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VL.

PRODUCTION SHARING CONTRACT

BETWEEN

e KURDISTAN REGIONAL GOVERNMENT OF IRAQ (hercafler referred to as the
“GOVERNMENT"), duly represented by the Minister of Nufural Resources;

AND

HERITAGE ENERGY MIDDLE EAST LIMITED, a company cstablished and existing
under the laws of Nevis, whose registered office s at  P.O. Box 693, Hamilton Estate,

Charlestown, Nevis, duly represented by Anthony Buckingham;

(hereafier referred 1o as the “CONTRACTOR™)

WHERFAS

(A) The GOVERNMENT wistes to develop the petroleum wealth of the Kurdistan
Reglon (as defined in this Contract) in u way that achieves the highest benefit to the
people of the Kurdistan Region and all of Irsq, using the most advanced technigues of
marke! principles and encoursging investment, consistent with the Ceastitution of Iraq
ncluding Article 112 thereof,

(B) In sccordance with the Constitution of Irag, the prevailing law of the Kurdistan
Region is the Kurdistan Region Law (as defined in this Contrect), except with regard
to a matter wholly within the exclusive jurisdiction of the Govemment of Irag;

(C)  The National Assembly of the Kurdistan Region approved the Oil and Gas Law of the
Kurdistan Region - Imq (Law No. 22 of 2007) which law regulates Petroleum

Operations, including production sharing contracts:

(D)  The GOVERNMENT intends to present to the National Assembly of the Kurdistan
Region a law to smuthonse the GOVERNMENT, by contract or other authorisation, to
exempt investors in long term projects relating to the conduct of petroleum opermtions
in the Kurdistan Region from Kurdistan Region taxation, to indemnify such holders
againgt liability to pay such taxation, and/or to guarantee the stability of the applicable
legal, fiscal and economic conditions of such projects;

(F} The CONTRACTOR intends to develop, construct, finance and panly own an
iterest in n petroleum refinery in the Kurdistan Region, in which the
GOVERNMENT also holds an interest, pursuant to the terms of the agreement
contained in Annex C: and

(F) Fach CONTRACTOR Entity is a company,
(0 with the financial capability, and the technical knowledge und technical ability.

to carry out Petroleum Operations in the Contract Area (ss defined in this
Contract) under the terms of this Contract:
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(i)  having a record of compliance with the principles of good corporate citizenship;
and

(iii)  willing o cooperate with the GOVERNMENT by entering into this Contract,
thereby assisting the GOVERNMENT to develop the Kurdistan Region
petroloum industry, therehy promoting the economic development of the
Kurdistan Region and Iraq and the social welfare of its people.

NOW, THEREFORE, THE PARTIES HAVE AGREED AS FOLLOWS

ARTICLE 1 - DEFINITIONS

Capitulised serms and expressions in this Contract shall bave the following meaning,
unless otherwise specified:

Abroad means outside of the Kurdistan Region and other parts of Trag.
Access Authorisation is defined in Article 17.9.
Accounts is defined in Article 151

Accounting Procedure means the Accounting Procedure attached to this Contract as
Annex B and constituting an integral part of this Contract.

Adjncent Contract Area is defined in Article 34.1,
Adjustment Date is defined in Article 27.6.

Affiliated Company or Affiliate means, as regards any of the companies or eatities
constituting the CONTRACTOR, a company or other legal entity which:

{a) contis a CONTRACTOR Entity; or
(b) iscontrolled by a CONTRACTOR Entity; or

{c) contols or is controlled by a company or entity which controls a
CONTRACTOR Entity,

but shall not include the GOYERNMENT in respect of the Public Company. For the
purpose of this definition, “controf™ means direct or indirect ownership or control of
the majority of the voting rights of the applicable entity at its shareholders” mestings
or their equivalent.

Agreed Terms is defined in Article 14,10(a).

Appraisal Area means the srea defined in Article 12.2,

Appraisal Work Program and Budget is defined in Article 12.2.

Appraisal Report is defined in Anicle 12.4.
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Appraisal Well means a well drilled for the purpose of evaluating the commercial
potentinl of a geological feature or u geological structure in which Petroleum has been
discovered

Arm's-Length Sales means sales of Petroleum in freely convertible currencies
between sellers and buyers having no diredt or indirect relationship or commeon
interest whatsoever with each other that could reasonably influence the sales price.
Such Arm's- Length Sales shall exclude:

(3)  sales between or among any of the CONTRACTOR Entities and their
respective Affiliates;

(b)  salesinvolving the GOVERNMENT or the Govemnment of Iraq: and
{¢)  sales involving exchanges and any transactions not relating to normal
commercial practices.

Assets means all land, platforms, pipelines, plant, equipment, machirery, wells,
facilitics and all other installstions and structures and all Materials and Equipment.

Associated Natural Gas means (i) any Natural Gas dissolved in Crude Oil under
reservoir conditions and (ii) any residue gas remaining after the extraction of Crude
0il from a reservoir.

Audit Request Perdod is defined in Article 15.3(a).

Available Associsted Natural Gasis defined in Article 25.1.
Avsilable Crude Ofl is defined in Article 251

Available Non-Associated Natural Gas is defined in Article 25.1.
Available Petroleam is defined in Article 25.1.

Barrel means a quantity of forty-two (42) US gallons as & unit 10 measure liquids, at a
temperature of sixty degrees (60°) Fahrenheit and pressure of fourteen point seven
(14.7) psi.

Budgets means sny budgets prepared by, or on behalf of, the CONTRACTOR
pursuant to this Contract and forming part of an Exploration Werk Progrum und
Budgoet snd/or an Appraisal Work Program and Budget and/or a Gas Marketing Work
Program und Budget and/or a Dovelopment Work Program and Budget and/or a
Production Work Program and Budget.

Calendar Year mcans a period of twelve (12) consecutive Months, commencing |
January and ending on 31 December of the same year,

Chairman is defined in Article 8.1
Commercial Discovery means & Discovery which is potentially commercial when

taking into sccount all technical, operational, commercial and financial data collected
when carrying out appraisal works or similar operations, including recoverable
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reserves of Petroleum, sustainable regular production levels and other material
technical, operational, commercial and financial parameters, all in accordance with
prudent intormational petroleum industry practice.

Commercial Production means the production of Petroleum from the Production
Area in accordance with annual Production Work Program and Budget.

Coanstitution of Irng means the permaneat constitution of Iraq spproved by the peopie
of Iraq in the genernl referendum of 15 October 2005.

Contract means this production sharing contract, including its Annexes A, B and C
that are an integral part hereof, &5 well as any extension, renewal, substitution or
amendment of this production sharing contruct that may be agreed in writing by the
Parties in accordance with Asticle 43.7.

Contract Area means the area described and defined in Annex A attached 1o this
Contract and constituting an integral part of this Convact, and sny modifications
made to that Amex in accordance with the provisions of this Contract, through
smendments, surrender, withdrawal. extension or otherwise.

Contract Year means a period of twelve (12) comsecutive Months starting from the
Effective Date or any anniversary of the said Effective Date,

CONTRACTOR includes and comprises each and all CONTRACTOR Entities,
including any Public Company nominated by the GOVERNMENT pursuant to
Article 4, and/or any assignee of ail or part of the rights and obligations under this
Contract in accordance with Article 39,

CONTRACTOR Entity means any Person which is for the time being 8 component of
the CONTRACTOR, and/or any assignee of all or part of the rights and obligations of
such Person under this Contract in sccordance with Article 39.

Crude Oil means all liquid kydrocarbons in their unprocessed state or obtained from
Natural Gas by condensation or any other means of extraction.

Decommissioning Costs mesns oll the costs and expenditures incurred by the
CONTRACTOR when carrying out Decommissioning Operations, including those
defined in the Accounting Procedure.

Decommissioning Operations means any works, together with all related and
nuxiliary activities, for decommissioning and/or removal and/or sbandonment and

making safe all of the Assets and site restoration and remedistion related thereto in
relation to any Production Area.

Decommissioning Plan is defined in Article 38.7.

Decommissioning Reserve Fund is defined in Article 38.1 snd includes all
contributions paid mto such fund and all interest sccumulated such fund

Deductible Amount isdefined in Article 35.12.
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) Q.

Dcﬂmy?dmnwmsdrcpohlnﬁwexuacﬁon,spedﬂedhd\cnppmved Development
Hmforaﬁodncﬁonmu.dwhichmeCmchllAssocbdemuiGaand/mNm
Associated Notural Gas is metered for the purposes of Article 27.7, valued for the

of Article 27.1 and ready to be taken and disposed of, consistent with pradent
'mcmlﬁmnlpctmmmiulwyp!wticc,uxluwlida.l’utynwywqdntiﬂetoiu
share of Petroleum under this Contract o such other point which may be agreed by the
Parties.

PDevelopment Costs means all the costs and cxpenditures incurred by the
CONTRACTOR when camrying out Development Operations, including those
defined in the Aczounting Procedure,

Development Operations means all development operations or works conducted in
accordance with a Development Plan up 1o the Delivery Point with a view fto
developing & Production Area, including: drilling of wells; primary and subscquent
recovery projects and pressure mainlenance; survey, engineering, building and
erecting or laying of production plants and facilitics (Including: seperators,
compressors; generators; pumps and tanksge: gathering lines; pipelines and all
facilities required to be installed for production, pressure maintenance, and treaunent,
storage and transportation of Petroleum); cbtaining of such materials, equipment,
machinery, items and supplics as may be required or expedient for the foregoing
activities: and all suxiliary operstions and activitics required or expedient for the
production of Petroleum from the Production Area.

Development Period is defined in Article 6.

Development Plan means a plan for development defined in Article 12.8.
Development Well means any well drilled after the date of approval of the
Development Plan for the purposs of producing Petroleum, increasing or accelerating
prodection of Petroleum, including injection wells and dry holes. Any well drilled
within a Production Area shall be deemed a Development Well.

Development Work Program snd Budget means the development work program
and budget prepared pursuant to Article 13.2.

Discovery means & discovery of Petroleum within the limits of the Contract Area
resulting from Petroleum Operations carried out under this Contract, provided such
Petroleum is recoverable at the surfsce with & measunable flow wtilising techniques
used in prudent international petrolewm industry practice.

Dispute is defined in Article 42.1.

Dollar (US$) means the legal currency (dollar) of the United States of America
{USA).

Effective Date means the date on which the conditions referred to in Article 47 have
been fulfilled.

Environment Fund is defined in Article 23.9.

Equipment and Materials is defined in Article 19.1.

8/164




Exploration Costs means all the costs and expenditure incurred by the
CONTRACTOR when carrying out Exploration Operations, including those defined
in the Accounting Procedure.

Exploration Operations means any and all opemations conducted with a view to
discovering Petrokeum, including: any activities necessary to commence operations;
any topographical, hydrographical, geological, geophysical, serial and other surveys
and activities (including interpretations, analyses and refated studies) to investigate
the sudbsurface for the location of Petroleum: drilling of shot holes, core holes and
stratigraphic teést holes; spud, drilling, testing, coring, logging and equipping of
Explomtion Wells or Appmisal Wells; procurement of such services, material,
cquipment, machinery, items and supplies as may be required or expedient for the
forcgoing octivities; and all suxiliary operations and sctivities required or expedient
for the conduct of the foregoing activities.

Exploration Period is defined in Article 6.

Exploration Rental isdefined in Article 6.3.

Exploration Well means any well drilled for the purpase of confirming & geological
structure or stratigraphic unit in which no Discovery has provicusly been made by the
CONTRACTOR

Exploration Work Program and Badget means the exploration work program and
budget prepared pursuant to Article 11,1

Export Crude Oil is defined in Article 242,

Export Noa-Associated Natural Gas is defined in Article 24.2.
Export Petroleum is defined in Article 242,

First Commercial Decluration Date isdefined in Article 4.1.
First Exploration Well is defined in Article 10.2 (o).

First Production means the moment when Commercial Production of Crude Oil or
Non-Associated Natural Gas (as the case may be) first commences, by flowing at the mite
forecast in the Development Plan without interruption for a minimum of forty eight (48)
bours.

Force Majeure is defined in Article 40.2.
Gas Development is defined in Article 14.10.
Gas Marketing Costs means all costs and expenditure  incurred by  the

CONTRACTOR when canying out Gas Marketing Operations, including those
defined in the Accounting Procedure.

Gas Marketing Operations means any and all of the ctivities and opemtions
contemplated by Article 14.6,




Gas Marketing Work Program and Budget means the marketing work program and
budget prepared pursuant to Article 14.8.

Government Interest is defined in Article 4.1.

Government of Irng means the Federal Government of the Republic of Irag, which
holds office under the Constitution of fraq and sny minister, ministry, department,
sub-division, agency, authority, council, committce, or other constituent element
thereof and shall, without limitation, include any corporation owned and/or controlled
by the any of the foregoing.

International Market Price is defined in Article 27.2,
Iraq means the eatirety of the Repablic of Trag, including the Kurdistan Region.

Joint Operating Agreement means any agreement  executed by the
CONTRACTOR Entities at any time for the pupose of regulating between such

entities the terms under which the Petroleum Operations will be conducted, which
sgreement shall be: (n) consistent with prudent intemational petroleum industry
practice; (b) as between such cntitics, supplementary to this Contract: and (¢)
consistent with the provisions of the Contract.

Kurdistan Region means the Fedeml Repion of Kurdismn recognised by the
Constitution of Iraq and having the same meaning as in the Kurdistan Region Oil and
Gas Law,

Kurdistan Region Luw mcans all stututes, decrees, edicts, codes, orders, rules,
ordinances and regulations of the GOVERNMENT or of any other local, municipal,
territorial, provincial, or any other duly constituted governmental authority or agency
in the Kurdistan Region,

Kurdistan Region Oil and Gas Law means the Oil and Gas Law of the Kurdistan
Region — lag (Law No. 22 of 2007) as the same may be amended.

Law mcans all applicable laws including the following: constitutional law, civil law,
common law, international law, equity, treaties, statutes, decrees, edicts, codes,
orders, judgements, rules, ordisances and regulations of any local, municipal,
territorial, provincial, federnted, national or any other duly constituted governmental
authority Or agency.

LCIA is defined in Article 42.1(b),

LIBOR means the Losdon Inter-Bank Offcred Rate st which Doller deposits for one
(1) month are offered in the inter-bank market in Londen, as quoted in the Financial
Times of London for the day in question. In the event that such rate is not published in
the Financial Times, it shall mean the London Inter-bank Offered Rate at which
Dollar deposits for one month are offered for the nearcst day as quoted by National
Westminster Bank plc.

Mansgement Committee is defined in Article 8.
Maximum Efficient Rate (MER) is defined in Aticle 16.12,
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Minimum Exploration Obligatioas is defined in Article 10.1.
Minimum Financial Commitment means:

(a) in respect of the First Sub-Period, the total of the amounts set out in Articles
10.2(d) and 10.2(¢); and

(b)  in respect of the Secoad Sub-Period, the amount set out in Article 10.3(b),
Month means a calendar month according to the Gregorian calendar,
Natural Gas means all gascous Petroleum and inerts,

Nons-Associated Natural Gas means any Natural Gas which is nol any Associated
Natural Gas.

Notice of Dispute is defined in Article 42.1.

Operator means the entity designated by the CONTRACTOR pursuant 10 Article 5
which, in the name and on behall of the CONTRACTOR, shall carry ocat all
Petroleum Operations, [f at any time there exists more than one (1) Operator under
this Contruct, any reference herein 10 the term Operator’ shall be to each Operator with
respect to the parts of the Contract Area in which such Operator coaducts Petroleum
Operations.

Option of Government Participation is defined in Article 4.1.
Option of Third Party Participation is defined in Article 4.8.

Party or Parties means the GOVERNMENT and/or each CONTRACTOR Entity
and/or the CONTRACTOR.

Permits means all licences, permits, consents, authorisations or other permissions, as
the context requires.

Person shall include natural and juristic persons (ncluding corportions and
governmental agencies),

Petroleum means:
(a)  any saturally occurring hydmcarbon in a gaseous or iquid state;
(b)  any mixture of naturally occurring hydrocarbans in a gaseous or liquid state; or

(¢} any Petrokum (as defined in paragraphs (z) and (b) above) that has been
retumed to a Reservoir.

Petroleum Costs means all costs and expenditure inourred by the CONTRACTOR
for the Petroleum Opentions, and which the CONTRACTOR is eatitled 10 recover
under this Contract and its Accounting Procedure, including Decommissioning Costs,
Development Costs, Exploration Costs, Gas Marketing Costs ard Production Costs.




Petroleam Field means 8 Reservoir or group of Reservoirs within a common geological
siructre or stratigraphic unit, which may become part of s Production Arca pursuant to
1 Development Plan.

Petrolenm Operations means all Explomtion Operations. Gas Marketing Operations,
Development Operations, Production Operations and Decommissioning Operations,
as well as any other activities or operations directly or indirectly related or connected
with the said operations (including health, safety and environmental operations and
activities) and authorised or contemplated by. or performed in accordance with, this
Contract.

Pipeline Costs is defined in Article 33.5.

Production Area mecans such arcas within the Contract Area designated as a
production srea in an approvéd Development Plan prepsred pursusnt to Article 12,
For the avoidance of doubt, all superjecent or subjacent strata of the Reservoir in
which & Commercial Discovery is located are automatically included in the refevant

Production Area.
Production Bonus means any bonus due purssant to Article 32.3 or 32.4.

Production Costs means all the costs and expenditure imcurred by the
CONTRACTOR in cawrying out the Production Operations, iacluding those defined
in the Accounting Procedure.

Production Operations means any works, together with all related and suxiliary
activitics, for the production of Petroleum from the start of Commergial Production,
including: extraction, injection, stimulation, pumping, trestment, storage, engineering,
cperating, servicing, mpairing, and maintaining any wells, plants, cquipment,
pipelines, terminals and any other installstions and facilities, and any related
operations and asuxiliary opentions, and storage and transportation of Petrolewm from
the Production Ares to the Delivery Point,

Production Reatal is defined in Article 13.10.

Production Work Program and Budget shall mean the production work program
and budget prepared pursuant w Article 13,6,

Profit Crade Ol is defined in Article 26.1,

Profit Natural Gas is defined in Amicle 26.1.

Profit Petroleum is defined in Article 26.1.

Proposed Contract is defined in Articke 14.10(a).

Public Company mecans o public company duly rogistered and incorpomted in the
Kurdistan Region and regulated by the GOVERNMENT under the Kurdistan Region
Ol and Gas Law,

Public Officer mcans a civil scrvant, including a member or employee of a public entity,
amember of the Kurdistan National Assembly or & member of the GOYERNMENT.
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1.2

Ouarter means a period of three (3) consceutive Months starting on the first day of
January, April, July or October respectively.

Reservoir means u subsurface rock formation containing an individual and separate
natural accumulation of producible Petroleum characterised by a single natunl pressure
system.,

“R” Factor is defined in Article 26.4.
Royalty is defined in Article 21.
Second Exploration Wells is defined in Article 10.3 (b).

Semester means & period of six (6) consecutive Months starting from the first day of
January or July respectively.

Semior Representatives is defined in Article 42.1(a).

Subcontractor means any entity of any contracting tier providing services wnd/or
undertaking works relating to the Petroleum Operations directly or indircetly on
behalf of, the CONTRACTOR orany CONTRACTOR Entity,

Sub-Period and Sub-Periods are defined in Article 6.2,

Taxes means all current or future levies, dutics, payments, charges, impositions,
imposts, withholdings, fees, taxes (including value added wx or other sales or
transaction based tax, corporation ax, income tax, capital gains tax, stamp duty, land
tax, registration tax, capital and wealth tax, profit tx, dividend tax or withholdings,
transfer tax, customs duties. branch or permanent establishment tax or withholdings,
fax on income from movable capital and fixed tax on transfers) or contributions
payable to or imposed by the GOVERNMENT,

Third Party Interest is defired in Article 4.8

Third Party Participast is defined in Article 4.9.

Work Program means any work program prepared by, or on behalf of the
CONTRACTOR pursuant to this Contract and forming part of an Explomtion Work
Program and Budgot and/or an Appraisal Wark Program and Budget and/or 2 Gas
Marketing Work Progmm and Budget and/or a Development Work Program and
Budget and/or a Production Work Program and Budget.

Vice-Chairman is defined in Article 8.1,

In this Contract, unless the context otherwise requires or is specifically otherwise
stated:

(a)  headings are 10 be ignored;
(b) “including” and similar words do not imply sny limitations;
(c)  singular includes plural and vice versa; and
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21

22

23

(d) reference to an “Articke™ is to an article of this Contract and (o a “Paragraph”
is 10 & paragraph in the Accounting Procedure.

ARTICLE 2- SCOPE OF THE CONTRACT

This Contract is a production-sharing arrangement with respect to the Contract Area,
whereby the GOVERNMENT has the right, pursuant 1o the Constitution of Img, 1o
regulate and overste Petroleum Operations within the Contract Area.

The purpose of this Contract is to define the respective rights and obligations of the
Parties and the terms and conditions under which the CONTRACTOR shall cary out
all the Petroleum Operations.

By entering into this Contract, the GOVERNMENT grants the CONTRACTOR the
exclusive right and authority to conduct all Petroleum Operations in the Contract Area
as detailed m Article 3.

Upon the CONTRACTOR's request, the GOVERNMENT shall provide and/or
procure all Permits relating 10 the Pewroleum Operations required by the
CONTRACTOR to fulfil its oblizgations under this Contrct, including those relating
10 any extension and renewal periods and including those required by the Govemment
of Irag. The GOVERNMENT (i) ropresgots and warrants to the CONTRACTOR
that it has not done and has not omitted o do anything that would cause the
cancellation or suspension of this Contract or any Permit granted under this Articie
2.2 or pursuant to this Contmet; end (ii) covenants that it will not do, or omit to do,
anything that would cause the cancellation or suspension of this Conract or any
Permit granted under this Article 2.2 or pursuant 1o this Contract. For the avoidance
of doubt, nothing in this Article shall affect the rights and obligations of the Parties
pursuant to Article 43,

The CONTRACTOR shall conduct all Petroleum Operations within the Contract
Area at its sole cost, risk and peril on behalf of the GOVERNMENT, pursuant Lo this
Contrect, including the following operations:

(a) Technical Services

implementation of all technical, human and material resources reasonably
required for exccution of the Petroleum Opemtions, in accordance with

(b)  Financial Services
The responsibility for funding the Exploration Operations and, in the event of

a Commercial Discovery, Deyelopment, Production and Decommissioning
Operations, pursuant to this Contract,

For the funding of Petroleum Operations. each CONTRACTOR Entity shall
be entitled to have recourse 10 extemal financing from cither its Affilisted
Companies or from any third parties.
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24

2.3

2.6

v 25

2.8

2.9

(©) Administrative Services

Implementation of all appropriate management and administration techniques
for execution of the Petroleum Operations under this Contract, in accordance
with prudent internuational petrolesm industry practice.

During the term of this Contract, the CONTRACTOR shall be responsible to the
GOVERNMENT for the conduct of Petroleum Operations within the Contract Ares
pursuant to the terms of this Contract.

Natural resources other than Petoleum shall be excluded from the scope of this
Contrct, even il the CONTRACTOR discovers any such resources when executing
its obligatioas pursuant to this Contract.

The CONTRACTOR shall only be entitled to recover Petroleum Costs incurred
under this Contract in the event of a Commercial Discovery. Recovery of Petroleum
Costs shall cccur within the limits provided under Article 25.

During the term of this Contract, Profit Crude Oil and/or Profit Natural Gas produced
from Petroleum Operstions shall be shared between the Parties in accordance with the
provisions of Article 26,

For the execution of Petroleum Operaticns under this Contract, the CONTRACTOR
shall have the right to:

(a) frecly access and operate within the Contract Area, as well as any facilities
associated with the Petroleum Operations, wherever they may be located:

(b) freely use access roads Jocated within the Contract Area and outside the
Contract Arca for the construction, installation, mainienance, operation and
removal of pipelines and other facilities roquired for the Petreleum
Opemations;

(<) freely use sand water, electricity and any other natural resources located
inside or outside the Contract Arca for the Petroleum Operations;

(d) use sny qualified forign and local personnel and/or Subcontractors required
for the coaduct of Petroleum Operations in accordance with Articles 22 and
23, Any foreign perscancl working in the Kurdistan Region shall require prior
guthorisation of the GOVERNMENT (such asuthorisation not © be
unrcasonably delayed or withheld) and the GOVERNMENT shall obtain any
suthorisation required by the Government of Iraq;

(¢) import any goods, materials, equipment and/or services required for the
Petroleum Operations in accordance with Articies 19, 22 and 30; and

{n freely use land or propeay belonging 0 the Kurdistan Region, and the
GOVERNMENT will assist the CONTRACTOR with fucilitating the use by
the CONTRACTOR of any private property in the Kurdistan Region.

In addition w0 production-sharing amangements with respect 1o Petroleum Operations
the Contract Area, this Contract defines in Amnex C the terms and conditions under
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which the CONTRACTOR shall develop, construct, finance and own a petroleum
refinery in the Kurdistan Region. For the avoidance of doubt, the costs associated

with the refinery shall not be recoverable under this Contract.
ARTICLE 3 - CONTRACT AREA

The initinl Contract Arez covers the Miran Block and extends over an gres of one thousand
and fifteen square kilometres (1015 km®), as detailed and indicated on the map attached in
Annex A and is delimited by the following coordinates:

Point | Latitude (deg min | Longitude  (deg | X (mE) Y (mN)
soc) min sec)

A 355409 44 50 05 450 628 3973 147

B 3550 31 45 D4 44 507 123 3966 422 =
c 3533 16 4520 31 531 002 3834 583

D 382732 452500 537 799 3924 011

£ 352102 451858 528 718 3911 %65

F 352822 451249 518 386 3825 488

G 3547 18 44 51 85 487 823 3560 471

The GOVERNMENT, by execution of this Contract, hercby validates and approves the
foregoing co-ordinates of the Contract Area.

The total area of the Contract Area may be reduced only in accordance with the provisions of
this Contract,

ARTICLE 4 ~OPTIONS OF GOVERNMENT PARTICIPATION AND THIRD
PARTY PARTICIPATION

Gevernment Interest

4.!  The GOVERNMENT shall have the option of participating through a Public
Company in this Contract. in respect of the entire Contrsct Area, as s
CONTRACTOR Entity, with an andivided intcrest in the Petroleum Operations and
all the other rights, dutizs, obligations and liabilities of the CONTRACTOR (save as
provided in and subject to this Article 4) under this Contract in respect of the Contract
Area, of up to twenty-five per cent (25%), and not less than five per cent (5%) (the
“Government Inferest”), such option being referred to herein as the “Option of
Government Participation”. The GOVERNMENT shall be entitled to excrcise the
Option of Government Participation by notifying the CONTRACTOR in writing of
such clection and the size of the Government Interest.

42  The GOVERNMENT may cxcrcsc the Option of Government Paricipation at any
time in the period commencing os the Effective Date and ending one hundred and
cighty (180) days afler the date on which CONTRACTOR declares the finst
Commercial Discovery (which date of declanation is referred 10 bersin as the “First
Commercisl Declaration Date™), by nominating to the CONTRACTOR, in writing,
a Public Company, If the GOVERNMENT does not notify the CONTRACTOR of
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such election within such period, the Option of Govornment Participstion shall be
doemed to have been waived.

If the GOVERNMENT exercises the Option of Government Participation in
sccordance with Articles 4.1 and 42:

(2)

(b)

()

(@)

()

)

the cffective date of such participation shall be the date of the notice by which
the GOVERNMENT exercises its Option of Government Participation or the
First Commercial Declaration Date, whichever is the eardier;

the Public Company shall participate as @ CONTRACTOR Entity under this
Contract from such effective dase, with all its rights, duties, obligations and
liabilities under this Contract, save as provided in and subject to the provisions
of this Article 4;

the Public Company shall not have any liability 1o the other CONTRACTOR
Entities to contribute its Government Interest share of all Petroleum Costs
incumred before the First Commercial Declaration Date and its Government
Interest share of such Petroleum Costs shall be the responsibility of the other
CONTRACTOR Entities, provided always thut such cther CONTRACTOR
Entities shall be entitied (through the CONTRACTOR) to recover all such
Petroleum Costs in accordance with Article 235;

if, pursuant to the terms of the Joint Operating Agrecment, the Public
Company participates in the development of the Commercial Discovery, it
shall be liable to the other CONTRACTOR Entities 0 contribute its
Govermment Interest share of all Petroleum Costs incurred on or afier the First
Commercial Declaration Date, with the excoption of the Production Bonuses
refermed w in Article 32, and shall be entitled (through the CONTRACTOR)
to recover all such Petroleum Costs in accordance with Article 23, inchiding
the Petroleum Costs which it has reimbursed pursuant 10 Article 4.3 (e);

if such Option of Government Participation is exercised on or afier the First
Commercial Declaration Date, the Public Company shall, within thirty (30)
days of the date on which the GOVERNMENT notified the
CONTRACTOR of its election, reimburse the other CONTRACTOR
Entities for all Petroloum Costs for which it & lable pursuant to Article 4. 3(d)
and which have been incurred by such other CONTRACTOR Entities on or
after the First Commercial Declaration Date but prioe to and including the
date of the notice pursuant 0 which the GOVERNMENT exercises its Option
of Government Participstion. From the date of such notice, the Public
Company shall pay the Government Interest share of such Petroleum Costs
directly: and

for the purposes of Article 37 of the Kurdistan Region Oil and Gas Law, the
Government  Inlerest so assigned shall be deemed to be held by the
GOYERNMENT and in accordance with the principle in Article 16.13, the
Public Company will be individually and separately Hable (and not jointly and
sevenlly liable with the other CONTRACTOR Entities) to the
GCOVERNMENT for its obligutions, duties and Labilities under this Contract
15 a CONTRACTOR Entity and the provisions of Article 4.5 shall apply.
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4.6

4.9

The Public Compuny may, at its discretion, assign pant or all of its Government
Interest to a third party or parties which is arother Public Company duly suthorised
by the GOVERNMENT. provided that in no event shall a transfer be made which
would result in the transferor or transferee holding less than a five per cent (5%)
participating interest,

In the event of such an assignment to another Public Company, for the purposes of
Article 37 of the Kurdistan Region Oil and Gas Law, the Government Interest so
sssigned shall deemed o be held by the GOVERNMENT and in accordance with the
principle in Articlke 16.13, the Public Company to which such Government Interest is
transferred will be individuslly and separately liable (and not jointly and severally
liable with the other CONTRACTOR Entities) to the GOVERNMENT for its
obligations, dutics and Rabilitics under this Contruct ss 8 CONTRACTOR Entity and
the provisions of Article 4.5 shall apply.

Any failure by the Public Company to perform any of its obligations or o satisfy any
of its dutics or lisbilities under this Contract as s CONTRACTOR Entity shall not be
considered as a default of the other CONTRACTOR Emtities and shall in no case be
invoked by the GOVERNMENT 1o terminate this Coatract or caercise any other
rights or remedies in respect of such default that may be available to it.

The capacity of a Public Company as 8 CONTRACTOR Entity, as it may arise
pursuant to the provisions of this Contract, shall in no cvent cancel or affect the rights
of the other CONTRACTOR Entities to seek to settle a dispute or to refer such
dispute to arbitration or expert determinstion in sccordance with the provisions of
Article 42,

A Public Company may assign part or all of its Government Interest 10 a third party or
parties (not being a Public Company) and for the avoidance of doubt the provisions of
Articles 39.1, 39.2 and 39.3 shall not apply. Any such assignee shall be jointly and
severally liable with the other CONTRACTOR Enlities.

For the avoidance of doubt, following any assignment by a Public Company of ull or
part or all of a Government Interest to a third party which is not a Public Company, in
accordance with the provisions of this Article 4, the provisions of Articles 39.1. 39.2
and 39 3 shall apply to sny subsequent assignment of such interest.

Where a Joint Operating Agreement has been exccuted by the CONTRACTOR
Entities prior to any exercise of the Option of Government Participation pursuant to
this Article 4, the Public Company nominated by the GOVERNMENT shall become
a party to such agreoment, with any amendments necessary to be cansistent with the
principles of this Article 4. Where a Joint Operating Agreement s not in place prioe
to the exercise of the Option of Government Participation pursuant to this Article 4,
the Public Company and the cother CONTRACTOR Enmtities shall, within a
reasonable period of time, negotiate in good faith and enter into a Joint Operating
Agreement and shall during the period between the exercising of the Option of
Government Participation and the execution of the Joint Operating Agreement,
comply with Article 4.14(a) and (b) as if they were provisions of this Contract.




Third Party Interest

4.3

49

4.12

The GOVERNMENT shall have the option of nominating & third party, in respect of
the entire Contract Area, as 8 CONTRACTOR Eatity, with un undivided interest in
the Petroleum Operations and all the other rights, duties, obligations and lishilities of
the CONTRACTOR (save as provided in and subject (o this Article 4), under this
Contrsct in respeet of the Contract Ares, of up to twenty-five per eent (25%) and not
less than five per cent (5%) (the “Third Party Interest”), such option being reférred
1o herein as the “Option of Third Party Participation™.

The GOVERNMENT may exercise the Option of Third Party Participation at any
time prior to the date eight (3) moaths following the Effective Date by nominating to
the CONTRACTOR, in writing, the size of the Third Party Interest and a company
which has adequate resources and capacity (o discharge the obligations of a
CONTRACTOR Entity under this Contract and a Joint Operating Agreement in
respect thereof (such a company to be the “Third Party Participant™). For the
wvoidance of doubt, the GOVERNMENT may caly exercise the Option of Third
Party Participation once, in respect of one Third Party Participant, and after such
exercise the resuliing Third Party Intered may not be increased under this Artiole 4,

If the GOVERNMENT nominaies a Third Party Participant pursuant 1w and in
sccordance with Articles 4.8 and 4.9, that Third Party Participant shall have the Third
Party Interest.

If the GOVERNMENT doc¢s not nominate & Third Party Participant pursuant (o and
in accordance with Articles 4.8 and 4.9 then the Option of Third Party Participation
shall be deemed 1o hiave been waived.,

If the Option of Third Party Participation is exercised in accordance with Articles 4.8
andd 4.9:

(8) the cffective date of such participation shall be the Effective Date,
notwithstanding that the exercise of the Option of Third Party Participation
under Article 4.8 occurs after such date;

(b)  the Third Party Participant shall, upon signature of a binding and enforceable
instrument of assignment and novation in respect of this Contract referred to in
Article 39.3, pay to the CONTRACTOR, by way of cleared funds to a bank
account nominated by the CONTRACTOR, an amount equivilent 10 the
proportion of Petroleumn Costs incurred by the CONTRACTOR up until the
date of such payment attributable to the Third Party Interest (which Petroleum
Costs, for the avoidance of doubt, do not include bonuses payable under this
Contract or costs paid pursvant to Annex C);

(¢)  upon payment pursuant to and in accordance with Article 4.12(b) und the
execution of the instrument referred to in Article 4.12(b), the Third Party
Participant shall participate as a CONTRACTOR Entity under this Contract
as if it had been a CONTRACTOR Entity from the EfTective Date, with all
its rights, duties, obligations and lisbilities uader this Contract; and
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(e)

where a Joint Operating Agreement has boen  executed by the
CONTRACTOR Entities prior 10 any exercise of the Option of Third Party
Participation pursuant to Article 4.8 and 4.9, the Third Party Participant shall,
upon signature of the instrument referred to in Article 4.12(b), become a party
to such Joint Operating Agreement on the terms thereof

If & Joint Operating Agreement is not in place prior to the GOVERNMENT
exercising the Option of Third Party Participation, then the Third Party
Participant and the other CONTRACTOR Entities shall, within a reasonable
period of time, negotiste in good faith and enter into a Joint Operating
Agreemens and shall during the period botween the exercising of the Option of
Third Party Participation and the execution of the Joint Operating Agreement,
comply with Article 4.14(a) and (b) as if they ware provisions of this Contract.

Order of Exercising Options

4.13  Notwithstanding Articles 4.8 to 4.12, if the COVERNMENT exercises the Option of
Goverment Participation:

(a)

®)

after the GOVERNMENT has exercised the Option of Third Party
Participation, the Government Interest shall be assigned under this Article 4 to
the Public Company by the CONTRACTOR Entities pro rata to their
respective participating interests under this Contract; and

prior to the GOVERNMENT cxcrcising the Option of Third Party
Participation, then the Third Party Interest shall be reduced by a percentage so
as to put the other CONTRACTOR Lntitics (other than the Person holding
the Government Interest) and the Thind Party Paticipant in the position they
would have been in had the Option of Third Party Participation been exercised
before the Option of Government Participation.

Joint Operating Agreement Provisions

4.14  Any Joint Operating Agreement entered into in relaticn to this Contract shall be
consistent with the principles of this Article 4 and shall provide as follows:

(#)

(b)

all decisions of any operating commiitee esablisbod under such Joim

Opemting Agreement shall require the affirmative vote of an agreed
purcentage of participating interests held thercunder, which in any evemt shall

be not mone than seventy five per cent (75%); and

in the event of a proposed transfer by any CONTRACTOR Entity of part of a

participating inmerest under such Joini Operating Agreement, Including mny
Government Interest or Third Party Interest:

(1) no transfer may be made which would result in the transferor or
transferce holding less than a five per cent (5%) participating interest;

(i)  the proposed third party assignee must demonsirate © the reasonable
satsfaction of each of the extant CONTRACTOR Entities that it has
the financial capability to perform its payment obligations under the
Coatract and under the Joint Operating A greement: and
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(iii) the proposed third party assignee shall enter into an instrument
satisfactory to esch of the extant CONTRACTOR Entities 50 as to
assume and to perform the obligations of the transfaror.

ARTICLE 5~ OPERATOR

The CONTRACTOR hereby designates Heritage Energy Middle East Limited to act
as the Operator on behalf of the CONTRACTOR for the execution of the Petroleum
Operstiors. The CONTRACTOR shall at any time have the right to appoint another
entity as the Operator, upon giving the GOVERNMENT not less than thirty (30)
days prior writlen notice of such sppointment.

The CONTRACTOR shall submit to the GOVERNMENT for comment any azreement
regarding or regulating the Operatorfs appointment and its conduct of Petroleum
Operations on behalf of the CONTRACTOR pursuant 1o this Contract prior to
execution of such agreement.

In the event of the occurrence of eithor of the following, the GOVERNMENT may
require the CONTRACTOR 10 appoint another eatity as Operator as soon as is
reasonably practicable;

(7) if an order has been passed in court declaring the bankruptey, liquidation, or
dissolution of the Openator; or

(b)  ifthe Operator terminates the activitics under this Contract delegated to it by the
CONTRACTOR or a material proportion thercof, and, as a result the
CONTRACTOR fails to fulfil its obligations under the Contract.

ARTICLE 6 - TERM OF THE CONTRACT

This Contract comprises an Exploration Period and a Development Period, as defined
below:

Exploratioa Period

6.2

The Exploration Period shall be for an initial term of five (5) Contract Years,
extendable on a yearly basis (as provided in Articles 6.5 and 6.6) up v a maximum
period of seven (7) Contract Years starting from the Effective Date.  The initial term
of five (5) years shall be subdivided in two (2) sub-periods us follows:

(4) un initial sub-period of three (3) Contract Years (“First Sub-Period"); and
(b) o second sub-period of two (2) Contract Years (“Second Sub-Period™),
each a “Sub-Period"” and collectively “Sub-Periods™.

It is understood that the right of the CONTRACTOR to accede to the next Sub-Period
or any cxiension thereof shall be subject to fulfilment of the Minimum Exploration
Obligations or minimum work obligations applicable to the previous Sub-Period or
extension thercof (as the case may be).
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6.5

6.6

6.7

During the Exploraion Period, the CONTRACTOR shall pay to the
GOVERNMENT, in arrears, an annual surface rental for the Contract Area, as may
be reduced by relinquishment from time to time pursuant 1o Article 7, of ten Dollars
(USS10) per square kilometre per Contract Year (“Exploration Rental™), Such
Exploration Rental shall be considered us a Petroleum Cost and shall be recovered by the
CONTRACTOR in sccordance with the provisions of Articles 1 and 25,

If the CONTRACTOR decides not to enter into the Second Sub-Period, it shall notify
the GOVERNMENT at least thiny (30) days prior to the expiry of the First Sub-
Period and, provided that the data from the First Explomtion Well demoastrates that
there is no reasonsble tochnical case for drilling the Second Explomstion Well in the
Contract Area, the Explocation Period shall expire at the end of the First Sub-Period,
uniess the First Sub-Period has been extended pursuant to Article 6.5 and/or Article 6.6.

If the CONTRACTOR has fulfilled its Minimum Exploration Obligations for a Sub-
Period of the Exploration Period but considers that edditional work is required prior:

(a)  to deciding to submit an Appraisal Work Program and Budget &5 provided
under Article 12.2 in respect of a Discovery, or

(b)  to deciding to declare o Discovery as s Commercial Discovery in accordance
with Articie 12.6(a) or 14.5(a), which additional work may include the
preparation and'or execution of an Appraisal Work Program and Budget as
provided under Article 12.2 and/or Gas Marketing Operations,

the CONTRACTOR will sutomatically be entitled to extensions, each of one (1)
Contrect Year, of the then current Seb-Poriod, wp to the ond of the maximum
Exploration Period of seven (7) Contract Years, (as provided in Article 6.2). The
CONTRACTOR's notification of its Intention w exercise such extension and s
duration shall be submitted in writing to the GOVERNMENT at least thirty (30)
days prior © the end of the then current Sub-Period or the end of the then current
extension (as the case may be)

Without prejudice to Article 6.5, upon expiry of the initial term of the Explomtion
Period, if it considers it has not completed its exploration evialuation of the Contract
Area, the CONTRACTOR shall be entitled to an exiension of the Second Sub-
Period. provided it notifies the GOVERNMENT in writing at least thirty (30) days
prior o the end of such Sub-Period, together with a proposal for @ minimum work
obligation for such extension. Any such exteasion shall not exceed one (1) Contract
Year. Upon the cxpiry of such extensioa, if it considers it has still not completed its
evalustion of the Contract Area, the CONTRACTOR shall be entitled 10 a further
extension of one (1) Contract Year provided that it notifies the GOVERNMENT in
writing at least thirty (30) days prior to the end of the original extension. The right of
the CONTRACTOR 1o accede to the further extension shall be subject to fulfilment
of the minimum work obligations spplicable to the criginat extension.

Subject to Article 6.4, at any lime during the Exploration Period, upon thirty (30) days
prior notice to the GOVERNMENT, the CONTRACTOR shall have the right to
withdnow from this Contract provided that the outstanding Minimum Explocation
Obligations relating to the then curent Sub-Period have been completed in
socordance with the Contract, or it has paid to the GOVERNMENT the amounts
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6.9

specified in Artick 10.2 or Atticle 10.3, whichever is applicable 1o the then current Sub-
Feriod.

1 no Commercial Discovery has been made ot the end of the Exploration Period
(including any extensions thereof) this Contract shall terminate,

If a Discovery is made within the maximum Explorstion Period of seven (7) Contract
Years (as provided in Article 6.2). and if the CONTRACTOR considers it hes not
had time to complete sufficient Gas Marketing Operations (o declare the Discovery a
Commercial Discovery pursuant to Article 12.6(a) or 14.5(a), the CONTRACTOR
shall be entitled 1o request an extension of the Exploration Period (notwithstanding
the maximum period provided in Article 62), provided it so requests the
COVERNMENT in writing st least thirty (30) days prior to the end of the maximum
Exploration Period, together with a proposal for Gas Marketing Operations o be
undertaken during such extension. If granted by the COVERNMENT, any such
extension shall not exceed two (2) Contract Years. Upon the expiry of such exteasion,
if it considers it has still not completed its Gas Marketing Opemtions relating to such
Discovery, the CONTRACTOR shall be entitled to request a further extension of two
(2) Contract Years provided that it so requests the GOVERNMENT in writing at
least thirty (30) days prior to the end of the original extension, together with a
propasal for Gas Marketing Operations o be undertzken during such extension.

Development Period

6.10

6.11

6.12

I the CONTRACTOR considers that a Discovery of Crude Oil and any Associated
Naturnl Gas is a Commercial Discovery, the CONTRACTOR shall have the
exclusive right to develop and produce such Commercial Discovery, pursuant o the
terms of this Contract.  The Development Period for a Commercial Discovery of Crude
Oil and any Asscciated Natural Gas shall be twenty (20) yeass commencing on the
declarstion of such Commercinl Discovery by CONTRACTOR, in asccordance with
Article 12.6(a), with an automatic right to a five (5) year exiension.

If the CONTRACTOR considers that a Discovery of Non-Associated Natwral Gas is
a Commercial Discovery, the CONTRACTOR shall have the exclusive right to
develop and produce such Commercial Discovery, pursuant (o the temms of this
Contract. The Development Period for 8 Commercial Discovery of Non-Associsted
Natural Gas shall be rwenty (20) years, commencing on the declaration of such
Commercial Discovery by CONTRACTOR, in accordance with Article 12.6(a) or
Article 14.5(z), with an automatic right to a five (5) yeir extension.

If Commercial Production from a Production Area is still possible at the end of its
Development Period as defined in Articles 6.10 or 6.11 then, upon its request, the
CONTRACTOR shall be entitled to an extension of such Development Period under
the same terms a5 those provided in this Contract. Such request shall be made in
writing by the CONTRACTOR at least six (6) Months before the end of the said
Development Period.
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The term of any such extension of the Development Period shall be:
(i) five (3) Years for Crude Oil and any Associsted Natural Gas, and/or
(b) five (5) Years for Non-Associated Natural Gas.

The CONTRACTOR shall have the right to terminate Production Operations for any
Production Area at any time during the téerm of this Contract, subject to giving
potice to the GOVERNMENT of at least nincty (90) days. This Contract shall
ierminate on the expiry date of the last Production Arca or when Production
Operations for all Production Arcas have terminated.

ARTICLE 7 - RELINQUISHMENTS

Subject 1o the provisions of Articles 7.2 and 7.3, the CONTRACTOR shall sumender
portions of the Centract Arce as follows:

(8)  at the end of the initial term of the Explomtion Pericd referred to in Article
6.2, twenty five per cent (25%) of the net area determined by subtracting the
Production Arcas from the initial Contraet Area;

(b) at the end of the first extension period entered into under this Contract afler the
end of the initisl term of the Exploration Period referred to in Article 6.2, an
additional twenty five per cont (25%) of the net area determined by subtracting
the Production Areas from the remaining part of the Contract Ares; and

(¢)  at the end of the Exploration Period (including all extensions thereof), all of
the remaining arca that is not in a Production Arca.

For the application of Article 7.1:

(a)  any arcas already relinquished pursuant to Article 7.4 zhall be deducted from
aress 1o be surrendered; and

(b) the CONTRACTOR shall have the right to determine the arcs, shupe and
locution of the Contract Arca to be kept, provided that such serrendered portions
of the Contract Area shall be in contiguous blocks.

If the relinquishment referred to in Article 7.1 can only be achieved by including part
ofaaAmui&nlAmlbmlhescpuwuagcsahallbcmdmdtommdusud\

Appraisal Arca,
During the Exploration Period, the CONTRACTOR may at the end of each Contract

Year surrender all or any part of the Conract Arca by written notice sent 10 the
GOVERNMENT gt least thirty (30) days in advance of the proposed date of
surrender, subject o the provisions of this Article 7.4, Such voluntury surrenders
during the Exploration Period shall be deemed equal to the obligatory relinquishments
referred to under Article 7.1, This Contrsct shall terminate in the event of the surrender
of the entire Contract Area.




7.5

7.6

82

No surrender provided under Article 7.4 shall exempt the CONTRACTOR from its
outstanding obligations under this Contract. In the cvent the CONTRACTOR clects to
surrender the entire Contract Area without having fulfilled the Minimum Explomtion
Obligations relating to the then current Sub-Period as provided in Article 10.2 or
Article 10.3, the CONTRACTOR shall pay to the GOVERNMENT the relevant
outstanding amourt as detailed in Asticle 10.2 or Article 103, as the case may be.

The boundarics of the portion of the Contract Area to be relinquished by the
CONTRACTOR shall be communicated to the GOVERNMENT by written notice at

teast thirty (30) days in advance of the relevent date for relinquishment, pursuant to
Anticle 7.1,

ARTICLE 8 - MANAGEMENT COMMITTEE

A Management Committee shall be established within thirty (30) days following the
Effective Date for the purpose of providing orderly direction of all matters pertaining
to the Petroleum Operations and the Work Programs. Within such period, cach of the
GOVERNMENT and the CONTRACTOR shall by written notice nominate its

respective members of the Management Committee and their deputics.

The Mansgement Committee shall comprise two (2) members designated by the
GOVERNMENT and two (2) members designated by the CONTRACTOR.

Upon wn (10) days notice, cach of the GOYERNMENT and the CONTRACTOR
may sebstitute any of its members of the Management Committee. The chainman of
the Managoment Commities shall be one of the members designated by the
GOVERNMENT (the “Chairman™). The vicechaiman of the Management
Committee shall be one of the members designated by the CONTRACTOR (the
“Viee-Chairman™), In the sbsence of the Chairman, the Vice-Chairmun shall chair
the meeting.

Each Party shall have the right to invite & reasonable number of observers as deemed
necessary 10 attend the meetings of the Management Committee in a non-voting
capacity.

The Management Committee shall review, deliberate, decide and give advice,

suggestions and recommendations to the Parties regarding the following subject
matters:

(1)  Work Programs and Budgets;
(b)  the CONTRACTOR's activity reports:

()  production levels submitted by the CONTRACTOR, based on prudent
interational petroleum industry practice;

(d)  Accounts of Petroleum Cosls;

(¢) procurement procedures for potential Subcontractors, submitted by the
CONTRACTOR in eccordance with Article 19.3;
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8.5

(N Development Plan and Budget for each Production Ares;
{g)  any matter having a material adverse affect on Petroleum Operations;

(h)  any other subject matter of a material nature that the Parties are willing to
consider.

Each of the GOVERNMENT and the CONTRACTOR shall have one (1) vote in
the Management Committee, The Management Commitiee cannot validly deliberate
unless each of the GOVERNMENT and the CONTRACTOR is represeoted by al
keast one (1) of its members or its deputy,

The Management Committee shall attempt o reach unanimous sgreement on any
subject matier being submitied. In the event the Management Commitiee cannot
reach unanimous agreement, a second meeting shall be held within fourteen (14) days
to discuss the same subject matter and atiempt to resch a unanimous decision.

Except as provided for in Article 8.4 and Article 8.5, in the event that no agreement is
reached at the secomd meeting, the Chairman shall have the tic-breaking vote.

In the event that, during the Explomtion Period, no agreement is reached at the second
meeting of the Management Committee, as provided for in Anticle 8.3, or unanimous
spproval is not obtained, as required pursuant to Article 8.5; then the proposal made
by the CONTRACTOR shall be deemed adopted by the Management Committee.

Notwilhstanding the provisions of Article 8.3, and subject to Articlo 8.4, unanimous
approval of the Management Committee shall be required for-

(a)  approval of, and any material revision to, any Exploration Work Program and
Budget prepared after the first Commercinl Discovery in the Production Area
relating to such Commercial Discovery;

(b) spproval of, and any material reviion to, the Development Plan, the
production schedule, lifting schedule and Development and Production Work
Programs and Budgets;

{c) establishment of rules of procedure for the Management Committee;

(d)  any insumnce isswes over which the Management Commities has adhority;

(#) approval of, and any material revision to, procurement procedures for goods
and/or services, submitted by the CONTRACTOR in accordance with Article

19.3 (unless such procedures have been deemed spproved by the Management
Committee in accordance with Article 19.3);

(H  spproval of, and any mmerial revision to, any proposed pipeline project.
submitted by CONTRACTOR in sccordance with Articls 33.3;

(g2) approval of a first rate bank in which to place the Decommissioning Reserve
Fund, in accordance with Article 38.1;
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8.10

8.11

(h)  approval of, and any material revision o, any proposed Decommissioning Plan

submitted pursuant to Article 38.7 on any Decommissioning Work Program and
Budget or Gas Marketng Work Program and Budget;

(1) any Terms of Reference which are required to be prepared aad agreed for the
purposes of expert determination, pursvant to Article 42.2;

() approval of amy costs in excess of ten per cent (10%) above any Budget: and
(k)  any matter having o material adverse effect on Petroleum Operations.

Ordinary meetings of the Management Committee shall tuke place in the Kurdistan
Region, alternately at the offices of the GOVERNMENT and those of the
CONTRACTOR, or & any other location agreed between Parties, at least twice o
Contract Year prior to the dute of the first Commercial Discovery and three times a
Contract Year thereafter.

Either the GOVERNMENT or the CONTRACTOR may call an extraordinary
meeting of the Management Committee to discuss important issues or developments
related to Petroleum Operations, subject to giving reasomable prior notice, specifying
the matters to be discussed st the meeting, to the other Party. The Management
Committee may from time to time make decisions by correspondence provided all the
members have indicated their approval of such decidons in such correspondence.

Unless at least one (1) member or its deputy of each of the GOVERNMENT and the
CONTRACTOR is present, the Management Committee shall be adjourned for a
period not to excead cight (8) days. The Party being present shall then notify the other
Party of the new date, time and location for the meeting.

The agenda for meetings of the Management Committee shall be prepared by the
CONTRACTOR in accordance with instructions of the Chairman and communicated
to the Parties at least fifteen (15) days prior 1o the date of the meeting. The agenda
shall include any subject matter proposed by cither the GOVERNMENT or the
CONTRACTOR. Decisions of the Management Committee will be made at the
moctings. The CONTRACTOR shall be respossible for preparing and keeping
minutes of the decisions made at the meetings. Copies of such minutes shall be
forwarded to cach Party for review and aporoval. Each Party shall review and
approve such mimnutes within ten (10) days of receipt of the draft minutes. A Party
who fails to notify in writing its approval or disapproval of such minutes within such
ten (10) days shall be decmed to have approved the minutes.

If required, the Management Committee may request the creation of & technical sub-
committee or any other sub-committee 1o assist it Any such sub-commitiee shall be
composed of a reasonzble number of experts from the GOVERNMENT and the
CONTRACTOR. Afier each meeting, the technical sub-committee or any other sub-
committee shall deliver & written report 1o the Management Committee.

Any costs and expenditure incurred by the CONTRACTOR for meetings of the
Management Committee or any technical sub-committee or any other sub-committee
shall be considered os Petroleum Costs and shall be recovered by the
CONTRACTOR in sccordance with the provisions of Articles | and 25,
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ARTICLE 9 - GUARANTEES

Fach CONTRACTOR Entity shall provide the GOVERNMENT, if 50 required by
the latier pursuant to written notice received by the CONTRACTOR Entity within
thirty (30) days of the Effective Date, with a corporste guarantee in a form as shall be
agreed in good faith between the GOVERNMENT and each CONTRACTOR Entity
mot later than nincty (90) days afier the Effective Date, provided that such corporate
guaraniee shall be given only in respect of the Minimum Financial Commitment for the
First Sub-Period and shall expire automatically upon completion of the performance of
the Minimum Exploration Obligatioas set out in Articke 10.2(d) aad (e) or expenditure of
such Minimum Financial Commitment, whichever is the carficr.

Not later than sixty (60) days after the commencement of the Second Sub-Feriod, each
CONTRACTOR Entity shall provide the GOVERNMENT, if so required by the
fatter pursuant to written notice received by the CONTRACTOR Entity within thirty
(30) days of such commencement date, with a corporate guaraniee in:

(a) the form substantially agreed between the GOVERNMENT and each
CONTRACTOR Entity for the First Sub-Period, if any, subject to making the
changes necessary in order for the corporaie guarantes 1o spply only 10 the
Secand Sub-Perod, or

(b)  if there is no agreed form, in a form as shall be agreed in good faith between
the GOVERNMENT and sach CONTRACTOR Entity not later than ninety
(90) days sfter the GOVERNMENT"s notios,

and provided in each case thet suck corporate guarantee shall be given only in respect
of the Minimum Fingncial Commitment for the Second Sub-Period and that such
corporate gusrantee shall expire awomatically upon completion of the performance of
the Minimum Exploration Obligations st out in Article 10.3 (b) or expenditure of
ssch Minimum Financial Commitment, whichever is the earlicr.

In the evert of an assignment by a CONTRACTOR Entity in accordance with
Article 39, the relevant thind party assignee shall provide the GOVERNMENT, if so
required by the latter pursuant to written notice given to such assignee within thirty
{(30) days of the Effective Date, with a corporaic guaraniee in the form agreed
pursuant to Article 9.1 or 9.2, as spplicable to the then current Sub-Period or, in the
absence of any such agreed form of corporate guarantee, in a form asshall be agroed In
good faith between the GOVERNMENT and such assignee not Iater than nincty (90)
days after the effective date of the assignment, provided that such corporale guarantee
shall be given only in respect of the Misimum Financial Commitment for the then current
Sub-Period, and shall expire sutomatically upon complction of the performance of the
Minimam Explomtion Obligations set out in Articles 10.2(d) and () or Article 10.3(b), as
the case may be, or expenditure of such Minimom Financial Commitment, whichever is
the earlier.




10,1

102

103

ARTICLE 10 - MINIMUM EXPLORATION WORK OBLIGATIONS

The CONTRACTOR shall stant Explomtion Operations within thinty (30) days of
Management Committee approval of the Exploration Work Program and Budget in
accordance with Article 8 The CONTRACTOR shall perform peological,
geophysical and/or drilling works as provided under Articles 10.2 to 10.3 (the
“Minimum Fxploration Obligations™). If applicable, the said Minimum Exploration
Obligations shall be performed during each Sub-Period in accordance with prudent
internatonal petroleum industry practice.

During the First Sub-Period. the CONTRACTOR shall:

(1)  cnrry out geological and geophysical studies, comprising the follwing
(i) the compilation of n technical database;
(i) the performance of & remote sensing study:

(iii) a field visit to verify initial geological and geophysical work and
remote sensing results and plan for two dimensional scismic
acquisition: and

(b) carry out n dums search for existing data specific to this Contract Area,
comprising the following:
(i)  well data, if available, for cxample, clectric logs;
(i)  seismic data and gravity data, if available; and
(iii)  reprocess seismic data, if available;

(¢)  perform field work comprising structurl, stratigraphic and lithologic mapping
and sampling:

(d) acquire, process and interpret two hundred and fifty (250) line kilometres of
two dimensional seismic data, committing for this purpose a minimum
financial amount of one million Dollars (USS1.000.000); and

(¢)  drill one (1) Exploration Well (the “First Exploration Well™), committiag for
this purpose a minimum finmncial amount of seven million five hundred thousand
Dollars (LIS$7,500,000).

During the Second Sub-Period, the CONTRACTOR shall:

(a) acquire. process and interpret further secismic data (being cither two
dimensional or three dimensional), if the CONTRACTOR considers that the
results from the First Exploration Well justify the acquisition of further
seismic data; and

(b)  drill one (1) Exploration Well (the “Second Exploration Well”) committing
for this purpose a minimum finsencial amount of seven milkion five hundred
thousand Dollars (US$7.500.000), unless the data from the First Explosation
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Well demoastrates that there is not a reasonable technical case for drilling the
Second Exploration Wells in the Contract Area.

104 Notwithstanding the provisions in Articles 102 w 103, for the execution of the
Minimum Exploration Obligations under Articles 10.2 to 10,3, it is agreed as follows:

{2y  Minimum Exploration Obligations in the Second Sub-Period shall only apply in
the event the CONTRACTOR has not elected 1o aotify the GOVERNMENT
that it will not enter into the Second Sub-Period, in accordance with and
subject to Article 6.4,

()  Subject to Articke 10.4(a), the CONTRACTOR shall be required to meet its
Minimum Exploration Obligatioas for the applicabic Sub-Period, cven if this
entails exceeding the Minimum Financial Commitment for such Sub-Period. [f the
CONTRACTOR has satisfied its Misimum Exploeation Obligations without
having spent the total Minimum Financial Commitment for such Sub-Period, it
shall be deemed to have stisfied its Minimum Exploration Obligations for
such Sub-Period.

{¢)  Each Exploration Well shall be drilled to the depth agreed by the Management
Committes unless;

(i) the formation i= encountered =t u lesser depth than originally
anticipated;
(i)  basement is encountered at & lesser depth than originally anticipated;

(ili) in the CONTRACTOR's sole opinion continued drilling of the
refevant Explomtion Well presents a hamrd due to the presence of
sbnormal or unforeseen conditions;

(iv)  insurmountable technical problems are encountered rendering it
impractical to continue drilling with standard equipment; or

(v) petoleum formaticns are encountered whose penctrution requires
laying protective casing that does not enuble the depth agreed by the
Management Committee 1 be reached.

If drilling is stopped for any of the foregoing reasons, the Explomtion Well
shall be deemed to have been drilled to the depth agreed by the Management
Committce and the CONTRACTOR shall be doemed to have satisfied its
Minimum Exploration Obligations in respect of the Exploration Well.

(d)  Any geological or geophysical work carried out or any scismic dats acquired,
processed or imerpreied of any Exploration Well drilled or any other work
performed in excess of the Minimum Exploration Obligations and/or any
amounts spent in excess of the ol Minimum Financial Commitment in any
given Sub-Period, shall be carried forward to the next Sub-Period or any
extension period and shall be taken into account o samisfy the Minimum
Exploration Obligations and/or the total Minimum Financial Commitment for
such subsequent Sub-Feriod or extension period.
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(¢ For the avoidance of doubt, if: (i) in the First Sub-Period, the
CONTRACTOR performs any of the Minimum Explorstion Obligations
prescribed for the Second Sub-Period in Article 103 and (i) the
CONTRACTOR has not elected to notify the GOVERNMENT that it will
not enter into the Second Sub-Period (in sccordance with and subject to Artick:
6.4), the performance of such Minimum Exploration Obligations shall be
deemed to satisfy the same Minimum Exploration Obligations for the Second
Sub-Period,

ARTICLE 1] - EXPLORATION WORK PROGRAMS AND BUDGETS

Within forty-five (45) days following the Effective Date, the CONTRACTOR shall
prepare and submit to the Management Committee 8 proposed work program and
budget relating to Exploration Operations (the “Exploration Work Program and
Budget™) for the remainder of the Calendar Year. Thereafter, no later than | October
in each Calendar Year, the CONTRACTOR shall submit a proposed Exploration
Work Program and Budget to the Management Committee for the following Cakendar

Yecar.

Each Explocation Work Program and Budget shall include details of, but not be
limited to, the following:

(a)  work to be undortaken;
(b)  materials, goods and equipment to be acquired;

(¢)  cost estimate of services o be provided, including scrvices by third partics
and/or Affiliated Companies of any CONTRACTOR Entity; and

(d)  estimated expenditures, broken down by cost centre in accordance with the
Accounting Procedure,

The Management Committee shall meet within sixty (60) days following its receipt of
CONTRACTOR's proposal to examine and approve the Exploration Work Program
and Budget.

iIf the GOVERNMENT requests sny modification to the Explorution Work Program
ond Budget, the Management Committee shall meet to discuss the Exploration Work
Program and Budget und proposed modifications thereto within the sixty (60) day
period refered to in Article 11.3. The CONTRACTOR shall communicste its
comments on any such requested modifications to the GOVERNMENT at the
meeting of the Management Committee or in writing prior to such meeting

The CONTRACTOR shall be authorised ta make expenditures not budgeted in an
gpproved Exploration Work Program and Budget provided that the sggregate amount
of such expenditures shall not exceed ten per cent (10%) of the approved Explomtion
Work Progmm and Budget in any Calendar Year and provided further that such
excess expenditures shall be reported as soon as is reasonably practicable © the
Management Committee. For the svoidance of doubt all excess expenditures shall be
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12.1

recovered by the CONTRACTOR in sccordance with the provisions of Articles |
and 25, provided that any excess expenditures above the ten per cent (10%) limit shall
only be recovered with the unanimous approval of the Management Commitice,

In cases of emergency, the CONTRACTOR may incur such additional expenditures
as it deems necessary to protect life, environment or property. Such additional
expenditures shall be mported promptly to the Management Committee. For the
avoidance of doubt, such additional expenditure shall be considered Petroleum Costs
and shall be recovered by the CONTRACTOR in accondance with the provisions of

Articles | and 25.

ARTICLE 12 . DISCOVERY AND DEVELOPMENT

If the drilling of an Exploration Well results in a Discovery, the CONTRACTOR
shall notify the GOVERNMENT within forty-eight (48) hours of completing tests
confirming the presumed existence of such Discovery or within such longer period as
the CONTRACTOR reasonably requires to determine whother or not there is a
Discovery. Within thirty (30) days following notification of the said Discovery, the
CONTRACTOR shall present to the Management Committee all technical data then
available together with its opinion on the commercisl polcntial of the said Discovery
(the “Discovery Report™). The CONTRACTOR shall provide in a timely manner such
ather information relating to the Discovery as the GOVERNMENT may rcascoably

request

Appraisal Work Program and Budget

122

If, pursuant to Asticle 12.1, the CONTRACTOR considers that the Discovery has
commercial potentinl it shall, within ninety (90) days fullowing notificetion 0 the
GOVERNMENT of the Discovery, submit an appraisal program in respect of the
Discovery (the “Appmisal Work Program and Budget™) to the Mansgememt
Committee. The Managemen! Committes shall examine the Appraisal Work Program
and Budget within thirty (30) days of its receipt. If the GOVERNMENT requess any
modification to the Appraisal Work Program and Budget, the Management
Committee shall meet 10 discuss the Appraisal Work Program and Budget and the
requested modifications thereto within sixty (60) days from its receipt of the proposed
Appraisal Work Program and Budget. The CONTRACTOR shall communicate its
comments on any such requested modifications to the GOVERNMENT a1 the
meeting of the Management Committee or in writing prior to such meeting.

The Appraisal Work Program and Budget shall include the following:

(1) an appraisal works program and budget, in accordance with pradent
international petroleum industry practice;

(»)  an estimated time-frame for completion of appraisal works; and

(¢)  the delimimtion of the area to be cvaluated, the surface of which shall not
excoed twice (2 x) the surface of the geological structure or prospect to be
appraised (the “Appraisal Area”).




If. following 2 Discovery, a rig acceptable to the CONTRACTOR is available to drill
a well, the CONTRACTOR may drill any additional Exploration Well or any
Appmisal Well deemed necessary by the CONTRACTOR before or during the

Committee’s review of the Discovery Report provided in accordance
with Aricle 12.1 or its review of the Appraisal Work Progrmam and Budget,

The CONTRACTOR shall be authorised to incur expenditures not budgsted in an
approved Appraisal Work Program and Budget provided that the aggregate amount of
such expenditures shall not exceed ten per cent (10%) of the approved Appmisal
Work Program and Budget in any Calendar Year and provided further that such
excess expenditures shall be reported as soon as is ressonably practicable to the
Management Committee. For the avoidance of doubt, all excess expenditurss shall be
recovered by the CONTRACTOR in sccordance with the provisions of Articles |
and 25, provided that any excess expenditures above the ten per cent (10%) limit shall
only be recovered with the unanimous approval of the Management Commitiee.

Appraisal Report
124  The CONTRACTOR shall submit a detailed report relating to the Discovery (the

12.3

“Appraisal Report™) to the Management Committee within ninety (90) days
fullowing completion of the Appraisul Work Program and Budget.

The Appraisal Report shall include the following:
() geological conditions;

(b)  physical properties of any liquids;

(¢)  sulphur, sediment and water content;

(d) type of substances obtained;

(¢) Natural Gas composition;

(H production forecast per well, and

(g) n prefiminary estimate of recoverable reserves.

1256

Together with its Appmiisal Repart, the CONTRACTOR shall submit a written
statement to the Management Committee specifying that:

(s) the CONTRACTOR has determined that the Discovery is & Commercial
Discovery:

(5)  the CONTRACTOR has determined that the Discovery is not & Commercial
Discovery;

(¢) the CONTRACTOR has determined that the Discovery is 4 significant
Discovery, which may become a Commercial Discovery subject to additional
exploration and/or appraisal works within or outside of the Appraisal Arex; or
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(d) the CONTRACTOR has determined that the Discovery is a significant
Discovery of Non-Associated Natural Gas, which may become a Commercial
Discovery subject to Gas Marketing Operations, in accordance with
Article 14.5.

12.7  In case the statement of the CONTRACTOR comesponds to Article 12.6(c), the
CONTRACTOR shall submit 8 Work Program and Budget 1o the Management
Committec within thirty (30) days following such statement, Any well drilled to
evaluate the said significant Discovery shall be considered an Exploration Well.

Development Plan

128 Ifthe Discovery has heen declared 2 Commercial Discovery by the CONTRACT OR
persuant o Article 12.6(a) or Article 14.5(a), the CONTRACTOR shall submit &
proposed Development Plan to the Management Committee within one hundred
cighty (180) days following such decluration. The Deovelopment Plan shall be in
accordance with pudent intematiosal petroleum industry practice. Except with the
consent of the GOVERNMENT, such Development Plan shall include details of the
following as applicable:

(8) the delimitation of the Production Ares, taking into account the results of the
Appraisal Report regarding the importance of the Petrolcum Field within the
Appraisal Arca;

(h)  drilling and completion of Development Wells;
(c) drilling and completion of water or Natural Gas injection wells;
(d) laying of gathering pipelines;

(¢) installation of separators, tunks, pumps and any other associated production
and injection facilities for the production;

()  treatment and transportation of Petroleum to the prcessing and storage
facilities onshore or offshore;

(g) laying of export pipelines inside or outside the Contract Arca to the storage
facility or Delivery Point;

(h)  construction of sorage facilities for Petroleum;

(il plan for the utilisation of Associated Natural Gas;

() training commitment in accordance with Article 23;
(k) o preliminary decommissioning and site restoration pian;

()] all contracts and arrangements made or to be made by the CONTRACTOR
for the sale of Natural Gas;

(m) o the extent available, nll contracts and arrangements made or to be made by
Persons in respect of that Natural Gas downstream of the point at which it is to
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12.9

12.10

12.11

he sold by the CONTRACTOR and which are relevant to the price at which
(and other terms on which) it is to be sold by the CONTRACTOR or are
otherwise relevant to the determination of the value of it for the purposes of
this Contract, but not beyond the point at which it is first disposed of in an
Arm's Length Sale:

(n)  each CONTRACTOR Entity’s plans for financing its interest, if any; and

(©) any other operations not expressly provided for in this Contract but reasorably
necessary for Development Operations, Production Operations and delivery of
Petrokeum produced, in accordance with prodent internationsl petroleum
industry practice.

The Management Committec shall use its best efforts to approve the Development

Plan within sixty (60) days afler its receipt of such plan. The Development Period for

each Commercinl Discovery within a Development Plan shall be extended for the

number of days in excess of such sixty (60) day period that it takes for the

Management Commitiee to approve the Development Plan. The Development Plan

shall be considered approved by the GOVERNMENT if the GOVERNMENT,

through its representatives on the Management Committee, indicates its spproval in
writing.

If the GOVERNMENT requests any modifications o the Development Plan, then the
Management Committee shall meet within sixty (60) days of receipt by the
CONTRACTOR of the GOVERNMENT's writtcn notification of requested
modifications accomparied by all the documents justifying sech request, and shall
discuss such request. The CONTRACTOR shall communicate its comments on any
such requested modifications to the GOVERNMENT at such meeting or in writing
prior to such meeting. Any modification approved by the Management Commitice at
such meeting or within a further period of thirty (30) days from the date of such
meeting shall be incorporated into the Development Plan which shall then be decmed

approved and adopted,

If the CONTRACTOR makes several Commercial Discoveries within the Contract
Area cach such Commercial Discovery will have 3 separate Production Area. The
CONTRACTOR shall be entitied to develop and to produce esch Commercial
Discovery and the GOVERNMENT shall provide the approprinte Permits covering
exch Production Arca. In case the area covered by the Commercial Discovery extends
beyond the boundaries of the Contract Area, and to the extent such area outside the
Contract Area is not the subject of a Petroleum Contract (as defined in the Kurdistan
Region Oil and Ges Law) with a third party, the provisions of Article 34.2 shall apply.




ARTICLE 13 - DEVELOPMENT AND PRODUCTION WORK PROGRAMS AND

13.1

BUDGET

Upon the approval of the Development Plan by the Management Commitice, the
CONTRACTOR shall start the Development Operations for the Commercial
Discovery in accordance with the Development Plan and prudent iniernational
petrolevm industry practice.

133

134

135

Within nincty (90) days following approval of the Development Plan by the
Management Committes, the CONTRACTOR shall prepare and submit to the
Management Committee a proposed work program and budget for Development
Operatipns (the “Development Work Program and Budget™) 0 be carried out in the
Production Area for the duration of the Development Operations. Thereafter, no later
than | October in each Calendar Year, the CONTRACTOR shall submit to the
Management Committee updates in respect of its Development Work Program and
Budget. To enable the Management Committee to forecast expenditures, each
Development Work Program and Budget shall include detsils of the following:

(a) works to be carried out;

(b)  materal and equipment to be acquired by main categories:

(<) type of services to be provided, distinguishing between third parties and
Affiliated Compenies of any CONTRACTOR Entity; and

(d)  categories of general and administrative expendituse.

If any modificatioa to the Development Work Program and Budget is requested by
the GOVERNMENT, the Management Committee shall meet to discuss the
Development Work Program and Budget and propesed modifications thereto within
sixty (60) days from its receipt of the proposed Development Waork Program and
Budget The CONTRACTOR shall communicate its comments on any such
requested modifications to the GOVERNMENT at the meeting of the Management
Committee or in writing prior to such meeting.

The CONTRACTOR shall be authorised 1o incur expenditures not budgeted in an
approved Developmeont Work Program and Budget provided that the aggregate
amount of such expenditures shall not exceed ten per cent (10%) of the approved
Development Work Program and Budget in asy Calendar Year and provided further
that such excess expenditures shall be reported as soon as is reasonably practicable to
the Management Commitiee, For the avoidance of doubt, all excess expenditurey
shall be recovered by the CONTRACTOR in accordance with the provisions of
Articles | and 25, provided that any excess expenditures shove the ten per cent (10%)
limit shall only be recovered with the unanimous approval of the Management
Committee.

In cascs of emergency, the CONTRACTOR may incur such additiceal expenditures
as it deems necessary to protect life, environment or property. Such additionsl
expenditures shall be reported promptly to the Management Commitiee.  For the
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avoidance of doubt, such additional expenditure shall be considered Petroleum Costs
and shail be recovered by the CONTRACTOR in accordance with the provisions of
Articles | and 25.

13.6

13.7

138

139

1310

No later than | October of the Calendar Year preceding the estimated commencement
of production purssant to an spproved Development Plan and thereafier no later than
1 October in each Calendar Year, the CONTRACTOR shall prepare and subrmit to
the Management Committee 8 proposed work program and tudget for Production
Operations (the “Produwction Work Program and Budget”) for the following
Calendsr Yesr. To enable the Management Commiittee to forecast expenditures, the
Production Wark Program and Budget shall include details of the following:

(a) works to be carried out;
(b)  material and equipment 1o be acquired by main categories:

(¢) type of services to be provided, distinguishing between third parties and
Affiliated Companies of any CONTRACTOR Enity; and

(d) categories of general and administrative expenditure.

If any modification to the Production Work Program and Budget is requested by the
GOVERNMENT., the Management Committee shall meet to disouss the Production
Work Program and Budget and proposed maodifications thereto within sixty (60) days
from its receipt of the proposed Production Work Program and Budgel. The
CONTRACTOR shall communicate its comments on any such requested
modifications to the GOVERNMENT at the meeting of the Management Committee
or in writing prior to such meeting.

The CONTRACTOR shall be authorised to incur expenditures not budgeted in an
approved Production Work Program and Budget provided that the aggregate amount
of such expenditures shall not exceed ten per cent (10%) of the approved Production
Work Program and Budget in any Calkndar Year and provided further that such
excess expenditures shall be reported as soon a8 reasonably practicable to the
Management Commitiee. For the avoidance of doubt, all cxeess expenditures shall be
recovered by the CONTRACTOR in accordance with the provisions of Articles |
and 25. provided that any excess expenditure above the ten per cent (10%) limit shall
only be recovered with the unanimous approval of the Management Committee.

In cases of emergency, the CONTRACTOR may incur such additional expenditure
as il deems necessary to protect life, environment or property. Such additional
expenditures shall be reported promptly to the Management Committee. For the
avoidasce of doubt, such additional expenditure shall be considered Petroleum Costs
and shall be recovered by the CONTRACTOR in sccordance with the provisions of
Articles | and 25,

Afler the commencement of Commercial Production the CONTRACTOR shall pay
to the GOVERNMENT, in arrcars, an annual surface rental for the Production Area,
of one hundred Dollars (USS100) per square Kilometre per Contract Year
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(“Production Rental™). Such Production Rental shall be considered as a Petroleum
Cost and shall be recovered by the CONTRACTOR in accordance with the
provisions of Articles 1 and 25,

ARTICLE 14 - NATURAL GAS

Use fo um rati

14.1  To take account of specific conditions relating to Natural Gas and to promote its
development in the Kurdistan Region, the GOVERNMENT will graat specific
benefits to the CONTRACTOR on principles materially similar to those contained in
this Contract, including. consistent with the Kurdistan Region Oil and Gas Law, more
generous provisions in respect of the recovery of Petroleum Costs and the sharing of
Profit Petroleum than in respect of Crude Oil.

142 The CONTRACTOR may freely use any Natural Gas required for the Petroleum
Operations. If technically and economically justified, the CONTRACTOR shall in
priority use any Naturnl Gas for the pumose of enhancing recovery of Crude Oil in
accordance with prudent interaational petroleum industry practice as follows.

Associnted Nutural Gas

14.3  Any excess Associated Natural Ges produced that is neither used in the Petroleum
Operations nor developed and sold by the CONTRACTOR shall. upon the
GOVERNMENT"s wrillen request be transferred at the fire practicable delivery
point 85 agreed between the Parties, free of charge 1o the GOVERNMENT. In such
case, the GOVERNMENT shall be solely responsibie for collecting, treating,
compressing and transporting such Natural Gas from such agreed delivery point and
shall be solely linble for any additional direct and indirect costs associated therewith.
The coustruction and operation of required facilities ns well as the offtake of such
excess Associated Natural Gas by the GOVERNMENT shall occur in sccordance
with prudent intenationsl peroleum industry practice and shall not interfere with the
production, lifting and transportation of the Crude Oil by the CONTRACTOR. For
the avoidance of doubt, all expenditure incurred by the CONTRACTOR up to such
agreed delivery point shall be considered Petroleum Costs and shall be recovered by
the CONTRACTOR in accordance with the provisions of Articles | and 25.

In the event the GOVERNMENT finds a market for Associated Nawral Gas, it shall
promptly give written notice 1o the CONTRACTOR, ané the CONTRACTOR may
clect to participute in supplying such Associated Nutural Gas within ninety (90) days
following notification thereof by the GOVERNMENT. If the CONTRACTOR
elects to participate in supplying Associated Natural Gas to such market, all
cxpenditures associated with any necessary facilities shall be paid for by the
CONTRACTOR. For the avoidance of doubt, such expenditure incurred shall be
considered Petroleum Costs and shall be recovered by the CONTRACTOR in
accordance with the provisions of Articles | and 25,
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Nou Associated Natural Gas

144

145

14.6

14.7

143

Until an approved Natural Gas sales contract is executed in respect of all volumes of
Natural Gas expected o be produced. the CONTRACTOR shall be entitied during
the Fxploration Period and the Development Period to carry out CGas Marketing

Operations.

If, pursuant to Article 12.6(d), the CONTRACTOR has determined that the Discovery
is a significant Discovery of Non-Associated Natural Gas, which may become 4
Commercial Discovery subject to Gas Marketing Operations, it shall carry out Gas
Marketing Operations, al the end of which it shall submit a written statement to the
Management Committee specifying that:

(a8 the CONTRACTOR has determined thst the Discovery is a Commercial
Discovery; or

(b)  the CONTRACTOR has determined that the Discovery is not a Commercial
Discovery.

For the purpose of this Contract, “Gas Marketing Operations™ means any activity
under this Contract relating to the marketing of Non-Associated Natural Gas,
incloding any evaluation to find a commercial market for such Non-Associated
Natural Gas and/or to find a commercially viable technical means of extraction of
such Non-Associated Natural Gas and may include ectivitics related to evaluating the
quantitics of Non-Associated Natural Gas to be sold, its quality, the geographic
location of potential markets to be supplicd as well as evaluating the cosls of
production, ransportation and distribution of the Non-Associated Natural Gas from
the Delivery Point to the relevant market.

All costs and expeaditure incurred by the CONTRACTOR in the performance of the
activities in refation w the Ges Marketing Operations shall be considered Petroloum
Costs.

No later than | October of the Calendar Year preceding the Calendar Year in which
any Gas Marketing Operstions arc due © oceur, the CONTRACTOR shall prepare
and submit to the Management Committee its Gas Marketing Work Program and
Budget for the following Calendar Year. To cnable the Management Commitice to
::mstl expenditures, the Gas Marketing Work Program and Budget shall include the
ollowing:

(a)  works to be carried out;

(d)  type of services to be provided, distinguishing between third partics and
Affitiated companies of any CONTRACTOR Entity; and

(¢) categories of general and administrutive expenditure.

If any modification to the Gas Marketing Work Program and Budgel is requested by
the GOVERNMENT, the Managemen: Committee shall mezt o discuss the Gas
Marketing Work Progmm and Budget and proposed modifications thereto within sixty
(60) days from its receipt of the proposed Gas Marketing Work Program and Budget.
The CONTRACTOR shall communicale ils comments on any such requested
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14,10

modifications to the GOVERNMENT at the meeting of the Management Committee
or in writing prior to such meeting.

The CONTRACTOR shall be authorised to incur expenditures not budgeted in an
approved Gas Marketing Work Program and Budget provided that the aggrepate
amsount of such expenditure shall not exceed ten per cent (10%) of the approved
Budget in uny Calendar Year and provided further that such excess expenditures shall
be reported as soon as reasonably practicable to the Management Committee. For the
avoidance of doubt, all excess expenditures shall be recovered by the
CONTRACTOR in sccordance with the provisions of Articles | and 25, provided
that any excess expenditere above the ten per cent (10%) limit shall only be recovered
with the unanimous approval of the Management Committee.

lfmmmmmﬂ%bmmmcmmmu
CONTRACTOR rcasonably considers that the Non-Asscociated Natural Gas
Discovery will only be a Commercial Discovery if certain teoms of this Contract are
amended, it shall be entitled to request amendments to this Contract, with its reasons.
The GOVERNMENT shall in good faith give reasonsble consideration 1o the
CONTRACTOR's proposed amendment and reasons and the Partics shall in good
faith attempt to agree on the necessary amendments to the Contract, If the Parties are
unable 10 agree on such smendments, and the Exploration Period expires without the
CONTRACTOR having declared such Discovery to be 8 Commercial Discovery in
accordance with Article 12.6(z) or Articke 14.5(2), and subsequently within a period
of eight (8) years from the end of such Exploration Period, the GOVERNMENT
reaches agreement with any third party to develop sach Discovery (the "Gas
Development™), then the following provisions shall spply:

(a) either before or upon agreement in relation to the Gas Development having
been reached (and whether or not such agreement is recorded i a fully termed
production shariag and/or operating or other like agreement), but before such
agreement is signed (the “Proposed Contraet”) (subject only to the rights of
each CONTRACTOR Entity to pre-empt such Proposed Contract pursuant 1o
Article 14.10(b) and such conditions as may be applicable), the
GOVERNMENT shall, as soon ¢ reasonably practicable after the occurrence
of such clreumstances, serve on cach of the CONTRACTOR Entities, o
notice to that effect and shall with such notice provide such information and
main terms of such agreement as the CONTRACTOR Entities may
reasonably request to determine if they will exercise their rights (the “Agreed
Termy™), including:

(iy  theidentity of such thind party;
(i)  the effective date of the Proposed Contract;

(iii)  the applicable commercial terms, including bonuses, royalties, cost
recovery, profit sharing, taxation and any other similar terms; and

(iv) all and sny material conditions to which the Proposed Contract is
subject.




()  Upon a request from any CONTRACTOR Entity, the GOVERNMENT will
provide all the CONTRACTOR Entities with such further information and
ferms as may be reasonably requested by any CONTRACTOR Entity.
Within one hundred and eighty days (180) days after receipt of a notice and
sny further information under Article 14.10(a) in relation to a Proposed
Contract cach of the CONTRACTOR Entities shall clect either:

(i)  toester into the Proposed Contract on the same or substantially similar
terms to the Agreed Terms, with the right to cost recover all Petroleum
Costs incurred under this Contract against all Petroleum rovenues
received under the Proposed Contract, up 10 any cost recovery limits
set out therein; or

{iiy  to waive the aforesaid right of pre-emption in relation to the Proposed
Contract;

and shall serve notice accordingly upon the GOVERNMENT and all the
CONTRACTOR Entities and in default of receipt by the GOVERNMENT
of any such notice within such period of one hundred and eighty (180) days
such CONTRACTOR Entify shall be deemed conclusively to have served »
notice clecting to waive its aforesaid right of pre-emption in relation to the

Proposed Contract.

(¢) In the cvent that more than one of the CONTRACTOR Entities excrcises its
rights under Article 14.10(b)(i) in relation w the Proposed Contract, then the
GOVERNMENT shall transfer or grant each such CONTRACTOR Entity
an interest in the Proposed Contmet upon the Agreed Terms (in sccordance
with Articie 14.10(b{i)) in the proportions in which their respective
percentage interests bear W the aggregate of their respective percentage
interests under the relevant Joint Operating Agreement (a5 it applied at the end
of the Explomtion Peried) or in such other proportions as such
CONTRACTOR Entities shall agree between them.

(@ In the event that one of the CONTRACTOR Entities excreises its rights
under Article 14.10(bXi) n relation to the Proposed Contract then the
GOVERNMENT shall transfer or grant the whole of the interest in the
Proposed Contract upon the Agreed Terms (in accordance with 14.10(b)(1) to
such CONTRACTOR Entity,

(¢) In the event that none of the CONTRACTOR Entities exercises its rights
under Article 14.10(b)(i) then the GOVERNMENT may cnter into the
Propased Contract on terms no more favourable (0 its counterparty than the
Agreed Terms and, in such case, the aforesaid rights of pre-emption shall
thereupon cease to apply in relution to the Proposed Contract.

14.11 If the pee-emption rights in Article 14.10 are not excrcised and the GOVERNMENT
eaters into the Proposed Contract with the third party concerned, the
GCOVERNMENT will use its best endesvours to avoid any effect which may hamper
the Petroleum Operations of the CONTRACTOR while producing Petroleum,
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Flaring
14.12 Flaring of Naural Gas in the course of activities provided for under this Contract, is

15.1

1532

5.3

prohibited except (1) short-term faring up to twelve (12) Months necessary for testing or
other operational reasons in sccordasce with pradent intemational petroleum industry
practice (which shall include the fluring of Associated Natural Gas to the extent the
CONTRACTOR considers that re-njecting Associsted Natural Gas is not justified
technically and economically and provided the GOVERNMENT decides not to take
such Associsted Natuml Gas), or (i) with the prior suthorisation of the
GOVERNMENT, such authorisation not % be unreasonably withheld or delayed. The
CONTRACTOR shall ssbmit such request to the GOVERNMENT. which shall include
an evalustion of reasonable alternatives to flaring that have boen considered slong with
information on the smount and quality of Naturs! Gas involved and the duration of the

requested flaring.

ARTICLE 15 - ACCOUNTING AND AUDITS

The CONTRACTOR shall keep in its offices in the Kurdistan Region copies of all
books and sccounts of all revenues relating to the Petroleum Operations and all
Petroleum Costs (the “Accounts™), except during the Fxplocation Period, when the
CONTRACTOR shall be entifled to keep the Accounts at its headquarters Abroad. The
Accounts shall reflect in detall expeaditure incurred as 8 function of the quantities and
value of Petoleum produced, and shall be kept for a period of five (5) years All
Ammswhﬂ!mmadcnvaihblctochOVERNMEﬂian&lbc
provisions of this Contract shall be prepared in the English language. The Accounts shall
be kept in accordance with prudent intemational petroleum industry practice and in
occmdmceuiﬁlﬂnpmvisiomofmeAccoumthmcedum.TbcAwoumsﬁmll be
kept in Dollars, which shall be the reference curency for the purposcs of this
Contract.

Within ninety (90) days following the ond of each Calendar Year, the
CONTRACTOR shall submit W the GOVERNMENT & summary statcment of all
Petroleum Costs incurred during the said Calendar Year. The summary statement shall
ako include a profit calculation pursuant to the provisions of Articie 26,

The GOVERNMENT shall have the right:

() to request en audit of the Accounis with respect (o each Calendar Year within
a period of two (2) Calendar Years following the end of such Calendur Year
(the “Audit Request Period”); and

(b) to retain an asuditor of international standing familiar with intemational
petrokeum industry sccounting practicc o undertnke or assist the
GOVERNMENT 1o undertake the audit.

Notwithstanding paragraphs (a) and (b) of this Article 15.3, the GOVERNMENT
shall have the right to audit the Accounts with respsct to each Calendar Year at any
time inthe case of manifest eror or fraud,




5.4

15.6

15.9

15.8

15.9

16,1

The reasonable cost of retaining an suditor pursuant to Article 15.3 shall be borne by
the CONTRACTOR and treated as a Petroleum Cost for the purpose of cost recovery
under Articles | and 25,

During the Audit Reguest Period for eny Calendsr Year but not thereafier, the
GOVERNMENT, acting reasonably and in accordance with prudent international
petroleum industry practice, may request in writing all reasonably available
information and justifications for its sudit of Petroleum Costs.

Should the GOVERNMENT consider, on the basis of dats and information available,
that the CONTRACTOR made a material mistake or there & any irregularity in
respect of the Accounts and censiders that any corrections, adjustments or
amendments should be made, the GOVERNMENT shall make any audit exceptions
in writing and notified to the CONTRACTOR within six (6) Months of the dale of
request referred to in Asticle 15.3, snd failure to give such written exception within
such time shall be deemed fo be an acknowledgement of the comectness of the
CONTRACTOR's Accounts,

In respect of any sudit exception made by the GOVERNMENT in sccordance with
Atticle 15.6, the CONTRACTOR shall then have sixty (60) days to make necessary
camrections, adjustments or amendments or to present ifs comments in writing or
request & meeting with the GOVERNMENT. The GOVERNMENT shall within
thirty (30) days of the CONTRACTOR's response, notify the CONTRACTOR in
writing of its position on the corrections, adjustments, amendments or comments, If
thereafter there still exists a disagreement between the GOVERNMENT and the
CONTRACTOR, the dispute will be settled in accordance with Article 15.9,

In addition to the annual statements of Petroleum Costs as provided in Article 15.2,
the CONTRACTOR shall provide the GOYERNMENT with such production
statements and reports, as required pursuant to Article 16.3.

Any disputc between the Parties under this Article 15 that cannot be settled amicably
within sixty (60) days of the GOVERNMENTs final notice under Anticle 13.7, may be
mimdwmexpenmmcmqmafdﬁm&wcowmmo«um
CONTRACTOR in accordance with the provisions of Article 42.2. Notwithstanding
the provisions of Article 42, in this specific instance the decision of the expert shall
no(nwcswilybefmalmdeiﬂumynaydecidcwsubmhmcmmwmmmm
in accordance with the provisions of Article 42.1.

ARTICLE 16 - CONTRACTOR’S RIGHTS AND OBLIGATIONS
n tative

If not done already, within ninety (90) days following the Effective Date, cach
CONTRACTOR Entity shall oper an office and appoint 8 permanent representative
i the Kurdistan Region, who may be contacted by the GOVERNMENT with regard
to any matier relating to this Contrsct and will be entitled to recoive any
comespondence addressed to such CONTRACTOR Entity.
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Condugt of Petroleum Operations

162

The CONTRACTOR shall carry out all Petroleum Operations in accordance with the
provisions of this Contract, prudent international petroleum  industry practice and
applicable Kurdistan Region Law.

The CONTRACTOR shail be responsible for the conduct, management, control and
administrtion of Petroleum Operations and shall be entitied to conduct Petroleum
Operations in accordance with the provisions of this Contract. In conducting its
Petroleum Ogeraticns, the CONTRACTOR shall have the right to use any Affiliate
of cach CONTRACTOR FEntity, its and their Subcontractors, and the employees,
consultants, and agents of cach of the foregoing. The CONTRACTOR and all such
Persons shall at all times have froe access to the Contraet Arez and any Production
Arcas for the purpose of carrying out Petroleum Operations.

Information asd Reporty
163 The CONTRACTOR shall provide the GOVERNMENT with periodic data and

adtivity reponts refating 1 Petroleum Operations. Said roports shall irclude details of
the following:

(  nformation and dats regarding afl Exploration Opesations, Development
Operations and Production Operations (as appliceble) performed during the
Calendar Year, including any quantities of Petroleum produced and sold;

(b)  data and information regarding any transportation facilities built and operated
by the CONTRACTOR;

(c) 1 statement specifying the number of personsel, their title, their nationality as
well as a report on any medical services and equipment made svailable to such
personnel: and

(&) a descriptive statement Of all capital assees aoquired for the Petroloum
Operations, indicating the date and price or cost of their acquisition.

Reguirement for Petroleum Operations

16,4

The CONTRACTOR may freely use sny Petroleum produced within the Contract
Arca for the Petroleum Operations.

Supervision by the GOVERNMENT

163

The CONTRACTOR shall at all times provide reasonsbl assistance as may
reasonzbly be requested by the GOVERNMENT during its review and verification
of records and of any other information relating to Petroleum Operations at the
offices, worksites or any other facilities of the CONTRACTOR.

Upon giving reasanable prior notice to the CONTRACTOR, the GOVERNMENT
may send A reasonable number of representatives to the work-sites or any other
facilities of the CONTRACTOR in the Kurdistan Region to perform such reviews
and verifications. The representatives of the GOVERNMENT shall w all tmes
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comply with any safety regulatiors imposed by the CONTRACTOR and such
reviews and verifications shall not hinder the smooth progress of the Petroleum

Operations.

Access to Fucilities

16.6 For the performance of the Petroleum Operations, the CONTRACTOR, any Affiliate
of each CONTRACTOR Entity, its and their Subcontractors and the employees,
consultants and agents of each of the foregoing shall st all times be granted free
access 1o the Contract Area and to any facilities for the Peroleum Operatioas located
within or outside of the Contract Area or within or outside the Production Arew, for
the purpose of carrying oat the Petroleum Operations.

Use of Facilities

167 Upon notice from the GOVERNMENT, the CONTRACTOR shall make available
to & reasonable number of representatives of the GOVERNMENT those of the
CONTRACTOR's facilities which are necessary to enable such representatives to
perform their tasks related to this Contract and the Kurdistan Region Oil and Gas Law

including, in case of works to be performed on work sites, transportation,
accommodation and board, under the same conditions ss those provided by the

CONTRACTOR for its own personnel.

Notwithstanding Article 16.8, the GOVERNMENT shall indemnify and hold
harmless each CONTRACTOR Entity against afl losses, damages and Tiability
arising underany claim, demand, action cr proceeding brought or initisted against any
CONTRACTOR Entity by any representative of the GOVERNMENT in connection
with the access 10 or use of the facilities by such representatives.

Loss or

168 The CONTRACTOR shall be responsible for any loss or damage caused to third
parties by its or its Subcontractors persoanet solely and dircctly resulting from their
negligence, errors or omissions in sccordance with applicable Kurdistan Region Law.

Intellectual Property Rights

169 1nits Petroleum Operations, the CONTRACTOR shall respect any patents belonging
1o third parties.

Litigation

16.10 The CONTRACTOR shall as soon as reasonably procticable inform the
GOVERNMENT of any material litigation relating to this Contract.

Safety

1611 The CONTRACTOR shall implement a health, safety and environment program and
take necessary measures 10 ersure hygicne, health and safety of it personnel carrying
aut Petroleum Operations in accordance with prudent intemational petroleum industry

practice.
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Said measures shall inolude the following:

{(a)  supplying first aid and safety equipment for each work area and maintaining o
healthy environment for personnel;

(b)  reporting to the GOVERNMENT within seventy-two (72) hours of such
accident. any accident where personnel has been injured while engaged in
Petroleum Operations and resulting in such personnel being unable to retum o

work:

(¢) implementing & permit-to-work procedure around hazardous equipment and
installtions;

(d) providing safe storage areas for explosives, detonators and eny other
dungerous products used in the operations;

(e) supplying fire-extinguishing equipment in each work area;

()  for the purpose of taking control of any blow out or fire which could damage
the environment or Petroleam Field, in accordance with prudent international
petroleum industry practice: and

(2) for the purpose of preventing any involuntary injection of fluids in petrokum
formatiommdprodwdooomechﬂnndNammlGasalmmumdonot
confom to prudent international petroleum industry practice.

Production Rates
1612 Subject to Asticle 43.2. in the event the production rate of the individual wells and

Reservoir of a Petroleum Field is to be set below the Maximum Efficient Rate

(“MER”) for the Reservoir. as provided for in the Development Plan, ss a

consequence of 8 decision by the GOVERNMENT or any federal or international

regulatery body, the GOVERNMENT undertakes to allocate any such reduction
fairly and equitably among the vanous opersiors (including the GOVERNMENT)
then producing in the Kardisten Region, pro rata their respective production rates, In
such event. the GOVERNMENT shall grant an extension of the Development Period
of any Production Areca so affected for a reasonable period of time in order lo prodoce

the Petroleum which would otherwise have already been produced, had the MER for
the individual wells and Reservoir of the Petroleum Ficld been maintained,

1 Stat

16,13 The respective rights, dutics, obligations and fiabilities of the CONTRACTOR and
the GOVERNMENT under this Contract are 1o be understood as being scparate and
individual and not joint and several, The Partics agree that this Contract shall not
create and shall not be deemed 10 have created a parmership or other form of
association between them.

Lifting

16.14 The GOVERNMENT and cach CONTRACTOR Entity shall have the right and the
obligation to take in kind and separately sell or otherwise dispose of their respective
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dhares of Petroleum. Upon approval of the Development Plan, the Parties shall meet
as soon & practicable to reach a detailed agreement governing the lifting of Petroleum
by ench such CONTRACTOR Entity. Such lifting agreement shull include the
following:

(a) the obligation of the GOVERNMENT and each CONTRACTOR Entity to
fift, regulady throughout each Calendar Year, their share of Petroleum
produced from the Production Area;

(b) notiﬁcaﬁonprooedumbytchpemmrtolheGOVMMENdeeudt
CONTRACTOR FEntity regarding entitlements and availability of Petrokum
for lifting by each Pary during each lifting period and nominations by each
Party; und

(¢) {he right of the Parties to lift any Available Petroleum not scheduled for lifting
and/or not lifted by the other Party during each such lifting period.

Kurdistan Region Consumption Requirements

16.15

171

172

The CONTRACTOR Entities shall sell and tmnsfer to the GOVERNMENT, upon
written request of the GOVERNMENT. sy amounts of Crude Oil that the
GOVERNMENT shall deem necesssry to meet Kurdistan Region internal
consumption requirements. The sales price of such Crude Ol shall be the
International Market Price.  The GOVERNMENT shall provide the
CONTRACTOR Entities with not less than six (6) Months' advance wrilten notice
of its intention to buy such Crade Oil.

Payments shall be made in Dollars and otherwise on terms consistent with prudent
intemational petroloum indusiry practice. The CONTRACTOR Entities’ obligation
10 sell Crude Oil to the GOVERNMENT shall be, with the other operators (including
the GOVERNMENT) then producing in the Kurdistan Region, pro mta 1o their
respective production rales.

The provisions of this Article 16.15 shall not apply to Non-Associated Natural Gas.

ARTICLE 17 — USE OF LAND AND EXISTING INFRASTRUCTURE

The GOVERNMENT shall make availsble to the CONTRACTOR any land or
property in the Kurdistan Region required for the Petroleum Operations; provided,
however, the CONTRACTOR shall not request to use any such land unless there is a
real need for it The CONTRACTOR shall have the right to build and maintain,
above and below ground, any facilitics required for the Petroleum Operations.

If it becomes necessary for conduct of the Petroleum Operations to oceupy and use

any lend o property in the Kurdistan Region belonging to third parties, the
CONTRACTOR shall endeavour 1o reach amicable agreement with the owners of
such land. If such amicable agreement cannot be reached. the CONTRACTOR shall
notify the GOVERNMENT. On receipt of such i fication:
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173

174

175

(a) the GOVERNMENT shall determine the amount of compensation to be paid
by the CONTRACTOR to the owner, if’ occupation will be for a short
duration; or

(b)  the GOVERNMENT shall expropriate the land or property in accordance
with applicable Kurdistan Region Law, if such occupation will be long lasting
or makes it henceforth impossible to resume original usage of such land or

. Any property rights shall be acquired by and recorded in the name
of the GOVERNMENT, but the CONTRACTOR shall be entitied free use
ofﬂ:ehndorpmp&yforlhe?cﬂolcunomicmforlbcetﬁmdmﬁm of
this Contracl,

The amount of the compensation in Article 17.2(a) shall be fair and reasonable, in
accordunce with Asticle 29 of the Kundistan Region Oil and Gas Law, and shall take
into account the rights of the owner and any cffective use of the land or property by its
owner ot the time of occupation by the CONTRACTOR. All reasonable costs,
expenditures and fair and reasonable compensation (ss required pursuant to Artick 29
of the Kurdistan RegimOildenslnw)whichmltsﬁun such expropriation shall
be bome by the CONTRACTOR. For the avoidance of doubt, such costs, expenses
and compensation incurred by the CONTRACTOR shall be considered Petrokum
Costs and shall be recovered by the CONTRACTOR in sccordance with the

provisions of Articles | and 25.

For its Petroleum Operations, the CONTRACTOR shall have the right in the
Kardistan Region to usc, subject 1o applicable Law, any railway, tramway, road,
airport, landing ficld, canal, rives, bridge or waterway. any telecommunications
network mdmycxiﬁingpipalincsmmnspmnﬁon infrastructure, on lemms no less
rm&mmafadmmmgﬁﬁaamtmmmmllyin force, 0 be
mutually agreed.

Under national emergencies due to environmental catastrophe or disaster, or incrmal
oe external war, the GOVERNMENT shall have the right 1o request 0 use any
jon and communication facilitics u&nlbd by the CONTRACTOR. In

midmccofdmx!twchcods.oxpcmoflhbilhi@hmmdbymc
CONTRACTOR hereunder shall be considered Petroleum Costs and shall be
recovered by the CONTRACTOR in sceordance with the provisions of Articies |
and 25,

for its Petroleum Operations, the CONTRACTOR shall have the right in the
KmdiﬁankcgimchIMd.mvam,mﬂ.bme,wnmmwme.pmm
operanacuﬁlnnddiacharge.muneemdmhluhditchexmks.welk.mnchca
mcssmlds.mmhnsdmcmu&wummﬁmphm.mdm.tusin&
storage and disposal facilitics, primary distillation units, extraction und processing
unit&scpANRmxmits.mlphwphntsmdanyou\aﬁcﬂiﬁcsorinmlhm for the
Petroleum Operations, in addition to pipelines, pumping stations, generntors, power
plants, high voltage lines, telophore, radio and any other telecommunications systems,
as well as warchouses, offices, sheds, hosscs for personnel, hospitals, schools,
premises, dikes, vehicles, rsilways, roads, bridges, airlines, sirports and any other

ion facilities, garages, hangars, workshops, foundrics, repair shops and any
other suxiliary facilities for the Petroleum Operations and, generally, everything
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17.6

17.7

17.8

179

181

which i required for its performance of the Petoleum Operations, The
CONTRACTOR shall have the right to select the location for these facilities.

For its Petroleum Operations, the CONTRACTOR shsll have the right in the
Kurdistan Region, subject to compliance with spplicable Kurdistan Region Law, to
remove and use the topsoil, fully-grown timber, clay, sand, lime, gypsum, sloncs
(other than precious stones) and other similar substances as required for its Petroleum
Operations.

The CONTRACTOR shall have the right in the Kurdistan Region to take or use any
witer necessury foe the Petroleum Opemtions provided it does not damage any
existing irrigation or nuvigation systems and that land, houses or watering points
belonging to third partics are not deprived of their use.

The GOVERNMENT shall have the right in the Kurdistan Region to build, operate
und maintain roads, railways, airports, landing strips, canals, bridges, protection dams,
police sations, military (nstallations, pipelines and telecommunications networks in
the Contract Area, mvidedlhisdocsnotlnmﬁwmormpmniseorhawa
material adverse effect on the performance of the Petroloum Operations. If the
construction, operation and mainterance of such facilities by the GOVERNMENT
results in increased cost or expense for the CONTRACTOR theo, for the avoidance
of doubt, such cost and expease shall be considered Petroleum Costs and shall be
recovered by the CONTRACTOR in accordance with the provisions of Articles 1
and 25.

Upon request of the CONTRACTOR, the GOVERNMENT shall prohibit the
construction of residential or commercial buildings in the vicinity of fecilities used for
dncPemlcumOpemionthnmnybedccluedmngmusdmmﬁchwlum
Operations and to prohibit any interference with the use of any facilities required for
the Petroleum Operations.

AmnﬂwCommAmnmybcmtcdpummmeAmhﬁsaﬁmmM
be defined in, and consisient with, the Kurdistan Region Ol and Gas Law, W authorised
third parties on reasonable terms and conditions (including coordination), inchuding
Persons autharised to construct, install and operate structures, facilitics and irstallations,
wmwmammmmmmbumammhm
Article 17.9 suthorises the holder to drill & Well or to perform any Petrolcum Operations
in Contract Area.

The COVERNMENT shall give the CONTRACTOR adequate sdvance notice of
any Access Authorisation in respect of the Contract Arca and shall not grunt any
Access Authorisation in respect of the Contract Area until it has taken into account
unysubmissionsmadebydwCONTRACl‘ORwrlnmchuwuymnlhcmisundue
interforence with or hindrance of the rights and activities of the CONTRACTOR

ARTICLE 18 - ASSISTANCE FROM THE GOVERNMENT
To the extent allowed by Kurdistin Region Law and Tragi law and at the specific

request of the CONTRACTOR. the GOVERNMENT shall tuke all necessary steps
1o sssist the CONTRACTOR Entities in, but not limited to, the following areas:
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18.2

19.1

192

19.3

(#)  securing any necessary Permits for the use and installation of means of
transportation and communications;

(b)  securing regulatory Permits in matiers of customs or imporvexport

(¢)  securing entry and exit visas, work and residence permits as well asany other
sdministrative Permits for esch CONTRACTOR Entity's, its Affiliate’s and
its Subcontrnctors’ foreign personnel (including thew family members)
working in the Kusdistan Region and any other part of Imq during the
implementation of this Contract;

(d)  securing any necessary Permits to send Abroad documents, data or samples for
analysis or processing for the Petroleum Operations;

(¢) relations with federal and local authorities and administrations, including for
the purposes of the remainder of this Article 18.1;

(n securing any necessary environmenatal Permits;

(g0  obtaining any other Pormits requested by any CONTRACTOR Entity for the
Petroleum Operstions;

(hy  access to sy existing data and information, including daty and information
relating to the Contract Area held by previous operators or contractors; and

(i providing all necessary security for Petroleum Operations,

Within the scope of services to be provided under this Article 18, reasonable and duly
justified expenses incurred by the GOVERNMENT or puid to third parties shall be
charged to the CONTRACTOR and shall be considered Petroleum Costs aad shall be
recovered by the CONTRACTOR as Petroleum Costs in accordance with the
provisiens of Articles I and 25.

ARTICLE 19 - EQUIPMENT AND MATERIALS

The CONTRACTOR shall supply, or procure the supply of, all materials, equipment,
machinery, tools, spare parts and any other items or goods required for the Petroleum
Operations (“Equipment and Materials™).

Ssid Fquipment and Materials shall be provided by the CONTRACTOR in
accordance with the relevant Work Programs aad Budgets,

As soon as possible afler the Effective Date, the CONTRACTOR shall provide the
Munagement Committee with s copy of its procedures for procurement of Equipment
and Materials and/or services for the Petroloum Operations as required by the
provisions of Article 8.2 (). including the criteria for tender evaluation, which
procedures and criteria shall be in accordance with prudent international petrofeum
industry practice. 1f the Mamagement Committee does not request any modifications
to the procurement procedures within thirty (30) days afler receiving such procedures,
&cpmodumduﬂbadecmedapmwedhymcmammmCmmnitwc.
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20.1

20.2

20.3

211

The CONTRACTOR shall give priority to Equipment and Materials that arc readily
available in the Kurdistan Region and other parts of Iraq to the extent their price, grade,
quality, quanfity, specificatioas, purchase, delivery and other commercial and
technical terms are comparable in all material respects with those generally available in
the international petroleum industry.

ARTICLE 20 - TITLE TO ASSETS

During the Exploration Period, any Assets acquired by the CONTRACTOR for the
Petrolesm  Operations shall remain the property of the CONTRACTOR, the
CONTRACTOR Entities, their Affiliates or their Subcontractors, as the case may be.

During the Development Period, subject o Article 21, ell Assets scquired by the
CONTRACTOR for the Petroleum Operations shall become the property of the
GOVERNMENT upon the completion of the recovery of the costs of all such assets
by the CONTRACTOR, or the end of the Contract, whichever is the earlier.

The provisions of Article 202 shall not spply to any Asscts leased by the
CONTRACTOR or belonging 1o an Affilinied Company of a CONTRACTOR
Eatity o belonging to its or their Subcontractors or its or their employees.

ARTICLE 21 — USE OF THE ASSETS

Fsch CONTRACTOR Entity shall have the exclisive right to use, free of any
charge, all Assets described in Article 20, both before and after moovery of the cost of
the same, for the Petrolesm Operations, as well as for any petroleum operations under
other agreements in the Kurdistan Region to which it or any of its Affiliates is a party,
provided that the Petroleum Operations take priority. The GOVERNMENT agrees
not to transfer or otherwise dispose of any of such Assets without the
CONTRACTOR’s prior writien approval

The CONTRACTOR may frecly move to the Contract Arca any Assets from uny
relinquished portion of the Contract Area, or from any other area in the Kurdistan

Region.

ARTICLE 22 - SUBCONTRACTING

The CONTRACTOR shall ensure that any Subcontractors it enguges have all the
requisite experience and qualifications.

The CONTRACTOR shall give priority to Subcontractors from the Kurdistan Region
and other parts of [rag to the extent their competence, rates, expericnce, reputation,
qualifications, specialties, credit miting and terms of availability, delivery and other
commercial terms are, in the CONTRACTOR's sole opinion, companble in all
mmﬁalmspcctswithmosopmvidedbyfmcimcanpuﬂcsopemhg in the
international petroleum industry. Such Subcontraciors must be bons fide Kuedistan
Region companics not related to any Public Officer, directly or indirectly, and must have
all necessary resources wd capacity.
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22.3

Selection of Subcontractors shall wke place in sccordance with the procurement
procedures sybmitied by the CONTRACTOR to the Management Committee in
sccordance with Asticle 19.3 and approved by the Management Commitiee,

The CONTRACTOR shall provide the GOVERNMENT with copics of agreements
entered into with Subcontractors, where their amount exceeds the limit set by the
Management Commities from time o time.

ARTICLE 23— PERSONNEL, TRAINING, AND TECHNOLOGICAL ASSISTANCE
Personnel

23.1

232

233

234

For the Petroleum Operations, the CONTRACTOR shall give, and shall require its
Subcontractors to give, preference (o personnel from the Kurdistan Region and other
parts of Traq to the extent such personne! have the technical capability, quaiifications,
competence and experience required to perform the work.

The CONTRACTOR Entities shall give due consideration to the secondment of
GOVERNMENT personnel to the CONTRACTOR Entities and of the
CONTRACTOR FEntities' personael to the GOVERNMENT during the various
phases of the Petroleum Operations. Terms and conditions for such secondment shall
be mutually agreed hy the Partics and any costs associated therewith shall be
considered Petroleum Costs and shall be recovered by the CONTRACTOR in
accordance with the provisions of Articles | and 25.

Each CONTRACTOR Entity and its Affilintes and Subcontmetors shall have the
right to hire foreign personnel whenever the personnel from the Kurdistan Region and
other parts of Iraq do not have the requisite technical capability. qualifications or
experience for positions to be filled as required pursuant to Article 23,1, In the event
any such forcign personnel wnd/or 8 member of their family engage in activities or
commit acts which breach Kurdistan Region Law, the CONTRACTOR shall, at the
request of the Management Committee, take the necessary steps to repatriate such
individual(s).

For the first five (5) Contract Years, the CONTRACTOR shall provide up to two
hundred and fifty thoussndDollars (US$250,000) in advance coch Contrect Year to
the GOVERNMENT for the recruitment or secondment of personnel, whether from
the Kurdisten Region other parts of Imag or Abrad, © the Ministry of Natural
Resources. The selection of such personnel shall be at the discretion of the Minister
of Naturnl Resousces. Such costs shall be considered as Petroloum Costs and shall be

recovered in sccordance with the provisions of Articles 1 and 25,

Training

235

In & planned way, in accordancs with the provisions of this Article 23.5 and Articles 23.6
and 23.7, the CONTRACTOR shall train alf its personnel from the Kurdistan Region
and other parts of Iraq directly or indirectly involved in the Petroleum Operations for
the purpose of improving their knowledge and professional qualifications in order that
such personnel gradually reach the level of knowledge and professional qualificution
held by the CONTRACTOR Entities' foreign workers with an equivalent résume.
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23,7

238

Such training shall also include the transfier of knowledge of petroleum technology and
d\cmynmmmcxpaiauwmmemblcmepmmml from the Kurdistan
Region and other parts of [rsq to apply advanced and appropriste technolegy in the
Petroleum Operations, to the extent permitted by applicable Law and agreements with
third parties. and subject to appropriate confidentiulity sgroements,

In addition to the requirements of Article 23.1, the recruitment, integration and training of
the CONTRACTOR Entities’ personnel from the Kurdistan Region and cther parts
of Iraq shall be planned, which plans shall be submitted to the Management Committee
focilsaquwd.ﬂ\enainmgplmshnﬂmk:hmomsiduuionﬂnmquhuwﬁsofmicb
215 and may include training for the GOVERNMENT"s personnel, depending on the
oxtent to which the smount allocated 10 the trining plan, as prescribed by Article 237, is
availnble afler taking into consideration the training of the CONTRACTOR Entities’
Kurdistan Region and other Iragi personnel,

Within sinety (90) days of the Effective Date, the CONTRACTOR shall submit to
the Management Committce a proposed training plan for the remuinder of the
Calendar Year, Thereafler, no later than 1 October in each Calendar Year, the
CONTRACTOR shall submit a proposed training plan 1o the Management
Committee for the following Calendar Year.

The training plan referred to in Aricle 23.6 shall provide for the allocation of the
amount of one hundred and fifty thousand Dellars (US$150,000) for each Contrnct
Year during the Exploration Period and three hundred thousand Dollars (US§300,000)
for each Contract Year during the Development Pericd.

Each CONTRACTOR Entity shall be responsible for the training costs: which it may
fncur in respost of the personne it employs from the Kurdistan Region and other parts of
Iraq. All such reasonable coss shall be considered as Peiroloum Costs and shall be
recovered in accordance with the provisions of Articles | and 25. Costs incurred by
the CONTRACTOR for training programs for the GOVERNMENT"s personncl
shall be bome by the CONTRACTOR only to the extent that they are incleded in the
CONTRACTOR s training plan, parsuast to Article 23.6 and shall ako be considered
as Petroleum Costs and shall be recovered in accordance with the provisions of
Articles 1 and 25. The cost of all other training progrums for the GOVERNMENT's
personnel shall be the GOVERNMENT’s responsibility.

The Eavironment Fund

239

23.10

From the date of First Production from the Contract Area, the CONTRACTOR shall
contribute the amount of one hundred and fifty thousand Dollars (US$150,000) each
Contract Year during the Exploration Period and three hundred thousand Dollars
(US$300,000) for each Contract Year during the Development Period into the
environment fund established by the GOVERNMENT for the benefit of the natural
eavironment of the Kurdistan Region, pursuant to the Kurdistan Region Oil and Gas
Law (the “Environmest Fund™). Such amounts shall be deemed to be Petroleumn
Caosts and shall be recovered in sccordance with Articles | and 25.

Awemmmmwmemmumnmmmknmuu
considered Petroleun Closts and shall be recovered in accordance with Articles 1 and 25.
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Technological and logistical assistance

23.11

243

244

Before the end of the first Contract Year, the CONTRACTOR shall provide to the
GOVERNMENT in kind technological and logistical assistance 1o the Kurdistan
Region petroleum sector, including geological computing hardware and sotware and
such other equipment as the Minisier of Natural Resources may require, up to the
valve of one million Deltars (US$1.000,000). The form of such assistance shall be
mutually agreed by the Parties and any costs associated therewith shall be considered
Petroleum Costs and shall be recovered by the CONTRACTOR in sccordance with
the provisions of Articles | and 25.

ARTICLE 24 - ROYALTY

The CONTRACTOR shsll pay to the GOVERNMENT a portion of Petroleum produced
and saved from the Contmact Area, as provided in this Article 24 (the “Royaity™).

The Rovalty shall be applied on all Petroleum produced and saved from the Contract
Area which is Crude Oil or Non-Associated Natural Gas, except for Petrolesm used in
Petroleum Operations, re-injected in a Petroleum Field, los, flared or for Petroleumn that
camnot be used or sold and such Crude Ol and Non-Associated Natural Gas (excluding the
excepted Petroleum) shall be refered to coliectively as “Export Petroleum™ and
separstely and respectively as “Export Crude Oil" and “Export Non-Associated
Natural Gas”.

If payable in cash, the amount of the Royalty calculated by applying the Royalty rates
provided under Article 24.4 shall be paid by the CONTRACTOR as directed by the
GOVERNMENT., in accordance with Article 24.7,

If payable in kind, the quantity of Fxport Petroleum cormesponding to the Royalty and
caloulaied by applying the Royalty rates provided under Article 24.4 shall be delivered
in kind by the CONTRACTOR to the GOVERNMENT at the Delivery Point Title and
risk of loss of the Royalty paid in kind shall be transferred at the Delivery Paint.

Unless the GOVERNMENT requires the Royalty to be paid in kind, by giving the
CONTRACTOR not lkess than ninety (90) days prior written notice prior to the
commencement of the relevant Quarter, the GOVERNMENT shall be deemad to
have elected to recoive the Royalty in full and in cash for the relevant Quarter.

The Royalty due on any Export Petroleum produced and saved in the Coatract Arca
shall be determined daily by applying the following relevant Royalty rte, o the
Bq)annkOi!orbuchpmNon-AsmcinmlemnIGas(asummnybe)
produced and saved on thit day:

(s)  For Export Crude Oil:

the Royalty rate for Export Crude Ol shall be ton per cent (10%). which, for
the avoidance of doubt. shall spply regardless of the gravity of the oil; and
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(b)  For Export Non-Associnted Natural Gas:

the Royalty rate for Export Non-Associsted Natural Gas shall be ten per cent
(10%).

Associated Natural Gas and any other Petroleum shall be exempt from any Royalty.

If, purswant to Article 243, the GOVERNMENT receives the Royalty in Kind, and
pursuant 1o Article 28, the GOVERNMENT requests assistance for the sale of all or
part of the Royalty received in kind, each CONTRACTOR Entity shall assist the
GOVERNMENT in selling all or part of such Royalty received in kind (belonging to
the GOVERNMENT) in consideration of a commission per Barrel payabie to such
CONTRACTOR Entity, in nccordance with Anicle 28,

lﬂmmnmtoAnicl:24J.ﬂnGOVlIRNMENTmocimﬂnR0ﬁhyhmsh:

(a) sny Export Crude Oil shall be valued at the International Market Price
obtained at the Delivery Point, as defined in Asticle 27.2;

(b)  any Export Non-Associated Natwal Gas shall be valued at the actual price
obtained at the Delivery Point under an mpproved contract, as provided in Article
27.3;

(¢) the CONTRACTOR shall pay such Royalty csch Quarter, in arrcars, within
thirty (30) days of the end of each Quarter, and shall calculate the payment
due for the relevant Quarter by reference to the price for the Export Petrokeum
at the Delivery Point, detérmined in accordance with paragraphs (3) and (b)
shove, and the Rovalty duc on the Export Petroleum, detesmined in
accordance with Article 24 4, for the said Quarter: snd

(@  the CONTRACTOR Entities shall be entitled to export frecly the volume of
Export Petroleum corresponding to the Royaky determined in accordance with
Articke 24.4 for the purpose of paying the Royalty in cash.

ARTICLE 25 - RECOVERY OF PETROLEUM COSTS

All Export Crude Oil produced and saved from the Contract Area shall, after
deduction of any quantities of Export Crude Oil due for Rovalty pursuant to Article
24, be considered ss “Awnilable Crade Oil”.

All Associated Natural Gas produced and saved from the Contract Ares, excepl for
Associsted Natural Gas which is used in Petroleun Operations, re-injected in a
Petroleum Field, lost, flared or cannct be used or sold, shall be considered as “Available
Associated Natural Gas”,

All Export Non-Associsted Natural Gas produced and saved from the Contract Area
shall, after deduction of any quantities of Export Noa-Associated Natral Gas due for
Royalty pursuant to Article 24, be considered as “Avmilable Non-Associated Natural
Gas".
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253

25.5

25.6

“Avsilable Petroleam™ means Available Crude Qil, Available Assocuged Natuml Gas
and Available Non-Associated Natural Gas.

For the purpose of this Article 235:

(a) any Available Crude Oil shall be valued at the International Market Price
obtained nt the Delivery Point, as defined in Aticle 27.2; and

(b)  sny Available Associsted Natural Gas and any Available Non-Associated
Natural Gas shall be valued at the actual price obtsined at the Delivery Point
under an approved contract, as provided in Article 27.3.

Subject to the provisions of this Contract, from the First Production in the Contract
Area, the CONTRACTOR shall at all times be eatitled to recover all Petroleum
Costs incurred under this Contract, of up o forty per cent ([40%) of Available Crude
Oil (which, for the avoidance of doubt, shall apply regardless of the gravity of the oil)
and Avsilable Associated Natural Gas, produced and saved within any Calendar Year.
Available Crude Oil above this percentage or otherwise not used for the recovery of
Petrolcum Costs shall be Profit Crode Oil.

Subject to the provisions of this Contract, from Find Production in the Contract Area,
the CONTRACTOR shall at all times be entitled to recover all Petroleum Costs
incurred under this Contract of wp to fifty per cent (50%) of Available Non.
Associsted Natural Gas produced and saved within any Calendar Year. Available
Non-Associaied Natural Gas above this porcentage or otherwise not used foe the
recovery of Petroleum Costs shall be Profit Natural Gas.

For the application of Article 253 and 254, the CONTRACTOR shall keep a
detailed account of Petreleum Costs in accordance with the provisions detailed in the
Accounting Procedure. Recovery of Petroleum Costs shall occur in the following
order:

() Production Costs;

(b) Exploration Costs (including appraisal costs and further exploration within the
Contract Area);

(¢)  Gas Marketing Costs;
() Development Costs; and
(¢) Decommissioning Costs.

Total recovery of Petroleum Costs during any Calendar Year, expressed in quantities
of Petroleum, shall not exceed the relevant percentages indicated in Articles 25.3 and
254. If in sny Calendar Year, the Avnilable Crude Oil and/or Available Noo-
Associated Natural Gas do not allow the CONTRACTOR to recover all its
Petrolesm Costs pursunnt to this Article 25, the amount of un-recovered Petroleum
Costs in such Calendur Year shall be carried forward indefiniiely w the subsequent
Calendar Yesrs until all Petroleum Costs are fully recovered, but, save as provided in
Articles 14.10 and 38.4, in no other case afier the termination of the Contract
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25.7

258

259

25.10

26.1

26.2

263

The provisions of Articles 27.7 and 27.8 shall be applicd to determine the quantities of
Available Crade Oil and/or Available Non-Associated Natural Cas due to the
CONTRACTOR for the recovery of its Petroleum Costs.

‘The quantities of Petrolesm corresponding to the share of Available Petroleum due to
the CONTRACTOR for the recovery of its Petroleum Costs shall be delivered to the
CONTRACTOR st the Delivery Point. Title and risk of loss of such Available
Petroleum shall be transferred at the Delivery Point.

Esch CONTRACTOR Entity shall be entitled to receive, take in kied and to export
frecly all Available Petroleum to which it is entitled for recavery of its Petroleum
Costs in accordance with the provisions of this Contract and to retain Abroad any
procecds from the sale of all such Available Petroleum. Petroleum Costs in each
Production Area shall be recovered from Available Petroleum from that Production
Area.

Subject to Article 384, for the avoidance of doubt, Petroleum Costs under this
Contract are not recoversble against other contract areas held by the
CONTRACTOR.

ARTICLE 26 - SHARING OF PROFIT PETROLEUM
Under this Contract,
(8)  “Profit Petroleam" means Profit Crude Oil and Profit Natural Gas;

()  ‘“Profit Crede OF" means the quantitics of Available Crude Oil and Available
Associated Natural Gas produced from the Production Arca, afler the recovery
of Petroleum Costs, in accordance with Articles 1 and 25; and

(¢)  “Profit Natural Gas™ means the quantitics of Available Non-Associated Natural
Gas produced from the Production Aree, afier the recovery of Petroleum Costs
in accordance with Articles | and 25,

From First Production and as and when Petioleum is being produced, the
CONTRACTOR shall be entitled to take u percentage share of Profit Crude Oil
und/or Profit Natural Gas, i consideration for its investment in the Petroleum
Operations, which percentage share shall be determined in accordance with Article
25.5.

To determine the percentage share of Profit Crude Oil snd/or Profit Natural Gas to
which the CONTRACTOR is entitled, the "R" Factor shall be calculated in
accordance with Article 26.4 and shall be applied sepamtely to each Production Area.




264  The “R” Factor shall be calculated as follows:
R=X/Y
where:
X: is equal to Cumulative Revenues actually received by the CONTRACTOR:

Y: is equal to Cumulative Costs actually incurred by the CONTRACTOR, from
the date of the signature of this Contract.

For the purpose of this Article 26.4:

“Cumulative Reveaues” means toal Revenues; as defined below, received by the
CONTRACTOR until the end of the relevant Semester, detormined in sccordance
with Article 26.7.

“Revenues” means the total amount actually received by the CONTRACTOR for
recovery of its Petroleum Costs and its share of Profit Petroleum in the Production
Arca.

“Cumulative Costs” means all Petroleum Costs in the Production Area, actually
incurred by the CONTRACTOR until the end of the relevant Semester, determined
in accordance with Article 26.7.

Notwithstanding the foregoing provisions of this Article 26.4, for the period from
First Production until the end of the Calendar Year in which First Production occurs,
the “R” Factor shall be deemed to be less than one (1).

265 The share of Profit Petmoleum to which the CONTRACTOR shall be entitled from
First Production s,

(8) for Profit Crude Oil, equal to the quantitics of Petroleum resulting from the
application of the relevant percentage 1s indicated below to the daily volume
of production of Profit Crude Oil within the Production Asca at the
comresponding Delivery Point:

“R" Factor CONTRACTOR's % Share of Profit Crude Oil

R<a=1 30%

| <R<or=2 30- (30-15)* R-1)/(2-1)
R>2 15%

and

(b)  for Profit Natural Gas, cqual to the quantitics of Non-Associated Natural Gas
resulling from the application of the relevant percentage as indicated below to
the daily volume of production of Profit Natural Gas withia the Production
Area at the corresponding Delivery Point:
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26.7

268

269

“R” Factor CONTRACTOR’s % Share of Profit Natural Gas
R<or=| 5%

| «c R<or=275 35- (35-I1)*R-1/(2755-1)

R=>275 18%

The CONTRACTOR's accounting shall account separately for sll components for the
calculation of “X™ and “Y™ values in the formula provided in Article 26.4.

For each Semester, starting from the 1 of Janwary of the Calendar Yeur following the
Calendar Year in which First Production occurs, the CONTRACTOR shall calculate
the “R" Factor applicable to the relovant Semester within thirty (30) days of the
beginning of such Semester. The “R” Factor to be applied during a Semester shall be
that determined by spplying the Cumulative Revenues actually received and the
Cumulative Costs actually incurred up to and including the last day of the preceding
Semester.

If the CONTRACTOR is unable 10 calculaste the “R™ Factor for the relevant
Semester before an allocation of Profit Petroleum for such Semester must be made,
then the allocation of Profit Petroleum for the previous Semester shall be used for the
relevant Semester. Upon the calculation of the “R™ Factor for the relevant Semester:

(») if the allocation of Profit Petroleum in the previous Semester and the relovant
Semester is the same, then no adjustmeat shall be made; and

(t)  if the allocation of the Profit Petrolcum in the two Semesters is different, then
the CONTRACTOR shall make any adjustments to the Partics' respective
shares of Profit Petroleum to restore them to the position that they would have
been in had the “R™ Eactor for the relevant Semester been available from the
start of such Semester,

If at sy time an error occurs in the calculstion of the “R™ Facter, resalting in a
change in the CONTRACTOR's percentage share of Profit Crude Oil and/or Profit
Natural Gas, the necessary correction shall be made and any adjustments shall apply
from the Scmester in which the emor cccurred. The Party having benefited from a
surplus of Profit Petrolcum shall surrender such surplus 1o the other Party, beginning
fiom the first day of the Scmester following the Semester in which the ermor was
recognised. However, each lifting of Petrolcum relating to such eror by the Party
receiving the surplus shall not exceed twenty-five per cent (25%) of the share of Profit
Petroleum to which such surrendering Party is entitled. For the avoidance of doubt, if
at any time an error occurs in the caloulation of the “R™ Factor, which does not result
in a change in the CONTRACTOR’s percentage share of Profit Crude Oil and/or
Profit Natural Gas, no correction shall be made.

The quantities of Profit Petroleum due to the CONTRACTOR shall be delivered to
the CONTRACTOR Entities at the Delivery Point, Titie and risk of loss of such
Profit Petroleum shall be transterred to the CONTRACTOR Entities at the Delivery
Point.




26.10

26.11

26.12

26.13

26.14

Each CONTRACTOR Entity shall be entitled to receive, take in Kied and to export
freely its share of Profit Petroleum in accordance with the provisions of this Contract
and 1o retain Abroed any proceeds from the sale of all such Profit Petroleum.

The share of the Profit Petroleum 1o which the GOVERNMENT is entitled in any
Calendsr Year in accordance with Article 26.5 shall be deemed to include a portion
rqmenlinglhccorpuratcinoometathos:dmonmdducbyeach
CONTRACTOR Entity, and which will be paid directly by the GOVERNMENT on
behalf of each such entity representing the CONTRACTOR 1o the sppropriate tax
authorities in accordance with Article 312, The GOVERNMENT shall provide the
CONTRACTOR Entities with all written documentation and evidence reasonably
required by the CONTRACTOR Entities to confirm that such corparate income tax
has been paid by the COVERNMENT.

The quantities of Profit Petroleum due to the COVERNMENT shall be deliversd o
the GOVERNMENT ot the Delivery Point. Title and risk of loss of such Profit
Petroleum shall be transferred at the Delivery Point.

At Icast twenty-one (21) days prior 1o CONTRACTOR's estimated date of First
Productiion and, subsequently, thirty (30) days prior to the beginning of each
Semester, the CONTRACTOR shall prepare and deliver (o the GOVERNMENT a
production program comprising the production forecast for the next Semester and the
forecast of the quantities of Crude Ol asd Natural Gas to which each Party shall be
eatitled during the said Semester.

Within ninety (90) days following the end of cach Calendar Yoear, the
CONTRACTOR shall prepare and deliver an annual production report to the
GOVERNMENT, stating the quantities of Crade Oil and Natural Gas to which cach
Party is entitled, the quantities of Crude Oil and Natural Gas lifted by cach Party and
the resulting over-lift or under-lift position of each Party, pursuant to the lifting
agreement entered into pursusnt to Article 16.14.

Any costs or expenditure incurred by the CONTRACTOR, its Subcontracturs or
suppliers relating to the lifting of the GOVERNMENTs share of Petroleum by the
CONTRACTOR shall not be considered Petroleum Costs and shall be charged 1o the
GOVERNMENT according to terms to be mutually agreed between the
CONTRACTOR and the GOVERNMENT,

ARTICLE 27 - VALUATION AND METERING OF CRUDE OIL AND NATURAL

GAS

Valuation

271

272

For the purpose of this Contrect, any Crude Oil produced in the Contrict Arca shall be
valued at the end of each Quarter at the Delivery Point based on the Isternational
Market Price, as defined in Article 27.2.

The “International Market Price” referred o in Article 27.1 shall be the woighted
average price per Barrel, expressed in Dollars, obtained by the CONTRACTOR at
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the Delivery Point, by netback if necessary, during the Quarter ending on the date of
valuation for Arm's Length Sales of Crude Oil

The CONTRACTOR shall provide evidence to the GOVERNMENT that the sales
of Crude Qil referred 10 in Adicle 27.2 arc Arm's Length Sales. If the
GOVERNMENT considers that any such sale of Crude Oil is not oa the basis of an
Arm’s Length Sule then the GOVERNMENT has the right to refer the matter 1o an
expert pursuant to Artick 42.2,

In the cvent that there is no lifting of Crude Oil in the refevant Quarter or no Arm’s
Length Sales, the applicable “Interaatioanl Market Price™ for such Quarter shall be
the weighted average price per Barrel obtained during that Quarter from Arm’s
Length Sales of Crude Oil of the same or similar gravity and guality from other
production areas sold in markets competing with Crude Oil produced from the
Contract Area, taking into account gravity and quality differences and transportation
and other post Delivery Point costs.

To determine such price, the Parties shall, prior to the commencement of Production,
agree on a basket of Crude Oil comparable 1o those produced in the Contract Ares and
sold in the international market. Prices cbtained shall be adjusied to account for any
varistions such as quality, specific gravity, sulpbur content, tmnsportation costs,
product yield, scasonal variations in price and demand, general market trends and
other terms of sale,

273  The price of Natural Gas shall be the actual price obtained at the Delivery Point,
(which may take into account quantities to be sold, quality, geographic location of
markets to be supplicd as well as costs of production, trmasportation and distribution
of Natural Gas from the Delivery Point 1o the relevant market, in accordance with
standard international petrolesm industry practice). The GOVERNMENT shall have
the right to review and approve Natural (as sakes contracts.

Accounting Statement

274  In sccordance with this Artick 27.4, the GOVERNMENT and the CONTRACTOR
shall establish a statement showing calculations of the value of Petoleum produced
and sold from the Contract Area. Such ststement shall include following information:

(a)  quantities of Crude Oil sold by the CONTRACTOR Eniities during the
preceding Month constituting Arm'’s Length Sales together with comespoading
sale prices;

(b)  quantities of Cnxle Oil sold by the CONTRACTOR Entities during the
preceding Month that do not fall in the category referred to in paragraph (a)
above, together with sale prices applied during such Month;

(¢) inventory in storage belonging to the CONTRACTOR Entities o the
begiming and at the end of the Month; and

(d)  quantities of Natural Gus sold by the CONTRACTOR Entities and the
GOVERNMENT together with sale prices realised.
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Metering

275

2706

27.7

All Export Petroleam shall be metered at the Delivery Point in accordance with
prudent international petroleum industry practice and such meters shall be to fiscal
meter standards. All metering equipment shall be installed and operated by the
CONTRACTOR. The GOVERNMENT shall, on receipt by the CONTRACTOR
of reasonable peior written notice, have the right to inspect any such metering
cquipment installed by the CONTRACTOR, as well as all relevant documents and
supporting information reasonably necessary to validate the accuracy of such
metering. All metering equipment shall be subject to periodic technical inspections in
accordance with prudent international petroleum industry practice.

If any metering equipment is defective, the CONTRACTOR shall use all reasorshie
endeavours 0 repair it within fifieen (15) days or, if deemed necessary by the
CONTRACTOR, replace it as scon #s ressonably practicable from the date the
defect became known. The “Adjustment Date” shall be the last date that the
metering equipment was known or agreed (0 have been measuring correctly, or if not
known or agreed, the date that is midway between the date the defect was discoyered
and the last date the equipment was known to have measured correctly. The results
from the defective equipment shall be disregarded for the period from the Adjustment
Date until the date the defective cquipment is repalred or replaced and the
measurement for such period shall be estimated:

(8)  if check measuring equipment is installed and registering accurately, then by
uging the measurements recarded by such check measuring equipment;

()  if check measuring equipment is not mstalled or not registering sccurately,
then by correcting the error if the percentage of error is ascertainable by
verification, calibration or mathematical calculation; or

(€) if neither method is feasible, then by estimating the volume and/or quantity
delivered based on deliveries during the preceding comparsble period of time
when the metering equipment was regisiered sccurately.

Any disputes arising under this Article 27 shall be settied by expert determination in
accordance with the provisions of Article 42.2.

ARTICLE 28 - SALE OF GOVERNMENT SHARE

Upon the GOVERNMENT’s prior writien notice of at least ninety (90) days, cach
CONTRACTOR Entity shall provide all reasonubly necessary assistance 1o the
GOVERNMENT for the sale of all or part of the quaniitics of Crude Oil w which the
GOVERNMENT is entitled, in consideration of a sales commission per Barrel 10 be
established with reference to prudent international petroleum practice and to bz mutually
agreed upon between the Parties.

29.1

ARTICLE 29— FINANCIAL PROVISIONS

Any payment to be made by 8 CONTRACTOR Entity 10 the GOVERNMENT
pursmntwthisCanmcsshnllbcinDol!usandshnllbcoﬂ’sctagninnanyommding
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294

295

296

paymernts due by the GOVERNMENT (o the CONTRACTOR Entity, o paid into
the bank account duly designated by the GOVERNMENT in writing and shall be
peid within thirty (30) days of the duc date, after which inierest compounded monthly
at the rate of LIBOR plus two (2) percentage points shall be applied.

The GOVERNMENT may, at its sole discretion, direct the CONTRACTOR
Entities to pay:

(s)  any Royalty in cash due to the GOVERNMENT pursunnt to the provisions of
Article 24; and/oe

(b)  any proceeds from the sale undertaken by the CONTRACTOR Entity on
behalf of the GOVERNMENT pursuant to Article 28 of any Crude Oil to
which the GOVERNMENT is entitled pursuant to Article 25; and/or

(c) any Production Bonus,

to a fund for revenue sharing, which may in dise course be established by legislation
consistent with the Constitution of Iraq, between the Government of Irag and other
regions (including the Kurdistan Region) and govemnoraies of Iraq. Nothing in this
Article 20.2 shall be understood a5 implying any contractual relationship or other
relationship betwesn the CONTRACTOR and/or sny CONTRACTOR Entity and
the Government of Iraq und/or the regions of Iraq (other than the Kurdistan Region)
und/or and governorates of Iraq,

Any payment duc by the GOVERNMENT (0 a CONTRACTOR Entity shall be
offsct against future payments dee by sech CONTRACTOR Entity to the
GOVERNMENT, or paid in Dollars to the bank account designated by the
CONTRACTOR Entity in writing and shall be peid within thirty (30) days of the
date of invoice, after which interest compounded monthly at the rate of LIBOR plus
two (2) percentage points shall be applicd.

Any currency conversion 10 be made under this Contract shall be at the exchangs rate
of the Central Bank of Img, provided such exchange rate applied to the
CONTRACTOR Entities shall not be less favourable than the rute offered by other
private, commercial or industrial banks in the international market. In the absence of
the Central Bank of Iraq or in the event thut the Central Bank of Iraq is unable to
provide the relevant exchange rale, any currency conversion 10 be made under this
Contract shall be at the exchange mie of a reputable commercial bank carrying on
business in the international market and approved by the Parties.

The CONTRACTOR shall not realiss any gain or loss due to exchange mte
fluctuations and, consequently, any gain or loss resulling from the cxchange of
currency shall be either considered as revenue and credited 1o the Accounts or shall be
considered as a Petroleum Cost and shall be recovered by the CONTRACTOR in
accordance with Articles | and 25, as the case may be.

Each CONTRACTOR Entity shall at all times be entitled to freely convert into
Dollars or any other foreign curreacy any Iragi dinars received in the framework of
the Petroleum Operations and to frecly transfer the same Abroad. The coaversion rate
shall be as provided under Article 29.4.
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29.7

29.8

299

29.10

29.1

29.12

29.13

30.1

Esch CONTRACTOR Entity shall have the right to be paid, receive, keep, trapsfer
und use Abroad, without any restrictions, all proceeds of its share of Petroleum.

Esch CONTRACTOR Entity and its Subcontractors shafl have the right to ficely
open and maintain bank accounts for Petroleum Operations within or outside the
Kurdistun Region and other parts of Iraq.

Esch CONTRACTOR Entity shall have the right to pay in sny freely convertible
currency all its fimancial requirements for the Petroleum Operations and 10 convert
these currencies 1o lraqi dinars in any bsnk in the Kurdisian Region or other parts of
Iraq, at the same exchange rate as provided under Article 29.4.

Eich CONTRACTOR Entity shall have the right, without any restrictions, to freely
repatriate Abroad and to freely dispose of:

(0} any proceeds reczived in the Kurdistan Region or other parts of Irag from the
sale of Petroleum;

(b) any proceeds received from other operations and activities carried out under
this Contract in the Kurdistan Region or other parts of Iraq.

Each CONTRACTOR Entity shall have the right to pay in any forcign carrency its
Subcontractors and its expatriate personnel, either in the Kurdistan Region, other parts
of Irag, or Abroad. Said Subcontractors and cxpatriste personnel shall be obliged 1o
transfer to the Kurdistan Region the amount of fareign currency required for their local
needs and they shall have the right to repatriate the proceeds of the sale of their
belongings in accordance with the regulations in force in the Kurdistan Region.

Each CONTRACTOR Entity’s Affilistes, Subcontractors and their personnel shall
equally benefit from the same rights as suich CONTRACTOR Entity and its

perscmnc| as regards this Article 29,

For the financing of Petroleum Operatioas, each CONTRACTOR Entity shall have
the right to have recourse to extemnal financing from third partics or from its Affiliated
Companics on an srm’s length basis,

ARTICLE 30 - CUSTOMS PROVISIONS

All services, material, equipment, goods, consumables and products imported into the
Kurdistsn Region and other parts of Imq by the CONTRACTOR. any
CONTRACTOR Entity, its Affilistes, any Subconéractoe or any agent of any of the
forcguing, for use or consumption in the Petroleum Operations shall be admittad free
and exempt from sny and all Taxes on import. The CONTRACTOR, any
CONTRACTOR Entity, its Affilistes, any Subcontractor or any agent of any of the
foregoing shall have the right to re-export from the Kurdistan Region and other parts
of Imq free trom all Taxes on export any material, equipment, goods, consumables
and products that are no longer required for the Petroleum Operations, except where
title has passed to the GOVERNMENT in accordance with Article 20, in which caso
re-export shall be approved by the Management Commmittee.,
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The CONTRACTOR, any CONTRACTOR Entity, its Affiliates, any Subcontractor
or any agent of any of the foregoing, and their personnel (including their family
members) shall have the right to freely impont into the Kurdistan Region and other
ports of Traq and re-export fiom the Kurdistan Region end other parts of Iraq any
personal belongings and furniture free and exempt from any Taxes on impoct or
export. The sale in the Kurdistan Region and other parts of Trag of personal belongings
and fumiture of expatriste personnel shall comply with Kundistan Region Law.

Each CONTRACTOR Entity and its Affiliates shall be entitled to freely export from
the Kundistan Region and other partsof Trag, free of any Taxes, any Petroleum to which
it is entitied pursuant to the provisions of this Contract.

The GOVERNMENT shall indemnify the CONTRACTOR, sy CONTRACTOR
Entity, its Affilintes, any Subcontractor or any agent of any of the foregoing, and their
personnel (including their family members) for any impart or export Taxes referred to in
Articles 30.1,30.2 or 30.3,

ARTICLE 31 - TAX PROVISIONS

Except as expressly provided in this Articie 31, and without prejudice to the
exemptions expressly provided for in Article 30 and in this Article 31, each
CONTRACTOR Entity, its Affiliates and any Subcontractor shall, for the entire
duration of this Contract, be exempt from all Taxes as a result of its income. assets and
activities under this Comtractt The GOVERNMENT shall indermnify cach
CONTRACTOR Eantity upon demand against any liability to pay any Taxes assessed or
impoaodupmsxhuﬂywhichmhwmmyoftbcmpﬁmsmedbyur
GOVERNMENT undcr this Article 31.1, and under Articles 31.4 dhrough 31.11.

Each CONTRACTOR Entity shall be subject to corporate income tax on its iscome from
Petroleum Operations as provided in Article 31.3, which shall be deemed to be inclusive
and in full and total discharge of any Tax on income, receipts, revenues, gains or profits
of each such entity. Payment of the said corporate income tax shall be made for the
cntire ¢uration of this Contract dircctly to the official Kurdistan Region tax authorities
by the GOVERNMENT, for the account of cach CONTRACTOR Entity, from the
GOVERNMENT's share of the Profit Petroleum received pursuant to Article 26,

Fach CONTRACTOR Entity shall, within sixty (60) days afler the end of cach tax
year, provide & statement to the appropriate Kurdistan Region tax suthoritics of its
profits which are subject 1o corpomte income tax, logether with a calculation of the
amount of corporate income tax due on those profits.

The GOVERNMENT shall, within ninety (90) days after the end of each tax year,
provide to esch CONTRACTOR Entity (i) the sppropriate official ax receipts from
the appropriste Kurdistan Region tax authorities or other relevant authority certifying
the payment of its corporate income tax, as determined in the said statement, and that
such entity has met all its Tax obligations in the preceding tax year, and (ii) a copy of
any return or other filing made by the GOVERNMENT in respect of its paymeat of
corporate income tax on behalf of such CONTRACTOR Entity.
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For the purposes of Article 31.2:

(a)  The rate of corporate income tax 1o be applied to each CONTRACTOR
Entity shall be the generally spplicable rute prescribed in the Law of Tuxation
(Law No. 4 of 1999), passed by the National Assembly of the Kurdistan
Region, as muy be amended from time o time or substituted in respect of
Petraleum Operations (as defined under the Kurdistan Region Oil and Gas
Law) by & petroleum operations taxation law for the Kurdistan Region, bat in
no event in excess of forty per cent (40%). The Parties acknowledge and agree
that at the Effective Date of this Contract, the corporate income tax e is
forty per cent (40%) for all net table profits in excess of nine million Iragi
dinar.

(b}  The GOVERNMENT and the CONTRACTOR egree that corporste income
mx shall be calculated for sach CONTRACTOR Entity on its net tuxable
peofits under the Contract, as calculated in accordance with the provisions
relating thereto in the Accounting Procedure,

Each CONTRACTOR Entity, its Affilistes as well as any Subcontractors shall be
exermpt from any withholding tax spplicable on any payments made 1o them or by
them 0 or from Affilimes or third partics, whether inside or outside the Kurdistan
Region and/or Iraq, for the entire duration of this Contract.

Fach CONTRACTOR Entity and its Affilintes skall be exempt from Additional
Profits Tax, 8s referred 10 in Article 40 of the Kurdistan Region Oil and Gas Law or

any successor Tax.

Each CONTRACTOR Entity and &s Affilistes shall be exempt from Surface Tax, as
referred 1o in Article 40 of the Kurdistan Region Ofl and Gas Law or any successor
Tax.

Each CONTRACTOR Entity and its Affilintes shall be exempt from Windfall Profits
Taxes, 35 referred 1o in Articie 40 of the Kurdistan Region Oil and Gas Law of any

suceessor Tax.

Esch CONTRACTOR Entity and any Subcontractor shall be subject to the payment
or withholding of the personal income tax and social security contributions for which
such entity or Subcantractor is liable to pay or withhold in respect of its employees who
are Iraqi nationals, pursuant to the Law of Taxation (Law No, 4 of 1999) passed by the
Nationad Assembly of the Kurdistan Region, as may be amended from time 1o time, in the
same manner as the same shall be generally applied to all other industries, except that a
CONTRACTOR Entity or Subcontractor shall not be lisble for such taxes or
contributions with respext to employees of another Person.

It is acknowledged that double tax treaties will have effect to give relief from taxes to,
but not limited 1o, the CONTRACTOR, CONTRACTOR Entities, Subcontractors
and employees and other Persons in sccordance with the provisions of such double tax
tresties. but shall not impose an additional burden of taxation.

Any vale added tax (“VAT™) shail be considered as a Petroleum Cost and shall be cost
recovered in accordance with the provisions of Articles 1 and 25,
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VAT law, shall be considered as & Petmloum Cost and shall be cost recovered in
accordance with the provisions of Articles | and 25,

3112 Notwithstanding any other provision to the contrary in this Contract, the Parties
acknowledge and agree that the provisions of this Article 31 shall apply individually
and separately to all CONTRACTOR Ertitics under this Contract and that there shall
b no joint and several ability in respect of aay liability, duty or obligation referred
to in this Article 31,

ARTICLE 32 - BONUSES

Signature Bonus

32.1 A signature bonus of ten million Dollars (US$10,000,000), less five milbon Doliars
(USS$3.000,000) in recogrition of work afready carried out by the CONTRACTOR n the
Contract Ares (“Signature Bonus”), shall be payable to the GOVERNMENT by the
CONTRACTOR within thirty (30) days of the Effective Date,

Capacity Building Bonus

322 A capacity building bonus of fifieen million Dollars (US$15,000,000) ("Capacity
Building Bonus™) shall be payable to the GOVERNMENT by the CONTRACTOR
within thirty (30) days of the Effective Date.

Production Bonuses

323 In the event of & Crude Oil Commercial Discovery, the CONTRACTOR shall pay
the following relevant Crude Oil Production Bonus to the GOVERNMENT within

thirty (30) days of the following relevant occumence:

(a) two million five hundred thousand Dollars (US $2.500,000) when First
Prodection of Crude Oil from the Contract Area commences,

(b)  five millioa Dollars (US $5,000,000) when production of Crade Oil from the
Contract Area reaches 2 cumulative amount of ten millicn Bamels of Crude Oil
(10 mmbo);

{¢)  ten million Dollars (US $10,000,000) when production of Crade Ofl from the
Contmet Area reaches a cumulative amount of twenty five million Bamls of
Crude Oil (25 mmbo) ; and

() twenty million Dollars (US $20,000,000) when production of Crude Oil from
the Contract Ares reaches a cumulative amount of fifty million Barrels of
Crude Oil (50 mmbo).

324 In the event of a Non-Associsted Natuml Gus Commercial Discovery, the
CONTRACTOR shall pay the following relevant Non-Associated Natural Gas
Production Bonus to the GOVERNMENT within thirty (30) days of the following

relovant occurrence:
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() two million five hundred thousand Dollars (US $2,500,000) when First
Production of Non-Associated Natural Gas from the Contmact Area
COMMENCOES,

(b five million Dollars (US $5.000,000) when production of Non-Associated
Naturs! Gas from the Contract Area reaches a cumulative amount of ten million
harrels of oil equivalent (10 mmboe);

() en million Dollars (US $10.000.000) when production of Non-Associsted
Natural Gas from the Contract Area reaches a cumulative amount of twenty five
million barrels of nil equivalent (25 mmboe); and

(@)  twenty million Dollars (LS $20.000,000) when production of Non-Associaled
Natural Gas from the Contract Arca reaches a cumulative amount of fifty
million barrels of vil equivalent (50 mmboe).

For the purposes of this Article 32, 8 Commercial Discovery shall be declared by the
CONTRACTOR to be cither o Crude Oil Commercial Discovery or a Non-
Associsted Gas Commercial Discovery and under no circumstances shall a Production
Bonus be due in respect of both Crude Oil and Non-Associated Natural Gas for the

No bonus due pursuant to this Article 32 shall be deemed 1o be a Petroleum Cost

ARTICLE 33— PIPELINES

The GOVERNMENT shall obtsin any required Permits for the transportation of
Petrolesm in the Kurdistan Region and in Irag as well as any necessary Permits and
easement rights for the construction of any pipelines and related facilities required for
the Petroleum Operations, as provided in Article 33.2.

The GOVERNMENT undermkes to transfer to the CONTRACTOR its rights for
transportation of Petroleam by pipeline. The CONTRACTOR shall have the right to
design, construct, operste and maintain pipelines and any related facilities for the
transportation of Petroleum produced under this Contract.

Prior to the constction of any pipeline and related facilities as provided in Article
33.2. the CONTRACTOR shall submit following information to the Management
Committee:

(2)  propesed pipeline route and related facilities;
(b)  forecasted pipeline flow rate and capacity;

(¢) estimate of finarcial investment and operating costs of the pipeline and related
facilites;

(d)  proposed financing schedule;

(¢) construction schedule;
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()  general technical description of the pipeline and related facilities;

() construction plans and tests;

(h)  preventive measures for damage to the enviroament and (hird parties; and
(i) any other information relating to the pipeline project.

The Mimsgement Committee shall examine atl the above information and shall within
ninety (90) days, approve the proposed pipeline project in accordance with the
provisions of Article 8.5,

Subject to spare capacity being swilable and to their Petroleum being compatible,
third parties shall be entitled to transport their Petroleum through any pipeline
constructed by the CONTRACTOR in accordance with this Anicle 33 on terms to be
agreedbetwecntthONmmRmdsmhthiMpmy.Thmcmshﬂlbc
reasonable commercial terms and shall not discriminate among third party users. The
CONTRACTOR shall always have priority of access to sach pipelines.

To the exteat that they are incumed upstream of the Delivery Point, any costs
sssociated with the design. construction, operstion and maintenance of the pipelines
and related facilities by CONTRACTOR under this Article 33 (“Fipeline Costs™)
chall be considered Petroleum Costs and shall be recovered by the CONTRACTOR
in accordance with the provisions of Articles 1 and 25.

The CONTRACTOR shall have the absolute right, without any exceptions and for
the entire duration of this Contract, to use, free of charge, any pipeline and related
facilitics constructed by CONTRACTOR under this Article 33 and to transport
Petroleun produced from any Production Area and to operste and maintain any
pipeline and its related facilitics, freely and without any additional costs.

To the extent related to transportation upstream of the Delivery Point, any tariffs
reccived from third partics for use of any pipeline and related facilities by
CONTRACTOR under this Article 33 shall be applied to the recovery of Petroleum
Costs until all Pipeline Costs have been fully recovered by the CONTRACTOR
pursuant to the provisions of Articles | and 25 and shall not be included in income for
corporate income mx purposes. The GOVERNMENT shall be entitled to receive any
sach tariffs from third parties for their use of such pipeline and related facilities when
the said Pipeline Costs bave been fully recovered by the CONTRACTOR. The costs
associated with providing such transportation services for third parties up to the
Delivery Point shall be considered Pipeline Costs and therefore Petroloum Costs and
shall be recovered by the CONTRACTOR in accordance with the provisions of
Articles | and 25,

Upon recovery by the CONTRACTOR of ail the Pipeline Costs, the operating and
maintenance costs of any pipeline and its related facilities shall be borne by the
CONTRACTOR and shall be considered Petroleum Costs and shall be recovered by
the CONTRACTOR in accordance with the provisions of Articles | and 25.

The GOVERNMENT shall have the same rights as the CONTRACTOR for use,
free of charge, of uny pipeline and related facilities constructed by CONTRACTOR
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under this Article 33 for the transportation of the share of Petroleum to which the
GOVERNMENT is entitled under this Contract up t the Delivery Point, provided that
where the GOVERNMENT is participating in its capacity ss a CONTRACTOR Entity
pursuant to Article 4, it shall be liable for its share of Petroleum Costs.

The CONTRACTOR shall bear the cost of operation and maintensance of any pipeline
and related facilities constructed by CONTRACTOR under this Article 33 and all
risks of accidental loss or damage to such pipeline and relsted facilities while they ure
required for Petroleum Operations.

ARTICLE 34 —- UNITISATION

In the event & Reservoir extends beyond the Contract Area into an adjacent area which
is the subject of another Pétroleum Contract (s defined by the Kurdistan Region Oil
and Gas Law) (an “Adjacent Contract Ares”), or in the event a Reservoir of an
Adjacent Contract Area extends into the Contract Ares, the provisions of Article 47,
Paragraph Second of the Kurdistan Region Ol and Gas Law shall apply and the
GOYERNMENT shall require the CONTRACTOR and the contractor of the
Adjacent Contract Area to agree upon & schedule for reaching agreement of the terms
of the unitisation of the Reservoir, which terms shall be based on reliable technical,
operational and cconomical parameters, all in accordance with prudent international
petroleum industry practice, In the cvent that the Minister of Natursl Resources
decides the unitisution pursvant © Article 47, Paragraph Third of the Kurdistan
Region Oil and Gas Law, end If the CONTRACTOR docs not agree with the
Minister of Natursl Resource’s decision, the CONTRACTOR shall be entitld to
arbitration pursuant to the provisions of Article 42.1.

For clarification and the avoidance of doubt and notwithstanding Ariicle 47 of the
Kurdistan Region Oil and Gas Law, in the cvent that a Reservoir extends beyond the
boundaries of the Contract Arca into an adjacent ares which is not the subject of
another Petroleum Contract {as defined by the Kurdistan Region Oil and Gas Law),
the GOVERNMENT shall, upon the CONTRACTOR s request, teke the necessary
steps to extend the boundaries of Contract Area so as to include the entire Reservoir
within the Contract Arca, provided that the CONTRACTOR can offer the
COVERNMENT a competitive minimum work program for such adjacent area.

ARTICLE 35 - LIABILITY AND INSURANCE

Liability

35.1

352

Subject to the other provisions of this Contract, the CONTRACTOR, in its capacity
ss the entity responsible for the excoution of the Petroleum Operations within the
Contract Arca, shall be liable to third parties to the extent provided under applicable
Law for any losses and damage it may cause to them in conducting the Petroleum
Operations, and stall defend, indemnify end hold harmless the GOVERNMENT with
respect to all claims for such loss or damage.

Notwithstanding the other provisions of this Contract, the CONTRACTOR and the
CONTRACTOR Entites shall pat be fiable 0 the GOVERNMENT or the Public
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Company or other govemment agencies, authoritics or bodics, courts or political
subdivisions for any damage or loss or claims of any kind resulting from its conduct of the
Petroleum Operations unless such demage or loss is the resalt of wilful misconduct or a
material failure to conduct Petroleum Operations in accordance with the terms of this
Contract; provided, however, that such liability cannot result in the event of any
omissions, errors or mistakes committed in good faith by the CONTRACTOR m the
exercise of the powers and authorigations conferred upon the CONTRACTOR by
vitue of this Contract, and further provided that in no event shall the
CONTRACTOR and the CONTRACTOR Entities be liable for any indirect or
consequential loss or damage whatsoever or any loss, damages, costs, oxpenses or
liabilitics carsed (directly or indirectly) by any of the following arising out of] relating
to, or connected with this Costract or the Petroleum Operations carried out under this
Contract: (1) reservoir or formation damage; (i) inability to produce, use or dispese of
Petroleam; (iif) loss or deferment of income; (iv) special or punitive damages; or (v)
other Indirect damages or Josses whether or noi similar to the foregoing.

The CONTRACTOR shall indemnify and hold hanmless the GOVERNMENT
against all Josses, damages and liability arising under any claim, demand, action or
proceeding brought or instituted ageinst the GOVERNMENT by any employee of the
CONTRACTOR or of any Subcontractor or by any dependert thersof, for personal
injuries, industrial illness, death or damage (o personsl property sustained in connection
with, related to or arising out of the performance or non-performance of this Contract
regardiess of the fault or negligence in whole or in party ol any entity or individual.

Notsvithstanding Article 35,1, the GOVERNMENT shall indemnify and hold harmless
the CONTRACTOR and the CONTRACTOR Entities against all losses, damages and
lability arising under any clsim, demand, action or proceeding brought or instituted
against the CONTRACTOR or any CONTRACTOR Entity by any employee of the
GOVERNMENT or of any Public Company or of any subcontractor of the foregoing or
by any dependent of any such employee, for personal injuries; industrial illness; death or
damage to personnl property sustained in connection with, related 1o or arising out of the
performance or noa-performance of this Contract regardless of the faalt or negligence
in whole or in part of any entity or individual.

The CONTRACTOR shall tske all necessary steps to respond to, and shall promptly
notify the GOVERNMENT of, all emergency and other events (including explosions,
leaks and spills), eccurring in relation to the Petroleum Operations which are ceusing
or likely 1o cause material environmental damage or materinl risk to health and ssfioty.
Such notice shall include a summary description of the cirvumstances and steps uken
und plinned by the CONTRACTOR to control and remedy the sitestion. The
CONTRACTOR shall provide such additional reports to the GOVERNMENT 25 are
reasonably nccessary in respect of the effects of such events and the course of all
actions taken to prevent further loss and to mitigste deleterious effects.

In the event of emergency situations as set out in Article 354 , ot the request of the
CONTRACTOR, the GOVERNMENT, without prejudice and in additon w any
indemmnification cbligations the GOVERNMENT may have, shall assist the
CONTRACTOR, 10 the extent possibie, in any emergency response, remedal or repair
effort by making available any labour, materials and equipment in reasonable quaatities
requested by the CONTRACTOR which are not otherwise readily available 1 the
CONTRACTOR and by facilitating the measures taken by the CONTRACTOR to bring
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into the Kurdistan Region personnel materials and equipment to bo used in any such
emergency response or remedial or repair effort. The CONTRACTOR shall reimburse
the GOVERNMENTs reasonable and necessary coss incurred in such efforts, which
reimbursed amounts shall be considered Petrolesm Costs and shall be recovered by the
CONTRACTOR in accordance with the provisions of Articles 1 and 25.

357 The GOVERNMENT shall indemnify and hold harmless the CONTRACTOR and
cach CONTRACTOR Entity from and against all costs (including legal costs)
expenses, losses, damages and liability which such Person may suffer or incur, or
may result from such Person being denied, hindered or prevested from fully
exercising its rights or taking the full benefit of Articles 29.4, and 29.6 to 29.11.

Insurance

358 In sccordance with prudent  intermational petmoleum industry practice, each
CONTRACTOR Entity shall maintiin any inswrance required by applicable Kurdistan
Region Law, as well as any insurance approved by the Management Committee.

Such insumance policies may cover:

() loss of and damage to material and equipment used in the Petroleum
Operations; and

(b)  personal injury, damage to third partics and risks of pollution sssociated with
Petroleum Operstions for reasonuble amounts, within the limits approved by
the Management Committee.

359 Any insurance policy relating to this Contract shall pame the GOVERNMENT as an
additional insured party and shall include a waiver of subrogation protecting the
GOVERNMENT against any claim, loss and damage resulting from any Petroleum
Oporation conducted by or on behalf of the CONTRACTOR under this Contract, 10
the extent that the CONTRACTOR is ligble for such claim, loss or dumage under this
Contract. The CONTRACTOR shall not be lable for and shall not purchase insumnce
cover for any claims arisng from negligence or wilful misconduct of the
GOVERNMENT or of any Public Compeny or of any of its or their subcontmctors or of

any personnel of any of the foregoing.

35.10 Upon its written request, the GOVERNMENT shall be provided with insurance
certificates, including necessary details, for any insurance policy maintained by the
CONTRACTOR which relates to this Contract.

35.11 Each CONTRACTOR Entity shall be responsible for the filing of all claims made
under any insurance policy maintained by such CONTRACTOR Entity which relates
to this Contract. Any premiums and payments relating to such insurance policics shall
be considered Petroleum Costs and shall be recovered by the CONTRACTOR in
accordance with the provisions of Articles | and 25,

3512 In any insurance policy maintained by a CONTRACTOR Entity which relates to this
Contruct, the amount for which the CONTRACTOR itself is lable (the “Deductibie
Amount™) shall be reasonably determined between the CONTRACTOR Entity and
the insurer and such Deductible Amount shall in the event of my insurance claim be
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considered 2 Petroleum Cost and shall be recovered by the CONTRACTOR in
accordance with the provisions of Articles 1 and 25.

ARTICLE 36 - INFORMATION AND CONFIDENTIALITY

The CONTRACTOR shall keep all records, data and information relating to the
Petroleum Operations in accordance with the Kurdistan Region Oil and Gas Law and
prudent intemational petrolesm industry practice. In addition, it shall provide the
GOVERNMENT with such information and data as it is obliged to provide under
this Contract.

Upon the GOVERNMENT"s written request, the CONTRACTOR shall provide the
GOVERNMENT with samples of any rocks or any other items extracted during the
Petrolenm Opemtions.

The GOVERNMENT shall have title 1o all data and information, whether rw, derived,
processed, imerpreted or analysed, obtained pursiant (0 this Contract.

Each CONTRACTOR Entity shall have the right, without any limitation, to send Abroad
copies of all reports and technical data, magnetic tapes and other data relsting o the
Petroleum Operations. Magnetic tapes or other data, the original of which must be
analysed nnd processed Abroad, may be transported out of the Kurdistan Region.

Any representatives authorised by the GOVERNMENT and notified to the
CONTRACTOR shall, upon reasonable prior written notice, have reasombie access
to any information and data relating fo the Contract Area in the possession of the
CONTRACTOR which the CONTRACTOR is obliged to provide t the
GOVERNMENT pursuant fo this Contract. It is understood that, when exercising
such right, the GOVERNMENT shall ensure it does not unduly interfere with or
hinder the CONTRACTOR's rights and activities.

The CONTRACTOR shall provide the GOVERNMENT upon the
GOVERNMENT's written request any analysis information, reports, tapes or other
data (goological, geophysical, logs, interpretations, drilling roports, etc.) related to the
Petroleum Operations in the possession of the CONTRACTOR. All available
originals of such data shall be transferred to the GOVERNMENT st the end of this
Contract.

Apart from the exceptions stated in this Article 36, the Parties undertake to keep all
dsta snd information relating to this Comtmect and the Petroleum Operations
confidential during the entire term of this Contract and net to divulge or disclose such
data or informastion to thind parties without the specific consent of the other Partics,
such consent not to be unrcasonsbly withheld or delayved. The foregoing
confidentiality obligation shall not apply to information or data which:

{a) s or. through no fault of any Party, becomes part of the public domain;

(b) is known 1o the recipient at the date of disclosure;
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(¢) is required to be furnished in compliance with any applicable Law, by a
government agency having jurisdiction over a CONTRACTOR Entity, by a
court order or any other legal proceedings; or

(&) & required to he disclosed pursuant to the rules or regulations of any
government or recognised stock exchange having jurisdiction over a
CONTRACTOR Entity.

Notwithstanding the foregoing in Amicle 36.7. in accordance with prudent
international petroloum industry practice, such data and information may be disclosed
w:

(a) Affilistes of each CONTRACTOR Entity:

()  employess, officers and directors of each CONTRACTOR Entity and their
respective Affilisted Companies for the purpase of the Petroleum Operations,
subject to each such entity taking customary precautions (o ensure such
information is kept confidential;

(¢}  consultants or agents retained by eny CONTRACTOR Entity or its Affiliates
for the purpose of analysing or evaluating information or data:

(d)  banks or fisancis! institutions retzined by any CONTRACTOR Entity or its
Affilistes with a view to financing Petroleum Operations, including any
professional consultants retained by such bank or financial institution;

(e) hona fide prospective assignees of a participating interest under this Contract
(including any entity with whom a CONTRACTOR Entity and/or its Affiliates
are conducting hond fide negotiations directed towards a merger, consolidation or
the sale of n material portion of its or an Affilises shares);

(i prospective or actual Subcontractors and suppliers engaged by a Party where
disclosure of such information is essential to such Subcoatructor’s of supplier’s
work for such Party: and

(g) any other Person or entity, upen the pricr written approval of the non-
disclosing Pastics,

provided that disclosure shall not be made pursuant to pamgraphs (¢), (d), (e) nnd (f),
unless such third party has entered into 8 confidentiality undertaking.

Any data and information relating to relinquished or surrendered areas under this
Contract shall become the cxelusive property of the GOVERNMENT, who shall
have the right to use same for any purpose, in particular for the purpese of promoting
said areas, Fach CONTRACTOR Entity shall be entitled to keep copies of such data
and information and to use such data and information for any purpose.

Subject to the provisions of this Article 36, the CONTRACTOR may not seil nor
exchange any data relaied 10 the Petroleum Operations without the approval of the
GOVERNMENT. which spproval shall not be uareasonably withheld or delayed
where, in the CONTRACTOR's reasonable opinion, such sale or exchange would
benefit the Petroleum Operations.
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ARTICLE 37 —- ENVIRONMENTAL PROVISIONS

During the performance of the Petroleum Operations, the CONTRACTOR shall take
reasonable measures to ensure that it, the Operator, its Subcontructors and agents
attend to the protection of the environment and prevention of pollution, in accordance
with prudent international petroleum industry practice in similer physical and
ecological environments and any then applicable Kurdistan Region Law.

Prior 10 surrendering a portion of the Contract Area. the CONTRACTOR shall take
reasonable measures to shandon the area 1o be surrendered in accordance with predent
internafional petroleum  industry practice in similar physical and ecological
environments. Such measures shall include removal or closure in place of facilitics,
materinl and equipment together with reasonable messures necessary for the
preservation of fauna, flora and ccosystems, all in accordance with prudent
international petroleum industry practice In similar physical and ecological
environments. The CONTRACTOR shall only be responsible for site restoration or
cavironmental damage to the extent the same pertains solely and directly to Petroleumn
Operations conducted pursuant to this Contract.

The CONTRACTOR shall take reasonable precautions and measures in accordance
with prudent international petroleum industry practice in similar physical and
ecological environments to prevent any pollution which may arise directly as a result
of the Petroleum Operations and 10 protect the environment (fauna end flora), water
sources and any other natural resources when carrying out Petroleum Operations.

The CONTRACTOR shall, in accordunce with prudent international petroleum
industry practice in similar physical and ecological cnvironments, respect the
preservation of propetty, agricubural areas, and fisherics, when camying out
Petroleam Operations.

The CONTRACTOR shall conduct and submit an environmental impact assessment
to the GOVERNMENT within six (6) months after the Effective Date.

National Parks and Nature Reserve Aress
376 'The CONTRACTOR shall take reasonable measures to minimise any sdverse

37.7

material impact on national parks and naturc reserves which may arise directly as a
result of the Petroleum Operations, in accordance with prudent international
petroleum industry practice in similar physical and ccological environments,

e GOYERNMENT: (i) represents and warrants that, on the Effective Date, there
are no national parks, nature rescrves or other protected areas located in whole or in
part within the Contract Area where the CONTRACTOR shall not be entitled to
carry out Petrolesm Operations and (ii) covenants that during the term of this
Contract will not designate or create or permit the creation of any national parks,
nature reserves or other protected arcas, located in whole or in part within the
Contract Ares,
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Expenditures

378

Any ressonable expenditure incurred by the CONTRACTOR in relation with this
Article 37 shall be decmed Petroleum Costs and shall te recovered by the
CONTRACTOR m accordance with the provisions of Articles | and 25.

Preexisting Conditions

379

38.1

382

383

The CONTRACTOR is not responsible for sny pre-existing environmental
conditions or any acts of unrelated third parties.

ARTICLE 38 — DECOMMISSIONING

To enable the CONTRACTOR 10 recover the costs associated with future Contract
Arca Decommissioning Operations under this Contract, the CONTRACTOR shall
have the right to cstablish a reserve fund for future decommissioning and site
restoration (¢ “Decommissioning Reserve Fund”). The Decommissioning Reserve
Fund may be established ut any time during the fimal ten (10) Calendar Years of the
tem of the Production Operations of & Production Area but, upon the reasonable
request by the CONTRACTOR, the GOVERNMENT shall allow the
CONTRACTOR 0 establish such fund over a longer period. Once established, the
CONTRACTOR shall muke regular contributions 0 the Decommissioning Reserve
Fund based upon estimated Petroleum Field decommissioning and site restoration
costs in accordance with prudent inemational petroleum industry practice, and taking
into account interest received and future interest expected to be carmed on the
Decommissioning Reserve Fund. Any contribations by the CONTRACTOR 1o the
Decommissioning Reserve Fund shall be made in Dollars and shall be deemed
Petroleum Costs when paid into the reserve fund, and shall be recovered by the
CONTRACTOR in accordance with the provisions of Articles 1 and 25.
Contributions to the Decommissioning Rescrve Fund shall be placed with a first rate
bank approved by the Management Committee in accordance with Article 8.5.

If, at the end of the term of the Production Operations of the Production Ares, the
GOVYERNMENT decides to mke over production operations in the Production Arca:

(2) the GOVERNMENT shall become liable for its future Decommissioning
Operations;

(b)  the contributions and any interest accumulated in the Decommissioning
Resorve Fund, 1o the extent that such contributicas have been recovered as
Petroleum Costs, shall be paid to the GOVERNMENT'; and

(¢) the GOVERNMENT shall rcleass the CONTRACTOR and the
CONIRACTOR Entitics from any obligations reluting wo Decommissioning
Operstions and  shall  indemnify the CONTRACTOR and the
CONIRACTOR Entities for any costs, liabilitics, cxpenses, claims or
obligations associated therewith,

If the CONTRACTOR undertakes the Production Area Decommissioning Operations,
the contributions and any interest accumulated in the Decommissioning Reserve Fund
shall be paid to the CONTRACTOR and shall be used for the Decommissioning

To/164




R4

385

386

38.7

Operations. The CONTRACTOR shall usdertake anmy such Decommissioning
Operations in accordance with prudent intermational petroleum industry practice in
similar physical and ecological environments.

If the Decommissioning Reserve Fund is paid to the CONTRACTOR and the
Decommissioning Reserve Fund is not sufficient to cover all Decommissioning Costs
for the Contmet Ares. the balance shall be paid by the CONTRACTOR and may be
recovered, if applicable, by the CONTRACTOR Entitics or any of their Affiliates
from any other area which is the subject of ancther Petroleum Contract (as defined by
the Kurdistan Region Oil and Gas Law) anywhere in the Kurdistan Region and, 1o the
extent the balance is not recoverable as aforesaid, such remaining balance shall be paid
by the GOVERNMENT to the CONTRACTOR. ’

If the Decommissioning Reserve Fund is paid to the CONTRACTOR and the
Decommissioning Reserve Fund exceeds all Decommissioning Costs for the Contract
Arca, the balance shall be transferred to the GOVERNMENT.

Any expenditure incurred by the CONTRACTOR in relution with this Artick 38,
includiag any contributions to the Decommissioning Reserve Fund, shall be deemed
Petroleum Costs and shall be recovered by the CONTRACTOR in accordance with
the provisions of Articles | and 25,

The CONTRACTOR shall submit to the Management Commitice for spproval in
accordance with Article 8.5 & detailed plan for decommissioning the Contract Area
fucilities and site restoration (the “Decommissioning Plan™), such Decommissioning
Plan to be submitted no later than twenty four (24) Months prior to the date estimated
by the CONTRACTOR for the end of Commercial Production from the Contract
Ares. The Management Committee shall provide comments, if any, on the
Decommissioning Plan within ninety (90) days after receipt. The CONTRACTOR's
completion of the Decommissioning Operations in accordance, in all material
respects, with the Decommissioning Plan for a Production Area approved by the
Management Committee shall satisfy all of the CONTRACTOR's obligations with
respect to the performance of Decommissioning Operations for such Production Area.
In the event the GOVERNMENT does not agree that Decommissioning Operations
for & Production Area were carried out im accordance with the approved
Decommissioning Plan, it must advise the CONTRACTOR within six (6) months of
CONTRACTOR's completion of such cperations,

ARTICLE 39 — ASSIGNMENT AND CHANGE OF CONTROL

Assignment to Affiliates

39.1

Each CONTRACTOR Entity shall be free to sell, assign, transfer or otherwise
dispose of all or part of its rights, obligations and interests under this Contract to an
Affiliated Company or to another CONTRACTOR Entity with the prior consent of
the GOVERNMENT, which consent shall not be unreasonably delayed or withheld.
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Assignment to Third Farties

3903

394

39.5

39.6

Each CONTRACTOR Entity shall have the right to sell, assign, transfer or otherwise
dispose of all or part of its rights and interests under this Contract to any third party
(rot being an Affiliated Company or another CONTRACTOR Entity) with the prior
consent of GOVERNMENT, which consent shall not be unreasonably delayed or
withheld. Any CONTRACTOR Entity proposing to sell, assign, transfer or otherwise
dispose of all or part of its rights and interests under this Contract to any such third
party shall request such consent in writing, which request shall be accompanied by
reasonsble evidence of the technical and financial capability of the proposed third
party assignes.

In order for any deed of sale, assignment, transfer or other disposal as provided ender
Articles 39.1 or 39.2 to be cffective, the Partics and the relevant third party, if any,
shall enter into @ bindiag and enforccable instrument of ussignment and novation,
which shall include an undertaking by the transferee or assignee to fulfil the
obligations under this Contract which correspond to the interest transfemed or assigned,

By way of clarificstion, and not in limitation of the foregoing provisions of this
Article 39, the GOVERNMENT shall not be considered to be scting unreasonably in
withholding consent 10 any such assignment if’ the assignment to such proposed
assignee is deemed contrary to the GOVERNMENT's interests, s evidenced in
writing to that offect signed by the duly authorised ropresentative of the
GOVERNMENT below,

In the event 1 CONTRACTOR Entity assigns or in any other way transfers its rights
and interests under this Conwract, including through the exervise of the Option of
CGovernment Participation or the Option of Third Party Participation, whether in
whole or in part, such assignment or transfer shall not give rise to any Tax, including
on the consideration paid or received or on the income or gain therefrom.

The GOVERNMENT may not at sny time transfer any or all its rights and
obligations wnder this Contract to any Person, including to & Public Company or any
other company or entity, except in accordince with Article 4,

Chauge of Control

39.7

“Change of Control™ for the purpose of this Article 39.7 means any direct or indirect
change of the identity to the Person who Controls a CONTRACTOR Entity (whether
through merger, sale of shares or of other equity interedts, or otherwise) throegh a
single transaction or series of transactions, from one or more transferors O one of
more tmnsferees, in which the market value of such entity’s participating inlerest
(which shall be as specified in the Joint Operating Agreement relating to this
Contract, or where thers is only ose CONTRACTOR Entity, one hundrad (100%)
per cent) in this Contrect represents more than seventy five per cent (73%) of the
aggrogate market value of the assets of such entity and its Affilistes that are subject to
the Change in Control, For the purpose of this definition: “Costrol” means the direct
ar indirect ownership or control of the majority of the voting rights of the applicable
entity at its shareholders’ meetings or their equivalent; and “market value™ shall be
determined based upon the amount in cash a willing buyer would pay & willing seller
in an Arm’s Length transaction.
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40.1

Esch CONTRACTOR Entity which is or anticipates with a reasonable degree of
certainty that it will be subject to a Change in Control, other than to an Affiliated
Company or 8 CONTRACTOR Entity, shall notify the GOVERNMENT us soon as
practicable after it becomes aware of the Change in Control or anticipated Change in
Cantrol and request the consent of GOVERNMENT, which consent shall not be
unrcascnably delayed or withheld.

A Change in Control shall not give rise to any Tax including on the consideration paid
ot received or on the income or gain therefrom.

ARTICLE 40 - FORCE MAJEURE

No delay, default, breach or omission of the CONTRACTOR in the execution of any
of its obligations under this Contract shall be considered a failure to perform this
Contruct or be the subject of a dispute if sach delay, default, breach or omission is due
10 a case of Force Majecre. In such event the CONTRACTOR shall promptly notify
the GOVERNMENT in writing and take all reasonably appropriste measures to
perform its obligations under this Contract to the extent possible. The time resulting
from any such delay or curtailment in the execution of such obligations, increased by
the time necessary to repair any damage resulting from or occurred during such delay
or curtsilment, shall be added to any time pericd provided under this Contract
(including the Exploration Period and any extension thereto, any Sub-Peried and any
extension thereto and any Development Period and sny extension thereto). The Parties
shall moet as soon as possible after the notification of Force Majeurs with & view 10
using reasonsble endeavours th mitigate the effects thercof.

For the purpose of this Contract, “Force Majesre” means any event that is
unforeseeable, insermountable and irresistible, not due 10 any emor or emission by the
CONTRACTOR but due to circemstances bevond its control, which préevents or
impedes execution of all or part of its obligations under this Contract, Such events

shall include the following:

(@)  war, whether deslared or not, civil war, insarrection, riots, civil commotion,
terrorism, any other hostile scts, whether internal or external;

(b)  strikes or other labour conflicts;

(<) nccidents or blowouts;

(¢)  quarantine restrictions or epidemics;

(¢) any i, event, happening or occurrence due to natural couscs, in particular,
but without limitation, floods, storms, cyclones, fires, lightning, or
carthquakes;

(f) environmental restrictions, which the GOVERNMENT has not notified 10 the
CONTRACTOR;

()  except in respect of the GOVERNMENT aad/or any Public Company which
may be an CONTRACTOR Entity, any acts or orders of the
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GOVERNMENT., any minister, ministry, department, sub-division, agency,
suthority, council, committee, or other constituent clement thereof, any
corporation owned and/or controlled by the aay of the foregoing: and

(h)  any scts or orders of any other government claiming or asserting jurisdiction
over the subject matter of this Contract, any minister, ministry, department,
sub-fivision, agency, nuthority, courcil, committee, or other constituent
clement thereof, or any corporation owned and/cr controlied by any of the
foregoing.

403 The intention of the Parties is that Force Majeure shall receive the interpretation that
complies most with prudent international petroleum industry practice. Force Majeure
affocting n CONTRACTOR Entity or an Affiliated Company of 8 CONTRACTOR
Entity shall be deemed Force Majeure affecting the CONTRACTOR if the
consequence of such Force Majeure prevents the performance of any of the
CONTRACTOR; obligations under this Contract.

ARTICLE 41 - WAIVER OF SOVEREIGN IMMUNITY

The GOVERNMENT and any Public Company which may be a CONTRACTOR Entity at
any time hereby fully and imevocably waives any clsim to immunity for itself’ or any of its
assots,

This waiver includes any claim to immunity from:

(a)  asy expert determination, mediation, or arbitration proceedings commenced pursuant
to Article 42;

(b)  any judicial, administrative or other proceedings to aid the expent determination,
medintion, or arbitmtion proceedings commenced pursuant to Article 42: and

(¢)  aay effort 1o confirm, enforce or execute any decision, séttlement, award, judgment,
service of process, execution order or artachment (including pre-judgment attachment)
that results from an expert determination, mediation, arbitration or any judicial,
administrative or other proceedings commenced pursuant to this Contract.

ARTICLE 42 - ARBITRATION AND EXPERT DETERMINATION
Negotiation, Mediation and Arbitration

421  For the purpose of this Article 42,1, “Dispute” shall mean any dispute, controversy or
claim (of any and every kind or type, whether based on confract, tort, statute,
regulation or otherwise) arising out of, relating to, or connected with this Contract or
the operations carried out under this Contract, including any dispute as the
construction, existence, validity, interpretation, enforceability, breach or termination
of this Contract, which arises between the Parties (or betweoen any one or more
entitics constituting the CONTRACTOR and the GOVERNMENT).
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In the event of a Dispute, the parties to the Dispute shall use their reasonable
endeavours to negotiate promptly in good faith a mutually ncceptable resolution of
such Dispute.

Subject to the provisions of Article 42.2. a Party who desircs to submit a Dispuie for
resolution which has not been promptly resolved gs aforesaid shall commence the
dispute resolation process by providing the other parties to the Dispute written notice
of the Dispute (“Notice of Dispate”). The Notice of Dispute shall identify the parties
to the Dispute, shall contain a heief statement of the nature of the Dispute and the
relief requested and shall request negotintions among Senior Representatives

(a)

(b)

(c)

In the event that any Notice of Dispute is given in sccordance with this Article
42.1, the parties to the Dispute shall first ssek settlement of the dispute by
negotiation between Senior Representatives. “Senior Representative” means
any individual who has authority to negotiate the settlement of the Dispute for a
party to the Dispute, which for the GOVERNMENT shall mean the Minister of
Natural Resources,  Within thirty (30) days after the date of delivery of the
Notice of Dispute, the Senior Representatives representing the partics to the
Dispute shall mect ai a mutually accopable date, time and place to exchange
relevent information in an attempt to resolve the Dispuie. If a8 Senior
Representative intends to be accompanicd at the meeting by a legal adviser, each
other party shall be given written notice of such intention and its Senior
Representative may also be accompanicd at the meeting by a legal adviser.

If the Dispute camnot be resolved by negotiation in sccordance with Article 42.1
{a) within sixty (60) days after the date of the receipt by each party to the Dispute
of the Notice of Dispute or such further period as the parties to the Dispule may
agmcmeg.anymﬁytolleiqm&:mswkmﬂlcmﬂofﬂuedspﬂeby
medistion in accordance with the London Court of International Arbitmation
(“LCIA™) Mediation Procedure, which Procedure shall be deemed 1 be
incorpornted by reference into this Aricle, and the partics to such Dispute
shall submit to such mediation procedure.

If the Dispute is not settled within the earlier of (A) sixty (60) days of the
appointment of the mediator, or such further period as the parties to the
Dispute may otherwise agree in writing under the mediation procedure under
Article 42.1 (b), and (B) one hundred and twenty (120) days after the delivery of
the Dispute Notice, any party to the Dispute may refer the Dispute to, and seck
final resolution by, arbitration under the LCIA Rules, whick Rules shall be
deemed to be incorporated by reference into this Article.

() Any arbitration shall be conductad by three (3) arbitrators.

(1) If the parties 10 the Dispute sre the GOVERNMENT and all the
CONTRACTOR Entities, the GOVERNMENT and the
CONTRACTOR shall each appoint one (1) arbitrator. If the parties to
the Dispute arc the GOVERNMENT and more than one, but not all
the CONTRACTOR Entities, the GOVERNMENT shall appoint
one (1) abitrator and such CONTRACTOR Entities shall appoint one
(1) arbitrator. I the partics to the Dispute are the GOVERNMENT
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and one CONTRACTOR Entity, the GOVERNMENT and such
CONTRACTOR Entity shall cach appoint one (1) arbitrator.

(iii)  In any ovent, the two arbitrators so appointed shall, in good faith, use
all reasonable endesvours to agree on the appointment of the third
arbitrator, who will chair the arbitral tribunal. In case of failure to
appoint an arbitrator or to agree on the appointment of the third
arbitrator, Rules of the LCIA shall apply.

(vi)  Arbitration shall take place in London, England. The language o be
used in any prior negotiation, mediation and in the arbitration shall be
English. During the arbitration procedure and until the arbitml
decision, the Parties shall continue to perform their obligations and take
no actions that would impair the Contract. The arbitral award may be
enforced by any court of compoteat jurisdiction, ncluding in the
Kurdistan Region. Any sward shall be expressed in Dollars,

(v)  The Partics agree that the arbitral award shall be final and not subject
to any appeal, including to the Courts of England on issucs of Law.

(vi) With respect to any matter referred o arbitration under Article 43.4,
the arbitral tribunal shall have the authority to amend this Contract to
restore the economic position referred 1o In Articke 43.3,

Expert Determination

422

Any disagreement between the Partics relating to Articles 15.9, 27.2 and 27.9, as well
as any disagreement the Parties agree to refer to an expert, shall be submitted to an
capert, The Management Comminee shall propare and sgree appropriate terms off
reference relating to the disugreement to be submitted to the expert, in accordance
with Amicie 8.5 (*“T'erms of Reference™), as soon as possible afer the Effective Date.

(n) The dissgreement shall be submitied 10 an expert appointed by mutual
agreement of the Partics within thity (30) days following the dawe of
preparation and agreement of the Terms ol Reference by the Management
Committee. If the Parties cannot agree on the choice of the expert within such
thirty (30) day period, at the request of either Party, the expert shall be
appointed by the President of the Encigy Institute in London, England. Any
expert appointed must have the necessary qualifications for reviewing and
deciding on the subject matter of the dissgreement.

(b)  The duties of the expent shall be stated in the Terms of Reference prepared and
agreed by the Management Committes. The Management Committee shall
promptly provide the expent with the agreed Terms of Reference relating to the
disugreement. Each Party shall have the right to give to the expert in writing
any information which it considers useful, provided it does so within forty-five
(45) days afier the expert’s appointment. Such information shall be provided
to the other Party at the same time and such other Party shall be entitled to
provide comments on such information to the first Party and the expert within
thirty (30) days after receiving such information, The expert shall have the
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right 1o review and verify any information he deems useful to assist him in his
review of the dissgreement.

(¢)  The expert shall render his decision within forty-five (45) days of his receipt
of the Terms of Reference and the information referred o in Asticle 42.2.
Subject 1o the provisions of Article 159, any decision of the expert shall be
final and shall not be subject to nny appeal, except in the case of manifest
error, fraud or malpractice. Any costs and expenses associated with the cxpert
determination shall be shared equally between the Parties,

Ceneral
423  No negotintion, madiation, arbitration or expert determination procedure under this

Article 42 shall exempt the Partes from fulfilling their respective legal and/or
contractual obligations,

ARTICLE 43 - GOVERNING LAW, FISCAL STABILITY AND AMENDMENTS

Governiag Law

43, This Contract, including any dispute arising therefrom, thercunder or in refation
thereto and the agreement to arbitrate in Article 42, shall be governed by English law
(except any mle of English law which would refer the matter to another jurisdiction),
together with any relevant rules, customs and practices of international law, as well as
by principles and practice generally accepted in petroleum producing countries and in
the international petroleem industry.

Eiseal Stability

432 The obligations of the CONTRACTOR in respect of this Contrasct shall not be
changed by the GOVERNMENT and the general and overall equilibrium between
the Parties under this Contract shall not be affected in a substantial and lasting
manner.

433 The GOVERNMENT gusrantees to the CONTRACTOR, for the entire duration of
this Contract, that it will maintain the stability of the legal, fiscal and economic
conditions of this Contract, as they result from this Contract and as they nesult from
the laws and regulations in forco on the date of signature of this Contract. The
CONTRACTOR has entered into this Contract on the basis of the legal, fiscal and
coonomic framework prevailing st the Effective Date. If, at any time after the
Effective Date, there is any change in the legal, fiscal and/or economic framework
under the Kurdistan Reglon Law or other Law applicable in or o the Kurdisan Region
which detrimentally affects the CONTRACTOR, the CONTRACTOR Entities or
any other Person entitled to benefits under this Contract, the terms and conditions of
the Contract shall be altered so os to restore the CONTRACTOR, the
CONTRACTOR Entitics and any other Person entitied to benefits ander this
Contract to the same overall economic position (teking info sccoust home country
rixes) s that which such Person would have been in, had no such change in the iegal,
fiscal and/or cconemic framework cccurred.




43.4

43.5

436

If the CONTRACTOR believes that its economic position, or the economic position
of a CONTRACTOR Entity or sny other Person entitled to benefits under this
Contract. has been detrimentally affected as provided in Article 43.3, upon the
CONTRACTOR's written request, the Parties shall meet (o agree on any necessary
measures or making any appropriste amendments to the terms of this Contract to re-
establishing the equilibrium between the Parties and restoring the CONTRACTOR,
the CONTRACTOR Entities or any other Person entitled to benefits under this
Contract to the position (taking into account home country taxes) it was in prior to the
occurrence of the change having such detrimental effect. Should the Parties be unable
to agree on the merit of amending this Contract and/or on.any smendments to be made
10 this Contract within nincty (90) days of the CONTRACTOR s request (or such other
period 15 may be agreed by the Parties), the CONTRACTOR may refer the matter in
dispute to arbitration as provided in Artick 42.1, without the nocessity of first referring
the matser to negotiation and mediation.

Without prejudice to the generality of the foregoing, the CONTRACTOR shall be
entitied to the benefit of any future changes to the petroleum legislation or any other
legislation complementing, amending or replacing it.

The Parties agree to cooperate in all possible ways with a view to fully achieving the
objectives of this Contract. The GOVERNMENT shall fucilitse the performance of
the Petroleum Operations by promptly granting to the CONTRACTOR any
necessary authorisation, permit, licence or access right and making available any
existing fucilitics and services with a view to the Parties obtaining maximam matual
benefit from the Contract.

Amendments

43.7

4313

439

Any smendment to this Contract shall be the subject of a formal amendment, duly
approved in writing by the Parties and subject to the same conditions of validity as
this Contract. Notwithstanding the foregoing, the GOVERNMENT has the right and
authority to waive or modify the application of the provisions of this Coatract on a
case-by-case basis without having to fulfil the conditions of validity of this Contract.

This Contract constitutes the entire agreement of the Parties and supersedes any and
all prior understandings or agreemeats in respect of the subject matter of this Contract.

Unless otherwise expressly stated elsswhere in this Contruct, no failure or delay of
any Party to exercise any right, power or remedy under this Contract shall operate as a
waiver thereof: nor shall any single or partial exercise of any such right, power or
remedy prechude any other or future exercise thereof or the exercise of any other right,
power or remedy.

Yalidity

43.10  As signatorics to this Coatract for and on behalf of the GOVERNMENT, the Ministry
of Natural Resources in the Kurdistan Region and the Regional Council for the Oil
and Gas Affairs of the Kurdistan Region - Traq hereby represent that they agree and
approve this Contract for the purposes of the Kurdistan Region Oil and Gas Law.




4.1

442

ARTICLE 44 - NOTICES

All notices, demands, instructions, waivers, consents or other communications to be
provided pursuant to this Contract shall be in writing in English, shall be cffective
upon receipt. and shall be seat by receipted hand delivery or by email (followed by
delivery by reputable inernational air coarier company with an establishment in Erbil
in the Kurdistan Region) to the following addresses:

To the GOVERNMENT:

Atteation:

His Excellency the Minister of Natural Resources
Address:

Ministry of Natural Resources

Kurdistan Regional Government

Erbil, Kurdistan

Email: mnr@krgoil.com

To the CONTRACTOR:

Attention: The Directors

Address: Hirzel Court, St Peter Port, Guernsey, Channel Islands, GY1 2ZNL

Email: info@heringeoticorp.com

A notice delivered by email (followed by air courier) shall, save for manifest error, be
deemed to have been delivered upon its tmnsmission by email,

The above address andor designsted representative of any of the Partics may be

changed on giving ten (10) days prior notice to the other Party delivered pursumt to
Article 44.1.
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45.1

452

453

454

455

ARTICLE 45— TERMINATION

Subject to the provisions of Article 45.5, the GOVERNMENT shall have the right to
terminate this Contract in the event the CONTRACTOR:

(2) fails to meet a material financial obligation expressly stated in this Contract; or

(b)  during the First Sub-Period does not carry out drilling and seismic acquisition,
as detailed in Adicle 10.2 or, during the Second Sub-Period (or earlier), does
not carry out drilling and selsmic sequisition, as detailed in Asticle 10,3; or

(¢) interrupts Production for a period of more than ninety (90) consecutive days with
no caase or justification acceptable in accordance with this Contract or under
prudent international petroleum industry practice, it being recognised that Force
Majeure is an noceptable justification for such interruptions: or

(d) intentionally extrscts or produces any mineral which is not covered by the object
of this Contract, unless such extraction or production is expressly authorised or
unavoidable as a result of opemtions carried out in accordance with prodent
international petroleum industry practice; or

(¢)  if the CONTRACTOR comprises solely one entity, is declared bankrupt in
nccordance with applicable Law;

(f) wilfully refuses 1o abide by regotiation, medistion, arbitration of expert decision
under Article 42 jor

(g) if 8 CONTRACTOR Entity named as a paty to the sgreement contained in
Annex C fails 10 meet a financial obligation expressly stated in that annex.

The GOVERNMENT may also terminate the Contract only in respect of one
CONTRACTOR Entity if such entity is subject to 3 Change of Control for which the
GOVERNMENT hus not given its authorisation in accordance with Article 30.7.

At any time prior to the Development Period, the CONTRACTOR shall have the
right to terminate this Contract by surrendering the entire Contract Area in accordance
with the provisions of Article 7.

During the Development Period, the CONTRACTOR shall have the right to

terminate this Contract st any time by surrendering all Production Areas, provided its
then current obligations have been satisfied in sccordance with this Contract.

If the GOVERNMENT intsnds to exercise its right to terminate this Contract
parsuant to Article 45.1, it shall first comply with the following provisions:

{s) The GOVERNMENT shall notify the CONTRACTOR of its intention to
terminate this Controct stating the reasons for such termination and requesting
the lattor:

(1) to remedy the default; or
(i)  to propose acceptable compensation,
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45.6

45.7

46.1

46.2

(thy I within three (3) Months after the notice referred to in Article 45.5(a), the
CONTRACTOR has not remedied the situation complained of by the
GOVERNMENT 1o i satisfaction or offered compensation scoeptable o the
GOVERNMENT in each csse acting reasonably, the GOVERNMENT shall
notify the CONTACTOR in writing that the Contract shall be terminated
from the termination date detailed in such notice. This Contract shall terminate
on such termination date wnless the CONTRACTOR issues a notice of
dispute as provided under Article 42, in which case this Contract shall remain
in force until a final scttlement of the dispute has been reached in sccordance
with the dispute resolution provisions of Article 42.

The foregoing provisions of this Article 45.5 are subject to the proviso that, in case of
a disputc where there hes boen breach of this Contract which has been submitted to
dispute resolution pursuant to Article 42, the GOVERNMENT shall pot be entitled to
exercise its right to terminate this Contract prior to & final determination under Article
42 in favour of the GOVERNMENT.

Ifthe GOVERNMENT terminates this Contract pursuant 10 the provisions of Articles
45.1 and 45.5, the CONTRACTOR shall lose all its rights and interests under this
Contract. Notwithstanding the foregoing, the provisions of Articles 14,10, 16,7, 30,
31, 35.1, 35,3, 35.4, 35.7, 36, 38.2(c), 41, 42, 43,1 to 43.6 and Anncx C shall survive
the termination or expiry of this Contract.

Ifa CONTRACTOR Entity breaches Article 46,1 or 46.2 the GOVERNMENT or
arother CONTRACTOR Entity may terminate this Contract in respect of the first
CONTRACTOR Entity.

If the Contract is terminated under Article 452 or 45.7, the interest of the relevant
CONTRACTOR Entity shall be tmnsferred to the other CONTRACTOR Entitics in the
proportions in which their respective percentage intorests bear to the aggregaie of
their respective percentage interests under the relevant Joint Operating Agreement or
in such other propartions as such CONTRACTOR Entities shall agree between them
for the market value thereof (as such term is defined in Article 39.7). Such transfer shall
not give rise to any Tax including on the considerstion paid or received or on the
income or gain therefrom.

ARTICLE 46 - APPLICATION OF CORRUPTION LAWS

If this Contract is reasonably proven to have been obtained in violation of Kurdistan
Region Law conceming corruption, this Contract is void ab initio.

Fach CONTRACTOR Entity agrees that il it is, at any time, reasonably proven to be in
breach of Kurdistan Region Law conceming cormuption the provisions of Article 45.7
apply.




ARTICLE 47 - EFFECTIVE DATE

This Contract shall become cffective and be binding on the Partics upon the signature of the
Contract by the duly authorised representatives of the GOVERNMENT and the
CONTRACTOR, as provided below.

Entered into in foar (4) originals in Erbil, the Kurdistan Region on Tuesday 2 October, 2007
For the KURDISTAN REGIONAL GOVERNMENT

e e =

By : " By :
Nechirvan Barzani Ashti Hawrami
Prime Minister Minister of Natural Resources
Kurdistan Regional Government Kurdistan Regional Government
On behalf of the Regional Council On behalf of the Ministry of Natural
for the Oil and Gas Affairs of Resources in the Kurdistan Region

the Kurdistan Region - Irag

For cach CONTRACTOR Entity

HERITAGE ENERGY MIDDLE EAST LIMITED

Chief Executive Officer
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1.3

1.4

1.4.1

14.2

1.4.3

PARAGRAFPH 1 - GENERAL FROVISIONS

Parposz:

To classify expenditures, define further Petroleum Costs (in addition to those
defined as such in the Articles of the Contract), and prescribe the manner in
which the CONTRACTORs Accounts shall be prepared and approved.

Definitions

Words and phrases to which a meaning has been assigned in Article | or other
Articles of the Contract shall have the same meaning when used in this Annex.

Inconsistency

In the cvent of any inconsistency or conflict between the provisions of this
Anncx and the other provisions of the Contract, then the other provisions of
the Contract shall prevail

Accounting Records and Reports

The CONTRACTOR shall maintain the Accounts in accordance with Article
151 and in sccordance with this Accounting Procedure, including in
accordance with the charts of Accounts agreed under Paragraph 1.4.2.

Within sixty (60) days of the Effective Date, the CONTRACTOR shall
submit 1o and discuss with the GOYERNMENT & proposed outline of charts
of Accounts, which outline shall be in accordance with genenlly accepied
standards and recognized accounting systems and consistent with normal
petroleum  industry practice and procedures. Within ninety (90) days of
receiving the above submission, the GOVERNMENT shall cither provide
written notification of s approval of the proposal or request in writing
revisions to the proposal. Within one hundred and eighty (180) days after the
Effective Date, the CONTRACTOR and the GOVERNMENT shall agree on
the outline of charts of Accounts which shall describe the basis of the
accounting system and procedures to be developed and used under this
Contract. Following such agreement, the CONTRACTOR shall expeditiously
prepare and provide the GOVERNMENT with formal copies of the
comprehensive charts of Accounts and manuals related to the accounting,
recording and reporting functions, and procedures which are, and shall be,
obscrved under the Contract.

Natwithstanding the generality of the foregoing, the CONTRACTOR shall

make regular Staments relsting 0 the Petroleum Operstions. These
Statements are as shown:
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1.6

1.6.1

1.6.2

1.0.3

(a) Production Statement (as indicated in Paragraph 6),

(h) Value of Production and Pricing Statement (as indicated in Paragraph
7.

{c) Cost Recovery and Share Account Ststement (ss indicated in
Paragraph 8).

(d) Statement of Expenditures and Receipts (as indicated in Paragraph 9.
(¢)  Final End-of-Year Statement (as indicated in Paragraph 10).
(f) Budget Statement (as indicated in Paragraph 12).

All reports and statements shall be prepared in accordance with the Contract,
Kurdistan Region Law, and where there are no relevant provisions of either of
these, in accordance with prudent infernational petroleum industry practice,

Language and Uwits of Acconnt

All Accounts shall be maintained and prepared in the English language and
shall be recorded in Dollars.  Where necessary for clarification, the
CONTRACTOR may also maintain Accounts in other cumencies.

Audit and Inspection Rights of the GOVERNMENT

In addition to the provisions of Articles 153 to 15.7 and 15.9, the following
provisions shall apply to any audit carried out in accordance with Articles 15.3
to 15.7;

For purposes of auditing, the GOVERNMENT, acting reasonably and in
accordance with prudent intemational petroleum industry practice, msy
examine and verify, at reasomable times upon reasonable prior written notice
to the CONTRACTOR, all charges and credits relating to the Petroleum
Operations, such as books of account, accounting entries, material records and
inventories, vouchers, payrolls, invoices asnd any other documents,
cocrespondence  and  records  including  electronic  records  ressonably
considered necessary by the GOVERNMENT to audit and verify the charges
and credits, valucs and treatments.

Furthermore, the auditors shall have the right in connection with such sudit, to
visit and inspect at reasonable times, all sites, plants, facilities, warehouses
and offices of the CONTRACTOR directly or indircctly serving the
Petroleum Operations and to question personnel associated with those
Petroleum Operations.

Where the GOYVERNMENT requires verification of charges made by an
Affiliated Company of the CONTRACTOR, the GOVERNMENT shall
have the right to obtain an audit certificate for such changes from an
infernationally recognized firm of public accountants acceptable to both the
GOVERNMENT and the CONTRACTOR, whikh may be ihe
CONTRACTOR's statitory auditor.

917164




.64

1.6.4

1.7

1.7.1

1.7.2

1.8

1.9

110

All agreed adjustments resulting from an audit shall be promptly made in the
CONTRACTOR s Accounts and any consequential adjustments to payments
due 1o the CONTRACTOR or to the GOVERNMENT, s the case may be,

shall be made promptly.

When issues are outstanding with respect to an audit, the CONTRACTOR
shall maintain the relevant documents und permit inspection thereof until the
issue is resolved,

Payments

Unless as otherwise provided in Article 24, Article 29 or other Articles of the
Contract:

All payments between the Parties shall, unless otherwise agreed, be in Dollars
and be made through a bank designated in writing by each receiving party: and
all sums due under the Contract shall be paid within thirty (30) days following
the end of the Moath in which the obligation to make such payment occurred.

All sums due by one party to the other under the Contract shall, for cach day
such sums are overdue, bonr interest compounded monthly st LIBOR plus two
per cent (2%).

Cuarrency Exchange Rates

In addition to the provisions of Article 29, the following provisions shall apply
to any cachanges of currcacy carried out in accordance with Article 29:

Amounts received and Petroleum Costs incurred, shall be coaverted from
other cumencies into Dollars in accordance with the CONTRACTOR's usual
accounting procedures which shall reflect genomally sccepted accounting
practices in the international petroleum industry, and with reference t©
exchange rates obtained in accordance with Article 29.

Accrual Basiy, Cash Flow Basis and Reports

All books and Accounts shall be prepared on an accrual basis in sccordance
with generally accepted accounting principles used in the intemational
petroleum indestry.

Values and Treatments

Values and treatments proposed by the CONTRACTOR relating to ull
Petroleum Costs shall be subject to challenge by the GOVERNMENT in the
course of audit to ensure that they are in accordance with the provisions of this
Accounting Procedure.
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PARAGRAPH 2 — CLASSIFICATION, DEFINITION AND ALLOCATION OF

2.1

222
22.3

224

2258

2.2.6

COSTS AND EXPENSES
Segregation of Costs and Expenses

Petroleum Costs shall be segregated in accordance with the purposes for
which such Petroleum Costs are made. The purposes which shall qualify are:

(a) thase which have been included in the spproved Work Program and
Budget for the veur in which the Costs and Expenditures are made!

(b)  expenditures incumed in cases of emergency as set out in Articles 11.7,
13.5, 13.9 35.5, 35.6 and any other Articles of the Contract;

(c) any other purposes agreed in the Ardicles of the Contract: and
(d) other ilems which have been agreed by the Parties from time to lime.

All Petroleum Cosls recoverable under Paragraph 3 relating o Petroleum
Operations shall be classified, defined and allocuted as set out below.

Exploration Costs

Exploration Costs are all direct and allocated indirect costs and expenditures
incurred in carrying out the Exploration Operations, including all direct und
allocated indirect costs and expenditures incurred in the search for Petroleum
in an ares which is or was at the time when such costs and expenses were
incurred, part of the Contract Area including:

Aerinl, geophysical, geochemical, paleontological, geological, jopographical
and seismic surveys and studies and their interpretation and purchased

geological and geophysical information,
Stratigraphic test hole drilling and water well drilling.

Labour, materials, supplics, and services used in drilling wells with the object
of finding Petroleum or Appraisal Wells excluding any costs of the subsequent
completion of such wells as producing wells.

Facilities to the extent used in support of the purposes desoribed in Paragraphs
2.2.1, 2.2.2 and 2.2.3, inciuding nccess ronds.

That portion of all service expenditures and that portion of all general and
administrative expenditures directly attributable to Exploration Costs or
allocated thercto on & consistent and equitable basis.

Any other expendituros incurred in the sosrch for and appraisal of Petroleum
after the Effective Date and not otherwise covered under this Parsgraph 2.2,
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24.1

24.2

24.3

244

2.5

Gas Marketing Costs

Gas Marketing Costs are all direct and allocated indirect costs and

inourred in carrying out Gas Marketing Opemstions and include
that portion of all service expenditures and that portion of all genernl and
administrative expenditures directly attributable to Gas Marketing Costs or
allocated thereto on a consistent and equitable basis.

Development Costs

Dcvc!opvncm Costs are all direct and allocated indirect costs and expenditures
incurred in carrying out Development Operations including all direct and
allocated indirect costs and expenditures incurred in:

Drilling wells which are completed ns producing wells and drilling wells for
purposes of producing from a Petroleum reservoir, whether these wells are dry
or producing and drilling wells for the injection of water or gss to enhance
recovery of Petroleum.

Completing wells by way of installation of casing or equipment or otherwise
afier a well has beea drilled for the purpose of bringing the well into use as a
producing well or as a well for the injection of water or gas 10 enhance
recovery of Petrolcum.

The costs of Petrokum production, transport and stosage facilitics such as
pipelines, flow lines, production and treatment units, wellhead equipment,
subsurface cquipment, enhanced recovery systems, Petroleum  storage
facilitics, and sccess roads for production sctivitics.

Engineering and design studies for the wells and facilities referred to in
Paragraphs 2.4.1, 2.4.2 and 2.4.3,

And including that portion of all service expenditures and that portion of all
general and administrative expenditures directly attributable to Development
Costs or allocated thereto on a consistent and equitable basis; and any other
expenditure incurred in the Development Operations snd not otherwise
covered under Pargraph 2.3,

Preduction Costs

Production Costs are all direct and allocated indirect costs and expenditures
incurred in carrying out Production Operations, including all direct and
allocated indirect costs and expenses incurred m Petroleum Operations after
First Production which are other than Exploration Costs, Gas Marketing Costs,
Development Costs and Decommissioning Cosis.  Production Costs include
thut portion of all service expenditures and that portion of all general and
administrative expenditures  directly attributable to Production Costs or
allocated thereto on a consistent and equitable basis,
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2.8.1
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Decommissioning Costs

Decommissioning Costs are all direct and allocated indirect costs and
expendiures incumed in camrving out Decommissioning Operations and
include that portion of all service expenditures and that portion of all general
and administrative expenditures directly attributable to Decommissioning
Cests or allocated thereto on o congistent and equitable basis, and the
Decommissioning Reserve Fund shall be determined on such basis, in advance
of incurring such costs, as provided in Article 38 and, for the purposes of cost
recovery, the contributicns to the Decommissioning Reserve Fund shall be
recovered in accordance with Article 38,

Service Expeaditures

Service expenditures are expenditures in support of Petroleum Operations
including warchouses, vehicles, motorized rofling equipment, aircraft, fire and
scourity stations, workshops, water and scwerage plaats, power plants,
housing, community and recrcational facilites and fumiture, tools and
cquipment used in these activities. Service expenditures in any Calendar Year
shall include the costs incurred in such year to purchase and/or consiruct the
said facilitics as well as the annual cosis of mainiining and operuting the
same. Al service expenditures shall be regularly allocated as specified in
Pamgraphs 2.2.5, 2.3, 2.4, 2.5 and 2.6 ¢ Explomtion Costs, Gas Marketing
Costs, Development Costs, Production Costs and Decommissioning Costs
respectively and shall be scparately shown uader each of these calegories.
Where service expenditures are made in respect of shared facilitics, the basis
of allocation of costs to Petroleum Operations shall be consistent and equitable
and shall be specified.

General and Administrative Expesditures
General and administrative expenditures are:

All main office, field office and general administrative expenditures in the
Kurdistan Region incleding supervisory, accounting, procurement and
employee relations services,

Where the CONTRACTOR & an Affiliate of a group of companies whose
headquarters s Abroad (3 “Foreign CONTRACTOR™), an ansual overhead
charge shall be made for services rendered (excluding the direct expenditures
as refemed in Paragraph 3.1.2.(b)) by any Affiliate of the Foreign
CONTRACTOR outside the Kurdistan Region o support and manage
Petroleum Operations under the Contract, or where the CONTRACTOR, not
being a Foroign CONTRACTOR draws upon the services of an Affiliste
within the Kuedistan Region, an annual overhead charge shall be made for
services rendered (excluding the direct expenditures as referred in Paragraphs
3.1.2.(a) and (b)) by such Affiliate to support and manage Petroleum
Operations under the Contract (“Parent Company Overhead™).

Parent Company Overhead will be deemed to cover the actual cost (being
salarics, wages and labour burden, employee benefits, travel, hotel and other
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nomally reimbursable expenses pald by the Affiliate of 8 CONTRACTOR in
sccordance with its standard personnel policy in force in the relevant period,
provision of office accommodation and provision of services reasonably
necessary for operstion and maintining such staff offices) incumred for
services rendered by those functions of CONTRACTOR s Affiliate, such sg,
but not limied to, international production headquarters, international
cxplomation headquarters, treasury, payroll, taxation, insurance, legal,
communications, computer services, controllers, personnel, executive
sdministrative mansgement, rescarch and development, central enginecring
and process engineering which:

(a) cannot, without uareasenable effort and/or expenditure or without the
release  of  confidential  data  proprictary o any  of  the
CONTRACTOR's Affilistes, be charged under any other section of
this Annex: and

(b) are properly allocable o Petroleum Operations under the Contract. Ttis
understood, however, that services performed by the departments listed
above and other comporate departments which directly benefit
Petroleum Operations under the Contract shall be charged as direct
costs in accordance with Paragraph 3.

In respect of the costs of the CONTRACTOR's Parent Company Overhesd,
as described sbove, the CONTRACTOR shall charge monthly to Petroleum
Opecations an amount equal to the total of the foffowing:

2.8.2.1 Exploration Overhead

The CONTRACTOR shall be entitied to an annual charge based on & sliding
scale percentage and charged monthly to Petroleumn Operations, The basis for
applying this percentage shall be the total of Exploration Costs and Gas
Marketing Costs during each Calendar Yoar (exclusive of this Exploration
Overhead) or fraction thereof kess expenditures which have been subjected to
the two (2) per cent fee, referred to in Pamgraph 3.1.8(b). The sliding scale

percentage shall be the following:
For the first four million Dollars (US$4,000,000) four per cent (4%)

For the next four million Dollars (US$4,000,000) three per cent (3%)
Over eight million Dollars (USS8,000,000) two per cent (2%)

The foregoing percentages may be reviewed but not more often than annually,
und any approved appropriate adiustment shall be made, if necessary,
praspectively.

2.8.2.2 Development, Production and Decommissioning Opemtions Overhead

The overhiead nrates applicable to  Dewelopment, Production and
Decommissioning Operations shall be agreed between the Parties in doe
course and shall incorporste the following guidelines:
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(a)

(b)

(€)

(d)
(e)

H

The CONTRACTOR charges must be charged as direct charges
whenever possible. Overhead charges exist only 0 compensate the
CONTRACTOR's Affiliztes for costs which are properly allocable to
Petroleum Operations under the Contract but which cannot, without
unreasonable effort and/or release of confidentinl data proprictary fo
the CONTRACTOR's Affiliates, be charged under any other section.
Overhead costs are billed monthly. Overhoad must be commensurate
with services rendered and based on actual cost studies but may not
exceed an amount calculated as o percentage of certain annual
expenditures excluding Exploration Costs and

That percentage s well as the types of expenditures, which affect
overhead and those, which do not, shall be agreed among the Parties.

The maximum percentige racs may be revised by mutual agreement
not more ofien than annually. The initial maximum percentage rmies
and the types of expenditures to which they apply shall be agreed as
soon as the Partics possess reasonably reéliable cost estimates for the
relevant Production Area.

Overhead charges are not subject 1o audit by GOVERNMENT.

The CONTRACTOR shall upon request fumish st the end of each
relevant Calendar Year to the GOVERNMENT a confimation by its
statutory suditor that the overhead costs actually cherged do not
duplicate any other charges and that the method used in allocatiag
overhead to Petroleum Operations hercunder as opposed o other
activities is reasonable and in accordance with generally accepled
sccounting practices.

The CONTRACTOR must budget for overhead charges,

All gencral and administrative expenditures shall be regularly allocated as
specified in Paragraphs 22,5, 2.3, 24, 2.5 and 2.6 o Exploration Costs, Gas
Marketing Costs, Development Costs, Production Costs and Decommissioning
Costs respectively and shall be separately shown under each of these

categorics.

PARAGRAPH 3 — COSTS, EXPENSES, EXPENDITURES AND CREDITS OF

3.1

THE CONTRACTOR

Costs Recoverable Without Further Approval of the GOVERNMENT

Petroleum Costs incurred by the CONTRACTOR pursuan! to the Contract as
clussified under the headings referred to in Purmagraph 2 shall be recoverable
for the purposz of Article 25 of the Contraet (except 1o the extent provided in
Pamgraph 4 or elsewhere in this Annex), subject to sudit as provided for in
Article 15 and in Paragraph 1.6,
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Surface Rights
All direct costs necessary for the wcquistion, renewal or relinquishment of

surface rights acquired and maintzsined in force for the pumposes of the
Contract.

(a)

(b)

(c)

(d)

(e)

The CONTRACTOR's locally recruited employees baved in the
Kurdistan Region. Costs of all CONTRACTOR's locally recruited
emplovees who are directly engaged in the conduct of Petroleum
Operations under the Contract in the Kurdistan Region, Such costs
shall include the costs of salaries, wages, bonuses, overtime, employre
benefits and GOVERNMENT benefits for employees and levies
imposed on the CONTRACTOR as an employer, transportation uad
relocation costs within the Kurdistan Region of the employee and such
members of the employee’s family (limited to spouse and dependent
children) as required by law or customary practice in the Kurdistan
Reglon. If such employces are engaged in other activities in the
Kurdistan Region, in addition to Petroleum Operations, the cost of
such employees shall be apportioned on a time sheet basis acoording (o

Assigned Personnel; Costs of salaries and wages including bonuses of
the CONTRACTOR'S employees directly engaged in the conduct of
the Petroleum Operations under the Coatract, whether tempomrily or
permanently assigned, irrespective of the location of such employees,
it being understood that in the case of those personnel only a portion of
whose time is wholly dedicated to Petroleum Operations under the
Contract, only that pro-rata portion of applicable salaries, wages, and
other costs a5 delineated in Paragraphs 3.1.2(¢), (d), (e} (f) and (g),
shall be charged and the basis of such pro-ratn allocation shall be
specified.

The CONTRACTOR's costs regarding holiday, vacation, sickness
und disability benefits and living and housing and other customary
allowances spplicable to the salarics and wages chargeable under
Paragraph 3.1.2(b).

Expenses or contributions mede pursuan! to assessments or obligations
imposed under Law which arc applicable 1o the CONTRACTOR's
cost of salaries and wages churgeable under Puragraph 3_1.2(b).

The CONTRACTORs cost of established plans for employees' group
life insurance, hospitalization, pension, stock purchases, savings,
bonus, and other benefit plans of a like nature customarily granted to
the CONTRACTOR's employees, provided however that such costs
wre in accordance with gencrally accepted standurds in the intemational
petroleum industry, applicable to salaries and wages chargeable to
Petroleum Operations under Paragraph 3.1.2(h).
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(fy  Actual trassportation and tmavel expenses of employees of
CONTRACTOR, inclading those made for travel and relocation of
the expatriate employees, including their families and personal effects,
sssigned to the Kurdistan Region whose salaries and wages are
chargeable to Petroleum Operations under Paragraph 3.1.2(b).

Actual transportation expenses of expatriate personnel tmnsferred (o
Petroleum Ogperations from their country of crigin shall be charged to the
Petroleum Operations, Transportation expenses of personnel transferred from
Petroleum Operations to a country cther than the country of their origin shall
not be charged to the Petroloum Operations. Transportation cost as used in this
section shall mean the cost of freight and passenger service, meals. hotels,
insurance and other expenditures related to vacation and transfer truvel and
mtharizsd under the CONTRACTOR’s standard gersonnel golicies. The
CONTRACTOR shall ensure that all expenditures related 10 ransporiation
costs are equitably allocated o the activities, which have benefited from the

personnel concerned.

(g}  Reasonable personal expenses of persoancl whose salarics and wages
are chargeable to Petroleum Operations under Parsgraph 3.1.2(b) end
for which expenses such personnel are reimbursed under lhe
CONTRACTOR’s standard personnel policies. In the event such
expenses are not wholly attributable to Petroleum Operations, the
Petroleum Operations shall be charged with only the applicable portion
thereofl, which shall be determined on an equitable basis.

The cost of transportation of employces, equipment, maierials and supplies
other than s provided in Paragraph 3.1.2(f) necessary for the conduct of the
Petroleum Operations under the Contract along with other related costs such
as, but not limited to, import duties, customs fees, unloading charges, dock
fees, and inland and ocean freight charges,

Charges for Services
()  Third Parvies

The actual costs of contract services, services of professional
consultants, utilities, and other services necessary far the conduct of the
Petroleum Operations under the Contract performed by third parties
other than an AfTiliate of the CONTRACTOR.

(b)  Affiliates of the CONTRACTOR

(i) Professional and Administrative Services Expenses: cost of
professional and administrative services provided by umy
Affiliates of the CONTRACTOR for the direct benefit of
Petroleum Operations, including services provided by the
production, exploration, legal, procurement,  financial,
insurance, accounting and computer services divisions other
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(i)

(iii)

than those covered by paragraphs 3.1.4 (b) (i), 3.1.6 and 3.1.8
(b) which CONTRACTOR may use in licu of having its own
employees. Such charges shall reflect the cost of providing
their services. Such charges shall not include any element of
profit and shall be no more or less favourable than similar
charges for other operations carried on by the
CONTRACTOR and its Affilistes. The chargeout rate shall
include all costs incurred by Affiliates incidental to the
employmeat of such personnel incloding all Labour and
Associated Labour Costs and the cost of maintaining und
operating offices and providing ull support services for such
personnel. Costs of travel of such personnel in respect of
Petroleum Operations will be directly charged. The chargoes for
such services shall not exceed those prevailing if performed by
non-Affiliated third partics, taking into account the quality and
availability of such services. Where the work is performed
outside the home office base of such persoanel, the daily rate
shall be charged from the date such personnel leave the home
office base where they usually work up to their return thereto,
including days which are not working days in the |ocation
where the work is performed, excluding any holiday
entitkements derived by such personnet from their employment
at their home office base.

Scientific or Technical Personnel: cost of scientific or
techrical personne! services provided by any Affiliate of the
CONTRACTOR for the direct benefit of Petroleum

i which cost shall be charged on a cost of service
basis and shall not include any element of profit. The chargecut
rate shall include all costs incurred by Affilistes incidental 1o
the employment of such personnei including all Laboor snd
Associnted Labour Costs and the cost of mamtaining and
operating offices and providing all support services for such
personnel costs of travel of such porsonncl in respect of
Petroleum Operations will be directly charged. The charges for
such services shall not exceed those prevailing if performed by
non-affiliated third parties, taking into account the quality and
availability of such services. Unless the work to be done by
such personnel s covered by an approved Work Program and
Budget, the CONTRACTOR shall not authorize work by such
personnel without approval of the GOVERNMENT.

Equipment and facilities: use of equipment and facilities
owned and fumished by the CONTRACTOR's AfTiliates, at
rates commensurate with the cost of ownership and operation;
provided, however, that such rates shall not exceed those
currently prevailing for the supply of like equipment and
fucilities on comparable terms in the area where the Petroleum
Opemations are being conducted and shall be on an srm’s length
basis On the request of the GOVERNMENT, the
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CONTRACTOR shall provide the GOVERNMENT with
evidence of such rates being on an arm’s length basis, (If the
GOVERNMENT considers that any such rate is nol on an arm's
length basis then the GOVERNMENT has the right to refer the
matter to an expert pursuant to Article 42.2 of the Contract). The
equipment and fiilitics referred to herein shall exclude major
investiment items such as (but not limited to) drilling rigs,
producing platforms, oil treating facilities, oif and gas loading
and transpoertation systems, storage and terminal facilitics and
other major facilitics, rates for which shall be sebject to
scpanic agreement with the GOVERNMENT.,

3.1.5 Communications

Cost of scquiring, lcasing, installing, operating, repairing and maistaining
communication systems including radio and microwave facilities within and
between Lhe Contract Area and the CONTRACTOR s ncarcst base facility.

Net cost 10 the CONTRACTOR of cstablishing, maintaining and operating
any offics, sub-office, warehouse, housing or other facility dircctly serving the
Petroleum Operations. [T any such facility services more than one contract
arca the net costs thereot shall be allocated on an equitable basis in accordance

with prudent international petroleum indusiry practice.
Ecological and Environment

(a)

(b)

(c)

(d)

(e)

(0

Costs incurred in the Contmet Area & a result of Jegislaton for
archaeological and geophysical surveys relating to identification and
protection of cultural siles or resources;

Costs mcurred in environmental or ccological swurveys required by
regulatory authorities, including an environmental impact assessment
commissioned pursuant to Adicle 37.5 of the Contract and any other
costs incurred in complying with the requirements of Article 37,

Costs to provide or have available pollution containment and removal
equipment;

Costs of nctual control and cleanup of oil spilis, and of such further
responsibilities resulting therefrom as may be required by applicable
laws and regulations;

Costs of restoration of the operating environment incurred pursuant 1o
un appeoved scheme prepared in accordance with Article 38 of the
Contract;

Any costs incurred for the decommissioning of facilities and site
restoration, mcluding any related  activity required by  the
GOVERNMENT or other competent authority or by the Contract; and
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(g) Any contributions made by the CONTRACTOR © the
Decommissioning Reserve Fund in accordance with Article 38, when
such contributions are made.

1.1.8  Muerial and Equipment Costs

Costs of materials and supplies, equipment, machines, tools and any other
goods of a similar nsture used or consumed in Petroleym Operations subject (o
the following:

(2)

(b)

()

(d)

Acquisition - the CONTRACTOR shall only supply or purchase
materials for use in Petroleun Operations that may be used in the
foresceable future. The accumulation of surplus stocks and inventory
shall be avoided so far as is reasonably practical and consistent with
cfficient and cconomical operations, Inventory levels shall, however,
tzke into account the time lag for replacement, emergency needs,
weather conditions affecting vperations snd similar considerations.

Components of costs, arm's lkagth traasactions - cxcept as
otherwise provided in paragraph 3.1.8(d) , material purchased by the
CONTRACTOR in arm's length transactions in the open market for
use in the Petroleum Operations under the Contract shall be valued to
include invoice price less wrade and cash discounts (if any), licence
fees, purchase and procurement fees plus freight and forwarding
charges between point of supply and point of shipment, freight to port
of destination, insurance, taxes, customs dutics, consular fecs, excise
taxes, other items chargeable against imported materials and. where
upplicable, handiing end transportation expenses from point of
importation to warchouse or operating site. Where an Affiliate of the
CONTRACTOR has arranged the purchase, coordinated the
forwarding and expediting cffort, its costs should not exceed those
currently prevailing in normal arm’s leagth transactions on the open
market and m any case shall not exceed a fee equal 10 two per cent
(29%) of the value of the materials added to the cost of the materials

purchasod.

Accounting - such material costs shall be charged to the accounting
records and books in accordance with the “First in, First Out™ (FIFO)

method;

Material purchased from or sold to Affiliates of the CONTRACTOR
or transferred from other activities of the CONTRACTOR to or from
Petroleum Operations under this Contract shall be valued and charged
or credited at the prices specified in Paragraphs 3.1.8(d)(i), 3. 1.8(d)(ii)
and 3. 1L.8(d)(ii):

(i) New material, including vsed new material moved from
inventory (Condition “A"), shall be valued at the current
international net price which shall not exceed the price
prevailing in normal arm's Jength tansactions in the open
market.
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(ii)

(iii)

(iv)

)

(¥i)

Used material (Conditions *B”, “C™ and “D7;

(A) Material which is in sound and serviceable condition
and is suitable for re-use without roconditioning shall be
classified as Condition “B™ and priced ut seventy five
per cent (75%) of the current pricz of new material
defined in Parsgraph 3.1.8(d)(i);

(B) Material which cannot be classified as Condition “B"
but which after reconditioning will be further
serviceable for its originel function shall be classified as
Condition “C™ and priced at not more than fifty per cent
(5(r%%) of the current price of new material as defined in
Paragraph 3.1 B(d)(7). The cost of reconditioning shall
be charged to the reconditioned maicrial provided that
the value of Condition “C™ material plus the cost of
reconditioning do not excesd the value of Condition
“B" material;

(C)  Material which cannot be classified as Condition “B™ or
Coadition “C" shall be classified as Condition “D™ and
priced &t & value commensurste with its use by the
CONTRACTOR. If material s not fit for use by the
CONTRACTOR it shall be disposed of as junk.

Material involving erection costs shall be charged ut the
applicable condition percestage of the current knocked-down
price of new material as defined in Puregraph 3. 1.8(d)(i) .

When the use of material is temporary and its service to the
Petroleum Operations under the Contmet does not justify the
reduction in price as provided for in paragraph 3.1.8.(d)(ii)b),
such material shall be priced on a basis that will result in & net
charge to the accounts under the Contract consistent with the
value of the service rendered.

Premium prices - whenever material is not readily obtainable ot
published or listed prices becasse of national emergencies,
strikes or other ounusual causes over which the
CONTRACTOR has no control, the CONTRACTOR may
charge Petroleum Operations for the required material at the
CONTRACTOR’s actual cost incurred in providing such
material, in making it suitable for use, and m moving it to the
Contrsct Area; provided netice in writing is fumished to the
GOVERNMENT of the proposed charge prior to charging
Petroleum Operations  for  such  material  and the
GOVERNMENT shall have the nght to challenge the
transaction on awdit.

Warranty of macerinl fumished by the CONTRACTOR - the
CONTRACTOR does not warrant the material furnished. In
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case of defective material, credit shall not be passed to
Petroleum Operations until adjustment has been received by the
CONTRACTOR from the manufscturors of the material or
their agents.

(vii) Adjustments arising from material inventories condected in
accordance with Paragraph 5.2,

(e) Equipment of the CONTRACTOR charged st rates not 1o exceed the
average commercial rutes of non-affiliated third parties for equipment,
facilitics, installations und utilitics for use in the area where the same
are used. On request, the CONTRACTOR shall furnish a list of mics
and the basis of application, Such rates shall be revised when found 1o
be either excessive or insufficient, but not more than once every six (6)
Months,

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

(f) Use of leased or hired machinery and/or equipment in the Petroleum
Operations shall be charged at full cost 10 the CONTRACTOR. This
may include mobilisation and de-mobilisation charges, leasc and hire
fees, as well as other contractual costs.

Rentals and Taxes

All rentais of every Kind and nature levied by any GOVERNMENT and ull
Taxes imposed in connection with the CONTRACTORs asscts, income or
activities under the Contract and paid directly by the CONTRACTOR or any
CONTRACTOR Entity (save where the contrary is expressly provided in the
Contract) with the exception of Tuxes described in Article 31.2) and bonus
payments made under Article 32,

If the CONTRACTOR, uny CONTRACTOR Entity or any of its Affilinted
Companies is subject to income or withholding tax as a result of services
performed at cost for the Petroleum Operations under the Contract, its charges
for such services may be increased by the amount required to cover such taxes
(grossed up) including taxes on such gross up.

3.1.10 Insurance snd Losses

Insurance premiums and costs incurred for insurance curried for the benefit of
the Petroleum Opemtions provided that such insurance is customary, affords
prudent protection againg risk and is at 8 premium no higher than that charged
on & competitive basis by insurance companics which are not Affiliated
Companies of the CONTRACTOR. Except in cases of failure to insure
where insurance coverage is required purssant to the Contract, actual costs and
losses incurred shall be recoverable to the extent not made good by insurance
unless such losses resull solely from an act of wilful misconduct by the
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CONTRACTOR. Such costs may include repair and replacement of property
in the Contract Ares resulting from damages or losses incurred by fire, flood,
storm, theft, aceident or such other cause.

3111 Legal Expeases

All reasonable costs and expenses resulting from the handling, investigating,
asserting, defending. or settling of any claim or legal action necessary or
expedient for the procuring, perfecting, retention and protection of the
Contract Arca, and in defending or prosecuting lawsuits mvolving the
Comtract Arca or any thind party claim arising out of the Petroloeum Operations
under the Contract, or sums paid in respect of legal services necessary for the
protecticn  of the joint imerest of the GOVERNMENT md the
CONTRACTOR shall be recoverable. Such expenditures shall include
attorney's fees, court costs, arbitration costs, costs of investigation, and
procurement of evidence and amounts paid in settlement or satisfaction of any
such litigation and claims provided soch costs are not covered elsewhere in the
Anmnex. Where legal services arc rendersd in such matiers by salsried or
regularly retained lawyess of the CONTRACTOR or an Affiliasted Company
of the CONTRACTOR, such compensation shall be included instead under
Paragraph 3.1.2 or 3.1.4(b) as applicable.

3.1.12 Claims

Expenditures made in the settiement or satisfaction ofany loss, claim, damage,

judgement or other expense arising out of or relating 10 Petroleum Operations,
except as may otherwise be covered clsewhere in the Annex.

3.1.13 Training Costs

Al costs and expenses incurred by the CONTRACTOR in the training of its
employees enguged in Perroleum Operations under the Contract.

3.1.14 General and Administrative Costs

The costs described in Paragraph 2.8,1 and the charge described in Paragraph
2.82.

3.1.15 Banking Charges and Cumency Exchange Losses

Charges and fees by the banks for money trensfers, payments and foreign

exchange transuctions, as well as currency exchange losses incurred by the
CONTRACTOR in connection with the Petroleumn Operations.

3.1.16 Other Expenditures

Other reasonsbie expenditures not covered or deall with in the foregoing
provisions of Pamgraph 3 which arc necessarily incumed by the
CONTRACTOR for the proper, economical and efficient conduct of
Petroleum Operations.

1057164



Vil

32

3.2.1

322

323

324

325

3.2.6

32,7

3238

3.29

33

Credit Under the Contract

The procesds, other than the proceeds from the sale of Petroleum received
trom Pewoleum Operations under the Contract, including the items listed
below shall be credited to the Accounts under the Contract for the purposes of
Article 25 of the Contract:

The proceeds of any insurance or claim or judicial awards in connection with
Petroleum Operations under the Contruet or any assets charged to the
Accounts under the Contract where such operations or asscts have been
insurcd and the premia charged to the Accounts under the Contract.

legal costs charged to the accounts under Paragraph 3.1.11 and subsequentiy
recovered by the CONTRACTOR.

Revenue received from third parties for the use of property or assets the cost
of which has been charged to the Accounts under the Contract.

Any odjustment recdived by the CONTRACTOR from the
suppliersymanufacturers or their agents in connection with a defective material
the cost of which was previously charged by the CONTRACTOR to the
Accounts under the Contract.

Rentals, refunds, including refunds of taxes paid, or other credits received by
the CONTRACTOR which apply 0 any charge which has bocn made to the

Accounts under the Contract, but excluding any awurd granted to the
CONTRACTOR under arbitration or expert procecdings.

Costs originally charged 10 the Accounts under the Contract for matcrials
subsequently exporied from the Kuedistan Region or transferred to another
Contract Area withia the Kurdistan Region.

Proceeds from the sale or exchange by the CONTRACTOR of plant or
facilitics used in Petrolesm Operations the acquisition costs of which have
been charged 1o the Accounts under the Contract,

Proceeds derived from the sale or license of any Intellectual property the
development costs of which were incurred pursusnt to and are recoverable
under the Contract.

Proceeds derived from the sale, exchange, lease, hire, trunsfer or disposal in
any masner whatseever of any other item the costs of which have been

charged to Petroleum Operations.
Duplication of Charges and Credits
Notwithstanding any provision to the contrary in this Accounting Procedure,

there shall be no duplication of charges or credits to the Accounts under the
Contract
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PARAGRAPH 4 - COSTS AND EXPENSES NOT TO BE TREATED AS
RECOVERABLE

The following costs and expenditures shall not be included in the Petroleam Costs
recoveranble under Article 25:

4.1.  Taxes on income or profit paid to any GOVERNMENT authority except
taxcs and duties that may be included in the costs of material and cquipment
purchased for the Petroleum Operations;

4.2.  Any payment made to the GOVERNMENT by reason of the failore of the
CONTRACTOR to fulfil its Minimum Exploration Obligations in respect of
the relevant Sub-Period under the Contract,

43, The cost of any Jetter of guarantee, if any, required under the Contract;
44  The bonuses set out in Article 32 of the Contract;

4.5. Costs of marketing or transportation of Petroleum beyond the Delivery Pont
(excluding Gas Marketing Costs);

46. Attorney's fees and other costs of proceedings in connection with arbitrution
under Article 42 of the Contmet or internationally recognised independent
expert determination as provided in the Contract or this Accounting
Procodurc;

4.7  Any interests, foes, costs and expenses paid by the CONTRACTOR for loans
and any other form of finencing or advances for the financing of the Petroleum
Costs cotered into by the CONTRACTOR with thind partics or Alfiliated

Companies;

48  Any accounting provision for deprectation and/or smortistion, excluding any
adjustments in value pursusnt w Paragraph 3.1.8;

4.9 Dividends, repayment of equity or repayiment of intercompany loans.

4.10  Fincs and penaltics imposed umnder Law,

PARAGRAPH 5 - RECORDS AND VALUATION OF ASSETS
5.1  Records

The CONTRACTOR shall maintain detailod records of property in use for
Petroleum Operations under the Contact i accordance with prudent

international petrokum industry practice for exploration and production
sctivithes,

52 Inventorics
Inventories of property in use in Petroleum Operitions shall be tken a
reasonable intervals but at least once a yeur with respect to movable assets nnd
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6.1

6.1.1
6.1.2
6.1.3
6.1.4
6.1.5

6.1.9

6.1.10

6.1.11

once every three (3) years with respect to immovable mssets.  The
CONTRACTOR shall give the GOVERNMENT 2t least thity (30) days
written notioe of its intention to take such inventary and the GOVERNMENT

shall have the right to be represented when such inventory is taken.

Failure of the GOVERNMENT to be represented at an inventory shall bind
the GOVERNMENT 1o sccept the inventory taken by the CONTRACTOR.

The CONTRACTOR shall clearly inform GOVERNMENT about the
principles upon which valuation of the inventory has been based. The
CONTRACTOR shall make every effort to provide 1o the GOVERNMENT
a full report on such inventory within thirty (30) days of the wking of the
inventory. When an assignment of rights under the Contragt takes place the
CONTRACTOR may, f the request of the assignee, take a special inventory
provided that the costs of such inventory are borme by the assignee.

PARAGRAPH 6 - PRODUCTION STATEMENT

Production Information

Without prejudice 1o the rights and obligations of the Parties under Aricle 16
of the Contract, from the date of First Production from the Contract Area the
CONTRACTOR shall submit a monthly production statement to the
GOVERNMENT showing the following information scparatcly for cach

producing Development Area and in aggregate for the Contract Arca;
The quantity of Crude Oil produced and saved.

The quality characteristics of such Crude Oil produced and saved.
The quartity of Natural Gas produced and saved,

The quality characteristics of such Natural Gas produced and saved,

The quantities of Crude Oil and Natural Gas used for the purposes of carrying
on drilling and prodection opcrations and pumping to fickd storage.

The quuntitics of Crude Oil and Natual Gas unavoidably lost.
The quuntities of Natural Gas flared and vented.

The size of Petroleum stocks beld at the beginning of the calendar Month in
question,

The size of Petroleum stocks held at the end of the calendar Month in
question,
The quantities of Natural Gas reinjected inw the Reservoir.

In respect of the Contract Area as a whole, the quantities of Petroleum
transferred at the Measurement Point. All quantities shown in this Statement
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6.2

shall be expressed in both volumetric terms (Bamrels of oil end cubic meters of
gas) and in weight (metric tonnes).

Submission of Production Statement

The Production Statement for each calendar Month shall be submitted to the
GOVERNMENT no later than ten (10) days afier the end of such calendar
Maonth.

PARAGRAPH 7 - VALUE OF PRODUCTION AND PRICING STATEMENT

7.1

7.1.2

72

812
8.1.3
8.1.4

Vilue of Production and Pricing Statement Information

The CONTRACTOR shall, for the purposes of Article 25 of the Contract,
prepare o statement providing calculations of the value of Crude Oil produced
and saved during cach Quarter.

This “Value of Production and Pricing Stsement™ shall contain the following
information:

The quantitics and prices realized therefor by the CONTRACTOR in respect
of sales of Natural Gas and Crude Oil delivered to third parties made during
the Quarter in question.

The quantities and prices realized therefor by the CONTRACTOR in respect
of sales of Natural Gas und Crude Oil delivered during the Quarter in question,
other than to Third Parties.

Submission of Valee of Production and Pricing Statement

The Value of Production and Pricing Statement for each Quarter shall be
submitted 10 the GOVERNMENT not later than twenty-one (21) days afier
the end of such Quarter.

PARAGRAPH 8 - COST RECOVERY AND SHARE ACCOUNT
STATEMENT
Cost Recovery Statement

The CONTRACTOR shall prepare with respect to each Quarter a Cost
Recovery Statement containing the following information:-

Recoversble Petroleun Costs carried forward from the previows Quarter, if
any,

Recoverable Petroleum Costs for the Quarter in question.
Credits under the Contract for the Quarter in question,

Tolal Recoverable Petroieum Costs for the Quarter in question (Paragraph
8.1.1 plus Paragraph 8.1.2, net of Paragraph 8.1.3 ).
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815

8.1.6

8.2.1

822
824
825

826

8.3

8.3.1

8.3.2

B4

Quantity snd value of Petroleum applied 10 cost recovery pursuant to Article
25 taken by the CONTRACTOR for the Quarter in guestion,

Amount of recoverable Petroleum Costs to be carried forward into the next
Quarter (Pamgraph 814 net of Paragraph 8.1.5).

Cumaulative Production Statement

The CONTRACTOR shall prepare with respect to each Quarter 8 Cumulative
Production Statement containing the following information:

The cumulative production position at the end of the Quarter preceding the
Quarter in question.

Production of Export Petroleum for the Quarter in question.
The cumulative production position &l the end of the Quarter in question.

The amount of Petroleum applied to Rovalty pursuant to Article 24, cost
recovery pursuant o Article 25 and Profit Petroleum pursuant to Articke 26
taken by the GOVERNMENT and by the CONTRACTOR. respectively.
during the Quarter in question.

The forecast of production and the share of Petroleum spplied to Royaly
pursusnt to Article 24, cost recovery pursuant to Article 25 asd Profit Oil
pursuant to Articie 26 duw to the GOVERNMENT and (o the
CONTRACTOR, respectively, for the next succeeding Quarter.

Preparation and Submission of Cost Recovery and Cumulative
Production Statements

Provisional Cost Recovery and Cumulative Production Statements, containing
estimuted information where necessary, shall be submited by the
CONTRACTOR on the last day of each Quarter for the purposes of Article
25 of the Contract.

Pinal quarterly Cost Recovery and Cumulative Production Statements shall be
submitted within thirty (30) days of the end of the Quarter in question.

Annuzl Statement

For the purposes of Article 25 of the Contract, an Annual Cost recovery and
Cumulative Production Smatement shall be submitted within ninety (90) days
of the end of cach Year. The Annual Statement shall contain the categories of
information listed in Paragraphs 8.1 and 8.2 for the Year in question, scparated
into the Quarters of the Year in question and showing the cumulative positions
at the end of the Year in question with respect 10 cumulstive unrecovered
Petroleum Costs and Cumulative Production,
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PARAGRAPH 9 - STATEMENT OF EXPENDITURE AND RECEIFTS

9.1  The CONTRACTOR shall prepare with respect to each Quarter a Statement
of Expenditure and Receipts under the Coatract The Statement will
distinguish between Exploration Costs, Gas Marketing Costs, Development
Costs, Production Costs and Decommissioning Costs and will identify major
items of expenditures within these categorics. The Statement will show the
following:

9.1.1  Actual expenditures and receipts for the Quarter in question.
9.1.2 Cumulative expenditure and receipts for the budget Calendar Year in

question.
9.1.3 Latest forecast cumulative expenditures at the Calendar Yeur end.

0.1.4 Variations between budget forecast and latest forecast and explanations
thereof,

9.2 The Statement of Expenditure and Receipts of cach Quarter shall be submitted
to the GOVERNMENT no lnter than thirty (30) days afier the end of such

Quarter.

PARAGRAPH 10 - FINAL END-OF-YEAR STATEMENT

The CONTRACTOR will prepare a Final End-of-Vear Statement  The Statement
will contain information as provided in the Production Statement, Value of Production
and Pricing Statement, Cost Recovery and Cumulative Production Statements and
Statement of Expenditures and Receipts but will be based on actual quantitics of
Petruleum prodeced end oxpenses incurred. This Statement will be used to make any
adjustments that are necessary to the payments made by the CONTRACTOR under
the Contrzct. The Final End-of-Year Statement of cach Calendar Year shall bo
submitted to the GOVERNMENT within ninety (90) days of the end of such
Calendar Year,

PARAGRAPH 11 - AUDITS

Each such report and statement provided for in Parsgraph 6 through 10 shall be
considercd true and correct, unless the GOVERNMENT raiscs an exception thereto
within the timeframe and under the process set out in Article |5 of the Contract,

PARAGRAPH 12 - ANNUAL WORK PROGRAM AND BUDGET

11.1  Each annual Work Progmm und Budget to be prepared in accordance with
Articles 11, 12 and 14 of the Contract, in respect of Exploration Costs, Gas
Marketing Costs, Dovelopment Costs and Production Costs respectively will
show the following:
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1.1

Forecast expenditures for the budget Calendar Year in question including a
quarterly classification of such expenditures,

11,12 Cumulative expenditures to the end of said budget Calendar Year.

11.13 A schedule showing the most important individual items of Development

13.1

13.2

133

1331

Costs (if applicable) for said budget YVear.

PARAGRAPH 13 - CONTRACTOR ENTITY INCOME TAX
COMPUTATION

For the purpose of Article 31.3(b) of the Contract, the net taxable profits of
each CONTRACTOR Entity from all the Petroleum Operations carried out
under this Contract, shall be caleulnted in sccordance with this Paragraph.

Fach CONTRACTOR Entity shall maintain for cach Calendar Year separate
Accounts with respect to the Petroleum Operations which shall be used, inter
alia, to establish a profit and loss account and a balance sheet which will show
the results of the Petroleum Operations carried out in such Calendar Year as
well us the assets and labilities assigned or directly related thereto. The profit
and loss account will be maintained under the accrual method of accounting.

For purposes of determining the net taxable profits of each CONTRACTOR
Entity for corporate income tax purposes:

the profit and loss sccount of such CONTRACTOR Entity shall be credited
with the following:

(a)  if the Royaly is paid in cash pursuant to Article 24, revenues arising
from the disposal of Royalty volumes as recorded in such entity’s
Accounts and determined in sccordance with the provisions of Article
24;

(b)  revenuves asising from the disposal of any Available Petroleum to
which such entity is entitled for recovery of its Petroleum Costs ns
recorded in its Accounts and determined in accordance with the
provisions of Article 25,

(¢) revenves from the disposal of any Profit Petroleum to which such
entity is entitled under Article 26 as is recorded in its Accounts and
determined in accordance with the provisions of Article 26;

(d)  any other revenues or proceeds directly comected to the Petroleum
Operations including those arising from the disposal of relaed
Petroleum substances, or from the treatment, storuge and trunsportation
of products for third partics;

(¢) any exchange gains realised or other financial income earned by such
entity in connection with the Petroleum Operations;
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13.3.2 the profit and loss account for such CONTRACTOR Entity shall be debited
with all charges incurred for the purposes of the Petroleum Operations
whether incurred inside or outside the Kurdistas Region, which charges shall
include the following:

in addition to the charges specifically set forth below in this Parsgraph,
all other Petroleum Costs, including the costs of supplies, personnel
and manpower expenses, and the cost of services provided to the
CONTRACTOR in connection with the Petroleum Costs;

()

(b)

)

if the Royalty is paid in cash pursuant to Article 24, Royalty paymenis
made and as recorded in such entity’s Accounts and determined in
sccordance with the provisions of Article 24;

Ceneral and administrative oxpenditures related to the Petroleum

Opemtions performed under this Contract;

(d)  deprecistion of capital expenditure in accordance with the following
proyisions:

(i) capital expenditures incurred by the CONTRACTOR for the
purposes of the Petroleum Operations shall be depreciated on a
reducing balance basis;

(N the depreciation rates, which shall be applicable from the
Calendar Year during which such capital expenditures are
incurred, or from the Calendar Year during which the assets
corresponding to said capital expenditures are pul into normal
service, whichever is later, for the first Calendar Year in
question and for ecach subsequent Calendar Year, arc as
follows:

Nature of the capital asset to be Amnual depreciation Rate
depreciated

Permanent buildings 10.0%
Temporary buildings 20.0%
Office and home furniture and fixtures 20.0%
Productive wells 20.0%
Production and delivery equipment 20.0%
Drilling equipment 20.0%
Pipelines 20.0%
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Automotive equipment 20.0%

Marine and aviation equipment 20.0%

All other capital assets 20.0%

(¢)

(N

®

(h)

)

Exploration Costs (which for the avoidance of doult include appraisal
cxpenditures) shall be deductible on a reducing balance basis at the
rute of 209 per annum.

interest and fees paid o creditors of the CONTRACTOR, for their
actual amount;

losses of Assets resulting from destruction or damage, assets which are
renounced or abandoned during the year, assets which are transferred
under Article 202, bad debts, indemnities paid 1o third parties as
compensation for damsage:

any other costs, expenses, losses or charges directly related to the
Petroleum  Operations, including  exchange losses realised in
connection with the Petroleum Operations as well as the bonuses
provided in Article 32, the Exploration Rental provided in Article 6.3,
the Production Rental provided in Article 13.10, the allocation to
training, provided in Article 23.7 and the allocation 1o the Environment
Fund provided in Article 239, the costs spesified in Articles 23.11,
38.1 and 38.6 and transportation and markéting costs beyond the
Delivery Point;

the amount of non-oflset losses relating 10 the previous Calendar
Years, which shall be carried forward for an indefinite period until full
settlement of said losses or termination of this Contract;

13.3.3. the net profit of such CONTRACTOR Entity shall be equal to the difference
between all the amounts credited and all the amounts debited in the profit and
loss account; and

()
(b)

if this smount 15 negative, it shall constitute a {oss.

if the amount is positive, it saall be grossed up to take accoumnt of the
fact thut such entity’s corporate income tax is being settled out of the
GOVERNMENT s share of the Profit Petroleum in accordance with
Article 31.2, by applying the following formula in order to provide
such entity's net taxable profits for corporate income tax purposes:

Net Taable Net Profits/ (100 ~ Applicable Rate of Corporate Income

Profits=

Tux)
100
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134  For purposes of determining each CONTRACTOR Entity's liahility to

corporate income tax for a tax year in respect of the Petroleum Operations
earried out under this Contract, the net taxable profits (if any) for such tax year

shall be multiplied by the applicable rate of corporate income tax, as provided
in Article 31.3(a).
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This REFINERY JOINT DEVELOPMENT AGREEMENT (this "Agreement”), for a
refinery to be erccted in the Taq Taq / Miran area, is entered inte the second day of October,

2007, berween:

THE KURDISTAN REGIONAL GOVERNMENT OF IRAQ (“GOVERNMENT™); and

HERITAGE ENERGY MIDDLE EAST LIMITED, ¢ company organised and doing
business under the laws of Nevis, having a registered office on the date hereof at P.O. Box
693, Hamilton Estate, Charlestown, Nevis ("Heritage").

RECITALS

Capitalised terms used in this Agreement, including in the recitals, shall have the meanings

set out in Clause 1.1.

A.

The Oil and Gas Law of the Kurdistan Region - Iraqg (Law No.
22 of 2007) upplics to petroleum operutions in the Kurdisin
Region, including the refining of petroleum, and authorises the
Ministry of Natural Resources of the Kurdistan Regional
Government 1o regulate refinery infrastructure and to licence

petroleum operations to third parties,

The Sharcholders are cntering into this joint development
agreement to record their agreement on certzin initial matters
relating 10 their collaboration on the Project.

The Sharcholders wish 10 incorporate a joint venture company
(the “Company™) in & mutually acceptable, wx efficient
jurisdiction for the purpose of developing, constructing,
financing, owning and operating the Project.

To facilitate the development of the Project through the
Company, the Sharcholders agree 1o enter into this Agreement
(or a separate definitive sharcholders” agreement on
gubstantiully the same terms as this Agreement (the
“Sharcholders’ Agreement™)) to st out their respective rights
and obligations in connection with the management, operations
and funding of the Company.

The Company will be incorporated within thirty (30) days from
the date of this Agreement is entered info (the “Company
Incorporation Date").

‘The Sharehoklers acknowledge that the implementation and
operation of the Project will require compliance with the
principles and mechanisms set out in this Agreement, The
Shareholders agree to ciuse the Company to participate in the
Project on the terms and conditions consistent with the
provisions of this Agreement and the Project Documents 1o
which itis, or will be, a party.
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NOW THEREFORE, in considoration of the feregoing, and for other good and valusble
consideration, the reczipt and sufficiency of which are acknowledged by each Sharcholder,
the Shareholders agree as follows:

1. DEFINITIONS AND INTERPRETATION
1.1 DEFINITIONS
Unless the context of this Agreement ctherwise requires:

"Acceptance Notice" has the meaning given to that term in Clause 10.6(b).

this definition, “contiol” of 8 Person means the power, direetly or indirectly, cither 10 (8) vote

more than 50 per cent. of the securities having ordinary voting power for the election of
directors of such Person or (b) direct or cause the dircction of the managament and policies of
such Person whether by contract or otherwise.

“ Affilinte Transfer” has the meaning given to that term in Clause 10.5,
"Appointing Authority” has the meaning given fo that term in Clause 13.2(c),

"By-Laws" means the constitutional documents of the Company ss the same may be
amended from time o thme.

"Business Day" mecans any day (other than o Saturday, Sunday or public holiday). upon
whichbanksmpcmimdtobeopmforbnsincslnthcResionanchwYodL

"Capital Expenditures” means expenditures incurred or o be incurred by the Company to
acquire or construct fixed assets, plant and oquipment (including renewals, improvements and
replacements, but excluding repairs) computed in accordance with IAS.

"Capital Expenditures Budget" means the annual budget for Capital Expenditures for cach
yeer falling on or afier the Commercial Operaticn Date 1o be propared by the Chief Financisl
Officer and approved by the Sharcholders.

"Commercial Operation Date” meuns, with respect to the Facility, the date on which such
Facility commences commercial operations following the commissioning and testing thercof.

"Company” has the meaning given that term in Recital B of this Agreement.

"Company Incorporation Daie” means the daic on which the Company is incomporated for
thcpmposesof.mdinaccordmcewimﬁis Agreerment.

"Constraction Contractor” means any contracior of supplier retained by the Company in
connection with the design, construction and equipping of cither Facility.

"Construction Phase”™ means the period from the Final Decision to Proceed Date until the
Commercial Operation Date,
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"Construction Phasc Budget” means the budget itemising all costs and expenses (including
Capitel Expenditures) anticipated to be incurred by the Company in connection with activities
scheduled 1o occur during the Construction Phase and indicating the item or type of
expenditures, the purpose thereof and the timing of such expenditures, as agreed by the
Sharcholders and as such budget may be modified from time o time by resolution of the
Shareholders in sccordance with Clause 6. 2(b)v).

*Construction Phase Financing Plan" means the plan for the sources and amounts of
financing for the costs and expenses referred to in the Construction Phase Budge, including a
timetable for the uses of funds, as such financing plan may be modified from time to time by
resolution of the Shareholders in accordance with Clause 6.2(b)(v).

"Continuing Shareholders” has the meaning given to that term in Clause 10.4(a).

"Defaulting Shareholder” means a Shareholder who defaults in its obligations and fails to
remedy such default, as more panicularly described in Clause 9.1.

"Development Budget” means the budget for costs and expenses of developing the Project
during the Development Phase as such budget may be modified from time to time by
resolution of the Sharcholders in accordance with Clause 6.2(b)(v).

"Devdopment Costs" means costs and expenses within the Development Budget.

"Development Period Financing Plan" means the plan for the financing of the costs and
expenses referred to in the Development Budget by the Shareholders including a timetable
for the use of funds, as such financing plan may be modified from time to time by, resolution
of the Sharcholders in accordance with Clause 6.2(b)(v).

"Development Phase” means the period from the date of execution of this Agreement until
the Final Decision to Proceed Date.

"Dispute” has the meaning given to that term in Clause 13.1.

"Facility” means the commercial oil refinery to be developed in the Taq Taq / Miran area in
the Region.

"Fair Market Value' of any Shares on any particular date means the fair market value of
such Shares at the date of a proposed transfer purseant to Cleuse 10 as determined by an
independent third party appraiser with the requisite experience and qualifications in deciding
such matters as solected by the Offering Sharcholder (whose fees, costs and expenses in
connection with such determination shall be paid by the Offering Sharcholder).

"Final Decision to Proceed Date" means the date on which each of the conditions set out
below (as the same may be modified or supplemented from time 10 time by resolution of the
Sharcholders in accordance with Clause 6.2(b)) has been satisfied:

(a) the due incorporation of the Company in accordance with this Agreement;
(b)  agreement by the Partics on the Development Budget , the Development

Period Financing Plan, the Construction Phase Budget and the Construction
Phase Financing Plan;
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(¢)  the issvance by the Govemment of a report on the basic design and
engineering works (incorporating the form of the call for tender to be
submitted in respect of the design and construction of the Facility
prospective contractors and providing & price estimate for the capital cost of
the Facility);

(d) a feasibility study has been carried out by Heritage or, at its option, an
independent third party which confirms that the costs of commissioning and
implementing the Project and achieve the Commercial Operation Date will not
exceed U.S.$ 140 million;

(¢) a full scoping study has boen undertaken by independent consultants
incorporating details of the guaranieed feedstock, operations, off-take
agreements and financial viability of the Facility; und

(f) purchass arrangements for oil and gas to be processed at the Facility are i
place and in full force and effect,

"Finance Committee” has the meaning given to that term in Clause 5.3(a)(ii).
"Force Majeure Event” has the meaning given to that term in Clause 16.1.

"GNP Implicit Price Deflator" means the Gross National Product Implicit Price Deflator as
published from time to time in the United States Department of Commerce Bureau of
Economic Analysis publication entitled "Survey of Current Business”; provided that if such
Gross National Product Implicit Price Deflator as published from time to time is unavailable,
the GNP Implicit Price Deflator shall mean an index, in substance similar thoreto, selected by
the Sharcholders.

"Governmental Authorisstion” means any authonsation, consent corcession, support,
decree, permit, waiver, benefit, exemption and approval from, or filing with, or notice 1o any
Governmental Authority.

"Governmental Authority’ means any government and any ministry, department, political
subdivision, instrumentality, agency, authority, board, burcau, administrative or judicial
body, corporation or commission of the Kurdistan Regional Government.

"IAS" mcans the intemational accounting standards as issued and updated from time to time
by the International Accounting Standards Committee.

“Inflated” means, as of any date, with respect to any amount of U.S. Dollars (which amount
shall, for the purposes of this definition, be deemed to be expressed in Janoary 1, 2007 U.S.
Dollars), such amount adjusted 1o reflect changes in the GNP Implicit Price Deflator from
January 1, 2007 fo such date,
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"Law" mecans the name of the applicable legislation which governs the Company's
incorperation, as amended from time to time or any statutory re-enactment thereof, and
wherever the context requires, any statutory rules framed thereunder.

"Mansgement Committee" has the meaning given to that term in Clause 5.3(a)(i).

"Nominee" means any Person nominated to be 3 member of the Board of Directors of the
Compeany in accordance with Clause 5.1.

"Offer” has the meaning given to that term in Clause 10.6(b).

"Offering Shareholder” has the meaning given to that term in Clause 10.4(a).

"Operating Budget” means the annual operating budget 1o be prepared for each year falling
on or after the Commercial Operation Date by the Chicf Financial Officer and approved by
the Sharcholders.

"Parties” shall mean collectively all the Partics from time to time party to this Agreement
and "Party” shall mean any such party.

“Production Sharing Agreement” or “PSA" means a definitive agreement executed on
around the date of this Agreement by Heritage and the Government which govems the
production sharing armngement between the Parties in respect of their involvement in the
Project, and to which this Agreement constitutes Annex C.

"Project” means the development, construction, ownership, testing, commissioning,
opetation, maintenance and financing (including any refinancing) of the Facility and of all
ancillary equipment or facilitics related thereto.

"Project Assets” means all rights and benefits under any licenses, permits or any available
Project Documents all of which are to be legally transferred to the Company in accordance

with this AgreemenL

"Project Documents” means, collectively, all material contracts and agreements relating w©
the Project 1o which the Company may be, or becomes, a party.

“Proposed Transferee Group" has the meaning given to that term in Clause 10.4(n),

"Region" means the Federal Region of Kurdistan recognised by the Constitution of Imq and
having the same meaning as ‘Region’ in the Kurdistan Region Oil and Gas Law.

"Share" means any voting share of the Company, including, as the context may require, any
voting share of the Company not yet issued.

"Shareholder Lean" means any financial sccommodation made available by a Shareholder
to the Company on such terms and conditions (including in relation to intérest rute,
repayment schedule and security) at the time such financial sccommodation is to be provided.




"Shareholders” means collectively the Partics being the Government and Heritage , in each
case for so long as it owns Shares, and each other holder of Shares from time to time, and
"Shareholder™ mesns any of them,

“Sharcholders’ Agreement” has the meaning ascribed 1o itin Revital C 1o this Agreement,

"Shareholding Interest” means, in respect of any Person from time (0 time, the proportion
that the number of that Person's Shares bears 10 the number of all issued Shares, as adjusted
in accordance with this Agreement from time to time. Initially, the Shareholding Interest of
each Shareholder shall be as follows:

Shareholder Initial Interest Interest  after full  cost
recovery and  financing
repayment

The Government 50% 51%

Heritage 50% 4%

"T'echnical Committee” has the meaning given to that term in Clause 5.3(a)(iii).
"Transferee” has the meaning given to that term in Clause 10.6.
"U.S. Dollars", “$" and "U.S.S" means the lawful currency of the United States of America.
L2  INTERPRETATION

Unless the context of this Agrecment otherwise requires:

(a)  words of nny gender include cach other gender,

(b)  words using the singular or plural number also include the plural or singular
number, respectively:

(¢) references to a "Person” include a reference to any individual, corporation,
pertnership, joint venture, trust, any other legal Person and any Governmental
Authority;

(d) any reference to any Person in any capacily includes a reference to its
permitied successors and assigns in such capacity and, in the case of any
Governmental Authority, any Person succeeding to its fumctions and
capacities;

(¢) the terms "hereof”, "herein’, "hereby”, "hereto” and similar words refer 1o
this entire Agreement and not any particular Clause or other subdivisions of
this Agreement;

(H references to "Clause” are to such subdivisions contained in this Agreement;

(g)  the words "include” and "including” shall be deemed to be followed by
"without limitation" or "but not limited to" whether or not they are followed
by such phrases or words of like import;
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2.1

(h)y references to say Statute or ststutory provision shall be construed as a
reference to the same as it may have been, or mey from time to time be,
amended, modified or re-enacted;

(H references 10 any agreement or document (including this Agreement) shall be
construed as a reférence to such agreement or document as ameaded, modified
or supplementad and in effiect from time to time and shall include a reference
to any document which amends, modifies or supplements it, or is entered into,
made or given pursuant (o or in accordance with its terms;

() "this Agreement” and words of similar import shall mean this Agreement:

(k)  the headings contiined in this Agreement are inserted for convemience of
reference only and shall not affect the interpretation of this Agreement;

(1)  references to "days” shall refer w calendar days unless Business Days are
specified; reforences to "weeks", ‘months” or “years” shall be to calendar
weeks, months or years respectively; and

(m)  all sccounting terms wsed but not expressly defined herein shall have the
meanings respectively given to them under [AS.

INCORPORATION OF THE COMPANY, FINAL DECISION TO PROCEED
AND TRANSFER OF PROJECT ASSETS

INCORPORATION OF THE COMPANY

Within thirty (30) days from the datc of the signing of this Agreement, Heritage, in
consultation with the Government, will incorpormte the Company under the laws of a
jurisdiction to be identified by the Parties us being the optimum choice whether by
reason of tax, management or for other reasons agreed upon by the Parties.

The Company will be formed with corporate objectives sppropriate for the further
operation and development of the Project. The Company shall be incorporated with a
capital structure and in a manncr consistent with this Agreement which will optimise

tax benefits and minimise adverse tax consequences 1o the Company and the Parties.
As ot the Company Incorporation Date and subjoct to Clause 4, the Parties will be the
sole shareholders in the Company.

FINAL DECISION TO PROCEED

Each of the Parties shall usc its best endeavours to satisfy each of the conditions
which is its obligation to discharge comprising the definiticn of the “Final Decision to
Proceed Date” with the intention thut the Final Decision to Proceed Date shall be no
more than one hundred and fifty (150) days from the date of this Agreement.
TRANSFER OF PROJECT ASSETS

Within seven (7) deys frum the Final Decision o Proceed Date, the Government shall
complete the legal transfer of the Project Assetsto the Company.
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GOVERNANCE AND SCOPE OF ACTIVITIES OF THE COMPANY
GOVERNANCE OF THE COMPANY

Following execution of this Agreement and foe the térm hercof the Parties shall
comply, and at all times act consistently with, the terms and provisions of this
Agreement and the Sharcholders shall act to cause the Compuny t comply, and at all
times act consistently with, the terms and provisions of this Agreement Without
limiting the foregoing. each Shareholder shall vote and take all other necessary
actions to ensure that the By-Laws do not conflict with the provisions of this
Agreement nnd that the provisions of this Agreement are complied with by such
Sharcholder and the Company.

BuUSINESS OF THE COMPANY

(@)  The business of the Company shall be to implement the Project, including by
its entry into. and performance of, all Project Documens. The Company shall
(subseguent to the transfer of such assets to the Company) have all right, title
and interest in the Project Assets and the Facility.

(b)  ‘The Company shall (if required) enter into, and perform its obligations under,
any financing documents, as borrower for the purposes of the Project.

(¢) The Company may gcnaﬂlymgcinmyaaivityndcndeaminme
parsuit and in conformity with the objectives, activities and purposes
mentioned in the two preceding and to conduct its activitics for its
own account o in conjunction with other Persons, all in such manner and form
as may be required in accordence with the By-Laws.

MANAGEMENT OF COMPANY

{a)  Management of Company

mCan;nnysimllnlallﬂmcsbemgodandopmmdinmxdmocwithsom\d
business principles. The Company shall be managed and usc all rasomable
endeavours to ensure that all aspects of the Project shall be implemented and
maintained: (7) in sach & manner as to maximise revenues and economic benefits and
mhhnis:coismﬂmmmu\eCamny:md(ii)ianwimgood
international oil and gas indusiry practice snd business standards.

(b) Compliance with Laws

The Project shall be implemented and conducted in all respects in accordance with all
applicable laws and regulations and with high standards of business probity and
business ethics, and the Partics shall take all ressonable action within their power that
is necessary or desirable to ensure compliance with this Clause 3.3(b). Each Party
shall defend, indemnify and hold the other Partics harmless for any beeach by it of the
obligations st out in this Clause 3.3(b).
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(¢)  Business Principles Policy

The Company shall establish a business principles policy which shall take into
account the business principles observed by the Sharcholders and reflect the terms end
conditions of this Agreement.

GOVERNMENTAL AUTHORISATIONS

Immediately upon the execution of this Agreement, Or aS S00D 85 reasonably practical
thereafter, the Parties shall take the following actions:

(a)  Apply for each Governmental Autherisation required or desirable to coable the
transfer of the Project Assets to the Company.,

(b) Each Party shall obtain all corporaie approvals and Governmental
Authorisation required or desirable for cntering into and performing his
Agreement.

(©)  Fach Party shall apply for and obtain any required spprovals for such Party 1o
make the investments urnder this Agreement.

(d)  Each Party shall notify the other that it has obtained the required approvals
stated in this Clause 3.4,

ACCOUNTING MATTERS AND FINANCING PLAN
(a)  Accounting Policy

()  The sccounts for the Company shall be prepared in accordance with
IAS and, 1o the extent required by applicable law, the jurisdiction of
incomoration of the Company (if applicable), in each case consistently
applicd and sudited by a firm of registered public accountants of
internatioral repute appointed by the Shareholders.

iy All books and accounts of the Company shall be kept in English and in
U.S. Doliars.

(iiiy At any time, any Shareholder may require by giving reasonable writicn
notice an audit of the Company's accounts by that Sharcholder's
suditors, which sudit shall be camied out o the cost of such
Sharcholder.

(by  Financial Year

The financial year of the Company shall commence on January 1 of cach year and
shall end on the following December 31.

()  Budgets/Financing Plan

()  As soon as reasonsbly peacticable following the execution of this
Agroement, the Paries shall agree the Development Budget the
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Development Period Financing Plan, the Construction Phase Budget
und the Construction Phase Financing Plan.

(i)  The Sharcholders shall causs the Chief Finsncial Officer W prepare
end submit to the Sharcholders for approval not later than 60 days
before the Commercial Operation Date: (i) an annual Cupial
Expenditures Budget: and (i) an annual Operating Budget, which
annual Operating Budget shall include the following:

(A) an cstimate of the working capital requirements of the
Company;

@) an estimate of proposed maintensnce expenditure, incliding the

item or type of expenditure, the necessity therefore and the time
of such expenditure:

()  sn estimate of propesed expenses of opersting the, including
the item or type of expenditure, the purpose thereof and the
timing of such expenditure;

(D)  apmjected detailed profit and loss account;

(E)  ureview of the projected business; and

(F) & summary of business objectives.

36 DISTRISUTION OF INFORMATION

(u)

(b)

records are kept, have rights of access to all books and records related to the
Company and the Project. In addition, cach Party shall have the right to scek
information relatisg to any uspect of the Company or the Project from amy
party involved in that aspect (including third party contractors and suppliers).

Without prejudicing the generality of the preceding  paragraph, the
Sharcholders shalk

()  ensure that the Board of Directors provides all budgeting und
accounting informaticn that a Sharcholder may reasonably request:

(i)  cause the Chief Financial Officer to ensure the prompl preparation und
provision of the following information to the Board of Directors and to

each Sharcholder:
(A)  umwudited quarterly and audited annual financial statements of
the Company;
(B) quarterly and annual budgets, in connection with the costs of
the Project;
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(C)  areport of sny actual or anticipated aggregate expenditures by
the Company during & period that exceed the aggregate budget
expenditures for such periods by § % in the sggregate or more
than 10% for any particular item;

(D) any anticipated deviations from the estimates set forth in the
Development Budget, the Construction Phase Budget or any
annual Opemting Budget or Capital Expenditures Budget of the
amounts and timing of funds that will be required with respect
to the agreed expenditures; and

(E)  copies of all documentation provided to any lenders to the
Project,

(iii) cawsc the geacral manoger to ensure the prompt preparation and
provision to the Board of Directors and to each Sharcholder copies of
all reports or other material information (both in English) provided to
the Company;

(iv) casse the project manager to ensure the prompt preparation and
provision of the following information w the Board of Directors and o

each Sharcholder;
(A)  uarterly and annoal construction and operating reports of the
Company;

(B) arepont of any uncxpected occurrence which will, or is likely
to, materially affect the construction or operation of the Project:
and

(C)  copies of all reports or other material information provided w
or by the Construction Contractor or any other major contractor
retained for the purposes of the Project.

() The Parties shall cause the Company (o use its reasonabie endcavours 1o
ensure that all material agreements with third party contraciors and suppliers
in relation to the Company or the Project contain information nghts which
mirror the provisions of Clause 3.6(a).

INSURANCE

The Company shall obtain and maintain insurance to cover its assets and habilitics for
the benefit of itself and of the Sharcholders at competilive rates at all tmes during
construction and operational phases in accordance with applicable faws, rules and
regulations and with good international oil and gas industry practice for similar
facilities and activities provided such insurance is available in the market on
reasonable, commercial terms.

Such msurances shall be of the type and for amounts in line with the Sharcholders
requirements to the extent they are available on the commercial market on reasonabie
terms and conditions.
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All insurance shall be subscribed:

@)
(b)

()

in accordance with the Region's laws, rules and regulations;

with reputable insurers and reimsurers having a financal strength satisfactory
in all respects to the Shareholders; and

in U.S.S, unless the Sharcholders otherwise determine,

EMPLOYEES/SECONDMENT OF PERSONNEL

(2)

(b)

The Company shall employ such number of individuals, having the requisite
experience and skills, as shall be necessary for the purposes of the Project.

The Sharcholders shall be entitied to second to the Company a number of
senior management personnel in proportion to their respective Shareholding
Interests. The Sharcholders shall second personnel from its own organisation
to the Company on the Company’s written request to provide suck personnel
If the Company determines by resolution of the Sharcholders in accordance
with Clause 6.2(b) that any personnel so seconded is not suitable for the type
of work to he performed. it may require the relevant Sharcholder 1o withdraw
and replace such personnel or to take such steps as the Board of Directors may
deem necessary. The detailed terms and conditions for secondmenmt of
personnel shall be agreed between the Company and each of the Shareholders.

PROMOTION OF THE PROJECT

(&)

(b)

()

Each Party shall use its reasonable endeavours to develop, implemeat and
maintain the Project in accordance with good and prudent internationad oil and
gas mdustry practice,

Each Party shell take reasonable measures to procure that the Company,
without undue delay, enters into the Project Documents on terms acceptable 1o
the Company.

Each Pary shall furnish technical assistance to the Company ca the
Company’s request and the Party's agreoment to provide such assistance. The
Partics shall cause the Company to request technical assistance from the Party
which in the Campany’s opinion has the best available resources for the sk in
question. The detailed terms and conditions for technical assistance shall be
agreed beween the Company and cach of the Partics.

CAPITALISATION AND FUNDING OF THE COMPANY

INITIAL SHARE CAPITAL OF COMPANY

The share capital of the Company shall initially be the minimum required by the laws
of the jurisdiction of incorporation of the Company. Each Share will entitle the
holder thereof 10 one yote each on each mater presented o the Sharcholders of the
Company, and csch Share will entitle cach Shareholder to share equally with each
other in the profits of the Company. The holding of Shares shall be evidenced by
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share certificates of the Company, Each Sharcholder shall be allotted one-half of the
issued Shares.

INCREASED SHARE CAPITAL

The share capital of the Company shall be increased to the equivalent in the currency
of the jurisdiction of incorporation of the Company of U.5.$ 40 million. The entirety
of the aforesaid share capital shall be subscribed for by Heritage but each Shareholder
shall be allotted one-half of the additional issued Shares. The amount of the
contribution shall always be such that when the conversion between U_S. Dollars and
the currency of the jurisdiction of incorporation of the Company is made, the number
of Shares to be issued to cach Sharcholder will be a whole number.,

PAYMENT OF ADIITIONAL CAPITAL CONTRIBUTIONS

Fallowing the date of the increase in the Company °s share capital (as set out in Clause
4,2 above), the further costs of the Project to achieve the Commercial Operation Date
shall be met as follows:

(i) by Heritage in the form of a Shareholder Loan, paid in instalments up
1o 17.8.8100 million to cover the ongoing Project costs: and

(ii)  thercafter, by esch Shareholder pro rafa to their Shareholding Interest
and in the form of a Shareholder Loan by such means as shall be fixed
by the unanimous approval of the Board of Directors and the
Sharcholders.

FunpING REQUIREMENTS OF THE COMPANY
(a)  Funding Posti-Commercial Operation Date

The Sharcholders agree that the costs associated with the Project subsequent o the
Commercial Operation Date shall be met with the profits earned by the Company
resulting from its involvement in the Project, to the extent that such profits shall be
available for the lawful use of the Company.

(b)  Bank Accounts and Procedures

As s00n as practicable after the Company Incorporation Date, the Sharehoiders shall
ensure that the Company establishes the procedures, bank accounts (which shall be
located in a jurisdiction to be agreed upon by the Shareholders) and other facilities
necessary for it 1o receive the funding for the Company in connection with the Project
and disburse funds for the purposes of the Project.
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{¢)  Non-Pavment of the Funding Requirement for the Company

Where a Sharcholder does not pay any of the Company's funding requirements by the
due dute therefor in sccordance with any funding notice received in the manner
described in Clause 4.4(e), such Sharehoider shall be in default and subject 1o the
provisions of Clause 9.

(d)  Sharcholder Loans

Other than as provided for in this Clause 4, the Company shall not incur any
indebledness to any Sharcholder for a Shareholder Loan except pursuant to &8
resolution in sccordance with Clavse 6.2(b) that the Company’s funding requirements
in connection with the Project are to be met by such leans. All Sharcholder Loans
shall be made on an interest free basis and shall be pursuant to a Shareholder Loan
agreement and related arrangements sgreed to in writing by the Company and
approved before execution thereof by all of the Sharcholders.

(e) Funding Notices

The Sharcholders shall cause the Chief Financial Officer to give each Sharcholder not
legs than 60 Business Days notice prior (o the date on which any funds are required by
the Company, and any such notice shall specify: (i) that the Shareholder shall have
absolete discretion as o how to meet such funding obligations; and (i7) the date upon
which such funding obligations are due to be paid by the relevunt Shareholder.

(f)  Third Pary Financing

In relation 1o third party financing for the Project, as and when required, the Company
shall use its best endeavours to armnge the best possible financing plan for the Project
without any requirement for guarentees or any other backing from, or recourse to, the
Sharcholders or their respective Affiliates.  [If the Sharcholders sgree to provide
guarantees or other undertakings in refation to such financing, such guarantess and
undertakings shall be provided by cach Sharcholder on & pro rata and scveral basis,
Any Shareholder can directly or through an Affiliate provide third party financing for
the Project provided the provision of such finuncing does not jeopardise and is on
terms and conditions no less favourable to the Company than any other third party
financing.

(g)  Non-Recourse Obligations

The Parties shall use reasonable endeavours 1© ensure that all Project Documents
under which the Company shall incur any indebtedness for borrowed money
(including Shareholder Loans) or the deferred purchase price of property (other than
wrade payables and obligations for tho deferred purchase price of property incurred in
the ordinary course of business) shall provide specifically that such obligation shall be
recourse only to the assets of the Company, as the case requires, and non-recourse as
to any Shareholder and as 1o the assets of any such Sharcholder. To the muximumn
extent permitted by the applicable law, the Sharcholders and their respective Affiliates
shall have no personal fiability for the obligations and liabilitics of the Company,
including any indebtedness of the Company for borrowed money or the deferred
purchase price of property. In addition, no Shareholder:
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(1) nezd provide any fnancial accommodation to the Company other than
as provided in this Agreement; or

(ii) shall be required to pusrantee, or provide any other form of
undertaking in support of. the obligations of the Company from time to
time.

(h)  Sharcholders' Financing

Nothiag in this Agreement is intended, nor shall it be coastrued, to fimit the ability of
any Sharcholder to finance its participation in the Company in any manner such
Shareholder sees fit (subject to the restrictions on assigning its Shares contained in
this Agreement and under applicable faw), provided that such financing shall not
require the provision of security or undertakings by, or recourse 1o, the Company or
the other Sharcholders.

) Issuance of Shares

() During the Development Phase, no Shares shall be issued other than ns
provided by Clause 4.1,

(ii)  Shares shall not be issued other than in nccordance with this
Agreement und the By-Laws,

MANAGEMENT OF THE COMPANY

BOARD OF INRECTORS
(8)  Composition and Election of Board of Directors

With effcet from the Company Incorporation Date, the Board of Directors of the
Company shall consist of four members, such members are to be elected or appointed.
The initial Board of Directors shall comprise two individuals nominated by Heritage
and two individuals nominated by the Government.

(b)  Management by Board of Directors

Subject to Clauses 5.2 and 5,3, the management of the Company shall, in accordance
with the By-Laws, be vested in the Board of Directors, except for the rights of
Sharcholders cxclusively reserved to Shareholders as expressly set out in this
Agreement and the Law, To the extent that any business (including but not limited to
decisions, proposals, appointments and actions) is © be transacted in connection with
the Project by the Board of Directors in advance of the Company Incorporation Date,
such business shall be transacted by the Management Committee (as described in
Clause 5.3) to be agreod by the Sharcholden in good faith, and any reference (o the
“Board of Directors™ in this Agreement in such a context shall be deemed to mean the
Management Commitice,
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5.2

OFFICERS
() Chairman
(i)  The first chairman of the Board of Directors shall be nominated by the
Government, and thereafter the sppointment of the chairman shall
rotate between the Shareholders on every smniversary of the date
hereof.
(i)  The duties of the chairman shall, within the guidelines and limits

established by the Board of Directors, include:

(A) presiding over mectings of the Board of Directors and the
general meetings of the Shareholders;

(B) calling meetings of the Board of Directors as and when he
deems it necessary; and

(C)  making such public aanouncements, ss may be required by
applicable law, on behalf of the Company,

(b)  General Manager

(M

Heritage shall have sole discretion o appoint 8 general manager to be
the principal administrative and executive officer of the Company. The
general manager shall report in English to the Board of Directors on 2
quarterly basis (or st such intervals as may be otherwise determined by
the Board of Directors) and comply with all decisions and directions of
the Board of Directors. The general managoer shall have such authority
as is delegated to him by the Board of Directors.

The general manager shall be responsible for the administration of the
Company on a day-to-day basis within the policies laid down by the
Bourd of Directors in respect of the following:

(A) representing the Company with respect to all its rights and
obligations, within and outside the Region;

(B)  informing the Chairman and the Management Committee of the
relevant day to day activities and decisions in relation to the

Company’s operations;

(C)  carrying out or having carried out the decisions of the Bourd of
Directors;

(D) signing documents relating to the Company's operations as
suthorised by the Board of Directors;

(E)  preparing the work programme for the Project und ensuring the
implementation thereof afier approval by the Board of
Dircctors, and the Sharcholders in accordance with Clause
6.2(b)
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(1ii)

(F)

(G

(H)

M

(n

(K)

(L)

(M)

(&)

Q

co-ordinating during the Construction Phase with the project
manuger (0 ensure the efficient and timely realisation of the
Projects:

ensuring that the Facility is operated and maintained safely,
reliably, efficiently, economically and in accordance with good
and prudent operating practices:

determining the level of spare parts, chemicals and other stores
ond equipment to be maintained by Company;

making recommendations to the Board of Directors regarding
improvements, additions and alterations to the Facility:

ensuring thst the Company complies with its operational
responsibilities under any agreement relating to the use of the
Facility;

submiting. as requested by the Board of Director, development
plans for approval by the Board of Directors covering the
requirements  of the Company for personnel and the

qualifications snd numbers of such personnel;

selecting and employing, in accordance with the recruitment
policics approved by the Board of Directors, all necessary
personnel;

preparing  recommendations (0 the Board of Directors on
matters relating to personnel, including remuncration, other
conditions of service, career development and training:

ensuring thst all the books and records of the Company are
properly kept;

ensuring thet the Company obtains adequate insurance cover,
& required by the Board of Directors and in accordance with
the provisions of Clausc 3.7;

obtaining all Governmental Authorisutions associated with the
implementation of the Project including release of land and
rights of way upon which the Facility is located; and

ensuring thet the Company obtains unrestricted rights of use
respect of and appropriate parcel or parcels of land convenient
for the construction of the Fecility and that the Facility shall be
timely and properly constructed, as required by the Board of
Directors,

Unless otherwise agreed by the Sharcholders, the genensl manager
shall serve for 8 minimum term of 3 years and a maximum term of §
years or, if later, the date on which the Heriage Shareholder Loan
(advanced pursuant to Clause 4.3(1)) is repaid in full,
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©) Chief Financial Officer

(1

(i)

(i)

Herltage shall have sole discretion to appoint a Chief Financial OfTicer
to be the prncipal financial officer of the Company, The Chief
Financial Officer shall report to the general manager. The Chiel
Financial Officer shall have, such authority as shall be delegated to
him by the Beard of Directors.

The Chief Financinl Officer shall:

(A)  prepare the snnual Capital Expenditures Budget and the annual
Operating Budget and ensure the implementation thereof afier
epproval by the Board of Directors and the Shareholders in
sccordance with Clause 6.2(b).

(B) prepare and distribute to the Board of Directors and to cach
Sharcholder the information referred to in Clanse 3.6(b)ii);

(C) issue on behalf of the Company any notice of default under
Clause 9.Wa);

(D) notify cach Sharcholder of all advances and payments made in
connection with all financisl sgreements on the same date as
instructions therefore are given and immediately notify all
Parties of any advances or payment not made on the due date
with reasons therefore;

(E)  ensure that the Company complics with its obligations under
any fisancing documents;

(F)  ensure that effective cost accounting and control gystems are
established and maintained: and

(G)  submit to the Bourd of Directors at quarterly intervals a written
progress report covering expenditure 1o date and  forecast
expenditure for the current financial year,

Unless otherwise agreed by the Sharcholders, the Chief Financial
Officer shall serve for & minimum term of 3 yoars and & maximum
term of 5 years or, if later, the date on which the Heritage Shareholder
Loan (sdvanced pursuant to Clause 4.3(1)) is repaid in full,

(d) Project Manager

M

Heritage shall have sole disoretion to appoint & project manager 1o
serve during the Construction Phase (and, if applicable, thereafter).
The project munager shall be responsible during be  design,
czgmeenng.mcmumﬂ.comtmctxmndoonmissonlngphasesfor
the technical aspects of the Project and shall provide assismnce during
performance festing of the Facility. The project manager shall reporn
10 the general manager on a quarterly basis, The project manager shall

1371164




have such swhority as shall be delegated to him by the Board of
Directors.

(i)  The project manager shall:

(A)  inform the Technical Committee of the relevant day to day
activities and decisions in relation to the execution of the
Projects;

(B)  be assisted by two deputy project managers, one of whom shall
be responsible for the Facility;

(C) excroise general supervision of the services performed by the

two project teams under each of the deputy project manngers
md be responsible for the coordination of such services

including without limitation, debating any pessible synergies,
giving approval to planning snd organisution charts prepared by
the project teams, secondment, replacement of seconded
persommel and designation and appointment by the Company of
persomnel to be assigned to the project teams;

(D) be responsible for all relationships between the project teams
and the Company and be the sole contact within the Company

for the project teams;

(E] submit to the general manager and the Board of Directors al
regular intervals as decided by the genernl manager and the

Board of Directors a written progress report on work performed
by cach project team during that period;

(F) develop and propose 1o the Board of Dircctors, after
consultation with the general manager/Chief Financial Officer,
criterks with respect o the following:

() finalisation of the project defivition for cach project
team;, and

(i) periodic revision of the budget for the Facility handled
by exch project ieam,

(G) develop, afier consultation with the gencral manager for
approval by the Board of Directors, co-ordinating procurement
and subcontracting procedures;

(H) dovelop, afier consultstion with the general manager for
approval by the Board of Directors, design policy in relation to
cnvironmenil issues, operations and maintenance, health,

(I)  sppraisc activities and progress of the Facility, esublish
guidelines for achieving interchangeability and standardisation
of machinery, electrical and instrument equipment, advise
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(K)

(L)

(M)

N)

(Q)

cperations and maintenance managers of the technical
requirements for sparc parts and all buildings necessary for
operations including workshops, offices and warchouses, and
devise 8 material coding system and prepare operating manuals;

establish a co-ordingtion and correspondence  procedure
including formats for each project team 10 use in reporting
progress oa  engineering, procurcment, construction, cost
control and scheduling matters;

establish and supervise n system for scheduling the use of por
facilities by the Project if required;

co-ordinate allocation of locally readily available resources
ach s construction material, labour and transport;

awurd, sign und administer, within limits of authority set by the
Board of Directors, contricts related 1o support services needed
by the Project (marine facilities, trucking, sir transportation,
material handing and customs clearance, efc. );

conduct periodic progress meetings with the projects teams
with the object of achieving central coordination work
progress, budgets and scheduling; and

provide documentation and representation @t all meetings
required by the Company in connection with all aspects of the
Project.

(iii) The project mansger shall serve until the completion of the
Construction Phasc or, i later, until the datec on which the Heritage
Shareholder Loan (advanced pursuant 1o Clause 4.3(7)) is repuid in full.

(¢)  Other Officers

The other senior staff of the Company shall be appeinted by the Board of Directors on
the terms and conditions approved by the Board of Directors, Such senior stafl’ shall
be responsible for operations, administratioa, finance and such other arcas as the
Board of Directors shall deem appropriste, Before the Commercial Operation Date,
the Board of Directors shall appoint a plant manager for the operations of the Facility.

MANAGEMENT COMMITTEE

(8)  The Parties shall establish for the period up to the Company Incorporation
Drste and thereafler, if required:

(i) a management committes comprising one Person neminated by cach
Party (the "Management Committee”);

(i) @ finance committee comprising one Person nominated by each Party
(the "Finance Committes™); and
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(iii) & technical commitiee comprising one Person nominated by each Party
(the "Technical Committee”).

(b)  The Management Committee, the Finance Commitiee asd the Technical
Committes shall each operate in English and:

(i) perform such duties as may be delegated to it by the Parties:

(i)  have the power to designate and sppoint such persons as it thinks
appropriate to assist it in its dutics; and

(i) comply with all decisions and directions of the Parties.
SHAREHOLDERS' ACTIONS
GENERAL MEETINGS
(@) Geneml

The Shareholders shall have at lesst one general meeting of Sharcholders cach year,

and shall meet more frequently if required. All general meetings of Shareholders
shall be located and conducted in & manner consistent with the By-Laws,

(b)  Observers and Advisors

Each Shareholder may invite any Person selected by it to attend a genersl meeting of
Sharcholders a8 its advisor. In addition, the chairman of the Board of Directors may
invite observers from any Person, including any Construction Contractor, the
Company and other third Parties, 1o attend any general meetings of Sharcholders and
o give reports and advice 10 the Sharcholders. Each observer invited to atiend 2
goneral meeting of Shareholders shall have such participation rights (excluding the
right 10 vote) as may be agreed by the Sharcholders at the relevant meeting. Any
observer may be requested to absent itself from any deliberations of a genernl meeting
of Shareholders, as thoaght fit by the Sharcholders at the relevant meeting.

SHARIHOLDER YOTING
Resolutions of the Sharcholders shall be adopted on the basis of a usanimous

resolution!

(#) a decision regarding the transfer of Shares or rights in the Project by a
Sharcholder to a third party, to the extent not otherwise permitted under
Clauke 10 of this Agreement and the By-Laws and spproval of all terms
conditions and agreements related thereto;

(b)  subject to Clause 6.2(c) below the following matters:
(i) ratification of dealings of Directors or officers with the Company;
(i)  change in the number of Directors;
(i) amendment of the By-Laws;
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(iv)

)

(vi)

(vii)

(viii)

(ix)

(x)

(xi)

(xii)

(xtii)

(xiv)
(xv)

(xvi)

(xvii)

approval of any dealings or contractual arrungements between the
Company and any Shareholder, or any Affiliate, director or officer of
any such Sharcholder, other than in relation to the matters described in
Clause 6.2{b)ixvi);

establishment and approval of each of the Development Budget, the
Development Period Financing Plan, the Construction Phase Budget,
the Coastruction Phase Financing Plan and the annual Capital
Expenditures Budget and any modifications thereto or thercof;

approval and mtification of the work progmmme for the Project:

any change 10 the general requirements regarding the method of
contribution described in Clause 4 and any subsequent change to any
method of contribution which has been implemented in accordance
with this paragraph;

entry into Sharehoider Loan agreements and approval of all relsted

armngements;

the purchase, sale, lease, pledge or other disposition of assets of the
Company for a value exceeding in the aggregate for any year, US.S |
million (Inflated), other than as specifically contemplated by or
provided in a Project Document;

adoption or implementastion of a plan of merger, amalgamation,
consolidation or reorganisatioa of the Company with or into another
entity;

shortening the comporate term or liguidation or dissolution of the
Company;

inercasing or decreasing the authorised capital (except to the extent

required to distribute trapped cash) of, or repurchasing or redemption
of shares in, the Compeny, and the issuance of shares or any other

equity capital in the Company;

eniry into any Project Document, or any material amendment thereto,
by the Company;

eniry into by the Company of any business other than the Project;

‘any modification to the dividend distribution policy contemplated by

Clause §;

approval of an agreement to be entered into by a proposed Transferee
In connection with its performance of @l of the obligatons of the
relevant transferring Shaseholder,

the execution und delivery by the Company of: (A) any ngreement
outside the ordinary cowse of business; (B) any agreoment within the
ordinary course of business, or any series of related agreements within
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the ordinary course of business, the value of which (on an individual o
ageregnie basis, as the case requires) exceeds US.$ 1 million (Inflated)
or the equivalent thereof in other refevant currencies at the then
applicable commercial rates of exchange; (C) any ngreement within the
ordinary course of business the valve of which, when aggregated with
the valuz of similar agreements entered into in the same financial year,
excoeds U.S.S | millien (Inflated), or the equivalent thereof in other
relevant currencies at the then applicable commercial rates of
exchange; and (D) any lcan agreement, debt instrument or guarantee;

(xviii) the adoption of or any change in aay tax or accounting policy of the
Company, the appointment of or any change in the Company’s
auditors;

(xix) the initiation of abitration or litigation by the Compaeny and any
settlement or compromise of any arbitration or litigation 1o which the
Company is a party;

(xx) the issuance or redemption of any shares in the Company, other equity
securities, debt or convertible securities, warrants or rights by the
Company or the grant of options in respect of any such instrument or

security;

(xxi) the creation or acquisition of any subsidinry of the Company or the
making of any equity investment by the Company in another Person;

(xxii) any prepayment under any fimancing documents relating to the Project.

(xxiii) identifying internal costs of esch Sharcholder 1o be included as part of
the Development Costs and the basis for repayment of such costs;

(xxiv) any modifications of or supplement to the conditions 10 be satisfied in
order 10 achicve the Final Decision 10 Proceed Dato;

(xxv) the esteblishment and approval of the annual Operating Budget and
any modifications thereof;

(xxvi) the approval of the Company's annual report, balance sheet, profit and
loss statement;

(xxvii) the extension of the corporate existence of the Company;

(xxviiiythe establishment of basic guidelines pursuant to which the Company
isto operate;

(xxix) the declaration of dividends as contemplaied by Clause 8.1;
(xxx) withdrawal of seconded personnel as contemplated by Clause 3.%; and

(xxxi) any other matters from time to time identified in writing by all the
Sharcholders as requiring the level of approval described in this Clause

6.2(b).
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(<) In relation to any yote involving any contract, agreement, undertaking or other
arrangement to which a Shareholder or its Affiliate (other than the Company)
is a party, such Shareholder shall be excluded from the applicable vote,

To the exient that the resolution of any business by the Shareholders is required in
advance of the Company Incorporation Date, the Shareholders shall negotiate in good
faith and agree upon any such resolutions and use their best endeavours (¢ reach o
commercially reasonable consensus in a timely manner.

RELATIONSHIP OF THE SHAREHOLDERS AND THE COMPANY
GENERAL

Nothing contained in this Agreement is intended, nor shall it be construed, as cresting
a purtnership, agency or trust relationship between or among the Sharcholders, The
relationship of the Shareholders to the Company shall be that of sharcholders with
limited liability, The undertakings of the Shareholders pursuant to this Agreement
shall be on a several basis.

CONFLICT OF INTEREST

Except as expressly stated in this Agreement, there shall be no restriction on the
freedom of any Shareholder to conduct its business ag it sees fit, and no Sharcholder
shall owe any liduciary obligations, directly or indirectly, express or implied, to any
other Sharcholder solely by reason of being a Sharcholder under this Agreement.

INTERNAL COSTS

All reasonable and proper out-of pocket costs and expenses incurred by anyone in the
Management Committee, Finance Committee or Technical Committee or by a
Shareholder acting en behalf of the Company as authorised by the Board of Directors
and costs and expenses from time to time identified by the Shareholders pursuant o
Clause 6.2(b)(xxiii) shall be considered part of the Dovelopment Costs payable in the
first instance by the relevant Sharcholders, but repayable to each such Shareholder by
the Company 8s determined by the Sharcholders in sccordance with Clause
6.2(b)(xxiii). Internal costs for management time shall be charged as agroed between
the Sharcholders. Records of any such costs and expenses shall be propared on a
continuing basis and the Shareholders shall causc the Chief’ Financial Officer o
provide details thereof upon request.

DIVIDENDS AND OTHER PAYMENTS
DiviDENDS

Each Sharcholder shall cause the director(s) nominated by it to vote for the
declaration and payment of dividends on the Shares to the maximum exient possibie
out of legally availoble funds. From time to time, the Shareholders shall canse the
Board of Directors to determine whether the Company hes funds available for
distribution tw the Sharcholders by way of dividend, after taking into account the
Company's anticipated legal, operating, capital and any debt service requirements and
the Company's ability in the future to generate revenues or procure financing. The
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Company shall distribute to the Sharcholders by way of dividend any such funds
which the Board of Directors, subject to the approval of the Shareholders, and
applicable law, determines are available for that purposie pursuant to this Clause 8.1,

(OTHER PAYMENTS

To the extent that after any distributions 10 the Shareholers by way of dividend in
sceordance with Clause 8.1, and after having taken into account all other matters
referred to in Clause 8.1, there remains in the Company available cash for payment 1o
the Sharcholders, the Company shall apply such uvailable cash in the following ways
and in the following propertions:

(i) 40 per cent. of such available cash shall be paid first to the
Sharcholders by way of a pre rata repayment of the Shareholder
Loans; and

(iif 60 per cent. of such available cash shall be paid sccondly to the
Shareholders in propertion to their Shareholding Inicrest.

DEFAULT

DEFAULY

{a) Defuult

Where any Sharcholder fails to!

(i)  pay any sums due in respect of a funding notice received pursuant to
Clouse 4.4(¢) by the due date for payment thereon snd shall not have
made such payment within 60 Business Days of the due date for
payment (“Payment Default™); or

(i) comply with any material obligation under this Agreement asd docs
not remedy its breach of such material obligation within 60 Business
Days after being given notice by the Board of Directors or a
Shareholder (with a copy to the other Sharcholder and the Board of
Directors, as the case requires) requiring such remedy if the breach is
capable of being remedied within that period or, if not, fails to
demonstrate to the reasonable salisfaction of the non-defaulting
Sharcholder that such remedy is being diligently pursued or, if
diligently pursued, such breach is not remedied in any event within 650
Business Days of being given such notice (“Noa-Payment Default™),

(the "Defaulting Sharebolder”), the Defaulting Shareholder's right 1o participate in
the Company through its ownership of Shares shall be suspended as provided in
paragraph (¢) below,

(b)  Notice of Default

The Company shall cause the gencral manager to issve & notice of default under
Clause 9.1(a)(i) to the Defaulting Shareholder (with a copy to the other Sharcholder)
on the Business Day immediately following the date of such default; provided that
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failure to give any such notice shall not obviate any such default nor relieve any
Shareholder from any of its obligations hereunder.

{€)  Suspension

During any period of saspension of the rights of the Defaulting Shareholder under this
Clause 9.1

(i) neither the Defaulting Shureholder nor any of its representatives (by
appointment or proxy) shail be entitled to be counted in & quorum or
exercise o right to vote st any general meeting of Shareholders or in
respect of any matter or decision where Sharcholder approval is
required or sought (although such representatives shall be entitled 1o
attend all general meetings of Skarcholders during the period of
suspension as observers),

(i)  any director who has been elected from the nomination of Defiulting
Shareholder shall not be entitled 1o be counted in a quorum or exercise
such dircctor's right to vote at any meeting of the Board of Directors
and, in the case of the chairman of the Beard of Directors, shall not be
entitied to preside over the general mectings of Shurcholders; and

(iii)  the Defaulting Sharcholder shall not be entitled to receive any
dividends or distributions, payments or ather returns of any nature on
equity or any payment of any amount in respect of Sharcholder Loans
(including paymests of principal and interest thereon) from the
Company.

(d) Remedy

A default by the Defulting Shareholder shall not be deemed remedied for the
purpases of this Agreement unless and until, in addition 1o curing the default, all costs
of enforcement or recovery or attempied enforcement or recovery (including in all
cases legal fees, stamp duty and other taxes, fees and duties) that have been incurred
by the Company or the non-defaulting Sharcholder by reason of such default have
been paid by the Defaulting Sharcholder to the relevant Party.

REMEDIES ON DEFAULT
(a)  Default Transfer

If the Defaulting Sharcholder has not remedied the default within 60 Business Days
then: (i) in the case of a Non-Payment Defuult, the non-detaulting Sharcholder shall
be entitled (by notice, without reservation or condition, % the Defaulting Sharcholder
with 2 copy to the Board of Directors) o acquire from the Defaulting Shareholder the
lutter’s Shares. [ the non-defaulting Shareholder serves such notice, the Defaulting
Sharcholder shall promptly transfer all of its rights, title and beneficial interest in and
under its Shares 10 the non-defauling Shareholder at a price per Share equal to its Fair
Market Value or such price as may be agreed by the Shareholders; and (ii) in the case
of 8 Payment Default, the non-defaulting Sharcholder shall be entitied to serve notice
and have transferred to it the Defaulting Shareholder’s Shares as provided above and
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the Govermment shall, in addition. be entitled to exercise its right pursuant to the PSA
to terminate the PSA for failure on the part of Heritage to meet s financial
obligations under this Agreement.

(b) Forther Assurnnce

The Defaulting Sharcholder shall, without delay following any request from the non-
defauking Shareholder, do any and all acts required to be done by applicable law or
regulation in order to render any transfer of Shares pursuant 1o Clause 9.2(a) kegally
valid, including obtaining all requisite Governmental Authorisstions, and shall

‘execute any and all decuments and take such other actions s may be necessary in

order to effect a prompt and valid transfer of the interests described above, If all
requisite Governmental Authorisstions are not obtained in 4 timely munner, the
Defaulting Shareholder shall hold its Shares in trust for the noa-defsulting
Sharckolder,

(¢) Further Claims

Where a transfer of a Defaulting Sharcholder™s Shares occurs pursuant to Clause
9.2(a) or 9.2(b), the Defaulting Sharcholder shall have no further rights or claims
under this Agreement in relation 1o the Company or the Project and all Parties shall
take all action necessary or desirable to effect any requisite changes in the officers of
the Company.

(d) Remedy Not Exclusive

Notwithstanding any other provision of this Agreement, the remedics provided to the
non-defaulting Sharcholder in this Clause 9 are in addition to, and not exclusive of or
intendsd o prejudicially affect the avallability or excrcise of, any other righis and
remedies of the Compeny and the non-defaulting Shareholder against the Defauiting
Shareholder under this Agreement, both at law and in equity.

(©) Power ol Attorney

For the purposes of giving cffect 10 the share transfer provisions of this Clause 9, as
soon &s reasonably practicable upon exccution of this Agreement, the Shareholders
shall agree upon a forms of power of anomey in favour of the Chief Finance Officer

and cause 10 be executed such agreed powers of attorney promptly thereafier.
CONTINUING OBLIGATIONS

Any Sharcholder which ceases to be a Shareholder pursuant to any of the provisions
of this Clause 9 shall nevertheless remain bound by its obligations w keep
information confidentizl as provided in Clause 17.6, regardless of the fact that it no
longer holds Shares, for a period of 5 years from the date upon which it ceased b hold
Shares.

INDEMNITY

Any Shareholder which becomes a Defaulting Sharcholder shall indemmnify the
Company and the non-defaulting Sharcholder in respect of, and hold cach of them
harmless from and against, any and all labilitics, Josses, damage, cluims, expenses,
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fines or penalties sulTered. incurred or sustained by any of them or 1o which any of
them becomes subject.

RESTRICTIONS ON TRANSFER

GENERAL

ta)  Restrictions on Transfer

No Sharehoider shall tnsfer any of its Shares unless:

(i) such transfer is made in accordance with the terms of the By-Laws and
this Agreement;

(if)  the ransfer complics in all respects with the requirements of applicable
law, the Project Documents, any financing documents and the
transferning  Sharcholder and proposed recipient have received all
necessary Governmental Authorisations foe such transfer; and

(iif)  the proposed recipient of such Shares has delivered to the Company:
(A) & written acknowledgement thai the Shares to be received by it are
subject 10 this Agreement; and (B) an agreemeat (in form and
substance approved by the non-transferring Sharcholder, pursuant to
Clause 6.2(a)) to the effect that such recipient shall perform all of the
obligations of the trunsferring Sharcholder in respect of the Shares
being transfemed and thit such recipient and its successors in interest
shall be bound by the tems of this Agreement and any other relevant
agreement as agreed to by the Sharcholders,

(b)  Attempied Transfer Void

Any stempted tmnsfer of Shares in violaticn of the terms of the By-Laws or this
Agreement shall be void and the Company shall refuse to recognise any such trunsfor
and shall not reflect on its records any change in the registered ownership of Shares
pursuant to such transfer.

MINIMUM SHAREHOLPING

Excopt in the case of a Sharcholder transforring all of its Shares, no Sharcholder shall
ransfer any of its Shares if, a5 a result of such trunsfer, the transferee or the transferor
would own less than § per cent. of all issucd Shares immediately after giving effect to

the proposed transfer.
DEFAULT

Subject to any transfer of the Shares of a Defaulting Sharcholder pursuant to Clause
9.2, cach Sharcholder agrees that it shall not transfer any of its Shares if, at the time of
the transfor, such Sharcholder is in default under this Agreement.
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104 ConsENT oF OTHER SHAREHOLDERS

()  Notification to Other Shareholders

Except for an Affiliaie Transfer. or a trunsfer from one Sharcholder 1o another
(including purstant to Clause 92) upon any Sharcholder (an "Offering
Sharcholder") wishing to transfer any Shwes. the Offering Sharcholder shall by
notice in writing 10 the other Sharcholder (the "Conatinning Sharcholder™) sute ils
wish to transfer Shares, the number of Shares proposed to be traasferred and give
reasonable particulars of the proposed Transferee, including its identity, business,
financial standing and details of its holding companies and material Affiliates, if any,
(such holding companies and material Affiliates, together with the proposed
Transferce, being the "Proposed Transferee Croup”) as necessary 10 permit the
Continuing Sharcholder to evaluate the Proposed Transferee Group (including in
werms of the matters described in paragraph (b) below). An Offcring Sharcholder shall
promptly provide the Continuing Sharcholder with such other information about »
Proposed Transferee Group as the Continuing Sharcholder may reasonably request.

(b Counter Notice

Within 20 days of such notice of intention 1o transfer Shares being  given (unless it is
first withdrawn), the Continving Sharcholder may (by counter notice in writing to the
Offering Sharcholder) veto the proposed transfer, but only if such Shascholder has
reasonible grounds to believe that any of the following apply:

{i)  the proposed Transferee is not an entity duly incorporated and in good
stending in the place of it incorporation; or

(ii)  the Proposed Transferee Group does not bave the necessary financial
resources or ability to rise sufficient finance to meet the proposed
Transferee's funding and other obligations under this Agreement if the
proposed Trarsferee were to become a Shareholder; or

(iii)  the Proposed Transferee Group is or is owned, controlled or associnted
in any way with, any Person or interest which has or has had a
reputation in the international community for having any criminal,
illegal, fraudulent or otherwise dishonest conduct, which would in the
reasonable view of that Continuing Sharcholder, if the proposed
transfer went ahead, have an adverse effect on the reputation of the
Company and'or on any of the Sharcholders.

(¢)  Ability to Proceed

If & counter notice described in Clause 10.4(b) is validly given by the Continuing
Shareholder (as the case requires) within such 20-day period, the proposed tmnsfer
shall not proceed  Otherwise, if no such notice is given, or if given is subsequently
withdmwn then, subject to all applicable provisions of this Agreement, the proposed
transfer may proceed.
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10.5  TRANSFERS TO AFFILIATES

10.6

Subject 1o complisnce with Clause 10,1, a Sharcholder may transfer the whole or pan
of its Shares to an Affiliate (an "Affilinte Transfer”), provided that:

such Shareholder shall along with the Shares, tansfor all the corresponding

(@)

(b)

()

(d)

rights and obligations under this Agreement:

such Sharcholder shall have given |15 days' notice of such transfer and

assignment to the other Shareholder;

such Sharcholder shull remain liable 10 the other Shareholder for the
performance of the obligations of such Affilinte under this Agreement il such
Affiliate fuils 10 perform any of such obligations to the extert that such

obligations are not the subject of any parent company guaraniec; and

if such Affiliate ceases to be an Affiliate of the original Sharcholder, then the
Shareholder shzll procure the re-transfer of Shares and the re-assignment of
such rights and obligations to itself (provided it remains an Affiliate of such

parent company) or another Affiliate of such parent company.

RIGHT OF FIRST REFUSAL

Subjest to compliance with the other provisiens of this Clause 10 and the conditions
set oul below, a Shareholder may transfer all or part of its Shares along with the
corresponding rights and obligations under this Agreement (including all of its rights
a5 o lender under Sharcholder Loans, if any) to the other Sharcholder or » third party
(either being referred 10 as the "Transferee”), The following conditions shall apply to
eny such transfer, other than any Affiliate Transfer:

(a)

(b}

Where un Offering Shareholder wishes to sell all or part of its Shares to
another party (including another Sharcholder), in addition to the notice it is
required to give purssant to Clause 10.4 (in the case of a third party), it shall
promptly give written notice of the proposed details of such sale, identified in

Clause 10.6(b), to the Continuing Sharcholder.

Ongo the Offering Sharchaolder and a proposed Transferee have negotiated all
the material terms and conditions of a proposed transfer of Shares (including
price, werms, representations and warminties, indemnities and covenants), such
terms and conditions shall be disclosed in detail to the Continuing Shareholder
in a notice (an "Offer”) from the Offering Sharcholder. The Contnuing

Shareholder shall have the right to acquire from the Offering Sharcholder all

(but not part only) of such Shares offered on the same terms and conditions
agreed by the proposed Transferse if, within 30 days of the date of the Offer,
such Continuing Sharcholder delivers o the other Continuing Shareholder and
to the Offering Shareholder an acceptance notice (an "Acceptance Netice")
stating that it accepts the agreed terms and conditions of the transfer without
reservations or conditions; provided that if the Continuing Sharcholder wishes
to acquire such Shares, such acquiring Continuing Sharcholder shall have the
right to scquire such Shares pro rata in proportion to their respective
Sharcholding Inmerests. Failure by any Continuing Shareholders to provide an
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Acceptance Notice within such 30-day period shall be deemed a decision nat
to purchase the offered shares. Fach Continuing Shareholder that delivers an
Acceptance Notice shall be bound to purchase the Shares, and the Offering
Shareholder shall be bound to sell the Shares, on the date specified in the
Acceptance Notice; but in no event later than 30 days after the date of the

Acceptance Notice,

(¢)  If the Continuing Shareholder delivers an Acceptance Notice to the Offering
Skareholder in accordence with Clause 10.6(b) or, if the purchase is not
consummated within the 30-day period specified in Clause 10.6(b), the
Offering Shareholder shall be eatitled to proceed with the transfer to the
proposed Transferce, under terms and conditions no more favourable to the
Transferee than those set out in the Offer; provided that the transfer shall be
concluded within 90 days from the date of the Offer, plus such reasonable
additional period as may be required to secure third party approvals, If the
transfer is not consummated within such 90-day or such additional penod, the
Offering Sharcholder shall not be pemmitted to transfer all or clause of its
Shares without again complying with this right of first refusal procedure set
forth in this Clauss 10.6.

(d) If the Offering Shereholder’s proposed tramsfer of Shares involves
consideration other than cash or involves other non-cash assets included in a
wider transaction (i.e.. global package), then the consideration payable for the
Shares exclusively shall be allocated a reasonable and justifiable Fair Market
Value in hard currency by that Shareholder in its notification to the Continuing
Sharcholders and such Continuing Shareholders may satisfy the requirements
of this Clause 10,6 by agreeing to pay such Fair Market Value in hard

currency.
10.7 TransFErOR'S CONTINUING OBLICATIONS

Each transferor of Shares shall remain bound by its obligations to keep information
confidentinl as provided in Clause 17.6, regardless of the fact that it has made a
transfer, for a period of 5 years from the date of the assignment.

10,8 RESTRICTIVE LEGEND

The Shareholders shall cause the Company to include on all certificates evidencing
the Shares the following restrictive legend:

"THE SALE, ASSIGNMENT, TRANSFER, PLEDGE OR
OTHER DISPOSITION OF THE SHARES EVIDENCED BY
THIS CERTIFICATE, OR OF ANY INTEREST IN THE
SHARES, S RESTRICTED BY THE TERMS OF THE
COMPANY'S BY-LAWS AND A REFINERY JOINT
DEVELOPMENT AGREEMENT DATED 2 OCTOBER,
2007 NO SUCH SALE, ASSIGNMENT, TRANSFER,
PLEDGE OR OTHER DISPOSITION SHALL BE
EFFECTIVE UNLESS AND UNTIL THE TERMS AND
CONDITIONS OF THE AFORESAID BY-LAWS AND
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10.9

10.10

10.11

10.12

10,13

1.2

JOINT DEVELOPMENT AGREEMENT SHALL HAVE
BEEN COMPLIED WITH IN FULL."

REGISTRATION OF SHARE TRANSFERS

The Sharchoiders promptly shall direct the Company to register, and the Company
promptly shall register any transfer of Shares which occurs in accordance with the
provisions of the By-Laws and this Agreement.

RESIGNATION OF NOMINEE

Immediately upon completion of the Transfer of all the Shares of any Party pursuant
o the provisions of this Classe 10, the Party transferring its Shares shall procure the
resignation of any Nominee which it has appointed to the Board of Directors without
such director being entitled to any elaim for damages or compencation for loss ol
office of any kind whatsoever.

INTTIAL PUBLIC OFFERING

An initial public offering of Shates may be made at any time with the consent of all
Shareholders.  Upon such consent, the Parties shall cooperate in the implementation

of such offering. Each Sharcholder may elect 1o participate in a public offering of
Shares on a pro rata basis.

TRANSFER NOT PERMITTED BY LAW
In the event that a Party is not permitted by law to exercise its preemptive right, then

the Party holding the right shall have the right to propose a third party legally
qualified purchaser who will be able to scquire the offered Shares.

GCOVERNMENTAL AUTHORISA TIONS

In the event that any assignment or traasfer of Shares under this Clause 10 shall be

subject to any Governmental Authorisation, such assignment or transfer shall not
bocome effective until such validation or approval has been obmined.

TERM OF ACREEMENT
COMMENCEMENT AND TERMINATION

This Agreement shall commence on the date hercof and shall terminate, subject to
Clause 12.5, upon the date the Sharcholders bave ¢cach agreed in writing 10 terminate
this Agreement. Subject to Clauses 9.3, 9.4, and 10.7, this Agreement shall no longer
spply to any Sharcholder upon that Sharsholder ceasing to hold Shares,

SURVIVAL

Without intending to exclude the provisions hercof which by their nature survive, the
provisions of Clauses 9, 12, 14 and 15 and Clavses 17,1, 17.6 and 17.14 and this
Clause 11.2 shall survive any completion or esrlier iermination of this Agreement.
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12.3

124

CONSEOUENCES OF TERMINATION

Where this Agreement is terminated, the obligaticas of the Sharcholders up fo und
including the date of termination shall not be affected, Where a Shareholder ceases
s involvement in the Company (by the sale or dilution of that Sharchelder's
Shareholding Interest), or by its withdrawal during the Development Phase), the
obligations of the continuing Shareholders under this Agreement shall not be affected
by that evest and the cbligations of the retiring Shar¢holder up o and including the
date of cessation of its involvement in the Project shall remain unaffected by tha
cvenl.

WINDING UP OF THE COMPANY
GENERAL

Upon termination of this Agreement pursuant to Clause |1 or upon dissolution of the
Company, the Company shall be liquidated in sccordance with the laws of the
jurisdiztion of incorporation of the Company, the requirements of this Clause 12 and
the By-Laws,

APPOINTMENT OF LIQUIDATOR

Subject 1o applicable law, a third party Hquidator (not being an Affiliaste of any
Sharcholder) selected by the Board of Directors shall be appointed who shall use
reasonable commercial efforts to sell or otherwise liguidate, or make a custodian
armangement for, the assets of the Company, zither as a going concern or as scparate
items, and shall scck to maximise the proceeds received for such assets and shall use
his best efforts o obtain the best prices for such assets. The Sharcholders shall be
bound by the terms of any sale or dispasition offected by a liquidator.

PURCHASE 3Y SHAREHOLDERS

Subject to applicable law and the provisions of Clause 12.2, cach Sharcholder may
bid for and purchase the assets of the Company to be sold or disposed of by the
liquidator,

DISTRIBUTION
Aficr estublishment of such cash rescrves as the liquidstor determines to be
reasonably aecessary to fund any contingent or foreseeable liability or obligation of

the Company, the liquidator shall distribute the proceeds of liquidation in the
following order, subject to the provisions of any applicable law:

(a)  first, to the payment of the liquidator’s reasonable expenses in liguidating the
Company;

(b)  second, to the payment of the reasonable expenses in causing the Company to
be liquidaied or wourd up;

(¢)  third, 1o creditors of the Company other than the Shareholders; and
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132

(d)  fourth, to the extent there is any surplus, to the Shareholders in respect of the
repayment of Shareholder Loans, if any; and the balance & 2 retum of capital
to the Shareholders in proportion to the paid-up nominal value of the total
Shares owned by each Shareholder at the time of any such distribution.

If any Sharcholder receives from the liquidator procesds in excess of what it is
entitled to receive under this Clause 124, it shall hold such excess proceeds in trust
for the other Sharcholder in proportion to their respective Sharcholding Interests and
shall promptly distribute such excess prooeeds to the other Shareholder.

TERMINATION ON COMPLETION OF LIQUIDATION

Upon completion of the liquidation of the Company. this Agreement shall be
terminated for all purposes, save as provided in Clause 11.2. Termination of this
Agreement in accordance with the provisions of this Clause 12.5 shall not affect any
rights or obligations which may have accrued to any Sharcholder before such

termination.
DISPUTE RESOLUTION

AMICABLE SETTLEMENT

The Parties shall attempt in good fxith to resolve nll disputes arising in connection
with the interprotation or application of the provisions of this Agreement or in
connection with the determination of any matters which are subject 10 objective
determination pursuant to this Agreement (cach, a "Dispute™) by mutual agreement in
scoordance with this Clavse 13, If a Dispute ariscs under this Agreement betwoen
twa or more Parties, any such Party may request that the Dispute be submitted to the
respective chicl exccutive officers of the Partics (o the Dispute for resolution. 11 such
chief executive officers fail to resolve the Dispute within 30 days of the date on which
the matter was first submitted 1o the lasi of e fur resolution, then any Party o the
Dispute may demand that such matter be resolved by binding arbitration, as provided
in Clanse 13.2.

ARBITRATION
(a) Submission 1o Arbitrstion

If any Dispute cannot be resolved between the Partics pursuant o Clause 131 or
otherwise, then sech Dispute shall be settied exclusively and finally by arbitration, 1!
is specifically understood and agreed that any Dispute that cannot be resolved
between the Parties shall be submitted to arbitration irespective of the magnitude
thereof, the amount in guestion or whether such Dispute would otherwise be
considered justiciable or ripe for resolution by any court or arbitral tribunal. This
Agreement and the rights and obligations of the Partics shall remain in full force and
effect pending the award in such arbitration proceeding, which award shall determine,
if the circumstances so require, whether and when termination of this Agreement shall
become effoctive.
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(b) Rules of Arbitration

Each arbitmtion shall follow the Rules of Arbitraticn and Conciligtion of the
International Chamber of Commerce as in effect on the date of this Agreement or
such other rules as agreed by the disputing Parties,

(¢)  Arbitral Tribunal
Fach arbitral tribunal shall consist of three independent arbitrators, appoimed as

follows:

()

(i)

)

if there are only two Parties to the Dispute:

(A)

(B)

the cleimant shall nominate one arbitralor and shall by notice
call on the other Party to the Dispute 10 nominale a second
arbitrator within 30 days of the notice, failing which such
arbitrator shall, at the request of the claimant, be appoinied by
the Intemational Court of Arbitration of the International
Chamber of Commerce (the "Appointing Authority”); and

the third arbitrator, who shall be the chairman of the arbitration
panel, shall be appointed by agreement between the two
arbitrators sppointed under parsgraph (A) above or, in default
of agreement within 30 days of the appointment of the second
arbitrator, on the nomination of the Appointing Authority at the
written request of either or both of the Parties 1o the Dispute,

if there are more than two Parties to the Dispute:

(A)

(B)

each Party © the arbitration shall propese to the other Partics
by notice the names of one or more Persons, one or more of
whom (up to three in total) would serve &s an arbitrator; and

if the Partics are unable 1o agree on all three arbitrators within
30 days of tho first notice given under paragraph (A) sbove,
then the Appointing Authority shall appoint the remaining
arbitrators a1 the writien request of any Party 1o the Dispuic,

Should & vacancy arise because any arbitrator dies, resigns, refuses to
act or becomes incapable of performing his functions, the vecancy
shall be filled by the method by which the arbitrator was originally
appointed.

(d)  Location of Arbitration

Each wrbitration shall be conducted in London, England and the Partics agree to
exciude any right of application 1o any court or tribunal of competent jurisdiction in
connection with any question of law arising in the course of any arbitration.

A
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(¢)  Language of Arbitration
The language to be used in each arbitration shall be English.
) Decision Final and Binding

Any decision or award of an arbitral tribunal appointed pursuant to this Clause 13.2
shall be by majority vote and shall be final and binding upon the Parties. The Parties
waive, 10 the extent permitted by law, any rights to appeal or any review of such
award by any court or tribunal of competent jurisdiction. The Parties agree that any
arbitrntion sward made may be enforced by a Party against assets of the relevant Party
wherever they are Jocated or may be found, and a judgment upoa any arbitration
pwird may be entered by any count having jurisdiction thereof. The Parties expressly
submit to the jurisdiction of any such court.

(g)  Ineligibility to act as Arbitmtor

No Person who is, or has been, an employee or agent of, or consultant or counsel to,
mny Party orany Affiliste of a Party shall be eligible to act as an arbitrator at any time.

(h) Cosss

The losing Party shall be accountsble for all the expenses incurred in the arbitration.
The Parties agree that such erbitrution tribunal shall take into account the time value
of the disputed amount in delermining any amount the arbitration tribunal may sward
to the prevailing Party.

(iy  Cooperation in good faith

Each Party shall cooperate in good faith to expedite to the maximum practicable
extent the conduct of any arbitration proceedings commenced under this Agreement
Any Party who believes that another Party has defaulted in its obligation o cooperate
under this Clause 132 may apply to the arbitmtors during the coerse of the
proceedings for a determination to that effect. 1f the arbitrators determine that s Party
has defaulted under this Clause 13.2, the final award shall contam an assessment
against the defaulting Party of all costs incurred by the non-defaulting Party in
connection with the orbitration resulling from that default, including, without
limitation, the reasonable fees and disbursements of its counsel.

REPRESENTATIONS AND WARRANTIES
THE GOVERNMENT'S WARRANTY

The Govemmen! warants and represents to Heritsge (and acknowledges and
vonfirms that Heritage is entering into this agreement on the basis of, and reliance
upon, such representation) that there are no disputes, litigation proceedings, land
claims, tribunals or legal uctions, whether pending, current or threatened, by any third
party in respect of the Project Assets or the transfer of the Project Assets as
contempiated by and in accordance with this Agreement.
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142 SHARFHOLDERS REPRESENTATIONS AND WARRANTIES

15
15.1

Each Shareholder represents and warrants 10 each other Sharcholder that (1o the extent
applicable):

(@) it is duly organised, validly existing as an entity and in good standing under
the laws of its constituting jurisdiction and has all requisite power and
suthority to own its property and assets and conduct its business as presently
conducted or proposed to he conduoted under this Agreement;

(b) it has the power and authority to execute, deliver and carry out the terms and
provisions of this Agreement, and it is and shall remain subject to civil and
private commercial law and suit with respect o its obligations under this
Agreement and the Project Documents to which it is, or will be, a party;

(¢)  all necessary action has been taken to authorise its execution, delivery and
performance of this Agreement. and this Agreement has been duly executed
and delivered by it and constitutes its valid, legal and binding obligation
enforccable against it in sccordance with its terms, subjest to bankruptey,
insolvency, reorganisation, moratorium or other similar laws affecting
creditors’ rights gonemlly;

(d) no Governmental Authorisation is required for its valid exccution, delivery
and performance under this Agreement except such as have been duly
obtzined or made; and

() nane of the execution or delivery of this Agreement, the performance of the
obligations in connection with the transactions contemplaied hereby or the
fulfilment of the wms aad conditlons hercof by thet Sharcholder will: (i)
conflict with or violate any provision of its constituting documents; (ii)
conflict with, violate or result in a breach of any law applicable w it and
currently in effect: or (iii) conflict with, violaste or resukt in & bresch of,
constitute & default under, any term or condition of any agreemont of
instrument to which it is a party or by which it orany of its propertics or assets
are bound.

INDEMNIFICATION AND LIABILITY
GENERAL LIABILITY AND INDEMNITY

Subject to Clause 15.2, each Sharcholder shall indemaify and held harmless cach
other Sharcholder, its respective Affiliates and the respective directors, employees,
servants and agents of such other Sharcholder and such Affilistes, against any
liability, loss, damage, claim or expense (including reasonable legal fees and
expenses) and fines or penalties of whatever nature, ansing out of or in connection
with, any breach or misrepresentation by the indemnifying Sharcholder under this
Agreement.  This indemnity s in addition to all other rights and remedics a
Shareholder may have aguinst esch other Sharcholder for breach of the defaulting
Sharcholder's obligations under this Agreement.
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CONSEQUENTIAL DAMAGES

Notwithstanding anything to the contrary set forth clsewhere in this Agreement, no
Shareholder shall, in any event, be liable under this Agreement to any other
Sharcholder for any incidental, indirect, special. punitive, exemplary or conseqeential
loss or damages arising out of, or in coanection with, this Agreement, including loss
of resenue, loss of profits, loss of product, cost of capital and loss of business
reputation or opportunity, whether such liability arises out of contract, tort (including
negligence), strict Liability, statute or otherwise, end each Shareholder relesses the
other Shareholder from such liability.

FORCE MAJEURE
FORCE MAJEURE EVENT

"Force Majeure Event” means any act or event that prevents the affected Party from
performing its obligations under this Agreement or complying with any conditions
required by any other Party under this Agreement if such act or event is beyond the
reasonable control of the affected Party and of any Affiliate of the affected Party and
not the fault of the affected Party or of any Affiliate of the affected Party, and sach
Party has been unable to overcome such act or event which falls within one or more of
the following categories: flood, tornado, hurricane, typhoon, lightning, carthquake,
fire, explosion, civil disturbance, war, rot, rebellion, disastrous maritime collision or
sinking, act of God or the public enemy, strikes or lebour disputes (of the kinds
descrided in the next sentence) or action of & cournt or public authority, Strikes and
labour disputes of the following kinds only, namely, national strikes and labour
disputes not aimed mainly at the affected Party or at an Affiliate of the affected Party
(where a trade or labour union has requested or required all or a majority of its
members to engage in the relevant strike or labour dispute), shall be considered to be
Force Majeure Events, Any other strikes or labour disputes, collective bargaining
agreements of any Party or of any Affiliate of any Party resulting in a delay or
stoppege of the services and other work hereunder; lale delivery of equipment or
materinls (not caused by @ Force Majeure Event); and economic hardship, are
explicitly excluded from a Force Majeure Event and are solely the responsibility of
the affected Party.

BURDEN OF PROOF

In the event that the Partics are unable in good faith to agree that a Force Majeure
Event has occurred, or the effect thersof, the Parties shall submit the dispute to
arbitration pursuant to Clause 13, provided that the burden of proof as to whether ¢
Force Majeure Event has occurred shall be upon the Party claiming a Force Majeure
Event.

EXCUSED PERFORMANCE

If any Party is rendered wholly or partially unable to perform its obligations under this
Agreement because of a Force Majeuwre Evont, such Party will be excused from
whatever performance is affected by the Force Majesre Event to the extent so
affected: provided that:
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(@)  the non-performing Party shall give the other Parties prompt notice describing
the particalars of the occurrence, including an estimation of ils expected
duration and probably impact on the performance of such Party's obligations
hereander and continue 1o furmish timely regular reports with respect thereto
during the continuation of the Force Majeure Event;

(b)  the cuspension of performance shall be of no greater scope and of no onger
duration than is reasonably required by the Force Majeure Event;

(¢)  no liability of any Party that arose before the occurrence of the Force Mujeure
Event eausing the suspension of performance shall be excused as a result of
the cccurrence;

(d)  the son-performing Party shall exercise all reasonable efforts to mitigate or
limit damages to the other Parties;

(2)  the non-performing Party shall use its best endenvolirs to coatinue to perform
its obligations hereunder and (o correct or cure the event or condition excusing
performance; and

n when the non-performing Party is able to rsume pedformance of its
obligations under this Agreement, such Party shall give the other Parties
written notice to that effoct and shall promptly resume performance hereunder.

OrneER EXCUSED PERFORMANCE

If by cr under the autherity of any Govemmental Authority, all or a substantial past of
the Shares or the shares of a Party which is a private company or the whole or a
substantial part of the revenues or assets of the Compuany or a Party which is a private
compeny is nationalised, cenfiscated or expropristed then: (i) in the case of the
Company, coch Party will be excused from the performunce of its obligations
hereunder; and (i) in the case of an affected Party, it will be excused from the
performance of its obligations hereunder.

MISCELLANEOUS
NOTICES

Excepl as otherwise specificd in this Agroement, any notice, demand for information
or documenis required or authorised by this Agreement 10 be given to a Party shall, be
glven in writing end shall be sufficicatly given if tmnsmitted and clearly recoived by
facsimile transmission addressed as set out below, with & confirming copy in writing
or if delivered by registered air mail, courier or hand delivered against writien receipt
10 the address set out below or to sach other address as such Party may designate from
time to time, by notice given in sccordance with this Clause 17.1.  All notices
sddressed and sent in nccordance with this Clause 17,1 shall be effective upon actual
delivery or receipt thereof, provided that all such notices shall be deemed received at
the expiration of 5 days from the time the notice is sent (irrespective of method). The
address for the delivery of notices, information or documents to each Party and the
respective telephone and facsimile numbers are as follows:
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THE GOVERNMENT

Address:

Ministry of Natural Resources
Kurdistan Regional Government

Erbil, Kurdistan

Email; mor@Kkrgoil.com

HERITAGE

Address: Hirzel Court, St Peter Port, Guernsey, Channel Islunds, GY 1 2NL
Attention: The Directors

Tel: +44 1481 727 664

Fax: +44 1481 724 662

AMENDMENTS

No amendment of any provision of this Agreement shall be effective unless it is in
writing and signed by each Party.

WAIVER

No waiver of any provision of this Agreement shall be effective unless it is in writing
and signed by cach Party who is waiving rights or against whom the waiver is claimed
and cach such waiver shall be effective only in the specific instance and for the
specified purpose for which it was given. In addition, no failure on the part of any
Party 10 exercise, and no course of dealing with respect to, and no delay in exercising
any right, power or remedy under this Agreement shall operate as o waiver thereof.
The rights and remedies provided in this Agreement shall be cumulative and nol
exclusive of any nights or remedics proyided by law.

ENTIRE AGREEMENT

This Agreement, and the applicable provisions of the PSA, constitute the entire
understanding between the Parties and supersedes any and all  previous
understandings, whether written or oral, between the Partics with respect to the
subject matter hereof.

SEVERABILITY

Any provision of this Agreement that is prohibited or unenforceable in any
jurisdiction shall not invalidate or render unenforceable such provision in any other
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jurisdiction, and shall not invalidate or render unenforcesble any of the other
provisions hereof in any jurisdiction.

17.6  CONFIDENTIAL INFORMATION

The Parties agree that all information and data acquired or obtained by any
Party in relation to the Company and the Project that is either marked
"confidential” or is by its naturc intended to be for the knowledge of the
recipient slone, shall be considered confidential mnd shall be kept confidential
and shall not be disclosed during the term of this Agreement and for a period
of S years after the expiration or earlier termination of this Agreement 1o any
Person or entity who is nota Party except:

(a)

(i)

(i)

(iii)

(iv)

(v}

(vi)

(vii)

(viii)

(ix)

with the prior written corsent of the Party that originally disclosed the
confidential information;

to an Affiliate, provided that such Affiliate maintaing confidentiality as
provided m this Clause 17.6;

10 3 Governmental Authority when required by applicable law;

1o the extent that such data and information is required to be furnished
in compliance with any applicable laws or regulations or pursuant to
any legal proceedings or becsuse of any order of any court binding
upon a Party;

subject to Clause 17.6(b), to a bona fide prospective Transferce
(including an entity with whom a Sharehelder is conducting bona fide
ncgotintions dirccted toward o merger, consolidation or the sale of &
majority of its or an AfTiliate's shares);

subject to Clause 17.6(b), to a third party consultant engaged to
preparc a document required for any of the Company's funding

reguirements;

10 & bank or other financial institution, to the extent necessary for @
Party arranging for funding of its obligations under this Agreement;

10 the extent thist such dats and information must be disclosed pursuant
10 any rules or requirements of any government or stock exchange
having Jurisdiction over such Party or its Affiliates, provided that if
any Party desires to disclose informatica in an annual or periodic
report to its or its Affilistes' sharcholders and 10 the public, and such
disclosure is not required purssant to any rules or requirements of any
government o stock cxchange, then such Party shall comply with this
Clanse 17.6;

10 its respective employees acting in connection with the Company or
the Project and to its legal counsel, auditors and other consultants,
subject 1o cach Party taking customary precautions (o ensure such data
and information are kept confidential;
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{(x) where any dasta or informaticn which, through no fault of a Party,
becomes part of the public domain;

(xi) where any data or information was previously ksown on & non-
confidential basic by such Party; and

(xii) where any dats or information is later lawfully scquired by such Party
from sources other thaa the Party who originally fumished such
confidential information to such Party, which sources are not bound to
keep such data confidential,

(b)  Disclosure pursuant to paragraphs (v) and (vi) of Clause 17.6(a) shall not be
made unless, before such disclosure, the disclosing Party has obtained s
writien undertaking from the recipient Party to keep the data and information
strictly confidential and not to use or disclose the data and information except
for the express purpose for which disclosure is to be made,

(¢)  If this Agreement is terminated, such Party and its Affiliates will, and will use
their best cfforts 1o cause their respective officers, directors, employees,
accountants, counsel, consultants, advisors and agents 1o, destroy or deliver to
the Party which originally fumished such confidentisl information to such
Party, upon request, all documents and other masorials and all copies thereof,
obtained by such Party or its Affiligies in conpection with this Agreement that
are subject to such confidence. The obligations of each Sharcholder under this
Clause 17.6 shall suryive termination of this Agreement.

(d) Al confidential information shall be used by the receiving Party only for the
purpose of their involvement in the Company.

{¢)  Confidential information is, and shall remain, owned by, and proprietary to,
the disclosing Party and its Affiliates. The disclosing Party and s Affiliates
reserve the right to disclose, assign, tronsfer, sell, trade and license its
Confidential Information, in whole or in part, al any time and from tme to
time, to any Person, entity or governmental body in their sole discretion
without obtaining any consent from, or providing any notice to, the receiving
Party.

PUBLIC ANNOUNCEMENTS

If a Party wishes to issuc or make any public anncuncement or statement in any way
connected with this Agreement, the Company or the Project, it shall not do so unless,
before its release, that Party furmishes the other Perties with a copy of such
annoincement or statement and obtains the approval of the other Parties, except that
no Party shall be prohibited from issuing or making any such public announcement or
statement if it is necessary to do 0 in order to comply with the applicable laws, rules
or regulations of any Govemmental Authority, legal proceedings or stock exchange
having jurisdiction over such Party us set out in paragraphs (iii) and (viii) of Clause
17.6{s) In addition, where any proposed public ammouncement or statement of a type
described in this Clause 17.7 identifies or otherwise refers to a Party (other than the
propesed issuer of the announcement or statement), such announcement or statement
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17.8

17.9

17.10

17.11

17.12

17.13

17.14

dhall pot be made without the prior consent of the Party so identified or otherwise
referred to.

FURTHER ASSURANCES

Each Party agrees to do, or cause to be done, all acts and things and to éxecule and
deliver such further written agreements and instruments, as may from time Lo time be
reasonably required 1o carry out the terms and provisions of this Agreement.

Ser-Ory

All paymonts to be made by any Sharcholder under this Agreement shall be made
without set-ofT or deduction on any account whatsoever,

NO THIRD PERSON RIGHTS

This Agreement is not for the benefit of any Persen or entity other than the Parties,
and no other Persan or entity shall be deemed to be a third party beneficiary hereof or
entitled to any benefits hereunder.

CURRENCY OF PAYMENT

Payments to be made by or to any Party shall be denominated and payable in US.
Dollurs, unless otherwise determined by the Partics to be in another freely
exchangeable cumrency, and any payments made prior to this Agreement shail be
denominated in U.S. Dollars ot the applicable exchange rate then prevailing at the
time of such payment. Except where otherwise expressly provided herein, all
payments under this Agreement shall be made by transfer or credit of funds (o the
designated sccount of the Party entitled w0 receive such payment.

COUNTERPARTS

This Agreement may be executed in more than one counterpart, each of which shall
be deemed to be an original.

WAIVER OF IMMUNITY

To the extent that any of the Parties may be or hereafler become entitied, in any
jurisdistion, to cliim for itself or its property, assets or revenses, immunity (for any
reason whatsoever) in respect of its obligations under this Agreement from service of
process, suil, jurisdiction of any court, judgment, oeder, award, sttnchment (before or
after judgment or award), setoff, execution of a judgment or other legal process, and
to the extent that in any such jurisdiction there may be attributed to such Party or any
of ils property, assets or revenues such an immunity (whether or not claimed), cach
Party hercby irrevocably agrees aot to claim and herchy irrovocably waives such
immunity to the fullest extent permitied by the laws of such junsdiction,

GOVERNING LAW

This Agrcement shall be govemed by, construed, interpreted and applied in
sccordance with the laws of England and the Partics agree to submit to the jurisdiction
of the Courts of England.
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17.15

17.16

17.17

\O\

CONFLICTS

In the event of any conflict between this Agreement and the By-Laws, the provisions
of this Agreemant shall prevail. In addition, the Sharcholders shall take all action
necessary or desirable 1o effect oll amendments to the By-Laws to avoid any such
conflicts.

EXPENSES

Except as otherwise provided herein, all costs and expenses incurred in connection
with this Agreement shall be paid by the Party incuming such cost or expense.

SUCCESSORS AND ASSIGNS

The provisions of this Agreement shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns; provided that no Party may assign,
delepate or otherwise imnsfer any of its rights or obligations under this Agreemen

without the prior written consent of the other Parties, except otherwise provided
herein.
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IN WITNESS WHEREOF, the Parties, by their respective officers duly authorised, have
caused this Agreement to be duly exccuted and delivered as of the date hereol.
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THE KURDISTAN  REGIONAL
GOVERNMENT OF IRAQ

BY M =
Ashti Hawrami

Minister of Natural Resources

On behalf of the Ministry of Natural
Resources in the Kurdistan Region

HERITAGE ENERGY MIDDLE
EAST LIMITED
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