
BELIZE NATURAL ENERGY LTD 11212003 

where applicable and available, the following: 

1. Workmen's Compensation Insurance in full compliance with 
the laws of the applicable country and state of hire. 

2. Employer's liability Insurance. 

3. Commercial General Liability Insurance with Bodily Injury 
(other than automobile) 

4. Pollution Liability: Sudden and accidental pollution liability on 
a claims made basis. 

5. Umbrella Liability or Excess Insurance: Excess liability 
insurance pursuant to an "umbrella" policy covering claims III 

excess of the underlying insurance as set forth in (3) above. 

6. Automobile Liability: Coverage with Bodily Insurance and 
Property Damage with combined Single Limit per Occurrence. 

7. Energy Exploration and Development Policy: Blowout 
insurance covering cost of well control, redrilling and pollution 
liability. 

Such insurance will be purchased within limits that are mutually 
agreed to and acceptable based on international industry standards. 
Originals of all insurances obtained under Article XXVII, this 
para. 27.1 shall be lodged with the Inspector of Petroleum within 
thirty (30) days of execution of insurances. 

27.2	 The Contractor shall indemnify, defend and hold the Government 
harmless against claims, losses and damages, without limitation, 
claims for loss or damage to property or injury or death to persons 
caused by or resulting from only petroleum operations conducted 
by or on behalf of the Contractor, provided that the Contractor 
shall not be held responsible to the Government under this 
paragraph (27.2) for any loss, claim, damage or injury caused by 
or resulting from any negligent action of personnel of the 
Government. 

27.3	 Nothing contained in paragraph 27.3 above shall be construed to 
relieve the Contractor of his obligations of indemnification as set 
elsewhere out in this Agreement. 

ARTICLE XXVIII 

Assignment 28.1	 The Contractor may assign, transfer, conveyor otherwise dispose 
of any part or all of its rights or interest under this Agreement with 
the prior written consent of the Government, which consent shall 
not be unreasonably withheld. 

28.2	 Notwithstanding the provisions of paragraph 28.1, if the 
Contractor assigns to any affiliated company, the Contractor shall 
remain fully liable for the performance of this Agreement and 
shall be fully liable for the performance of any such assignee. 

28.3	 In the case of an assignment to any non-affiliated company, the 
Contractor shall provide to the Government an unconditional 
undertaking by the assignee to assume all obligations of the 
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Law of the 29.1 
Agreement 

Force Majeure 30.1 

Entire Agreement 31.1 
and Amendments 

Waiver 32.1 

32.2 

Contractor under this Agreement. Notwithstanding such 
undertaking, the Contractor shall remain jointly and severally 
liable with the assignee for performance of the obligations of the 
Contractor unless the Contractor assigns his entire interest under 
this Agreement. 

ARTICLE XXIX 

This Agreement shall be construed under, governed by and 
interpreted in accordance with the laws of Belize and such 
principles of international law as may be applicable. 

ARTICLE XXX 

Except as otherwise provided in this Article, each party shall be 
excused from complying with the terms of this Agreement, if such 
compliance is prevented by strikes, wars (declared or undeclared), 
acts of God, governmental intervention not otherwise addressed in 
this Agreement, third-party intervention, or by any act or cause 
that is reasonably beyond the control of such party, such causes 
being herein called "force majeure". In the event that either party 
hereto is rendered unable, wholly or in part, by any of these causes 
to carry out its obligations under this Agreement, such party shall 
give notice and details of force majeure in writing to the other 
party within thirty (30) days after the party giving notice of such 
force majeure is aware of its occurrence. In such cases, the 
obligations of the party giving the notice shall be suspended 
during the continuance of any inability so caused. The 
Government and Contractor will do all that is reasonably within 
their power to remove such cause. 

ARTICLE XXXI 

This Agreement embodies the entire agreement and understanding 
between the Contractor and the Government relative to the subject 
matter hereof, and supercedes and replaces any provisions on the 
same subject in any other Agreement between the parties, whether 
written or oral, prior to the date of this Agreement. This 
Agreement may not be amended, modified, varied or 
supplemented except by an instrument in writing signed by the 
Contractor and the Government. 

ARTICLE XXXII 

Performance of any condition or obligation to be performed 
hereunder shall not be deemed to have been waived or postponed 
except by an instrument in writing signed by the party which is 
claimed to have granted such waiver or postponement. 

No waiver by any party of anyone or more obligations or defaults 
by any other party in the performance of this Agreement shall 
operate or be construed as a waiver of any other obligations or 
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defaults whether of a like or of a different character. 

ARTICLE XXXIII 

Confidentiality 33.1 This Agreement and any confidential information of any party 
hereto which becomes known to the other party in connection with 
the performance of this Agreement shall not be published or 
disclosed to third parties without the former party's prior written 
consent, except as otherwise provided herein, and provided 
however that such other party may communicate confidential 
information to legal counsel, accountants, other professional 
consultants, underwriters, lenders, agents, contractors or shipping 
companies to the extent necessary in connection with this 
Agreement, with the obligation of the parties receiving such 
information to maintain confidentiality, or to an agency of the 
Government of the country of the Contractor having authority to 
require such disclosure. 

The term "confidential information", as used herein shall mean 
information identified as "confidential" by the party originally in 
possession of it and disclosed to the other party, excluding 
information previously known to the other party or information 
which is publicly known (except through disclosure of the other 
party in violation of this Article XXXIII) or information that 
comes into the legitimate possession of such other party. 

33.2 The confidentiality obligations of this Article XXXIII shall expire 
upon relinquishment of the area to which the information relates. 

ARTICLE XXXIV 

Notices 34.1 All notices and other communications required or permitted 
hereunder or any notices that one party may desire to give to the 
other party shall be in writing in the English language and deemed 
to have been properly delivered if personally handed to an 
authorized representative of the party for whom intended, or sent 
by registered airmail, cable, telex, facsimile and/or e-mail, at or to 
the address of such party for whom intended, or such other 
addresses as any party may from time to time designate by notice 
in writing to the other party. 
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EXHIBIT "A" 

THIS EXHIBIT"A" is attached to and is incorporated as part of the award and delivery of 
",,6 

acreage dated this). day of \~",,,,,d.I(1-' 2003 from Government of Belize (GOB) to 

Belize Natural Energy Ltd. (BNE Ltd), covering 470 Sub-sectors or 467,672 acres more or 

less. 

ACREAGE DESCRIPTION 

SECTOR SUB-SECTORS NO. SUB

SECTORS 

AREA 

(ACRES) 

138 C,D,E,H,I,J,M,N,O,R,S,T,W,X,Y and parts of B,G,L,Q,V >15 15522 

139 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

140 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

156 Parts ofX,Y <1 786 

157 C,D,E,H,I,J,M,N,O,R,S,T,W,X,Y and parts of B,G,L,Q,U,V >15 16426 

158 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

159 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

175 A,B,C,D"E, F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

176 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

177 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

193 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

194 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

195 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

196 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

ill A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

212 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X, Y 25 24710 

213 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

214 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

228 C,D,E,H,I,J,M,N,O,R,S,T,W,X,Y 15 14826 

229 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

230 A,B,C,D"E,F,G,H,I,J,K,L,M,N,O,P,Q,R,S,T,U,V,W,X,Y 25 24710 

TOTAL: >470 467672 
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EXHIBIT "B" 

MAP OF CONTRACT AREA 
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EXHIBIT "C"
 

SECURITY - GUARANTEE
 

Ministry of Finance, 
Government of Belize, 
Belmopan, Belize 

Gentlemen, 

RE: OUR IRREVOCABLE LETTER OF GUARANTEE NO.1 OF 2003. 

In compliance with the request of BELIZE NATURAL ENERGY LTD. ("the Contractor"), we 

INTERNATIONAL NATURAL ENERGY LLC, (Parent Company of BELIZE NATURAL 

ENERGY LTD.) issue this unconditional irrevocable letter of guarantee in your favour for a 

sum not exceeding One (1) Million United States Dollars (US $1,000,000.00), which 

represents twice the total minimum exploration expenditures set forth in paragraph 6.1.1 of the 
"'~ Agreement ("Agreement"), dated r January, 2003, between the Contractor and the 

Government of Belize ("Government"), relating to petroleum exploration, development and 

production in the territory of Belize, to guarantee the Contractor's faithful performance of its 

minimum exploration expenditures obligations as provided for in the Agreement, the said sum of 

One (1) Million United States Dollars (US $1,000,000.00) is to be reduced at the end of each 

contract year, as defined in the Agreement, by the amount stipulated to be expended in such 

contract year, if such amount is in fact expended as evidenced by a signed certificate from the 

Government, provided, however, that said sum shall under no circumstances be reduced below 

the stipulated minimum exploration expenditures for the remaining contract year of the Initial 

Exploration Period, as set forth in paragraphs 6.1.1 of the Agreement, as evidenced by a signed 

certificate from the Government. 

The terms and conditions of this Letter of Guarantee are as follows: 

1.	 A sum not exceeding fifty percent (50%) shall be paid to you upon our receipt of your 

written statement that the amount claimed is duly payable under the Agreement. 

2.	 We hereby waive diligence, presentment, demand for payment, protest, any requirement 

that the Government exhaust any right or power or take any action against the Contractor, 

all notices (whether of non-payment by the Contractor, dishonour, protest or otherwise) 

and all demands whatsoever. Our obligations hereunder are continuing, absolute and 

unconditional, and will not in any way affected by giving of time or any forbearance by the 

Government, the waiver or consent by the Government with respect to any provisions of 

the Agreement, and irrespective of the validity, regularity, enforceability or value of the 
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Agreement, or by any other circumstances which might otherwise constitute a legal or 

equitable discharge or defense of a surety or guarantor, all of which are hereby expressly 

waived. 

3.	 The obligations hereunder shall be paid in United States Dollars to the bank account 

designated by the Government, free and clear of and without reduction by reason of any 

and all present and future taxes, levies, assessed, imposed or collected with respect thereto 

by the Government of or any political subdivision or taxing authority thereof of therein. 

We shall bear connection with this Letter of Guarantee. 

4.	 In order to give effect to this Letter of Guarantee, we hereby declare that the Government 

shall be at liberty to act as though we were the principal debtor, and we hereby waive all 

and any of the rights as surety which may at any time be inconsistent with any of the above 

provisions. 

5.	 Any claim or demand under this Letter of Guarantee shall be presented, to us on or before 

the expiration of the date of the validity of the Letter of Guarantee. 

G.	 This Letter of Guarantee shall be effective the date of Production Sharing Agreement 

(PSA) and expire ninety (90) days after the end of the Initial Exploration period as defined 

in the Agreement, and thereafter automatically without any formality become null and void 

for all its effects and this Letter of Guarantee shall be returned to us immediately. 

Yours very truly, 

-~-
MICHAEL USHER 

FOR INTERNATIONAL NATURAL ENERGY LLC 
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EXHIBIT "D"
 
LETTER OF ASSURANCE
 

INTERNATIONAL NATURAL ENERGY LLC 

January 2, 2003 

Ministry of Natural Resources & the Environment 
Geology & Petroleum Department 
Belmopan City 
Cayo District 
Belize 

Attention: Ms. Evadne Wade 

Dear Sirs, 

Re: Assurance & Guarantee of Performance by Belize Natural Energy Limited 

This letter serves to inform you, inter alia, that Belize Natural Energy Limited ("BNE"), 
a Belizean corporation, is a subsidiary of our company International Natural Energy LLC, a 
Nevis corporation. Under this structure, International Natural Energy LLC shall procure the 
necessary financing for the intended oil exploration project and petroleum operations of BNE, 
whether by way of dept or equity financing. BNE, with the financing from our company, will 
then carryon all petroleum operations in Belize in pursuance of a production sharing agreement 
to be agreed between BNE and the Government of Belize ("Government"). 

We understand that the Government is concerned as captioned above with the 
performance by BNE of the works, expenditures and petroleum operations as BNE has 
represented and agreed that it shall do in accordance with the proposed production sharing 
agreement with the Government of Belize. 

In furtherance of discussions and representations of legal representatives of BNE in 
respect thereof, we wish to formally and irrevocably undertake hereby that any funds raised by 
International Natural Energy LLC, a Nevis corporation, shall be used to finance BNE's 
petroleum operations in Belize to the extent necessary to meet its obligations under the said 
proposed production sharing agreement (PSA). We currently maintain an account with 
Provident Bank & Trust of Belize Limited in which we already hold in or about Seven Hundred 
Fifty Thousand Dollars United States Currency. These funds shall be directed to the financing 
of BNE's petroleum operations in Belize. 

We are hopeful that this undertaking shall satisfy your concerns of BNE's performance. 
We assure you that BNE and International Natural Energy LLC are totally committed to this 
endeavour and to its success. 

We further guarantee up to limit of liability of Five Hundred Thousand Dollars United 
States Currency (US$500,000.00) ("Guarantee Sum") BNE's faithful performance of its 
minimum exploration expenditure obligations as provided for in the said PSA. The said 
Guarantee Sum is to be reduced at the end of each contract year, as defined in the PSA, by the 
amount stipulated to be expended in such contract year, if such amount is in fact expended as 
evidenced by a signed certificate from the Government, provided however that the said sum shall 
under no circumstances be reduced below the stipulated minimum exploration expenditures for 
the remaining contract year of the Initial Exploration Period, as set forth in paragraph 6.1.1 of the 
PSA, as evidenced by a signed certificate from the Government. 
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The terms and conditions of this Guarantee are as follows: 

1.	 A sum not exceeding the above-mentioned Guarantee Sum shall be paid to you 
upon our receipt of your written statement that the amount claimed is duly payable 
under the PSA. 

2.	 We hereby waive diligence, presentment, demand for payment, protest, any 
requirement that the Government exhaust any right or power or take any action 
against BNE, all notices (whether of non-payment by BNE, dishonour, protest or 
otherwise) and all demands whatsoever. Our obligations hereunder are continuing, 
absolute and unconditional, and will not in any way affected by giving of time or 
any forbearance by the Government, the waiver or consent by the Government 
with respect to any provisions of the PSA, and irrespective of the validity, 
regularity, enforceability or value of the PSA, or by any other circumstances which 
might otherwise constitute a legal or equitable discharge or defense of a surety or 
guarantor, all of which are hereby expressly waived. 

3.	 The obligations hereunder shall be paid in United States Dollars to the bank 
account designated by the Government, free and clear of an without reduction by 
reason of any and all present and future taxes, levies, assessed, imposed or 
collected with respect thereto by the Government or any political subdivision or 
taxing authority thereof or therein. We shall bear connection with this Guarantee. 

4.	 In order to give effect to this Guarantee, we hereby declare that the Government 
shall be at liberty to act as though we were the principal debtor, and we hereby 
waive all and any of the rights as surety which may at any time be inconsistent 
with any of the above provisions. 

5.	 Any claim or demand under this Guarantee shall be presented to us on or before 
the expiration of the date of the validity of this Guarantee. 

6.	 This Guarantee shall be effective the date of execution of the Production Sharing 
Agreement (PSA) and expire ninety (90) days after the end of the Initial 
Exploration period as defined in the PSA, and thereafter automatically without any 
formality become null and void for all its effects and this Guarantee shall be 
retuned to us immediately. 

Yours sincerely, 
INTERNATIONAL NATURAL ENERGY LLC 

~~, 
PER:	 MICHAEL USHER 

DIRECTOR 
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IN WITNESS WHEREOF, the Government and the Contractor have hereunto set their hands and 

seals the day and year first herein before written. 

SIGNED, SEALED AND DELIVERED BY 
the above-named HONOURABLE JOHN BRICENO ,(; , 
for and on behalf 
of the Government of Belize 
in the presence of: 

SIGNED, SEALED AND DELIVERED BY 

SUSAN MORRICE FOR f---r------__/__~ 
BELIZE NATURAL ENERGY LTD. EFOR 

GYLTD. 

in the presence of: 

f~,~ t L,).L 
WITNESS 

I, JOHN BRICENO of Belmopan, hereby acknowledge that I did sign, seal and deliver the 
within-written document as my act and deed. 

"J 
Acknowledged at BELMOPAN this ~ day of .~~ ~J' 2003. 

Before me, 

I 
..,...J-. < v 

BE IT REMEMBERED, that on the '7 day of JL~:::> 2003 personally appeared 

before me the within named JOHN BRICENO and acknowledged before me that he did sign, 

seal and deliver the within-written instrument as his act and deed and that the signature of JOHN 

BRICENO is in his writing. 
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1, EVADNE L. WADE MAKE OATH AND SAY as follows: 

I. 1 am subscribing witness to the execution of this agreement by SUSAN MORRICE 

FOR BELIZE NATURAL ENERGY LTD. 

2. 1 was present and did see SUSAN MORRICE FOR BELIZE NATURAL ENERGY 

LTD. sign, seal, and deliver this agreement as her act and deed. 

3. is in the proper handwriting of SUSANThe Signature~, fLt ~.c~, 
MORRICE FOR B~~'~ATU'LENERGY LTD. and the signature" 'f!"/<J."-,, d" Lc)~ 

" is my own proper handwriting. 

SWORN AT BELMOPAN 
TI-IIS 3AI) DAY OF'~) D/1.. e-iil<}':j, 2003 

J 

i'~"J..J ,Ilv:l( 
WITNESS 

Before me, 

C 

.-) --\
BE IT REMEMBERED that on the ~ day of ()~~3 2003, personally appeared before 

me the within-named EVADNE L. WADE and made oath that she was a subscribing witness to 

the execution of this AGREEMENT by SUSAN MORRICE FOR BELIZE NATURAL 

ENERGY LTD. and was present and did see SUSAN MORRICE FOR BELIZE NATURAL 

ENER Y LTD. sign, seal, and deliver this agreement as her act and deed and that the signature 

( . f-", r ~: "is in her proper handwriting. 
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I hereby certify that I have count the within-written document and that it contains two hundred 

and seventy-three (273) folios of seventy-two words each and forty-four (44) words over and no 

more. 

AS WITNESS my hand this ~ of 1onuory, 2003. 

s 

THIS DOCUMENT was prepared in the Geology & Petroleum Department for the Inspector 

of Petroleum for and on behalf of the Government of Belize. 

INSPECTOR OF PETROLEUM 
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INCOME TAX COMMISSIONER'S BULLETIN
 

1.1 
; 1.2 

1.3 
1.4 
1.5 
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1.7 
1.8 
1.9 
1.10 
1. 11 
1.12 
1.13 

Article I General Provi sions 

Definitions 
Inconsistency 
Accounting Records and Reports 
Language - and Units of Account 
Tax Accounting Principles 
Accrual Basis 
Definitions of Capital and Operating Expenditures 
Depreciation , , ~ 

Arm's Length Transactions 
! ; 
,'1 

General Exclusions 'I,

Currency Exclusions 
, 

Revision of the Accounting Procedure 
Acceptance of Costs 

Articlell Petroleum Operations Expenditures 

2.1 Definition for the Purpose of Determining Compliance with the Minimum 
Exploration Expenditures Commitment 

j1 
2.2 Definition for the Purpose of Article IX ., ' 

}j 
,I 
., 

Article III Accounting Methods and Principles 
-~' 

. 

3.1 
3.2 
3,3 
3.4 
3.5 
3.6 

, 3.7 
3.8 
3.9 

Labour Costs 
Material Costs 
Technical Services Costs 
Insurance and Claims 
Legal and Litigation Costs 
General Administration and Services 
Interest, etc 
Office Costs, etc. in Belize 
Example of Production Share Calculation 

:, 
: 

i 
I 
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1.1 

1. 2 

ACCOUNTING 1.3 
RECORDS AND 
REPORT 

.' LANGUAGE 14 
AND UNITS OF 
ACCOUNT 

TAX ACCOUNTING 1. 5 
PROCEDURES 

1.5.1 

ARTICLE I 

GENERAL PROVISIONS 

The Accounting Procedure described herein is to be 
followed and observed in the performance of both parties' 
obligations under this Agreement. The definitions appearing 
in Article I of this Agreement shall also apply to this Exhibit. 

In the event of any inconsistency or conflict between the
 
provisions of this Exhibit and the other provisions of this
 
Agreement, then the other provisions of this Agreement shall
 
prevail.
 

(a) The Contractor shall establish and maintain at its business
 
office in Belize complete accounts, books and records of all
 
revenues, costs and expenses relating to all Petroleum
 
Operations hereunder in accordance with generally accepted
 
procedures and standards in the international petroleum
 
industry. Such accounts, books, records and reports will be
 
available for the Inspection and use of the Government and
 
its representatives in carrying out its supervisory function
 
under the Agreement.
 

(b) Wi thin thirty (30) day s of the Effective Date of this
 
Agreement, the Contractor shall submit to and discuss with
 
the Government a proposed outline of charts of accounts,
 
books, records and reports, which outline shall be in
 
accordance with generally accepted and recognized
 
accounting systems applied by Certified Public Accountants
 
in the United States of America and consistent with modern
 
petroleum industry practices and procedures. Within ninety
 
(90) days of receiving the above submission, the
 
Government shall either indicate its approval of the proposal
 
or request revisions to the proposal. Within one hundred
 
and eighty (180) day s after the Effective Date of the
 
Agreement, the Contractor and the Government shall agree
 
on the outline of charts of accounts, books, records and
 
reports which shall describe the basis of the accounting
 
system and procedure to be developed and used under this
 
Agreement. Following such agreement, the Contractor shall
 
expeditiously prepare and provide the Government with
 
fonnal copies of the comprehensive charts of accounts and
 
manuals related to the accounting, recording and reporting
 
functions, and procedures which are, and shall be, observed
 
under this Agreement.
 

(c) All reports and statements will be prepared in 
accordance with this Agreement, the laws of Belize, and 
where there are no relevant provisions of either of these, in • 
accordance with generally accepted practices in the 
international petroleum industry . 

Unless otherwise agreed, all accounts, records, books and
 
reports shall be maintained and prepared in the English
 
language and shall be recorded in United States dollars.
 

The following tax accounting principles shall apply: 

In the event that the Contractor at any time comprises more
 
than one corporation, individual or entity, in the form of a
 
partnership, joint venture, unincorporated association or
 
other combination of entities or individuals, Income Tax
 
shall in all cases be calculated and assessed on the basis of
 
the Net Taxable Income of each corporation, individual,
 
partner, joint venturer, associate or other entity comprising
 
the Contractor. In the event the Government or its assignee
 
elects, pursuant to paragraph 19.2 of the Agreement to
 



I 

participate herein, the Government or Its assignee shall not 1\
 

be treated differently for purposes hereof than the
 
Contractor.
 

CARRYFORWARD 1.5.2 Commencing with the Calendar Year in which Initial 
. OFLOSSES	 Commercial Production first occurs, any allowable 

deductions for Income Tax purposes with respect to 
Petroleum Operations Expenditures, the Production Payment 
(Royalty) and the Government's share of Crude Oil /:' 
production which remain unrecovered In any Calendar Year 
from Gross Revenue shall be treated as an operating loss 
and may be carried forward as an allowable deduction to 
subsequent Calendar Years until fully recovered from Gross 
Revenues. In the event that an operating loss remains 
unrecovered upon the termination of this Agreement, such 
loss may be carried over and deducted from other revenues 
of the Contractor from Petroleum Operations in Belize. 

: ACCRUAL BASIS 1.6	 All books, accounts and records shall be prepared on an 
accrual basis. Revenue shall be deemed to be earned, in the 
case of petroleum sales, in the accounting period when title 
passes to the purchaser. Revenues shall be attributed to the 
accounting period in which they are earned, and costs and 
expenses to the accounting period in which they are 
incurred, without the need to distinguish whether cash is 
received or disbursed in connection with a particular 
transaction. Costs and expenses shall be deemed to have 
been incurred, in the case of physical items, in the 
accounting period when title thereto passes, and in the case 
of services, in the accounting period when such services are 
performed. 

DEFINITION OF 1.7 Petroleum Operations Expenditures may consist of capital <».,
 
PETROLEUM and operating expenditures as follows:
 
OPERATIONS
 
EXPENDITURES
 

CAPIT AL 1.7.1 Capital expenditures are those Petroleum Operations 
; EXPENDITURES Expenditures for asset that normally have a useful life which 

extends beyond the year in which the asset was acquired. 

In addition to expenditures relating to assets that normally 
have a useful life beyond the year in which the asset was 
acquired, the costs of developmentand production drilling 
operations, as described in paragraph 1.7.1 (e) of this 
Exhibit, will be classified as capital expenditures. 

Capital expenditures include, but are not limited to, the 
following: 

(a) Construction utilities, but are not limited to, the 
following: water facilities, warehouses, and field roads. 
Cost of Crude Oil treating plants and equipment, secondary 
recovery systems, natural gas plants and steam systems, 

(b) Construction housing and welfare housing - recreational 
facilities and other tangible Property incidental to 
constructi on, 

(c) Production facilities - production rigs (including the costs 
oflabor, fuel, hauling and supplies for both the offsite 
fabrication and onsite installation of rigs, and other 
construction costs in erecting rigs and installing pipelines), 
wellhead equipment,subsurface lifting equipment, 
production tubing, sucker rods, surface pumps, flow lines, 
gathering equipment, delivery lines and storage facilities, 

(d) Movables - surface and subsurface drilling and 
production tools, equipment and instruments, barges, 
floating craft, automotive equipment, aircraft, construction 



,. 

equipment, furniture and office equipment and miscellaneous 
equipment, 

, 

(e) Development and production drilling labor, materials I, 
and services used in drilling wells with the object of 
penetrating a proven reservoir, including the drilling of I 
delineation wells as well as redrilling, deepening or 
recompleting wells, and access roads, if any, leading directly 
to wells, 

OPERATING 1.7.2 Operating expenditures are all Petroleum Operations 
EXPENDITURES Expenditures other than capital expenditures. • 

Operational expenditures include, but are not limited to, the 
following: 

(a) Exploration drilling -labor, materials and services 
used in the drilling of walls with the object offinding 
unproven reservoirs of crude oil and natural gas, and access 
roads, if any, leading directly to wells. 

(b) Surveys -labor, materials and services used in aerial, 
geological, topographical, geophysical and seismic surveys, 
and core hole drilling, and 

(c) Other exploration expenditures - auxiliary or 
temporary facilities having lives of one year or less used in 
exploration and purchased geological and geophysical 
information. 

DEPRECIATION 1.8	 Capital expenditures, as defined in paragraph 1.7 of this •Exhibit, shall be depreciated only for -the purpose of the 
calculation ofIncome Tax. For the purpose of determining 
the amount of depreciation which is allowable as a deduction 
in each calendar year, the following principles shall apply, 

1.8.1	 Capital expenditures will be depreciated using the straight • 
line method over five (5) years, 

1.8.2 A full year's depreci ation may be taken in the first calend ar 
year in which such depreciation is allowable, . i 

: I 
. I 

1.8.3	 Deductions with respect to depreciation of capital 
expenditures incurred shall be allowable commencing with 
(A) the calendar year in which the capital asset is placed -into 
service, or, if the capital expenditure does not relate to an 
asset that normally has a useful life beyond the year in which 
it is placed in service, the calendar year in which the capital 
expenditure is incurred, or (B) the calendar year in which 
Initial Commercial Production first occurs, whichever Is 
later. 

. " 

ARM'S LENGTH 1.9	 Except as may be otherwise agreed in writing between the H 

TRANSACTIONS	 Government and the Contractor, all transactions giving rise
 
to revenues, costs or expenses which will be credited or
 
charged to the books, accounts, records and reports
 
prepared, maintained or submitted hereunder shall.be
 
conducted at arm's length or on such a basis as will assure
 
that all such revenues, costs or expenses will not be
 
higher or lower, as the case may be, than would result from
 
a transaction conducted at arm's length on a competitive
 
basis with third parties.
 

GENERAL 1. 10	 The following expenditures shall not be included in 
EXCLUSIONS	 Petroleum Operations Expenditures: 

(a) costs and expenses incurred at any time prior to the 
Effecti ve Date, 

(b) costs relating to petroleum marketing or 
transportation beyond the15e1ivery Point, 
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(c) contributions and donations, except those approved 

Iby the Government, 

(d)	 gifts or rebates to suppl iers, and gifts or \
commissions to intermediaries arranging service or supply 
contracts, 

(e) any interest, fines, monetary corrections or increases 
i n expenses resulti ng from the Contractor's failure to 
comply with its obligations under this Agreement, applicable 
law or agreements with third parties, and 

(f) any other expenditures not directly related to Petroleum 
Operations or not in compliance with the provisions of this 
Exhibit. 

For conversion purposes between any other currency and 
United States dollars, the average of the buying and selling 
rate of exchange shall be used as Issued by the Central Bank 
of Belize on the first day of the month in which 'the 
revenues, costs or expenses are recorded. Any realized or 
unrealized gains or losses from the exchange of currency 
shall be charged or creditedto Petroleum Expenditures. A 
record of the exchange rates used in converting other 
currencies into United States dollars shall be kept by the 
Contractor. 

'REVISION OF THE I. 12 By mutual agreement between the Government and the
 
AC C 0 U NT I N G Contractor this Accounting Procedure may be revised
 
PROCEDURE from time to time.
 

ACCEPTANCE OF 1.13 The acceptance by the Government of the values and 
;COSTS treatment proposed by the Contractor relating to all costs and
 

expenses may be condi tional upon the presentation by the
 
Contractor, following a request by the Government or its
 
representatives, of all records and original documents
 
supporting such costs and expenses, such as invoices, cash
 
vouchers, debit notes, price lists or similar documentation
 
verifying the value and treatment proposed. For a period of
 
twenty four (24) months following the delivery by the
 
Contractor of the records and original documents described
 
above, the Government shall have the right, but not the
 
obligation to audit the books and records of the contractor.
 
In the event that no claim for adjustment is lodged by the
 
Government within said twenty-four (24) month period, the
 
values and treatment afforded by the contractor shall be
 
deemed to be final for the periods covered by said records.
 

ARTICLE II 

PETROLEUM OPERATIONS EXPENDITURES 

DEFINITIONFOR 2.1 In determining the Contractor's compliance with the
 
THE PURPOSE OF minimum Exploration Expenditures obligations
 
DETERMINING undertaken pursuant to this Agreement, Petroleum
 
COM PL I A N C E Operations Expenditures shall include all costs and
 
WITH THE expenses incurred in the performance of exploration
 
MIN IMUM operations in accordance with approved work
 
EXPLORATION programmes, but excluding those incurred in the
 
EXPENDITURES performance of development and production operations
 
COMMITMENT in the contract year in question without the need to
 

distinguish, between capital and operating expenditures. 

DEFINITION FOR 2.2
 
THE PURPOSE OF
 
ARTICLE IX
 

2.2.1	 For each calendar year, including any calendar year prior to 
the calendar year in which Initial commercial production 
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first occurs, petroleum operations expendi tures, for the 
purposes of Article IX of this Agreement, shall include all 
petroleum operations expenditures incurred in that calendar 
year in the contract area. Provided however, that Contractor 
shall also be entitled to all previously.approved petroleum 
operations expenditures submitted under thosecertain- .._~..........
 
Production Sharing Agreements dated May 21, 1993 
(Gladden Basin PSA) and January 30, 1996 (Block 13 PSA) 
between the Government and Belize Natural Resources, Ltd. 
and its assigns. 

2.2.2	 The following costs and expenses shall not be included in 
petroleum operations expenditures for the purposes of 
Article IX of this Agreement: 

(a) surface rentals payable pursuant to Article XIII of 
this Agreement, 

(b) any costs relating to the provision of the security 
described in paragraph 6.1.6 of this Agreement including 
payments made to the Government pursuant to such security 
or otherwise for failure to incur the minimum exploration 
expenditures in accordance with paragraph 6.1 of this 
Agreement, and 

(c) any interest, fees, duties, taxes and other financial 
charges, referred to in paragraph 3.7 of this Exhibit, relating 
to loans and credits obtained by the Contractor to acquire 
funds for the execution of its obligations under this 
Agreement. 

DEFINITION FOR 2.3	 For each calendar year, commencing with the calendar year 
THE PURPOSE OF	 in which Initial commercial production first occurs, . 
THE INCOME TAX	 petroleum operations expenditures which shall be deductible 

for the purpose of the calculation of Income Tax payable 
shall consist of the sum of: 

(I) the current calendar year's operating expendi tures 
incurred, including the current calendar year's allowable 
deductions for depreciation of capital expenditures 
determined In accordance with subparagraphs 1.5.2 of this 
Exhibit, 

ARTICLE III 

ACCOUNTING METHODS AND PRINCIPLES 

Petroleum operations expenditures incurred 
hereunder shall be calculated and accounted for in a manner 
consistent with the followi ng principles and definitions and 
shall include: 

LABOUR COSTS 3. 1	 Costs of salaries and wages of the Contractor's 
employees directly engaged in petroleum operations, 
including costs of holidays, vacations, sickness, living and 
housing allowances, travel time, bonuses and other 
established plans for employee benefits customarily granted 
to the Contractor's employees and their families In similar 
ventures 

MATERlAL COSTS 3.2	 Costs of materials, equipment, machines, tools and any 
other goods of a similar nature used or consumed in 
petroleum operations subject to the following: 

(a) Acquisition - the Contractor shall only supply or 
purchase materials f or use in petroleum operations that may 
be used in the foreseeable future. The accumulation of 
surplus stocks and inventory shall be avoided. Inventory 

..,) 
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··INSURANCE AND 3. 4 
.• CLAIMS 

LEGAL AND 3 .5 
LITIGATION COSTS 

levels shall, however, take into account the time lag for 
replacement, emergency needs and similar considerations, 

(b) Components of costs - costs of materials purchased by 
the Contractor for use in petroleum operations may include, 
in addition to the invoice price (subtracting the discounts 
given, if any), freight costs and costs of transportation 
between the supply point and delivery point (provided that 
such costs are not Included in the invoice price), inspection 
costs, insurance, custom duties, taxes and other items that 
may be charged to imported materials or to materials 
purchased in the Belize, 

(c) Accounting - such materials costs shall be charged to the 
accounting records and books based on the "First In-First 
Out" (FIFO) method, 

(d) Supply of Materials by Affiliated Companies - materials 
supplied by the Contractor's Affiliated Companies shall be 
charged to the accounting records and books at prices no 
higher than the prices comparable material purchased on a 
competitive basis from third party suppliers. This criterion 
shall apply to both new and used materials, 

(e) Inventories - the Contractor shall maintain both a 
physical and accounting inventory of all materials in stock in 
accordance with generally accepted practices in the 
international petroleum industry. The Contractor shall make 
a physical inventory of all such materials at least twice in any 
Contract Year. The Government may carry out total or 
partial inventories whenever it deems it necessary. The costs 
of non capital items purchased for inventory shall be charged 
to operating expenditure when issued from stock for 
consumption, 

The value of technical services Costs relating to Petroleum
 
Operations shall be:
 

(a) In the case of technical services performed by third 
parties directly subcontracted, including outside consultants, 
contractors and utilities, the price paid by the Contractor, 
provided that such prices are no higher than the pri ces 
charged by other suppliers for comparable work and 
services, and 

(b) In the case.of technical services performed by the
 
Contractor or its Affiliated Companies, prices which are no
 
higher than the most favorable prices charged to other
 
Affiliated Companies of the Contractor and to third parties
 
for comparable services,
 

Costs relating to insurance, provided such insurance is 
customary, affords prudent protecti on agai nst risks and is at 
a premium no higher than that charged on a competitive basis 
by insurance companies which are not Affiliated Companies 
of the Contractor. The proceeds of any insurance or claim 
shall be credited against Petroleum Operations Expenditures. 
Except in cases where insurance coverage is required 
pursuant to Article XXV of this Agreement, ifno insurance 
is carried for a particular risk, all costs incurred by the 
Contractor in settlement of any related loss, claim, damage 
or judgement, :including legal services, shall be includable in 
Petroleum Operations Expenditures so long as they or the 
matters they relate to, were incurred incidental to an 
approved work program budget. 

Costs and expenses of litigation and legal or related services 
necessary or expedient for the protection of the Contract 
area. Any damages or compensation received shall be 
credited against Petroleum Operations Expenditures. Under 
no circumstances may the Contractor's costs incurred in the 
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GENERAL 3.6 
ADMINlSTRATION 
AND SERVICES 
OVERHEAD 
COSTS 

IINTEREST, ETC. 3,7 

~ 

OFFICE COSTS, 3. 8 
ETC. IN BELIZE 

EXAMPLE OF 3.9 
PPODUCTION 
SHARE 
CALCU'~ATION 

course of arbitration, entered into under Article XXII of this 
Agreement, be included in Petroleum Operations 
Expendi tures, 

General services and administrative costs, other than direct 
costs, including, but not limited to: 

(a) The Contractor's personnel and services costs including 
reasonable office space in the United States relating to 
administration, legal, accounting, treasury, auditing, 
taxation, planning, employee relations, purchasing and other 
functions required for Petroleum Operations under this 
Agreement, and 

(b) Reasonable travel expenses of the Contractor's 
personnel in the general and administrative categories listed 
in (a) above for the purpose of inspection and supervision of 
Petroleum Operations in Belize shall be allocable to 
Petroleum Operations Expenditures according to methods 
agreed to by the Contractor and the Government. The 
methods agreed shall result from a detailed study and the 
methods selected following such study shall be applied each 
year consistently unless otherwise agreed by the parties. In 
the case of Exploration Operations, these general 
administration and services overhead costs shall not exceed 
three percent (3%) of the direct costs incurred in such 
operations in each Calendar Year. Following the date of 
declaration of Commercial Discovery in the first Field, the 
Government and the Contractor shall agree upon the level of 
General Administration and Services Overhead Costs which 
may be allocable to Petroleum Operations Expenditures and 
the percentage of direct costs ceiling shall be reduced 
accordingly. 

Interest, fees, duties, taxes and other financial charges 
relating to loans and credits obtained by the Contractor to 
acquire funds for the execution of its obligations under this 
Agreement at rates not exceeding the prevailing commercial 
rates may be charged to Petroleum Operations Expenditures. 
Details of any financing plan, and amounts thereof, shall be 
Included in each annual Work Programme Budget. 

Staffing and maintenance of the Contractor's head office in 
Belize and other offices in Belize, including rent, telephone, 
telex and radio expenses, as well as the expenses of general 
facilities such as shore bases, warehouses, water, power and 
communications systems, roads and bridges. 

The example below shows the application of the scale of 
Production Sharing for a field producing 360,000 bbls per 
day 011 an average in the course of a quarter. 
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