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Contracting Parties

This Agreement is made and entered into by and between:

On the one part:

SOCIEDADE NACIONAL DE COMBUSTIVEIS DE ANGOLA - UNIDADE
ECONOMICA ESTATAL (SONANGOL, U.E.E.) (hereinafter referred to as
'SONANGOL') a State company with headquarters in Luanda, People's |
Republic of Angola, created in accordance with'Decree Law No. 52/76 of J une 9,

1976, ;

and on the other part:

,a company organized and

existing under the 1aw§g_f_ , with an office and legal
representatives in Luanda, People's Republic of Angola.




Recitals

WHEREAS, by Decree No. of , the
GOVERNMENT of the People's Republic of Angola, in accordance with the
provisions of the Law Regulating Petroleum Activities, Law No. 13/78 of
August 26, 1978, has granted to SONANGOL an exclusive concession for the
mining rights for the survey, Exploration, Development and Production of
liquid and gaseous hydrbcarbons in the Concession Area of Block 5

WHEREAS, SONANGOL, with a view to carrying out the Petroleum
Operations necessary to duly exercise such rig‘iﬁs and in compliance with the
obligations deriving from the ConcesswnDecree Wlshes to sxgn a Production

Sharing Agreement with IR D T ;

WHEREAS, SONAN GOL on the one hand and
i~ " on the other hand have agreed that thls

Agreement will regulate thexr fnutual rights and obligations in the execution

of said Petroleum Operatwns,

WHEREAS, this Agreement is made and entered into on the basis of the
Concession Decree the provisions of which constitute a part of the rights and

obligations of the Parties;

NOW, THEREFORE, SONANGOL ON THE ONE HAND AND
ON THE OTHER HAND AGREE AS

FOLLOWS:



Article 1

Definitions

For the purposes of this Agreement, and unless otherwise expressly stated in
the text, certain words and expressions used in this Agreement shall have the
following meaning, it being understood that reference to the singular includes

reference to the plural and vice-versa:

1. ‘'Administration and Services' shall include, but not be limited to, all
activities in general management and common support of Petroleum
Operations such as direction, supervision and related staff functions
required for the overall management of activities under the Agreement,

including also, housing and feedxng of. empioyees transportatxon
warehousing; safety, emergency and medlcal programs community
affairs; and accountmg and record keepmg :

2. 'Affiliate' means: L

(a)

(b)

(c)

shareholders meetmg or is the holder of more than ﬁfty per cent
(50%) of the rights and interests which confer the power of
management on that company or entity, or has the power of
management and control of such company or entity;

a company or any entity which directly or indirectly holds the
absolute majority of votes at the shareholders meeting or equivalent
corporate body of any of the Parties or holds the power of
management over any of the Parties;

a company or any other entity in which either the absolute majority
of votes in the relative shareholders meeting or the rights and
interests which confer the power of management on said con-lpany or
entity are, either directly or indirectly, held by a company or any
other entity which directly or indirectly holds the absolute majority

<}



of votes at the shareholders meeting or equivalent corporate body of
any of the Parties or holds the power of management over any of the

Parties.
'‘Angola’ means the People's Republic of Angola.

"Year'or 'Calendar Year' means a period of twelve (12) consecutive

Months according to the Gregorian Calendar.

'Fiscal Year' means a period of twelve (12) consecutive Months according
to the Gregorian Calendar which coincides with the Calendar Year and
relative to which the presentation of fiscal declarations is required under

the fiscal or commercial laws of Angola

consecutive Months accordmg fo the Gregorlan Calendar beginning on
the Effective Date of thas Agreement

‘Contract Area' means on: the Effectxve Date the area described in Annex
‘A’ and shown on the map in Annex 'B hereof, and thereafter the whole or
CONTRACTOR contmues to have rlghts and obligations under thxs
Agreement.

‘Development Area' means the extent of the whole area, as far as the
boundaries of the Contract Area permit, capable of production from the
deposit or deposits identified in a Commercial Discovery and agreed upon
by SONANGOL and by CONTRACTOR following such Commercial

Discovery.

'Appraisal' means the activity designed to estimate the recoverable
reserve in an accumulation as well as its delimitation and shall include,
but not be limited to, geophysical and other surveys and the drilling of
Appraisal Wells.

<



10.

11.

12.

13.

14.

15.

16.

17.

'‘Barrel' means the unit of measure for liquids corresponding to forty-two
(42) United States gallons of Crude Oil, net of basic sediment and water
and corrected to a temperature of sixty degrees Fahrenheit (60°F).

'Operating Committee' means the entity referred to in Article 31.

'‘Concessionaire' means SONANGOL as the titleholder of the mining
rights of survey, Exploration, Development and Production of liquid and
gaseous hydrocarbons in the Contract Area. '

'Agreement’ or 'the Agreement' means this Production Sharing
Agreement executed between SONANGOL and CONTRACTOR,

including its Annexes. S

‘Effective Date' means the ﬁx:stday of the Month: next following the
Month in which this Agreement is s1gned by SON ANGOL and
CONTRACTOR. L

‘Concession Decree’ means. Decree No / of | approved by the Council
of Ministers as 1t is, puibhshed in the Diario da Republica of Angola of

‘Commercial Dlscovery means a discovery of a Petroleum deposit Judged
by CONTRACTOR to be worth developing in accordance with the
provisions of the Agreement.

'‘Development' means the activity carried out after the declaration of a
Commercial Discovery in the respective Development area. Such activity
shall include, but not be limited to:

(a) reservoir, geological and geophysical studies and surveys;
(b) drilling of producing and injection wells;
(c)  design, construction, installation, connection and initial testing of

equipment, lines, systems, facilities, plants and related activities

necessary to produce and operate said wells, to take, save, treat,



18.
19.
20.
21.
29.
23.
24.

25.

26.

27.

handle, store, transport and deliver Petroleum, and to undertake
repressuring, recycling and other secondary or tertiary recovery

projects.

‘Administration and Services Expenditures' means the expenditures so
defined in Annex C.

'‘Development Expenditures' means the expenditures so defined in Annex

C.

‘Exploration Expenditures' means the expendltures so defined’in
Annex C.

Production Expenditures' means the expendltures so defined in Annex C.

‘Customs Duties' means aIl dutles taxes or 1mposts estabhshed in the
respective customs: dunes schedules and wh1ch are applicable to
merchandise 1mported or exported through customs.

‘State' means the Stabe of_, fthe People's Republic of Angola.

‘Phase’ means the Initial Exploration Phase or the First Optional
Exploration Phase, as the case may be.

Initial Exploration Phase' means that period of four (4) Contract Years
commencing with the Effective Date of the Agreement as defined in
Article 6.

'Force Majeure' means the concept defined in Article 43 .

'Natural Gas' or 'Gas’ is natural gas both associated and non-associated,
and all of its constituent elements produced from any Wellin the
Contract Area and all non- hydrocarbon substances therein. Such term

shall include residue gas.



28.

29.

30.

31.

32.

33.

34.

35.

36.

.37,

38.

39.

40.

‘Associated Natural Gas' means Natural Gas which exists in a reservoir
in solution with Crude Oil and includes what is commonly known as gas-

cap gas which overlies and is in contact with Crude O1l.

'Non-Associated Natural Gas' means that part of Natural Gas which is
not Associated Natural Gas.

‘Government' means the Government of the People's Republic of Angola.

'‘CONTRACTOR' means and their
possible assignees under Article 39, designated collectxvely except as

otherwise provided herein.

'Law' means the legislation in force in. t.he People s Repubhc of Angola.

‘Litigant' means SON ANGOL and any entlty constltutmg
CONTRACTOR partlmpatmg in arb1tratmn proceedings pursuant to ‘
Article 42. L Wb

'Month' means a calendar month pursuant to the Gregorian calendar.

Petroleum Operaff&ns' means the activities related within the operations
of survey, Exploration, Appraisal, Development and Production
contemplated in the Agreement.

'‘Operator’ is the entity referred to in Article 8.

‘Party' means either SONANGOL or CONTRACTOR as parties to this
Agreement.

Parties' means both SONANGOL and CONTRACTOR wherever jointly

referred to.
'‘Exploration Period' means the period defined in Article 6.

'Production Period' means the period defined in Article 7.



41.

42.

43.

44.
45.

46.

47.

48.

"Exploration’ shall include, but not be limited to, such geological and
geophysical surveys and studies, aerial surveys and others as may be
included in Approved Work Programs and Budgets, and the drilling of
such shot holes, core holes, stratigraphic tests, Wells for the discovery of
Petroleum, and other related holes and Wells, and the purchase or
acquisition of such supplies, materials and equipment which may be
included in Approved Work Programs and Budgets.

"Petroleum’ means Crude Oil of various densities, asphalt, Natural Gas
and all other hydrocarbon substances that may be found in and extracted,
or otherwise obtained and saved from the Contract Area.

‘Crude Oil' or 'Oil' means any hydrecarbons produced from the Contract
Area which are in a liquid state: at the Wellhead or, Iease separator or
which are extracted from; the Gas or casmghead gas in a plant. Such term
includes dxstlllatesand condensate

‘Cost Recovery Crude 011 means the Oil so defined in Article 11.

‘Development Ar’_%:a I_?féfi't Oil' means the Oil so defined in Article 12.

"Well’ means a hole drilled into the earth for the purpose of locating,
evaluating, producing or enhancing production of Petroleum.

'‘Appraisal Well' means a Well drilled following a Commercial Well to
delineate the physical extent of the accumulation penetrated by such
Commercial Well, and to estimate the accumulation's reserves and

probable production rates.

‘Commercial Well' means the first Well on any geological structure which
after testing in accordance with sound and accepted industry production
practices, and verified by SONANGOL, is found through analysis of test
results to be capable of producing from a single reservoir not less than an
average rate of five thousand (5,000) barrels of Oil per day.

190



49.

50.

51.

02.

53.

54.

CONTRACTOR shall have the right to request to SONANGOL that a
well which is within the aforesaid criteria is not to be deemed a
Commercial Well. To exercise this request CONTRACTOR shall timely
provide SONANGOL information which would indicate that in the
particular circumstances such well should not be deemed a Commercial
Well. Among other factors consideration shall be given to porosity, oil

saturation and the reservoir recoverable reserves.

CONTRACTOR has the option to declare a Well a "Commercial Well" at
a producing rate below that one set forth in the above schedule where
CONTRACTOR is of the opinion that the accumulation may produce
sufficient hydrocarbons for CONTRACTOR to recover its costs and make

a reasonable return.

'Development Well' means a Well dnlled for the purpose of production or
enhancing production of Pef:roieum from a Commerclal Discovery, and
includes Appraisal. WeHs completed as producmg or injection Wells.

Article 17

'Delivery Point' means the point F.O.B. Angolan loading facility at which
Crude Oil reaches the inlet flange of the lifting tankship's intake pipe, or
such other point which may be agreed by SONANGOL and

'CONTRACTOR.

'‘Market Price' means the price determined for the valuation of the Crude
Oil produced from the Contract Area as established in accordance with
the provisions of Article 2 of Annex C of the Concession Decree.

‘Optional Exploration Phase' means the two (2) Contract Year extension

to the Initial Exploration Phase pursuant to Article 6.

Production’shall include, but not be limited to, the running, servicing,

maintenance and repair of completed Wells and of the equipment,



99.

56.

5.

58.

99.

60.

pipelines, systems, facilities and plants completed during Development.
It shall also include all activities related to plamiing, scheduling,
controlling, measuring, testing and carrying out the flow, gathering,
treating, storing and dispatching of Oil and Gas from the underground
Petroleum reservoirs to the designated exporting or lifting location and
all other operations necessary for the production of Petroleum. ‘

'Lifting Schedule' means the planned program of Crude Oil liftings by
each Party approved by the Operating Committee.

| "Production Schedule’ means the planned profile of Crude Oil output in

Barrels per day approved by the Operating Committee in conjunctioh

each Development Area, accordlqg.t;p :‘t@e provxslops of Article 18.

"Work Program and Budget means elther an Exploratmn Work Program
and Budgetora Development and Productlon Work Program and Budget.

‘Approved Work Program and Budget means Exploration Work
Programs and Budgets and Development and Producuon Work Programs

or approved by the Operatlng Committee under Article 31 paragraph 11

as relevant.

'SONANGOL' means Sociedade Nacional de Combustiveis de Angola -
Unidade Economica Estatal (SONANGOL, U E.E.), an Angolan State

Company.

‘Quarter' means a period of three (3) consecutive Months starting with
the first day of January, April, July or October of each Calendar Year.

12



Article 2
Annexes to the Agreement

The present Agreement is complemented by the following Annexes which
form an integral part of it:

(a) Annex A - Description of the Contract Area;

(b) AnnexB- Map showing the Contract Area;

(c) AnnexC- Accounting and Financing Procedure;
(d) Annex D - Corporate Guarant't‘ee;: ‘

(e) AnnexE- FmancxalGuarantee .

In the event of dlscrepancy between. the content or the form of Annexes A
and B referred to in paragraph I preference will be given to Annex A.

In the event of dis_,cl"'epagc:y between the content or the form of the
Annexes referred to.in paragraph 1 and the Agreement the provisions-of
the Agreement shall prevail.

Article 3
Object of the Agreement

The object of this Agreement is the definition, in accordance with Law No.
13/78 of August 26, 1978 and other applicable legislation, of the contractual
relations in the form of the Production Sharing Agreement between
SONANGOL and CONTRACTOR through which the Petroleum Operations
will be executed in the Contract Area.

13



Article 4
Nature of the Relation between the Parties

This Agreement shall not be construed as creating between the Parties any
entity with a separate juridical personality, or a corporation, or a civil society,
a joint venture or even a "conta em participagao".

Article 5

Duration of the Agreement

1.  This Agreement shalI conhnue to bein: force unt11 the end of the last
Production Period: or In case there 1s ne “Production Period in the
Contract Area, until the end of the Exploratlon Period, unless prior to
that date anythmg oeé'iirsthat in the terms of the Law or the applicable
provisions of the’ Agreement constitutes cause for its termination.

2. Theextension of the Exploration Period or Production Periods referred to
in the preceding paragraph beyond the terms provided for in Articles 6
and 7 respectively shall be submitted to the Government under the terms
of the Concession Decree and other applicable legislation.

3.  Atthe end of the Exploration Period, CONTRACTOR shall terminate its
activities in all areas within the Contract Area which are not at such
time part of a Development Area(s); and, except as otherwise provided
herein, this Agreement shall no longer have any application to any
portion of the Contract Area not then part of a Development Area.



Article 6
Exploration Period

An Initial Exploration Phase of four (4) Contract Years shall start from
the Effective Date. One (1) successive extension of two (2) Contract Years
(the Optional Exploration Phase) shall follow the Initial Exploration
Phase upon CONTRACTOR's written notice to SONANGOL at least
thirty (30) days before the end of the Initial Exploration Phase and if
CONTRACTOR has fulfilled its obligations in respect of such Phase.

This Agreement shall be terminated if no Commercial Discovery has' "
been made in the Contract Area by the eﬁd of the Initial Exploration”
Phase or the Optional Exploration. Phaself this has been asked for-and
granted. However, such peru)d may be extended forsix (6) Months for the
completion of drilling and testlng of any Well(s) actua]ly being drilled or
tested-at the end of. the su:th (Gth) Centract Year. Should any such Well
be a Commercial Well, CONTRAC'POR will be given sufficient time, as
mutually agreed, up to a maX1mum of six (6) months, or such longer
period as agreed by- SONAN GOL, following the drilling of the
Commercial Well-to do Appraxsal work. Should this work resultina
Commercial Discovery then a Deveiopment Area shall be granted.

Operations for the sole account of SONANGOL conducted under Article
30 hereof shall not extend the Exploration Period nor affect the
termination of this Agreement, provided that:

(a) CONTRACTOR shall complete any work undertaken for
SONANGOL's sole risk and expense even though the Exploration

Period may have expired; and

(b) CONTRACTOR's completion of such works shall not extend
CONTRACTOR's Exploration Period or Agreement term except as
in the case of CONTRACTOR exercising the option right mentioned
in Article 30, paragraph 3 hereof; and

15



(c)  during the period CONTRACTOR is completing such work,
CONTRACTOR shall be given authorization to continue such sole
risk operations and shall be entitled to all benefits available to
CONTRACTOR pursuant to the Agreement as if the term thereof
had not terminated.

Article 7
Production Period

Following each Commercial Discovery, so far as the boundaries of the
Contract Area permit, the extent of the whole area capable of production
from the deposit or deposits identified in that Well and its related - '
Appraisal Wells, if any, shall be agreed upgn. by SONANGOL and
CONTRACTOR. All of each agreedarea shall then be converted
automatically into a DevelopmentArea with effect fro:n the date of
Cornmercxal Dlscovery Wlthout prejudxce to paragraph 2 hereof there
twenty five (25) Years from the- date of Commercml Discovery in said
Area. In the event of Commercxal Discoveries in deposits which underlie
and overlie each other such deposu:s shall constitute a single

necessary, as far as the boundaries of the Contract Area permit, to
incorporate all underlying and overlying deposits.

Unless otherwise agreed by SONANGOL, any Development Area will be
considered automatically terminated and, except as otherwise provided
in the Agreement, the rights and obligations in said Area shall be
considered terminated if within six (6) Years from the date of Commercial
Discovery in said Area the initial shipment of Crude Oil from said
Development Area has not been lifted as part of a regular program of
lifting in accordance with the Lifting.

No later than twelve (12) Months before the end of the Production Period,
CONTRACTOR may request SONANGOL to support CONTRACTOR in
a joint application for an extension of the Production Period as provided
for in paragraph 2 of Article 5. SONANGOL and CONTRACTOR shall

meet to discuss the terms and conditions for such an extension.

16



Article 8
Operator

CONTRACTOR has the exclusive responsibility for executing all of the
Petroleum Operations, except as specified in Article 30.

CONTRACTOR shall appoint as Operator to execute,
as such without profit nor loss, on CONTRACTOR's behalf, all of the
Petroleum Operations in the Contract Area. SONANGOL's written
approval shall be necessary prior to any change of Operator.

Any.agreement among the CONTRACTOR companies regarding or
regulating the Operator's conduct in relation to this Agreement shall be
made available to SONANGOL for comment prior to execution thereof. :

The Operator will be subject to all Qf the speclﬁc obligations that arise on
this Agreement, the Concessmn Decree and the apphcable legislation.

In the event of the- occurrence of any- of the followmg, SONANGOL can
require CONTRACTOR to 1mmed1ately appoint another Operator: |

(a) ifthe Operatox;-;"ﬁy.:é,_c'tfoh or omission, commits a serious fault in
carrying qﬁf 'ii_:éobiigations and if this fault is not remedied to the
satisfactiot-of SONANGOL within a period of twenty-eight (28) -
days with effect from the date of receipt by the Operator of written
notice issued by SONANGOL requesting the Operator to remedy
‘'such fault or within a greater period of time if so specified in the

notice;

(b) ifappropriate court action has been taken in order to obtain a
declaration of bankruptcy, liquidation, or judicial dissolution of the
Operator, or if sentence has been passed in court with any of the
effects referred to in this paragraph;

(c) ifthe Operator undertakes the legal procedures established to
prevent bankruptcy, or without just cause ceases payment to

creditors;

(d) if the Operator terminates or if there is strong evidence that it
intends to terminate its activities or a significant proportion
thereof, and, as a result fails to fulfil its obligations under the
Agreement. A

17



6. If CONTRACTOR does not comply with the obligation to appoint another
operator as provided in the preceding paragraph within thirty (30) days
from the date when SONANGOL gave due notice to CONTRACTOR,
then CONTRACTOR shall appoint as Operator the entity so designated

by SONANGOL.

Article 9
Operating Procedures Document

SONANGOL and CONTRACTOR may sign a.g‘ﬁgerating Procedures
Document which will detail and amplify-tii"e.ﬁrbéé'dure:su to,be followed in
implementing this Agreement. A.ny".s'g}l:'ch.d:ocumggt @"_&1&- be agreed between
the Parties and would be in aecordaneemth the provisions of this Agreement

and the applicable legislaﬁqu e

e Article 10
Costs and Expenses

Except as otherwise provided for in the Agreement the costs and expenses
incurred in the Petroleum Operations, as well as any losses and risks derived

therefrom, shall be borne by the CONTRACTOR, and SONANGOL shall not
be responsible to bear or repay any of the aforesaid costs.



Article 11
Recovery of Costs and Expenditures

CONTRACTOR shall recover all Exploration, Development, Production
and Administration and Services Expenditures incurred under this
Agreement by taking and freely disposing of up to a maximum amount of
fifty per cent (50%) per Year of all Crude Oil produced and saved from
Development Areas hereunder and not used in Petroleum Operations.
Such Crude Oil is hereinafter referred to as ‘Cost Recovery Crude Oil'.

The expenditures referred to in the precedmg paragraph shall be
recoverable only insofar as they are properly incurred in the Petroleum
Operations. Notwithstanding the generahty of this principle, all
expenditures relating to the: Petroleum Operatmns vwhich are classified,
defined and allocated in accerdance Wlth Annex C shall be considered as

properly incurred."

Exploration Expendxtures mcurred in the Contract Area shall be
recoverable in the Yeax mcurred orin the Year in which commercial
production in the Contract Area commences, whichever occurs last, from
the unused balance of Cost Recovery Crude Oil existing from each
Development Area after recovery of Development Expenditures,
Production Expenditures and Administration and Services Expenditures,
subject to the maximum amount of Cost Recovery Crude Oil specified in
paragraph 1 above. In any given Year such Exploration Expenditures
shall be recoverable first from any Cost Recovery Crude Oil balance from
the Development Area having the most recent date of Commercial

- Discovery and then any balance of total Exploration Expenditures not
already recovered shall be recoverable in sequence from Development
Areas with the next most recent dates of Commercial Discovery.

Development Expenditures in each Development Area shall be recovered

only from Cost Recovery Crude Oil from that Development Area.

Development Expenditures in each individual Development Area shall

19



be multiplied by one point four (1.40) and the resulting amount shall be
recoverable at the rate of twenty five per cent (25%) per Year in equal
annual installments starting in the Year in which such Expenditures are
incurred or the Year in which commercial production in that

Development Area commences, whichever occurs last.

Production Expenditures in each Development Area shall be recovered
only from Cost Recovery Crude Oil from that Development Area in the
Year in which such expenditures are incurred or the Year in which
commercial production in that Development Area commences, whichever

~ occurs last.

In the case that, in any given Year, recoverable costs, expenses-or
expenditures exceed the value of Cost Recovery Crude Oil from the
relevant Development Area for such Year the excess shall be carried
forward for recovery in the next succeedmg Year or-Years until fully
recovered; but in no case aftepthe termmatmn of the Agreement. In the
event that Development Expendltures fora Development Area are not
fully recovered thhm ﬁVe 5) years. after thé initiation of Commercial
Production or within five (5) years after the Development Expendltures
are mcurred whlchever xs Iast ‘then CONTRACTOR's share of Crude Oil

unrecovered costs, p;;pvxded that CONTRACTOR has fulfilled all of his
contractual obligations to date. ‘

Ifin any given Year, recoverable costs, expenses or expenditures are less
than the maximum value of Cost Recovery Crude Oil the excess shall
become part of, and included in the Development Area Profit Oil provided

for in Article 12.

For the purposes of valuation of Cost Recovery Crude Oil, the provisions
of Article 2 of Annex C of the Concession Decree shall apply.

For the purpose of this Agreement, the date on which commercial
production commences shall mean the date on which the first shipment of

Crude Oil is made under an approved Lifting Schedule from the
Development Area or the Contract Area, as the case may be.

20



Article 12
Production Sharing

The total Crude Oil produced and saved in a Quarter from each
Commercial Discovery and its Development Area and not used in
Petroleum Operations less the Cost Recovery Crude Oil from the same
Development Area, as provided in Article 11, shall be referred to as
'‘Development Area Profit Oil' and shall be shared between SONANGOL
and CONTRACTOR according to the after tax, nominal rate of return
achieved at the end of the preceding Quarter by CONTRACTOR in the
corresponding Development Area as follows:

CONTRACTOR's _.~.SONANGOL CONTRACTOR
rate of return _ - Shageﬁ- % Share - %
for Development Area = Eal T

- (percent per anqqgﬁ}f-"-..f‘- ‘

Less than w | a (100-2)
w to less thanx b (100-b)
x to lessthany c (_IOO-c)
ytolessthanz d (100-d)

Z or more e (100-e)

Beginning at the date of Commercial Discovery, CONTRACTOR's rate of
return shall be determined at the end of each Quarter on the basis of the
accumulated compounded net cash flow for each Development Area,

using the following procedure:

a) The CONTRACTOR's net cash flow computed in US Dollars for a
Development Area for each Quarter is the sum of:



b)

c)

(1) CONTRACTOR's Cost Recovery Crude Oil and share of Profit
Oil actually lifted in that Quarter and valued at the Market
Price.

(i1) Minus Petroleum Income Tax

(iii) Minus Development Expenditure and Production Expenditure

For this computation, neither any expenditure incurred prior to the
date of Commercial Discovery for a Development Area nor any
Exploration Expenditure shall be included in the computation of
CONTRACTOR's net cash flow.

The CONTRACTOR's net cash flows for each Quarter are-
compounded and accumulated for each Development Area fromthe

date of the Commercial stcovery accordmg to the following

formula:

ACNCF (cux'rent Quarter) S
( 100% + DQ) x ACN CF (prevxous Quarter) + NCF (current Quarter)
100% RS

where

ACNCF = accumulated compounded net cash flow
NCF = net cash flow

DQ = quarterly compound rate (in percent)

The formula will be calculated using quax.'terly compound rates (in

percent) of:

(100% + w%)'4-100%,
(100% + x%)"4-100%,
(100% + y%)4-100%,
(100% + 2%)"4-100%,

which correspond to annual compound rates ("DA”) as w%, x%, y%,

and z% respectively as referred to in Article 12.9.
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The CONTRACTOR's rate of return in any given Quarter for each
Development Area shall be deemed to be between the largest DA which
yields a positive or zero ACNCF and the smallest DA which causes the

ACNCEF to be negative.

The sharing of Development Area Profit Oil between SONANGOL and
CONTRACTOR in a given Quarter shall be in accordance with the scale
in paragraph 1 above using the CONTRACTOR's deemed rate of return
as per paragraph 3 in the immediately preceding quarter.

In a given Development Area, it is possible for the CONTRACTOR's
deemed rate of return to decline as a resu}t_ 9f negative cashflowina =

Quarter with the consequence that CONTRACTOR'S share of
Development Area Profit Oil would mcrease m the subsequent Quarter.

Pending ﬁnahzatlonof accounts Development Area Profit Oil shall be
shared on the basis of prowsmnal estlmates if necessary, of deemed rate
of return as approved by the’ 0perat1ng Committee. Appropriate
adjustments shall be sui;éequently effected in accordance with procedures
to be established by t.he Operatmg Committee.

In the event that in any Month, the amount of CONTRACTOR's Net
Profit Oil less Petroleum Income Tax (hereinafter referred to as _
('CONTRACTOR's Net Income') is not equal to fifty per cent (50%) of the
value of CONTRACTOR's Net Profit Oil ('CONTRACTOR's Net Profit
Oil' being CONTRACTOR's share of Development Area Profit Oil valued
at the Market Price), then compensatory payments will be made in the
following manner, such that CONTRACTOR's Net Income after such
compensatory payments equals fifty per cent (50%) of CONTRACTOR's

Net Profit Oil.

a) By CONTRACTOR to SONANGOL if CONTRACTOR's Net Income
is greater than fifty per cent (50%) of the value of CONTRACTOR's

Net Profit Oil.



b) By SONANGOL to CONTRACTOR if fifty per cent (50%) of the
value of CONTRACTOR's Net Profit Oil is greater than
CONTRACTOR's Net Income.

The payments referred to in paragraph 7 above shall be made in US
dollars not later than the last day of the Month following the Month
during which the payments become due or else in kind, out of the owing
Party's next Crude Oil entitlement.
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Article 13
Lifting and Disposal of Crude Qil

Itis the right and the obligation of each of the Parties to separately take
at the Delivery Point in accordance with the Lifting Schedule and the
procedures and regulations foreseen in the following paragraphs of this
Article, its respective Crude Oil entitlements as determined in
accordance with this Agreement.

Each of the Parties (as for CONTRACTOR, each entity constituting it)
shall have the right to proceed separately to the commercialization and to
the export of the Crude Oil to which it i is entltled under this Agreement.
Twelve (12) months prior to the scheduled untxal eXport of Crude Oil from
each Development Area, SONAN GOL shall subxmt to CONTRACTOR
proposed procedures and related operatmg regulatlons covering the
scheduling, storage and llftmg of CrudeOll and any other Petroleum
produced from such Developrrlent Area(s) The procedures and
regulations shall comprehend the subjects necessary to efficient and
equitable operatans 1_nclud1ng, but not limited to: rights of the Parties,
notification time, iha’:éimum and minimum quantities, duration of
storage, scheduling, conservation, spillage, liabilities of the Parties,
throughput fees and penalties, over and underlifting, safety and
emergency procedures and any other matters that may be agreed
between the Parties.

CONTRACTOR shall within thirty (30) days after SONANGOL's
submission in the preceding paragraph submit its comments on, and
recommend any revisions to, the proposed procedures and regulations.
SONANGOL shall consider these comments and recommendations and
the Parties shall, within sixty (60) days after CONTRACTOR's said
submission, agree on required procedures and regulations.

In any event, the agreed lifting procedures and regulations will comply

with the provisions of Angolan Law.



In the case of more than one Development Area in the Contract Area or
more than one quality of Crude Oil in a Development Area, SONANGOL
and CONTRACTOR shall, unless they mutually agree that the Oils
should be co-mingled, lift from the Development Areas Crude Oil
qualities in proportion to their respective total liftings from the Contract
Area. In determining these proportions any Petroleum belonging to
SONANGOL as a result of operations for SONAN GOL's account under
Article 30 shall be-excluded.
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CONTRACTOR will solicit competitive bids for any work to be performed
pursuant to an Approved Work Program and Budget if such work is
budgeted to exceed one hundred and fifty thousand U.S. dollars

(U._S.$ 150,000) or such higher amount as may be decided by the
Operating Committee. When soliciting such bids CONTRACTOR shall
select out of the bids which are acceptable to CONTRACTOR, for
technical and other operational reasons, the bid with the lowest cost
subject to the provisions of paragraph 3 above and, after the first
Commercial Discovery, the approval of the Operating Committee.

CONTRACTOR shall entrust the management of Petroleum Operations
in Angola to its technically competent General Manager and Assistant
shall, upon appointment, be given to SOI:I' AN GOL. The General
Manager and, in his absence,, the Assxstant Manager, shall be entrusted

or GOVERNMEN T or 1ts or theu‘ representauve or any lawful
regulations issued or hereafter to be issued which are applicable to the
Petroleum Operatmns under this Agreement.

Except asis approé}iate for the processing of data and laboratory studies
thereon in specialized centers outside Angola, geological and geophysical
studies as well as any other studies related to the performance of this
Agreement, shall be made mainly in Angola. -

It is recognized that in the case of an emergency in the course of the
Petroleum Operations requiring an immediate action, CONTRACTOR is
authorized to take all the actions that it deems necessary for the
protection of human life and the interests of the Parties. In this case,
CONTRACTOR shall promptly inform SONANGOL of all actions so
taken.

Any obligations which are to be observed and performed by
CONTRACTOR shall, if CONTRACTOR comprises more than one entity,

be joint and several obligations.
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Article 14
Conduct of Operations

'With due observance of legal and contractual provisions and subject to
the decisions of the Operating Committee, CONTRACTOR shall act in
the common interest of the Parties and shall undertake the execution of
the work inherent in Petroleum Operations, always respecting the
generally acceptable practices of the Petroleum industry.

CONTRACTOR shall carry out the work inherent in Petroleum
Operations in an efficient, diligent and conscientious manner and sh'all\
technical conditions, and in accordanoe mth professmnal norms and
standards which are generally acceyted in the mternatlonal Petroleum

industry.
CONTRACTOR andits subqgntgééﬁb‘m"shallz

(a) contract local contractors as long as their performance is 81m11ar to
services, whé; subject to the same tax charges, are no more than ten
per cent (10%) higher compared to the prices charged by foreign
contractors for identical performance; '

(b) acquire materials, equipment, machinery and consumable goods of
national production, insofar as their quality and delivery dates are
similar to those of such materials, equipment, machinery and
consumable goods available ow the international market. However,
such CONTRACTOR's obligation shall not apply in those cases in
which the local prices for such goods are more than ten per cent
(10%) higher compared to the prices for imported goods, before
charging Customs Duties but after the respective costs for
transportation and insurance have been included.
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Article 15
Work Obligations during the Exploration Period

Within the Initial Exploration Phase, CONTRACTOR will conduct a
seismic program covering kilometres of new seismic
profiles. This seismic program will begin within six (6) months of the
Effective Date provided that a seismic vessel is available.

CONTRACTOR will drill to objectives defined in the Approved Work
Program and Budget __ Exploration Wellson ____ separate
drillable prospects within the Initial Exploration Phase.

In the event CONTRACTOR elects to extend the Exploration Period into
the Optional Exploration Phase, CONTRACTOR shall be obligated to
drill _____ obligatory Exploratlon Wells (other than Appralsal Wells) to
objectlves deﬁned in thﬂ Approved Work Program and Budget.

In the event CONTRACTOR exceeds the minimum work obligation as
described in the precedmg paragraphs during the Initial Exploration
Phase then such qxcess.ghall be credited against the minimum work
obligation for the §ucéeeding Exploration Phase.

In the event that CONTRACTOR does not satisfy the minimum work
obligations referred to in this Article within the times specified therein,
CONTRACTOR shall be deemed, unless otherwise agreed by
SONANGOL, to have voluntarily terminated activities and withdrawn
from all of the Contract Area not already converted into a Development
Area(s).

If CONTRACTOR relinquishes its rights under this Agreement before
completing the seismic program referred to in paragraph 1 above,
CONTRACTOR shall be obligated to pay SONANGOL an amount equal
to five million U.S. dollars (U.S.$5,000,000). In addition, if )
CONTRACTOR relinquishes its rights under this Agreement before
drilling the minimum number of Exploration Wells which it is obligated
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to drill under the terms of this Article the CONTRACTOR shall be
obligated to pay SONANGOL an amount equal to ten million U.S. dollars
($10,000,000) for each such Exploration Well not drilled.

CONTRACTOR shall be obligated to incur the following minimum

Exploration Expenditures:

Initial Exploration Phase U.S.$
Optional Exploration Phase US.$_-

All Exploration Wells referred to in this Article shall test all productive
horizons agreed to by SONANGOL and CONTRACTOR unless diligent
test efforts consistent with sound industry practices indicate that it is
technically impossible to reach aggi-t,estiall-:éuch ho_rizons.

During the drilling of Weﬂs under thls Agreement CONTRACTOR shall
keep SONANGOL mformed of the progress of each Well, its proposals for
testing and the results of such- tests and at SONANGOL's request shall
test any additional prospectxve zones within the agreed Well depth
provided that such tests shall be consistent with normal oil field practice
and not interfere Wlth the safety and efficiency of the operations planned
by CONTRACTOR. Such tests shall be at CONTRACTOR's sole expense
and shall be credited towards fulfilling the minimum work programs,
except that, however, such tests primarily intended to test gas reservoirs
shall be solely at SONANGOL's risk and expenses.
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Article 16
Exploration Work Programs and Budgets

Within one (1) Month of the Effective Date of this Agreement and thereafter at
least three (3) Months prior to the beginning of each subsequent Contract Year
of an Exploration Period or at such other times as may mutually be agreed to
by SONANGOL and CONTRACTOR, CONTRACTOR shall prepare in
reasonable detail an Exploration Work Program and Budget for the Contract
Area setting forth the Exploration operations which CONTRACTOR proposes
to carry out during the first Contract Year and during the ensuing Contract
Year respectively. During the Exploration Period such Work Program and
Budget shall be at least sufficient to satisfy CONTRACTOR's minimum _
Exploration expenditure and Exploration Weiff;bligations The Exploration
Work Program and Budget shall be subxmtted to the Operatxng Committee for
review, advice or approval as the cdse may be in accordance with Article 31
and then carried out by CONTRACTOR After the ﬁrst Commercial
Discovery, the Operating Ccummttee will. superwse and control the execution
of the Approved Exploratlon Work Programs and Budgets within budget
expenditure limits, and of any. revxslons which may have been made thereto.

&
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Article 17
Commercial Discovery

CONTRACTOR shall advise SONANGOL within thirty (30) days of the
end of the drilling and testing of an Exploration Well, the results of the
final tests of the Well and whether such a Well is commercial or not. The
date of this advice shall be the date of the declaration of the Commercial
Well, if such exists.

After drilling of a Commercial Well, CONTRACTOR may undertake the
Appraisal of the discovery by drilling one or more Appraisal Wells to
determine whether such discovery can be classified as a Commercial

Discovery.

Unless otherwise agreedby S@N AN GOL, not later than six (6) Months
after the completxon of the Second Apprmsal Well or twenty four (24)
Months after the establlshment of the Commercial Well, whicheveris
earlier, CONTRACTOR. shall givéwritten notice to SONANGOL
whether the dlscovery is: consxdered commercial. If CONTRACTOR
declaresita Commercxai Discovery, CONTRACTOR shall immediately
proceed to develop the discovery in.accordance with the Law Regulating
Petroleum Activities, Law No. 13/78 of August 26, 1978. The date of
Commercial Discovery shall be the date on which CONTRACTOR
declared by written notice to SONANGOL the emstence of a Commercial

Discovery.

If the period allowable for declaration of a Commercial Discovery extends
beyond the Exploration Period, a provisional Development Area shall be
established for such period as necessary to complete the Appraisal as per
paragraph 3 above. Such provisional Development Area shall be of a
shape and size which encompasses the geological feature or features
which would constitute the potential Commercial Discovery. Such
provisional Development Area shall be agreed by SONANGOL in

writing.
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10.

If following the discovery of a Commercial Well, the subsequent
Appraisal Well, or Wells, are completed as producing or injection Wells
their costs shall be treated as part of the Development Expenditures for
the purposes of calculating the amount of Cost Recovery Crude Oil.

The costs of the Commercial Well, if completed as a producing or injection
Well, shall be treated as part of the Development Expenditures for the
purposes of calculating the amount of Cost Recovery Crude Oil.

The costs of a Commercial Well or Appraisal Well(s) not completed as a
producing or injection Well(s) shall be treated as Exploration
Expenditures for the purposes of calculating the amount of Cost Recovery

Crude Oil. e )

The Commercial Well shall couxat towards the Work and expenditure
obligationsin Article 15, but t.he Appralsal Well(s) that have been drilled
following the dlscovery Df a Commercxal Well shall not count towards

such obligations.

.....

......

CONTRACTOR has the right to declare a Commercial Discovery w1thout
first having drilled a Commercial Well or Wells.
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Article 18
Development and Production Work Programs and Budgets

Ninety (90) days after the date of a Commercial Discovery CONTRACTOR
shall prepare a revised Exploration Work Program and Budget (if appropriate)
and a Development and Production Work Program and Budget for the
remainder of the Year in which the Commercial Discovery is made. Such Work
Programs and Budgets shall be prepared no later than the fifteenth (15th) of
August of said Year (or such other date as may be agreed upen). No later than
the fifteenth (15th) of August of each Year (or such other date as may be agreed
upon) thereafter, CONTRACTOR shall prepare an annual Production
Schedule, which will be in accordance with generally accepted international oil
field practice and a Development and Productlon Work Program and Budget
for the succeeding Calendar Year and lﬁay from tlme to tune propose revisions
thereto. " o YT

The Production Schedule and the Develdpment and Production Work Program
and Budget shall be formally approved m wntmg by the Operating Committee
and given to SONANGOL and CONTRACTOR CONTRACTOR is authorized
and obliged to execute,:unqlext.the supervision and control of the Operating
Committee and Within"the’:budget expenditure limits, the Approved
Development and Production Work Programs and Budgets and any approved

revisions thereto.



" Article 19
Production Programs

The Operating Committee shall approve, not less than ninety (90) days prior to
January 1st and July 1st of each Year following the commencement of
production under the approved Lifting Schedule, and furnish in writing to
SONANGOL and CONTRACTOR, a forecast setting out the total quantity of
Petroleum that the Operating Committee estimates can be produced, saved
and transported hereunder during each of the next four (4) Calendar Quarters
in accordance with good oil industry practices. CONTRACTOR shall
endeavour to produce in each Calendar Quarter the forecast quantity. The
Crude Oil shall be run to storage, constructed,:.maintained and operated by

CONTRACTOR, and shall be metered or.gtl:;_{é;wiée measured as required to
meet the purposes of this Agreemqg_t__ghd'}:}i'é 1’eg’isl§ti’g>x_;_:h__1._force.



Article 20
Guarantees

The minimum Exploration work obligations shall be secured by a bank

guarantee substantially in the form as set outin Annex E.

Such guarantee shall be given by CONTRACTOR not later than three (3)
months after the beginning of each Phase of the Exploration Period.

The amount of such guarantee shall be equal to ten million U.S. Dollars
(U.S.$10,000,000) for each of the obligatory Exploration Wells set forth in
Article 15 for such Phase. In addition, in the Initial Exploration Phase
the guarantee will be increased by ﬁve mllhon U.S. dollars
(U.S.$5,000,000) for the obhgawry sexsrmc prog:ram set forth in
paragraph 1 of Article 15 e Y

The amount of such guarantee shall be reduced by five million U.S.
dollars (U.S.$5,000 OOO) in- the Imtlal Exploration Phase when the
obligatory seismic prog‘ram is ¢ompleted and by ten million U.S. dollars
(U.S.$10,000,000) ‘when éach of the obligatory Exploration Wells for each
- Phase of the Exploratlon Period is completed or for each amount paidin
accordance with Article 15, paragraph 6.

- If, during any Year of any of the Phases of the Exploration Period

CONTRACTOR should be deemed to have relinquished, as provided in
Article 15, paragraph 5, all of the Contract Area not converted to a
Development Area(s), CONTRACTOR shall forfeit the full amount of the
performance guarantee, reduced as provided for in paragraph 4 of this
Article.

Each of the entities comprising CONTRACTOR shall also provide
SONANGOL not later than three (3) months after the Effective Date
with a corporate guarantee substantially in the form shown in Annex D

hereof.
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Article 21
Signature Bonus

CONTRACTOR shall pay to SONANGOL as a signature bonus the sum of
million U.S. dollars (U.S.$ ) on the Effective Date. This signature
bonus shall neither be recovered nor amortized by CONTRACTOR.

Article 22
Development Ar'ea Rentals

Onor before the first day of the Month nexf: follomng the date of the
declaration of each Commercxal DiS¢overy and on each anniversary thereof,
CONTRACTOR shall pay. tzo S@N ANGOL a surface rental of three hundred
U.S. dollars (U.S. $300) per square kilometer for all the area covered by the
resultmg Development Area(s). Such suiface rental may be recovered as
Production Expenditure by CONTRACTOR against the Cost Recovery Crude
Oil.
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Article 23
Conservation of Petroleum and Prevention of Loss

CONTRACTOR shall adopt those measures which are necessary and
appropriate and consistent with the technology generally in use in the
international petroleum industry to prevent loss or waste of Petroleum
above or under the ground in any form during drilling, producing,
gathering and dist}'ibuting, storage or transportation operations.

Upon completion of the drilling of a producing Development Well,
CONTRACTOR shall inform SONANGOL of the time when the Well will
be tested and will subsequently inform SﬁNAN GOL of the resulting
estimated production rate of the Well wrthm ﬁfteen ( 15) days after the

conclusion of such tests. RS

Petroleum shall not. be produced frnm multlple independent Oil carrying
zones sxmultaneously through one strmg of tubing, except with the prior
approval of SONAN GO.L

CONTRACTOR shaII récord data regardmg the quantities of Crude Oil,
Natural Gas and water produced monthly from each Development Area.
Such data shall be sent to SONANGOL within thirty (30) days after the
end of the Month reported on. Daily or weekly statistics and reports .
regarding the production from the Contract Area shall be available at all
reasonable times for examination by authorized representatives of
SONANGOL.

Daily drilling records and graphic logs of Wells must show the quantity
and type of cement and the amount of any other materials used in the
Well for the purposes of protecting Crude Oil, Gas or fresh water bearing
strata. Any substantial change of mechanical equipment associated with
the Well after its completion shall be subject to the approval of
SONANGOL.



Article 24
Records, Reports and Inspection

CONTRACTOR shall prepare and, at all times while this Agreement is in
force, maintain accurate and current records of its activities and
operationsin the Contract Area and shall keep all information of a
technical, economic, accounting or any other nature developed through
the conduct of Petroleum Operations. Such records will be organised in
such a way as to allow for the prompt and complete ascertainment of costs
and expenditure. All such records and information will be kept at

CON TRACTOR'S office in Luanda. o
SONANGOL, in exercising its acttvrtles under the terms of this
Agreement, shall have the rl:ght to. free access to all ‘data referred to in the
preceding paragraph. CONTRACTOR shall furnish SONAN GOL, in
accordance with apphcable regulatlons 6r as SONANGOL may
reasonably require, mformatton and data concerning its activities and
operations under this Agreement In addition, CONTRACTOR shall
provide SONAN GOL Wlth copies of any and all data, including, but not
limited to, geolog‘tca} ‘and geophysical reports, logs and Well surveys, -
information and interpretation of such data and other information
related to the Contract Area in CONTRACTOR's possession..

CONTRACTOR shall save and keep in the best condition possible a
representative portion of each sample of cores-and cuttings taken from
Wells as well as a sample of all fluids produced from Exploration Wells, to
be disposed of or forwarded to SONANGOL or its representativesin the
manner directed by SONANGOL. All samples acquired by
CONTRACTOR for its own purposes shall be considered available for
inspection at any reasonable time by SONANGOL or its representatives.
CONTRACTOR shall keep such samples for a period of thirty-six (36)
Months or, if before the end of such period, CONTRACTOR withdraws
from the Contract Area, then until the date of withdrawal. Three (3)
Months before the end of such period, CONTRACTOR shall request
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instructions from SONANGOL as to the destination for such samples. If
CONTRACTOR does not receive instructions from SONANGOL by the
end of such three (3) Month period then CONTRACTOR is relieved of its

responsibility to store such samples.

Unless otherwise agreed to by SONANGOL, in the case of exporting any
rock samples outside Angola, samples equivalent in size and quality
shall, before such exportation, be given to SONANGOL.

Originals of records can be exported only with the permission of
SONANGOL provided, however, that magnetic tapes and any other data
which must be processed or analysed outside Angela may be exported
only if a comparable record is maintainedin Angola and provided that
such exports shall be repatrxated to Angola on the understandmg that
they belong to SONAN GOL e

Subject to any other provrsmns of thig’ Agreement CONTRACTOR shall
permit SONAN GOL through SGNAN GOL's duly authorized v
representatives or employees to have full and complete access to the
Contract Area at all reasonable times with the right to observe the
operations being conducted and to inspect all assets, records and data
kept by CONTRACTOR SONANGOL's representatives and employees
in exercising the rights under the preceding sentence of this paragraph
shall not interfere with CONTRACTOR's operations. CONTRACTOR
shall grant to said representatives and employees the same facilities in
the camp as those accorded to its own employees of similar professional

rank.
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Article 25
CONTRACTOR's Obligations to Purchase SONANGOL's Oil

- SONANGOL shall have the right to require CONTRACTOR to purchase
any part of SONANGOL's share of production under normal commercial
terms and conditions in the international petroleum industry and at the

Market Price in force at the time the Crude Oil is h&ed as established in

Article 2 of Annex C of the Concession Decree

The right referred to in the preceding paragraph shall be exercised in
accordance with the following procedure;_‘ .

(a) Six(6) Months prior to the; start ef a Calendax Quarter SONANGOL
shall give written noth 120 theé CONTRACTOR that it requires
CONTRACTOR to, purchase a spemﬁed quantity of Crude Oil to be
lifted rateably over a penod of two (2) consecutive Calendar
Quarters; and RARERS

(b) CONTRACZI"OI{’SQBIigaﬁon to purchase Crude Oil will continue
mutatis mutandis from Calendar Quarter to Calendar Quarter after
the initial two (2) consecutive Calendar Quarters until and unless
SONANGOL gives CONTRACTOR written notice of termination
which, subject to the above-mentioned minimum period, shall take
effect six (6) Months after the end of the Quarter in which such

written notice was given.
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Article 26
Other Rights and Obligations Related to Oil Disposal

SONANGOL shall have the right upon six (6) Months written notice to
buy from CONTRACTOR Crude Oil from the Contract Area equivalent
in value to the Petroleum Income Tax due by CONTRACTOR to the
Ministry of Finance, i.e. fifty per cent (50%) of CONTRACTOR's share of
Profit Oil (as determined in accordance with Article 12). Such purchases
by SONANGOL shall be at the Market Price applicabie to such Crude
Oil. SONANGOL shall provide CONTRACTOR with not less than three
(3) Months advance written notice of its intention to cease to exercise its
right under this paragraph. -
Payment by SONANGOL for each purchase of Crude Oil under
paragraph 1 above shall be. due tWG(Z) workmg &ays before due date of
the relevant amount of Petroleum Income Tax to the Ministry of Finance.
Any unpaxd amount plns interest as spec1ﬁed in Annex C hereto, shall be
paid in kind to CON TRACTGR by SONANGOL out of its next Crude Oil
entitlement, valued at. th@ Market Price applicable to such Crude Oil.

If,in any Year, CON"f‘RACTOR's total share of Crude Oil comprising -
Cost Recovery Crude Oil and Development Area Profit Oil, less any
Crude Oil acquired or received from CONTRACTOR by SONANGOL
under this Article and by the Government under the Concession Decree,
is less than forty nine per cent (49%) of total oil estimated to be produced
and saved in the Contract Area, CONTRACTOR shall have the right to
buy and lift the corresponding balance of Crude Oil in the succeeding

Year.

In the event that CONTRACTOR exercises all or any part of such right,
the balance of Crude Oil necessary to satisfy CONTRACTOR's right shall
be sold to CONTRACTOR by SONANGOL at the Market Price in

accordance with the following procedures:
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(a) Six (6) Months prior to the start of a Calendar Quarter
CONTRACTOR shall give written notice to SONANGOL that it
requires SONANGOL to sell a specified quantity of Crude Oil,
which quantity may be expressed either in Barrels or a percentage
of total production, to be lifted rateably over a period of two (2)
consecutive Calendar Quarters; and,

(b) SONANGOL's obligation to sell Crude Oil will continue mutatis
mutandis from Calendar Quarter to Calendar Quarter after the
initial two (2) consecutive Calendar Quarters until and unless
CONTRACTOR gives SONANGOL written notice of termination or
revision of quantities which, subject to the above-mentioned
minimum period, shall take effect six (6) Months after the end of the

Quarter in which such wrxttgp go,t;ce was given.

In the event of conflict betWeen CONTRACTOR rlght in paragraph 3

The fulfilment of the obhgatmn to satisfy the Government's right as per
Article 8 of the Concessxon Decree shall be shared between SONANGOL
and CONTRACTOR in proportion to their respective net shares of
production during the period concerned (CONTRACTOR's net share
being its share according to Articles 11 and 12 less the quantities )
delivered to SONANGOL under paragraph 1 above and SONANGOL's
net share being its share according to Article 12, plus the said quantmes

delivered to it under paragraph 1 above).
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Article 27
Unitization

In the event of there being Petroleum deposits, capable of a commercially
viable development, which extend beyond the Contract Area, and where
other entities have agreements for the exploration and production of
Petroleum with a similar unitization provision, SONANGOL may, by
means of written notice addressed to CONTRACTOR and said other
entities, require that the Petroleum in those deposits should be developed
and produced together.

SONANGOL, by means of written notice addressed to CONTRACTOR
and the other entities as aforesaid, may also require that a similar
procedure to that mentioned in the- preeedmg paragraph be adopted, in
relation to other Petroleum depomts ‘within the. Contract Area, if these
are commercially viable. only when developed together with petroleum
deposits in areas ad)acent to the Contract Area.

Should SONANGOL make use of the nghts referred to in the preceding
paragraphs, CON’I‘RACTOR shall use all reasonable endeavours to co-
operate with the other entities in the preparation of a plan for the joint
development and production of the deposits in question. Such plan shall
be presented to SONANGOL within a period of one hundred and eighty
(180) days from the date when CONTRACTOR received the relevant -
notice, or such longer period as SONANGOL may agree.

Should the plan not be presented within the period established in the
preceding paragraph SONANGOL may arrange for an independent
consultant acceptable to all parties concerned to prepare a plan, at the
expense of the CONTRACTOR and the other entities, for the joint
development and production of the deposit in accordance with the
generally accepted practice in the international petroleum industry.

The plan prepared under the terms of the preceding paragraphs should be
in accordance with the rules established in this Agreement, in particular
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as regards the rights and obligations of CONTRACTOR, and it should
establish a reasonable rate of return for CONTRACTOR compatible with
the proportional share which the latter assumes in the joint development

and production.

Once the plan referred to in the preceding paragraphs has been prepared,
the Parties and the other entities will meet and use best endeavours to

reach agreement on its implementation.

If CONTRACTOR is unable to reach agreement on the preparation of a
plan for joint development and production under paragraph 3 above, or,
as the case may be, on the implementation of a plan prepared by
SONANGOL under paragraphs 4 and 5 above it shall rehnqulsh to—
Petroleum deposits lying thereunder Whlch are? the subject of
SONANGOL's notice, mthout preJudlce to LtS other rights and
obligations under thlS Ag‘l‘eement in respect of the remainder of the
Contract Area. % .~ o

In the event that a unitization process under this Article affects the whole
or part of an obligation which CONTRACTOR must fulfil within a
certain time period under the Agreement, such time period shall be
extended by the time elapsed between SONANGOL's written notice
under paragraphs 1 and 2 above and the date of mutual agreement on the
plan of the related joint development. In any event this extension shall
not be more than one (1) year, or such longer period as agreed by
SONANGOL.
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Article 28
Abandonment of Assets

The CONTRACTOR, within a period of sixty (60) days from the termination of
the Agreement or of the date of relinquishment of any area, must hand over to
SONANGOL, in good state of preservation and operation and according to a
schedule approved by SONANGOL, all of the Wells which, within the area to
which the expiry, cancellation or abandonment refers, are in production or are
capable of producing, together with all the related casing, pii)ing, surface or
sub-surface equipment in the Contract Area acquired by CONTRACTOR for
the undertaking of Petroleum Operations except such casing, piping, surface or
sub-surface equipment which is being used for Petroleum Operations -
elsewhere in the Contract Area. @ i™

Should SON AN GOL so request, the CONTRACTOR shall proceed to correctly
abandon the Well or Wells and shall also undertake other actions for the
abandonment of the related dssets as requested in accordance with normal -

industry practice.

46



Article 29
Natural Gas

CONTRACTOR shall have the right to use in the Petroleum Operations
Associated Natural Gas produced from Development Areas for any
purpose, including fuel and pressure maintenance in the fields covered by
the Development Areas and the right to process such Gas and separate
the liquids therefrom. Costs to produce, treat and so use such Gas shall

be Production Expenditures. i

Associated Natural Gas surplus to the requirements defined in the
preceding paragraph is available at the separator free to SONANGOL.
If Non-Associated Natural Gasis d1$covered wu;lnn the Contract Area
then SONANGOL and CONTRACTOR sha:Il endeavour to agree on the
terms under which such Gas will be deveIoped Such development shall
include the use of N on Assocxated N atural Gas for oil field operations, for
domestic consumptlon or for export If no agreement is reached within
eighteen (18) months -of the date when such Gas was discovered, or such
longer period as may beagreed to by SONANGOL, then SONANGOL
shall be free to develop the discovery for its own account. If SONANGOL
so agrees, then CONTRACTOR shall have an option to participate in this
Gas development with reimbursement of SONANGOL's expenses
according to Article 30 plus an amount equal to one thousand per cent

(1000%) of such expenses.

In the course of activities provided for under this Agreement, flaring of
Associated and/or Non-Associated Natural Gas, except short-term flaring
necessary for testing or other operational reasons, is prohibited except on
prior authorization of the Ministry of Petroleum following a request by
SONANGOL. CONTRACTOR shall formulate such request for
SONANGOL and shall include an evaluation of alternatives to flaring
that have been considered along with information on the amount and
quality of Gases involved and the duration of the requested flaring.
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Article 30 ‘
‘Operations for SONANGOL's Account (Sole Risk)

Operations which may be the object of a sole risk notice from
SONANGOL under this Article shall be those involving:

(a)

(b)

(c)

(d)

(e)

(H

penetration and testing geological horizons deeper than those
proposed by CONTRACTOR to the Operating Committee in any
Exploration Well being drilled which has not encountered
Petroleum provided the Operator has not commenced the approved
operations to complete or abandon the Well;-

penetration and testing geologlcal honzons deeper than those
proposed by CONTRACTOR to the Operatmg ‘Committee in any
Exploration Well bexngdnlied which. hasencountered Petroleum,
provided that the: Operatmg Committee ‘has agreed that
SONANGOL; may undertake the Sole Risk Operations, and the
Operator has not commenced the approved operations to complete or
abandon the Well

the drilling 6f-ai1 Exploration Well other than an Appraisal Well
provided that not more than two (2) such Wells may be drilled in
any Calendar Year;

the drilling of an Appraisal Well which is a direct result from a
successful Exploration Well whether or not such Exploration Well

was drilled as part of a sole risk operation;

the Development of any discovery which is a direct result from a
successful Exploration Well and/or Appraisal Well sole risk
operation which CONTRACTOR has not elected to undertake under

paragraph 3 below;

the Development of a Petroleum deposit discovered by a successful
Exploration Well and/or Appraisal Well carried out by
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CONTRACTOR as part of a work program approved by the
Operating Committee if thirty-six (36) months have elapsed since
the successful Well was completed and CONTRACTOR has not

commenced Development of such deposit.

Except as to the operations described under paragraphs (a) and (b) none of
the operations described in paragraph 1 of this Article may be the object
of a sole risk notice from SONANGOL until after the operation has been
proposed in complete form to the Operating Committee and has been
rejected by the Operating Committee.

To be "in complete form" as mentioned above, the proposal for conducting
any of the above mentioned operations pl:esented by SONANGOL shall
contain appropriate information such as 166&tlon depth, target geological
horizon, timing of operation, and where approprtate details concerning

any development plan as well as other relevanf. data

may, as to any operatxon descrrbed in paragraph 1,givea wrltten sole
risk notice to CONTRACTQR and the latter shall have the following
periods of time frqm the date of receipt of such sole risk notice within
which to notify SONAN GOL whether it elects to undertake such
proposed operation as part of the Petroleum Operations:

(a) astoanyoperation described in paragraphs 1(a) and (b), 48 hoursor
until commencement of the deepening operations, whichever occurs

last;
(b) asto any operation described in paragraphs 1(c) and (d), 3 months;
(c) astoanyoperation described in paragraphs 1(e) and (f), 6 months.
If CONTRACTOR elects to include as part of the Petroleum Operatjions
the operation described in the sole risk notice within the appropriate

period described in paragraph 3 of this Article, such operation shall be
carried out by the Operator within the framework of the Petroleum

49



Operations under this Agreement, as a part of the current Work Program
and Budget, which shall be considered as revised accordingly.

If CONTRACTOR elects not to undertake the operation described in the
sole risk notice, subject to the provisions of paragraph 6, the operation for
the account of SONANGOL will be carried out promptly and diligently by
CONTRACTOR at SONANGOL's sole risk, cost and expense, provided
that such operation will be carried out only if it will not conflict or cause
hindrance to CONTRACTOR's activities or obligations, or delay existing
work programs, including any Approved Work Program and Budget and
with respect to operations referred to in paragraphs 1(c) and 1(d) such
operations will be undertaken as soon as a suitable rigis available in‘
Whereby SONANGOL will provide all nec'eésary funds to CONTRACTOR
to undertake and pay for such operatlons L bl

SONANGOL shall elect to have the operatmns for its own account
referred to in paragraphs 1(e). and l(f) edrried out either by itself, by
CONTRACTOR fora mutuaHy agreed fee or by any third party entity
contracted to that effect by SONAN GOL, provided that such operations
will be carried out only if they wﬂl not confhct with or cause hindrance to
programs, including the Approved Work Program and Budget. Before
entering into an agreement with a third party, as mentioned ébove,
SONANGOL will notify CONTRACTOR in writing of such proposed
agreement. CONTRACTOR shall have forty five (45) days after the
receipt of such notification to decide to exercise its right of first refusal
with respect to the proposed agreement and to perform such sole risk
activities under the same terms and conditions as have been arranged

with the third party.

If SONANGOL wishes to use in the sole risk operations assets which are
used in the Petroleum Operations, it shall give written notice to the
Operating Committee stating what assets it wishes to use on the
assumption that the utilisation of such assets shall not prejudice the

Approved Work Programs and Budgets.

o
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8. If, in accordance with the provisions of paragraph 4, CONTRACTOR
decides to undertake any works as foreseen in paragraph 1(d), it shall pay
SONANGOL in cash and within 30 days as of the date in which it
exercises such right, an amount equal to all of the costs incurred by
SONANGOL in sole risk operations conducted in accordance with
paragraphs 1(a), 1(b) and 1(c) which directly lead to the works foreseen in

paragraph 1(d).

9. . Inaddition to the amount referred to in the preceding paragraph,
SONANGOL will also be entitled to receive from CONTRACTOR an
additional payment equal to two hundred per cent (200%) of the costs
referred to in paragraph 8. Such additional payment will be made in cash
and within ninety (90) days as of the date an whlch CONTRACTOR -

exercised the right referred to.

- 10. If, in accordance with the p.rav)smns of paragraph 4 CONTRACTOR
decides to undertake any work’s foreseenin- paragraph 1(e), it shall pay
SONANGOL in cash all of the costs mcurred by the latter in its sole risk
operations which dlrectly led ta the works foreseen in paragraph 1(e), less
any reimbursement madé'i m accordance with paragraph 8 above, within
thirty (30) days as Qf th__e -ddte on which it exercises such right.

11. In addition to the amount referred to in the preceding paragraph,
SONANGOL will also be entitled to receive twenty five per cent (25%) of
CONTRACTOR's share of Development Area Profit Oil produced from
this developed field until the value thereof as defined in paragraph 13 of
this Article equals one thousand per cent (1,000%) of the costs of the

operations referred to in paragraph 10.

12. Ifthe operations described in paragraph 1(e) and 1(f) are conducted at
SONANGOL's sole risk, cost and expense, it will receive one hundred per
cent (100%) of the Petroleum produced from the field developed under

such terms.

13. The Petroleum received by‘SONANGOL under paragraph 11 will be
valued at the Market Price as established in Article 2 of Annex C of the

Concession Decree.
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Article 31
Operating Committee

The Operating Committee is the body through which the Parties
coordinate and supervise the Petroleum Operations and shall be
established within thirty (30) days of the Effective Date.

The Operating Committee has, among others, the following functions:

(a)

(b)

(c)

(d)

(e)

to establish policies for the Petroleum Operations and to define, for
this purpose, procedures and guidelines as it may deem necessary;

to review and, except as prov1ded m paragraph 12, approve all
CONTRACTOR's proposals on Work Prograﬂas and Budgets
(including the location of WeHs and fac1htxes) “Production Schedules
and Lifting ScheduleS' b B
to verify and supervxse the accountmg of costs, expenses and
expenditures a_ndthe conforrmty of the operating and accounting
records thh the mles established in this Agreement and Annex C
hereof; T .

to establish technical committees whenever it is necessary;

in general, to review and, except as provided in paragraph 12, to
decide upon all matters which are relevant to the execution of this
Agreement, it being understood, however, that in all events the
right to declare a Commercial Discovery is reserved excluswely to
CONTRACTOR.

The Operating Committee will obey the clauses of this Agreement and it
shall not deliberate on matters that by Law, or this Agreement are the

exclusive responsibility of the Concessionaire.
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The Operating Committee shall be composed of four (4) members, two (2)
of whom shall be appointed by SONANGOL and the other two (2) by
CONTRACTOR. The Operating Committee meeting cannot take place
unless at least three (3) of its members are present.

The Operating Committee shall be headed by a Chairman who shall be
appointed by SONANGOL from among its representatives and who shall
be responsible for the following functions:

(a) tocoordinate and orient all the Operating Committee's activities;

(b) tochair the meetings and to notify the Parties of the timing and
location of such meetings, it being understood that the Operating
Committee shall meet at the request of any Party,

(c) to estabhsh the agenda of the meetmgs whu;h shall include all
matters whlch the Partles have asked to be discussed;

(d) toconvey to each Party all decwlons of the Operating Committee,
within five workmgdays after the meetings;

(e) torequest fro‘m'Operator any information and to make
recommendations that have been requested by any member of the
Operating Committee as well as to request from CONTRACTOR
any advice or studies whose execution has been approved by the
Operating Committee.

(f)  torequest from technical committees any information,
recommendations and studies that he has been asked to obtain by

any member of the Operating Committee:;

(8) toconvey to the Parties all information and data provided to him by
the Operator for this effect;
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10.

11.

In the case of an impediment to the Chairman of the Operating
Committee, the work of any meeting will be chaired by one of the other
members appointed by him for the effect.

At the request of any of the Parties the Operating Committee shall
establish and approve, according to paragraph 11(c) below, its internal
regulations which shall comply with the procedures established in this

Agreement.

At the Operating Committee meetings decisions shall only be made on
matters included on the respective agenda, unless, with all members of
the Operating Committee present, they agree to make decisions on any

matter not so included on the agenda.

tie-breaking vote.

Except as provxded for in paragraph 11 the decxslons of the Operatmg
Committee are taken by sunple majority of the votes present or
represented, it belng undersbood that any member may be represented by

written and sxgned proxy ‘held by another member.

Unanimous approval of the Operating Committee shall be required for:

(a) approval of and any revision to Exploration Work Programs and
Budgets prepared after the first Commercial Discovery;

(b) approval of and any revision to the Production Schedules, Lifting
Schedules and Development and Production Work Programs and

Budgets;

(c) establishment of rules of procedure for the Operating Committee;

(d) establishment of management policy for the carrying outof
responsibilities outlined in paragraph 2 of this Article and of the

procedures and guidelines as per paragraph 2(a) above.



12.

13.

14.

(e) determination of deemed rate of return as per Article 12.

Prior to the time of the first Commercial Discovery, the Operating
Committee shall review and give such advice as it deems appropriate
with respect to the matters referred to in paragraph 2(e) above and with
respect to CONTRACTOR's proposals on Exploration Work Programs
and Budgets (including the location of Wells and facilities). Following
such review CONTRACTOR shall make such revision of the Exploration
Work Programs and Budgets as CONTRACTOR deems appropriate and

~ transmit the final Exploration Work Program and Budget to

SONANGOL forits information.

Minutes shall be made of every meetmg of the Operatmg Committee and
they shall be written in the appmprxate record boek -and signed by all

members.

The draft of the xmnutes shall be prepared if possible, on the day that the
meetlng is held and coples of lt shall be sent to the Parties within the

T

date of receipt of the draft minutes. "



Article 32
Ownership of Assets

Physical assets purchased by CONTRACTOR for the implementation of
the Work Program(s) and Budget(s) become the property of SONANGOL
when purchased in Angola or, if purchased abroad, when landed at the
Angolan ports of import. Such physical assets will be used in Petroleum
Operations, provided, however, CONTRACTOR will not be obligated to
make any payments for the use of such physical assets during the term of
this Agreement. These provisions shall not apply to equipment belonging
to and leased from third parties. _
During the term of this Agreement CONTRACTOR shall be entitled to
the full use in the Contract Area .and any other area ‘approved by
SONANGOL, of all fixed and movable assets at'no cost to
CONTRACTOR. A.ny SON AN GOL assets ‘which CONTRACTOR agrees
have become surplus to CONTRACTOR'S then current and/or future
needs in the Contract Area may be removed and used by SONANGOL
outside the Contract A;;ea and any unrecovered costs for such assets shall
be fully recoveredin-that Year respecting the cost recovery limit provided
forin Article 11 hereof. Any SONANGOL assets other than those
considered by CONTRACTOR to be superfluous shall not be disposed of
by SONANGOL except with agreement of CONTRACTOR so long as.this

Agreementis in force.
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Article 33
Property and Confidentiality of Data

All information of a technical nature developed through the conduct of
the Petroleum Operations shall be the property of SONANGOL.

Unless otherwise agreed by SONANGOL and CONTRACTOR, while this
Agreement remains in force, all technical, economic, accounting or any
other information, including, without limitation, repoi-ts, maps, logs,
records and other data developed through the conduct of Petroleum
Operations, shall be held strictly confidential and shall not be divulged
by any Party without the prior written consent of the other Party hereto
provided, however, that either Party may, Wlthout such approval,

disclose such information:

(a) toany Affiliate ot potentlal a531gnee of such Party upon such
Affiliate or potential assngnee gwmg a similar undertaking of
conﬁdentlahty, - g

(b) in connectio;i’ﬁiﬁhtﬁé arranging of financing or of a corporate re-
organization“upon obtaining a similar undertaking of
confidentiality;

(c) tothe extent required by any applicable law, regulation or rule -
(including, without limitation, any regulation or rule of any
regulatory agency, securities commission or securities exchange on
which the securities of such Party or of any such Party's Affiliates

are listed);

(d) toconsultants, contractors or other third parties as necessary in
connection with Petroleum Operations upon obtaining a similar
undertaking of confidentiality;

The CONTRACTOR's obligation of confidentiality of the information
referred to in paragraph 2 above shall continue for ten (10) years after the



termination of the Agreement or such other period as agreed to in writing

betweén the Parties.

In the event that any entity constituting CONTRACTOR ceases to hold
an interest under this Agreement, such entity will continue to be bound

by the provisions of this Article.

To obtain offers for new Production Sharing Agreements, SONANGOL
may, upon informing CONTRACTOR, show third parties geophysical,
geological and other technical data (the age of which is not less than one
(1) year) or CONTRACTOR's reports and interpretations (the age of
which is not less than five (5) years) with respect to that partor parts of
the Contract Area adjacent to the area of such new offers.

any information that has entered the pubhc domam by any means thatis
both lawful and does th mvolve a breach of thls Article.
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Article 34
Responsibility for Losses and Damages

CONTRACTOR, in its capacity as the entity responsible for the execution
of the Petroleum Operations within the Contract Area, shall be liable to
third parties to the extent provided under Angolan Law for any losses and
damages it may cause to them in conducting the Petroleum Operations
and shall indemnify and defend SONANGOL with respect thereto,
provided timely notice has been given of the claims and opportunity to
defend.

CONTRACTOR is also liable for losses and damages (excluding indirect ‘
and consequential losses and damages) whlch in conducting the
Petroleum Operations, it may cauSew the State and in case of
CONTRACTOR's wilful rmscanduct or gross neghgence to SONANGOL.

The provxslons of the precedmg paragraphs 1 and 2 do not apply to losses
and damages caused durmg Petroleum Operations for account and risk of
SONANGOL, for Whlch SONAN GOL shall indemnify and defend
CONTRACTOR, and'i 1n relatxon to which CONTRACTOR shall only be
liable for such lossés-and damages caused by its wilful misconduct or

gross negligence.

If CONTRACTOR comprises more than one entity, the liability of such

members shall be joint and several.

e
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Article 35
Insurance

Relative to the risks inherent in its Petroleum Operations,
CONTRACTOR shall execute and keep current insurance contracts for
the amounts and types required by applicable Angolan Legislation, as
well as any other insurance contracts proposed by CONTRACTOR and

. approved by the Operating Committee, it being understood that such
approval is not necessary when CONTRACTOR is protected by
worldwide insurance or reinsurance programs. In this case,
CONTRACTOR shall promptly inform SONANGOL on the type and the
extent of coverage of such insurance and shall provide SONANGOL with

certificates thereof whenever requested

Insurance contracts will beexecuted w1th Empresa Nac1onal de Seguros e
Resseguros de Angola (EN SA UEE y¥ when so required by applicable
'leglslatxon of the People s Repubhc ofAngola ’
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Article 36
Employment, Integration and Training of Angolan Personnel

CONTRACTOR shall be subject to the provisions of Decree 20 of April 17,
1982 and corresponding regulations regarding the recruitment,
employment and training of Angolan personnel.

In the Petroleum Operations carried out under this Agreement
CONTRACTOR shall apply the most appropriate technology and
managerial experience, including' their proprietary technology such as
patents, "knowhow" or other confidential t,echnology, to the extent
permitted by applicable laws and agreement;s

In planned, systematic and vanous ways and in, accox‘dance with the
provisions of this Artlclae,, CONTRACTOR shall train its Angolan
personnel directly or: mdxrectly mvolved in the Petroleum Operations, for
the purpose of improving theit km)wledge and professional qualification
in order that the Angolan personnel gradually reach the level of
knowledge and prof“estnal qualification held by the CONTRACTOR's
foreign workers. Suck training will also include the transfer of the
knowledge of petroleum technology and the necessary management
experience so as to enable the Angolan personnel to use the advanced and
appropriate technology in use in the Petroleum Operations, including-
proprietary and patented technology, "knowhow" and other confidential
technology, to the extent permitted by applicable laws and agreements,
subject to appropriate confidentiality agreements.

In keeping with the Three-Year Plan for the recruitment, employment
and training of Angolan personnel which is covered under Article 12 of

the Concession Decree, CONTRACTOR specifically agrees to:

(a) prepare a draft of the initial Plan and submit it to SONANGOL
within four (4) Months of the Effective Date;
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Article 37
Fiscal Regime

The fiscal regime applicable to Petroleum Operations is that established

in the Concession Decree.

In order to avoid the international double taxation of CONTRACTOR's

- income, SONANGOL shall favourably consider any amendments or
revisions to this Agreement that CONTRACTOR may propose as long as
those amendments or revisions do not impact on SONANGOL or Angola's
economic benefits and other benefits resulting from the Agreement.

Should the clearance stamp duty and/or the statlstlcal levy of one per
thousand (1/1000) "ad valorem" apphcable to unports or exports increase
from those rates in effect on. the Eﬁ'ectxve Date, SONAN GOL will
reimburse CONTRACTQR for the addltmnal amounts paid by
CONTRACTOR. SONAN GOL and’ CONT RACTOR shall promptly agree
on procedures to accomphsh such reunbursement

Article 38
Foreign Currency and Customs Regimes

The foreign currency and customs regimes applicable to the Petroleum
Operations are those established in Annexes D and E respectively of the

Concession Decree.
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(b) prepare a proposal for implementation of the Plan and submit it to
SONANGOL within one (1) Month of the approval of such Plan by
the Ministry of Petroleum;

(¢) 1implement the approved Plan in accordance with the directives of
SONANGOL, CONTRACTOR being able, in this regard and with
the approval of SONANGOL, to contract outside specialists not
associated with CONTRACTOR to proceed with the
implementation of specific aspects of the subject Plan.

CONTRACTOR agrees to require in its contracts with subcontractors
who work for CONTRACTOR for a period of more than one year,
compliance with requirements for the training of work crews, to which
requirements such subcontractors are sugjgct by operation of current law.
CONTRACTOR further agrees to monltor comphance with such

obligations.

CON TR.ACTOR shall be responsxble for the training costs of Angolan ,_
personnel it employs, such costs bemg treated as Production Expenditure.

and CONTRACTOR -

Subject to the provisions of paragraph 4 above, CONTRACTOR shal-.::
have the right to staff its operations with those whom it believes are
necessary for efficient administration and operations without the
imposition of citizenship or residency requirements.

SONANGOL shall provide reasonable assistance to CONTRACTOR in
obtaining visas, required permits and any other entry, residency and
work licenses required in connection with the performance of Petroleum
Operations in the Contract Area. CONTRACTOR shall advise
SONANGOL reasonably in advance of the time necessary for receipt of
such permit or license and SONANGOL shall take all reasonable s;teps to
arrange for all such permits and licenses to be issued on a timely basis by

the appropriate authorities.
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Article 39
Assignment

In accordance with the legislation of the People's Republic of Angola,
each of the entities constituting CONTRACTOR may assign part or all of
- itsrights, privileges, duties and obligations under this Agreement to an
Affiliate and, by obtaining prior authorization from SONANGOL, to a
non-Affiliate, such authorization shall be granted within thirty (30) days
of CONTRACTOR's notice of intent to make such assignment.

| Any third party assignees shall be holders of the rights and obligations
deriving from this Agreement and subject to all the appropriate
legislation.

In the case of the assignment being in favp'il“r-:-of an Affiliate of the
assignor the latter and the assignee éﬁajl remain jointly and severally
liable for the strict compliance; w1f:h the obhgatmns ‘of the
CONTRACTOR in accordance with the provxslons of this Agreement and

relevant leglslatlon

The legal documents requu‘edw effect any assignment in accordance
with the provisiong’c‘jfthi.s,A}ticle must specify the participation which
the third party assf‘gne':e will enjoy in the Agreement and shall be
submitted for consideration and, in the case of an assignment to a non-
Affiliate, for approval by SONANGOL before being formally executed.
In any of the cases foreseen in this Article the obligations of the assignor
which should have been fulfilled under the terms of this Agreement and
the relevant legislation at the date the request for the assignm-ent is

made, must have been fully complied with.

SONANGOL will have the right of first refusal to acquire under the same
conditions the share assigned in the case of an assignment to a non-
Affiliate. SONANGOL must exercise such right within thirty (30) days
of CONTRACTOR's notice of intent to make such assignment.

Except as otherwise provided herein, upon completion of an assignment
to a non-Affiliate, such assignor shall have no further rights or
obligations with respect-to the interest in this Agreement so assigned.
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Article 40
Termination of the Agreement

Without prejudice to the provisions of the general law and of any
contractual clause, SONANGOL may proceed to the termination of this
Agreement if CONTRACTOR:

- (a)

(b)

(c)

(d)

(e)

0

(g)

(h)

interrupts Production for a period of more than ninety (90) days
with no cause or justification acceptable under normal international

petroleum industry practice;

continuously refuses with no Justlﬁcamon to comply with the
generally applicable Law in force m the People s Republic of

mtentxonally subxmts false mformatxan to the Government or to
SONANGOL;*- ;

‘discloses conﬁdenttal mformatlon related to the Petroleum

Operations wathout havxng previously obtained the necessary

‘authorization: therebo,

assigns any part of its interests hereunder in breach of the
provisions of Article 39 of this Agreement; -

is declared bankrupt by a court of competent jurisdiction;
does not comply with any final decision resulting from an
arbitration process conducted under the terms of the Agreement,

after all adequate appeals are exhausted;

does not fulfil a substantial part of the duties and obligations

resulting from the Concession Decree and from this Agreement;
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(i) intentionally extracts or produces any mineral which is not covered
by the object of this Agreement, unless such production is expressly
authorized or unavoidable as a result of operations carried out in
accordance with accepted international Petroleum industry

practice.

SONANGOL may also terminate the Agreement if the majority of the
shares representing the capital of any entity constituting
CONTRACTOR is transferred to a non-Affiliate third party by the

- owners thereof without having obtained the prior required authorisation.

If SONANGOL considers that one of the aforesaid causes exists to
terminate this Agreement, it shall notify CONTRACTOR in writing for
it, within a period of ninety (90) days, to remedy such cause. The said~
notification shall be delivered by the. officiglumethod foreseen in the Law,
and by recorded delivery whlch shall e 51gned by a, Iegal representative
of the entity to which it i is addressed If, for any ‘teason, this procedure is
impossible, due to achange of address wlnch has not been notified
pursuant to this Agreement pubhcataon ‘of the notice in the Diario da

Republica shall be consu.ie{:g_d_'tg bé as valid as if delivered.

If, after the end of the mnety (90) day notice period, such cause has not
been remedied or removed or if agreement has not been reachedona
plan to remedy or remove the cause, this Agreement may be terminated
in accordance with the provisions mentioned above.

The termination envisaged in this Article shall occur without prejudice to
any rights which may have accrued to the Party which has invoked it, in
relation to the other Party, in accordance with this Agreement, the

Concession Decree or the general legislation in force.

If any of the entities constituting CONTRACTOR, but not all of them,
give SONANGOL due cause to terminate this Agreement pursuant to the
provisions of paragraphs 1 and 2 above, then such termination shall take
place only with respect to such entity or entities and the rights and
obligations that such entity or entities hold under this Agreement, except
as provided in the preceding paragraph, shall revert to SONANGOL

without compensation.
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Article 41
Confidentiality of the Agreement

SONANGOL and CONTRACTOR agree to maintain the confidentiality
of this Agreement, except for those disclosures which are provided forin
the applicable legislation, the regulations of stock exchange markets as
well as requests from banks or credit institutions in connection with

financing requirements.

| Disclosure of the contents of this Agreement will also be permitted to
Affiliates and to potential assignees of the CONTRACTOR, provided that
they agree to respect the confidentiality of the Agreement.

Arbitration

Any dfsputes, diffe;éi:iéés, ;)r clalmsansmg out of this Agreement or
relating thereto, or relating tothe breach, termination, or invalidation of
the same, which it hasnotbeen possible to resolve amicably shall be
finally and exclusi’i}éli‘seftled by arbitration, in accordance with the
UNCITRAL Rules 6f Arbitration of 1976 as existing on the Effective

Date.

The number of arbitrators shall be three (3). One (1) arbitrator shall be
appointed by SONANGOL and one (1) arbitrator shall be appointed by
CONTRACTOR. The third arbitrator, who shall be Chairman of the
Arbitration Tribunal, shall be jointly appointed by SONANGOL and
CONTRACTOR. If any arbitrator is not so appointed within thirty (30)
days after notice from SONANGOL or CONTRACTOR to the other
requesting that the appointment be made, then such arbitrator shall be
appointed by the President of the International Chamber of Commerce.

The arbitration proceedings will take place in Angola and will be set up
by the competent civil court of the Comarca of Luanda in accordance with
Law 13/78, 0f 26 August. The arbitrators shall decide the matter in
dispute according to Angolan substantive law and applicable principles of

international law.
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The language of arbitration shall be Portuguese.

The Parties agree that this arbitration clause is an explicit waiver of
immunity against validity and enforcement of the award or any
Judgement thereon and the award shall be final, binding and enforceable

against any Litigant in any court having jurisdiction in accordance with

its laws.

Article 43
Force Majeure

CONTRACTOR, or both of them of any of the contractual obligations,
except an obligation to pay money, shall be excused if, and to the extent
that, such non-performa,nce or delay is. caused by force majeure.

If the force majeure restreuns temporanly the performance of a
contractual oblxgatmn subJect to a time limit, the time given in this
Agreement for the performance of such obligation and for the
performance or eXércise of any right or obligation dependent thereon,
and, if relevant, the term of the Agreement, shall be suspended until the
restoration of the status quo prior to the occurrence of the event(s)
constituting force majeure, but only with respect to the areas affected.

"Force Majeure", for the purposes of this Article, shall be any occurrence
beyond the reasonable control of the Party claiming to be affected by such
event, such as, and without limitation, state of war, either declared or
‘not, rebellions or mutinies, natural catastrophes, fires, earthquakes and

communications cuts and unavoidable accidents.

The Party which understands that it may claim a situation offorce
majeure shall immediately serve notice to the other Party.
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" Article 44
Applicable Law

This Agreement shall be governed by and construed in accordance with

Angolan Law.

Article 45
Language

This Agreement has been prepared and sxgned 1n both Portuguese and Enghsh.
The Portuguese version shall be the ofﬁaal vétsion for the purpose of
establishing the rights and obhgatmns ‘of the Partles‘ . P

1. - SONANGOL and Operator shall maintain offices in Luanda, Republica
Popular de Angola, where communications foreseen in this Agreement

must be validly served.
2. SONANGOL's office for the purpose of servirig notice is:
Rua 1° Congressodo M.P.L.A.
No. 8-42 Andar
Luanda

REPUBLICA POPULAR DE ANGOLA

Telex: 3148 and 3260

69



3. Operator's office for the purpose of serving notice is:

4.  SONANGOL and Operator will communicate to each other in writing
and with reasonable notice any change of their offices referred to in the
preceding paragraphs, if such occurs.

Article 47

Captions and headings are mcluded u’x thls Agreement for the sole purpose of
systematization and shall have fio mterpretauve value.

Artlcle 48
Effectlveness

This Agreement shall come into effect on the Effective Date.

IN WITNESS WHEREOF, the Parties hereto have signed this Agreement in
duplicate in the Portuguese and English languages.

SONANGOL:
By: Date:
CONTRACTOR:

By: Date:
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Annex C

Accounting and Financial Procedures

The present annex is an integral part of the Production Sharing Agreement dated
,1991, signed between SONANGOL as one of the Parties and by
___as the other Party, as referred to in Article 2 of the Agreement.
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1.1

1.2

1.3

Article 1

General Conditions

Definitions

The terms used in this Annex have the same meanlng as was given to them
in the Agreement.

Purpose

a.

The purpose of the Accounting and Financial Procedures is to
establish equitable methods for determmmg the expendxture and
the Agreement, in accordance. Wlth the “Information System for Oil
Operations (SIOP)” a;pproved under joint.éxécitive Decree number
7/88 of the 26th of March under generally accepted accounting

. prmcxples

Itis the Partles 1ntent10n that there should not be any duplication of
any recoverable 1tem '

Each of thé entmes of which the Contractor is made up has the
responsibility of keeping its own accounts registers for the purpose of
satisfying all legal requirements and justifying tax declarations or
any other accounting reports requested by any government
authority in respect of the Petroleum Operations.

In order to permit each entity of which the Contractor is comprised to
keep such accounting registers, the Operator will prepare the joint
account in such a manner as to permit the entities in question to
satisfy any legal obligations to which they are bound.

Language and Units

a.

All accounts registers, charts of results, accounts reports and
correspandence should be written in Portuguese and added up in
New Kwanzas and US Dollars with, however, the calculations for the
determination of recoverable expenditures being made in US
Dollars.
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The measurements required under the terms of this Annex, will be
made in metric units and in Barrels. If necessary for the internal use
of the Contractor, the referred to accounts registers, charts of results
and accounting reports and correspondence may also be written up in
other languages, currencies and units of measurement after
obtaining the prior approval of SONANGOL.

Exchange rate fluctuations shall not constitute any gain or loss
either for SONANGOL or the Contractor. '

The Operator should supply SONANGOL with a description of the
procedures adopted for the calculation of the exchange rate
differences, as well as the respective policies for protection from
exchange rate fluctuations. B

Gains and losses, made or not, as 4 result of foreign exchange
fluctuations will be registered 1nd1v1dually and'separately in the
jeint account under theif own headirig, The Operator will supply
SONANGOL. Wlth a statement talken from the accounts register in
respect of the: forelgn exchange ¥ate differences calculated at the end
.of each quarter, up until twenty one (21) days beginning from the
end of the quarter in- questmn

statement, \mH notxfy the Operator of its position in respect of the
amounts of foreign exchange rate differences accepted as
recoverable.

The approved differences in the foreign exchange rate will then be
calculated as yearly charges or profit under the heading
“Administration and Services” to be imputed to the activities of
Exploration, Development and Operation under the following terms

set outin 4.8(b).

The amounts received and expenses incurred in New Kwanzasorin
US Dollars will be converted from New Kwanzas into US Dollars or
US Dollars into New Kwanzas at the buying and selling rates
published by the Banco Nacional de Angola on the last working day
of the Month before the Month in whlch the amounts were received

or paid.

The costs of depreciation and amortization will be translated or
converted at the exchange rate in force on the date of purchase of the

original asset.
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1.4

1.5

Payments

a.

All payments between the Parties under the terms of the Agreement
will be made in US Dollars or in other currencies accepted by the
Parties, in a bank designated by the Party to which payment is
made.

Any payments required under the terms of Agreement, principally
premiums, rents and penalties for non compliance with the
minimum programme of work, as well as the payments as a result of
the purchase rights of crude oil by the Contractor will be made
within thirty (30) days from the end of the Month during Whlch the
payment obligation was mcurred

Financial and Operational Audlt and SONAN GOL's nght of Inspection

a.

The accounts regxsters mmntamed by the Contra«,tor will be audited

_on an annual basis to be carried sutby an independent auditing
company to bg chosen by SONANGOL and the Contractor. The

inspection to be carried vut by the auditors should be based on
generally accepted audltmg principles.

explanatlons requested by the auditors and allow them to carry out
the checks considered necessary within the scepe of their activity.

The expenditure incurred on the aforementioned audit will be
classified by the Contractor as Administration and Services
Expenditure.

A copy of each audit report should be given to the Ministry of
Finance, SONANGOL and each entity of which the Contractor is
comprised within a period of six (6) Months after the end of the
respective calendar year.

In addition to the conditions of paragraph a. above, SONANGOL will
have the permanent right, either on its own or through third parties,
and upon giving reasonable notice to Contractor, to carry out
operational inspections or audits considered to be necessary.in
respect of facilities, studies, accounts, registers, documents,
contracts, assets of any kind in such a manner as to verify

mr
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compliance with obligations under the Agreement. The costs of such
an audit will be paid by SONANGOL.

When carrying out the audits referred to in this Article, the auditors
may inspect and check, after giving a reasonable amount of
notification to Contractor, all expenditures and revenue connected
with Petroleum Operations, such as accounts registers, accounts
entries, inventories, vouchers, payment slips, invoices, contracts or
sub contracts of any kind related to the Agreement and any other
documents, correspondence and registers of the Contractor necessary
for auditing and checking expenditure and revenue.

In addition the auditors will have the right in respect of such

warehouses and ofﬁces ofthe antractor in Angola and/or any other’
location provided that they are used for.thé Petroleum Operations
including v1sxts to th:e personnel worklng on these Petroleum

- Oper atlons e ST

The cost of the exaxmnatlen and inspection of registers located
outside Angola : WIthoutSON ANGOL's authorisation will be paid by
the Contract,or and is not recoverable.

All accounts-r'egisters, sales statements, books and accounts
connected with the Petroleum Operations will be accepted as true
and accurate after a period of twenty four (24) Months beginning
from the end of the Fiscal Year to which they refer, unless if within
this same period, SONANGOL or the Contractor express any ~
objection to them in writing.

SONANGOL may extend the twenty four (24) Month period by an
additional twelve (12) Months by providing the Contractor written
notice to extend such period not later than sixty (60) days prior to the
end of the initial twenty four (24) Month period.

Notwithstanding the possibility of the period of twenty four (24)
Months having expired, if there is any evidence that the Operator is
guilty of wilful misconduct or gross negligence in the management of
the Petroleum Operations during the expired periods, SONANGOL
will have the right to carry out additional audits in respect of these
periods.
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All adjustments as a result of the audits referred to in this Article,
when agreed and approved by the Operating Committee, should be
promptly adjusted in the joint account.

If any disputes between SONANGOL and the Contractor in respect
of outstanding verifications in the audits carried out still remain,
these cases of dispute will be entrusted for purposes of resolution to
an 1nternatlonal independent audit company agreed between the

Parties.

If any of the Parties disagrees with the resolution put forward by the
aforementioned audit company, the dissenting Party should notify
the other Party for the case in dispute to be resolved by means of
arbitration, under the terms of Artlcle 42 of the Agreement. -
Notwithstanding the conditxons of t.hls Article, all documents
therein referred to shmﬂd be available fori Inspéction by
SONANGOL for ﬁve (5) “Years after the Qdate of their being drawn up.

“This Article Wlll nelther take the place of nor lessen the legal
obligations of the Contracbor arising from Angolan commercial

legislation.



2.1

2.2

2.3

Article 2
Expenditure and Revenue of Contractor

The expenditure incurred under the terms of the Agreement should be
debited to the joint account in accordance with the principles set out in 2.3.
Each member of the Contractor will undertake the accounting procedure
for his share of the exports of crude o1l with the respective revenue not
being credited to the joint account. :

The expenditure will be classified in accordance with the “Oil-Operations
Information System (SIOP)” and will be recoverable under the terms of
Article 11 of the Agreement.

Under the terms of Article 11 of t.he Agreement dlrect and indirect
expenditure, classified and:accounted for.in-accordance with the “Oil
Operations Informatmn System (SIQPJand under the terms of Article 4 of
this Annex, which are a result of the Petroleum Operations carried out
w1thm the scope of the Agreement snd which are specxfied below are

2 3.1 Expenditure on Personnel

a. For the purpose of ehglblhty of expenditure on personnel as
recoverable costs, the Operator should submit to SONANGOL its
internal management policies and practices in respect of personnel,
including salary policies, subsidies and travelling expenses, benefits
and other company incentives, which, under the terms in which they
are approved by SONANGOL will constitute the principles of the
incurring of expenditure on personnel referred to in the following

paragraphs.

b. The total amount of the salaries and wages, including gratifications
and bonuses paid to workers employed by the Operator for being
directly employed on the Petroleum Operations.

c. All of the personnel who are employed on the Petroleum Operations
and whose salaries and wages are recoverable as referred to above
should have time sheets.



These sheets will register the time worked on the Petroleum
Operations, even if the personnel in question is employed on the
Petroleum Operations on a full or a part time basis, and should show
the time worked on the various projects for the purpose of calculation
and attribution of salaries and wages.

Expenditure on holidays, public holidays, overtime, payments for
illness and incapacity, applicable to the salaries and wages referred

to in paragraph b. above.

The expenses and contributions imposed under the laws of the
People's Republic of Angola, applicable to salaries and wages
referred to in paragraph b. above.

payments and contnbutlons OWed by the Operator s non resxdent
workers in their country of ofigin in addltmn to any taxes and
contributions owed by workers res;dent in Angola will be be

_considered as. receverable costs

Expenchture connected w1th the plans established for life insurance,
medxcal assxstance:, Densxon other incentives or employee benefits

SONANGOL- and applicable Angolan legislation.

Reasonable travelling expenses, accommodation and subsistence and
personal expenses of the Operator's workers including those incurred
as a result of journeys and resettlement of non resident workers
employed on the Operations carried out by the Contractor in the
People's Republic of Angola, in accordance with standard practice in
the international oil industry and internal policies approved by
SONANGOL under the conditions set out in 2.3.3 b. to d. below.

2.3.2 Expenditure on Transport

a.

Expenditure on the transport of non resident employees, equipment,
materials and necessary supplies for the carrying out of the
Petroleum Operations.

Expenditure on the transport of personnel will include travélling

expenses of non resident workers and their families, paid by the
Operator in accordance with his internal travelling practices and
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policies for personnel, previously approved by SONANGOL under
the terms set out in 2.3.1(a) above.

Expenditure on the transport associated with the return of non
resident workers and their families to their country of origin should
be debited to the joint account, with the exception of cases of
expenditure incurred on the movement of a worker outside the
country of origin which was established at the tlme of his transfer to

Angola.

If the Operator wishes to employ such a worker on other
international operations outside Angola, no travelling and other
expenses connected with the termmatxon of his provision of labour in

2.3.3 Expenditure Incurred on Serv1ces Prov1ded by Thn:d Partxes

234

Contracts with third pa.rties Whlch are consxdered to be the real cost of the
technical service and other contracts SIgned under the scope of Petroleum
Operations, by the Operator at the expense of the Contractor, with third
parties who are not Affiliateg of the Operator cr of SONANGOL provided
that the prices paid by. the Operator are competitive with those generally
available in the Iocal or mternatmnal market for similar works and

services.

Expenditures on Services Provided‘by Affiliates of the Operator or of
SONANGOL

a.

The services and prices of technical/administrative assistance”
provided by the Affiliates-of the Operator or of SONANGOL to the
Petroleum Operations should take into account the following
conditions for the purposes of their eligibility as expenses imputable
to the joint account:

I The categories of services provided by the Affiliates of the
Operator or of SONANGOL for the running and carrying out
of Petroleum Operations in the technical and administrative
domain, are as follows:

Exploration

— Study of the soil and setting up of drilling equipment
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- Geophysical analyses

-~ Geological and geochemical studies
-~ Rock and fluid studies

—~ Thermodynamic analyses

- Interpretation of diagraphics

- Reservoir analysis and studies.

Development

the best manner -of] recavermg hydrocarbons, 2D and 3D
geophysmstproductmn geology; ‘todelling and simulation
of deposits:as an integral ‘part of €conomic reservoir
exploxtatmn and conserv&hon '

- Archltectural and engmeenng studies for the purpose of

preparing a aﬁle on the preliminary project and the file on
the basxc engineering involved.

- Px:oject management

- Water and gas injection studies

— Specific studies for the purpose of enhanced recovery and
cost control

- Improvement of the methods of drilling and completion
equipment

—~ Safety procedures programme.
Production

- Anélysis of fluids produced

- Oi)timization studies

- Improvement and control of equipment
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— Lifting programme schedule studies

- Corrosion control programme and studies,
Administration and Services

— Provision of data processing services |

- Maintenance programme and inventory control evaluation
and studies.

This list is exhaustive and may only be altered with the
approval of SONAN GOL o
Such services in re}atlon to each Fiscal Year should be set out,’
duly discrimingted under their- own- ‘heading, as an integral
partof the Work Programmes and: Budgets under the terms of
the Operatmg ProceduresM&nual to be signed between
SONANGOL and the Operator under the terms of Article 9 of
the Ag?nememm -

At the tlme of the presentation of the Work Programmes and
Budgets the Operator should also submit for the approval of
SONANGOL the calculation of the applicable tariffs for the
budgeted year.

These services, once budgeted, will be subject to specific Work
Orders which should be previously approved by SONANGOL
at the request of the Operator, both by means of a global
“Master Order” for each field and individually on a case by
case basis.

These Work Orders should contain an estimate of the number
of hours necessary for the carrying out of the services, a
reasonable description of the services desired and the agreed
tariffs. Whenever the real costs which have been incurred and
invoiced are the greater of ten per cent (10%) or $10,000
higher than those budgeted, the recovery of the difference will
be submitted for SONANGOL's approval.
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XL

XII.

For each approved Work Order, a copy of the technical report
of completion should be annexed to the respective invoice and

filed by the Operator in Angola.

The approval for services whose budgeted worth is equal to or
more than thirty thousand US dollars (US $ 30,000) will only
be definitive in respect of each of these services if
SONANGOL does not put forward any objections with a
period of twenty one (21) days commencing from the data of
the reception of the request made by the Operator.

Approval for individual services whose budgeted worth is less
than thirty thousand US dollars (US $ 30,000) is implicit,
with, however, the Operator-proceeding according to the
description prowded in number vl above

Unforeseen servmes W’hlch for. thls reason, are not set out in
the approved Werk Programmes and Budgets can only be
ordered by: the Operator after-approval has been given by
SONANGOL whatevertheir estlmated cost.

In respect ¢ of: aIl t.he services for techmcal and administrative
assistance provxded by the Affiliates of the Operator, not
covered by-this paragraph, an annual global pnce (“forfait”)
which-will be calculated in the following manner is agreed:

(i) During the first five (5) Years of the Agreement,
corresponding to the Exploration Period as defined in
Article 6 of the Agreement, one per cent (1%) levied on the
direct expenditure of the Exploration.

(ii) In subsequent Years, corresp-onding to the Production
Period as defined in Article 7 of the Agreement, one per
cent (1%) of the direct expenditure of Development.

The services whose provision is remunerated by the annual
global price fixed in number XI above include, but are not

limited to, for example, purchases and traffic, human

resources management, market consultancy, negotiations,
revisions and supervision of contracts, banks, invoicing,
credits, accounts, general services, communications, methods,
internal procedures and controls, technological advances
resulting from scientific research in diverse fields, insurance



and legal assistance, assistance to personalities, assistance to
agents undergoing training and safety of operations.

XTII. The amounts arising from the levying of the percentage
established in number XI above will be considered to be
Administration and Services costs which are recoverable
under the terms of Article 11 of the Agreement.

XIV. Expenditure incurred on personnel and associated costs in
respect of the personnel of the Affiliates of the Operator or of
SONANGOL employed on the Petroleum Operations of the
Agreement for short and long term periods are not included in
the services of technical and administrative assistance set out
in point number 2.3.4 and may be recovered under the ferms
setoutin 2.3.1. Lol

Other services provided by SON AN GOL a.nd its Affiliates will be
debited at prices whi¢h"are not hlgher than the best prices charged

by third part;es far comparable servtces

2.3.5 Expenditure on Matel’lals E

a.

With the exggphon:of the conditions of the following paragraph (c)
the material and-€quipment purchased by the Operator for use on
the Petroleum Operations should be costed at the invoice price less
all commercial discounts and abatements, with the addition of
insurance, freight and handling expenses between the point of

supply and the point of delivery, customs duties, taxes, surcharges

~and other applicable levies on the imported merchandise.

This amount should not be greater than the prices generally in force
on the open market for impartial non preferential transactions for
material and equipment of the same quality available at the right
time, with due consideration of freight and other similar costs.

The materials and equipment necessary for the Petroleum
Operations may also be acquired from SONANGOL and its Affiliates
and /or any entity constituting Contractor and their Affiliates, under
the following conditions:

I The material and new equipment, classified as category “A”
will be costed at the vendor's lowest price or at the
international price in force. This amount should not be

oo
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greater than the prices generally in force in normal “Good
Faith” transactions on the open market.

Used material and equipment which are in good condition and
which can be reused without the need for repair will be
considered as category “B” and debited at seventy five per cent
(75%) of the current price of the material and equipment set
out in number I above.

Material and equipment which cannot be considered as
category “B” but which:

i. after general repair may be usable for its original purpose
- as good second hand matenal and equipment. -

ii. may be usable foﬂts onginal purpose but for which its
repair is not recommendable,

will be classxfied as categoxy "C" a_nd debited at fifty per cent
(50%)¢f the currempnc&s of material and equipment set out in
number I abc"e ) R S

and “G’r

When the use of material and equipment is temporary and
their application on the Petroleum Operations does not justify
the reduction in price under the terms indicated in numbers II
and III above, they will be debited on the basis of their
utilization.

Insofar as it is adequate for the purposes of the prudent, efficient and
economic management of the Petroleum Operations, material and
equipment for use on the Petrolem Operations will only be purchased
or supplied on the basis of a foreseeable and reasonable use and any
excessive accumulation of stock should be avoided.

In the case of material and equipment supplied by SONANGOL and
its Affiliates and/or any entity constituting Contractor and their
Affiliates, they will not guarantee such material and equipment for a
period exceeding the guarantee of the supplier or manufacturer and
in the case of defective material and equipment, any adjustments
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2.3.6

2.3.7

2.3.8

received by SONANGOL and its Affiliates and/or any entity
constituting Contractor and their Affiliates either from suppliers or
from manufacturers, will be credited to the joint account under the

terms of the Agreement.
Expenditure on Rents, Taxes, Duties and Other Tax Obligations

The rents of the Development Areas paid under the terms of the
Agreement, tax, customs duties, contributions, charges, surcharges
and any other tax obligation imposed by the State, in respect of the
Petroleum Operations, paid directly or indirectly by the Operator,
with the exception of the Petroleum Income Tax.

Expenditure on Insurance

a. The premiums and'1 msurance charges after the deduction of
any benefit ordlsceunt contracted tnder the terms of

apphcable Angalan leglslatlon

b The pxpendlture mcurred by ﬂomphance with insurance

contracts, signéd I in eontravention to the conditions of the
applicable Angolan legislation in question will not be
consxdered as recoverable costs.

c. Onl'y't‘he part of the costs or losses suffered as a consequence of
accident or damage occurring during the Petroleum
Operations not covered by the insurance policies signed under
the terms of applicable Angolan legislation is recoverable.

d. If the obligatory insurance established by applicable Angolan
legislation is not taken out, all eosts incurred by the Operator
for the payments of any losses, claims, damages or sentences,
in addition to any expenditure incurred, including the
provision of legal services, will not be considered as
recoverable costs.

Expenditure Incurred on Legal Services

a. Expenditure incurred as a result of litigation, necessary or
appropriate legal and other similar services for the obtaining,
improving, conservation and protection of the Area of the
Agreement and the institution or defence of legal proceedings
in respect of the Area of the Agreement or claims made by



third parties as a result of the activities carried out under the
terms of the Agreement, or amounts paid for the necessary
and appropriate legal services for the protection of the joint
interests of SONANGOL and the Contractor.

When the legal services are provided in respect of such
matters by full time attorneys or attorneys paid by the
Operator and its Affiliates on a contingency basis the
respective costs will be included in the scope of the category of
technical and administrative assistance set out in numbers XI
to XIII of paragraph (a) of point 2.3.4 above.

Neither the costs incurred during the course of Arbitration
under the terms of Article 42 of the Agreement nor any
expenditure on legal serv1ces :‘which are not connected with
the Operatlons in the Area of the Ag‘reement are recoverable.

2.3.9 Expenditure Incurred on the Trammg of Angolan Personnel

‘a.

Expendlture 1ncurz‘ed by the Operator on the training of
Angolan personnel employed on the Petroleum Operauons

Expendlture incurred by the Operator on training
programmes for SONANGOL's personnel under the terms of
Article 36 of the Agreement.

2.3.10 General and Administration Expenditure

2.4

General and administration expenditure incurred by the Operator in
Angola in respect of the maintenance of his main office, support
installations for the Petroleum Operations and the places of
residence of the Petroleum Operations in the Contract Area.

Costs which are recoverable only with the prior approval of
SONANGOL.

a.

b.

Donations

Expenditures in respect of social events promoted by the
Operator



2.5

Costs which are not recoverable under the terms of the Agreement.

a.

Expenditure incurred before the Agreement is signed except if
otherwise agreed to the contrary with SONANGOL.

Expenditure as a result of wilful misconduct or gross
negligence carried out by the Operator, for which he is
responsible under the terms of the Agreement.

Commissions paid by the Operator to agents.

Marketing expenses or transportation of crude to a location

Expenditure on any’ g'ua,rantee whxch is provided under the
terms of the Agreement S

Compensatwn ﬁnes or penaltles for failure to comply with
contractually estabhshed obhga..lons

Expenses. mcurred W1th the arbitration proceedings carried
out under the terms of the Agreement.

Expen‘ses incurred on the independent appraisal expert in
accordance with Article 2 of Annex C of the Concession

Decree.

.The Petroleum Income Tax.

Fines and penalties imposed by the courts

Gifts or discounts provided to suppliers.

Gifts to authorities or high ranking Angolan officers
Promotional and advertising expenditures.
Expenditure for demurrage of oil tankers

Expenditure on interest for loans, including charges on capital
during construction and charges on suppliers credit.
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2.6

a.

Expenditure on legal services incurred by the Operator except
for those specifically set outin 2.3.8.

Costs arising as a result of contracts for the supply of material
and equipment and the provision of services signed by the
Operator without the prior authorization of SONANGOL
above the limits of competence delegated to the Operator in
the Agreement.

Costs arising from the implicit renewal of these contracts
without the prior authorization of SONANGOL.

The costs and damages incurred as the result of the failure to
sign the insurance contracts established under the terms of

applicable Angolan Ieg1sIat10n

The contributions’ and tax on salanes ‘and wages of workers
employed by t;he Operator under the terms set out in 2.3.1(g).

) Payments tor the J omt Account under the terms of the Agreement.

Any ad]ustments made by manufacturers, suppliers or their
agents, received by SONANGOL and its Affiliates and/or any
entity constituting Contractor and their Affiliates in respect
of defective material and equipment whose cost had been
previously considered as a recoverable cost under the terms of
this Article.

The revenue received from third parties, with the prior
authorization of SONANGOL for the use of goods and assets
acquired by the Operator for sole use on the Operations of the
Contract Area.

The revenue from general administration activities and
support to Exploration, Development and Operation carried
out by the Operator for the benefit of third parties with the
prior approval of SONANGOL.
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3.1

e. The revenue from technical services (whose costs have been
charged to the Joint Account) provided to third parties,
including Affiliates of the Operator with the prior approval of
SONANGOL.

f. Rents, reimbursements or other payments received by the
Contractor, as a result of any expenditure made under the
terms of this Article but excluding those arising as a result of
any favourable sentence awarded to the Contractor in respect
of the arbitration proceedings set out in 2.3.8.

- Artlcle 3
,~-""-Ij’;x_géx‘iditure of Non Operators

Non operator companies of which the Contractor is constituted may only
recover general and administration expenditure with the prior approval of
SONANGOL made on the installation and operation of their offices in

Angola. ’
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4.1

4.2

4.3

Article 4

Accounting Procedure for Expenditure
for the Purpose of Recovery of Costs

For the purpose of the recovery of costs under the terms of Article 11 of the
Agreement, the accounting procedure for the expenditure incurred with the
carrying out of the Petroleum Operations in the Area of the Agreement in
accordance with the principles established in Article 2 of this Annex, will
be made as set out in the following points.

Exploration Expenditure will be registered in the accounts as fixed assets
and will not therefore be amortizable buf Wlll be considered as costs under

the terms of Article 11 of the Agreement

Production Expenditure may mclude a prowsxon for costs of abandonment,
under the followmg terms, Lo .-

a. Ninety days before the begmmng of the calendar Year for which the
Operator forecasts that the'cumulative productmn of each of the
Development Areg§ wil lead to a situation in which the recoverable
reserves of these Development Areas at the end of the Yearin
question represent less than:

50% of the declared recoverable reserves under 50 million

Barrels

or )
30% of declared recoverable reserves above 50 million Barrels
but not more than 100 million Barrels

or

25% of declared recoverable reserves above 100 million
Barrels

the Operator should provide SONANGOL with a technical study for
the alternative possibilities of relinquishment and its best -
calculations on the costs of relinquishment in respect of each Area of
Development for approval purposes.
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This calculation should be up to date and inflat~1 by reference to the
estimated data for the effective removal of the production
infrastructures in each of the Development Areas.

After the approval of SONANGOL and at the beginning of the
calendar Year referred to above, the Operator will calculate, on a
three monthly basis, the recoverable costs of relinquishment on a
three monthly basis using the method of the production unit in
accordance with the following formula:

Three month production (MMBBLS) x Total = Costsof
- approved  relinquish-
Appropriation Percentage (50% or. costs of ment recov-
30% or 25%) of declared recoverable. relin- erableon a
Reserves (MMBBLS) .- i =7 - quishment three
L e months
basis

- The amoun{éai;i'{il;ted undertheterms of paragraph c. above will be

imputed to the _Eroduptié_.iiE_izﬁéhditure of the respective
Development Area, with this imputation not constituting a direct
expenditure for thé purpose of imputation of the Administration and
Services expenditure in accordance with the conditions of 4.8 below.

An amount which is equivalent to the amount calculated in
accordance with paragraph c. above will be paid by the Contractor to
SONANGOL after a period of no more than thirty (30) days after the
end of the Quarter in question. .

4.4 Development Expenditure will be registered in the accounts as follows:

a.

Development Expenditure will be registered in the accounts as fixed
assets and the amounts will be increased by the investment premium
set out in Article 11 of the Agreement.

It will be amortizable at a rate of twenty five per cent (25%) per Year
in equal yearly instalments beginning in the Year in which such
expenditure was made or beginning in the Year in which Crude Oil
is exported from the Development Area whichever occurs later.

In the case of Development Expenditure in respect of specific works

or projects whose construction and/or execution takes more than one
(1) year (works in progress), the amortization of the expenditure in
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4.5

4.6

4.7

question will only commence during the Year of completion with its
classification then being made as a permanent fixed asset.

d. A full amortization of twenty five per cent (25%) will be granted in
the Year in which the amortization begins, calculated in accordance
with the principles set out in the above paragraphs.

Joint development expenditure for more than one Development Area, after
the respective imputation of Administration and Services expenditure
under the terms set out in 4.8 and following clauses will be divided up
among the respective Development Areas based on the proportional annual
production of each of the Development Areas.

The joint Operating expenditure for more than one Development Area,
after the respective imputation of the Admlmstratlve and Services
expenditure under the terms setoutin4. 8and following paragraphs, will -
be divided up among the reféired t6 Development Afeas based on the
proportional annual producﬁwn of each of the Pevelopment Areas.

The Admmxstratmn and Servxces Expendlture will be registered in the

accounts as follows:

a. The part of thé Adrmmstratlon and Services expenditure in respect
of the constructxon or the acquisition of installations or any physical
assets for generic logistical and administrative support for the
activities of Exploration, Development and Production which on
account of their specific nature, size of the amount or slow period of
extinction are susceptible to capitalization, will be registered in the
accounts as fixed assets. -

b. This expenditure will be amortized at a rate of twenty five per cent
(25%) per Year, in equal Annual instalments, beginning in the Year
in which the export of Crude Oil from the Area of the Agreement
takes place, whichever occurs later.

c. In the case of expenditure in respect of specific works or projects
whose construction and/or execution takes more than one (1) year
(works in progress), the amortization of such expenditure will only
commence in the Year of completion with its classification then
being made as a permanent fixed asset.
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d. A full amortization of twenty five per cent (25%) will be made in the
Year in which amortization commences, calculated in accordance
with the principles set out in the above paragraphs.

e. Administration and Services Expenditure which cannot be
registered in the accounts as fixed assets on the basis of their value,
intangibility or rapid extinction by way of consumption will be
debited as yearly costs under the terms of Article 11 of the
Agreement. :

For the purposes of the recovery of costs under the terms of Article 11 of the
Agreement, Administration and Services Expenditure will be imputed each
Year to Exploration, Development and Production Expenditure in the
following manner: o

a. The amount of annual depre‘czfa‘t"‘bﬁﬁof the_.,A‘dmjnistration and
Services Expenditurerégistered in the'aceourits as fixed assets in
accordance with 4:7 a.above, will be registered in the Exploration,

. Developmentand Production.Expenditure account in proportion to

the direct anmtal expegdj*l:;ii‘z“g‘ijy each of these activities.

b.  The amount of the*Administration and Services Expenditure debited
as yearly cq§);s§n dccordance with 4.7 e. above, will be imputed to
Exploration, Dévelopment and Production Expenditure in
accordance with the method set out in paragraph a. of this point.

c. The imputation of the Administration and Services Expenditure
made under the terms of the above paragraphs will be considered an
indirect cost of the Exploration, Development and Production ~
Expenditure activities.

d. Fer the purposes of recovery of the Development Expenditure, the
imputation of the amortization of the Administration and Services
Expenditure registered in the accounts as fixed assets (indirect
Development costs) will be added to direct Development costs and
the total will then be multiplied under the terms of number 4 of
Article 11 of the Agreement.

The materials acquired by the Operator for the execution of the Work
Programme and Budgets in each Year, which are not immediately.used on
the Petroleum Operations will firstly be registered in the accounts under
the heading of stock as established by the “Oil Operations Information
System (SIOP)” and will only be imputed to the activities of Exploration,
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Development and Production in proportion to their effective use or
consumption for the benefit of the Petroleum Operations of the Agreement.

4.10 The non used and/or consumed materials at the end of each calendar Year
will be registered under the heading of stock and will not constitute
recoverable costs insofar as their eligibility as such depends on their
effective use or consumption, imputed and justified to the activities
established in the Agreement as centres for cost recovery.

4.11 The materials classified by the Operator as strategic spare parts,
constituting a security stock for guaranteeing the satisfactory carrying out
of the Petroleum Operations in the Area of the Agreement will be imputed
to the activities of the Agreement in accordance with the following

conditions:

a. The Operator should’ submlt to SONA.N GOL a list of the
materials classxﬁed as strategic spare parts for the purposes of
the approval of the respectxve classification.

b. Such matenals will be regxstered in the accounts at the time of
their acqulsltion under the heading of stocks as set out in 4.9
above under theu‘ own subheading.

c. Thelr 1mputatmn to the centres of costs recovery established
in the’Agreement will be made proportionally to their specxﬁc
use for replacement purposes or after four (4) Years beginning
from the Year of acquisition, whichever occurs earlier.

d. In the case of the imputation referred to in paragraph c. above
being made by reference to the condition of the four (4) Years
elapsed, the imputation, in respect of the non used materials
on the Operations will only be made with the prior and timely
approval of SONANGOL.

4.12 Insofar as the limit of the amount of Crude Oil for the recovery of costs for a
determined Year, is insufficient for the recovery of costs which are
recoverable for the Year in question in accordance with Article 11 of the
Agreement, the part of the Production and Development Expenditures
which are not recovered for the Year in question will be carried over to
subsequent Years until they are totally recovered under the terms of
Article 11 of the Agreement.
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4.13

414

4.15

Insofar as it is found that the quantity of Crude Oil for recovery of the
Exploration Expenditure under the terms of Article 11 of the Agreement is
insufficient, the non recovered part of these Exploration Expenditures will
be carried over to the following Years until they are fully recovered.

In the case of the continued lack of sufficiency of Crude Oil for the recovery
of the Exploration Expenditure incurred in the Area of the Agreement,
these expenses will continue to be non recovered.

The recovery of the Expenditure referred to in this Article is subject to the
regulations on the recovery of costs and respective limits established in

Article 11 of the Agreement.



5.1

5.2

5.3

5.4

Article 5
Registration and Evaluation of Assets

The Contractor should keep detailed records of assets in use on the
Petroleum Operations, in accordance with standard practice in the activity
of Exploration and Production in the international oil industry and will
provide SONANGOL with a full and detailed annual report on these assets
under the terms of the “0il Operations Information System (SIOP)”.

At reasonable intervals of time and at least once a year a full inventory will
be made by the Contractor, under the terms of the Agreement. The
Contractor will notify SONANGOL with an advance notice of thirty (30)
days of its intention to carry out the inventory in such a way as for
SONANGOL to be able to exercise lts nght to be represented at the time of
the carrying out of the mventory 3 '

The inventory procedures estabhshed by. the Contractor should be notified
to SONANGOL at the: Same time at, which. the intention to carry out the
inventoriesis notlﬁed in such a wayas for any recommendations which
SONANGOL considers shouid benecessanly taken into accountin these
procedures n connectxon wrth the carrying out of inventories on assets

Special 1nventorles may be carried out when there is any transfer, under
the terms of the Agreement, at the request of the assignor, provided that
the costs of carrying out the inventory are paid by him.



Article 6
Reports

6.1  The Contractor should prepare and submit to SONANGOL the financial,
statistical, technical and personnel reports according to the procedures set
out in the “Oil Operations Information System (SIOP)” approved by Joint
Executive Decree number 7/88 of the 26th of March. -

Revision of Accounting-apnd 'Financigl‘!,_’rocedures

7.1  The conditions set out in thisAnnex may be altéred by mutual agreement
between SONANGOL and the Contraéfor; provided that they do not
contravene the conditions of the.“0ilQperations Information System
(SIOP)” approved by Joint Exeéytive Decree number 7/88 of the 26th
March. Alterations lelbemade in writing and should mention the date
from which they comg inté.effect.

Article 8
Contractual Conflicts
8.1 Inthe case of any conflict between the conditions set out in this Annex and

the conditions set out in the Agreement the conditions of the Agreement
will take precedence.



Annex D
Corporate Guarantee

To: SOCIEDADE NACIONAL DE CONIBUSITVEIS DE ANGOLA

(“PARENT COMPANY?”) represented by

herebyjdqél;a:zté'sfﬁat

e B (“LOCAL COMPANY")
is (wholly owned by) (an afﬁhate of} the PARENT (‘OMPAN Y.

PARENT COMPANY is fully aware of the content of the Production Sharing
Agreement for = (the “Agreement”),
executed by SOCIEDADE NACIONAL DE COMBUSTIVEIS DE ANGOLA -
U.E.E. ("SONANGOL”) and LOCAL COMPANY and others and of the
Concession Decree of the Council of Ministers which approved the Agreement, the

provisions of which it acknowledges and accepts.

PARENT COMPANY unconditionally guarantees to SONANGOL the full and
prompt fulfilment of the obligations assumed under the Agreement by LOCAL
COMPANY, and any of its affiliated successors or affiliated assignees, waiving all
benefit or right which may, in any manner, limit, restrict or annul its obligation

under this Guarantee.

This guarantee will not be reduced or in any manner affected by any delay or
failure of SONANGOL to enforce its rights, nor by bankruptey or dissolution of
LOCALCOMPANY.
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This Guarantee constitutes an integral part of the Agreement executed by
SONANGOL and LOCAL COMPANY, and others, as stated and referred to in

Article 20 of the said Agreement.

If LOCAL COMPANY should fail in fulfilling its obligations under the
Agreement, and if SONANGOL shall have communicated in writing to LOCAL
COMPANY such failure and the latter has not remedied or taken the necessary
steps to remedy such failures or deficiencies, then SONANGOL may demand of
PARENT COMPANY the fulfilment of such obhgatmns in default. '

Any disputes under this Guarantee shall be settled accordxng to the arbitration
provisions contained in Agreement. R

"PARENT COMPANY

By:

Title:

AGREED:
SOCIEDADE NACIONAL DE
_COMBUSTIVEIS DE ANGOLA
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