GUARANTEE

By

WESTERNZAGROS RESOURCES LTD.

FOR THE BEMEFIT OF

THE KUrDISTAN REGIONAL GOVERNMENT OF IRAQ

|GaRnLan]



GUARANTEE

THIS GUARANTEE, dated 25 July 2011, is by

(1} WesternZasros Resources Lvo., a company established and exsting under the laws of
the province of Alberta, Canada (the "Guaramtor"),

in favour of

(3}  Twe Kuroistam REcional GoveERMMENT OF [Rag (the "Bemeflclary™).

WeasternZagros Limited and the Beneficlary are parthes to a Production Sharing Contract (the "Contract”™)
dated 25 July 2011 In respect of the Garmian block in the Eurdistan Region of Irag. WestermZagros
Lirnited & a direct subsbdiany of the Guarantor. This Guarantes k& delivered pursuant to the Centract

L Definitions; Interpretation
i1 Definitions
1.1.1  Unbess defined in this Guarantes, terms defined in the Contract have the same
rnearing in this Guarantee.
1.1z Aswsed in this Guarantee:
“Beneflclary” = defined in the preamble.

"Business Day” means a day on which banks are open for general business In
Landon, England and Alberta, Canada.

"Demand” is dafined in clause 2.2
"Guarantesd Obllgations” |5 defined In clause 2.1
“Guarantor” = defined In the preamble.

“Minimurn Financial Commidtment Deficlency” means an amount, determined as
af the terminatbon date of the Contract, egual to the difference between:

{g}  theamount set owt InArticke 10.2(c) of the Contract; and
(y]  the sum of the following amaounts:

(1]  the amount the Contractor has expended with raspact to ts
obligations under Article 10.2 of the Contract, and
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{2]  the amount with respect to such obligations that the Contractor 5
mot required to expand In accordance with the Contract or any
walvers provided by the Benaficary.

“Person” means any individual, company, corporation, firm, partnership, joint
venture, association, organisation, state or agency of a state or other entity,
whether or not hawing separate legal personality.

Construction and Interpretation

1.2.1 Any reference to a clause or annex |s, unless otherwise stated, to a clause or
annex of this Guarantes.

1.2.2 Any reference to an “Article” s to an “Article” of the Contract.
1.2.3 Headings and sub-headings are for ease of reference only.

i Guarantee

2.1

12

2.3

Upon any termination of the Contract before the start of the Second Sul-feriod, the
Guarantor guarantees to the Beneficlary the due and punctual payrment by the
Contractor of the Minimum Financial Commitment Daficlency (if any) for the First Sub-
Period in the manner and currency prascribed by the Contract for payments by the
Contractor together with any Interest due with respect thereto as provided in the
Contract the “Guarantesd Obligations”].

The Guarantar will have no abligation in respect of 8 Guaranteed Obligation unless the
Guarantor has received a written dernand for payrnent {the "Demand”]. A Dermand
rvLst:

(a}  make specific reference to this Guarantee;
(b}  state the amount that s demandad and the Beneficianys calculation of the
Guarantead Obligatiomns;

ich state that the Beneficiary has not recelved payment of the Guaranteed Obligation
from the Contractor Entity an the date anwhich it became due and payable;

d)  state the date on which the Guarantesd Obligation became due and payabde by
the Contractor; and

(e}  provide the Beneficlary's wire instructions for the payment to the Beneficlany of
the Demand.

The Guarantor shall make payment to the Beneficlary in accordance with a Demand by
wire transfer of clearad funds, in Dodlars, in accordance with the Beneficiany's wire
instructions, and within 5 Business Days after recelpt of a Demand.

3. MNature of Guaramtes

11

12

This Guarantes k= an absolute, unconditional, and Irrevacable guarantee of payment
when due and not of collection, and whather by acceleration or othersisa.

The Beneficlkary |s not required to exercise any nght, assart any caim or demand, other
than as identifled In clause 2.2, or enforce any remedy whatsoeyver agalnst the
Contractor, a Contractor Entity, or any other Person before, or as a condition to,
exerciing any of the rights, powers, or remedies conferred upan the Beneficlary by this
Guarantee or by applicable law. Without limiting the generality of the foregolng, the
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Beneficiary will not be required to (1) take any actlon or abtaln judgment in any caurt
agalnst the Contractor, a Contractor Entity or any other Person, or (il to make o file any
claim or proof in a winding up or dissolution of the Contractor, a8 Contractor Entity or
any other Person.

Except as provided In clause 2.2, the Guarantor expressly wahes presentmant, demand,
protest, and motice of dishomour in respect of each Guaranteed Obligation.

Sulbect to clause b, the obligations of the Guarantor:

(2l

{bj

fc)

constitute continuing obligations, notwithstanding any sattlersent of acoount or
ather matter o thing whatsoever;

will mot be conslderad satisfied by any Intermediate payrment of the Contractor's
obligations in respect of the Guaranteed Obligations; and

will continue in full force and effect until the Guaranteed Obligations have been
pald in full to, and recelvad by, the Beneficlary in accordance with the Contract.

Subject to clause &, neither the ohlgations of the Guarantor pursuant to, nor the rights,
powers, and remedbes conferred upon the Benefictary by, this Guarantee or by law will
be discharged, impalred, or otherwise affected by:

2l

{bj

fc)

{d)

(e

]

e}

thi

(h

the winding up, dissolution, administration, reorganization, or moratorium of the
Contractor or any Contractor Entity or any change In its status, function, contrad,
or cwnership;

time or other indulgance, Including any cormposition, being granted or agreed to
be granted to the Contractor in respect of amy of the Guaranteed Obligations;

amy change In the time, manmer, or place of payment of, or any other tarm of, all
or any of the Guarantead Obligations, or any other extension or, compromise of
the Contractor, provided that none of the foregoing increases the amount of the
Guarantead Obligations,

amy reduction, Emitation, iImpalrment, or termination of any part of tha
Guaranteaed Obligations for any reason, including any claim of waiver, release,
surrender, alteration, or compromise;

amy Increase n the amount payable in respect of any Guaranteed Obligation,
provided that the Guarantor has prowvided its prior written consent to any such
increase which expressly states the Guarantor's intention that this Guarantes will
apply to such Increased amount;

the termdnation of the Contract or termination of & Contractor Entity's rights
undear the Contract, or amy withdrawal or abandonment by the Contractor or a
Contractor Entity of its Interests under the Contract;

amy direct o0 Indirect change in the cwnership of the Contractor Entity, Inchuding
by merger, arnalgarmation, by law, or otherwise,

amy tramsfer of all of any part of the Contractor or a Contractor Entity's interasts
under or in respect of the Contract;

amy dispute or clalm the Contractor or & Contractor Entity may have against the
Baneficiary;
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4.2

4.3

] the insodvency or bankruptoy of, or similar event affecting, the Contractor or a
Contractor Entity; or

ikl amy other circumstance o combimation of circumstances which might othersisa
constitute a defense avallable to, or & legal or equitable discharge of, the
Contractor or a Contractor Entity.

The Guarantor walwes any right to or clalm of any defense or setoff, counterclaim,
recouprment, or termination by reason of (i) the invalidity, iBegality, non-genuineness,
Irregularity, comgramise, unenforceabllity of, or any other event or occurmenca
affecting, any Guaranteed Obligation; (i} any claims, set-offs, or liabilities of &
Contractor Entity to the Guarantor o the Beneficlary; {Hi) any claims, set-offs, or
llabilities of the Guarantar in recpect of the Baneficiany; or (W) any ather reason
whatsoever.

This Guarantes will continue to be effective or be relnstated, as the case may be, i at
any time any payment (In whale or in part) of any Guaranteed Obligation is rescinded or
rmust otherwlise be restored by the Beneficlary upon the insclvency, bankruptoy, or
recrganization of the Contractor, & Contractor Entity, or otherwise, all as though such
payment had not been made. Any settlement or discharge between the Guarantor and
the Beneficlany will be conditional upon noe payment by the Contractor, 38 Contractor
Entity, or any other Person, to the Benefickary on the Contractor's behalf being avwided
ar reduced by wirtee of any laws relating to bankruptoy, insolvency, lguidation, or
sirnillar laws.

The Guarantoer shall make all payments to the Banaficlary free and clear of, and without
deduction for, any present or future taxas, withholdings, or ather charges of any nature
whatsoever Imposed by any taxing authority.

If any withhaolding or deduction from any payment to be made by the Guarantor (s
required im respect of amy taxas, then the Guarantor shall:

(g}  paydirectly tothe relesant autharity the full amount reguired to be so withheld
or deducted;

(b)  promptly forward to the Beneficlary an official receipt or other docurmentation
satisfactory to the Banefldary evidencing such payrment to such authority; and

ich pay to the Bereficlary such additional amount or amounts as ks necessany to
ensure that the net amount actually recetved by the Beneficlary will equal the full
amaount the Beneflcary would have received had no such withholding or
deduction been required.

If any taxes are directly asserted against the Beneficiary with respect to any payment
recalved by the Beneficlary from the Guarantor pursuant to this Guarantes:

(a} the Beneficlary may pay such taxes; and

(b}  the Guarantor shall indemnify the Beneficlary against any claim, demand, action,
lability, damages, cost, loss, or expense [including legal feas and any applicable
walue added tax) which the Beneficiary incurs as a result or arising out of or in
refathon to any fallure to pay or delay in paying any of any such tax, and prormptly
pay such additicnal amownts (Including, if iIncurred as & result of the Guarantor's
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ar the Contractor's acthon, amission or delay, any penalties, Interest or expenses)
&5 meCessary &0 that the net amount recelved by the Beneficlary, after the
payment of such taxes {including any taxes on such additional amount), will equal
the arnount the Beneficlary would have recelved had such taxes not baen
assarted.

Address for notices to Guarantor

The Benefidary must:

2}

(b)

fc)

rake amy Damand ar provide any notice and other communbcation to the
Guarantor in respect of this Guarantes in writing;

address such Demand, notice, or other communicatbon as provided in clause 5.1
(c); and

use one of the following methods to dellver such Demand or other notice or
communbcation, 2ach of which, for purposes of this Guarantee, i5 a writing: (1)
personal delivary; [2) emall [followed by delivery of the Demand, notlce or
cammunbcation by alr courber); or (3] a reputable, internationally recognlsed alr
courier, with all fees prepald, and sent to the Guarantor:

WesternZagros Resounces Lid,
Atentlon: M. Simon Hatfleld /Greg Stevenson

Suite GO0, 440 = 2nd A, 5.0

Calgary, Alberta T2P 5E9

Ermall: shatfield@westernzagros.com
gstevensonEwestern 2aEros.com

Effectiveness as to Guaranbor

5.2.1

5.2.2

5.2.3

5.2.4

A Demand, notice, or other communication will be effective as to the Guarantor
anly if: (3} the Baneficlany has complied with this clause 5; and {b) the Guarantor
has recelwed the Demand, motice, or other communication.

if a Dernand, motice, or other communication is deliverad in person to the
Guarantor, it will be considerad recead by the Guarantor by the date set forth
In the sligned racaipt.

If the Beneficary sends a Demand, notlce, or other communication to the
Guarantor by a reputable, Internationally recopnised air courer In accordance
with clause 5.1, the Demand, notice, or other communication will be considered
recaived by the Guarantor by the date set forth in the cigned recaipt.

If the Benefickary sends & Demand, notlca, or other communication by email to
the Guarantor and the ermail transmission (s followed by delivery of the Demand,
natice, or ather communication to the Guarantor by ale courler bn aocordance
with clause 5.1, the Demand, motice, or other communication shall be desmed 1o
have baen delivered to the Guarantor when the ematl Is received by the
Guarantor.
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53 Motlces to Beneflciary
The Guarantor shall give all notices or aother communications to the Beneflclary in

connection with this Guarantee im the same manmer as <2t forth in Article 44 of the
Contract for natices to the Beneflciary.

5.4 Change of Address
The Guarantar or the Beneficlary may changea its address as set forth In this clause 5 or
Articke 44 of the Contract, as applicable, by a notice to the other in accordance with this
clause 5.

Term

61 This Guarantee |s effective as of the date set forth in the preamble.

(] Subject to clawse 3.7, this Guarantea will ne longer be effective upon the first to occur
af: |1) completion of the Contractors performance of the Minimum Exploration
Obligations sat aut in Article 10.2 of the Contract, and [2) expenditure of the BMinlmum
Financial Cormmitrnent in respect of the First Sub-Perlod by the Contractor.

Representations and Warranties

The Guarantor makes the representations as set forth in its Letter of Representations and
W arranthes,

Arbitration; Indemndflcation

81 The Guarantar and the Beneficiary shall, esclusively, refer any dispute, claim or
controversy ansing out of er In connaction with this Guarantee (Induding a dispute,
clairm or controversy relating to any mon-contractual obligations arising out of or in
connection with this agreement] to and to be finally resobeed by arbitration under the
rubes of the London Court of International Arbitration, which rules are incorporated by
referance inta this clause 8.

E.2 The lanpuage of the arbitration will be English, and any award will be written In the
English language.

B3 The seat, or legal place, of the arbltration will be London, England.

B4 The arbitral tribunal will comprise one aribitrator directly appolinted by the London Court
aof International Arbitration.

BS The Beneficlary may seek enforcerment of an arbltral award by any court of competent
Jurlsdiction.

BE Aavy award must be expressed in Dollars.

E7 The arbitral award will be final and not subject to any appeal.

B& If any guesticn of law arises during the ariitral proceedings or arlses out of an award,

nielther the Beneficlary nor the Guarantor may make an application or bring an appeal
bo any court on a guestion of law, and the Beneficany and the Guarantor expressly
wane their respective rights to make an application or bring an appeal under the English
Arbitration Act 1997,

£q The Guarantos shall indemnify the Beneficiary from and against all costs and expensas
(including legal fees) incurred by the Baneficiary in the enforcement and protection of
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the Beneficlary's rights under this Guarantes.

Varlathon

51 This Guarantes may be amended only by a written agreament of the Beneficlary and the
Guarantor that identifies itself &= an amendment to this Guarantes.

0.2 The Beneficiary may walve any provision In this Guarantes only by a writing executed by
the Beneficlary. The Guarantor may walkve any provision in this Guarantee as to the
Guarantor onby by & writing executed by the Guarantor. & walver ar consent made on
ane aocasion will be effective only in that Instance and cnly for the purpose stated.

o3 Mo fallure or delay in exercising any right or remedy, or in requiring the satisfaction of
any condition, under this Guarantes by the Guarantor or the Baneficiary, and no act,
ornission or course of dealing batween the Benaficlary and the Guarantor, will operate
as a wakeer or estopgel of any right, rermedy, or condition.

Benefit; Assipnment

0.1 This Guarantes inures to the benefit of the Beneficlary and Its |and any subseguent)
successars and assigns, each of which shall be entitled to enforce this Guarantee against
the Guarantor.

10.2 The Guarantas is not entitled to assign or transfer all or any of 1ts rights, berefits, or
obligations hereundar unless the Beneficlary provides [ts prior written consent to the
Guarantor.

0.3 The Beneficiary [s entitled to assign all or any of its rights and benefits hereunder
withvout the prior weitten apgroval of the Guarantor.

0.4 Amry assignmeants in breach of this clause 10 will be void.

Severallity

If at any time any provision of this Guarantee s determined to be (llegal, invalid, or
unenferceable in any respect under the laws of amy jurisdiction, naither ([] the legality, validity or
enforceability of the remalning provisions of this Guarantee, nor (ii] the legality, validity or
enforceability of such provision under the laws of any other pursdbction, will, in any such case, in
amy 'way be affected or impaired thereby.

Governing Law
This Guarantee and all matters arising from or connected with it are govermed by English law.

[signature poge folliows. ]



WESTERNZAGROS RESOURCES LTo.

Accepted snd received far and on behalf of the
THE KurpisTan REGIOMAL GOVERNMENT OF IRAC:

Barharm Sadth

Prirne Binkster

Kyrdistan Regional Gowernment

O behalf of the Aegional Council

for the 04l and Gas Affairs of the Kurdistan Reglon - Irag

TS SR PR
Ashii Hawramd
Minister of Maturad Resources
Kurdistan Regianal Govemment
On ehalf of the Ministry of Natural Resowrces in the

Kurdistan Region

[Signatre page to Guerartee - Garmian]
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Accepted and racalved for and on bahalf of the
THE KURDIETAN REGIONAL GOVERNMENT OF lRAG:

Barham Sakh

Prirnee Wimister

Kurdistan Regional Government

On behalf of the Regional Council

far the Oil and Gas Affairs of the Eurdistan Regilon - Irag

Ashti Haveramil

Minster of Natural Besources

Kurdistan Regional Governimeant
On behalf of the Ministry of Natural Resources in the
Kurdistan Reglon

| Sigriure page 1o GUIraniee - Garmion |




