings.

A regular meeting of the Co-ordination Commitiee shall be held at least twice
every year. The Secretary to be designated pursuant to Article 6.9 shall be
responsible for calling such regular meetings of the Co-ordination Committee
and shall do so at the request of the Chairman by sending a nolice to the
Parties. Other meetings, if necessary, may be held at any time at the request
of one of the Parlies or Operator. In each case the secretary shall give the
Parties at least fifteen (15) days notice (or such shorter period as the Parties
may agres) of the proposed meeling date, the time and Iocation of the

meeting.
The Parties hereby empower the Co-ordination Committee to:

a) review and examine any Work Program and Budget proposed by the
Contractor and any amendment thereof,

b) determine the commerciality of each proposed Development Plan;

¢) approve or confirm the following items of procurement and
expenditures:

i) approve procurement of any item within the Budget with a unit
price exceeding Five Hundred Thousand USS (USS$

13




6.6

6.7

S00,000) or any single purchase order of total moneiary value
exceeding One Million U.S. $ (U.S.$1,000,000);

i) approve 3 leasa of equipmen!, or an engineering sub
agreement or a service agreement within the Budget worth
more than Five Hundred T housand U.S. § (USS$500,000) in
fotal; and

i) approve excess expendilures pursuant to Article 9.5 hereof
and the expenditures pursuant to Article 9.6 hereof;

d) demarcate boundaries of a Development Area;

a) review and approve the insurance program proposed by the
Contractor and emergency procedures on safety and environmental
protection;, in addition all programmes and budgets which are in
connection with environmental protection;

f) review and approve personnel policies, selection and training
programs for Operator. Without prejudice to the foregoing, it is
accepted that part of the personnel policy of Operator shall be to give
preference to local citizens, provided that the conduct of Petroleum
Operations shall not be affected,

g) discuss, review, decide and approve other matters that have been
proposed by either Party or the Operator;

h) review and discuss the development work and technological regimes
proposed by the Parties,; and

)} appoint sub-committees to meet from time 1o time to review any
aspecl! of Petroleum Operations, which the Co-ordination Committee
thinks fit.

Meeting quorum of the Co-ordination Committee shall require the presence of
at least one representative from each of the Parties. Decisions of the Co-
ordination Committee shall be made by unanimous decision of the
representatives present and entitled to vote, Each representative will have
one vole. All decisions made unanimously shall be deemed as formal
decsions and shall be conclusive and equally binding upon the Parties.

A matter, which requires urgent handling, may be decided by the Co-
ordination Committee without convening a meeting, with the Co-ordination
Committee making decisions through electronic means or the circulation of
documents.

6.8 The Co-ordination Committee shall nominate a Secrelary, to record minutes of the

meetings of the Co-ordination Committee, and may establish technical and
other advisory sub-committees. The Secretary shall take a record of each
propesal voted on and the results of such vote at each meeting of the Co-
ordingtion Committee. Each representative of the Parties shall sign and be
provided with a copy of such record at the end of such meeting. The
Secretary shall provide each Party with a copy of the minutes of each meeting
of the Co-ordination Committee within fifteen (15) days afler the end of such
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meeting. Each Party shall thereafter have a period of fifteen (15) days to give
notice of any objections to the minutes to the Secretary. Failure to give notice
within the s aid fifteen (15) days p eriod s hall be deemed a pproval of those
minutes. In any event the record of proposals voted on to be provided at the
end of each meeting shall be conclusive and take precedence over the
minutes.

69 Al costs and expenses incurred with respect 1o the activities of the Co-
ordination Committee shall be paid or reimbursed by the Contractor and
charged to Operation Expenses in accordance with the Accounting
Procedure.

ARTICLE 7

OPERATOR RESPONSIBILITY

71 The Parties agree that the Contractor shall act as the Operator for Petroleum
Operations within the Agreement Area in accordance with approved Work
Programs and Budgets unless otherwise stipulated in this Article 7, until the
appointment of an Operator by the Contractor.

7.2  The Operator shall have the following obligations:

a) to perform the Petroleum Operations reasonably, economically and
efficiently in accordance with direclions received from the Co-
ordination Committee;

b) ta conduct (implement) the Work Programs and Budgets approved by
the Co-ordination Committee;

c) o be responsible for purchasing faciliies, equipment and
miscellaneous material and enter into subcontracls and service
contracts at Contractor's instruction with service providers and
vendors related to the Petroleum Operations, in accordance with
approved Work Programs and Budgets and instructions from
Contractor,

d) 1o prepare and submit for approval a personnel training program and
its annual budget and carry out the same as approved by the Co-
ordination Committee;

e) o establish and maintain complete and accurate accounting records
regarding its costs and expenditures for the Petroleum Operations in
accordance with the Accounting Procedure and this Agreement,

f) to make necessary preparation for regular meetings of the Co-
ordination Commitiee, and to submit to the Co-ordination Committee
information related to the matters to be reviewed and approved by the
Co-ordination Committee;

a) to provide reports 10 the Co-ordination Committee on Petroleum
Operations conducted under this Agreement,
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73

74

75

Operator and its shareholders shall not be responsible for any activities
(including Petroleum activities) affecting the Agreement Area prior to the
Effective Date.

The Operator shall provide both Parties with copies of all relevant data and
reports pertaining to Petroleum Operations (including but not be limited to
geophysical, geological, technological, operational, accounting or other
matenal) required by such Parties.

The Parties agree to use their best endeavours to agree and execute a Joint
Operating Agreement should the Partles consider it necessary afler
appointment of an Operator other than the Contractor. Any Joint Operating
Agreement 1o be entered into shall ba based on the Association of
International Petroleum Negotialors Model International Joint Operating
Agreement then current and shall be subject to, wholly consistent with and
shall not detract from the provisions of this Agreement.

ARTICLE 8

OMMERCIALITY AND AP V.
DEVELOPMENT PLANS

8.1

8.2

B.3

84

If, al any time Contractor concludes that Commercial Production (or
significant additional Commercial Production if Commercial Production has
previously been established) from the Agreement Area is feasible, it shall
notify the Northern Iraq Administration within forty-five (45) days of reaching
such a condusion

Within forty-five (45) days of receipt of such notice, Contractor shall in the first
instance present to the Co-ordination Committee for approval a proposed
Study Program which shall be deemed approved if no wrilten objections are
raised by any member of the Co-ordination Committee within thirly (30) days
following receipt thereof. The proposed Study Program shall specify in
reasonable detail the appraisal work Including seismic, drilling of wells and
studies 10 be camed oul and the estimated time frame within which the
Contractor shall commence and complete the program and also appropriate
budgets.

Thereafter the Contractor shall carry out the Study Program approved by the
Co-ordination Committee. Within ninety (90) days after completion of such
Study Program, the Contractor shall submit to the Co-ordination Committee a
comprehensive evaluation report on the Study Program. Such evaluation
report shall include, but not be limited to: geological conditions, such as
structural configuration; physical properties and extent of reservoir rocks;
pressure, volume and temperature analysis of the reservoir fluid, fiuid
characteristics, Including gravity of liquid hydrocarbons, sulphur percentage,
sediment and water percentage, and product yield pattern; Natural Gas
composition, production forecasts (per well and per Field); and estimates of
recoverable reserves.

Together with the submission of the e valuation report, the C ontractor shall
submit to the Co-ordination Cemmittee a written declaration including one of
the following statements:
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8.5

886

8.7

88

a) that the Commercial Production previously notified to the Northem
Irag Administration pursuant to Article 8 1 is feasible;

b) that such Commercial Production is not feasible (contrary to the notice
containing Contractor's initial expectations); or

c) that Commercial Production will be conditional on the outcome of
further specified work that the Contractor commits to carry out under a
further Exploration or Study Program in specified areas within or
outside the relevant Study Area.

In the event the Contractor makes a declaration under Article 8.4(c) above,
Contractor shall be entitied to retain the relevant Study Area pending the
completion of the further work committed under that Article, at which time the
Contractor shall advise the Co-ordination Committee of its conclusion as 1o
whether or notl there is in fact a new Commercial Discovery and the
provisions of Article 8. 4(a) or (b) shall be applied accordingly,

If the Contractor declares pursuant to Article 84(a) that Commercial
Production is feasible, the Contractor shall submit to the Co-ordination
Committee (a) a proposed Development Plan in respect of the relevant
Commercial Discovery (containing the matters specified in Article 8.7 and 8.8)
and (b) a proposed designation of the Development Area, both of which shall
be subject to the Co-ordination Committee's approval. Such approval will not
be unreasonably withheld or delayed, provided that each shall be deemed
approved as submitted if no written objections are presented thereto by any
member of the Co-ordination Committee within forty-five (45) days of receipl.
Upon approval being granted or deemed as provided under this Article 8.6,
the Contractor, with any requested assistance from the Operalor, shall
proceed promptly and diligently to implement the Development Plan in
accordance with good oilfield practices, o install all necessary facilities and to
commence Commercial Production,

The Contractor's proposed Development Plan to be submitted pursuant to
Articie 8.6 shall detail the Contractor's proposals for Development and
operation of the Development Area. I will detall any facilites and
infrastructure, which may be required up to the Measurement Point, either
Inside or outside of the Development Area. Any Development Plan shall set
forth production parameters, number and spacing of wells, the facilities and
infrastructure (including proposed locations) to be installed for production,
storage, transportation anc loading of Petroleum, an estimate of the overall
cost of the Development, and estimates of the time required to complete each
phase of the Development Plan, a production foracast and any other factor
that would affect the economic or technical feasibility of the proposed
Development.

Any Development Plan shall also Include an abandonment and site
restoration program together with a funding procedure for such program.
Each abandonment plan shall describe removal and abandonment measures
deemed necessary following completion of Production from the relevant
Development Area together with an estimate of the costs thereof The
abandonment plan shall provide for the removal of facilities and equipment
used in Petroleum Operations or their in place abandonment, if appropriate, in
the Development Area and the return of used areas to a condition that

Produttion Skarmg A precem




8%

8.10

811

AR

9.1

reasonably permits the use of such areas for purposes similar to those uses
existing prior to the commencement of Petroleum Operations hereunder, All
expenditures incurred in abandonment and site restoration shall be treated as
Costs and Expenses and recoverable from Cost Recovery Petroleum in
accordance with Article 10 and the Accounting Procedure, All funds collecled
pursuant to the funding procedure shall be dedicated to site restoration and
abandonment and will be placed in a special interest bearing account by
Contractor, which shall be held in the joint names of the Governorate and the
Contractor or their nominees. Contractor's responsibilities for environmental
degradation, site restoration and well abandonment obligations, and any other
actual, contingent, possible and potential activity associated with the
environmental condition of the Development Area shall be Imited o the
obligation to place the funds agreed to be paid in accordance with the said
funding procedure in the approved account In accordance with generally
accepted international Petroleum industry practice. Deposits in approved
accounts shall be made on a quarterly basis in arrears commencing with the
first Calendar Quarter In which there Is Available Petroleum. All such
payments deposited by Contractor shall be treated as Costs and Expenses
and recoverable as Operation Expenses from Cost Recovery Petroleum in
accordance with Articie 10 of this Agreement. No Taxes shall be impased on
any amounts paid into, received or eamed by or held in the special interest
bearing account. The Govemorate shall be solely responsible for the
implementation of the abandonment plan.

Any significant changes lo an approved Development Plan or proposals
related to extension of a Field or for enhanced recovery projects shall be
submitted to the Co-ardination Committee.

Subject to the terms of this Agreement the Contractor shall carry out, at its
own e xpense and financial risk, all the necessary P etroleum Operations to
implement an approved Development Plan. However, i, the Contractor in its
sole discretion delermines exploitation tums out not to be commercially
profitable, the Contractor shall not be obligated 1o continue Development or
Production and will in such circumstances submit a revised development plan
that is commercially profitable 1o the Co-ordination Committee or relinquish
the Development Area.

Where there is a perceived need recognised by the Parties to improve the
economic effectiveness of the Petroleum Operations by constructing and
operating certain common facilities with other organisations (including for
example roads, non-import/non-export pipelines, ¢ ompression and pumping
stations and communication lines) the Parties shall use their best efforts to
reach agreement between themselves and other appropriate enterprises as to
the construction and operation of such facilittes with all costs, tariffs and
investments made by the Contracior to be recoverable as Operation
Expenses in accordance with Article 10 of the Agreement and Accounting
Procedure.

LES
w PR BU S

Contractor shall be responsible for the procurement of installations,
equipment and supplies and entering into contracts for the purchase of goods
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9.2

93

94

9.5
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and services with Sub Contractors including Foreign Sub Contractors and
others arising out of Petroleum Operations, all in accordance with approved
Work Programs and Budgets. Operator shall assist the Contractor when
requested in respect of the matiers set out in the previous sentence, and shall
implement domestic procurement operations as provided in Clause 7.2.(¢c) in
accordance with approved Work Programs and Budgets.

Contractor shall submit to the Co-ordination Committee a minimum Work
Program for the year 2003 and the corresponding Budget within thirty ( 30)
days following the Transfer of Operation.

Before the 31st October of each Calendar Year, the Contractor shall prepare
and submit to the Co-ordination Committee for its review a proposed annual
Work Program and Budget for the next Calendar Year. If the Co-orgdination
Committee agrees to modifications in an annual Work Program andfor
Budget, the Contractor shall promptly make such modifications to the Work
Program and/or Budget and resubmit the modified Work Program and Budget
to the Co-ordination Committee. The Co-ordination Commitiee shall approve
each Work Program and Budget within forty five (45) days after receipt of it. If
the Co-ordination Committee fails to notify the Contractor of its approval or
disapproval of the Work Program and Budget within said forty-five (45) days
after its receipt, the annual Work Program and Budget proposed by the
Contractor logether with any modifications timely requested by the Co-
ordination Committee, shall be deemed to have been approved by the Co-
ordination Committee.

In connection with the review and approval of the annual Work Program and
Budget. the Contractor and Operator shall submit to the Co-ordination
Committee such supporting data as reasonably requested by the Co-
ordination Committae.

The Contractor may, in accordance with the following provisions, incur
expenditures in excess of the approved Budget or expenditures outside the
approved Budget in carrying out the approved Work Program, provided that
the cbjectives in the approved Work Program are not substantially changed:

a) In carrying out an approved Budget, the Contractor may, if necessary,
ncur excess expenditures of no more than ten percent (10%) of the
approved Budget in any specified budgetary category. The Contractor
shall report quarterly the aggregate amount of all such excess
expenditures to the Co-ordination Committee for confirmation,

b) For the efficient and as required operative performance of Petroleum
Operations, the Contractor may, without approval, undertake certain
individual projects which are not included in the Work Program and
Budget, for a maximum expenditure of One Hundred Thousand U.S.$
(U.S.5100,000), but shall, within ten (10) days after such expenditures
are incurred, report to the Co-ordination Committee for confirmation,

c) Excess expenditures under this Arlicle 8.5 shall not exceed five
percent (5%) of the approved or modified total annual Budget for the
Calendar Year. If the aloresaid excess is expecled to be in excess of
said five percent (5%) of the total annual Budget, the Contractor shall
present its reasons therefor 1 the Co-ordination Committee an
cbtain its approval prior to incurring such expenditures




96 In case of emergency (as in where there is an immediate threat to lfe or
property), the Contractor may incur emergency expenditures for the amount
actually needed bul shall report such expenditures lo the Co-ordination
Committee as soon as they are made. The said emergency expenditures
shall not be subject to Articie 9.5 above,

97  Petroleum Operations will only be performed in accordance with the approved
or modified annual Work Program and Budgel, otherwise they will not be
deemed to be Costs and Expenses and will not be trealed as Cost
Recoverable.

ARTICLE 10
ERY OF COSTS AND
EXPENSES, PRODUCTION SHARING, AND RIGHT OF EXPORT

10.1  Contractor shall provide or procure the provision of all funds required to
conduct Petroleum Operations under this Agreement, excep! as otherwise
provided in this Agreement, and Contractor shall be entitled to recover its
Costs and Expenses from Petroleum produced from the Agreement Area as
provided below.

10.2 Contractor andfor Operator shall have the right to use free of charge
Petroleum produced from the Agreement Area to the extent required for
Petroleum Operations under the Agreement. The amount of Petraleum which
Contractor and/or Operator shall be entitied to use for Petroleum Operations
shall not exceed the amount, which would be expected to be used in
accordance with international Petroleum industry practice. For the avoidance
of doubt, the use of such Petroleum shall only be for the benefit of Petroleum
Operations and not the personal gain of any Party, An appropriate paper shall
be executed for the use of such Petroleum.

10.3 Available Crude Oil and Available Natural Gas (hereinafter referred 1o
collectively as “Available Petroleum®) after reducing the Petroleum used for
Petroleum Operation in accordance with Article 10.2 shall be measured at the
applicable Measurement Point and allocated as set forth hereinafter.

104 Contractor shall be entitled to recover all Costs and Expenses incurred in
respect of Petroleum Operations in a following manner;

a) Operations Expenses will firstly be recovered from the Available
Pefroleum;

h) Capital Expenditures will be recovered from remaining Available
Petroleum (hereinafter referred to as "Cost Recovery Crude Oil" and
"Cost Recovery Natural Gas"™ and collectively *Cost Recovery
Petroleum” as appropriate), following the recovery of Operations
Costs, in the percentages as defined below:

() During the phase where Available Petroleum can not be
exported but only soid in the local market in the Northemn Irag
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Administration, such phase as determined by the Co-ordination
Committee, ninety percent (90%); and

(1) During the phase where Available Petroleum can be exported
1o other markets, such phase as determined by the Co-
ordination Committee, eighty percent (80%).

Costs and Expenses shall be recovered in a manner consistent with the
Accounting Procedure and Article 10.5,

10.5 Costs and Expenses shall be recoverable from Available Petroleurn on a first
in, first out basis (le. Costs and Expenses will be recovered according to the
date they were incurred, earliest first). Recovery of Costs and Expenses will
commence as soon as there is Available Petroleum.

10.6 To the extent that in a Calendar Year outstanding recoverabie Costs and
Expenses related 1o the Agreement Area exceed the value of all Available
Petroleum from the Agreement Area for such Calendar Year, the excess shall
be carmed forward for racovery in the next succeeding Calendar Years until
fully recovered, but in no case after termination of the Agreement.

10.7  Recovery of Costs and Expenses shall be achieved by transferring to a Party
al the Measurement Point litle to quantities of Available Petroleum of
equivalent value (determined in accordance with Article 11) to the Costs and
Expenses to be recovered in accordance with this Article 10.

10.8  To the extent that the value of Available Petroleum received by the Contractor
from the Agreement Area during a Calendar Quarter is greater or lesser than
the Confractor was entitled to receive for that Calendar Quarter, an
appropriate adjustment shall be made in the following Calender Quarter in
accordance with the Accounting Procedure.

10.9 Following recovery of Costs and Expenses from Avaiable Petroleum in
accordance with the provisions of this Article 10, the remaining Petroleum
including any portion of Cost Recovery Petroleurn not required for recovery of
Capital Expenditures (hereinafter referred to as "Profit Oil" or “Profit Natural
Gas® and collectively “Profit Petroleum”) shall be allocated between the
Partes in the following proportions, over each Calendar Quarter:

The Profit Petroleum will be shared between:

Governorate's Share - fifty one percent (51%)
Contractor's Share - forty nine percent (49%)

10.10 Contractor shall prepare and provide the Governorate not less than ninsty
(80) days prior to the beginning of each Calendar Quarter a written forecast
setting out the total quantity of Petroleum that Contractor estimates can be
produced and saved hereunder dunng each of the nexi four (4) Calendar
Quarters in accordance with Accepted intemational Petroleum industry
practices and the Work Program established in accordance with Article 9.

10.11 Crude Oil shall be measured at the Measurement Point for purposes of the
Agreement and delivered to the Governorate and Contractor and each such
Party as owners shall take in kind, assume risk of loss and separately dispose
of their respective entitiements of Cost Recovery Oil and Profit Oil. All Cost
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Recovery Natural Gas and Profit Natural Gas shall be sold by the Contractor
in accordance with the principles of the Agreement The Northern Irag
Administration may agree that All Cost Recovery Oll and Profit Oll shall be
sold by the Contraclor on behalf of the Govermnorale within the same

principles.

10.12. For the avoidance of any dcubt, title to their relevant shares of Patroleum shall
pass to the Govermmorate and to the Parties as appropriate at the
Measurement Point.

10.13 The Parties shall agree on procedures for taking volumes of Crude Oil
corresponding to their respective entittements on a regular basis and In a
manner that is appropriate having regard to the respective destinations and
uses of the Crude Oil, all in accordance with the provisions of this Agreement.
If necessary the Parties will enter into a lifling agreement setting out the
agreed procedures for taking volumes of Crude Oil, and such agreement shall
comply with the pnnciples of accepted international Petroleum industry
practice,

ARTICLE 11
CRUDE OIL VALUATION

11.1  Parties agree that the value of Petroleum should reflect the actual price
received by the Contractor for the said Petroleum. Given that the Contractor
can demonstrate that Petroleum is being sold to an independent third party on
an arms length basis, then the Crude Oil shall be valued as the actual
revenyes received by the Contractor for sales of Crude OR at the
Measurement Point (adjusted if necessary for transportation, storage and
processing costs). If however such an independent third party sale cannot be
demonstrated, or at the discretion of the Confractor, then the Parties agree
that the value of the Crude Oil, if sold on International Markets, shall be
adjusted to the international market price for Crude Qil from time to time. In
this case, for the purpose of determining the value of the Petroleum taken and
disposed of by the Parties andior their assignees under this Agreement
during each Calendar Quarter, the Parties shall prior o the date of
Commercial Production, agree upon the basket of Crude Oil freely traded in
international markets and referred to in subparagraph a) below and the value
of the Petroleum shall be adjusted to refiect the weighted average of daily
f.0.b. prices for Agreement lerm of sales from Petroleum producing countries
in intemational markets for the same Calendar Quarter of such basket of
crude oil, it being understood that the following principles will apply:

a) The weighted average of the basket shall be such that the average
aravity of the basket and the average gravity of the Crude Oil
produced under this Agreement are equal; and

b) The prices for Individual referenced crude oil markers used within the
basket shall be based upon the numerical average of a daily report of
the actual price for each referenced crude oill marker as published in
agreed internationally recognised publications; and

c) Agjustment provisions will be incorporated into the basket formula to
take account of transportation costs involved in Crude Oil produced
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11.2.

11.3.

1.4

under this Agreement armving al a designaled sales point (where the
sales point is not the Measurement Point) and to lake account of
gravity vanation beyond a pre-agreed range; and

d) Unless agreed otherwise, the last calculated weighted average basket
price shall serve as the provisional price for a Calendar Quarter until a
new price is determined,

In the event that the Parties are unable to agree upon the basket of Crude Oil
envisaged in Article 11.1 above, or the principles relating thereto, then either
of the Parties may refer the question for a final, non-revisable determination
by an Independent expert designated by the UK Institute of Petroleum.
Pending such determination, the price shall be as determined in Article
11.1(d) above.

Natural Gas shall be valued at the actual revenues received |ess
transportation, slorage, treatment, processing, marketing, distribution,
liquefaction and all other associated costs incurred by Contractor beyond the
Measurement Point in supplying Natural Gas to customers beyond the
Measurement Paint,

The provision in Article 11.1, 11.2 and 11.3 will also be applicable in case the
Govermnorate decides that the Contractor will sell its Profit Oll or Profit Natural
Gas for the actual payment to be paid by the Contractor.

ARTICLE 12
ANCILLARY RIGHTS OF THE CONTRACTOR AND OPERATOR

1214

12.2.
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In addtion to the rights to carry out Petroleum Operations within the
Agreement Area, the Govemnorate shall provide or otherwise procure access
to Contractor to all existing facilities and infrastructure in the Agreement Area
owned by the Northern lraq Administration for the purpose of carrying out its
Petroleum Operations during the term of the Agreement, Such access shall
be on terms as regards access and tariffs no less favourable than those
offered to other persons or entities, in addition, in any case within the
Petroleum Law. The Contractor will reimburse the value determined, for the
supporting facilities utilised by the operation personnel (excluding Petroleum
Production faciliies), decided to be used by the Contractor. Such
determination will be made within two (2) months following the Transfer of the
Operations, by the Co-ordination Committee and the reimbursement 1o be
made within one (1) year in equal instalments. .

Provided that. the Govemorate are submitted information below, the
Contractor shall have the right to use, produce, reprocess and export all
existing geoscience, engineering, envircnmental and geodetic data (including
magnetic tapes and films) maps, surveys, reports, and studies It deems
necessary 10 carry oul Petroleum Operations hereunder including, but not
limited fo: magnetic surveys, seismic surveys, well logs and analysis, core
analysis, well files, geoclogic and geophysical maps and reports, reservoir
studies, reserve calculations, accurate geodelic co-ordinatas for the location
of all wells and seismic lines and all other pertinent data relative lo the
Agreement Area, which are owned by the Governorate. In the event that any
information is to be sold on confidential basis to any third party by the Parties
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12.6

127

(consent on which is required from the Parties) profit shall be distributed in
accordance with the share of Profit Qil under the Article 10.

The Contractor shall have the nght to conduct all geoscience, engineering,
environmental and geodetic studies t deems necessary lo carry out
Petroleum Operations under the Work Program. Said studies may include,
but are not limited 1o: seismic surveys, magnetic surveys, global positioning
surveys, aerial photography (oblaining relevant permits), collection of
soilwater/oll/rock samplas for scientific and environmental studies. Contractor
shall be granted access to and/or permission to fly subject fo obtaining
appropnate consents (which will not be unreasonably withheld or delayed)
over the Agreement Area to conduct said studies. Contractor shall have the
right to import equipment and supplies necessary to conduct said studies as
well as the right to export data, film and samples 1o laboratories outside the
Northern Iraq Administration to conduct such studies.

Subject to (i) pnor approval by the Co-ordination Committee; and (i) prior
consent and/or permit with any necessary local administration or
governmental bodies or Govemnorate and relevant landowners, the Contractor
and/or Operator shall have the right to clear the land, to dig, pierce, drill,
conslruct, erect, locate, supply, operale, manage and maintain pils, tanks,
wells, trenches, excavations, dams, canals, water pipes, factones, reservoirs,
basins, mariime storage facilities and such, primary distillation units,
separating units for first oil extraction, suilphur factories and other Petroleum
producing Installations, as well as pipelines, pumping stations, generator
units, power piants, high voltage lines, telephone, telegraph, radio and other
means of communication (including satellite communication syslems), plants,
warehouses, offices, shelters, personnel housing, hospitals, schools,
premises, underwater piers and other installations, means of transportation,
roads, bridges, and other means of transporiation, garages, hangers,
workshops, maintenance and repair shops and all the auxiliary services which
are necessary or useful to Petroleum Operations or related to them and, more
agenerally, everything that is or could become necessary or accessory to camy
out the Petroleum Operations but for the avoidance of any doubt in
accardance with the Current Legislation.

The agents, employees and personne! of both Contractor and Operator, or
Subcontractors may enter or leave the Agreement Area and have free
access, within the scope of their functions, to all installations put in place by
the Contractor or Operator or otherwise utilised in Petroleumn Operations.,

Subject to prior consent of any appropriate local governmental bodies and the
relevant landowners the Contractor shail have the right to utilise the upper
soll, mature timber, clay, sand, lime, gypsum and stones other than precious
stones, and any other similar substances, necessary for the performance of
Petroleum Operations only in accordance with the Current Legislation. The
Contractor may ulilise the water necessary for Petroleum Operations, on
condition that reasonable efforts are taken to minimise potentially adverse
effects on irrigation and navigation, and that land, houses and the watering
places are not adversely affected.

The Conftractor shall have the right to use existing pipeline and terminal
faciliies belonging o or under the control of the Northern Irag Administration
The Governorate shall assist in making these facilities available to the
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Contractor on terms with regard to access and tariffs that are no less
favourable than those made available to others.

ARTICLE 13
ASSISTANCE PROVIDED BY THE GOVERNORATE

131 To enable the Contractor to properly carry out the Petroleurn Operations, the
Governorate shall have the obligation to assist the Contractor upon request
o

a) provide the approvals or permnils needed to conduct Petroleum
Operations and to carry out associated business activities and to open
local and foreign bank accounts (for both local and foreign currency) in
Northern lraq Administration;

b) arrange for Foreign Exchange to be converted in accordance with the
principles set out in Article 18.9 of this Agreement;

c) use office space, office supplies, ransportation and communication
facilities and make arangements for accommodations as required;

d) assist with any custom formalities;

e) provide entry and exit visas and work permits for employees and their
family members of Operator, Contractor, their Affiliated companies
and Foreign Subcontractors, who are not citizens of Northem Irag
Administration and who come to Northern Ilrag Administration to
implement the Agreement and to provide assistance for their
transportation, fravel and medical facilities whilst in Northem Irag
Administration,

f) provide necessary permils to send abroad documents, data and
samples for analysis or processing during the Petroleum Operations;

a) contact and instruct appropriate departments and ministries of the
Northern Irag Administration and any other bodies controlied by the
Northern Irag Administration to do all things necessary to expedite
Petroleum Operations;

h) provide right of way, permits, approvals, and land usage rights
requested by Contractor and/or Operator for the construction of bases,
faciliies and installations for use in conducting Petroleum Operations; 14
and /

i) provide 10 the Contractor data and samples if such data and samples
exist concerning the Agreement Area other than those produced as a
rasult of Petroleum Operations.

ARTICLE 14
EASUREMENT OF PETROLEUM
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14.1 All Petroleum produced, saved and not used in the Petroleum Operations in
accordance with Article 10.2 shall be measured at the Measurement Point

approved in the Development Plan.

142 The Measurement Point shall be the very final facility among all facilities the
cost of which is included as a Cost and Expense recoverable from Cost
Recovery Pelroleum under the Agreement.

143 Al Petroleum shall be measured in accordance with standards generally
acceptable in the intemational Petroleum industry.  All measurement
equipment shall be installed, mainlained and operated by the Operator. The
instalied measurement equipment will have certificates of standards of
international organisation, The Parties shall be entitied periodically to inspect
the measuring equipment installed and all charts and other measurement or
test data at all reasonable imes. The accuracy of measuring equipment shall
be verified by fests at regular intervals and upon request by either Party,
using means and methods generally accepted in the international petroleum
industry.

144 Should a meter malfunction occur, Operator shall immediately have the meter
repaired, adjusted and corrected and following such repairs, adjustment or
correction shall have it tested or calibrated to establish its accuracy. Upon
the discovery of metering eror, Operator shall have the meter tesled
immediately and shall take the necessary sleps to correct any error that may
be discovered and after each case approval of the Govemorate on using the
meter is necessary.

145 In the evenl a measuring error is discovered, the Parties shall use all
reasonable efforis to determine the correct production figures for the period
during which there was a measuring efror and correct previously used
readings. Contractor shall submit to the Co-ordination Committee a report on
the corrections camed out. In determining the correction, Contractor s hall
use, where required, the information from other measurements made Inside
or outside the Development Area. If it proves impossible to determine when
the measuring error first occurred, the commencement of the error shall be
deemed to be the point in time halfway between the date of the previous tes!
and the date on which the existence of the measuring emor was firs!
discovered,

146 Al measurements for all purposes in this Agreement shall be adjusted to
standard conditions of pressure at sea level and lemperature at sixty degrees
Fahrenheit (60°F).

ARTICLE 15
NATURAL GAS

15.1 Associated Natural Gas

a) Associated Natural Gas produced within the Agreement Area shall be
used primanly for purposes related to the Production Operations and
production enhancement including, without limitation, oil treating, gas
injection, gas Iifting and power generation.
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b) Based on the principle of full utilisation of the Associated Natural Gas
and with no i mpediment to nomal p roduction of the Crude Oil, any
Development Plan shall include a plan of utilisation of Associated
Natural Gas. If there is any excess Associated Natural Gas remaining
in any Ol Field after utilisation pursuant 1o Article 15.1.a) above
(hereafler referred to as “Excess Associated Natural Gas®), the
Contractor shall carry out a feasibility study regarding the commercial
utilisation of such Excess Associaled Natural Gas.

i) If the Parties agree that Excess Associated Natural Gas has
no commercial value, then Operator shall act under the plan
approved by Co-ordination Committee, so that not to interfere
with normal oll production. Besides, in order to avoid any
doubt, both the pian and the Operator's activities under the
plan shall exclude poliution and correspond lo relevant
standards effective in Current Legislation

i) If the Parties agree that Excess Associated Natural Gas has
commercial value, they will endeavour 1o enter into gas sales
agreement(s) and/or other commarcial and/or technical
arrangements with Third Parties required to develop such
Natural Gas. Investiments in the faciiies necessary for
production, transportation and delivery of Excess Associated
Natural Gas shall be made by the Contractor. The construction
of facilities for such Production and utilisation of the Excess
Associated Natural Gas shall be carried out at the same time
as the Development Operations, or al any lime as may be
agreed to by the Parties.

i) I either Parly considers that Excess Assocated Natural Gas
has commercial value while the other considers that Excess
Associated Natural Gas has no commercial value, the one who
considers Excess Associated Natural Gas to have commercial
value may utilise such Excess Associated Natural Gas, al its
own cost and expense and without impeding the Production of
Crude Oil and without affecting the shares of Crude Qil and
Natural Gas otherwise to be allocated under the other
provisions of this Agreement, but if such Excess Associated
Natural Gas 15 not so utilised at any time or from time to time,
then such Excess Associated Natural Gas shall be disposed of
by the Operator in accordance with Article 15.1 b) i),

c) The price of Associated Natural Gas produced from the Agreement
Arega shall be determined by the Parties based on general pncing
principles taking into consideration such faclors as sales prices of
internationally transported gas delivered in Western Europe, quality
and quantity of the Associated Natural Gas (including the equivalent
substitute energy value) and the economics of Development. Unless
otherwise agreed, the Parties shall parlicpate in all gas sales
agreements entered into for the sale of Associated Natural Gas
produced from the Agreement Area in proportion to their Article 10
allocation rights. Gas sales prices shall be denominated in U S.§.
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d) Investments made in conjunction with the utilisation of both
Associated Natural Gas and Excess Associated Natural Gas, together
with investmenls incurred after approval of a Development Plan in
carrying out feasibility studes on the utilisation of Excess Associated
Natural Gas, shall be charged to Operation Expenses.

Non-associated Natural Gas

When any Non-associated Natural Gas s discovered within the Agreement
Area, the P arties s hall implement, within six (8) months, a new agreement
regarding the Appraisal and possible development and marketing of the Non-
associated Natural Gas in the domestic and international markets.

ARTICLE 16
TAXFISC GIM

161

16.2

163

164

16.5

16.6.

16.7.

16.8.

Priodeicon Sharing A geeww

This Article shall apply to each Contractor Party individually,

Each Contractor Party, Operator and their Subcontractors and Foreign
Employees shall be subject to Taxes in accordance with the Current
Legisiation. Each Contractor Party, Operator and their Subcontractors and
Foreign Employees shall be entitled to full and complete exemption from all
Taxes promulgated after the Effective Date of this Agreement axcept as
otherwise provided for in this Agreement,

It is acknowledged that Double Tax Treaties will have effect to give relief from
Taxes to, but not limited to, Operator, Contractor, Contractor Parties, Foreign
Subcontractors and Foreign Employees in accordance with the provisions of
such Double Tax Treaties, but not otherwise.

The Governorate, ils successors or assignees will assume, pay and
discharge, in the name and on behalf of each Operator, Contractor,
Contractor Party, Subcontractor, and their Employee’s all Tax liabilities during
the lerm of the Agreement. The Governorate will assume all Taxes to be
levied on the calculation of the local sales of the crude oll and/or petroleum
products price at the entrance of the local refinery or following the refining
process.

The obligation to assume, pay and discharge each Contractor Party's
payment set out above by Governorate in accordance with the provisions of
Article 16.4 shall fulfil the entire tax liability of each Contractor Party including
the VAT on local sales.

Each Contractor Party shall maintain its tax books and records both in local
currency and in U.S.$.

Governorate shall furnish to each Contraclor Party the proper official receipts
that evidence official payment that Contractor Party’s Tax liability for a
Calendar Year is fully satisfied, by 30 April following the Calendar Year.

Governcrate shall assume, pay and discharge any penalties, interest, fines or
similar levies for late payment of Tax liabilities as indicated in Article 16.4. in
respect of any Calendar Year.
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16.9. The Contractor will be entitled to offset the Taxes fo be paid by the
Governorate as indicated in Article 16.2. above, from the Govermnorale's share
as set our in Article 10.9., In case of the failure of the Governorate.

ARTICLE 17
ACCOUNTING, FINANCIAL REPORTING AND AUDIT

17.1  Contractor shall maintain books and accounts of Petroleum Operations in
accordance with the Accounting Procedure attached hereto as Annex B.
These shall be maintained in local currency of Northern lraq Administration
and in U.S.S in accordance with generally accepted international Petroleum
industry accounting principles. All books and accounts. which are made
available to the authorities in accordance with the provisions of the
Accounting Procedure, shall be prepared in English language.

17.2. The Accounting Procedure specifies the procedure 1o be used lo verify and
establish promptly and finally Contractor's Costs and Expenses under Article
10 of this Agreement.

17.3 Sales revenues, expenditures, financial results, tax liabilities, and loss carry-
forwards of each Contractor Party shall be determined in accordance with the
rules, nghis, and obligations set forth in this Agreement in so far as such
sales revenues, expenditures, financial resulls, tax labilities, and loss carry-
forwards are relatled to Petroleum Operations under this Agreement,

174 On annual basis Contractor shall submit to the Governmental agency an
internationally recognised audit’s report on Costs and Expenses incurred, that
under Article 10 should be compensated by Available Petroleum. The report
shall also include profit calculation pursuant to provisions of Article 16 of this
Agreement. Governorate shall have the nght to audit the books and accounts
maintained by Contractor,

ARTICLE 18
CURRENCY, PAYMENTS AND EXCHANGE CONTROL

181 Contractor and each Contractor Party, and their Affiliates, Subcontractors and
Operator shall have the nght to open, maintain, and operate Foreign
Exchange bank accounts both in and outside of Northern iraq Administration
and local currency bank accounts inside Northern Iraq Administration. Such
operations performed in Northern Iraq Administration will comply with Current
Legislation.

18.2 Contractor and each Contractor Party, and their Affiliates shall have the right
to transfer all funds received in and converted to Foreign Exchange in
Northern Iraq Administration without payment of Taxes, fees, duties or
impaosts to bank accounts outside Northern Iraq Administration.

18.3 Contractor and each Contractor Party, and their Affiiates and Foreign
Subcontractors shall have the right to hold, receive and retain oulside
Northern Irag Administration and freely use all funds received and derived
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184

185

1886

18.7

18.8.

189

from Petroleum Operations by them outside Northem Iraq Administration
without any obligation to repatriate or return the funds to Northern Irag
Administration, including but not limited to all payments received from export
sales of Contractor Parties' share of Petroleum and any sales proceeds from
an assignment of their interest in this Agreement.

Contractor and each Contractor Party, and their Affiliates, Foreign
Subcontractors and Operator have the right to import into Northern Irag
Administration funds required for Petroleum Operations under this Agreement
in Foreign Exchange.

Contractor and each Contractor Party, and their Affiliates and Foreign
Subcontractors shall have the right to pay outside of Northern lrag
Administration for goods, works and services of whatever nature in
connection with the conduct of Petroleum Operations under this Agreement
without having first to transfer to Northern Iraq Administration the funds for

such payments,

Whenever such a need arises Contractor and each Contractor Party and their
Affilliates, Foreign Subcontractors and Operator shall be entitled to purchase
local currency with Foreign Exchange and covert local currency into Foresgn
Exchange in accordance with provisions stipulated in legislation.

Contractor and each Contractor Party, and their Affiliates and Foreign
Subcontractors shall have the right to pay outside Northem Iraq
Administration principal and interest on loans used for funding Petroleum
Operations without having to first transfer to Northern Iraq Administration the
funds for such payment.

Contractor and each Contractor Party and their Affiliates, and Operator shall
have the right to pay, wages, salaries, allowances and benefits of their foreign
personnel working in Northern Iraq Administration in Foreign Exchange partly
or wholly outside of Northern Irag Administration.

Conversions of currency shall be recorded at the rate actuaily experienced in
that conversion. Expenditures and saies revenues in currency other than the
U.S.$ shall be translated to U.S.$ at the rates officially published by [ National
Bank of the Northern Iraq Administration ] at the close of business on the first
business day of the current manth.

ARTICLE 19
IMPORT AND EXPORT

19.1

19.2

Contractor, each Contractor Party and Affiliates and their agents and
Operator shall have the right to import into, export and re-export from
Northern Iraq Administration in accordance with the Current Legislation.

Contractor, each Contractor Party and Affiliates and their agents shall have
the right to sell any materials or equipment or goods which were used in
Petroleum Operations provided that such items are no longer needed for |
Petroleum Operations and the costs of such items have not been and are not

Producoum Shanng A greement
% %0




intended 10 be induded as Costs and Expenses recoverable from Available
Pelroleum.

183 Contractor, each Contractor Party, their customers and their carriers shall
have the right to e xport the s hare of P etroleum on behalf of Contractor or
each Contractor Party in accordance with Current Legislation.

19.4 Foreign E mployees and family members of Contractor and its Affiliates, (1s
agents and Foreign Subcontractors, shall have the right to import into and re-
export from Northern Irag Administration household goods and personal
property at any time in accordance with the Current Legisiation.

ARTICLE 20

OF ROC N SFER OF OWNERSHIP, AND

REGULATIONS FOR DISPOSAL

20.1  The Contractor, Contractor Parties, any purchaser from such parties and their

respective carriers shall, for the duration of this Agreement, have the right to
export from any export point selected by the Contractor for such purpose, the
share of Petroleum to which the Contractor is entitied under this Agreement
provided that access to such export point is not restricted generally on the
grounds of safety or national security and/or Current Legislation. Access lo
expor points shall be given to the above parties on a non discriminatory basis
and at rates no less favourable than those available in the country, or granted
to others by the Northern Irag Administration.

20.2. The transfer of title to each Contractor Party and Governorate of its share of

Petroleum shall be effective upon the lifting of that share by such Party at the
Measurement Point or, at the Parties” option, at some other point, approved
by Co-ordination Committee

20.3 The Parties shall each be entitted to designate (at their own cost) an
employee, independent company or consultant who shall check the lifting of
Petroleum from the Measurement Point or at such other point as may be
designated in accordance with Article 20.2.

ARTICLE 21

OWNERSHIP OF ASSETS

211

Ownership of any asset, whether fixed or moveable, acquired by or on behalf
of Contractor in connection with Petroleumn Operations hereunder shail vest in
the Northern Iraq Administration without consideration if both (i) the costs of
such asset have been recovered by Contractor under this Agreement, and (ii)
either the Agreement has come o an end or, If earfier, when the assel is no
longer required for Petroleum Operations by the Contractor. The Contractor
shall enjoy continued free, exclusive and unrestricted use of all assets at no
cost or loss of benefit to the Contractor untl the termination of this Agreement
or if earlier untll they are no longer required for Petroleum Operations. The
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Contractor shall bear the custody and maintenance of such assets and all
risks of accidental loss or damage thereto while they are required for
Petroleum Operations, provided however that all costs necessary to operate,
maintain and repair such assets and to replace or repair any damage or loss
shall be recoverable as Operation Expensaes from Avallable Petroleum in
accordance with the provisions of Article 10.

21.2 Whenever Contractor relinquishes any part of the Agreement Area, all
moveable properly located within the portion of the Agreement Area so
refinquished may be removed fo any part of the Agreement Area that has
been retained for use in Petroleum Operations.

21.3 The provisions of Articie 21.1 and 21.2 shall not apply to matenals or other
property that are rented or leased to Contractor, its Affiliates or Operator or
which belong to employees of Contractor, its Affiliates or Operator,

ARTICLE 22
INSURANCE, ENVIR NT TY AND LIABILITY

221 Contractor shall obtain and maintain such types and amounts of insurance for
the Petroleum Operations as are reasonable and such that they comply with
the Current Legislation and accepted international Petroleum industry practice
and standards.

222 Theinsurance, which may be obtained, may cover:

a) destruction and damage to any property held for use during Petroleum
Operations and classified as fixed capital and/or leased or rented
property and/or interasts in pipelines operated by the Contractor;

b} destruction of Crude Oil in storage,

c) liability to third Parties;

d) liability for pollution and expenses for cleaning up in the course of
Petroleumn Operations,

e) expenses for wild wel! control,

f) liability incurred by the Contractor In hiring land drilling rigs, vessels
and aireraft serving the Petroleum Operations; and

g) losses and expenses incumed dunng the transportation and storage in
transit of goods shipped from areas outside the Agreement Area.

22,3 The premiums of any insurance agresments regarding Petroleum Operations,
for which the Contractor itself is liable, shall in the e vent of any | nsurance
claim be considered as Costs and Expenses of Petroleum Operations
recoverable from Available Petroleumn

224, Itis understood thal, in order to meet their insurance obligations, insurance
providers used by Contractor may conclude reinsurance and co-insur.
agreements with any other insurance enterprises and organisations. (
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225 Notwithstanding the other provisions of this Agreement, the Contractor shall
indemnify and hold harmless the Northermn lraq Administration against all
losses, damages and liability arising under any claim, demand, action or
proceeding brought or instituted against the Northern Iraq Administration by
any employee of the Contractor or any Subcontractor or dependent thereof,
for personal injuries, industrial iliness, death or damage to personal property
sustained in connection with, related to or arising out of the performance or
non-performance of this Agreement regardless of the fault or negligence in
whole or in part of any entity or individual, provided, however, thal such
losses, damages and liabilities are not caused by or do not arise cut of the
performance or non-performance of this Agreement by the Northern Irag
Administration or Governorate and the Northem Iraq Administration or
Governoraie shall indemnify and hold the Contractor (including for this
purpose any Affiliate, the Operator and all Subcontractors) harmiess against
all such damage. losses and labilities.

226. The Contractor (including for this purpose any Affillate, the Operator and all
Subcontractors) shall Indemnify the Northern Iraqg Administration for all loss or
damage suffered by the Northemn Iraq Administration arising out of the
Contractor's Petroleum Operations if such Pefroleum Operations were not in
accordance with good cilfield practices or applicable laws, rules and
regulations and, notwithstanding the foregoing, for any ioss or damage to the
environment or any cultural or national monument arising out of conduct of
the Petroleum Operations; provided, however, that the Contractor (including
for this purpose any Affiliate, the Operator and all Subcontractors) shall have
no liability hereunder if and to the extent any loss and damage is caused by
or anses out of any breach of this Agreement (and any other agreements that
may be entered into by and between the Contractor, the Northern Iraq
Administration in respect of the Petroleum Operations) or breach of duty by
the Northem Iraq Administration. Notwithstanding the foregoing, the
Contractor (including for this purpose any Affiliate, the Operator and all
Subcontractors) shall not be liable to the Northem Irag Administration for any
punitive or exemplary damages or any other indirect or consequential
damages.

22.7. The Contractor shall not be responsible o the Northemn |raq Administration for,
and shall bear no cost, expense or liability of the Northern Iraq Administration
for, any claim, damage or loss to the extent such claim, damage or loss does
not arise out of a failure to conduct Petroleum Operations as provided in
Article 22.6. In amplification of the foregoing, the Contractor shall not be
responsible for any environmental condition or damage existing in the
Agreement Area prior 1o the commencement of Petroleum Operations or
caused by a Force Majeure event during the term of this Agreement. Existing
environmental conditions will be evidenced by an independent Third Party
through environmental baselfine study of existing environmental conditions to
be commissioned by the Confractor, at its own cost and expense (which shall
be included as Cosls and Expenses for the purposes of determining Cost
Recovery Petroleum, subject to prior approval by the Co-ordination
Commitiee) and shall be completed prior to the commencement of the
relevant Petroleum Operations in accordance with good oilfieid practices and
Current Legisiation related to the environmental issues. Such baseline study
shall be submitted to the Governorate and shall be incorporated in the
Environmental Impact Assessment to be prepared by the Contractor in
accordance with the environmental laws for the purpose of obtaining a permit
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22.8.

22.9.

for Petroleum Operations from the authority, which permit and any other
permits, authorsations and consents which are or may be applicable under
the Current Legislation, shail not be unreasonably withheld. Governorate
agrees to provide Contractor with all authorisations, permits, certificates and
other documents necessary for Petroleum Operations. If in the course of the
Petroleum Operations, the Governorate provides other areas for Contractor's
activities, then new environmental baseline studies shall be included in the
Development Plan that includes these areas. The Northern Iraq
Administration shall indemnify the Contractor against any claim, damage or
loss ansing from such pre-existing environmental condition or damage,
subject however, to the Contractor having taken reasonable and appropriate
precautions in conducting Petroleum Operations, it being understood that in
pursuing Petroleum Operations the Contraclor has assumed the nisk of
working in the Agreement Area, and provided., further, that such
indemnification shall not extend to any natural pre-existing condition.

In conducting Petroieum Operations, the Contractor shall operate according to
good oilfield practices and use bes! endeavours to minimise potential
disturbances to the environment, including the surface, subsurface, sea, ar,
flora, fauna, other natural resources and property. The order of priority for
actions shall be protection of life, environment and property.

The Contractor shail take all necessary steps to respond to, and shall promptly

notify the Governorate of, all emergency and other events (including
explosions, leaks and spills), occurring in relation fo the Petroleum Operations
which are causing or lkely to cause material environmental damage or
material risk to health and safety. Such notice shall include a summary
description of the circumstances and steps taken and planned by the
Contractor to control and remedy the situation The Contractor shall provide
such additional reports 10 the Authonty as are necessary in respect of the
effects of such events and the course of all actions {aken to prevent further
loss and to mitigate deleterious effects.

2210 Inthe event of emergency sitluations as set forth in 22.9, above, at the request

22.11.

of the Contractor, the Governorate, without prejudice and in addition to any
mdemnification obligations the Northem Irag Administration may have
hereunder, shall assist the Contractor, 10 the extent possible, In any
emergency response, remedial or repair effort by making available any
labour, materials and equipment In reasonable quantties requested by the
Contractor which are not otherwise readily available to the Contractor and by
facilitating the measures taken by Contractor to bring into Northern Iraqg
Administration p ersonnel, materials and e quipment to be used in any such
emergency response or remedial or repair effort, Contractor shall reimburse
the Northern Iraq Administration’s reasonable and necessary costs incurred in
such efforts, which reimbursed amounts shall be considered Cosls and
Expenses,

The Contractor shall not be liable to the Northemn Irag Administration or Third
Parties for any d amages caused by contamination e ntering the A greement
Area as a result of Northern lraq Administration, or Third Party activibes
beyond or within the boundanes of the Agreement Area. The Northern Irag
Administration shall be legally and financially responsible for any loss,
damage and liability, including remediation of environmental conditions which
may be required for safe conduct of the Petroleum Operations, caused by the
Northemn lraq Administration’s activities beyond or within the Agreement Area.
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2212

22.13.

22,14,

The Contractor shall not be liable for any loss or damage, Including but not
limited to spillage, explosion, contamination or similar environmental damage,
in respect of any storage facilties, pipelines or means of transportation which
are not under the direct possession and control of the Contractor or its
Affiliates or its Subcontractors or the Operator. In addition to the foregoing,
the Contractor shall not be liable for any damage whatsoever in respect of the
Northern Iraq Administration share of Petroleum, storage or transportation
thereof once Govemorate has taken custody of the Govemorate share of
Petroleum,

The Northern Iraq Administration shall make best efforts to ensure the safety
and security of the Contractor’s property and parsonnel in Irag and to protect
them from loss, injury and damage resulting from war (declared or
undeclared), civil conflict, sabotage. blockade, rict, terrorism, unlawful
commercial extortion, or organised crime. Notwithstanding anything to the
contrary contained herein, Contractor acknowledges and agrees that the
obligations undertaken by the Northern lraq Administration In this Article
22.13 are no greater than the general obligations of the Northern Irag
Administration towards citizens of Northern lraq Administration in respect to
the perils named above. Furthermore, Contractor agrees that it shall have no
claim for legal or equitable relief for failure of the Northern Iraq Administration
to comply with the provisions of this Article 22.13, except as may be permitted
by law,

Except as set forth in Article 28 hereof, it is understood and agreed that the
Northern Iraq Adminisiration shall not seek or declare any cancellation or
termination of this Agreement as a result of the occurrence of any emergency
avenl described in this Article 22

ARTICLE 23
PERSONNEL

23.1

23.2

Contractor shall be entitied to bring Foreign Employees into Northem Iraq
Administration in connection with the performance of Petroleum Operations.
The entry into Northern Iraq Administration of such personnel is hereby
authorised, and the Northem Iraq Administration authorised body shall issue
at the Contractor's request the required documents, such as entry and exit
visas, work permits and residence cards. At Contractor's request, the
Northern Irag Administration shall facilitate all immigration formalities at the
points of exit and entry into Northern Iraq Administration for the employees
and family members of the Contractor, its Affillates, Subcontractors, Operator,
agenits and brokers, The Contractor (or Operator on its behalf) shall contact
the appropriate coffices of the Northern lrag Administration to secure the
necessary documents, and to satisfy the required formalities.

The employees working within the scope of Petroleum Operations shall be
placed under the authority of the Contractor, its Affiliates, its Subcontractors,
agents or brokers or the Operator, each of which shall act individually in their
capacity as employers. The works, hours, wages, and all other conditions
relating to their employment shall be determined by the relevant employer of
such employees. In relation to employees whe are citizens of Northem Iraq
Administration their employment shall be in accordance with the Current
Legisiation To the extent that any expatriate personnel are engaged under
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an agreement subject to the Current Legisiation, that agreement shall comply
with the provisions of the Current Legislation. The Contractor, its Affikates, its
Subcontractors, agents or brokers however, shall enjoy full freedom in the
selection and assignment of their employees.

ARTICLE 24
FORCE MAJEURE

241

24.2.

25.2.

If as a result of Force Majeure, Conltractor is rendered unable, wholly or In
part, to carry out its obligations under this Agreement, other than the
obligation to pay any amounts due, then the obligations of Contracior, so far
as and to the extent that the obligations are affected by such Force Majeure,
shall be suspended during the continuance of any inability so caused, but for
no longer period. Contractor shall notify the Parties of the Force Majeure
situation within seven (7) days of becoming aware of the circumstances relied
upcn and shall keep the Governorate informed of all significant
developments. Such notice shall give reasonably full particulars of the said
Force Majeure, and also e stimate the p eriod of time, w hich C ontractor will
probably require to remedy the Force Majeure, Contractor shall use all
reasonable diligence lo remove or overcome the Force Majeure situation as
quickly as p ossible in an e conomic manner. The period of any such non-
performance or delay, together with such period as may be necessary for the
restoration of any damage done during such delay, shall be added to the time
given in this Agreament for the performance of any obligation dependent
thereon (and the continuation of any right granted) and to the term of this
Agreement.

For the purposes of this Agreement, “Force Majeure” shall mean a
circumstance, which s irresistible or beyond the reasonable control of
Contractor and which hinders the Operator to perfarm, or any other hindrance
of Contractor's performance not due to its fault or negligence.

No assignment, mortgage or charge or other encumbrance shall be made by
a Party of its rights obligations and interests arising under this Agreement
other than in accordance with the provisions of this Article 25 Any purported
assignment made in breach of the provisions of this Aricle 25 shall be null
and vold.

Save in the case of any assignment made pursuant to the provisions of
Articles 25 4, 255 and 256 the foliowing shall apply. Any Party wishing to
assign all or part of its rights and interests hereunder or in any circumstances
where there is deemed to be an assignment, the Party wishing to make the
assignment shall first give wrilten nolice to the other Parties specifying the
proposed terms and conditions of the assignment.

Following receipt of those terms and conditions, for a period of thirty (30) days
each Party shall have the preferential right to match the terms and conditions
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25.3

of the proposed assignment or deemed assignment. This right may be
exercised by any Party giving written notice of its intention to match the
relevant terms and conditions (the “Acceptance”) and thereafter the relevant
Parties shall negotiate all necessary documentation in good faith. If within a
further period of ninety (90) days from receipt of the Acceptance the relevant
parlies have not reached final agreement the Party s eeking 1o assign may
within a further period of thirty (30) days complete an assignment o a Third
Party on the s ame temms and conditions. F or the avoidance of d oubt any
assignment to a Third Party shall be subject to the assigning Party and the
Third Party complying with the provisions of this Article 25,

A Contractor Party may assign all or part of its rights, obligations and interests
ansing from this Agreement to a Third Party provided that the Third Party |

a) has the technical and financial ability to perform the obligations o be
assumed by it under the Agreement; and

b) as to the interest assigned to it, accepts and assumes all of the terms
and conditions of the Agreement.

Any such assignment shall be subject to the prior written consent of the
Governorate which consent shall not be unreasonably withheld or delayed.
By way of clarification, and not in limitation of the foregoing provisions of this
Article 25.3, the Northem Iraq Administration shall not be considered to be
acling unreasonably in declining to consent 1o any such assignment If the
assignment to such proposed assignee is deemed contrary to Northern Iraq
Administration interests, as evidenced by a writing to that effect signed by the
President, Prime Minister, Minister, Chancellor, or the Minister of Foreign
Affairs or Defence or there is an act of Parfiament to that effect

If within thirty (30) days following nofification of an intended assignment,
accompanied by a copy of the proposed deed of assignment and related
gocumentation with respect to the proposed assignee, including certified
financial statements and other evidence to the Northemn Irag Administration's
reasonable satisfaction of the matters set forth in Article 25.3 and such
documentation, which shall include evidence of the identity of owners of the
assignee, provided in the case of a company the stock of which is registered
on a recognised stock exchange, a copy of the documents identifying the
significant owners, as such concept is defined or used in the applicable laws
pursuant to which such company registered its stock, will satisfy the foregoing
requirements, and Its direct and indirect parent companies, including the
wdentity of the owners of the ultimate parent, subject to the foregoing proviso,
as may be reasonably necessary for the Northem Iraq Administration, and as
requested by the Northem Iraq Administration, to make a determination of
the Northern Iraq Administration interests as described above, the Northern
Iraq Administration has not given its written decision concerning such
assignment, then it shall be deemed that the Northern Iraq Administration has
declined to give such consent, p rovided that thereafter if upon the further
writlen request of the Contractor for a written decision, the Northern Iraq
Administration has not given a wrilten response of any kind within fifteen (15)
days after such further request, then the assignment shall be deemed
approved and the Northern Irag Administration shall execute an assignment,
in a form acceptable to the Northem Iraq Administration, accepting such
assignmenlt. This second request from the Contractor shall cite the provisions
of this paragraph and the Contractor shall obtain confirmation from the
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Northern Irag Administration that the request has been recelved. In the event
of the transfer of rights and obligations under the Agreement and License to a
Third Party, Contractor shall pay all costs associated with such transfer
incurred by the Agency and any tax or charge due on such transfer under the
Current Legislation,

254 A Contractor Party may assign all or part of its rights, obligations and interests
arising from this Agreement to another Contractor Party or Affiliate, without
prior consent of the Governorate, provided that any such Affiliate

a) has the technical and financial ability to perform the obligations to be
assumed by it under the Agreement; and

b) as to the interest assigned to It, accepts and assumes all of the terms
and conditions of the Agreement.

25.5 [Each reference in this Agreement to the Contractor shall be treated as
including each assignee to which an assignment has been made pursuant to
this Article 25. Each reference in this Agreement to Governorate shall be
treated as including each assignee o which an assignment has been made
by Govemorate pursuant to this Article 25.

256 Governorate may assign all or part of its rights, obligations and interests
arising from this Agreement (inciuding all or part of its right to lift & share of
Profit Olf) 1o a wholly owned legal entity or 1o any other sovereign state
authority having jurisdiction over the Agreement Area, with the prior consent
of the Contractor

25.7 Subject to the approval of the Governorate in the event of there being any
proposed assignment in accordance with the terms of this Articie 25 then to
the extent of the Interest assigned the assignor shall be released from all
further obligations and liabilities arising under the Agreement after the
effective date of the assignment. The assignee shall thereafter be liable for
the obligations arising from such interest in the Agreement except to the
extent provided in the Agreement.

- REEMEN | N UKL
AND WARRANTIES

26.1 In the course of performing the Petroleum Operations, the Operator and the
Parties shall be subject to all applicable laws, decrees and regulations.

26.2. The Northern Iraq Administration agrees and commits 1o Contractor, for the
duration of this Agreement, to maintain the stability of the legal, tax, financial,
mining's, customs and economsc import and export conditions of this
Agreement, Furthermore the Governorate hereby represents and warrants
that the Governorate already received the approval of the elected Parliament
of the Northem Iraq Administration, which authorises the Governorate to enter
into this Agreement.

26.3 The Parties agree to co-operate in every possibie way in order to achieve tha
objectives of this Agreement. The Northern lraq Admmnistration and its
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subdivisions shall facilitate the exercise of Contractor’s activities by granting it
all decreas, permits, resolutions, licenses and access rights and making
available to it all appropriate existing facilities and services under the control
of the Govemncrate so that the Parlies may derive the greatest benefit from
Petroleum Operations for their own benefit and for the benefit of the Northem
Iraq Administration.

264 If at any time after this Agreament has been signed there is a change In the
applicable laws, regulations or other provisions effecting Current Legislation
which to a material degree adversely affect the economic position of the
Contractor or any Contractor Party hereunder, the terms and conditions of
this Agreement shall be altered so as to restore the Contractor to the same
overall economic position as that which the Contractor would have been in
had this Agreement been given full force and effect without amendment

26.5 If the Contractor believes that its economic position has been adversely
affected, under Article 26.4 it may give notice to the Northern Irag
Administration and to Governorate describing how its position has been so
affected and the Parties shall thereafter promptly meet with a view to reaching
agreement on the remedial action to be taken, If matters have not been
resolved within 90 days or as otherwise agreed the matter may be referred to
arbitration by any Party in accordance with the provisions of Article 29

26.6 The Northern Iraq Administration within the Current Legislation and its
capacities warrants to the Contractor as follows!

a) The Northem Irag Administration has taken the appropriate steps
necessary to authorise the Governorate in  Northern Iraq
Administration {0 execute this Agreement on behalf of the Northem
Iraq Administration and has the power to do so,

b) The signatory to this Agreement on behalf of the Northemn Irag
Administration (in each of its capacities hereunder) is duly authorised
to bind Governarale in Northern lrag Administration;

c) Governorate in Northern Iraq Administration has been legally vested
by the Northern lraq Administration with the necessary power 10
authorise Petroleum Operations in the Agreement Area and to
compensate the Contractor by allocating to it a share of the Petroleum
produced in accordance with the terms of this Agreement.

d) Upon completion of the matters and procedures set out in Article 31
there is no other entity or authority whose approval or authorisation is
required lo permit the Contractor to enjoy and enforce its rights
hereunder.

26.7  Contractor, represents and warrants that;

a) It possesses the technical expertise and financial resources 10 fulfll the
obligations of Contractor under this Agreement,

b) The execution, delivery and performance by PetOil Petroleum and
Petroleum Products International Exploration and Production Inc. of
this Agreament are within the corporate powers of PetQil
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Petroleumand Petroleum Products Intemational Exploration and
Production Inc.;

c) PetOil Petroleum and Petroleum Products International Exploration
and Production Inc, have obtained all corporale consents, approvals,
authorisations and resolutions in accordance with its corporate
stalules and the applicable laws to empower PetOil Petroleum and
Petroleum Products International Exploration and Production Ing, t0
execute this Agreement, to undertake all of the obligations of
Contractor hereunder

ARTICLE 27
NOTICES AND CONFIDENTIALITY

271

27.2

Except as otherwise specifically provided, all notices authorised or required
between the Parties by any of the provisions of this Agreement, shall be In
writing in English and delivered in person or by registered mail or by courier
service or by any electronic means of transmitting written communications
which provides confirmation of complete transmission, and addressed 1o such
Parties as designated below. The ornginating notice given under any
provision of this Agreement shall be deemed delivered only when received by
the Party to whom such notice is directed, and the time for such Party to
deliver any notice in response to such originating notice shall run from the
date the originating notice is received. The second or any responsive notice
shall be deemed delivered when received. “Received” for purposes of this
Article with respect to written notice delivered pursuant to this Agreement
shall be actual delivery of the notice to the address of the Party to be notified
specified In accordance with this Article. Each Party shall have the right to
change its address at any time and/or designate that copies of all such
notices be directed to ancther person at another address, by giving written
notice thereof to all other Parties. The addresses for service of nolices on
each of the parties are as follows. -

Contractor: PetQll Petroleum and Petroleum Products International
Exploration and Production Inc,

Address: Koza Sokak No. 43GOP Ankara
Phone: +90 312 4403150
Facsimile: + 90 312 441 6026
441 6027
Contact person: H. Guntekin Koksal

Governorate

Address: Sulaimanyah, Rzgari Boulevard, Prime Minister's Headquarters
Phone: 31500 15

Contact person : [*]

Subject to the provisions of the Agreement, the Parties agree that all
infformation and data acquired or obtained by any Party in respect of
Petroleum QOperations shall be considered confidential and shall be kepl
confidential and not be disclosed during the term of the Agreement to any
person or entity not a Party lo this Agreement, except.
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a) To an Affiliate, provided such Affiliate maintains confidentiality as
provided herein;

b) To a govemmental agency or other entity when required by the
Agreement;

c) To the extent such data and information is required 1o be furnished in
compliance with any applicable laws or requlations, or pursuant to any
legal proceedings or because of any order of any court binding upon a
Party.

d) To prospective or actual Subcontractors, consultants and atiomeys
employed by any Party where disclosure of such data or information is
essential to such Subcontracior’s, consultant's or attorney’s work;

€) To a bona fide prospective transferee of a Party’s participating interest
(Including an entity with whom a Party or its Affiliates are conducting
bona fide negotiations directad toward a merger, consolidation or the
sale of a majority of its or an Affiliate’s shares);

f) To a bank or other financial institution to the exten! appropriate to a
Party arranging for funding;

Q) To the extent that any data or information which, through no fault of a
Party, becomes a part of the public domain.

Disclosure as pursuant to Article 27.2 (d), (e), and (f) shall not be made
unless prior to such disclosure the disclosing Party has obtained a written
undertaking from the recipient party to keep the data and information strictly
conficential for at least three (3) years and not to use or disclose the data and
information except for the express purpose for which disclosure is 10 be
made.

ARTICLE 28
TERMINATION AND BREACH

28.1

Al any time, If in the opinion of Contractor, circumstances do not warrant
continuation of the Petroleum Operations, Contractor may, by giving written
notice to that effect 10 the Governorate relinquish its nghts and be relieved of
its obligations pursuant to this Agreament, except such rights and obligations
as relaled to the period prior to such relinquishment. Neither this Agreement
nor any of the rights granted hereunder may be terminated as a result of any
act or omission of Operator save in the case where Operalor has carried out
an act or omilted to do something at the specific request of the Contractor
and Operator has previously advised the Contractor prior lo carrying out the
act or omitting to do something that to carry out that act or to omit to do the
relevant thing may result in this Agreement being lerminated.,
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The Governorate and/or the Northem Irag Administration is entitied lo
tarminate this Agreement by giving ninety (S0) days advance written notice
thereof to all Parties, when Contractor commits a material breach in relation
with its obligations indicaled in the Agreement or if Contractor has not
accomplished its warranties according to Article 26.7. The termination notice
will be effective at the end of the arbitration procedure in case the claim of
matarial breach is applied to arbitration as stipulated in Article 29,

ARTICLE 29

DISPU

28.1,

262

203

285

The Parties hereby consent to submit to the International Centre for
Settlement of Investment Disputes any dispute in relation to or arising out of
this Agreemenlt for settlement by arbitration pursuant to the Convention on the
Settlement of Investment Disputes.

The Parties agree that, for the purposes of Article 24(1) of the Convention,
any dispute in relation to or arising out of this Agreement is a legal dispute
ansing diweclly out of any investment, and this article has force only if all the
requirements of Article 29.1 are followed.

For the purposes of Article 24(2) of the Convention, it is agreed that, although
PetOil Petroleum and Petroleum Products International Exploration and
Production Inc. is a national of Republic of Turkey, shall be treated as a
national of that Northern lraq Administration for the purposes of the
Convention.

A Party need not exhaust administrative or judicial remedies prior to
commencement of arbitrage proceedings.

Any arbitrage tribunal, consisting of three arbitrators and constituted pursuant
to this Agreement, shall apply the provisions of this Agreement as
supplemented and interpreted by general pnnciples of the Current Legislation
and Laws of England as are inforce on the Effective Dale. In case these
principles are in conflict with each other, English Laws shall prevail. The seat
and venue of the arbitration will be London, United Kingdom, The arbitration
language will be English lanquage.

ARTICLE 30

TEXT

30.1.

TIC
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This Agreement shall be executed in two (2) originals in the in the English
language, which will be duly certfied by a competent authorised body
selected by the Northern Iraq Administration.
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31.1  This Agreement shall enter into force and effect in its entirety on the signing
date.

31.2 Transfer of Operations shall be conditional upon the fulfiiment of the following
items.

a) Govermorate has instructed and informed the relevant Tax authorities
of Northern Iraq Administration that the Governorate shall assume,
pay and discharge, in the name and on the behalf of Contractor,
Contractor's entire Tax kability for each Agreement Year; and

b) Governorate h as instructed a nd i nformed the customs a uthorities of
Northern Irag Administration that the Contractor shall be exempt from
all customms duties, levies, fees, etc.; and

c) Governorate has provided Contractor the written notice of the
realization of a and b above.

31.3. In case the Contractor fails to initiate the necessary administrative actions
(such as establishing an office in Sulaimaniyah, mobilizing professional
personnel into Northern Iraq Administration) within three (3) months following
the Transfer of Operations, or the Contractor fails to initiate the mobilization of
necessary equipment for proper appraisal of the existing fields in the
Agreement Area (such as workover fig or seismic field crew) within nine (S)
months following the Transfer of Operations, the G overnorate may terminate
this Agreement upon sixty (60) days prior written notice.

31.4 Within one month of the expiry of the nine (S) month period mentioned in
Clause 31.3 above, the Co-ordination Committee shall meet and approve
Contractor's proposal regarding the time of commencement of Development
Operations.

By execulion hereo!, the Governorate in Northern Iraq Administration, acting in its
capacity as the sovereign representative of Northem Irag Administration pursuant to
the Current Legisiation joins as a Party o the foregoing Production Sharing
Agreement as amended, and consents to the provisions thereof,

Signed and sealed this 14th day of January, 2003 in two (2) copies in English
language.

For Governorate For Contractor

By: /
./

Neme Dalf . 1. 6. Kakedod
Tite: __C brajnastan 0 f Mg
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Approved on behalf of the
Northern Iraq Administration

—
—
—
pre® p——

—_— p—S——

By“:‘\\v/k.o 3

Title:

Vi = 20035
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ANNEX B
ACCOUNTING PROCEDURE

Attached to and made part of the Production Sharing Agreement, hereinafter called the “"Agreement,”
signed as of the 14th day of January, 2003, by and between Sulaimaniyah Regional Government of the
Interim Joint Regional Administration of Northern lragq and PetOil Petroleum and Petroleum Products
International Exploration and Production Inc..

SECTION |

GENERAL PROVISIONS
11 Purpose.

1141 The purpose of this Accounting Procedure is to establish equitable methods for
determining charges and credits applicable to operations under the Agreement w hich
reflect the costs of Petroleum Operations to the end that no Party shall gain or iose in
relation to other Parties.

It s intended that approval of the Work Program and Budget as provided in the Agree-
ment shall constitute approval of the rates and allocation methods usad therein to cur-
rently charge the Petroleum Operations Account, but subject to verification by audit at &
later date as provided in the Accounting Procedure.

1.1.2 The Parties agree, however, that if the methods prove unfair or inequitable to Operator or
Non-Operators, the Parties shall meet and in good faith endeavour 10 agree on changes
in methods deemed necessary to corract any unfaimess or inequity

1.2 Conflict with Agreement. In the event of a conflict between the provisions of this Accounting
Procedure and the provisions of the Agreement to which this Accounting Procedure is attached,
the provisions of the Agreement shall prevail.

13 Definitions. The definitions contained in Atidle | of the Agreement to which this Accounting
Procedure is attached shall apply 1o this Accounting Procedure and have the same meanings
when used herein. Certain terms used herein are defined as follows:

"Country of Operations™ shall mean Northem Irag Administration.

"Material" shall mean personal property (including, but not imited to, equipment and supplies)
acquired and held for use in Petroleum Operations.

14 Petroleum Operations Account Records and Currency Exchange. i

/ 7
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1.41

142

143

144

Operator shall at all times maintain and keep true and cormrect records of the
production and disposition of all Petroleum, and of all costs and expenditures under
the Agreement, as well as other data necassary or proper for the settlement of
accounts between the Parties hereto in connection with their rights and obligations
under the Agreement and to enable Parties to comply with their respective applica-
ble income tax and cther laws.

Operator shall maintain accounting records pertaining 1o Petroleum Operations in
accordance with generally accepted accounting practices used in the intemational
petroleum industry and any applicable statutory obligations of the Country of
Operations as well as the provisions of the Agreement.

Petroleum Operations Account records shall be maintained by Operator in the
English language and in U nited S tates of America ("U.S.") curmrency and in s uch
cther language and currency as may be required by the laws of the Country of
Operations, Conversions of currency shall be recorded at the rate actually
experienced in that conversion. Currency transiations for expenditures and receipts
shall be recorded at the arithmetic average buying and selling exchange rates for
the Old lraqgi Dinar and the United States Dollars of the preceding month as
determined by the local market.

Any currency exchange gain or losses shall be credited or charged to the Petroleum
Operations Account, except as otherwise specified in this Accounting Procedure.

145 The accrual basis for accounting shall be used in preparing accounts
concerning the Petroleum Operations. If a "cash” basis for accounting is used.
Operator shall show accruals as memorandum items.

Statements and Billings.

151

Uniess otherwise agreed by the Parties, Operator shall submit monthly to each
Party, on or before the 10" Day of each month, statements of the costs and
expenditures incurmed during the prior month, indicating by appropriate classification
the nature thereof, the comesponding budget category, and the portion of such
costs charged to each of the Parties.

These statements, as a minimum, shall contain the following Information:

- advances of funds setting forth the currencies received from each Party

- the share of @ach Party in total expenditures

- the current account balance of each Party



186

1.7

152

153

154

- summary of costs, credits, and expenditures on a cumrent month, year-to-date,
and inception-to-date basis or other periodic basis, as agreed by Parties

- details of unusual charges and credits in excess of U.S. dallars $10.000 (US.$
the thousand)

Operator shall, upon request, furnish a description of the accounting classifications
used by it

Amounts included in the statements and billings shall be expressed in U.S. currency
and reconciled to the currencies advanced.

Each Party shall be responsible for preparing its own accounting and tax reports to
meet the requirements of the Country of Operations and of all other countries to
which it may be subject. Operator, to the extent that the information Is reasonably
available from the Petroleum Operations Account records, shall provide Non-
Operators in a timely manner with the necessary statements to faciltate the
discharge of such responsibility

. Upon approval of any Work Program and Budget, the Contractor will

provide all required estimaled cash requirements for the succeeding month's operations.

Audits.

1741

17.2

A Non-Operator, upon al least sixty (60) Days advance notice in writing to Operator
and all other Non-Operators, shall have the nght to audit the Petroleum Operations
Accounts and records of Operator relating to the accounting hereunder for any
Calendar Year within the twenty-four (24) month penod following the end of such
Calendar Year. The cost of each such audit shall be bome by Non-Operators
conducting the audit. It is provided, however, that Non-Operators must take written
excepbion to and make claim upon the Operator for all discrepancies disclosed by
said audit within said twenty-four (24) month period. Where thers are two or more
Non-Operators, the Non-Operators shall make every reasonable effort to conduct
jeint or simultaneous audits in a manner, which will result in a minimum of inconve-
nience to the Operator. Operator and N on-Operators s hall m ake e very effortto
resolve any claim resulting from an audit within a reasonable period of time.

A Non-Operator may a udit the records of an Affiliate of Operator relating to that
Affiliate’s charges. The provisions of this Accounting Procedure shall apply mutatis
mutandis to such audits.

Any information obtained by a Non-Operator under the provisions of this Section 1.8
which does not relate directly to the Petroleum Operations shall be kept confidential
and shall not be disclosed to any party, except as would otherwise be permitted by
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Article 27 of the Agreament.

173 In the event that the Operator is required by law to employ a public accounting firm
to audit the Petroleum Operations Account and records of Operator refating to the
accounting hereunder, the cost thereof shall be a charge against the Petroleum
Operations Account, and a copy of the audit shall be fumished to each Party.

Allocations. If it becomes necessary to allocate any costs or expenditures to or between
Petroleum Operations and any other operations, such allocation shall be made on an equitable
basis. Upon raquest, Operalor shall fumish a description of its allocation procedures pertaining
to these costs and expenditures



SECTION Il

DIRECT CHARGES

Operator shall charge the Petroleum Operations Account with all costs and expenditures incurred in
connection with Petroleum Operations. It s also understood that charges for services normally provided
by an operator such as those contemplated in Section 2.7.2 which are provided by Operator’s Affiliates
shall reflect the cost to the Affiliate, excluding profit, for performing such services, except as otherwise
provided in Section 2,6, Section 2.7.1, and Section 2.5.1 if selected.

The costs and expenditures shall be recorded as required for the settlement of accounts between the
Parties hereto in connection with the nghts and obligations under this Agreement and for purposes of
complying with the tax laws of the Country of Operations and of such other countries to which any of the
Parties may be subject. Without in any way limiting the generality of the foregoing, chargeable costs and
expenditures shall include:

21

2.2

Licenses, Permits, Etc. All costs, if any, atiributable to the acquisition, maintenance, renewal
or relinquishment of licenses, permits, contractual and/or surface nghts acquired for Petroleum
Operations when paid by Operator in accerdance with the provisions of the Agreement.

Salaries, Wages and Related Costs.

221 The employees of Operator and its Affiliates in the Country of Operations directly
engaged in Petroleum Operations whether temporarily or permanently assigned.

222 The employees of Operator and its Affiliates outside the Country of Operaticns
directly engaged in Petroleum Operations whether temporarily or permanently
assigned, and not otherwise coverad in Section 2.7.2.

223 Salaries and wages, including evenything constituting the employees' total

compensation. To the extenl not included in salaries and wages, the Petroleum
Operations Account shall also be charged with the cost to Operator of holiday,
vacation, sickness, disabdity benefits, kving and housing allowances, travel time,
bonuses, and other customary allowances applicable to the salares and wages
chargeable hereunder, as well as costs to Operator for employee benefits, including
but not limited to employee group life insurance, group medical insurance,
hospitalization, retirement, and other benefit plans of a like nature applicable to labor
costs of Operator. Operator's employees participating in Country of Operations
benefit plans may be charged at a percentage rate to reflect payments or accruals
made by Operator applicable to such employees, Such accruals for Country of
Operations benefit plans shall not be paid by Non-Operators, unless otherwise
approved by the Co-ordination Committee, until the same are due and payable o
the employee, upon withdrawal of a Party pursuant to the Agreement, or upon
termnation of the Agreement, whichever occurs first. -

-
- ? -
- -
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2.5.

224 Expenditures or contributions made pursuant to assessments imposed by
governmental authority for payments with respect thereto or on account of such
employees.,

225 Salaries and wages charged in a ccordance with O perator's usual practice, when
and as pald or accrued, or on a basis of the Operator's average cost per employee
for each job category; and the rates to be charged shall be reviewed at least
annually. In determining the average cost per employee for each job category,
expatriate and national employee salanes and wages shall be calculated separately,
During a given period of time it is understood that some costs for salares and
wages may be charged on an actual basis while the remaining costs for salaries and
wages are charged at a rate based upon the above described average cost

226 Reasonable expenses (Including related travel costs) of those e mployees whose
salaries and wages are chargeable to the Petroleum Operations Account under
Sections 2.2.1 and 2.2 2 of thes Saction Il and for which expenses the employees
are reimbursed under the usual practice of Operator.

2 5 g If employees are engaged in other activities in addition to the Petroleum Operations,
the cost of such employees shall be allocated on an equitable basis.
Employee Relocation Costs.
2.31 Except as provided in Section 2.3.3, Operator’s cost of employees' relocation to or

from the Agreement Area vicinity or location where the employees will reside or
work, whether permanently or temporarily assigned to the Petroleum Operations. I
such employee works on other activities in addition to Petroleum Operations, such
relocation costs shall be allocated on an equitable basis

23.2 Such relocation costs shall include transportation of employees, families, personal
and household effects of the employee and family, transit expenses, and all other
related costs in accordance with Operator's usual practice.

233 Relocation costs from the vicinity of the Agreement Area to another location
dassiﬂedasalorelgnlomtoonbyOpetawtshaﬂndbed\ageabbtomePeudwm
Operations Account unless such foreign location is the point of origin of the

employes.

Offices, Camp: Al cilities. Cost of maintaining any offices, sub-offices,
camps, warahouses. housmg andotherfadimes of the Operator and/or Affikates directly serving
the Petroleum Operations. If such facilities serve operations in addition to the Petroleum
Operations the costs shall be allocated to the properties served on an equitable basis.

Material. Cost, net of discounts taken by Operator, of Material purchased or fumished by
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2.7

Operator. Such costs shall include, but are not imited to, export brokers' fees, transportation
charges, loading, unloading fees, export and import duties and license fees associated with the
procurement of Material and in-transit losses, if any, not covered by insurance. So far as it is
reasonably practical and consistent with efficient and economical operation, only such Material
shall be purchased for, and the cost thereof charged to, the Petroleum Operations Accourt as
may be required for immediate use.

2.51 Purchasing Fee. When economical to do so, and required for the benefit of the
Petroleum Operations, Operator may request its Affiliates to provide purchasing,
expediting and traffic coordination services. Charges to the Petroleum Operations
Account for the provision of these purchasing services shall be based on the
Affiliate’s standard purchasing fee currently set at 5% on the amount of each
purchase order,

The fee shall ba reviewed periodically by Operator's Affiliates, and future changes
shall be made upward or downward as indicated by the Affiliate's cost experience
for the provision of these purchasing services. Any changes affecting the charges
to the Petroleum Operations Account shall be subject to notification by Operator and
approval by the Co-ordination Committee. Such charges shall be in lieu of any
charges for the same or similar services provided herein,

and Facilities of O or an 1

Charges for exclusively owned equipment, facilities, and utilities of Operator and its Affiiates at
rates not to exceed the average commercial rates of non-affiliated third parties then prevailing for
like equipment, facilities, and utilities for use in the area where the same are used hereunder.
On request, Operator shall fumish Non-Operators a list of rates and the basis of application.
Such rates shall be revised from time to time if found to be either excessive or insufficient, but
not more than once every six months.

Drilling tools and other equipment lost in the hole or damaged beyond repair may be charged at
replacement cost less depreciation plus transportation costs to deliver like equipment to the
location where used.,

Services.

271 The cost of services provided by third parties including Affilliates of Operator other
than those servicas covared by Section 2.7.2, Such charges for services by
Operator's Affillates shall not exceed those currently prevailing if performed by non-
affiliated third parties, considering guality and availabilty of services

27.2 The cost of services performed by Operator's Affikates technical and professional
staffs not located within the Country of Operation.



273 The charges for such services shall not exceed those currently prevailing i
performed by non-affiiated third parties, considering the quality and availability
of such services.

Examples of such sarvices include, but are not limited to, the following:
Geologic Studies and Interpretation
Seismic Data Processing
Well Log Analysis, Comelation and Interpretation
Laboratory Services
Well Site Geology
Project Engineering
Source Rock Analyss
Petrophysical Analysis
Geochemical Analysis
Drilling Supervision
Development Evaluation
Accounting and Professional Services

Other Data Processing

Costs shall include salarles and wages of such technical and professional
personnel, lost time, governmental assessments, employee benefits, and
reasonable expenses. Costs shall also include all support costs necessary for such
technical and professional personnel to perform such services, such as, but not
limited to, rent, utilities, support staff, drafting, telephone and other communications
axpensaes, computer support, supplies, and depreciation,

2.8 Insurance. Premiums paid for insurance required by law or the Agreement to be carried for the
benefil of the Petroleurn Operations,
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21

Damages and Losses to Property.

291

292

293

All costs or expenditures necessary to replace or repair damages or losses incurred
by fire, flood, storm, thefl, accident, or any other cause. Operator shall furnish Non-
Operators written notice of damages or losses incurred in excess of Twenty Five
thousand U.S. dollars (U.S. $ 25.000) as soon as practical after report of the same
has been received by Operator. All losses in excess of ten thousand U.S. dollars
(U.S. § 10.000) shall be listed separately in the monthly statement of costs and
axpenditures.

Credits for settliements recelved from insurance carried for the benafit of Petroleum
Operations and from others for lossas or damages to Joint Property or Materials.
Each Party shall be credited with its Participating Interest share therso! excepl
whera such raceipts are derived from insurance purchased by Operator for less
than all Parties in which event such proceeds shall be credited to those Parties for
whom the insurance was purchased in the proportion of their respective
contributions toward the insurance coverage.

Expenditures incurred In the settliement of all losses, claims, damages, judgments,
and other expenses for the account of Petroleum Operations.

Litigation and Legal Expenses. The costs and expenses of litigation and legal services
necessary for the protection of the Petroleum Operations under this Agreement as follows:

2101

210.2

Legal services necessary or expedient for the protection of the Pelroleum
Operations, and all costs and expenses of litigation, arbitration or other altemative
dispute resolution procedure, including reasonable attomeys' fees and e xpenses,
together with all judgments obtainad against the Parties or any of them arising from
the Petrolaum Operations.

if the Parties hereunder shall so agree, actions or claims affecting the Petroleum
Operations hereunder may be handled by the legal staff of one or any of the Partes
hereto; and a charge commensurate with the reasonable costs of providing and
furnishing such services rendered may be made by the Party providing such service
to Operator for the Petroleum Operations Account, but no such charges shall be
made untll approved by the Parties.

Taxes and Duties. All taxes, duties, assessments and governmental charges, of every kind and
nature, assessed or levied upon or in connection with the Petroleurn Operations, other than any
that are measured by or based upon the revenues, income and net worth of a Party.

If Operator or an Affiliate is subject to income or withholding tax as a result of services performed
at cost for the operations under the Agreement, its charges for such services may be increasad
by the amount of such taxes incurred (grossed up).

// P>
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212  Other Expenditures. Any other costs and expenditures incurred by Operator for the necessary
and proper conduct of the Petroleum Operations in accordance with approved Work Programs
and Budgels and not covered in this Section Il or in Section il
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SECTION I

INDIRECT CHARGES

Purpose Operator shall charge the Petroleum Operations Account monthly for the cost of
indirect services and related office costs of Operator and its Affiliates not otherwise provided in
this Accounting Procedure. Indirect costs chargeable under this Section Il represant the cost of
general counseling and support services provided to Operator by its Affliate. These costs are
such that it is not practical 1o dantify or associate them with specific projects but are for services
which provide Operator with needed and necessary resources which Operator requires and
provide a real benefit to Petroleum Operations. No cost or expenditure included under Section ||
shall be inciuded or duplicated under this Section 1.

Amount. The charge for the period beginning with the Calendar Year through the end of the
period covered by Operator's invoice ("Year-to-Date®) under Section 3.1 above shall be a
percentage of the Year-to-Dale expenditures, calculated on the following scale (U.S. Dollars).

Annual Expenditures
30 to $1.000.000 of expenditures = 4 %
Next $5.000.000 of expenditures = 3 %

Excess above $ 5.000.000 of expenditures = 2 %

Exclusions. The expenditures used to calculate the monthly indirect charge shall not include
the indirect charge (calculated either as a percentage of expenditures or as a minimum monthly
charge), rentals on surface rights acquired and maintained for the Petroleum Operations
Account, guarantee deposits, pipeline tariffs, concession acquisition costs and Taxes paid under
the Agreement, expenditures assoaated with major construction projects for which a separate
indirect charge is established hereunder, payments to third parties in settlament of claims, and
other similar items.

Credits arising from any government subsidy payments, disposition of Material, and receipts
from third parties for setlement of claims shall not be deducted from total expenditures in
determining such indirect charge.

Indirect Charge for Projects. As to major construction projects (such as, but not limited to,
pipelines, gas reprocessing and procassing plants, and final loading and terminalling facilities)
when the estimated cost of each project amounts to more than U.S. $ 15.000.000, a separate
indirect charge for such project shall be setl by the Coordination Committee at the time of

approval of the project.



a1

SECTION IV

ACQUISITION OF MATERIAL

Materials purchased for the Petroleum Operations Account shall be charged at
net cost paid by the Operator. The price of Materials purchased shall include, but shall not be
limited to export broker's fees, insurance, transportation charges, loading and unlbading fees,
import duties, license fees, and demurrage (retention charges) associated with the procuremeant
of Matenals, and apphicable taxes, less all discounts taken.

Materials Furnished by Operator. Materials required for o perations shall be purchased for
direct charge to the Petroleum Operations Account whenever practcable, except the Operator
may fumish such Materials from its stock under the following conditions:

421 New Materials (Condition "17). New Materals transferred from the warehouse or
other properties of Operator shall be priced at net cost determined in accordance
with Section 4.1 above, as if Operator had purchased such new Matenal just prior to
its transfer.

Such net costs shall in no event exceed the then current market price,

422 Used Materials (Conditions "2" and "37).

42241 Matarial which is in sound and serviceable condition and sutable for
use without repair or reconditioning shall be classed as Condition "2°
and priced at seventy-five percent (75%) of such new purchase net
cost at the time of transfer.

4222 Materials not meeting the requirements of Section 4.2.2.1 above, but
which can be made suitable for use after being repaired or
reconditioned, shall be classed as Condition "3" and priced at fifty
percent (50%) of such new purchase net cost at the time of transfer,
The cost of recondtioning shall also be charged to the Petroleum
Operations Account provided the Condition "3° price, plus cost of
reconditioning, does not exceed the Condition “2" price; and provided
that Material so classified meet the requirements for Condition "2"
Material upon being repaired or reconditioned.

4223 Material which cannot be classified as Condition "2 or Condition 3",
shall be pricad at a valua commensurate with its use,

4224 Tanks, derricks, buildings, and other items of Matersial involving
erection costs, if transferred in knocked-down condition, shall be
graded as to condition as provided in this Section 4.2.2 of Section IV,
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and priced on the basis of knockad-down price of lika new Material,

4225 Material including drill pipe, casing and tubing, which is no longer
useable for its original purpose but Is useable for some other purpose,
shall be graded as to condition as provided in this Section 4.2.2 of
Section IV. Such Material shall be priced on the basis of the current
price of items normally used for such other purpose | soid to third
parties.

. Whenever Material is not readily obtainable at prices specified in Sactions 4.1
and 4.2 of this Section IV because of national emergencies, strikes or other unusual causes over
which Operator has no control, Operator may charge the Petroleum Operations Account for the
required Material at Operator's actual cost incurrad procuring such Material, In making it suitable
for use, and moving it to the Agreement Area, provided that notice in writing, including a detatted
description of the Material required and the required delivery date, is furnished to Non-Operators
of the proposed charge at least 15 Days (or such shorter penod as may be specified by
Operator) before the Material is projected to be neaded for operations and prior to billing Non-
Operators for such Matenial the cost of which exceeds One Hundred thousand U.S. dollars (U.S.
$ 100.000). Each Non-Operator shall have the right, by so electing and notifying Operator within
10 Days (or such shorter period as may be specified by Oparator) after recsiving notice from
Operator, to fumish in kind all or part of his share of such Malerial per the terms of the notice
which is suitable for use and acceptable to Operator both as to quality and time of delivery
Such acceptance by Operator shall not be unreasonably withheld, If Matenal fumished is
deemad unsuitable for use by Operator, all costs incurred In disposing of such Material or
returning Material to owner shall be bome by the Non-Operator fumishing the same unless
otherwise agreed by the Parties, If a Non-Operator fails to properly submit an election notifica-
tion within the designated period, Operator is nol required to accept Matarial furnished in kind by
that Non-Operator  If Operator fails to submit proper notification prior to billing Non-Operators
for such Material, Operator shall only charge the Petroleum Operations Account on the basis of
the price allowed during a "normal” pricing period in effect at time of movement.

Warranty of Material Furnished by Operator. Operator does not warrant the Matenal

furnished. In case of defective Material, credit shall not be passed to the Petroleum Operations
Account until adjustment has been received by Operator from the manufacturers or their agents.
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SECTION V
DISPOSAL OF MATERIALS

Disposal. Operator shall be under no obligation to purchase the Interest of Non-Operators in
new or used surplus Matenals. Operator shall have the right to dispose of Materials but shall
advise and secure prior agreement of the Co-ordination Committee of any proposed disposition
of Materials having an original cost to the Petroleum Operations Account either individually or in
the aggregate of One Hundred Thousand U.S. Dollars (U.S. $ 100.000) or more. When
Petroleum Operations are relieved of Material charged to the Petroleum Operations Account,
Operator shall advise each Non-Operator of the original cost of such Material to the Petroleum
Operations Account so that the Parties may eliminate such costs from their asset records.
Credis for Material sold by Operator shall be made to the Petroleum Operations Account in the
month in which payment is received for the Matenal. Any Materia! sold or disposed of under this
Section shall be on an "as is, where is" basis without guarantees or warranties of any kind or
nature, C osts and expenditures incurred by Operator in the disposition of Matenals shall be
charged to the Petrolaum Operations Account,

Material Purchased by a Party or Affiliate. Material purchased from the Joint Property by a
Party or an Affiliate thereof shall be credited by Operator to the Petroleum Operations Account,
with new Material valued in the sama manner as new Materal under Section 4.2.1 and used
Material valued in the same manner as used Matenal under Section 4 .22, unless otherwise
agreed by the Co-ordination Committee.

Division In Kind. Division of Material in kind, if made between the Parties, shall be in proportion
to their respective Interests in such Material. Each Party will thereupon be charged individually
with the value (determined in accordance with the procedure setforth in Section 5.2) of the
Material recaived or receivable by it.

Sales to Third Parties. Material purchasaed from the Joint Property by third parties shall be
credited by Operator to the Petroleum Operations Account at the net amount collected by
Operator from the buyer, If the sales price s less than that determinad in accordance with the
procedure set forth in Section 5.2, then approval by the Co-ordination Committee shall be
required prior to the sale. Any claims by the buyer for defective materials or otherwise shall be
charged back to the Petroleum Operations Acoount if and when paid by Operator.
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SECTION VI

INVENTORIES

Inventories - Notice and Re At reasonable intervals, but at least
annually, inventories shall be taken by Operator of all Material on which detailed a ccounting
records are normally maintained. The expense of conducting periodic inventories shall be
charged to the Petroleumn Operations Account. Operator shall give Non-QOperators written notice
at least thirty Days (30) in advance of its intention to take inventory, and Non-Operators, at their
sole cost and expense, shall each be entitied to have a representative present. The failure of
any Non-Operstor to be represented at such inventory shall bind such Non-Operator to accept
the inventory takan by Operator, who shall in that event furnish each Non-Operator with a
reconcikation of overages and shorages. Inventory adjustments to the Petroleum Operations
Account shall be made for overages and shortages. Any adjustment equivalent to Fifty
Thousand U.S. Dollars (U.S.$ 50.000) or more shall be brought to the attention of the Co-
ordination Committee

Special Inventories. Whenever there (s a sale or change of interest in the Agresment, a
special inventory may be taken by the Operator provided the seller and/or purchaser of such
inferest agrees to bear all of the expense thereol. In such cases, both the seller and the
purchaser shall be entitled to be represented and shall be govemned by the inventory so taken,




