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OPERATING AGREEMENT

THIS AGREEMENT is made as of the 29 day of October, 2012 (the “Effective Date”y umong Pivity
Hidroearburos 8.R.L., a compuny sxisting under the laws of Paraguay (hersinafter referred fo as “Plrity”™) and
President Encroy Paragaay SA. a company existing under the laws of Paraguay (hercinafier referred to as
“President”), The compantes named above, and their respective successors and assignees {if any), may sometimes
individually be referred to as “Parly” and collectively as the “Parties”.

WITNESSETH:

WHEREAS, Pirity entered into that cortain Concession Contract enacted 65 Paraguayan Law No, 3479 on
April 28, 2008, as amended (the “Contraet” as further hersinafter defined), which was signed into law by the
Executive Branch o May 13, 2008 by and between Pirity Hidrocarburos S.R.L., and the Ministry of Public Works
and Conmumications “MOPC,” a Ministry of the Government of the Republic of Paraguay for the exploration,
development and production of hydracarbons in the Contract Aves;

WHEREAS, the Parties have entered into an Iuteruational Farmout Agrecment dated as of September 11,

o Yo PR TS T N LU £ S NN 2 . . .
22, a5 amended (he “Farment Agresment™), parssant do which Pidty assigned o President cerfain, and

President has the right to earn zdditional, Participating Interests in accordance with the terms of the Farmout
Agreement; and

WHEREAS, the Parties desire to define their respective rights and obligations with respect fo their
opsrations under the Contract;

NOW, THEREFORE, in consideration of the premises and the mutual covenants and agreements and
oblgations set out below and to be performed, the Parties agree s follows:

ARTICLE {
DEFINITIONS

As used in this Agrecmen, the following words and terms shall have the meaning ascribed to them below:
L1 Accounting Procedure means the rules, provisions and conditions contained in Exhibit A.
12 AFE means an authorization for expenditure pursuant to Article 6.7.

L3 Affiliate means a legal entity which Controls, or is Controlled by, or which is Controlled by an entity which
Controls, a Party.

1.4 Agreed Interest Rate means interest compounded on a monthly basis, at the rate per annum equal to the
one (1) month term, London Interbank Offered Rate (LIBOR rate) for UL.S. dollar deposits, as published in
London by the Financial Times or if not published, then by The Wall Street Journal, plus FIVE (5%)
percentage points, applicable on the first Business Day prior to the due date of payment and thereafter on
the first Business Day of each succeeding calendar month, If the aforesaid rufe Is conirary to any
applicable msiry law, the rate of interest to be charged shall be the maximuw rate permitied by snch
applicable law.

15 Agreement mesns this agreement, together with the Exhibits attached to this sgreemant, and any extension,
renewal or amendment hereof agreed to in wriling by the Parties.

Lé Appraisal Well means anty well (other than an Exploration Well or a Development Welly whose purposs at
the time of commencement of drilling such well is to appraise the extent or the volume of Hydrocarbon
reserves contained in an existing Discovery.
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Basiness Day means a Day on which the banks in Pavaguay are customarily open for business.

Calendar (Juarter weans a period of three (3) months commencing with January 1 and ending on the
following March 31, a period of tiee (3) months commencing with Apsil | and ending on the bllowing
June 30, a period of three (3) months commencing with July t and ending on the following September 30,
or a period of three (3) months commencing with October | and ending on the following Decetnber 31, all
in accordance with the Gregorian Calendar.

Calendar Year means a period of twelve (12) months commeneing with January 1 and ending on the
following December 21 according to the Gregorian Calendar,

Conmercial Discovery means any Discovery that is sufficient to entitle the Parties to apply for
authorization from the Government to commence exploitation.

Completion means an operation intended 1o complete 3 well through the Christmas tree as a producer of
Hydrocarbons in one or more Zones, including the setting of praduction casing, perforating, stimulating the
well and preduction Testing conducted in such operation. “Complete” and other derivatives shall be
construed accordingly.

Consenting Party means a Party who agrees to participate in and pay its share of the cost of an Exclusive
Qperation.

Consequential Loss means any loss, danages, costs, expenses or labilities caused {(divectly or indivectly)
by any of the following arising out of, relating to, or connected with this Agteement or the operations
carried out under this Agreement: (i} reservoir or formation damage; (i) inability to produce, use or dispose
of Hydrosarbons; (iii) loss or deferment of income; (iv) punitive dumages; or (v) other indirsct damages or
losses whether or not similar to the foregoing.

Contract means the instrument identified in the recitals to this Agreement and any extension, renewal or
amendment thereto.

Contract Area weans as of the Effective Dale the area that is described in Exhibit B. The perimeter or
perimeters of the Contract Area shall correspond to that area covered by the Contrset, as such arca may
vary from time to time during the term of validity of the Contract,

Control means the ownership dircotly or indirectly of more than fifty (50) percent of the voting rights in a
legal entity. “Controls”, “Controlled by” and other derivatives shull be construed accordingly.

Crude Ol means all crude oils, condeénsates, and natural gas lignids at atmosgheric pressure which are
subject to and covered by the Contract.

Day means g calendar day unless otherwise specificaily provided.

Deepentng means an operation whereby a well is drilled to an objective Zone below the decpest Zone m
which the well was previously drifled, or below the deepest Zone proposed in the associated AFE (f
required), whichever is the deeper. "“Deepen® and other devivatives shafl be constrned accordingly,

Development Plan means a plan for the development of Hydrocarbons from an Exploitation Area.

Deyetapment Well means any well drilled for the production of Hydrocarbons pursuant to a Development
Plan,

Discavery means the discovery of an accumulation of Hydrocarbons whose existence until that moment
was uhproven by dritling.
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Dispute means any dispute, controversy or chaim (of any and every kind or type, whether based on contract,
tort, statute, regulation, or otherwise) arising out of, relating to, or connected with this Agresment or the
operations carried out under this Agreement, including any dispute as to the construction, validity,
interpretation, enforceability or breach of this Agreenent.

Entitlement means that quantity of Hydrocarbons (excluding all quartities used or lost in Joiut Operations)
of which u Party has the right and obligation to take delivery pursuant to the terms of this Agrsement and
the Contract, as such rights and obligations may be adjusted by the terms of any lifting, balancing and other
disposition agreements enteved into pursuant to Article 9,

Envirenmenial Loss means any loss, damages, costs, expenses or lHabilities {other than Consequentisl
Loss) caused by a discharge of Hydrocarbons, pollutants or other contaminanis info or onto any wpedium
(such as land, surface water, ground water andfor air) arising out of, relating to, or connected with this
Agreement or the operations carried out under this Agreenient, including ay of the following: (i} injury or
damage to, or destruction of, natural resources ot seal or personal property; (1) cost of pollution control,
cleanup and removal; (iii) cost of restoration of natural resources; and (iv} fines, penalties or other
assessments.

Exclusive Operation means thoss sperations and activities carried out purstsnt to this Agreament, the costs
of which are churgeable to the account of less than all the Parties.

Exclusive Well means a well drilled pursnant to an Exclusive Operation,

Exploitation Area means that part of the Coutiact Area which is established for development of a
Commercial Discovery pursuant to the Contract or, if the Contract does ot establish an exploitation ares,
then that part of the Contract Aree which is delineated as the exploitation mea in 4 Development Plan
approved as a Joint Operation or as an Exclusive Operation.

Exploitation Period means any and all periods of exploitation during which the production and removal of
Hydrocarbons is permitted under the Contract.

Explovationt Peripd means any and all periods of exploration set out in the Contract,

Exploration Well weans any well the parpose of which at the time of the commencément of drilling is to
explore for an acewmulation of Hydrocarbons, which accurulation was at that time unproven by drilling,

Farmont Agreement is delined in the Recitals to this Agreement,

G & G Data means only gealogical, geophysical and geochemical data and other similar informatios that is
not obtained through a well bore.

Goverrmment means the government of the Republic of Paraguay and any political subdivision; agency or
tnstrumientality thereof, including the Government Ol & Gas Company.

Government Oil & Gas Company means Petrdleos Paraguayos (PETROPAR).

Gruss Negligence 7 Witlful Misconduct meaus any act or failure Yo sct (whether sole, joint or congurrent)
by any person or entity which was intended to cause, or which was in reckless disregard of or wanton
indifference to, harmful consequences such person or entity knew, or should have known, such act or
failure would have on the safety or property of another person or entity.

Hydrocarbons means all substances which are subject to and covered by the Contract, including Crude Oil
and Natural Gas.

Joint Acconnt means the accounts maintained by Operator in accordance with the provisions of this
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Agreement, including the Accounting Procedure,

Foint Operatfons means those operations and activities easried out by Operator pursaant fo this Agreement,
the costs of which arechargeable to all Parties.

Joint Propery means, at any point in time, all wells, Tacilities, cquipment, materials, information, funds
and property (other than Hydrocarbons} held for use in Joint Operations,

Laws / Regulations means those laws, stattes, rules and regulations governing activities under the
Contract.

Minimunut Work Obligations means those work mnd/or expenditare obligations specified in the Contract
that must be performed in order 1o satisfy the obligations of the Contract.

Natiral Gas means all gaseous hydrocacbons (including wet gus, dry pas and residue gas) which are
subject o and covered by the Contract, but excluding Crude Oil.

Non-Consenting Party means cach Party who elects not to participate in an Exclusive Operation.
Non-Operator means each Party to this Agreement other than Opsrator,

Operating Conmitree means the committee constituted in accordance with Artigle 5.

Operator means a Party to this Agreement designated as such in accordance with Articles 4 or 7.12(F).

Participating Interpst means as to any Party, the undivided interest of such Party {expressed as a
percentage of the total interests of all Partfes) in the rights and obligations derived from the Parties’ interest
in the Contract and this Agreement.

Flugging Back means a single operation whereby a deeper Zone is sbandoned in order to attempt a
Completion in a shallower Zone, “Plug Back” and other derivatives shall be copstined accordingly.

Recompletion means an operation whereby a Completion in one Zoné is abandoned in order to atfemnpt a
Completion in a different Zone within the existing wellbore. “Recomplete” and other derivatives shall be
construed accordingly.

Reworking means an operation conducted in the wellbore of a well affer it is Completed to secure, restore,
or improve production in a Zone which is currently open to production in the wellbore. Such operations
include well stimulation operatious, but exclude any routine repair or maintenance work, or drilling,
Sidetracking, Decpening, Completing, Recompleting, ot Plugging Back of a well. “Rework” aud other
derivatives shall be coustrued accordingly,

Security means (i) a guarantee or standby letter of eredit issued by a bank; (i) an on:demand bond issued
by a surety corporation; (iii) a corporate guarimtes; (iv) auy financia! sectvity required by the Contract or
this Agreement; and {v) any financial security agreed from time to time by the Parties; provided, however,
that the bank, surety or corporation issuing the guarantee, standby letter of credit, bond or other security (as
applicable) has a credit rating indicating it has a sufficient worth {0 pay ifs obligations in all reasonably
foreseeable circumstances.

Senior Supervivory Personnel means, with respect to a Paty, any individual who functions as its
designated juanager or supervisor who is responsible for or in charge of ausite drilling, construction or
production and related operations, or auy other ficld operations and sny individual who functions for such
Party or ane of its Affiliates at a management level equivalent to or superior to the tier selected, or any
officer or director of such Party or one of its Affiliates,




L34 Sidetracking means the directional control and intentional deviation of a well from vertical so a8 to change
the bottom liole Jocation unless done to straighten the hole or to drill around junk in the hole or to
overcoue other mechanical difficnlties. “Sidetrack” and other derivatives shall be construed accordingly.

1.55  Testing means an aperation intended to evaluate the capacity of & Zone to produce Hydrocathons, “Fese”
and other derivatives shall be construed accardingly.

156 Third Party ORRI means the 5% overriding royalty interest granted by Pirity to Dr. Fernaudo Wiens and
Lic. Amold Klassen,

1.57  Urgent Operational Mutters has the meaning ascribed to it in Article 5. 12(AX(1).

1.58 Wark Program and Budget means a work program for Joint Operations and budyet therelor as deséribed
and approved it accordance with Article 6.

1.5%  Zone meaus a stratum of earth containing or thought to contain an accurmulation of Hydrocarhons
separately producible from any other accumulation of Hydrocarbons.

ARTICLE 2
EFFECTIVE DATE AND TERM

This Agreement shall havs sffoct from the Effective Date (as defined in the preamble to this Agreement)
and shall continue in effect until the follawing occur in accordance with the terms of this Agreement: the Contract
terminates; all materials, equipment and personal property used in connection with Joitt Operations or Exclusive
Opetations bave been disposed of or removed; and final settlement (including settlemont in relation to any financial
audit carried out pursuant to the Accounting Procedure) lias been inade, Notwithstanding the preceding sentence: (i)
Article 10 shall remain in effect until all abandonment obligations under the Contract have been satisfied; and (i)
Article 4.5, Article 8, Article 15.2, Article 18 and the indemnity obligation under Article 20.1 (A) shall remain in
effect until alf obligations have been extinguished and all Disputes have been resolved. Termination of this
Agreement shall be without prejudice to any rights and obligations arising out of or in connection with this
Agreement which have vested, matired or acorued prior fo such termination.

ARTICLE3
SCOPE
31 Seope
(A) The purpose of this Agreement is to establish the respective rights and obligations of the Parties

with regard to operations under the Coulract, including the joint exploration, appraisal,
development, production and disposition of Hydrocarbons from the Contract Area.

{B) For greater vertainty, the Parties confinm that, except to the extent expressly included in the
Contract, the following activities are outside of the scope of this Agreement and are not addressed

herein:

H construction, operation, ownership, maintenance, repair aud removal of facilites
downstream from the delivery point (as detenmined under Axticle 9) of the Parties’
Entitlemnents;

{2} transportation of the Parties” Entitlernents downstréam from the delivery point (as
determined under Asticle 9;

(3) marketing and sales of Hydrocarbons, except as expressly provided in Auticle 7.12(E),

Article 8.4 and Asticle 9;
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4.1

{4 sequisition of vights to explore for, appraise, develop or produce Hydrocarbons owside of
the Contract Area (other than 85 a consequence of unitization with an adjoining contract
area under the ternis of the Contract); and

{5 exploration, appraisal, development or production of minerals other than Hydracarbous,
whether inside or outside of the Contract Area,

Participating Interext

ey The Participating Tntorests of the Parties as of the Effective Date ure:

President 11.8%
Pirity 88.2%
B If a Party transfers all or part of its Participating Interest pursuant fo the provisions of this

Agreement and the Contract, the Participating Interests of the Parties shall be revised accordingly.
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(A) Unless otherwise provided in this Agreement, all the rights ard interests in and under the Contract,

all Joint Property, and any Hydrocarbons produced from the Coutract Aren shall, subjeci to the
terms of the Contract, be owued by the Parties in accordance with their respective Participating
Interests,

(B} Unless otherwise provided in this Agreement, the obligations of the Parties under the Contract and
all Hiabilities and expenses. incurved by Operator i connection with Joint Operations shall be
charged to the Joint Account and all credits to the Joint Account shall be shared by the Pariies, in
accordance with their respective Participating Intercsts.

) Each Party shall pay when due, In accordance with the Accounting Procedure, its Participating
Interest shave of Joint Account expenses, including cash advances and interest, accrued pursuant fo
this Agreentent. A Party’s payment of any charge under this Agreement shall be without prejudice
to its right to later contest the charge.

[{9)) Notwithstanding anything stated in this Agreement to the contrary, the terms and provisions of this
Agreement are made expressly subject to the teims of the Farmout Agreement (including, without
limitation, ceitain disproportionate sharing of certain costs, liabilities and obligatiois of President
and Pirity until the sooner of the Earning Obligations are satisfied, or if znd when Section 4.2 of
the Farmout. Agreement applies (both as defined therein) or until the Farmowt Agresment is
teniningted, in accordance with the terms thereof), and to the extent that there is any conflict
betwsen the tertus and provisions of this Agreement and the terms and provisions of the Farmout
Agreement, the terms and provisions of the Farmout Agreement shall govern and control,

(E) All Participaling Interests are expressly made subject to and shall be burdened by the Third Party
ORRI and each Party shall bear its proportionate Participaiing Interest share of obligations and
Habilities attributable to the Third Party QORRI.

ARTICLE 4
OPERATOR

Designation of Operator

President is designated as Operator and agrees to act as such in accordance with this Agreement,




4.2 Rights and Buties of Operator

(A)

®)

Subject to the terms and conditions of this Agreeent, Operator shall have all of the rights,
functions and duties of Operator under the Contract and shall have exclusive charge of and shall
conduct all Joint Operations. Operator may employ independent contractors and agents (which
independent contractors snd agents may include an Affiliate of Operator, a Non-Operator, or an
Affiliate of a Nan-Operator) in such Joint Operations,

[un the conduct of Joint Operations Qperator shall:

M

(€))

“)

{5)

®

M

&

(10)

perform Joint Operations in accordance with the provisions of the Confract, the Laws /
Regulations, this Agreement, and the decisions of the Opurating Committee not in
conflict with this Agreement;

conduet all Joint Operations in a diligent, safe and efficient mannet in accordance with
such good and prudent petroleum indusiry practices and fieJd conservation principles as
are generally followed by the international petroleum -industry onder similar
circumstances;

exercise due care with respsct to the receipt, payment and accounting of funds in
accordance with good and prudent practices as are generally followed by the inteinational
petroleum industry under similar circuimstances;

subject to Article 4.6 and the Accounting Procedure, neither gain a profit nor suffer a loss
as aresult of being the Operator in its conduct of Joint Operations, provided that Operator
may rely upon Operating Committee approval of specific accounting practices not in
cunflict with the Accounting Provediirs;

perform the duties for the Operating Conunittee set out in Article 5, and prepare and
submit to the Operating Committee proposed Work Programs and Budgets and (if
requiretd) AFEs, as provided in Article 6;

acquire-all permits, consents, approvals, and surface or other rights that may be required
for or in connection with the conduct of Joint Operations,

upon receipt of reasonable advance notice, permit the representatives of any of the Parfies
to have at ail reasonable times daring novmal business hours and at their own risk and
expense reasonable access to the Joint Operations with the right to observe all Joint
Operations and to inspect alf Joint Property and to conduct financial audits as provided in
the Accounting Procedure;

undertake to maintain the Contract in full force and effect in accordance with such good
and prudent petroleum industry practices as are generally followed by the international
petroleum industry under similar circumstances. Operator shall timely pay and discharge
all liabilities and expenses incwred in connection with Joint Operations and use its
reasonable endeavors to keep and maintain the Joint Property free from all liens, charges
and encumbrances arising out of Joiut Operations;

pay to the Government for the Joint Account, within the periods and in the mamer
prescribed by the Contract and the Laws / Regulations, all periodic payments, royalties,
taxes, fees and other payments pertaining to Joint Operations but excluding any taxes
measured by the incomes of the Parties;

carry out the obligations of Operator pursnant to the Contract, including preparing and
furnishing such reports, records and information as may be required pursuant 1o the
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(12

(13)

(14
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Contract;

have, in accordance with any decisions of the Operating Committee, the exclusive right
and nbligation to represent the Parties in all dealings with the Govermment with raspect to
matters wrising under the Contract and Joint Operations. Operator shall notify the other
Parties as soon as possible of such meetings, Snbject to the Contract and any necessary
Govemnment approvals, Non-Optrators shall have the right to attend any meetings with
the Government with respect fo such matters, but only in the capacity of observers,
Nothing contained in this Agreement shall restrict any Party from holding discussions
with the Government with respect to any issue peculiar fo its particular business infevests
arising under the Contract or this Agreement, but in such event such Party shall promptly
advige the Parties, if possible, before and in any event promptly after sueh discussions,
provided that such Party shall not be required to divilge to the Parties any matters
discussed to the extent the same involve propristary information or matters not affecting
the Parties;

in accordance with Article 9.3 and any decisions of the Operating Committee, assess {to
the extent lawful) altematives for the disposition of Natural Gas from a Discovery;

in casg of an emergéncy {including a significant fire, explosion, Natural Gas release,
Crude Oil release, o sabotage; incident involving loss of life, serions injury fo an
employee, contractor, or third party, or serfous property damage; strikes and riots; or
evacuations of Operator personnel): (i) take all necessary and proper measures for the
protection of life, health, the environment and property; and (if) as soon as reasanably
practicable, report to Non-Operators the details of such event and any measures Operator
has taken or plans to take in response thereto;

establish and implement pursuant to Asticle 4.12 an HSE plan to govern Joint Operations
which is designed to ensure complisnce with applicable HSE laws, rules and regulations
and this Agreemaent;

include, to the extent practical, in its contracts with independent contractors and (o the
exteat lawful, provisions which:

(a) establish that such contractors can only enforce their contracts agdinst Operator;
)] perit Operator, on behalf of itself and Non-Operators, to enforce contractual
indeninities against, and recover losses and damages suffered by them (insofar

as recovered under their contracts) from, such contractors; and

{c) require suck contractors to take insurance required by Article 4.7(FD).

4.3 Operator Personnel

(A)

(B)

Operator shall engage or retain only such employees, Secondess, contractors, consulfants and
agetits as are reasonably necessary to conduct Joint Operations: For the purposes of this Article
4.3, “Secondee™ means an employee of a Non-Operator (or #ts Affiliate) who is seconded to
Operator to provide services under a setondment agreement to be negotiated and entered into
between Operator and such Non-Operator; and “Secondntent” means placement within Operator's
organization in accordance with this Articls 4.3 of one or more persons who are employed by a
Non-Operator or an Affiliate.

Subject to the Contract and this Agreement, Operator shall deferming the number of employees,
Secondees, contractors, consultants and agents, the selection of suchpersons, their hours of wark,
and (except for Secondees) the compensation to be paid to all such persons in conmestion with
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Joint Operations.

No Secondment may be implemented except (i) in situations requiring particular expertise or
involving projects of a technical, operational or cconomically challenging nuture; and (if) in the
manner set out in paragraphs (1) to (7) below.,
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5)

©
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Any Party may propose Sccondment for a designated purpose related to Joint Operations.
Any proposal for Secondment must include the;

(a) designated prrpose and scope of Secondment, including duties, responsibilities,
and deliverables;

1) duration of the Secondment;

© number’ of Secondees and minimum expertise, qualifications and experience
reguired;

{d} work location and position within Opetator’s organization of each Secondes;
P

e i 0]

(e) estimated costs of the Secondment.

In relation to a proposed Secondment meeting the requirements of Article 4.3(C)1),
Operator shall as soon as reasonably practicable approve (such approval to not be
unreasonably withheld} or refect any Secondment proposed by a Non-Operator, Without
prejudice to Operator’s. right o conduct Joint Operations in accordance with this
Agreement and the Contract, Operator shall consider such Secondment proposal in light
of the: (i) expertise and experience required for the relevant loint Qpetations; (i)
expertise and expericnce. of Operator’s personnel; and (iif) potential benefits of such
Secondment to the conduct of Joint Operations.

Axny proposal for one or more Sceondment positions approved by Operator is subject to:
() the Operating Committee’s suthorization of an appropriate budget for such
Secondment positions; and (if) Non-Operators continuing 1o make available to Operator
Secondees qualified to fislfill the designated purpose and seope of such Secondment,

As {o each approved and authorized Secondmient pogition, Qperator shall request Non-
Operators to nominate, by a specified date, qualified personnel to be the Secondee for
such position. Each Non-Operator has the right (but not the obligation) to nowinate for
each Secondment position one or more proposed Secondees who such Non-OQperator
considers reasopubly qualified to fulfill the desigpated purpese and scope of such
secondment.

Following the deadline for submitting nominations, Operator shall consider the expertise
and expetience of each such nominee in lght of the expertise and experience required for
the approved and authorized Secondment position, and shall sefect from the nominees the
best qualified person, unless Operator reasonably demonstrates that no nominee Is
qualified to fulfill the designated purpose and scope of such Secondment.

Operator shall have the right to terminate the Secondment for catise in accordance with
the secondment agreement provided for under Article 4.3(1).

Although cach Secondee shall report to and be directed by Operator, each Secondee shall
rerhain at all times the employee of the Party (or its Affiliate) nominating such Secondes.




4.4

o))

(£)

(F)

Any Secondment under this Agreement shall be in accordimee with a separate sscondment
agreement to be negotiated and entered into between Operator and the employer of the Secondee,
which agreement shall be consistent with this Article 4.3,

All costs related 1o Secondment and Secondees that are within the Wark Program and Bndget
related to such Secondment position shall be charged to the Joint Account.

I any Secondee acting as the Senior Supervisory Persannel of Operator orits Affiliates eugages in
Gross Negligence / Willful Misconduet which proximately causes the Parties to incur damage,
foss, cost, expenge or lability for claims, demands or causes of action refirred to in Articles
A4.6(A) or 4.6(B), then all such damages, losses, costs, expenses aud Habilities shall be allocated to
the Joint Account notwithstending the provisions of Article 4.6.

Informmiion Supplied by Operator

(A)

B

Operator shall provide Non-Operatirs with the following data znd reporis (to the extent o be
charged to.the Joint Account) as they are currently produced or compiled from Joint Operations:
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2) daily drilling reports;

3) copies of all Tests and core data and analysis reports;

4 final well recap report;

{5) copies of plugging reports;

(6 copies of all geclogical and geophysical maps, seismic sections and shot peint location
maps;

N engineering studies, development schedules and quarterly progress reports on

cvelopment projects; '
(%) field and well petformance reports, inding reservoir studies and reserve estimates;
%) as requested by a Non-Operator, (i) copies of all material reports relating to Joint

Qperations br the Contract Area furnished by Operator to the Government; and (i1) other
material studies and reports relating to Joint Operations;

{10) gas balancing reports under sgreeinients provided for in Article 9.3;

(11} suchadditional information as a Non-Operator may reasonably request, provided that the
requesting Party or Parties pay the costs of preparation of such information and that the
preparation of such nformation will not unduly burden Operator’s administrative and
technical personnel.  Only Non-Operators who pay such costs will receive such
additional information; and

(12} other reports as directed by the Operating Commnittee,
Operator shall give Non-Operators access at all reasonable times during normal business hours to
all data and reports {other than data and reports provided to Non-Operators in accordance with

Article 4.4(A)) acquired in the conduet of Joint Operations, which a Non-Operator may reasonably
request. Any Non-Operator mmay make copies of such other data at its sole expense.

10




4.6

Settlement of Claims and Lawsnits

{A)

(B

©

Operator shall promptly notify the Parties of any and all material claims or suits that relate in any
way {0 Joint Operations. Operator shall represent the Parties and defend or oppose the claim or
suit. Operator may in its sole discretion compromise or settle any such claim or suit or any related
series of claims or suits for an amount not o exceed the equivalent of $50,000.00 U.S. dollars
exclusive of legal fees. Operator shall obtain the approval and direction of the Operating
Committee on amounts in excess of the above-stated amount, Without prejudice to the foregoing,
pach Non-Operator shall have the right to be represented by its own counsel at its own expense in
the settlement, compromise or defense of such claims or suits.

Any Non-Operator shall promptly notify the other Parties of any claim made against such Non-
Operator by a thivd party that arises out of or may affect the Joint Operzations, and such Non-
Operator shall defend or settle the same in accordance with any directions given by the Operating
Connnittee. Those costs, expenses and damages incurred pursnant to such defense or settlement
which are attributable to Joint Operations shall be for the Joint Account,

Notwithstanding Article 4.5(A) and Article 4.5(13), each Party shall have the right to participate in
any such suif, prosenntion, defense or settlement conducted in avcordance with Artiele 4.5(A) aud
Article 4.5(B), at its sole cost and expense; provided slways that no Parly may settle its
Participating Interest share of any ¢laim without first satisfying the Operating Committee that it

can do so without prejudicing the interests of the Joint Operations.

Lindtation on Liability of Operator

(A)

®

©

)

Except as set out in Article 4.6(C), neither Operator nor any other Indemmnitee (as defined below)
shall biar (except as-a Paty to the extent of its Participating Tnterest shace) any damage, loss, cost,
expense or Habikity resulting from performing (or failing to perform) the duties and functions of
Operator, and the Indemnitees are hereby released from liability to Non-Operators for any and all
damages, losses, costs, expenses and Habilities svising out of, incident to or resulting from such
performance or failure to perform, even though caused in whole or in part by a pre-existing defect,
or the negligence (whether sole, joint or concurent), gross negligence, willfl miscondnct, strict
liability or other legal Fault of Operator {or any such Indemnitee).

Except as set out in Article 4.6(C), the Parties shall (in proporiion to their Participating Interests)
defend and indemnify Operator and its Affiliates, and their respective directors, officers, and
employees (collectively, the “Indenuitees™), from any and all damages, losses, costs, expenses
(including reasonable legal costs, expenses and attorneys® fees) and Habilities incident to claimns,
demands or causes of action brought by or on behalf of any person or entity, which claims,
demands. or causes of action ‘arise out of, are incident to or result from Joint Operations, even
though caused in whole or in part by a pre-existing defect, or the negligence (whether sole, joint or
concurrent), gross negligence, willfll misconduct, strict lability or other legal fault of Operator
(or any such Indemnites).

Notwithstanding Auticles 4.6(A} or 4.6(B), if any Senior Supervisory Personnel of QOperator or ifs
Affiliates engage in Gross Negligence / Willful Misconduct which proximately causes the Parties
to incur damage, loss, cost, expense ot liability for claims, demands or causes of action referred to
in Articles 4.6(A) or 4.6(B), then, in addition fo its Participating Interest share Operator shall bear
all such damages, losses, costs, expenses and Habilities. Notwithstanding the foregoing, under no
circumstances shall Operator {except as a Party o the extent of its Participating Interest) or any
other Indenumnitée bear any Consequential Loss or Bnvironmental Loss.

Nothing in this Article 4.6 shall be desmed to relieve Operatar from its Participating Interest share

of any damage, loss, cost, expense or liability arising out of| incident to, or resulting from Joint
Operations.

11




4.7

Insurance Obtained by Operator

(A)

(B

©

)

)

Operator shall procure and mainfain for the Joint Account all insurance in the types and amounts
required by the Contract or the Laws / Regulations.

Operator shall procure and maintain any further insurance, at reasonable rates, as the Operating
Committes may from time fo time require. In the event that such further insurance is, In
Operator’s reasonable opinion, unavailable or available only at un unreasonable cost, Operator
shall promptly notify the Non-Operators in order to allow the Operating Committee to reconsider
such further nsurance,

Each Party will be provided the opportunity to underwrite uny or all of the inswance to be
obtained by Operator under Articles 4.7(A) and 4.7(B), through such Party’s Affiliste insurance
company or, i snch direct insurance is not so permitted, through reinsurance policies 1o such
Party's Affiliate inswrance company; provided that the security and creditworthiness of such
msurance arrangements. are satisfactory to Operator, and that such arrangements will not resnlf in
any part of the prembums for such insurance not being recoverable under the Contract, or being
significantly higher than the market rate.

Subject to the Contract and the Laws / Regulations, any Party may elect not to participate in the
insurance to be procured under Articles 4.2(A) and 4.7(B) provided such Party:

43 gives prompt written notice to that effect to Operator;

(2} does nothing which may interfere with Operator’s negotiations for such insurance for the
other Parties;

3) obtains insurance prior 1o 0r concurrent with the commencement of relevant operations
and maintaing such insurance (in respect of which a current cerfificate of adequate
coverage, provided at Jeast once a year, shall be sufficient evidence) or other evidence of
finaneial vesponsibility which fully covers its Participating Intevest share of the risks that
would be covered by the insurance to be procured under Article 4.7(A) and/or Article
4,7(B), as applicable, and which the Operating Committee determings to be acceptable.
No such determination of acceptability shall in any way absolve a nou-participating Party
from its obligation fo meet each cash call (except, in accordance with Article 4.7(F), as
regards the costs of the insurance policy in which such Party has elected not to
participate) including any cash call with respect to damages and losses and/or the costs of
remedying the same in accordance with the terms of this Agreement, the Contract and the
Laws / Regulations, If such Party obtams other insurance, such insnrance shall (a)
contain & waiver of subrogation in favor of all the other Parties, the Operator and thelr
insurers but enly with respect to theéir interests under this Agreement; (b) provide that
thirty (30) days written notice be given to Operator prior to any material change in, or
cancellation of, such insurance policy; (c) be primary to, and receive no contribution
from, any other insurance naintained by or on bebalf of, or benefiting Operator or the
other Parties] and (d) contain adequate territorial extensions and coverage In the location
of the Joint Operations; and

(4 is responsible for all deductibles, coinsurance payments, self-insured exposures,
uninsured or underinsured exposures relating to its interests under this Agreement,

The cost of insurance in which all the Parties are participating shall be for the Joint Account and
the cost of insurance in which less than all the Parties are participating shall be charged to the
Parties participating in proportion to their respective Participating Intercsts, Subject to the
preceding sentence, the cost of insurance with respect to an Exclusive Operation shall be charged
to the Consenting Parties,

12




4.3

4.9

(F}

(8)

Qperator shall, with respect to all instranice obtained under this Article 4.7

{1) use reasonuble- endeavors to proeure or cause to be procured sich insurance prior o or
congurrent with, the comenencement of relevant operations and mahtain or cause g be
maintained such insurance during the term of the relevant operations or any longer term
required under the Contract or the Laws / Regulations;

{2} promptly inform the participuting Parties when such insarance is obtained and supply
them with certificates of insurance or copies of the relevant policies when the same sre
issued;

(33 arrange for the participating Parties, according to thely respective Participating Interests,

to be named as co-insureds on the relevant policies with waivers of subrogation in faver
of all the Parties but only with respect 10 their interests under this Agreement;

{#) use reasonable endeavors to ensure that each policy shall swrvive the defouli or
b'm}u*upu,y of the m,smcd Fm c,lzums ansmg out of ain event before such default or

Py b4l
e tsured shall vevert o the Paviles ol o delinly or
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bankruptey; and

{5} duly file all claims and take all necessary and proper steps to collect any proceeds and
credit amy proceeds to the participating Parties in proportion to their respective
Participating Iuterests.

Operator shall use its reasonable endeavors to require all contractors performing work with respect
to Joint Operations to:

(N obtain and maintain any and all nswance in the fypes and amounts required by the
Contract, the Laws / Regulations or any decision of the Operating Commitiee;

) name the Parties as additional insnreds on the coniractor’s insurance policies and obtain
from their insurers walvers of all rights of recowrse against Operator, Non-Operators and
their nsurers; and

(3) provide Operator with certificates reflecting such ingurance priot to the conymencement
of their services.

Commingling of Fuiuds

A

B

Operator may not commingle with Operator’s own funds the monies which Operator receives
from or for the Joint Account pursuant to this Agreentent. However, Operator reserves the vight to
make future proposals to the Operating Commitiee with respect to the commingling of finds to
achieve financial efficiency.

The Operating Committce may decide that monies Operator receives for the Joint Accomnt shall be
deposited in an interest-bearing account at any time. Interest carned shail be allocated among the
Purties on an equitable basis taking into account the date of the funding by each Party and its share
of the Joint Acconnt monies. Operator shall apply snch earned interest to the next succeeding cash
call or, if directed by the Operating Comnmittee, pay it lo the Parties.

Resignation af Operator

Subject to Article 4.11, Operator may resign as Operator at any time by so notifying the other Parties at
least one hundred and tweaty (120) Days prioy to the effective dute of such resignation.

13
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411

Remgoval of Operator

@A)

Subject to Article 4.1, Operator shall be removed upon receipt of notice from any Non- -Operator
ifs

1 Opesator becomes insolvent or banknipt, or makes an assignment for the benefit of
craditors;
2) an order is made by a cowrt- or ‘an effective resolution is passed for the reorganization

under any bankruptey law, dissolution, liguidation; or winding up of Operator;
(3) ateceiver is appointed for a substantial part of Operator’s assefs; or
4y Operator dissolves, liquidates, 13 wound up, or otherwise terminates its existence,

Subject lo Atticle 4,11, Operator may be removed by the decision of the Non-Operators if
Operator has committed a material breach of this Agreement which for avoidance of ‘doubt
indudcs without iimitatim\ a failute to perform the dutics spu,iﬁed in Azﬁcle 4.2(B) iucluding

1 2{B32) andt b elther faied (s conupenss 1o cure dat breach withis thisty (30) Days of receipt
Of a notice from Non-Operators detalling the alleged breach or failed to diligently pursue the cure
to completion. Auy decision of Non-Operators to give notice of breach to Opemtor or to remove
Operator under this Article 4.10(B) shall be made by an affirmative vote of Non-Operators
holding a combined Participating Interest of at least THIRTY percent (30%). However, if
Operator disputes such alleged commission of or failure to cure a material breach and dispute
resolution proceedings sre initiated pursuant to Article 18.2 in relation to such breach, then
Operator shall remain appointed and no suctessor Qperator may be appointed pending the
conclusion ov abandomment of such proceedings, subject to the terms of Article 8.3 with respect to
Operator’s breach of its payment obligations,

If Operator {ogether with any Affiliates of Operator is or becomes the halder of & Paticipating
Interest of less.than twenty percent (20%), then Operator shall be required to preniptly iotify the
other Parties,  The Operating Committee shall then vote within thirty (30) Days of such
notification on whether or not a successor Operator shonld be named pursuant to Article 4,11,

Appoinunent of Successor

When a change of Operator ocoirs pursuant to Axticle 4.9 or Article 4.10:

(A)

(B

©

(s)

The Operating Committee shall mcet as sooi as possible fo appoint a successor Operater pursuunt
to the voting procedure of Article 3.9. No Party may be appointed successor Cperator against its
will.

I Operator is removed,; other than in the caze of Article 4.10(C), neither Operator nor any Affiliate
of Operator shall have the right to be considered as a candidate for the suceessor Operator.

The resigning or removed Operator shall be compensated out of the Joint Account for its
roasonable expenses directly roated to its resignation or removal, except in the case of Article
4.10(B}.

‘The resigning or removed Operator snd the successor Operator shall arrange for the taking of an
inventory of all Joint Properiy und Hydrocarbons, and an audit of the books and records of the
vemoved Operator.  Such inventory and audit shall be completed, if possible; no later than the
effective date of the change of Opetator and shall be subject to the approval of the Operating
Committee, The liabilities and expenses of such inventory and audit shall be charged to the Joint

Account,
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The resignation or resnoval of Operator and its replacement by the successor Operstor shall not
hecomie effective prior to receipt of any necessary Government approvals,

Upon the effective date of the resignation or removal, the successor Operator shall succeed to all
duties, rights and guthority prescribed for Operator, “The former Operator shall transfer to the
successor Operator custody of all Joint Propexty, books of account, records and other documents
maintained by Operator pertaining to the Contract Area and to Joint Operations. Upon delivery of
the above-described property and data, the former Operator shall be released and discharged from
all obligations and lisbilitics as Operatar aceruing after such date.

Health, Safety and Enviroment (“HSE™)

(A

B

©

(%)

(E)

(£

With the goal of achieving safe and reliable operations in compliance with applicable HSE faws,
rttles and regulations (including aveiding significant and unintended tmpact on the satety or health
of people, on property, or on the environment), Operator shall in the conduct of Joint Operations:

(H establish and implement an HSE plan in a manner copsistent with standards and
procedares generally followed in the international petroleam industry under similar

clrcumstances;
@ design and opevate Joint Property consistent with the HSE plan; and

3) conform with locally applicable HSE laws, rules and regulations and other HSE-related
statutory requirements that may apply.

The Operating Commitice shall from time to time raview details of Operator's HSE plan and
Operator’s implementation thereof.

In the conduct of Joint Operations, Operator shall establish an annual zudit program whereby
independent audifors review and verify the effectivencss of the HSE plan.

Operator shall require its contractors, consultants and agents undertaking activities for the Joint
Account to manage HSE visks in a manner consistent with the requirvements of this Article 4,12,

Operator shall establish and enforce rules consistent ‘with those generally followed in the
international petroleum industry under similar circumstances that; at & minimum, prohibit within
the Contract Area the following:

4] possession, use, distribution or sale of firearms, explosives, or other weapons without the
prior written approval of senior management of Operator;

@) possession, use, distribution or sals of alcoholic beverages without the prior written
approval of senior managesient of Operator; and

3) possession, use, distiibution or sale of ilticit or non-preseribed controlled substances and
the misuse of prescribed drugs.

Without prejndice to a Party’s rights under Article 4.2(B)(7), with reasonable advance notice,

Operator shall permit each Non-Qperator to have at all reasonable times during normal business
hours (and at its own risk and expense) the right to conduct its own HSE audit,
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ARTICLE 8
OPERATING COMMITTEE

Establishment of Operating Committee

To provide for the overall supervision and direction of Joint Operations, theve is established an Operating
Committee composed of representatives of cach Party holding a Partivipating Interest. Fach Party shall
appoint one (1) representative and one (1) aliernate representative to serve on the Operating Committes,
Each Party shall as scon as possible after the dute of this Agreement give notice in writing to the other
Parties of the name and address of its ropresentative and altemate representative to serve on the Operatin g
Cormittee. Each Party shall have the right to change its representative and alternate at any time by giving
notice of such change to the other Parties,

Powers and Dulies of Operating Committee

The Operating Commitiee shall have power and duty to authorize and supervise Joint Operations that are
necessary or desirable to fulfill the Contract and properly cxplore and exploit the Coutract Area in
accordance with this Agreemient and in a manner appropriate in the circumstances.

Anthority 1o Vote

The representative of o Party, or in his absence his alternate representative, shall be authorized to represent
and bind such Party with respect to any matter which is within the powers of the Operating Committee and
is properly brought before the Operating Committee. Each such representative shall have a vote equal to
the Participating Interest of the Party such person represents (subject to the terms of the Farmont
Agreement, which provides eertain disproportionate voting rights, as between President and Pirity, until the
sooner of the Barning Obligations are satisfied, or if and when Section 4.2 of the Farmout Agreement
applies (both as defined therein) or until the Farmout Agreement i3 terminated, in accordance with the
terms thereof). Each alternate representative shall be entitled to attend all Operating Committes meetings
but shall have no vote at such micetings except in the absence of the representative for whomt he is the
alternate. Inaddition to the representative and alternate representative, each Party may also bring to any
Operating Committes meetings such technical and other advisors as it may deemn appropriate.

Subconuniftees
The Operating Committee may establish such subcommittees, including technical subcommittees, as the
Operating Cormnittee may deem appropriate. The functions of such suhcommittees shall be in an advisory

capacity or as otherwise determined unanimously by the Parties. Each Pasty shall bave the right to appoint
a representative to each subcommities.

Notice of Meeting

{A) Operator may call & meeting of the Operating Committes by giving notice to the Parties at least
fifteen (15) Days in advance of such meeting,

(B) Any Non-Operator may request a meeting of the Operating Commiittee by giving notice to all the
other Parties. Ulpon receiving such request, Operator shall call such meeting for a date not less
than fifteen (15) Days nor more than twenty (20) Days after receipt of the request,

(%] The notice periods above may only be waived with the unanimons consent of ail the Parties,

Contents of Meeting Notice

(A) Each notice of a meeting of the Operating Commitiee as provided by Operator shall contain:
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5.8

) the date, time and location of the mesting;

) an agenda of the matters and proposals to be considerad and/or voted npon; and
(3) copies of all proposals to be considered at the weeting (including all appropriste

supporting information not previously distributed fo the Pasties),

(B) A Party, by notice 1o the other Parties given not less than seven (7} Days prior to s meeting, may
add additional matters to the agenda for a méeting,

{<) On the request of & Party, and with the unanimous consent of al! Parties, the Operating Committee
may consider at a meeting a proposal not conlained in such ineeting ngenda,

Location of Meetings

All meetings of the Opsrating Comumnittee shall be held in ASUNCION, TELEPHONICALLY, or
elsewhere as the Operating Committes may decide.

Enorirtnsde Phardion fom A snddserra
SPENUGES LRIT JO7 SECTRREY

(&) With respect to meetings of the Operating Committee and any subcommittee, Opérator’s duties
shall include:

£} timely prepavation and distribution of the agenda;
) organization and comduet of the meeting! and
{3y preparation of 2 writen record or minutes of each meeting,

{B} Operator shall have the right to sppoint the chalrman of the Operating Commiitee and all
subcormnitiees.

Voting Procedure

Except as otherwise expressly provided in this Agreement, decisions, approvals and other actions of the
Operating Commmittee on all proposals coming before it shall be decided as follows.

{A) All decisions, approvals and other actions for which column (A) below is checked shall
tequire the affirmative vote of TWO (2) or more Parties which are not Affiliates then
ltaving collectively at léast BIGHTY percent (80%) of the Participating Interests.

{B) All decisions, approvals and other actions for which colamn (B) below s checked shall
require the affirmative vote of ONE (1) or more Parties which are not Affiliates then
having collectively at Jeast FIFTY ONE percent (51%) of the Participating Interests.

Matter Ay (B
H Minimum Work Programs. X
2) Drilling, Deepening, Testing, Sidetracking, Plugging Back, X

Recompleting or Reworking Exploration Wells.

(3) Drilling, Deepening, Testing, Sidetracking, Plugging Baclg, X
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5.12

Recompleting or Reworking Appraisal Wells,

(4 Development Plans, X

(5} Production programs,

(6} Completion of a2 well. X

(73 Plugging and abandening a well.

{8) Acquisition of G & G Data, X

{2 Construction of processing, treatment, compression, X
gathering, transportation and other downstream facilities,

(10} | Contract awards (if approval is required). X

(11} | Determination that a Discovery is a Commercial Discovery, | X

{12} | Usitization ands X
confract aren.

(13} | Establishment of an interest bearing account for Joint X
Account monies.

{14) | Acquisition and developinent of Venture Information under X
terms other than as specified in Article 15,

(153 | All other matters within the Operating Committee’s X

suthority,

Record of Votes

The chairman of the Operating Committee shall appoint a secretary who shall make 8 record of each
proposal voted on and the results of such voting at eachr Operating Committee meeting,  Each
representative shall sign and be provided a copy of such record at the end of such meeting, and it shall be
considered the final record of the decisions of the Operating Committes,

Minures

The secretary shall provide each Party with a copy of the minutes of the Qperating Comntitiee meeting
within fifieen (15) Business Days after the end of the meeting. Each Party shall have fifteen (15) Days
after receipt of such minutes to give notice to the secretary of its objections to the mimses. A failne to
give notice specifying objection to such minutes within sald fifieen (15 Day period shull be deemed to be
approval of such minutes. Tn any svent, the votes recorded under Articls 5.10 shall take precedence over
the minutes described above.

Voting by Notice

(A) In Liew of a mesting, any Party may submit any proposal to the Operating Committee for a vote by
notice. The proposing Party or Parties shall notify Operator who shall give each Party’s
representative notice describing the proposal so submitted and whether Operator considers such
operational matter to require urgent determination. Operator shall include with such notice
adequate documentation in connection with such proposal to enable the Parties to make a decision.
Bach Party shall communicate its vole by notice to Operator and the other Patties within one of the
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following appropriate thne periods afier veceipt of Operator’s notice:
I P i

8)) 24 hours in the case of operations which involve the use of a drilling rig that is standing
by In the Contract Arca and such other operational matters reasonably considered by
Operator 1o require by their nature urgent determination (such operations and matters
being referred to as “Urgent Operational Matters™y; and

{2 3 Duys in the case of all other proposals.

(B) Except in the case of Article 5.12(AX(1), any Party may, by notice delivered to all Parties within
FIVE (5) Days of receipt of Operator’s notice, request that the proposal be decided at a meeting
rather than by notice. In such an event, that proposal shall be decided at a meeting duly called for
that purpose,

© Except as provided in Article 10, any Party failing to communicate its vote in a timely manner
shall be deemed to have voted against such proposal,

) if'a meeling is not requested, then at the expiration of the appropriate time period, Operator shall

2y o bingn N E T + K 2 e \F 23 -
0 potiee slabig (e tabehietion and resulls of the vote,

flve eann Party 7 onufing
Effect of Vote

All decisions taken by the Operating Commitiee pursuant to this Article 5 shall be conclusive and binding
ot all the Parties, except in the following cases.

(A) I pursuant to this Article 5, o Joint Operation has been properly proposed to the Operating
Committee and the Operating Cominitiee has not approved such proposal in a timely manner, then
any Party that voted in favor of such proposal shall have the right for the appropriste period
specified below to propose, in accordance with Article 7, an Bxclusive Operation involving
operations essentially the same as those proposed for such Joint Operation.

(1) For proposals related to Urgent Operational Matters, such right shall be exercisable for
twenty-four (24) hours after the time specified in Article 5.12(A)(1) has expired or after
receipt of Operator’s votice given to the Parties pursuant to Asticle 5.13(D), as
applicable,

2 For proposals to develop a Discovery, such right shall be exercisable for ten (10) Days
after the date the Operating Committee was requited to consider such propesal pursiant
to Article 5.6 or Article 5,12,

3) For all othér proposals, such right shall be exercisable for five (5) Days after the date the
Operating Committes was required to consider such proposal pursuant ta Article 5.6 or
Article 5,12,

B) ifa Party voted against any proposal which was approved by the Opevating Comumnittee and which
could be conducted as an Exclusive Operation pursuant to Article 7, then such Party shall have the
right not to participate in the operation contemplated by such approval. Any such Party wishing to
exercise its right of non-consent must give notice of non-consent to all other Parties within five (5)
Days (or twenty-four (24) hours for Urgent Operational Matters) following Operating Committee
approval of such proposal. If a Parly exercises its right of non-consent, the Partics who were not
entitled to pive or did not give notice of non-consent shall be Consenting Parties as to the
operation contemplated by the Operating Committee approval, and shiall conduct such operation as
an Bxclusive Operation under Article 7; provided, however, that any such Party who was not
entitled to give or did not give notice of non-consent may, by netice provided to the other Parties
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within five (5) Days {or twenty-four (24) hours for Urpent Operational Matters) following ths
notice of non-consent given by any non-consenting Party, requive that the Operating Connpitiee
vote again on the proposal in question. Only the Parties which were not entitled to or have not
exercised thelr right of non-consent with respect to the contemplated operation shall porticipate in
such second vote of the Operating Committee, with voting rights proportional to their respective
Participuting Interest. 1f the Operating Cotmittee approves again the contemplated operation, any
Party which voted against the conteraplated operatioti in sueh second vote may slect to be a Non-
Consenling Party with respect to such operation, by natice of non-consent provided to all other
Parties within five (5) Days (or twenty-four (24) howrs for Urgent Operational Matters) following
the Operating Commitiee’s second approval of such contemplated operation.

If the Consentiug Parties to an Exclusive Operation under Article 5.13(A) or Article 5.13(B)
concur, then the Operating Commiltee may, at any time, pursuant to this Article 5, reconsider and
approve, decide or take action on any proposal that the Operating Cominittee declined to approve
earlier, or madify or tevoke an earlier upproval, decision or action.

Once a Joint Operation for the drilling, Deepening, Testing, Sidetracking, Plugging Back,
Completing, Recompleting, Reworking, or plugging of a well has been approved and commenced,
such operstion shall not be discontinued without the consont of the Operating Comnyittas:
provided, however, that such operation may be discontinued if:

{1 an iinpenefrable substance or other condition in the hole is encountered which in the
reasonable judgment of Operator causes the continuation of such operation to be
impractical; or

(2) other ciraumstances ocour which in the reasonable judgment of Operator cause the
continuation of such operation to be unwarranted and the Operating Committee, within
the period required under Anticle 5. 13(AX1) afier receipt of Operator’s notice, approves
discontinuing such operation.

On the occurrence of either of the above, Operator shall promptly notify the Partfes that such
operation is being discontinued pursuant to the foregoing, and any Party shall have the right to
propose in sccordance with Article 7 an Exclusive Operation to continue such operation.

ARTICLE 6
WORK PROGRAMS AND BUDGETS

Exploration and Appraisal

A)

B)

(&)

Within THIRTY (30) Days after the Effective Date, Operator shall deliver to the Parties a
proposed Work Program and Budget detailing the Joint Qperations to be performed for the
remainder of the current Calendar Year and, if appropriste, for the following Calendar Year.
Within TEN (10) Days of such delivery, the Operating Comuaitiee shail meet to consider and fo
endeavor ta agree on a Work Program and Budget.

On or before the 1st Day of Qstober of each Calendar Year, Operator shall deliver to the Pattles 3
proposed Work Program and Budget detailing the Joint Operations to be performed for the
foltowing Calendar Year. Within FIFTEEN (15) Days of such delivery, the Operating Conunitiee
shall meet to consider and to endeavor fo agree on a Work Program and Budget.

1f & Discovery is made, Operator shall deliver any notice of Discovery required under the Contraet
and shall as soow as possible submit to the Parties a teport containing available details concerning,
the Discovery and Operator’s recommendation as to whether the Discovery merits appraisal. If
the Operating Committee determines that the Discovery merits appraisal, Opérator within
THIRTY (30) Days shall deliver to the Parties 8 proposed Work Program and Budget for the
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)

(&)

)

@)

appraisal of the Discovery. Within FIFTEEN (15) Days of such delivery, or ertier if necessary to
meet any applicable deadline under the Contract, the Operating Committee shall meet to consider,
modify and then either approve or reject the appraisal Work Program and Budget, If the appraisa!
Waork Program and Budget is approved by the Operating Committes, Operator shall take such
steps as may be required under the Contract to secure approval of the appraisal Work Program and
Budget by the Government. In the event the Government requires chianges in the appraisal Work
Program and Badget, the matter shall be resubmitted to the Operating Committee for further
consideration,

The Waork Program and Budget agreed pursiant to this Article shall include at lenst that part of the
Minimum Work Obligations required to be carried out during the Calendar Year in question under
the terms of the Contract. If within the time periods prescribed in this Asticle 6.1 the Operating
Commitiee is unable to agree on such a Work Program and Budget, then the proposal capable of
satisfying the Minimum Work Obligations for the Calendar Year in question that receives the
largest Participating Interest vote (gven if less than the applicable percentage under Article 5.9)
shall be deemed adopted as part of the anmmal Work Program and Budget, 1f competing proposals
receive equal votes, then Operator shall choose between those competing proposals. Any portioh
of a Work Program and Budget adopted pursuant to this Article 6.1(D)) instead of Asticle 5.9 shall
contain enly (and shall be solely Venited to) such opavations for the Jolnt Ancount oo ave actessary
£ maintain the Contractin full force and effect, including such operations as are necessary to
fulfill the Minimum Work Obligations required for the given Calendar Year,

Any approved Work Program and Budget wiay be reviged by the Operating Committee from time
to time, To the extent such revisions are approved by the Operating Comimitice, the Work
Program and Budget shall be amended accordingly. Operator shall prepare and submit a
corresponding work program and budget amendment to the Government If required by the
Confract.

Subject to Article 6.8, approval of any such Work Program and Bugdget which includes:

)] an Exploration Well, whether by drilling, Deepening or Sidetracking, shall
include approval for all expenditures necessary for drilling, Deepening or
Sidetracking, as applicable, and Testing and Completing an Exploration Well,

) an Appraisal Well, whether by drilling, Deepening or Sidetracking, shall include
approval for all expenditures necessary for drilling, Deepening or Sidetracking,
as applicable, and Testing and Completing such Appraisal Well,

Any Party desiring to propose:a Completion attempt; or an alternative Cornpletion attempt, must
do so within the time period provided n Article 5.12{A)(1) by notifying all other Parties. Any
such proposal shall include an APE for such Completion costs,

Developirent

A)

If the Operating Committes detennines that a Discovery may be a Commercial Discovery,
Operator shall, as soon as practicable, deliver to the Parties a Development Plan together with the
first annual Work Program and Budget (or a multi-year Work Program and Budget pursuant to
Atticle 6.5) and provisional Work Programs and Budgets for the remainder of the development of
the Discovery, which shall contain, inter afia:

(b details of the proposed work to be undertaken, persounel required and expenditures to be
incurred, including the iming of same, on a Calendar Year basis;

) an egtimated date for the comtencement of production?
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6.4

(B)

(©

(3) a delineation of'the proposed Exploitation Arca; and
) any other information requested by the Operating Committee.

After receipt of the Development Plan and prios to any applicable deadiine under the Contract, the
Operating Conunitice shall meet to consider, modify and then either approve ot reject the
Development Pla and the first annual Work Program and Budget for the development of a
Discovery, as submitted by Operator, If the Operating Commiittee determings that the Discovery
is a Commercial Discovery snd approves the corresponding Development Plan, Operator shall, as
scon as possible, deliver any notice of Commercial Discovery required nnder the Contract and
take such other steps as may be required under the Contract to secure approval of the Development
Plan by the Government. In the event the Government requires changes in the Development Plan,
the matter shall be resubmitted 10 the Operating Committee for firther consideration,

i the Development Plan is approved, such work shall be incorporated into and form part of annual
Wark Programs and Budgets, and Operator shall, on or hefore the 18T Day of OCTORER of cach
Calendar Year submit a Work Program and Budget for the Exploitation Area, for the following
Calendar Year. Subject to Anticle 6.5, within FIFTEEN (15) Days after such submittal, the
Opovating Comalttes shall endeaver to agres to such Work Prograw and Budget, including any
necessary or approptiate revisions fo the Work Program and Budget for the approved
Development Plan,

Produciion

On or before the IST Day of OCTOBER of gach Calendar Year, Operator shall deliver to the Paities a
proposed production Work Program and Budget defailing the Joint Operations to be performed in the
Exploitation Arca and the projected production schedule for the following Calendar Year. Within
FIFTEEN (15} Days of such delivery, the Operating Committee shall agree upon a production Work
Program and Budget, failing which the provisions of Article 6. 1{D} shall be applied nnutatis mutandis.

Ttemization of Expenditnres

(&)

(B)

()]

During the preparation of the proposed Work Programs and Budgets and Development Plans
contemplated in this Article 6, Operator shall consult with the Operating Committee ar the
appropriate subcomunittees regarding: the contents of such Work Programs and Budgets and
Development Plans,

Fach Work Program and Budget and Development Plan submitted by Operator shall contain an
itemized estimate of the costs of Joint Operations and all other expenditures to be made for the
Joint Account during the Calendar Year i question and shall, infer alia:

e identify each work category in sufficient detail to afford the ready identification of the
nature, scope and duration of the activity in question;

(2} include such reasonable information regarding Operator’s allocation procedures and
estimated manpower cosis ag the Operating Committee may determine;

(3) comply with the regnirements of the Contract;
&Y contain ah estimate of funds to be expended by Calendar Quarter; and

(3) during the Exploration Period, provide a forecast of aunual expenditures and activities
through the end of the Exploration Period.

The Work Program and Budget shall designate the portion or pottions of the Contract Area in
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which Joint Operations itemized in such Work Program and Budget ave to be conducted and shall
specify the kind and extent of such operations in such detail as the Operating Committee may
deem suitable.

Middti-Year Work Program and Budget

Any work that cannot be elliciently completed within a single Calendar Year may be proposed i a nulti-
year Work Program and Budget. Upon approval by the Opersting Comniittee, such nmiti-year Work
Program and Budget shail, subject only to revisions approved by the Operating Committee thereafter: (i)
remain in effect as Detween the Porties (and the associated cost estimete shall be a binding pro-rata
obligation of each Party) through the cotupletion of the woik; and (i) be veflected in each annual Work
Program and Budget. If the Contract requires that Work Programs and Budgets be submitted to the
Government for approval, such mmbti-year Work Program and Budget shall be submitted to the
Goverment either in a single request for a multi-year approval or as part of the ammual approval process,
according to the terms of the Contract,

Contract Awards

Subjett to the Contract, Operator shall award each coniract for Joint Operations on the following basis {the
amounts stated are in thousands of ULS. dollars):

Procedure A Progedure B Procedure C
Exploration and Appraisal 01 $350,000  $350,000 to > $1,350,000
Operations $£1,350,000
Developuent Operations 0 fo $350,000 $350,000 to > $1,350,000
$1,350,000
Production Operations 0 to $350,000 $350,000 > $1,350,000
$1,350,000

Procedurs A

(A) Operator shall award the contract to the best qualified contractor as determined by cost
and zbility to perform the contract without the obligation to tender and without informing
or secking the approval of the Operating Commites, except that before entering into
contracts with Affiliates of Operator exceeding $50,000 U.5. dollars. ANNUALY,
Operator shall obtain the approval of the Operating Committee.

Procediure B

(B) Operator shall:

(1) provide the Parties with a list of the entities whom Operator proposes to invite fo
tender for the said coniract;

{2) add to such fist any entity whom a Party reasonably requests to be added within
fourteen (14) Days of receipt of such list;

(3} complete the tendering process within a reasonable period of time;
) inform the Parties of the entities fo whom the contract has been awarded,

provided that before awnarding conlracts to Affiliates of Operator which exceed
$50,000 U.S. dollars ANNUALLY, Opsrator shall obtain the approval of the
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Procedure C

©)

(6)

Operating Conumnittee;

circulate to the Parties a competitive bid analysis stating the reasons for the
choice made; and

upon the request of a Party, provide such Party with a copy of the final version
of the contract.

Operator shall:

n

@

&

@

5)

(6)
N

provide the Parties with a st of the entitfes whom Operator proposes to invite to
tender for the said contract;

add to such list any entity whom a Party reasonably reguests to be added within
fourteen (14} Days of receipt of such lst;

prepare ani dispatelt the tender documenis to ihe entities on the list as aforesaid
and {0 Now-Operators;

after the expiration of the period allowed for tendering, consider and analyze the
details of all bids received;

prepave and circulate to the Parties a competitive bid analysis, stating Operator's
recommendation as to the entity to' whom the contract should be awarded, the
reasous thersfor, and the technical, commersial and contractual terms to be
agreed upon;

obtain the approval of the Operating Committee to the recommended bid; and

upon the request of a Party, provide such Pasty with a copy of the final version
of the cantract.

6.7 Awthorization for Expenditure (“AFE”) Procedure

(A)

Prior 1o incurring any commiiment or expendinire for the Joint Account, which is
estitnated to be:

8y

@

3

in excess of $250,000 ULS. dollars in an explovation or appraisal Work Program
and Budget;

i excess of $250,000 U.S. dollars in a development Woik Program and Budget;
and

in excess of $150,000 U.S. dollars in a production Work Program and Budget,

Operator shall send fo euch Non-Operator an AFE as described in Article 6.7(C).
Notwithstanding the above, Operator shall not be obliped to furnish an initial AFE to the
Parties with respect to any Minimum Work Obligations, workovers of wells and geseral
and administrative costs that are listed as sepayate line items in an spproved Work
Program and Budget; provided, however, that to the extent the costs, expenditures or
commitments regarding Minimum Work Obligations exceed an approved Work Program
and Budget (or any budgeted line Hem thereon), such shall be governed in accordance
with the supplemental AFE approval requirements described in Scction 6.8(A).
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[¢3)! Prior to making any expendituves or incurring any commitments for work subject to the
AFE procedure in Article 6.2(A), Operator shall obtain the approval of the Operating
Comunitiee. If the Operating Committee approves an AFE for the operation within the
applicable filme period under Article 5.12(A), Operator shall be authorized fo conduct the
operstion wnder the terms of this Agreement. If the Operating Commiitee fails to
approve an AFE for the operation within the applicable time period, the operation shall
be deemed rejected, Operator shall promptly notify the Parties if the operation has been
refected, and, subject to Anticle 7, any Party may thereafler propose to conduct the
operation as an Exclusive Operation under Article 7. When an operation is rejected
under this Article 6.7(B) or an operation is approved for differing amounts than those
provided for in the applicable line items of the approved Work Program and Budget, the
Work Program and Budget shall be deemed to be revised accordingly.

(<) Each AFE proposed by Operator shall.

1§D identify the operation by specific reference to the applicable line itens in the
Work Program and Budget;

2) describe the work in detail;

(3) contain Operator’s best estimate of the total funds required to carry out such
work;

) outline the proposed work schedule;

(%) provide a timetable of expenditures, if known; and

{&) be accompanied by such other supporting information as is necessary for an

informed decistan.

Overexpenditures of Work Programs and Budgets

A)

(B)

©

For expenditures on any lne item of an approved Work Program and Budget, Operator shall be
entitled to incur without further approval of the Operating Committee an overexpenditure for such
line item up to ten percent (10%) of the authorized amount for such ling item; provided that the
curmulative total of all overexpenditures for a Calendar Year shall not exceed five percent (5%) of
the total annual Work Program and Budget in question.

At such time Operator reasonably anticipates the limits of Auticle 6.8(A) will be exceeded,
Operator shall furnish to the Opemting Committee a supplemental APE for the estimated
expenditres for the Operating Committee’s approval, and Operator shall provide reasonable
details of such overexpenditures. The Work Program and Budgst shall bevevised accordingly and
the overexpenditures permitted in Article 6.8(A) shall be based on the revised Work Program and
Budget, Operator shall promptly give notice of the amounts of overexpenditures when actually
inemrred.

The restrictions contained il this Article 6 shall be without prejudics to Operator’s rights to make

expenditures for Urgent Operational Matters and meastres set out in Article 13.5 without the
COperating Committee’s approval.
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7.2

ARTICLE 7
OPERATIONS BY LESS THAN ALL PARTIES

Limitation on Applicability

Ay

(B)

©

8

No operations may be conducted in furtherance of the Contract except as Jodat Operations under
Article 5 or as Exclusive Operations under this Article 7. No Exclusive Operation shall be
conducted (other thau the tie-in of Exclusive Operation facilities with existing production facilities
pursuant fo Article 7.10) which conflicis with a previously approved Joint Operation or with a
previously approved Exclusive Operation.

o

Operations which are required to fuifilf the Minimum Work Obligations must be proposed and
conducted as Joint Operations under Article 5, and may not be proposed or conducted as
Exclusive Operations under tlis Article 7. Except for Exelusive Operations relating to Deepening,
Testing, Completing, Sidetracking, Plugging Back, Recompletions or Reworking of a well
originally drilled to fulfill the Minimum Work Obligations, no Exclusive Operations may be
proposed or conducted until the Minitnum Work Obligations are fulfilled.

Mo Party may propose or conduct an Exclusive Operation under this Article 7 unless and until
such Party has properly exercised its vight to propose an Exclusive Operation pursuant to Article
5.13, or is entitled to conduct an Exclusive Operation pursuant to Article 10.

After the Minimum Work Obligations are Completed, any operation that may be proposed and
conducted as a Jolnt Operation, other than operations parsuant to an approved Development Plan,
may be proposed and conducted as an Exclusive Operation, subjectto the terms of this Article 7,
provided, however that, as contemplated in Section 7.1(B) above, until the Minimum Work
Obligations are completed, no Exclusive Opesatlons shall be permitted under this Agreement
{except for Exclusive Operations relating to Deepening, Testing, Completing, Sidetracking,
Phigging Back, Recompletions or Reworldng of a well originally drilled to fulfill the Minimum
Work Obligations).

Procedure to Propase Exclusive Operations

GY)

B8

Subject to Article 7.1, if any Party proposes to conduct an Exclusive Operation, such Party shall
give notice of the proposed operation to all Parties, other than Non-Consenting Parties who have
relinguished their rights to participate in such aperation pursuant to Article 7.4(B) or Article
7.4(F) and have no option to rejnstate such rights under Articls 7.4(C); Such notice shall specify
that such operation is proposed as an Exclisive Operation and inclide the work to be performed,
the location, the objectives, and estimated cost of such operation.

Any Paty entitled to receive such notice shall have the right to participate in the proposed

gperation.

1§))] For proposals to Deepen, Test, Complete, Sidetrack, Plug Back, Recomplete ar Rework
related to Urgent Operational Matters, any such Pty wishing to exercise guch right must
so notify the proposing Party and Operator within twenty-four (24) hourg ater receipt of
the notice proposing the Exclusive Operation, 3

P

43} For proposals to develop a Discovery, any Party wishing to exercise such)right must §0
notify Operator and the Party proposing to develop within sixty (60) Days afier receipt of
the notice proposing the Exclusive Operation.

) For all other proposals, any such Party wishing to exercise such right must so notify the

proposing Patty and Operator within ten (10) Days after receipt of the notice proposing
the Bxclusive Operation,
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D)

(&)

Failore of a Party to whom a proposal notice is delivered to properly reply within the period
specified above shall constituie an election by that Party not to partivipate in the proposed
operation.

If all Parties properly cxercise their rights to participate, then the proposed operation shall be
couducted 1s a Joint Operation, Operator shall commence such Joint Operation as prompily as
practicable and conduct it with due diligence.

1f less than all Parties entitled fo receive such proposal notice properly exercise their rights (o
participate, then:

H The Party propesing the Exclusive Opetation, together with any other Consenting Parties,
shall have the right exercisable for the applicable notice period set out in Arficle 7.2(B),
to instruct Operator (subject to Article 7.12(F)) to conduet the Exclustve Operation,

) If the Exclusive Operation is conducted, the Consenting Parties shall bear a Participating
Interest in such Exclusive Operation, the numerator of which is such Consenting Party’s
Participating Tnterest as stated in Arlicle 3.2(A) and the denominator of which is the
apgregate of the-Participating Inferesiy of the Consenting Parties a¢ stated in Article
3.2(A), or as the Consenting Parties may otherwise agree.

3) If such Exclusive Operation has not been commenced within ONE HUNDRED AND
EIGHTY {180) Days (excluding any extension specifically agreed by all Parties or
allowed by the force majeure provisions of Atilele 16) after the date of the instruction
given to Operator under Article 7.2(E)(1), the right to conduct such Exclusive Operation
shall terminate. I any Party still desires to conduct such Exclusive Operation, notice
proposing such operation must be resubmitted to the Parties in accordance with Article 5,
as if no proposal to conduet an Exclusive Operation had been previously made.

Responsibility for Exclusive Operations

(A)

®)

The Consenting Parties shall bear in accordance with the Participating Interests agreed under
Article 7.2(F) the entire cost and liability of conducting an Bxclusive Operation and shall
demnify the Non-Consenting Parties from any dnd all costs and labilities incurred incident to
such Exclusive Operation (including Consequential Loss and Environmental Loss) and shall keep
the Contract Arca free and clear of all liens and encumbrances of every kind created by or arising
from such Exclusive Operation.

Notwithstanding Article 7.3(A), each Party shall continue to bear its Participating Interest share of
the cost and liability incident to the operations in which it participated; including plugging and
abandoning and restoring the surface location, but only to the extent those costs were not increased
by the Bxclusive Operation.

Consequences of Exclusive Qperations

(A)

B)

With regard to any Exclusive Operation, for so long as a Non-Consenting Party has the option
under Article 7.4(C) to reinstate the rights it relinquished under Article 7.4(B), such Nou-
Consenting Party shall be entitled to have access concurrently with the Consenting Parties fo all
data and other information relating to such Exclusive Operation, other than data obtained in an
Exclusive Operation for the purpose of acqniring G & G Data. 1f a Non-Cousenting Party desives
to receive and acquire the right to use such G & G Data, then such Non-Consenting Party shall
have the right to do so by paying to the Consenting Parties its Participating Interest share as set out
in Article 3.2(A) of the cost incurred in obtaining such G & G Data.

Subject to Article 7.4(C) and Asticle 7.6(E), each Non-Consenting Party shall be desmed to have
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relinguished to the Consenting Parties, and the Consenting Perties shall be deemed to own, in
propoction to their respective Participating Interests in any Exclusive Operation:

&y

@

all of each such Non-Consenting Party’s right to participate i further operations in the
well or Deepened or Sidetracked portion of a well in which the Exclusive Operation was
conducted and on any Discovery made or appraised in the couvrse of such Exclusive
Operation; and

all of each such Non-Consenting Party’s right pursuant to the Contract to take and
dispose of Hydrocarbons produced and saved:

{a) from the well o Deepened or Sidefracked portion of a well in which such
Exclusive Operation was conducted; and

] from any wells drilled to appraise or develop a Discovery made or appraised in
the course of such Exclusive Operation.

A Noa-Consenting Party shall have only the following options to reinstate the rights it
redinguished pursuant 1o Aciicle 7408 )

n

(2)

@

If the Consenting Parties decide to appraise a Discovery made in the comrse of an
Exclusive Operation, the Consentlng Parties shall submit to each Non-Consenting Party
the approved appraisal program. For thirty (30) Days (or forty-eight {48) hours for
Urgent Operational Matters) from receipt of snch appraisal program, each Non-
Consenting Party shall have the option to reinstate the rights it relinquished pursuant to
Article 7.4(B) and to paiticipate in such appraisal program. The Non-Consenting Party
may exercise such option by notifving Operator within the period specified above that
such Non-Conserting Party agrees to bear its Participating Interest share of the expense
and liability of such appraisal program, and fo pay such amounts as set ont in Articles
7.5(A) and 7.5(B}.

If the Consenting Parties decide to develop a Discovery made or appraised in the course
of an Exclusive Operation, the Consenting Parties shall submit to the Non-Consenting
Parties a Development Plan substantially in the form intended to be submitted to the
Government under the Contract, For sixty (60) Days from receipt of such Development
Plan or such lesser perted of time prescribed by the Contract, each Non-Consenting Party
shall have the option to veinstate the rights it relinquished pursuant to Article 7.4(B) and
fo participate in such Development Plan. The Non-Consenting Party may exarcise such
option by notifying Operator within the period specified above that such Non-Consenting
Party agrees to bear its Participating Inferest share of the lability and expense of such
Development Plan and such future operating and producing costs, and to pay the amounts
as set out in Articles 7.5(A) and 7.5(B).

If the Consenting Parties decide to Deepen, Complete, Sidetrack, Plug Back or
Recomplete an Exclusive Well and such further operation was not included in the
original proposal for such Exclusive Well, the Consenting Partics shall submit to the
Non-Consenting Paties the approved AFE for such further operation.  For thirty (30)
Days (or forty-eiglit (48) howrs for Urgent Operational Matters) from receipt of such
APE, each Non-Consenting Party shall have the oplion to reinstate the rights it
relinquished pursuant to Article 74(B) and to participate in such operation. The Non-
Consenting Party may exercise such option by netifying Operator within the period
specified above that such Non-Consenting Party agrees to bear its Participating Interest
share of the Hability and expense of such further operation, and to pay the amounts as sef
out in Articles 7.5(A} and 7.5(B).




A Non-Conseating Party shall not be entitled to reinstate its riphts in any other type of operntion.

) If a Non-Consenting Party does not properly and in a timely manner exercise its option under
Article 74(C), including paying all wnounts due in accordance with Articles 7.5(A) and 7.5(B),
such Mon-Consenting Party shall have forfeited the options as set out in Article 7.4(C) and the
right to participate in the proposed program, unless such program, plan or operation is materially
modified or expanded (in which case 2 new notice and option shall be given to such Non-
Consenting Party under Article 7.4(C)).

{E) A Non-Cousenting Party exercising its option under Article 7.4(C) shall notify the other Partics
that it agrees to bear ifs share of the liability and expense of such finther operation and to
reimburse the amounts set out in Articles 7.5(A) and 7.5(B) that such Non-Conzenting Party had
not previously paid. Such Non-Consenting Party shall in nio way be deemed to be entitled to any
amounts paid pursuant to Articles 7.5(A) and 7.5(B) incident to such BExclusive Operations. The
Patticipating Interest of such Non-Consenting Party in such Exclusive Operation shall be its
Participating Interest set out in Article 3.2(A). The Consenting Parties shall contribute to the
Participating Interest of the Non-Consenting Party in proportion to the excess Participating
Interest that each received under Article 7.2(E). If all Parties participate in the praposed operation,

then such operation shall be conducted as & Joint Oporation pursuant (o Articke 5.
& if after the expiry of the period in which a Nop-Congenting Parly may exercisé its option to

participate in 4 Development Plan the Consenting Parties desire to proceed, Operator shall give
notice to the Government under the appropriate provision of the Confract requesting a meeting to
advise the Government that the Consenting Parties consider the Discovery to be a Commercial
Discovery. Following such meeting such Operator for such development shall apply for an
Exploitation Area (if applicable in the Contract). Unless the Development Plan is materially
modified or expanded prior to the commencement of operations under such plan (in which casea
new notice and option shall be given to the Non-Consenting Parties under Article 7.4(C)), each
Non-Consenting Party to such Development Plan shall:

(1) if the Contract se allows, elect not to apply for an Exploitation Area covering such
development and forfeit alf interest in such Exploitation Area, or

) it the Contract does not so allow, be deemed to have:
(a} elected not to apply for an Exploitation Area covering such development;
(b} forfeited all economic interest in such Exploitation Area; and
{c assumed a fiduciary duty to exercise its legal interest in such Exploitation Ares

for the benefit of the Consenting Parties.

In either case such Non-Consenting Party shall be deemed to have withdrawn from this
Agreement to the extent jt refates to such Exploitation Arca, even if the Development Plan is
modified or expanded snbsequent to the commencement of operations under such Development
Plan and shall be further deemed to have forfeited any riglt to participate in the construction and
ownership of facilities outside such Exploitation Area designed solely for the use of such
Exploitation Area.

7.5 Premium to Pariicipate in Exclusive Operations

(A) Each such Non-Consenting Party shall within thirty (30) Days of the exercise of its option under
Article 7.4(C), pay in immediately available funds to the Consenting Parties in proportion to their
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vespective Participating Interests in such Exclusive Operations a lump sum amount payable in the
crrrency designated by such Consenting Parties.  Such lump sum amount shall be equal to such
Non-Consenting Party’s Participating Interest share of all liabilities and expenses that were
incurred in every Exclusive Operation relating fo the Discovery {or Exelusive Well, as the case
may be) in which the Non-Consenting Party desires to reinstate the rights it relinquished pursnant
to Article 7.4(B), and that were not previously paid by such Non-Consenting Party.

In addition to the payment requived under Article 7.5(A), immediately following the exercise of its
option under Article 7.4(C) each such Non-Consenting Party shall be liable to reimburse the
Consenting Parties who took the risk of such Exelusive Operations. (in proportion fo their
vespective Participating Interests) an amount eqnal to the total of:

{n ONE HUNDRED AND FIFTY porcent (150%) of such Non-Consenting Party’s
Participating Interest share of «ll liabilities and expenses that were incwred in any
Exclusive Operation relating to the obtaining of the portion of the G & G Data which
pertains fo the Digcovery; and that were not previously paid by such Non-Consenting
Party; plus

) ONE FUNDRED AND FIFTY 5 1508} of such Mow-Conscnting Farty's
Pardicipating Interest shave of all liabilities and expenses that were incurred in any
Exclusive Operation relating to the drilling, Deepening, Testing, Completing,
Sidetracking, Plugging Back, Recompleting and Reworking of the Exploration Well
which made the Discovery in which the Non-Consenting Party desires to reinstate the
rights it relinquished pursuant to Article 7.4(B), and that were not previously paid by
such Non-Consenting Party; plus

{3) ONE HUNDRED AND FIFTY percent (150%) of the Non-Consenting Party’s
Participating Interest share of all liabilities and expenses that were incurred in any
Exclusive Operation relating to the drilling, Deepening, Testing, Completing,
Sidefracking, Plugging Back, Recompleting and Reworking of the Appraisal Wall(s)
which delineated the Discovery or Development Wells, in cach case, in which the Non-
Consenting Party desires to reinstate the rights it relinquished pursuant to Article 7.4(B),
and that were not previously paid by such Non-Consenting Party.

Each such Non-Consenting Party who is {iable for the amounts set out in Article 7.5(B) shall
within thisty (30) Days of the exercise of its option under Article 7.4(C), pay in immediately
available funds the full amount due from it under Article 7.5(B) to such Consenting Parties, in the
currency designated by such Consenting Parties.

Each Consenting Party shall have the right to refuse to accept all or any portion of its share of
amounts paid under Articles 7.5(A)} and 7.5(B). In such case the refused amount shall be
distributed to each non-refusing Consenting Party on a pro-rata basis,

Order of Preference of Operations

A

)]

Except as otherwise specifically provided in this Agreement, if any Party desires to propose the
conduct of an operation that will conflict with an existing proposal for an Exclusive Operation,
such Party shall have the right exercisable for five (5) Days {or twenty-four (24) houwes for Urgent
Operational Matters) from receipt of the proposal for the Exclusive Operation, to deliver such
Party’s alternative proposal to all Partics entitled 1o participate in the proposed operation, Such
alternative proposal shall contain the information required under Article 7.2(A),

Each Parly receiving such proposals shall elect by delivery of notice to Operater and o the

proposing Parties within the appropriate response period set out in Article 7.2(B) to participate in
one of the competing proposals. Any Party not notifying Operator and the proposing Parties
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within the response period shall be deemed to have voted against the proposals,

The proposal receiving the largest aggregate Participating Interest vote shall have priority over all
other competing proposals. In the case of a tie vote, Operator shall choose ammong the proposals
receiving the largest aggregate Participating Interest vofe, Operator shall deliver notice of such
result to all Parties entitled to participate in the operation within five (5) Days (or twenty-four (24)
hours for Urgent Operational Matters).

Each Party shall then have two (2) Days {or twenty-four (24) hours for Urgent Operational
Matiers) from receipt of such notice to elect by delivery of notice to Operator and the proposing
Parties: whether such Party will participate in such Exclusive Operation, or will relinquish its
interest pursuant to Article 7.4(B). Feilure by a Parly fo deliver such notice within such period
shall be deemed an election not to participate in the prevailing proposal,

Notwithstauding the provisions of Article 7.4(B), if for reasons other than the encoungering of
granite or other practically impenetruble substance or any other condition in the hole rendering
further operations impracticable, a well drilled as an Exclusive Operation fails to reach the deepest
objective Zone described in the notice proposing such well, Operator shall give notice of such
failure to each Noo-Consenting Party whe submitted or voted for an altemative proposal undes
this Article 7.6 to drill such well to a shallower Zone than the deepest objective Zone proposed in
the notice under which such well was drilled. Each such Non-Consenting. Party shall have the
option exercisable for forty-eight (48) hours from receipt of such notice fo participate for its
Participating Interest share in the initial proposed Completion of such well. Each such Non-
Consenting Party may exercise such option by notifying Operator that it wishes to parficipate in
such Completion and by paying its Participating Inferest share of the cost of drilling such well to
its deepest depth drilled in the Zone in which it is Completed, All labilitics and expenses for
drilling and Testing the Exclusive Well below that depth shall be for the sole account of the
Consenting Parties. If any such Non-Conseating Party does not propetly elect to participate in the
first Completion proposed for such well, the relinguishment provisions of Article 7.4(B) shall
continue to apply to such Non-Cansenting Party’s interest.

7.7 Stand-Ry Costs

A

B)

When an operation has been performed, all tests have been conducted and the results of such tests
furnished to the Partics, stand by costs incurred pending response to any Party’s notice proposing
an Bxclosive Operation for Deepening, Testing, Sidetracking, Completing, Plugging Back,
Recompleting, Reworking or other further operation in such well (including the period required
under Article 7.6 to resolve competing proposals) shall be charged and borne as part of the
operation just completed. Stand by costs incurred subsequent to all Parties responding, or
expiration of the response time permitted, whichever first occurs, shall be charged to and borne by
the Parties proposing the Exclusive Operation in proportion to their Participating Interests,
regardless of whether such Exclusive Operation is actually conducted.

If a further operation related to Urgent Operational Matters is proposed whils the drilling rig to be
utilized is on location, any Paity may request and receive up to five (5} additional Days after
expiration of the applicable response period specified in Article 7.2(B)(1) within which to respond
by notifying Operator that such Party agrees to bear all stand by costs and other costs incured
during such extended response period. Operator may require such Party to pay the estimated stand
by costs In advance as a coudition to extending the response period.  If more than ong Party
requests such additional time to respond to the notice, stand by costs shall be allocated between
such Parties on a Day-to-Day basis in proportion to their Participating Inferests.
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Use of Praperty

The Parties participating in any Deepening, Testing, Completing, Sidetracking, Plugging Back,
Recompleting or Reworking of any well drilled under this Agreement shall be permitted fo use
{free of cost) all casing, tubing and other equipment in the well that is not needed for operations by
the owners of the wellbore, but the ownership of all such equipment shall remain unchanged. On
abandonment of a well in which operations with differing participation have been conducted, the
Parties abandoning the well shall account for all equipment in the well to the Parties owning such
equipment by tendering to them their respective Participating Interest shares of the value of such
eqnipment less the cost of salvage.

Lost Production During Tie-In of Exciustve Operation Facilities

If, during the tie-in of Exclusive Operation facllities with the existing production facilities of another
aperation, the production of Hydrocarbons from such other pre-existing operations is tempaorarily lessened
as a result, then the Consenting Partics shall conipensate the parties to such existing operation for such loss
of production ‘in the following manner. Operator shall determine the amount by which each Day’s
production during the tie-in of Exclusive Operation facilities falls below the previous month’s average
daily production fom the existing produciion Taoilities of such cperation. The so-detennined amount of
lost production shall be recovered by all Parties who experienced such loss in proportion to their respective
Participating Interest. Upon completion of the tie-in, such lost production shall be recovered in full by
Operator deductig up to one hundred percent (100%) of the production from the Exclusive Operation,
prior to the Consenting Patties being entitled fo receive any such production.

Conduct of Exclusive Operations

(A} Each Exclusive Operation shall be carried out by the Consenting Parties acting as the Operating
Commitiee, subject to the provisions of this Agreement applied mnetatis mutandis to such
Exclusive Operation and subject to the terms and conditions of the Contract.

(B} The computation of liabilities and expenses incurred in Exclusive Operations, including the
liabilities and expenses of Operator for conducting such operations, shall be made in accordance
with the principles set out in the Accounting Procedure.

(9] Operator shall malntain separate books, financial records and accounts for Exclusive Qperations
which shall be subject to the same rights of audit and examination as the Joint Account and related
records, all as provided in the Accounting Procedure. Said rights of audit and examination shall
extend to each of the Consenting Parties and each of the Non-Consenting Parties so long as the
Ialter are, or may be, entitled to elect to participate in such Bxclusive Operations:

D) Operator, if it is conducting an Exclusive Operation for the Consenting Parties, regardless of
whether it is participating in that Exclusive Qperation, shall be entitled to request cash advances
and shall not be required to use its own funds to pay any cost and expense and shall not be obliged
to commence or continue Exclusive Operations until cash advances requested have been made,
and the Accounting Procedure shall apply to Operator in respect of any Exclusive Operations
conducted by it.

(¥ Should the submission of a Development Plan be approved in accordance with Article 6.2, or
should any Party propose {but not yet have the right to commence) a development in accordance
ywith this Article 7 where neither the Developuient Plan nor the development proposal call for the
conduct of additional appralsal drilling, and should any Party wish to drill an additional Appraisal
Well prior to development, then the Party proposing the Appraisal Well as an Exclusive Operation
shall be entitled to proceed first, but without the right (subject to the following sentence) to future
reimbursement pursuant to Article 7.5, If such an Appraisal Well is produced, any Consenting
Party shall own and have the right to take in kind and separately dispose of all of the Non-
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Consenting Party’s Entitlernent from such Appraisal Well until the value received in sales to
purchasers in arm-length transactivns equals one bundred percent (100%) of such Non-Conseufing
Party’s Parlicipating Interest shares of all labilities and expenses that were incurred in any
Exclusive Operations relating to the Appraisal Well. Following the completion of drifling such
Appraisal Well as an Exclusive Operation, the Parties may proceed with the Development Man
appraved pursuant to Article 5.9, or {if applicable) the Parties may complete the procedures to
propose an Exclusive Operation to develop a Discovery. If, as the result of drilling such Appraisal
Well as an Exclusive Operation, the Party or Partics propesing to develop the Discovery decide(s)
nol to do so, then each Non-Consenting Party who vated In favor of such Development Plan prior
to the drilling of such Appraisal Well shall pay to the Consenting Party the amount such Non-
Consenting Party would have paid had such Appraisal Well been dritled as a Joint Operation,

I Operator & a Non-Consenting Party fo an Exclusive Operation to develop a Discovery, then
Operator may vesign, but in any eveut shall resign on the unanimous request of the Consenting
Parties, as Operator for the Exploitation Avea for such Discovery, and the Consenting Parties shall
select a Consenting Party to serve as Operatoy for such Exclusive Operation only. Any such
resighation of Operator and appointment of a Consenting Party o serve as Operator for such
Exclusive Operation shall be subject to the Parties having fivst obtained any necessary

£ vt et o mrrern T
LIovernment approvais.

&1 Defauly aud Neotice

(A)

B

ARTICLE 8
DEFAULT
Any Party that fails fo:
(1) pay when due its share of Joint Account expenses (including cash advances and interest);
or :
{2} vbtain and maintain any Secwrity reguived of such Party under the Contract or this
Agreement; ’

shell be in default under this Agreement {a “Defauiting Party™), provided that Pirity shall not be
ot be deemed to be in default under this Agreeinent in consequence of any fatlure by President (or
its Affiliates) duly to perforn its obligations under the Farmout Agreement. Operator, or any noti-
defaulting Party in case Operator is the Defaulting Party, shall promptly give notice of such
default (the “Defanlt Notice”) to the Defaulting Party and each of the non-defaniting Parties.

For the purposes of this Article 8, “Defanit Period” means the period beginning five (5) Business
Days from the date that the Default Notice is issped in accordance with this Article 8.1 and ending
when all the Defanlting Party’s defaults pursuant to this Article 8.1 have been remedied in full.

82 Operating Conmpittee Meetings and Data

(A)

Notwithstanding any other provision of this Agreement, the Defaulting Party shall have no right,
during the Default Period, to:

) call or attend Operating Committee or subcommittes meetings;

2 vote on any matter coming before the Operating Connmitice or any subconmaitice;

(3) access any data or information relating to any operations under this Agreement;

4 consent to or reject data trades between the Parties and third parties, nor access any data
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received in such data trades;

(3} Transfer (as defined in Article 12.1) all or past of its Participating Inferest, except to non.
defaulting Parties in accordance with this Article §;

{6 consent to or reject any Transfer (as defined in Asticle 12.1) or otherwise exercise any
other rights in respect of Transfers under this Article 8 or under Article 12;

N receive its Entitlement in accordance with Article 8.4;
(8) withdraw from this Agreement under Article 13; or
() take assignment of anry portion of another Party’s Participating Intercst in the event such

other Party is either in default or withdrawing from tlis Agreement and the Contract.
Notwithstanding any other provisions in this Agreement, during the Default Period:

e} unless agreed otherwise by the non-defaulting Parties, the voting interest of each non-
defaulting Party shail be equal to the rafio such non-defaulting Party’s Participating
Intersst bears o the fotal Perticipating Interests of the non-defaulting Parties;

) any matters reqniring a unanimous vote or approval of the Parties shall not reqoire the
vote or approval of the Defaulting Party;

(3) the Defaulting Party shall be deemed to have elected not to participate in any operations
that are voted upon during the Defuult Period, to the exteut such an election would be
permitted by Article 5.13 and Article 7; and

) the Defaulting Party shall be deemed to have approved, and shall join with the non~
defaulting Parties in taking, any other actions voted un during the Default Period.

83 Allocation of Defuulted Accounts

(A)

The Party providing the Default Notice pursuant to Article 8.1 shall include i the Default Notice
to sach non-defaulting Parly a statement oft (i) the sum of money that the non-defanlting Party
shall pay as its portion of the Amount in Default; and (1) if the Defauliing Party has failed to
obtain or maintain any Security required of such Party in order to maintain the Contract in full
force and effect, the type and amount of the Security the non-defanlting Parties shall post or the
funds they shall pay in order to allow Operator, or (if Operator is in default) the notifying Party, to
post and maintain such Security. Unless otherwise agreed, the obligations for which the
Defaulting Party is in default shall be satisfied by the non-defaulting Parties in proportion to the
tatio that each non-defaulting Party's Participating Interest bears to the Participating Iuterests of all
noi-defaulting Parties. Por the purposes of this Article §:

SAmount in Defauli® means the Defanlting Party’s share of Joint Account expeuses which the
& Y i

Defaulting Party has failed to pay when dus pursuant to the terms of this Agreement (but
exchuding any interest owed on such amount); and
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“Total Amount in Defanlt” means the following amounts: (f) the Amount in Default; (i) third-
party costs of eblaining and maintaining any Securily incurred by the nop-defaaiting Parties or the
funds paid by such Parties in order to allow Operator to obtain or maintain Security, in accordance
with Article 8.3(A)(i); plus (iil) any interest at the Agresd Intersst Rate acorued on the amount
under (i} from the date this amount §5 due by the Defaulting Party until paid in full by the
Defaulting Party and on the amount under (i1} from the date this amonnt is incurred by the non-
defhulting Parties until paid in full by the Defaulting Party,

if the Defaulting Party remedies its defanlt in full before the Default Period commences, the
notifying Party shall promptly notify cach non-defaulting Party by Tacsimile or telephone and by
email, and the non-defauliting Parties shall be relieved of their obligations under Article 8.3(A).
Otherwise, each non-defaulting Party shall satisfy its obligations under Article 8 3(AY(i) before the
Default Period commences and its obligations under Article 8.3(A)(1) within ten (10) Days
following the Defanlt Notice. If any noa-defaulting Party fails to timely satisfy such obligations,
such Party shall therenpon be a Defaniting Party subject to the provisions of this Article 8, The
non-defaulting Parties shall be entltled to receive their respective shaves of the Total Amonnt in
Default payable by such Defaulting Party pursuant 1o this Article 8.

If Onerntor is 2 Defasiting Party, then 2! payments otherwise payable to Operator for Jult
Account costs pursnant to this Agreement shall be made to the notifying Party instead until the
default is cured or a'successor Operator sppointed. The notifying Party shall maintain such funds
in a segregated account separate from its own funds and shall apply such funds to third party
claims due and payable from the Joint Account of which it has notice, fo the extent OUperator
would be anthorized to make such payments under the terms of this Agreement. The notifying
Party shall be entitled to biil or cash call the other Parties in accordance with the Accounting
Procedure for proper third party charges that become due and payable daring such period 1o the
extent sufficient funds ére not available. When Operator has cured its default or a successor
Operator is appointed, the natifying Party shall turn over all remaining fiunds in the account to
Operator and shall provide Operator and the other Parties with a detailed accounting of the funds
recelved and expended during this period. The notifying Party shall not be liable for damages,
losses, costs, expenses or liabilitles arising as a result of its actions under this Article 8.3(C),
except fo the extent Operator would be liable under Article 4.6.

8.4 Remedies

G

(B)

Truring the Default Period, the Defatlting Party shall not have a right 1o its Entitlement, which
shall vest in and be the property of the non-defaulting Parties. Operator (or the notifying Party if
Operator is a Defaulting Party) shall be authorized to sell such Entitlement in an arm’s-length sale
on terms that are commercially reasonable under the circumstances and, after deducting afl costs,
charges and expenses incnrred in connection with such sale, pay the net proceeds to the nop-
defaulting Parties in proportion 1o the amounts they are owed by the Defaulting Parfy as a part of
the Total Amount in Defanlt (in paymens of first the interest and then the principal) and apply such
net proceeds toward the establishment of the Reserve Fund (ay defined in Article 8.4(C)}, if
applicable, unijl all sucli Total Amount in Default is recovered and such Reserve Fund is
established. Any surplus remaining shall be paid to the Defaulting Party, and any deficiency shall
remain a debt due from the Defaulting Party to flie non-defaulting Parties. When making ssles
wnder this Article 8.4(A), the non-defaniting Parties shall have no obligation to share any existing
market or obtain a price squal to the price at which their own production is sold.

If Operator disposes of any Joint Property or if any other eredit or adjustment is mads to the Joint
Account during the Default Period, Operator {or the notifying Party if Operator is a Defaulting
Party) shall be entitled to apply the Defaulting Party’s Participating Interest share of the proceeds
of such disposal, credit or adjustment against the Total Amount in Defanlt (against first the
interest and then the principal) and toward the cstablishment of the Reserve Fund (as defined in
Article 8.4(C)), if applicable. Auy sarplus remaining shall be paid to the Defaulting Party, and
ary deficlency shall remain a debt due from the Defaulting Party to the non-defaulting Parties.
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The non-defaulting Partics shall be entitled to apply the net proceeds received under Articles
BA{A) and B.4(B) teward the creation of a reserve fund (the “Reserve Frund”) in an amount equal
to the Defsulting Party’s Participating Interest share oft (i) the estimated cost to abandon any wells
and other property in which the Defaulting Party participated; (il) the estimated cost of severance
benefits for local employees upon cessation of operations; and (iii) any other identifiable costs that
the non-defaulting Partics anticipats will be icurred in connection with the cessation of
operations, Upen the conclusion of the Default Period, all amounts held in the Reserve Fund shall
be returned to the Party previously in Default,

Bach Party gronts to cach of the other Parties the right and option to acquire {the “Bup-Out
Oprion™ all of its Participating Interest for a value (the “dppraised Falne”) as determined in this
Article 8.4(D) in the event that such Party becomes a Defaylting Party and fails to fully remedy all
its defaults by the 60th Day following die date of the Default Notice~ If 8 Defaulting Party fails
to remedy its default by the 60th Day following the date of the Default Notice, then, without
prejudice to any other rights available to each non-defaulting Party to recover its pastion of the
Total Amount in Default, a majority in interest of the non-defaulting Parties (after excluding
Affiliates of the Defanlting Party) may, but shall not be obligated to, exercise such Buy-Out
Option by notiee to the Defanlting Party snd each non-defaulting Party (the “Opfion Notice™. 1f
more than one nefrdofoalting Party elects to oxercise the Bay.Lut Optien, such electing none
cefaulting Party (collectively, the “deguiring Parties’s shall scquire a proportion of the
Participating Interest of the Defaulting Party equal to the ratio of its own Participating Interest to
the total Participating Interests of all Acquiring Parties and pay such proportion of the Appraised
Value (as defined below), unless they otherwise agree. The Defaulting Party shall be obligated to
transfer, pursuant to Article 13.6, effective on the date of the Option Notice, its Participating
Interest to the Acquiring Parties in consideration of the payment to the Defaulting Party of the
Appraised Valne. In the Option Notice the Acquiting Parties shall specify a value for the
Defaulting Party's Participating Interest.  Within five (5) Days of the Option Notice, the
Defauliing Party shall () notify the Acquiring Parties that it accepts the value specified in the
Option Notice {(in which case such valus is the “Appraised Valne'y, or (if) refer the Dispute to an
independent expert pursuant to Article 183 for determination of the value of its Participating
Interest (in which case the value deterniined by such expert shall be deemed the “Appraised
Value™). 1If the Defaulting Party fails to so notify the Acquiring Parties, the Defaulting Party shall
be deemed lo have accepted the Acquiring Parties’ value as the Appraised Value.

1fthe valuation of the Defaulting Party’s Participating Interest is referred to an expert, such expert
shall determine the Appraised Value which shall be equal to the fair market value aof the
Defaulting Party’s Participating Interest, less the following: (i) the Total Amount in Default; (i)
all costs, including the costs of tlie expert, to obtain such valuation; and (iii) FIFTEEN percent
(15%) of the fair market value of the Defaulting Party’s Participating Interest.

‘The Appraised Value shali be paid to the Defaulting Party In four (4) installments, each equal to
25% of the Appraised Value as follows:

(1) the first installment shall be due and payable to the Defaulting Party within 90 Days afler
the date on which the Defaulting Party’s Participating Inferest is effectively transferred to
the Acquiring Parties (the “Transfer Date”);

2) the second installment shalf be due and payable to the Defaulting Party within 180 Days
after the Transfer Date;

3) the third instaliment shall be due and payable to the Defaulting Party within 270 Days
after the Transfer Date; and

{4y the fourth installment shall he due aud payable to the Defaulting Party within 360 Days}
after the Transfer Date.
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9.1

9.2

{E} For purposea of Articles 8.4(D), as elected, the Defaulting Party shall, without delay following any
request from the non-definlting Parties, do any act required to be dene by the Laws / Regulations
and any other applicable taws in order to render the transfer of its Participating Inferest legally
valid, including obtaining all governmental consents and approvals, and shall execute any
docurment and take such ofher actions as may be necessary 1 order o offect a prompt and valid
transfer. The Defmlting Party shall be obligated to promptly remove any liens and enciimbrances
which wmay exist on ifs assigied Participating Interests. In the event all Government approvals are
not timely obtained, the Defaultiug Party shall hold the assigned Participating Interest in trust for
the non-defaulting Partics who are sntitled to receive it. Each Party constifutes and appoints each
other Party its true and lawful attorney to exevute such instruments and make such filings and
applications as may be nccessary to make such tansfer legally effective and to obfain eny
necessary consents of the Government. Actions under this power of attorney may be taken by aiy
Party individually without the joinder of the others. This power of attormey is irrevocable for the
term of this Agreement and is coupled with an interest. 1f requested, each Paity shall execute a
forin prescribed by the Operating Committee setiing forth this power of attorney in more:detail.

(¥} The non-defavlting Parties shall be entitled to recover from the Defanlting Party all reasonable
attorneys® fees and all other reasouable costs sustained in the collection of amomts owing by the
Dofnulthng Paty.

() The rights and remedies granted to the non-defaulting Parties in this Article 8 shall be cumulative,
not exclusive, and shall be in addition to any other rights and remedies that may be available to the
not-defaulting Parties, whether at law, in equity or otherwise. Bach right and remedy available to
{he non-defaulting Parties may be exercised from time 1o tinie and so often and in such order ag
may be considered expedient by the non-defaulting Parties in their sule discretion.

Survival

The obligations of the Defaulting Party and the rights of the non-defaniting Parties shall survive the
surrenider of the Contract, abandonment of Joint Operations and termination of this Agreement.

No Right of Set Off

Each Party acknowledges and accepts that a fundamental principle of this Agreement is that each Party
pays its Participating Interest share of all amounts due under this Agrecment as and when required.
Accordingly, any Party which becomes a Defaulting Party undertakes that, in respect of either any exercise
by the non-defauiting Parties of any rights under or the application of any of the provisions of this Article
8, such Party hereby waives eny right to raise by way of set off or invoke as a defense, whether in law or
equity, any failure by any other Party to pay amomnts due and owing under this Agreement or any alleged
¢laim that such Party may have against Operator or any Non-Operator, whether such claim arises under this
Agreement or otherwise. Bach Party further agrees that the uature and the amount of the remedies grauted
to the non-defauliing Parties hereunder ave reasonable and appropriate in the circuimstances.

ARTICLE 2
DISPOSITION OF PRODUCTION

Right and Obligation to Take in Kind

Bxcept as otherwise provided in this Article 9 or in Article 8, each Party shall have the right and ohlipation
to own, take i kind and separately dispose of its Enfitleinent.

Disposition of Crude Oi]

If Crude Oil is to be produced from an Exploitation Area, the Parties shall in good faith, and not less than
three (3) months prior to the anticipated first delivery of Crude Oil, as promptly notified by Operator,
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negotiate and conclude the terms of a lifting agreement to cover the offtake of Crude Oil produced under
the Contract. The lifting procedure shall be based on the AIPN Model Form Lifting Procedure and shail
contain all such terms as may be negotiated and agreed by the Parties, consistent with the Development
Plan aud subject to the terms of the Confraet. The Government Oil & Gas Company may, if necessary and
practicable, also be party to the lifling agreement; if the Government Oil & Gas Company is a party to the
lifting agreement, then the Parties shall endeavor to obtain its agreement to the principles set forth in this
Article 9.2. [f a lifting agreement has uot been entered into by the date of first delivery of Crude Oil, the
Parties shall nonctheless be obligated fo take and separately dispose of such Crude Oil as provided in
Article 9.1 and i additien shall be bound by the terms set forth in the AIPN Mode] Form Lifting Procedure
until a lifting agreement is executed by the Parties,

BDisposition of Natural Gas

The Paties recognize that if Natwal Gas is discovered it may be necessary for the Parties to enter info
special arrangements for the disposal of the Natural Gas, which are consistent with the Development Plan
and subject to the feiyos of the Contract.

ARTICLE 10
ABANDONMENT

Abandonment of Wells Deilled as Joint Operations

(A} A decision to plug and abandon any well which has been drilled as a Joint Operation shall require
the approval of the Operating Commitiee.

(B) Shoutd any Party fail to reply within the period prescribed in Aiticle SA2(AX1) or Asticle
5.32(AX2), whichever is applicable, after delivery of notice of Operator’s proposal to plug and
abanden such well, such Party shall be deemed to bave consented to the proposed alandonment.

) If the Operating Committee approves 2 decision to plug and abandon an Exploration Well or
Appraisal Well, subject to the Laws / Regulations, any Party voting against such decision may
propose (within the time periods allowed by Artiele 5.13(A)) to conduct an alternate Exclusive
Qperation in the wellbore. 1f no Exclusive Operation is timely proposed, or if an Exclusive
Operation is timely proposed but is not commenced within the applicable time perfods under
Article 7.2, such well shall be plugged and abandened.

43]] Any well plugged and sbandoned under this Agreement shall be plugged and abandoned in
accordance with the Laws / Regulations and at the cost, risk and expense of the Parties who
participated in the cost of drilfing such well.

(E) Motwithstanding anything to the contrary in this Atticle 10.1:

() If the Operating Conunittee approves a decision to plug ard abandon a well from which
Hydrocarbons have been produced and sold, subject to the Laws / Regulations, any Party
voting against the decision may propose (within five (5) Days after the time specified in
Atticle 5.6, Article 5.12(AX1) or Article 5.12(A)2), whichever is applicable, has
expired) to take over the entire well as an Exclusive Operation. Any Party originally
participating in the well shall be entitled to participate in the operation of the well as an
Dxclusive Operation by response uotice within ten (10) Days after receipt of the notice
proposing the Exclusive Operation,

In such event, the Consenting Parties shall be entitled to continue producing enly from
the Zone open to praduction at the time they assumed responsibility for the well and shall
not be entitled to drill a substitute well in the event that the, well tzken over becomes
impaired or fails.
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(2) Fach Non-Consenting Party shail be deemed to have relinquished free of cost to the
Consenting Patties in proporfion to their Participating Interests all of its interest in the
wellbore of a praduced well and related equipment in accordance with Article 7.4(B).
The Consenting PMarties shall thereafter bear all cost and Hability of plugging and
abandoning such well in accordance with the Laws / Regulations, to the extent the Parties
are or become obligated to contribute (o such costs and labilities, and shall indemnify the
Non-Consenting Partics against all such costs and liabilities.

(3) Subject to Article 7.12(F), Operator shatl continue to operate a produced well for the
account of the Congenting Parties at the rates and charges contemplated by this
Agrecment, plus any additional cost and charges which may arise as the result of the
separate aliocation of interest in such well,

Abandonient af Exclusive Operations

This Article 10 shall apply mutatis mutandis 1o the abendonment of su Exclusive Well or any well in which
an Bxclusive Operation has besn conducted (in which event all Parlies having the right to conduet further
operations in such well shall be netified and have the opporfunity to conduct Exclusive Opetations in the
well in aotordonce with the provisions of ihis Articks 103 .

ARTICLE 11
SURRENDER, EXTENSIONS AND RENEWALS

Surrender

(A)

&)

If the Contract requires the Parties to surrender any portion of the Contract Area, Operator shall
advise the Operating Cormittée of such requirement at least one fndred and twenty (120} Days
in advance of the earlier of the date for filing irrevocable notice of such surrender or the date of
such surrender; Prior to the end of such period, the Operating Coummittes shall determine pursuant
1o Article 5 the size and shape of the swrendered ares, consistent with the requirements of the
Contract. If a sufficient vote of the Operating Comniittee cannot be attained, then the proposal
supported by & simple majority of the Participating Interests shail be adopted. If no. proposal
atteins the support of a simple majority of the Participating Interests, then the proposal receiving
the largest aggregate Parficipating Interest vote shall be adopted. In the event of a tie, Operator
shall choase among the proposals receiving the largest aggregate Participating Interest vote, The
Parties shall exccute any and all documents and take such other actions as may be necessary to
effact the surrender, Each Party renounces all claims and causes of action against Operator and
any other Parties on account of uny area surrendered in accordance with the foregaing but sgainst
its recommendation 1f Hydrocarbans are subsequently discovered under fhe surrendered area.

A surrender of all or any part of the Contvact Area which is 1ot required by the Confract shall
reguire the unanimous consent of the Parties.

Exiension of the Term

(A)

(B}

A proposal by any Pariy to enter into or extend the term-of any Exploration or FExploitation Period
ot any phase of the Contract, or a proposal to extend the terni of the Contract, shall be brought
before the Operating Comimittee pursuant to Article 5.

Any Party shall have the right to enter iufo or extend the term of any Exploration or Exploitation
Period or any phase of the Contract or to extend the term of the Contract, regardless of the level of
support in the Operating Comumittee.  If any Pacty takes such action, any Party not wishing to
extend shall have a right to.withdraw, subject to the requirements of Article 13.
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ARTICLE 12
TRANSFER OF INTEREST OR RIGHTS AND CHANGES IN CONTROL

121 Obligations

A

(8

Subject to the requirements of the Confract,

(i any Transfer {except Transfors pursuant to Article 7, Article 8 or Article 13) shall be
effective only If it satisfies the termis and condittons of Article 12.2; and

(i) a Party subject to a Change in Control must satisfy the terms and sonditions of Article
12.3.

Should a Transfer subject to this Article or a Change in Conirol peour without satisfaction {in all
material respects) by the transferar or the Party subject to the Change in Control, as applicable, of
the requirements hereof, then each other Party shall be entitled to enforce specific performance of
the terms of this Article, in addition to auy ather remedies (including damages) to which it may be
entitled. Fach Party aprees that monetary daroages alone would nof be an adequate remedy for the
breach of any Party's obligations under this Article,

Fot purposes of this Agregment:

“Cash Transfer” means any Transfer where the sole consideration (other than the assumption of
obligations relating to the transferred Participating luterest) takes the form of cash, cash
equivalents, promissory notes or retained interests (such as production payments) in the
Participating Intevest being transfened; and

“Chunge in Control” means any divect or indirect change in Control of a Party {whether through
merger, sale of shares or other equity interests, or otherwise) through a single transaction or serigs
of related transactions, from one or more transferors {8 ane or more transferees, in which more
than 50% of the voting securities or voting rights of a Party changes.

“Encumbrance” means a mortgage, Hen, pledge, charge or ofher encumbrance. “Encumber™
and other derivatives shall be construed accordingly.

“Transfer® means eny sale, assigninent, Encumbrance or other disposition by a Party of any rights
or obligations derived from the Contract or this Agreement (including its Participating Iiterest),
wther than its Entitlernent and its rights o any credits, refunds or payments under this Agreement,
and excluding any direet or indirect change in Control of a Party,

122 TFransfer

)

(B)

Except in the case of a Party transferring all of its Participating Interest, no Trausfer shall be made
by any Party which results in the transferor or the transferee holding a Participating Interest of less
than FIVE percent (5%) or any intersst other than a Participating Interest in the Contract and this
Agreement.

Subject to the terms of Articles 4.9 and 4.10, the Party serving as Operator shall remain Operator
tollowing Transfer of a portion of its Participating Interest, In the event of a Transfer of all of its
Participating Interest, except to an Affiliate, the Party serving as Operator shall be deemed to have
resigned as Operator, effective on the date the Transfer becomes sffective under this Article 12, in
which event a successor Operator shall be appointed in accordance with Article 4,11, If Operator
transfers all of its Participating Intorest to an Affiliate, that Affiliate shall automatically become
the successor Operator, provided that the transferring Operator shall remain liable for its Affiliate’s
performance of its obligations,
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(F)

Roth the transferes, and, notwithstanding the Transfer, the transferring Party, shall be Hable to the
other Parties for the transferring Party’s Participating Interest share of any obligations (financial or
otherwise) whicli have vested, matured or acerued under the provisions of the Confract or this
Agrecnent prior to such Transfer. Such obligations, shall include any proposed expenditure
approved by the Operating Committee prior to the transferring Party notifying the other Parties of
its proposed Transfer and shall also include costs of plugging and abandoning wells or portions of
wells and decommissioning facilitics in which the transferring Party participated (or with respect
to which it was required to bear a share of the costs pursuant to this sentence) to the extent such
costs are payable by the Parties under the Contract.

A transferce shall have uo rights in the Contract or this Agreement {except uny notice and cure
rights or similar rights that may be provided to a Lien Holder (as defined in Article 12.2(E) by
separats instrument signed by all Parties) unless and until:

(H) it expresaly underiakes in an instument reasonably satisfactory to the other Parties to
perform the obligations of the transferor under the Contract and this Agreement jurespect
of the Participating Interest being transferred and obtsins any necessary Government
approval for the Transfer and furnishes auy guaraatees required by the Government or the
Contract on of before the epplicable deadlines; end

2 except in the case of a Transfer to an Affiliate, each Party has consented in writing to
such Transfer, which consent shall be denied only if the transferee fails to establish to the
reasonablé satisfaction of each Party its financial capability to perform its payment
obligations under the Contract and this Agreenent and political acceptability, consent not
to be unreasonably withhield. No consent shall be required under this Article 12.2(D)(2)
for a Transfer to an Affiliate if the transferring Party agrees in an instrument reasonably
satisfactory to the other Parties to remain liable for its Affiliate’s performance of its
obligations.

Nothing contained in this Article 12 shall prevent a Party from Encurnbering all or any undivided
share of its Participating Interest to a thivd party (a “Lien Holder”) for the purpose of security
refating to finance, provided that;

1) such Party shall remain liable for all obligations relating to such interest;

2 the Encumbrance shall be subject to any necessary approval of the Government and be
expressly subordinated to the rights of the other Payties wnder this Agreement;

3 such Party shall ensure that any Encumbrance shall be expressed to e without prejudice
to the provisions of this Agreement; and

{4) the Lien Holder shall first enter into and deliver a subordination agreement in favor of the
other Partics, substantially in the form agreed between the Parties.

Any Transfer (other than a Transfer to an Affiliate and the granting of an Encumbrance as
provided in Article 12.2(E)) shall be subject to the following procedure.

) In the event that a Party wishes to transfer any part or all of its Participating Interest, prior
to the transferor entering into a written agreement providing for such a Transfer {whether
or not such agreement is binding) the fransferor shall send the other Parties notice of its
intention and invite them to submit offers for the Patticipating Interest subject to the
Transfer. The other Partics shall have thirty (30) Days from the date of such notification
to deliver @ counfer-notification with a binding offer In accordance with Ariicle
12.2(F)(3). If the transferor notifies the offering Party or Parties that the binding offer
presents an acceptable basis for negotiating a Transfer agreement, the transferor and that
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offering Party or Parties shail have the next sixty (60) Days in which to negotiate in good
faith and exceute the terins and conditions of & mutoally acceptable Transfer agreement.
if the transferor does not find that any Party's offer presents an acceptable basis for
negotiating a Transfer ugreement, or if the above sixty (60) Days elapse and the
transferor iz its sole discretion believes that a fully negotisted agreement based on the
offer deemed acceptable by the transteror with all offering Parties is not imminent, the
transferor shall be entitled for a period of one hundred eighty (180) Days from the
expiration of the thirty (30) Day offer period or the sixty (60) Day negotiation periad,
respectively, plus such additional period as may be necessary to secure governmental
approvals, to Transfer all or such portion of ity Participating Interest to a third party,
subject to the obligations set forth in this Article 12, provided that the terms and
condilions of any such Transfér must be more favorable to the transferor than the best
terms and conditions offered by any Party.

If more than one Pmty counter-notifies the transfevor that it intends to acquire the
Participating Interest subject to the proposed Transfer, then each such Party shall acquire
a proportion of the Participating Interest to be transferred equal to the ratio of its own
Participating Interest to the total Participating Interests of all the counter-notifying
Partics, untless (he countor-notifying Dartivs vilierwise agree.

Alf Parties desiring to give such 4 counter-notice shall meet to formulate a joint offer,
Each such Party shatl make known to the other Parties the highest price or value that it is
willing to offer to the transferor, The proposal with the highest price or value shall be
offered to the transferor as the joint proposal of the Parties still willing to participate in
snch offer under the provisions of Article 12.2(F)(1) above.

123 Change i Conirol

®)

(B)

A Party subject to a Change in Control shall obtain any necessary Government approval with
respect to the Change in Control and furnish any replacement Secutity required by the
Government or the Contract on or before the applicable deadlines.

A Party subject to a Change in Control shall provide evidence reasonably satistactory to the other
Parties that following the Change in Control such Party shall continue to lhiave the financial
capability to satisfy its payment obligations and political acceptability under the Contract and this
Agreement. Should the Party that is subject to the Change in Control fail to provide such
evidenee, any other Party, by notice to such Party, may require such Party to provide Security
satisfactory to the other Parties with respect to its Participating Intevest share of any obligations or
liabilities which the Parties may reasonably be expected to incur under the Coutract and this
Agreement during the then-cutrent Exploration or Exploitation Period or phase of the Contract.

ARTICLE 13
WITHDRAWAL FROM AGREEMENT

13.1  Ripht of Withdrawal

(A

(B)

Subject to the provisions of this Article 13 and the Contract, any Party not in default may at its
option withdraw from this Agreement and the Contract by giving notice to all other Parties stating
its decision to withdraw, Such notice shall be unconditional and irrevocsble when given, except
as may be provided in Article 13.7.

The effective date of withdrawal for 2 withdrawing Party shall be the end of the calendar month
following the calendar month in which the notice of withdrawal is given, provided that if all
Parties elect to withdraw, the effective date of withdrawal for each Party shall be the date
determined by Article 13.9.
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Partial or Complete Withdrawal

(A Within thirty (30) Days of receipt of cach withdrawing Party’s notification, each of the other

Parties may also give notice that it desires to withdraw from this Agreement and the Contract.
Should all Parties give netice of withdrawal, the Partics shall proceed to abandon the Contract
Area and terminate the Contract and this Agreement, Tf less than all of the Parties give such notice
of withdrawal, then the withdrawing Parties shall take all steps to withdraw from the Contract and
this Agreement on the carliest possible date and execute and deliver all necessary instruments and
documents to assign their Participating Interest to the Parties which are not withdrawing, without
aity compensation whatsoever, in accordanes with the provisions of Article 13.6.

(B} Any Party withdrawing under Article 11.2 or under this Article 13 shall at its option, (1) withdraw
from the entirety of the Contract Area, or (2) withdraw only from ali exploration activities under
the Contract, but not fram any Exploitation Arca, Commercial Discovery, or Discovery {(whether
appraised or not) made prior to such withdrawal. Such withdrawing Party shall retain its rights in
Joirt Property, but only isofar as they relate to any such Exploitation Area, Commercial
Discovery or Discovery, end shall abandon all other rights i Joint Property.
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A withdrawing Party shall have the right to receive its Entittement produced through the effective date of
its withdrawal. The withdrawing Party shall be entitled to receive all information to which such Party is
otherwise entitled under this Agreement until the effective date of its withdrawal, Afier giving its
notification of withdrawal, a Party shall not be entitled to vote on any 1natters coming before the Operating
Conmittee, other than matters for which such Party has financial responsibility.

Obligations auid Linbilties of a Withdruwing Party

(A) A withdrawing Party shall, following its notification of withdrawal, remzin liable only for its share
of the following:

(1) costs of Joint Operations, and Exclusive Operations in which it has agreed to participate,
that were approved by the Operating Committee or Consenting Parties as part of a Work
Program and Budget (including a multi-year Work Program and Budget under Article
6.5) or AFE prior to such Party’s notification of withdrawal, regardless of when they are
incurred;

{2) any Minimum Work Obligations for the current period or phese of the Contract, and for
any subsequent period or phase which has been approved pursuant to Article 11,2 and
with respect to which such Party has failed to timely withdraw under Article 13.4(B);

3) expenditures deseribed in Articles 4.2(B)(13) and 13.5 related to an emergency occmring
prior to the effective date of a Party’s withdrawal, regardless of when such expenditures
are ncurted;

(C)] all other obligations and liabilities of the Parties or Consenting Parties, as applicable,

with respect to acts or omissions under this Agreement prior to the effective date of such
Party’s withdrawal for which such Party would have been liable, had it not withdrawn
from this Agresment; and

{5) in the case of a partially withdrawing Party, any costs and liabilities with respect to

Exploifation Areas, Commercial Discoveries and Discoveries from which it has not
withdrawn.
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The obligations and liabilities for which a withdrawing Party remains Hable shall specifically
include its share of any cosis of plugging and abandoning wells or portions of wells in which it
participated {or was required to bear 2 share of the costs pursuant to Acticle 13.4(A)(1)} to the
extent such costs of plugging and abandoning are payable by the Partiss under the Contract. Any
nortgages, liens, pledges, charges or other encumbrances which were placed on the withdrawing
Party’s Participating Interest prior to such Party’s withdrawal shall be fully satisfied or released, at
the withdrawing Parly’s expense, prior o its withdrawal. A Party’s withdrawal shall not relicve it
from liability to the non-withdrawing Parfies with respect to any obligations or labilities
attributable to the withdrawing Party under this Article 13 merely becanse they are not identified
or identifiable at the tinwe of withdrawal.

{B) Notwithstanding the foregoing, a Purty shall not be liable for any operations or expenditures it
voted against (other than operations and expenditures described in Article 13.4(A)2) or Article
13.4(A)3)) if it sends notification of its withdrawal within five (5) Days (or within twenty-four
{24) hours for Usgent Operational Matters) of the Operating Commitles vote approving such
operation or expenditure. Likewise, a Party voting agammst voluntarily entering fnto or extending
of an Exploration Period or Exploitation Period or any phuse of the Contract or volmtarily
extending the Contract shall not be lable for the Minimum Work Obligations associated therewith
provided that it sends notification of its withdrawal witbin thirty (30} Days of such vole pursuent
to Article 11.2,

Emergency

Ifa well goes out of control or a fire, blow out, sabotage or other emergency oecurs prior to the effective
date of 4 Party’s withdrawal, the withdrawing Party shall remain liable for its Participating Interest share of
the costs of such emergency, regardless of when they are incurred.

Assigument

A withdrawing Party shall assign its Participating Interest fiee of cost to each of the non-withdrawing
Parties in the proportion which each of their Participating Interests (prior to the withdrawal) bears to the
total Participating Interests of all the non-withdrawing Parties (prior to the withdrawal), unless the non-
withdrawing Parties agree otherwise. The expenses associated with the withdrawal and assignments shall
be borne by the withdrawiug Party.

Approvals

A withdrawing Party shall promiptly join in such actions as way be necessary or desirable to obtain any
Goverament approvals required in connection with the withdrawal and assignments. The non-withdrawing
Parties shall use reasonable endedvors to assist the withdrawing Party in obtaining such approvals. Any
penalties ar expenses incurred by the Parties in connection with such withdrawal shall be borne by the
withdrawing Party. If the Government does not approve a Party’s withdrawal and assignment to the other
Partics, fhien the withdrawing Party shall at its option cither (1) retract its notice of withdvawal by notice to
the other Partics and remain a Party as if such notice of withdrawal had never been sent, or (2} hold its
Participaling Interest in trust for the sole and exclusive benefit of the non-withdrawing Parties with the
right to be reimbursed by the non-withdrawing Partics for any subsequent costs and labilities incutred by it
for which it would not have been liable, had it successfully withdrawn.

Secnrity

A Party withdrawing from this Agreement and the Contract pursnant to this Article 13 shall provide
Seourity satisfactory to the other Parties to satisfy any obligations or Habilities for which the withdrawing
Parly remains liable in accordance with Article 13.4, but which become due after its withdrawal, including
Security to cover the costs of an abandonment, if applicable.
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Withdrawal or Abandomment by All Parties

In the event all Parties decide to withdraw, the Parties agree that they shall be bound by the terms and
conditions of this Agreement for so long as may be necessary to wind up the affairs of the Paitics with the
Government, to satisfy any requirements of the Laws / Regulations and to facilitate the sale; disposition or
abandonment of property or interests held by the Joint Account, all in accordance with Article 2.

ARTICLE 14
RELATIONSHIP OF PARTIES AND TAX

Relutionship of Parties

The rights, duties, obligations and liabilities of the Parties under this Agreement shall be individual, not
joint or collective. It is not the intention of the Parties to create, nor shall this Agreement be deemed or
constried to create, a mining or other partnership, joint venture or association or {cxcept as explicitly
provided in this Agreement) a trust. This Agreement shall uot be deemed or construed to asthorize any
Party: to act as an agent, servant or employee for any other Party for any purpose whatsoever except as
explicitly set forth in this Agresment. In their relations withi each other under this Agreement, the Parties

. S e

Tyt ot By gmeerrd dgeend Fradeio bnilng niclimns mn mvserpovmitny peenertsin g Toe et & wen genegind
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Tax

Each Party shall be responsible for reporting and discharging its own tax measured by the profit or income
of the Party and the satisfaction of such Party’s share of all contract obligations under’ the Contract and
under this Agreement. Fach Party shall protect, defend and indemnify each other Party from any and all
luss, cost or liability arising from the indemmifying Party’s failure to report and discharge such taxes or
satisfy such obligations. The Partics intend that all income and all tax benefits (including deductions,
depreciation, credits and capitalization) with respect fo the expenditures made by the Parties hereunder will
be allocated by the Government tax authorities o the Partics based on the share of each tax item actually
received or borne by each Party. If such allocation is not accomplished due to the application of the Laws /
Regulations or other Government action, the Parties shall attempr to adopt mutually agreeable
arvangements that will allow the Parties to achieve the finaucial results intended. Operator shall provide
each Party, in a imely manner and at such Party’s sole expense, with such information with respect to Joint
Operations as such Party may reasonably request for preparation of its tax retums or responding to any
audit or other tax proceeding,

United States Tax Election

Fach Party to this Agresment shall hereby agree to enter into and shall be bound by a Tax Partnership for

U.8. Federal Tax purposes substantially in the form attached as Exhibit C. Such Tax Partnership has no tax

implications for non-1J.5. parties.

ARTICLE 15
VENTURE INFORMATION - CONFIDENTIALITY - INTELLECTUAL PROPERTY

Venture Informuation

{A) Each Party may use all information it receives under Article 4.4(A) (the “Venture Information”)
without the approval of any other Party, subject to any applicable restrictions and limitations set
forth in this Article 15, the Agreement and the Contract. For purposes of this Article 15, the right

to use shall entail the right to copy and prepare derivative works.

(B) Each Party may, subject to any applicable restrictions and limitations set forth in the Contract,
extend the right to use Venture Information to each of its Affiliates which are obligated to terms
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not less vestrictive that this Article 15,

The acquisition or development of Venture Information under terms other than as specified in this
Article 15 shall require the approval of the Operating Comimittee.  The request for approval
subinitted by a Party shall be sccompanied by a description of, and summary of the use and
disclosure restrictions which wonld be applicable to, the Venture Information, and any such Party
will be obligated to use all reasonable efforts to amange for rights to use which are not less
restrictive than specified in this Ariicle 13, :

All Venture Information received by a Party under this Agreement is received on an “as is” basis
without warranties, express or implied, of any kind. Any use of such Ventwe Information by a
Party shall be at such Party’s sole risk.

Confidentiality

(A)

Subject to the provisions of the Contract and this Article 15, the Parties agres that all information
in relation with Joint Operations or Exclusive Operations shall be considered confidential and
shall be kept confidential and not be disclosed during the term of the Contract and for a perind of
TWO (2) years thereafler to any person or entity not a Party to this Ageement, except:

{1} to an Affiliate pursuant to Article 15.1(B);
(2) to a governmental agency or other entity when required by the Contract;

{3 to the extent such information is required to be furnished in compliance with the
applicable law or regulations, or pursuant to any legal proceedings or because of any
order of any court binding upon a Patty;

) to prospective or actual attornsys engaged by any Party whers disclosure of such
informaticn is essential to such attorney’s work for such Party,

{5} to prospective or actual conlractors and comnsultonts engaged by any Party where
disclosure of such information is essential to snch contractor’s or consultant’s work for
such Party;

®) to 4 bona fide prospective transferee of a Party’s Participating Interest to the extent
appropriate in order to allow the assessment of such Participating Tnterest (including an
entity with whom a Party and/or its Affiliates are conducting bona fide negotiations
directed toward a merger, consolidation or the sale of & majority of its or an Affiliate’s

shares};

€) to 4 bank or other financial institution to the extent appropriate to a Party arrangg for
funding;

&) to the extent such information must be disclosed pursuant fo any rules or requirerents of

any government or stock exchange having jurisdiction over such Party, or its Affiliates;
provided that if any Party desires to diselose information in an annual or periodic report
to its or its Afiiliates’ shareholders and to the public and such disclosure is not required
pursuant to any miles or requirements of any government or stock exchange, then such
Party shall comply with Article 19.3;

&) to its respective employees for the purposes of Joint Operations or Exclusive Operations

as the case may be, subject to each Party taking customary precautions to ensure such
information is kept confidential; and
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¢ ary information which, through no fault of a Party, becomes a part of the public domain.

®») Disclosure as pursuant to Articles 13.2(A)3), (6), and (7) shall sot be made :niless prior to such
disclosure the disclosing Party has obtained a written undertaking from the recipient party to keep
the information strictly confidential for at least TWO () years and to use the information for the
sole purpose described in Articles 15.2{AX(5), (6), aud (7}, whichever is applicable, with respect to
the disclosing Party.

Intellectiunl Propoerty

(A)  Bubjeet to Articles 15.3(C) and 15.5 and unless provided otherwise in the Contract, gl intellectual
property rights in the Venture Information shall be Joint Property. Each Party and its Affiliates
have the right to use all such intellectual property rights in their own operations (including joint
operationg or a production sharing arrangement in which the Party or its Affiliates has an
ownership or equity interest) without the approval of any other Party. Decisions regarding
obtaiting, maintaining and licensing such intellectusl property rights shall be made by the
Operating Comumittee, snd the costs thereof shall be for (he Joint Account. Upon unenimous
consent of the Operating Committes a8 to awnershin, licensing rights, and income distrilmition, the
ownership of inteflectunl property rights in the Venture Information may be assigned to the
Operator or to a Parly.

(B)  Nothing in this Agrecment shall be deenied to require a Paty to (1) divulge proprictary technology
to any of the other Parties; or (i} grant a license or other rights under any intellectual property
vights owned or coatrolled by such Party o its Affiliates to auy of the othier Parties.

{Cy  IfaParty or an Affiliate of a Party has proprietary technology applicable to activities carried out
under this Agresment which the. Party or its Affiliate desires to make available on terms and
canditions other than as specified in Article 15.3(A), the Party or Affiliate may, with the prior
approval of the Operating Committes, make the proprietary technology available on terms to be
agreed.  If the proprietary technology is 5o made available, then any inventions, discoveries, or
improvements which relate to such proprigtary technology and which resnlt from Joint Account
expenditures shall belong to such Party or Affiliate. In such case, each other Party shall have a
perpetual, royelly-free, irrevocable license to practice such inventions, discoveries, or
improvements, but only in connection with the Joint Operations.

{D}  Subject to Article 4.6(B), all costs and expenses of defending, seliling or otherwise handling any
claim which is based on the actual or alleged infringement of any intellectual property right shall
be for the account of the operation from which the claim arose, whether Joint Operations or
Exclusive Operations.

Continuing Obligations

Any Party ceasing to own a Participating Interest during the term of this Agreement shall nonetheless
remain bound by the obligations of confidentiality i1 Avticle 15.2, and any disputes in relation thereto shall
be resolved in accordance with Article 18.2,

Trades

Qperator may, with approval of the Operating Committee, make well trades and data trades for the benefit
of the Parties, with any data so obtained to be furnished to all Parties who participated in the cost of the

data that was traded. Operator shall cause any third party to such trade to enter into an undertaking to keep
the traded data confidential,
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ARTICLE 16
FORCEMAJEURE

162 Obligations

3fas a result of Force Majeure any Parly s rendered unable, wholly or i patt, fo cauy out ifs obligations
under this Agreement, otiier than the obligation to pay any amounts due or to fiznish Scourity, then the
obligatins of the Party giving such notice, so for asiand fo the, extant that the nbligations ave affected by
such Farce Majeurs, shall be, suspended during the continuatce of any inabilify a0 caused and for such
roasovable pmaﬁ thereafter as ‘may be necessary for the }’m-ty to put ifself i the same pesition-ther it
oveupied prier fo the Poree Majenre, but for no Jonger period. The Pady sliming Foree Majem‘a shaff
notify the other Parties of the Foree Majewe within a reasonable fimes after the qeenrrence of iHe ﬁcxs

relied op and shall keep all Parties informed of 2l significant developroents. Such notige shall, give

reastnably fifl particilars of the Force Miete and alio, estimate the period of tine-which the Partir will

probsbly requirs to remedy the Force Majeuts. The affected Patty shall use sl reasouable diligénce to
remove or-aversene e Forte Majowe situation as quickly 4s jossible in an economic miirer but shall

not be obligated to.seftle any ishor disputs except onterns acceptableta ft, and all such disputes shall ke
hendled vithife the sble diseretion of the affected Paty.

16.2  Definition of Force Majenre.

Forthe purposes of this Agresroent, “Botce Majeurs™ shall have the same meaning as is set out in Article
67 of the Paragusyan Hydrogarbions Law 77995 as the same may be amended fiom Hins fo tirie,

ARTICLE 17
NOTICES

Except.as therwise speeifically g}mviﬁgs@,; Al motices withorized or requﬂte& between the Partigs by eny of
the provisiony of this Agreetngat:shall by i writing Gn English) and delivered.in person.or by cousler servics or by
any electpiic mesans of bansmifiting wiifien communications which provides written confirmation of complets
transmission, and addtessed o such Partiss. Oral communication does not. constitute nofiee for purposes of this
Agreement, and e-nail addresses end tak.;rhone nurskers for the Parties are Hsted below as » matter ofconvenionce
only.” A notice given under any provision of this Ag:eement shall be deemed delivered oniy when yeceived by the
Party Yo whorm suc}z notice i3 dirscted, and the txm;e £or sush Party to deliver any nofice in resporise 1o sl
originating notice shall run froth the date-the otiginatlg notice is received. “Recelved™ for Prirposes of this Article
17 shall mean actual delivery- of thie notice. 10 the wrddress of thie Parly specified Heréunder or 10 b therpafter notified
- in accordancs with this Article 17, Bach Paity shalthave therightto shasige s Gddrass 4t any tigie indfop dosighiate

thatcoples of A} such nofices be directed to-anotfier person at another address, by giXmg wrilten noties rh?:mf to pil
ither Parties;

Pirity Hidrocarbures SRL.

President Knevgy Paragiiny S.4
Jugn e Salawar 637 Edifigio Matlseel Cénter/ Popido / ApatB
ARneion, Baraguay Awda. Mral Lopeg exq. Dr. Motra
) . ‘ Asmicion, Paragissy
Atterttion: Luis Alherto Petsts Attention: Richard Hubbard
Faxz 0+ 595-21-233-741 ’ (2

Erail: LPeters@Pirlty Hidrcarbyros.com.oy
Telephore: -+595-21:2337740 :

YA
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ARTICLE 18

APPLICABLE LAW - DISPUTE RESOLUTION - WAIVER OF SOVEREIGN IMMUNITY

Applicable Law

The substantive Jaws of PARAGUAY, exclusive of any conflicts of laws principles that could require the
application of any other law, shall govern this Agreement for ali purposes, including the resotution of all
Disputes between or among Parties.

Dispure Resolution

(A)

©

Notification. A Party who desires to submit a Dispuie for resolution shall conmence the dispute
resolution process by providing the other parties to the Dispute written notice of the Dispute
{“Norice of Dispute™). The Notice of Dispute shall identify the partics to the Dispute and conain
a brief statement of the nature of the Dispute and the relief requested. The submission of a Notice
of Dispute shall toll any applicable statutes of limitation related to the Dispute, pending the

conclusion or abandorment of dispute resolution proceedings under this Auticle 18,

Hogoslations, The parties to the Dispufe shall seek 1o resolve any Dispuie by negotiation beiween
Sertior Executives. A “Semior Executive” means any individual who has authority to negotiate
the settlement of the Dispute for a Party, Within thirty (30) Days after the date of the receipt by
each party to the Dispute of the Notice of Dispute {which notice shall request negotiations among
Senior Executives), the Senior Executives representing the parties to the Dispute shiall mest at 2
murtually acceptable time and place to exchange relevant information in an attempt to tesolve the
Dispute. If a Senior Executive intends to be accompanied at the meeting by an attomey, cach
other party’s Senior Exeontive shall be given writien notice of such intention at least three (3}
Days in advance and may also be accompanied at the meeting by an atfomey. Notwithstanding
the zbove, any Party may initiate arbitration proceedings pursuant to Article 182 (C) concérping
such Dispute within thirty (30) Days after the date of receipt of the Notics of Dispute.

Arbitration. Any Dispute not finally resolved by alternative dispute resolution procedures set
forth in Articles 18.2(B) shall be exclusively and definitively resolved through final and binding
arbitration, it being the intention of the Parties that this is a broad form arbifration agreement
designed to encompass ail possible disputes.

1) Rules. The arbitration shall be condicted in accordance with.the following arbitration
rules (as then in effect) (the “Rufes’:

Rules of Arbitration of the Interuationa! Chamber of Commerce (ICC).

(2) Number of Arbitrators. The arbitvation shall be conducted by three arbitrators, unless all
parties to the Dispute agree to a sole arbitrator within thirty (30) Days after the filing of
the arbitration. For greater certainty, for purposes of this Article 18.2(D), the filing of the
arbitration means the date on which the claimant's request for arbitration is received by
the other parties to the Dispute.

) Method of Appointment of the Arbifrators. If the arbitration is to be conducted by =z sole
arbitrator, then the arbitrator will be jointly selected by the parties to the Dispate. If the
parties to the Disputs fail to agree on the arbitrator within thirty (30) Days after the filing
of the arbitration, then ICC Arbitre] Institution shall appoint the arbitrator,

I the arbitration is to be conducted by three arbitrators and there are only two partics to
the Dispute, then each party to the Dispute shall appoint one arbitrator within thirty (30)
Days of the filing of the arbitration, and the two arbitrators 50 appointed shall select the
presiding arbitrator within thirty (30) Days after the Iatter of the two arbitrators has been
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appointed by the parties to the Dispute. 1f'a party to the Dispute fails to appoint tis party-
appointed arbitiator or if the two party-appointed arbitrators cannot reach an agreement
on the presiding arbitrator within the applicable time period, then the ICC Arbitral
Institution shall appoint the remainder of the three arbitrators not yet appointed,

If the arbitration is to be conducted by three arbitrators and there are more than two
parties to the Dispute, then within thirty (30) Days of the filing of the arbitration, all
chaimants shall jointly appoiat one arbitrator and all respondents shall jointly appoint one
arbitrator, and the two arbitraters so appointed shall select the presiding arbitrator within
thirty (30) Days after the latter of the two arbitrators has been appointed by the parties 1o
the Dispute. If either all claimants or all respondents fail to make a joint appotutment of
an arbitrator or if the party-appointed arbitrators cannot reach an agreement on the
presiding arbitrator within the applicable time period, then ICC Arbitral Tustitution shall
appoint the renainder of the three arbitrators not vet appointed.

Cousolidation. If the Parties initiate multiple arbitration proceadings, the subject matters
of which are related by common questions of law or fact and which could result in
conflicting awards or chligations, then all such proceedings may be consolidated Into a
single arbitral proceeding,

Place of Arbitration. Unless otherwise agreed by all parties to the Dispute, the place of
avbiiration shall be BOGOTA, COLUMBIA.

Lanpusge. The arbitration proceedings shall be conducted in the English language and
the arbitrator(s) shall be flusnt in the English language.

Eniry of Judgment. The sward of the arbitral tribunal shall be final and binding.
Judgment on the award of the arbitral tribunal may be entered and enforced by any court
of competent jurisdiction,

Motice. All notices required for any arbiviation proceeding shall be deemed properly
given if sent in accordance with Article 17.

Qualifications and Conduet of the Arbitrators. All arbitrators shall be and remain at all
times wholly impartial, and, once appointed, no arbitrator shall have any ex parte
communications with any of the parties to the Dispute concerning the arbiteation or the
underlying Dispute other than communications divectly concerning the selection of the
presiding arbitrator, where applicable. Whenever the parties to the Dispute are of more
than one nationality, the single arbitrator or the presiding arbitrator (as the case may be)
shafl not be of the same nationality as any of the parties or their ultimate parent entities,
nless the parties to the Dispute otherwise agree.

Iitetim Measures, Notwithstanding any requirements for aliernative dispute resolution
procedines as set forth in Article 18.2(B), any party fo the Dispute may apply to a court
for interim measures (i) prior fo the constitution of the arbitral tribunal (and thereafter as
necessary to enforce the arbitral tribunal’s rulings); or (ii) in. the absence of the
jurisdiction of the arbitral tribunal to rule on interim measures in a given juvisdiction.
The Parties agree that seeking and obtaining such interim measures shall not waive the
right to arbitration. The arbitrators (or in an emergency the presiding acbitrator acting
alone in the event one or more of the other arbitrators is tnable to be involved in a timely
fashion) may grant inferim measures including injunctions, attachients and conservation
orders in appropriate circumstanes, which nieasures may be immediately enforced by
court order. Hearings on requests for interim imeasures may be held in person, by
telephone, by video conference or by other means that permit the parties fo the Dispute to
present evidence and arguments.
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{1 Costs and Attorneys’ Fees.  The arbitral lribunal is authorized to award costs and
attorneys’ fess and to allocate them between the parties fo the Dispute. The costs of the
arbitration proceedings, mcluding attorneys’ fees, shall be borne in the manuer

stermined by the arbitral tribunal.

{12} Interest. The award shall include interest, as determined by the arbitral award, fiom the
date of any default or other breach of this Agreement vatil the arbitral award is paid in
full. Interest shall be awarded at the Agreed Interest Rate.

(13)  Currency of Avard. The arbitral award shzll be niade and payeble in United States
dollars, free of any tax or other deduction.

(14) Exerinlary Damages. The Parties waive thelr rights to ¢laim or recover, and the arbitral
ribunal shall not award, any punitive, multiple, or other exemplary damages {whether
statutory or common law) except to the extent such damages have been awarded 1o a
third party and are subject to aflocation between or among the parties to the Dispute.

{15} Waiver of Challenge to Decision or Award. To the extent permitted by law, any right to
appeal or chaltenge any arhitral dec s \
decision or award before a court or any governmental authority, is hereby waived by the
Parties except with respect to the limited grounds for modification or non-enforcement
provided by any applicable arbitration statute or treaty.

of award, or to ppoose enforeement of any guch

(D) Confidentiality. All negotiations, mediation, arbitration, and expert determinations relating to a
Dispnte (including a setilement resuliing from negotiation or medjation, an arbitral award,
docunents exchanged of produced during a mediation or arbitration proceeding, and memorials,
briefs or other documents pirepared for the arbitration) are confidential and may not be disclosed
by the Puarties, their employees, officers, directors, counsel, consultants, and expert witnesses,
except (in accordance with Article 15.2) to the extent necessary to enforce this Article 18 or any
arbitration sward, to enforce other rights of a Patly, or as required by law; provided, however, that
breach of this confidentiality provision shall not void any setilement, expert determination or
award.

Expert Determination

For any decision veferred to an expert under Article 8.4, the Parties hershy agree that such decision shall be
conducted expeditiousty by an expert selected unanimously by the parties to the Dispute. The expert is not
an arbitrator of the Dispute and shall not be deemed to be acting in an arbitral capacity, The Party desiring
an expert determination shall give the other parties to the Dispute written notice of the request for such
determination, 1If the parties to the Dispute are unable to agree uporl an expert within ten (10) Days after
receipt of the notice of request for an expert determination, then, upou the request of any of the parties to
the Dispute, the [nternational Centre for Expertise of the International Chamber of Commerce (ICC) shall
appoint such expert and slall administer such expert determination through the 1CC’s Rules for Expertise.
The expert, once appointed, shall have no ¢x parte communications with any of the paties to the Dispute
coneerning the expert determination or the underlying Dispute. All Parties agree {o cooperate fully n the
expeditious conduct of such expart determination and to provide the expert with access to all facilities,
books, records, documents, informution and personnel necessary to make a fully informed decision in an
expeditious manner. Before issuing his final decision, the expert shall issue a draft report and allow the
parties to the Dispute to comment on it. The expert shall endeavor to resolve the Dispute within thirty (30)
Days (but no later than sixty (60 Days) afler his appeintment, taking into account the circumstances
requiring an expeditious resolution of the malter in dispute. The expert’s decision shall be inal and binding
on the parfies to the Dispule unless challenged in an arbitration pursuant to Article 18.2(C) within sixty
{60} Days of the date the expert’s final decision is received by the parties to the Dispute and until replaced
by such subsequent arbitral award. In sach arbitration (i) the expert determination on the specific maiter
under Article 8.4 shall be entitled to @ rebuttable presuroption of correctness; and (i1} the expert shall not
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(without the written consent of the paties to the Dispute) be appointed to act 25 an arbitrator or as adviser
to the parties to the Dispute.

Waiver of Sovereign Inmmunily

Any Party thet now or hereafter has a right to claim sovergign inmmuanity for itself or any of its assels hereby
waives any such imnwnity to the fullest extent permitted by the laws of any appHcable jurisdiction. This
waiver includes immupity from (§) any expert determination, mediation, or arbitration proceeding
commenced pursuant to this Agreement; (i) any judicial, administrative or other proceedings to aid the
expert determination, mediation, or arhitration commenced pursnant to this Agreement; and (jif) any effort
to confirm, enforce, or execute any decision, settlement, award, judgment, service of process, execution
order or attachment (including pre-jndgment attaclunent) that resulis from an expert determination,
medigtion, wbitration or any judicial or administrative proceedings commenced pursuant to this
Agreement. Fach Party acknowledges that its rights and obligations hereunder are of 4 commercial and not
a governmental nature.

ARTICLE 19
GENERAL PROVISIONS
Conduct of the Parties
(A) Each Party warrants that it and its Affiliates have not made, offered, or authorized and will not

make, offer, or mthorize with respeet to the matters which are the subject of this Agreement, any
payment, giff, promise or other advantige, whether directly or through any other person or eatity,
to or for the use or beuefit of any public official (ie., any person holding a legislative,
adininistrative or judicial office, including any person employed by or acting on behalf of a public
agency, a public enterprise or a public international organization) or any politieal party or political
party official or candidate for office, whore such payment, gift, promise or advantage wouid
violate (i) the applicable laws of the Republic of Paraguay; (it} the laws of the country of
incorporation of such Party or such Party’s ultimate parent company and of the principal place of
business of such ultimate parent company; ot {iif} the principles described in the Convention on
Combating Bribery of Foreign Public Officials it International Business Transactions, signed in
Paris on December 17, 1997, which entered into farce on February 15, 1999, and the Convention’s
Commentaries, Each Party shall defend, indemnify and hold the other Parties harmiess from and
against any and all cleims, damages, losses, penalties, costs and expenses arising from or related
to, any breach by such fisst. Parfy of such warranty. Such indemnity obligation shall survive
termination or expiration of this Agreement, FEach Parly shall in good time (i} respond in
reasonable detail to-any notice from any other Party reasonably connected with the above-stated
warranty; und (ii) furnish applicable documentary support for such response upon request from
such other Party.

(B) Each Party agrees to (i) maintain adequate internal controls; (if) properly record and report alt
transactions; and (i) comply with the laws applicable to it. Each Party must rely on the othet
Parties” system of internal controls, and on the adequacy of full disclosure of the facts, and of
financial and other data regarding the Joint Operations undertaken under this Agreement. No
Farty is in any way authorized o take any action on behalf of another Party that would result in an
inadequate or inaccurate recording and reporting of assets, liabilities or any other transaction, or
which would put such Party in vielstion of its obligations under the laws applicable to the
operations under this Agreerusnt,

Conflicts of Interest
(A) Operator undertakes that it shall avoid any conflict of interest between its own inferests {including

the interests of Affiliates) and the interests of the other Parties in dealing with suppliers, customers
and all other organizations or individuals doing or seeking to do business with the Parties in
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19.6

comection with activities coutemplated under this Agreament.

(B3) The provisions of the preceding paragraph shall not apply to: (1) Operator’s performance which is
in accordance with the Jocal preference laws or policies of the Government; or (2) Operator’s
acquisition of products or services from an Affiliate, or the sals thereof to an Affiliate, made in
accordance with the terms of this Agresment.

(<) Unless otherwise agreed, the Parties and their Affiliates are free o engege or invest {directly or
inditectly) in an unfimited number of activities or businesses, any one or more of which may be
related fo or in competition with the business activities contemplated under this Agreement,
without having or incurving any oblipation to offer any inferest in such business activities to any
Party.

Public Annotincernents

{A) Operator shall be responsible for the proparation and release of all public announcenents and
stafements tegarding this Agreement or the Joint Operations; provided that no public
announcement of staterient shall be issued or made unless, prior to its release, all the Parties have
been furmished with & copy of such statement or announcement and the approval of at least two (2)
Parties which are not Affilistes of Operator holding fifty percent [30%) or more of the
Participating Interests 1ot held by Operator or its Affiliates has been obtained. Where a public
announcement ot statoment becomes necessary or desirable because of danger to or loss of life,
damage fo property or pollulion as 4 result of activities avising under this Agresment, Operator is
authorized to issue aud make such ansouncement or statement without prior approval of the
Parties, but shall promptly furnish all the Parties with a copy of such announcement or statement.

(B} If a Party wishes to issug or make any public anvouncement or statement regarding this
Agreement or the Joint Operations, it shall not do so unless, prior to the release of the public
announcement or statement, such Party furnisties all the Perties with a copy of such announcement
or statement, and obtains the approval of at least two (2) Parties which are not Affiliates holding
fifty percent (50%) or more of the Participating Interests not held by such announcing Party or its
Affiliates; provided that, notwithstanding any failure fo obtain such approval, no Party shall be
prohibited from issuing or making any such public annowicement or statement if it iz necessary to
do so in order to comply with the applicable laws, rules or regulations of any government, legal
proceedings or stock exchange having jurisdiction over such Party ov its Affiliates as set foxth in
Article 15.2,

Successors and Assigns

Subject to the Timitations on Transfer contalned in Article 12, this Agreement shall inure to the benpefit of
and be binding upon the successors and assigns of the Parties.

Walver

No waiver by any Party of any one or more defaults by another Party in the performance of any provision
of this Agresment shall operate or be constiued as a waiver of any future default or dafaults by the same
Party, whether of a like or of a different character. Except as expressly provided in this Agreement no
Party shall be deemed to have waived, released or modified any of its vights under this Agreement unless
such Party has expressly stated, in writing, that it does waive, release or modify such right.

No Third Party Bengficiarles

Except as provided under Asticle 4.6 (B), the interpretation of this Agresment shall exclude any rights
nnder fegislative provisions conferving rights under a contract fo persons not a party {o that contract,
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19.8

9.9
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19.11

Jalt Preparation

Bach provision of this Agreement shall be construed as thongh all Parties participated equally in the
drafting of the same. Cansequently, the Parties scknowledge snd agree that any rale of construction that a
document is to be-consirued against the drafting party shiall not be applicable to this Agreement,

Severance of Invalid Provisions

1f and for so foug as any provision of this Agreement shall be deemed to be judged Invelid for any reason
whatsoever, such invalidity shall not affect the validity or operstion of any other provision of this
Agreement except only s0 far as shall be necessary to give effect to the congtruction of such invalidity, and
any such invalid provision shall be deemed severed from this Agrecment without affecting the validity of
the balance of this Agreement.

Muodifications

Except as is provided in Articles 11.2(B) and 20.8, theve shall be no modification of this Agreenient or the
Coniract except by written consent of all Parties.

fiferprelaiion

(A} Headings, The topical headings used in this Agreement are for convenience only and shall not be

construed as having any substantive significance or as indicating that all of the provisions of this
Agreement relating to any topic are 1o be Tound in any particuler Article,

{B) Singular and Plural. Reference to the singular includes a reference to the plural and vice versa,
{C) Gender., Refersnce to any gender inclides a reference to all other genders:

(D} Asticle. Unless otherwise provided, reference fo any Article or an Exhibit mesns an Article or
Exhibit of this Agréement.

(E) Include.  “inefnde” and “incinding” shall mean inclide or including without limiting the
generality of the deseviption preceding such term and are used in an illustrative sense and not a
limniting sense.

Counnterpart Execation

This Agreement may be executed in any number of counterparts and each such coyuterpart shall be deemed
an original Agreenient for all purposes; provided that no Party shall be bound to this Agreement uniess and
until all Parties huve executed a counterpmit.  For prposes of assembling all counterparts into one
document, Operator is anthorized to detach the signature page from oue or more counterparts and, after
sipnature thereuf by the respective Party, attach each signed signature page to a counterpatt.




9.1 Eunfirety

With respect o the subjest malter contained lerein, this Agreement (i) is the entire
agreement of the Parties; and (i) supersedes all prior understandings and negotiations of
the Parties.

IN WITNESS of their agrecinent each Party has caused its duly suthorized representative
to sigu this instroment on the date indicated below such representative’s signature,
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EXHIBIT "A"
ACCOUNTING PROCEDURE

Aftached to and made part of the Operating Agreement, hereinafter called the "Agreement,"
effective as of the 29 day of Oclober, 2012, by and between President Energy Paraguay S.A.
and Pirity Hidrocarburos S.R.L..

1.4

1.2

1.3

SECTION 1
GENERAL PROVISIONS

Purpose.

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

1.14.2  The Parlies agree, howsver, that if the methods prove unfair or inequitabls to
Operator or Non-Operators, the Parties shall mest and in good faith endeavor
to agree on changes in methods deemed necessary to comect any unfairness
or (nequity.

Conflict with Agreement.

In the event of a conflict between the provisions of this Accounting Procedure and the
provisions of the Agreement to which this Accounting Procedure is aftached, the
provisions of the Agresment shall prevail.

Definltions.

The definitions contained in the Agreement to which this Accounting Procedwe is
attached shall apply to this Accounting Procedure and have the same meanings when
used herein. Certain terms used herein are defined as follows:

"Accrual basis” means that basis of accounting under which costs and benefits are
regarded as applicable to the period in which the liability for the cost is incurred or the
right to the benefit arises, regardless of when invoiced, paid, or recelved.

*Gash basis” means that basis of accounting under which only costs actually paid and
revenue actually recelved are included for any period.

"Country of Operations” means Paraguay.

“Material" means machinery, equipment and supplies acquired and held for use in Joint
Operations.

“Section” means a section of this Accounting Procedure,




1.4

1.5

Joint Account Records and Currency Exchange.

1.4.1

1.4.2

1.4.3

1.4.4

1.4.5

1.4.8

Operator shall at all times maintain and keep true and correct records of the
production and disposition of all liquid and gaseous Hydrocarbons, and of all
costs and expenditures under the Agreement, as well as other data necessary
or proper for the seftflement of accounis between the Parties hereto in
connection with their rights and obligations under the Agreement and to enable
Parties to comply with their respective applicable income tax and other laws,

Operator shall maintain accounting records pertaining to Joint Operations in
accordance with generally accepted accounting practices used in the
international petroleum industry and any applicable statutory obligations of the
Country of Operations as well as the provisions of the Contract and the
Agresment.

The Joint Account shall he maintainad by Opsrator in the English language and
in United States of America ("U.8.") currency and in such other language and
currency as may be required by the laws of the Country of Operations or the
Contract. Conversions of currency shall be recorded at the rate actually
experienced in that conversion. Currency translations are used to express the
amount of expenditures and receipts far which a currency conversion has not
actually occurred. Currency translations for expenditures and receipts shall be
recorded in accordance with Operator's normal practice. A statement
describing the practice will be provided to the Non-Operators upon requiest.

NOTE: The Operators normal practice is to use a monthly average rate as
published by Oanda.com http://www.oanda.com/currency/historical-rates/

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

This Accounting Procedure shall apply, mutatis mutandis, to Exclusive
Operations in the same manner that it applies to Joint Operations; provided,
however, that the charges and credits applicable to Consenting Parties shall be
separately maintained. For the purpose of determining and calculating the
remuneration of the Consenting Parties, including the premiums for Exclusive
Operations, the costs and expenditures shall be expressed in U.S. currency
{irrespective of the currency in which the expenditure was incurred).

The accrual basis for accounting shall be used in preparing accounts
concerning the Joint Operations. [If a Cash basis for accounting is used,
Operator shall show accruals as memorandum items.

Statements and Billings.

- 1.5.1

Unless otherwise agreed by the Parties, Operator shall submit monthly to each
Party, on or before the 25th Day of each month, statements of the costs and
expenditures incurred during the prior month, indicating by appropriate




1.6

1.5.2

1.5.3

1.5.4

classification the nature thereof, the corresponding budget category, and the
portion of such costs charged to each of the Parties.

Thase statements, as a minimum, shall contain the following information:

- advances of funds setting forth the currencies received from each Party,
- the share of each Party in total expenditures,

- the accrued expenditures,

- the current account balance of each Parly,

- summary of costs, credits, and expenditures on a current month, year-to-
date, and inception-to-date basis or other periodic basis, as agreed by
Parties (such expenditures shall be grouped by the categories and line
itams designated in the approved Work Program and Budget gubmitied
by Operator in accordance with Article 6.4 of the Agreement so as to
facilitate comparison of actual expenditures against that Work Program

and Budget), and
- details of unusual charges and oredits in excess of U.S. $25.000.00.

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

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

Each Parly shall be responsible for preparing its own accounting and fax
reports to mest the requirements of the Country of Operations and of all other
countries to which it may be subject. Operator, to the extent that the
information is reasonably available from the Joint Account records, shall
provide Non-Operators in a timely manner with the necessary information to
facilitate the discharge of such responsibility.

Payments and Advances.

1.6.1

1.6.2

Upon approval of any Work Program and Budget, if Operator so requests, each
Non-Operator shall advance its share of estimated cash requirements for the
succeeding month's operations. Each such cash calt shall be equal to the
Operator's estimate of the money to be spent in the currencies required to
perform its duties under the approved Work Program and Budget during the
month concerned. For informational purposes the cash call shall contain an
estimate of the funds required for the succeeding 2 months detailed by the
categories designated in the approved Work Program and Budget submitied by
Operator in accordance with Article 8.4 of the Agreement.

Each such cash call, detailed by the categories designated in the approved
Work Program and Budget submitted by Operator in accordance with Article
8.4 of the Agreement, shall be made in writing and delivered to all Non-




1.6.3

1.6.4

1.6.5

1.6.8

1.6.7

Operators not less than 15 Days before the payment due date. The due date
for payment of such advances shall be set by Operator but shall be no socner
than the first Business Day of the month for which the advances are required.
Al advances shall be made without bank charges. Any charges related to
receipt of advances from a Non-Operator shall be borne by that Non-Operator.

Each Non-Operator shall wire transfer its share of the full amount of each such
cash call to Operator on or before the due date, in the currencies requested or
any other currencies acceptable to Operator and at a bank designated by
Operator. If currency provided by a Non-Operator is other than the requested
currency, then the entire cost of converting to the requested currency shall be
charged to that Non-Operator.

Notwithstanding the provisions of Section 1.6.2, should Operator be required to
pay any sums of money for the Joint Operations which were unforeseen at the
time of providing the Non-Operators with said estimates of its requirements,
Opearator may make a written request of the Non-Operators for special
advances covering the Non-Operators' share of such payments. Each such
Non-Operator shall make its proportional special advances within 10 Days after
receipt of such notice.

If a Non-Operator's advances exceed its share of cash expenditures, the next
succeeding cash advance requirements, after such determination, shall be
reduced accordingly. However, if the amount of such excess advance is
greater than the amount of the next montt's estimated cash requirements for
such Non-Operator, the Non-Operator may request a refund of the difference,
which refund shall be made by Operator within 10 Days after receipt of the
Non-Operator's request provided that the amount is in excess of U8 %
25,000.00.

If Operator does not refund the money within the time required, the unpaid
balance shall bear and accrue interest at the Agreed Interest Rate from the due
date until the payment is received by the Non-Operator who requested the
refund.

If Non-Operator's advances are less than its share of cash expenditures, the
deficiency shall, at Operator's option, be added to subsequent gash advance
requirements or be paid by Non-Operator within 10 Days following the receipt
of Operator's billing to Non-Operator for such deficiency.

If, under the provisions of the Agreement, Operator is required to segregate
funds received from the Parties, any interest received on such funds shall ba
applied against the next succeeding cash call or, if directed by the Operating
Committee, distributed quarterly. The interest thus received shall be aliocated
to the Parties on an equitable basis taking into consideration date of funding by
sach Party to the accounts in proportion to the total funding into the account. A
monthly statement summarizing receipts, disbursements, transfers to each joint
bank account and beginning and ending balances thereof shall be provided by
Operator to the Parties.




1.7

1.8

1.6.8 If Operator does not request Non-Operators {o advance their share of
estimated cash requirements. each Non-Operator shall pay its share of cash
expenditures within 10 Days following receipt of Operator’s billing.

1.6.8  Payments of advances or billings shall be made on or before the due date. In
accordance with Article 8 of the Agreement, if these payments are not received
by the due date the unpaid balance shall bear and accrue intsrest from the due
date uniil the payment is recelved by Operator at the Agreed Interest Rate. For
the purpose of determining the unpaid balance and interest owed, Operator
shall translate to U.S. currency all amounts owed in other currencles using the
currency exchange rate, determined in accordance with Section 1.4.3, at the
close of the last Business Day prior to the due date for the unpaid balance.

1.6.10  Subject to governimental regulation, Operator shall have the right, at any {ime
and from time to time, to convert the funds advanced or any part thereof fo
other currencies to the exient that such currencies are then required for
operations. The cost of any such conversion shall be charged to the Joint
Account,

1.6.11 Operator shall endeavor to maintain funds held for the Joint Account in bank
accounts at a level consistent with that required for the prudent conduct of Joint
Operations.

1.6.12  If under the Agreement, Operator is required to segregate funds received from
or for the Joint Account, the provisions under Section 1.6 for payments and
advances by Non-Operators shall apply also {o Operator.

Adiustments.

Payments of any advances or billings shall not prejudice the right of any Non-Operator to
protest or question the correctness thereof, provided, however, all bills and statements
rendered to Non-Operators by Operator during any Calendar Year shafl conclusively be
presumed to be trug and correct after 24 months following the end of such Calendar
Year, unless within the said 24 month period a Non-Operator takes written exception
thereto and makes claim on Operator for adjustment. Failure on the part of a Non-
Operator to make claim on Operator for adjustment within such period shall establish the
correctness thereof and preclude the filing of exceptions thereto or making claims for
adjustment therecn. No adjustment favorable to Operator shall be made unless it is
made within the same prescribed peried. The provisions of this paragraph shall not
prevent adjustments resulting from a physical inventory of the Material as provided for in
Section 8. Operator shall be allowed to make adjustments to the Joint Account after
such 24 month period if these adjustments result from audit exceptions outside of this
Accounting Procedure, third party claims, or Government or Government Oil & Gas
Company requirements, Any such adjustments shall be subject to audit within the time
period specified in Section 1.8.1.

Audits,

1.8.1 A Non-Operator, upon at least 60 Days advance notice in writing to Operator
and all other Non-Operators, shall have the right to audit the Joint Accounts
and records of Operator relating to the accounting hereunder for any Calendar
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1.8.3

Year within the 24 month period following the end of such Calendar Year
except as otherwise provided in Section 3.1, Non-Operators shall have
reasonable access to Operator's parsonnel and fo the facilities, warehouses,
and offices directly or indirectly serving Joint Operations. The cost of each such
audit shall be borne by Non-Operators participating in the audit. Where there
are two or more Non-Operators, the Non-Operators shall make a reasonable
effort to conduct joint or simultaneous audits in a manner that will result in a
minimum of inconvenience to the Operator. Non-Operators must take written
exception to and make claim upon the Operator for all discrepancies disclosed
by said audit within said 24 month period. Non-Operators may request
information from the Operator prior {0 the commencement of the audit.
Operator will provide the information in electronic format or hard copy
documents, if electronic format Is not available. Operator will provide the
information requested within 30 Days before commencement of the audit but in
no event sooner than 30 Days after the written request. The information
requested shall be limited to that nermally used for pre-audit work such as trial
balance, general ledger, and sub-ledger data.

Operator shall endeavor to produce information from its Affiliates reasonably
necassary to support charges from those Affiliates to the Joint Account other
than those charges referred to in Section 3.1,

Except for charges under Section 2.7.1, the following provisicns apply to all
charges from Operator for its Affiliates.

In addition to the information provided by the Operator under Section 1.8.2, a
Non-Operator may seek to audit the books and records of an Affiliate of
Operator relating to the charges by the Affiliate to the Joint Account for the
same Calendar Year as provided in Section 1.8.1 above. The charges of the
Affiliate shall be subject to audit in the same manner as the audit of the books
and records of QOperator.

No amounts paid to an Affiliate of Operator, which the Non-Operator seeks to
audit, may be charged to the Joint Account if the Affiliate of the Operator does
not allow audit of such amounts as provided above.

Any Party may audit the records of an Affifiate of another Party relating to that
Affiliate’s charges under Section 2.7.1. The provisions of Section 1.8.3 shall
apply mutatis mutandis to such audits unless otherwise agreed by the Parties.
Should such charges be rejected under the provisions of 1.8.3, such charges
shall be charged back to the Party whose Affillate provided the service.

Any Party may audit the records of Operator's Affiliate relating to charges
under Section 2.8. The provisions of Section 1.8.3 shall apply mutatis
mutandis to such audits unless otherwise agreed by the Parties.

Any Party may audit the records of a Non-Operator or its Affiliate relating to
charges under Section 2.7.3. or 3.3. The provisions of Section 1.8.3 shall
apply mutatis mutandis to such audit, unless otherwise agreed by the Parties.
Should such charges be rejected under the provisions of 1.8.3, such charges
shall be charged back to the Party whose Affiliate provided the service.




1.9

1.8.5

1.8.6

1.8.7

1.8.8

1.8.9

Any information obtained by a Party under the provisions of Section 1.8 which
does not refate directly to the Joint Operations shall be kept confidential and
shall not be disclosed to any parly, except as would otherwise be permitted by
Article 15.2(A)(3) and (10} of the Agreement.

In the event that the Operator is required by law or the Contract to employ a
public accounting firm to audit the Joint Account and records of Operator
relating to the gccounting hereunder, the cost thereof shall be a charge against
the Joint Account, and a copy of the audit shall be furnished o each Party.

At the conclusion of each audit, the Parties shall endeavor to settle outstanding
matters expeditiously. To this end the Parties conducting the audit will make a
reasonable effort to prepare and distribute a written report to the Operator and
all the Parties who participated in the audit as soon as possible and in any
event within 80 Days after the conclusion of each audit. The report shall
include all claims, with supporting documentafion, arising from such audit
together with comments pertinent to the operation of the accounts and records.
Operator shall make a reasonable effort to reply to the report in writing as soon
as possible and in any event no later than 90 Days after receipt of the report.
Should the Non-Operators consider that the report or reply requires further
investigation of any item thersein, the Non-Operators shall have the right to
conduct further investigation in relgtion to such matter notwithsianding the
provisichs of Sections 1.7 and 1.8.1 that the period of 24 months may have
expired. However, conducting such further investigation shall not extend the
24 month period for taking written exception to and making a claim upon the
Operator far all discrepancies disclosed by said audit. Such further
investigations shall be commenced within 30 Days and be concluded within 80
Days after the receipt of such report or reply, as the case may be.

All adjustments resulting from an audit agreed between the Operator and the
Non-Cperator conducting the audit shall ba reflected promptly in the Joint
Account by the Operator and reported to the Non-Operator(s). If any dispute
shalf arise in connection with an audit, it shall be reported to and discussed by
the Operating Committes, and, unless otherwise agreed by the parties 1o the
dispute, resolved in accordance with the provisions of Article 18 of the
Agreement. If all the parties to the dispute so agree, the adjustment(s) may be
referred to an independent expert agreed to by the parties {o the dispute e.g.
an independent accounting firm. At the election of the parties to the dispute,
the decision of the expert will be binding upon such parties. Unless otherwise
agreed, the cost of such expert will be shared equally by all parties to the
dispute.

The provisions of this Section 1.8 apply to audits conducted under Article
4.11D) of the Agreement except that the 60 Day advance notice and the
advance information provisions of Section 1.8.1 shall not apply.

Allocations.

If it becomes necessary to allocate any costs or expenditures to or between Joint
Operations and any other operations, such allccation shall be made on an equitable




basis. For informational purposes only, Operator shall fumnish a description of its
allocation procedures pertaining to these costs and expenditures and its rates for
personnel and other charges, along with each proposed Work Program and Budget.
Such allocation basis shall be subject to audit under Section 1.8.

SECTION 2
DIRECT CHARGES

Operator shall charge the Joint Account for all costs and expenditures incurred by Operator for
the conduct of Joint Operations within the limits of approved Work Programs and Budgets or as
otherwise specified in the Agreement. Charges for services normally provided by an operator
such as those contemplated in Sections 2.7.2 and 2.7.3 which are provided by a Party’s Affiliate
shall reflect the cost to the Affiliate, excluding profit, for perforniing such services, except as
otherwise provided in Section 2.8 and Saction 2.7.1.

The costs and expenditures shall be recorded as required for the settlement of accounts
between the Parties hereto in connection with the rights and obligations under the Agreement
and for purposes of compiying with the tax laws of the Country of Operations and of such other
countries to which any of the Parties may be subject.

Chargeable costs and expenditures may include:

2.4 Licenses, Permits, Efc,

All costs, if any, attributable fo the acquisition, maintenance, renewal or relinquishment
of licenses, permits, contractual and/or surface rights acquired for Joint Operations and
bonuses paid in accordance with the Contract when paid by Operator in accordance with
the provisions of the Agreement.

2.2  Salaries, Wages and Related Costs.

Salaries, wages and related cosls include everything constituting the employees' total
compensation, as well as the cost to Operator of holiday, vacation, sickness, disability
benefits, living and housing allowances, travel time, bonuses, and other customary
allowances applicable to the salaries and wages chargeable hereunder, as well as the
costs to Operator for employee benefits, including but not limited to employee group life
insurance, group medical insurance, hospitalization, retirement, severance payments
required by the laws or regulations of the Country of Operations (approval of the
Operating Committee shall be required to charge the Joint Account with any severance
payments in excess of those provided by the laws or regulations of the Country of
Operations), and other benefit plans of a like nature applicable to labor costs of

Operator.

All costs associated with organizational restructuring (e.g., separation benefits,
relocation costs, asset disposition costs) of Operator or its Affiliates, other than those
costs which are directly relaled to employees of Operator who are directly engaged in
Joint Operations on a full time basis, will require the approval of the Parties to be
chargeable to the Joint Account.

Any costs associated with Country of Operations benefit plans which are not currently
funded shall be accrued and not be paid by Non-Operators, unless otherwise approved




2.3

2.4

2.5

2.6

by the Operating Committee, until the same are due and payable to the employee, upon
withdrawal of a Party pursuant to the Agreement and then only by the withdrawing Party,
or upon termination of the Agreement, whichever occurs first.

Expenditures or contributions made pursuant to assessments imposed by governmental
authority for payments with respect to or on account of employees described in Section
2.2.1 and Section 2.2.2 shall be chargeable to the Joint Account.

Employvee Relogation Costs.

2,31 Except as provided in Section 2.3.3, Operator's cost of employses’ relocation to
or from an assignment with the Joint Operations, whether within or outside the
Country of Operations and whether permanently or temporarily assigned to the
Joint Operations, shall be chargeable to the Joint Account. If such employee
works on other aclivities in addition to Joint Operations, such relocation costs
shall be allocated on an equitable basis.

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

2.3.3  Relocation costs to an assignment that is not with the Joint Operations shall not
he chargeable to the Joint Account unless the place of the new assignment is
the point of origin of the employee or unless otherwise agreed by the Operating
Commitiee.

Offices, Camps, and Miscellaneous Facilities.

Cost of maintaining any offices, sub-offices, camps, warehouses, housing, and other
facilities of the Operator and/or Affiliates directly serving the Joint Operations. If such
facilities serve operations in addition to the Joint Operations the costs shall be allocated
to the properties served on an equitable basis.

Material.

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

Exclusively Owned Equipment and Facilities of Operator and Affiliates.

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




27

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

Services.

271

272

2.7.3

The charges for services provided by third parties, including the Affiliales of the
respective Parties which have confracted with Operator to perform services
that are normally provided by third parties, other than those services covered
by Section 2.7.2 and Section 2.7.3, shall be chargeable to the Joint Account.
Such charges for services by the Affiliates of the respective Parties shall not
exceed those currenily prevailing if performed by non-affiliated third parties,
considering quality and availability of services.

The cost of sewvices performed by Operator's Affiliates technical and
professional staffs not located within the Country of QOperation and not
otherwise covered under Section 2.2.2, shall be chargeable to the Joint
Account. The individual rates shall include salaries and wages of such
technical and professional personnel, lost time, governmental assessments,
and employee benefits. Costs shall also include all support costs necessary for
such technical and professional personns! to perform such services, such as,
but not limited to, rent, utilities, support staff, drafting, telephone and other
communication expenses, computer support, supplies, depreciation, and other
reasonahle expenses that are nof covered under Section 3.2, Examples of
such services include the following:

Geologic Studies and Interpretation

Seismic Data Processing

Well Log Analysis, Correlation and Interpretation
Laboratory Services

Ecological and Environmental Engineering
Decommissioning (Abandonment) and Reclamation
Well Site Geology

Praject Management and Engineering

Source Rack Analysis

Petrophysical Analysis

Geochemical Analysis

Drilling Supervision

Development Evaluation

Project Accounting and Professional Services
Other Data Processing

The cost of services performed with the approval of Operator by the technical
and professional staffs (fo include officers, contractors or consullants) of the
Non-Operators and the Affiliates of the respective Non-Operators, including the
cost to such Affillates and Non-Operators of their respective secondees, shall
be chargeable to the Joint Account. The individual rates shall include salaries
and wages of such technical and professional personnel and secondees, {ost
time, governmental assessments, and employee benefits. Costs shall also
include all support costs necessary for such technical and professional
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2.8

2.8

2,10

2.7.4

2.7.5

personnel to perfarm such services, such as, but not limited, to rent, utilitiss,
support staff, drafting, telephone and other communication expenses, computer
support, supplies, depreciation, and other reasonable expenses that are not
covered under Section 3.3.

A Non-Operator shall bill Operator for direct costs of services and of secondees
charged under the provislons of Section 2.7.3 on or before the last Day of each
month for charges for the preceding month, to which charges Non-Operator
shall not add an administrative overhead rate. Within 30 Days after receipt of a
bill for such charges, Operator shall pay the amount due thereon.

The charges for services under Section 2.7.2 and Section 2.7.3 shall not
exceed those currently prevailing if performed by non-affiliated third parties,
considering the quality and availability of such services.

Insurance.

Premiums paid for insurance required by law, the Contract or the Agreement to be
carried for the benefit of the Joint Operations.

Damages and Losses to Property.

2.9.1

2.9.2

2.9.3

All costs or expenditures necessary to replace or-repair damages or losses
incurred by fire, flood, storm, theft, accident, or any other cause shall be
chargeable to the Joint Account. Operator shall furmnish Non-Operalors written
notice of damages or losses incurred in excess of U.S. $25,000.00 as soon as
practical after report of the same has been received by Operator. All losses in
excess of U.8. $§ 25,000.00 shall be listed separately in the monthly statement
of costs and expenditures.

Credits for seftlements received from insurance carried for the benefit of Joint
Operations and from others for losses or damages to Joint Property or
Materials shall be chargeable to the Joint Account, Each Party shall be
credited with its Participating Interest share thereof except where such receipts
are derived from insurance purchased by Operator for less than all Parties in
which event such proceeds shall be credited to those Parties for whom the
insurance was purchased in the proportion of their respective contributions
toward the insurance coverage.

Expenditures incurred in the settlement of all losses, claims, damages,
judgments, and other expenses for the account of Joint Operations shall be
chargeable to the Joint Account.

Litigation, Dispute Resolution and Associated Legal Expenses.

The costs and expenses of ligation, dispute resolution and associated legal services
necessary for the protection of the Joinl Operations under the Agreement as follows:

2101

Legal services, other than those provided by the Parties or their Affiliate
employees, necessary or expedient for the protection of the Joint Operations,
and all costs and expenses of litigation, arbifration or other alternative dispute
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211

212

2.13

214

resolution procedure, including reasonable attorneys' fees and expenses,
together with all judgments obtained against the Parties or any of them arising
fram the Joint Operations.

2.10.2  If the Parties agree, litigation, arbitration or other alternative dispute resolution
procedures resulting from actions or claims affecting the Joint Operations
hereunder may be handled by the legal staff of one or any of the Parties or
their respective Affiliates; and a charge commensurate with the reasonable
costs of providing and furnishing such services rendered may be made by the
Party or its Affiliates providing such service to Operator for the Joint Account.

Taxes and Duties.

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

If Operator or an Affiliate is subject to income or withholding fax as a result of services

performed at cost for the operations under the Agreement, its charges for such services
may be increased (grossed up) by the amount of such taxes incurred.

Ecological and Environmental.

Actual costs incurred on the Joint Property as a result of statutory regulations for
archaeological and geophysical surveys relative to identification and protection of
cultural resources and/or other environmental or ecological surveys as may be required’
by any regulatory authority. Also, costs to provide or have available pollution
confainment and removal equipment plus costs of actual control, clean up and
remediation resulting from responsibilities associated with Hydrocarbon contamination
as required by ali applicable laws and regulations.

Decommissioning (Abandonment) and Reclamation.

Actual costs incurred for decommissioning {abandonment) and reclamation of the Joint
Property, including costs required by governmental or other regulatory authority or by the
Contract.

Other Expenditures,

Any other costs and expenditures incurred by Operator for the necessary and proper
conduct of the Joint Operations in accordance with approved Work Programs and
Budgets or as otherwise specified in the Agreement and not covered in Section 2 or in
Section 3.

12




3.1

3.2

3.3

SECTION 3
INDIRECT CHARGES

Purposs.

Operator shall chargé the Joint Account quarterly for the cost of indirect services and
related office costs of Operator and its Affiliates not otherwise provided in this

Accounting Procedure, and Pirlty shall do the same. Indirect costs chargeable undler

Section 3 represent the cost of general assistance and support services provided by
Operator and its Affiliates and Pirity. These costs are such that it is not practical to
identify or associate them with spegcific projects but are for services which provide the
Joint Operations with needed and necesssary resources which Operator requires and
provide a real benefit to Joint Operations. No cost or expenditure included under
Section 2 shall be Included or duplicated under Section 3. The charges under Section 3
are not subject to audit under Sections 1.8.1 and 1.8.2 other than to verify that the
overhead percentages are applied correctly to the expenditure basis.

Amount for Operator.

3.2.2 Unless exceeded by the minimum assessment under Section 3.2.3, the
aggregate Year-to-Date indirect charges shall be a percentage of the Year-to-
Date expenditures, calculated on the following scale (U,8. Dollars) and shall be
reduced pro rata for periods of less than a year;

Annual Expenditures

30 ta $ 2,000,000.00 of expenditures = 4%
Next $ 3,000,000.00 of expenditures = 3%
Excess above $ 5,000,000.00 of expenditures = 2%

3.23 A minimum amount of U.S. $ 120,000.00 shall be assessed each Calendar Year
calculated from the Effective Date and shall be reduced pro rata for periods of
less than a year.

3,2.4 Indirect Charge for Projects.

As to major projects (such as, hut not limited to, pipelines, gas reprocessing and
processing plants, final loading and terminalling facilities, and dismantling for
decommissioning of platforms and related faclliies} when the estimated cost of
sach project amounts to more than U.S. § 2,500,000.00, a separate indirect
charge for such project shall require approval of the Operating Committee at the
{ime of approval of the project.

Amuount for Plrity.
3.3.2 Unless exceeded by the minimum assessment under Section 3,33, the

aggregate Year-to-date indirect charges shall be a percentage of the Year-fo-
date expenditures, calculated by replacing each petcentage applied on the scale
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3.4

4.4

4.2

under Seclion 3.2.2 (LS. Dollars), with one percent {1%), and shall be reduced
pro rata for periods of less than a year.

3.3.3 A minimum amount of U.S. $ 60,000.00 shall be assessed each Calendar Year
calculated from the Effective Date and shall be reduced pro rata for periods of
less than a year.

3.3.4 Indirect Charge for Projects.

As to major projects (such as, but not fimited fo, pipelines, gas reprocessing and
processing plants, final loading and terminalling facilities, and dismantling for
decommissioning of platforms and related facilities) when the estimated cost of
each project amounts to more than U.8. § 2,500,000.00, a separate indirect
charge for such project shall require approval of the Operating Committee at the

, :
time of approval of the project,

Exclusions.

The expenditures used to calculate the monthly indirect charge shall not inclde the
indirect charge (calcutated either as a percentage of expenditures or as a minimum
monthly charge), rentals on surface rights acquired and maintained for the Joint
Account, guarantee deposits, pipeline tariffs, concession acquisition costs, bonuses paid
in accordance with the Contract, royalties and taxes on production or revenue to the
Joint Account paid by Operator, expenditures associated with major construction
projects for which a separate indirect charge is established hereunder, payments to third
parties in setlement of claims, and other similar iterns.

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

SECTION 4
ACQUISITION OF MATERIAL

Acquisitions.,

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

Materials Furnished by Operator,

Materials required for operations shall be purchased for direct charge to the .Joint
Account whenever practicable, except the Operator may furnish such Materials from its
stock under the following conditions:
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4.3

4.2.1 New Materials {Condition "A").

New Materials transferred from the warehouse or other properties of Operator
shall be priced at net cost determined in accordance with Section 4.1 as if
Operator had purchased such new Material just prior to its transfer.

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

4.2.2 Used Materlals {Conditions "B" and "C").

4.2.21 Material which is in sound and serviceable condition and suitable
for use without repair or reconditioning shall be classed as
Condition "B" and priced at 75% of such new purchase net cost at
the time of transfer.

4.2.2.2 Materials not mesting the requirements of Section 4.2.2.1, but
which can be made. suftable for use after being repaired or
reconditioned, shall be classed ag Condition "C" and priced at
50% of such new purchase net cost at the time of {fransfer. The
cost of reconditioning shall also be charged to the Joint Account
provided the Condition "C" price, plus cost of reconditioning, does
not exceed the Condition "B” price; and provided that Material so
classified meet the requirements for Condition "B" Material upon
heing repaired or reconditioned.

4.2.2.3 Material, which cannot be classified as Condition "B" or Condition
"G, shall be priced at a value commensurate with its use.

4.2.24 Tanks, derricks, buildings, and other ttems of Material involving
erection costs, if transferred in knocked-down condition, shall be
graded as to condition as provided in Section 4.2.2, and priced on
the basis of knocked-down price of like new Material.

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

Premium Prices.

Whenever Material is not readily obtainable at prices specified in Sections 4.1 and 4.2
because of national emergencies, strikes or other unusual causes over which Operator
has no control, Operator may charge the Joint Account for the required Material at
Operator's actual cost incurred procuring such Material, in making it suitable for use, and
moving it to the Contract Area, provided that notice in writing, including a detailed
description of the Material required and the required delivery date, is furnished to Non-
Operators of the proposed charge at least 30 Days before the Material is projected to be
needed for operations and prior to billing Non-Cperators for such Material the cost of
which exceeds U.S, $ 25,000.00. Each Non-Operator shall have the right, by so electing
and notifying Operator within 15 Days after receiving notice from Operator, to furnish in
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4.4

5.1

5.2

5.3

kind all or part of his share of such Material per the terms of the notice which is suitable
for use and acceptable to Operator both as to quality and time of delivery. Such
acceptance by Operator shall not be unreasonably withheld. If Material furnished is
deemed unsuitable for use by Operator, all costs incurred in disposing of such Material
or returning Material to owner shall be borne by the Non-Operator furnishing the same
untess otherwise agreed by the Partiss. If a Non-Operator fails fo properly submit an
election notification within the designated period, Operator is not required to accept
Material fumished in kind by that Non-Operator. If Operator fails to submit proper
notification prior to billing Non-Operators for such Material, Operator shall only charge
the Joint Account on the basis of the price allowed during a "normal’ pricing period in
effact at time of movement.

Warranty of Material Furnished hy Operator.

Operator does not warrant the condition or fitness for the purpose intended of the
Material furnished. In case defective Material is furnished by Operator for the Joint
Account, credit shall not be passed to the Joint Account until adjustment has been
received by Operator from the manufacturers or their agents.

SECTION &
DISPOSAL OF MATERIALS

Disposal.

Operator shall be under no obligation fo purchase the interest of Non-Operators in new
or used surplus Materials. Operator shall have the right to dispose of Materials but shall
advise and secure prior agreement of the Operating Committee of any proposed
disposition of Materials having an original cost to the Joint Account either individually or
in the aggregate of U.S. § 25,000.00 or more. When Joint Operations are relieved of
Material charged to the Joint Account, Operator shall advise each Non-Operator of the
original cost of such Material to the Joint Account so that the Parties may eliminate such
costs from their asset records. Credits for Material sold by Operator shall be made to
the Joint Account in the month in which payment is received for the Material. Any
Material sold or disposed of under this Section 5 shall be on an "as is, where is" basis
without guarantees or warranties of any kind or nature. Costs and expenditures incurred
by Operator in the disposition of Materials shall be charged to the Joint Account.

Material Purchased by a Party or Affiliate.

Proceeds received from Material purchased from the Joint Property by a Party or an
Affiliate thereof shall be credited by Operator to the Joint Account, with new Material
valued in the same manner as new Material under Section 4.2.1 and used Material
valued in the same manner as used Material under Section 4.2.2, unless the value is
disputed by a Party, in which case the Parties must first agree before any such sale.

Saies fo Third Parties.

Proceeds recelved from Material purchased from the Joint Property by third parties shall
be credited by Operator to the Joint Account at the net amount collected by Operator
from the buyer. If the sales price is less than the value determined in accordance with
the procedure set forth in Section 5.2, then approval by the Parties shall be required
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8.1

6.2

prior to the sale. Any claims by the buyer for defective materials or otherwise shall be
charged back to the Joint Account if and when paid by Operator.

SECTION &
INVENTORIES

Pariodic Inventories - Notice and Representation.

At reasonable intervals, but at least annually, inventories shall be taken by Operator of
all Material held in warehouse stock on which detailed accounting records are normally
maintained. The expense of conducting annual inventories shall be charged to the Joint
Account. Operator shall fumnish each Non-Operator with a reconciliation of overages
and shortages. Inventory adjustments to the Joint Account shall be made for overages
and shortages. Any adjustment equivalent to U.S. $ 25,000.00 or more shall be brought
to the attention of the Operating Committee.

Special Inventories.

Whenever there is a sale or change of a Participating Interest in the Agreement, a
special inventory may be taken by the Operator provided the seller and/or purchaser of
such interest agrees to bear all of the expense thereof, In such cases, both the sefler
and the purchaser shall be entifled to be represented and shall be governed by the
inventory so taken.
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EXHIBIT "B"
CONTRACT AREA

Attached to and made part of the Operating Agreement, hereinafter called the "Agreement”
effective as of the 29 day of October, 2012, by and between Pirity Hidrocarburos S.R.L. and

President Energy Paraguay S.A.

Lands in Paraguay designated as “Bloque Pirity” under the Contract

Coordinates K UTM 208 Latitude Y UTM 208 Longitude
E-1 577978.48 283053048 THO0DBT 57 62° 14 3088 W
E-2 620005.02 22030 44.25" 8 T500067.55 61049 5975 W
E3 620005.07 22025 19088 7519967.78 §1° 50 0247 W
E~4 850006.11 2202510578 7519967.81 61 32'33.33'W
E-5 650008.35 2246 51.03'8 74780687.05 61432 1961 W
E-& 870007.11 22° 45 44.18"8 7479967.05 B1v 20 3844 W
E-7 670006.99 22085208.28'8 7469867.02 61020 34.51°W |
E-8 730009.54 22051 43.46"S TAB8956.96 B0° 458'30.12" W
E-8 730000.62 237132327 s 7429966.15 60° 45' 0857 W

£-10 680007.42 23 13 45.68"8 742995638 61° 14" 26.65" W
E-11 680007.38 23110728 7419966.16 ge 14 2258 W
B-12 646684.81 2319 22683 7418866.04 81° 33 65.08" W
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EXHIBIT "C"
TAX PARTNERSHIF AGREEMENT

Attached to and made part of the Operating Agreement, hereinafter called the "Agreement,”
effective as of the 29 day of October, 2012, by and between Pirity Hidrocarburos S.R.L. and
President Energy Paraguay S.A.

Bloque Pirity United States Tax Partnership Agreement

This United States Tax Partership Agreement (“Tax Partnership Agreement”) s entersd into ag
of September 11, 2012 by and among PIRITY Hidrocarburos S.R L., 2 company organized and
sxisiing under the laws of Pargguay { Plily”} and ERESIDENT ENERGY PARACUAY S A
company organized and existing under the laws of Paraguay “PEP™) (collectively, the “Parties”
and each a“Party”).

RECITALS:

A, Pirity and PRESIDENT PETROLEUM COMPANY, P.L.C., a company organized and
existing under the laws of England & Wales and the parent company of PEP, have entered into
that certain International Farmout Agreement, dated as of September 11, 2012 (the “Farmout
Agreement”), pursuant to which PEP can earn an interest in the Contract (as defined in the
Farmout Agreement) in exchange for PEP’s satisfaction of certain obligations described therein,

and together with the Farmout Agreement, the “Base Agreements™) to govem the operations of
the Parties in the Contract Area (as defined in the Farmout Agreement).

B. On 29 _October 2012 the Parties entered into a Joint Operating Agreement (the “JOA,”

C. The Parties desire to acknowledge and agree that, solely for United States tax purposes
and for no other purposes, the Parties intend that the relationship among the Parties to be
classified as a foreign partnership.

NOW, THEREFORE, in consideration of the agreements contained herein and certain other
good and valuable consideration, the parties hereto acknowledge and agree as follows:

ARTICLE ]
SCOPE AND PURPOSE; DEFINITIONS

Section 1.1 Scope and Purpose. This Tax Partmership Agreement sets forth certain
operating sules because (i) solely for United States federal, and if applicable, state tax purposes
{collectively, “United States tax purposes”), the relationship among the Parties under the Base
Agreements is intended to constitute a foreign parinership (the “Tax Partnership”) that, as an
entity, will be deemed to own or have the use of the various assets with respect to which the
Bloque Pirity Activities (hereafter defined) are conducted and to realize all receipts and incur all
costs and losses related thereto, while (i) for all other purposes, the relationship among the
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Parties under the Base Apreements is intended 10 constitute a contractual arrangement pursuant
io which some of the Parties own interests in the various assets with respect to which the Bloque
Pirity Activities are conducted and individually realize receipts or incur costs and losses with
respect thereto as provided in the Base Agreements. This Tax Parmership Agreement is not
intended fo create, nor shall the same be construed as creating, any partnership, joint venture or
other relationship or entity that is subject to recognition as such for any purpose other than
United States tax purposes or, except as provided in the Base Agreements, otherwise renders any
Party liable for debts or obligations of any other Party. References herein to the Tax Partnership
as an entity or to contributions, receipts, income, gains, distributions, costs, losses or deductions
of the Tax Partnership are intended solely to reflect the fact that, for Unifed States tax purposes,
the Tax Partnership is considered to be a partnership and those items are deemed to have been
realized by the Tax Partnership as an entity, and such references shall not be interpreted ina
manner inconsistent with the foregoing.

herein, shall have the meanings assigned to them in the Base Agreements, or as follows:
(a) Blogue Pirity Activities

“Bloque Pirity Activities” shall mean the activities of the Parties pursuant to the
Base Agreements with respect to the Contract and the assets in the Contract Area,
including without limitation the production of hydrocarbons from the Contract Area, the
funding of activities in the Contract Area by the Parties pursuant to the Base Agreements,
and the sharing among the Parties of cerfain revenues from the sale of hydrocarbons
produced from the Contract Area.

by Code
“Code” shall mean the Internal Revenue Code of 1986, as amended.
{¢)  Fiscal Year

“Fiscal Year” shall mean the annual accounting and tax reporting period for the
Tax Partnership as specified in Section 4.3 hereof.

{(dy  Tax Matters Party

“Tax Matters Party” shall mean the Party designated in Section 4.2 as the “tax
matters partner,” for purposes of section 6231(a)(7) of the Code.

(e)  Treasury Regulations

“Ireasury Regulations” shall mean the regulations promulgated by the United
States Department of Treasury pursuant to and in respect of the Code. Al references
herein to sections of the Regulations shall include any comesponding provision or
provisions of succeeding, similar, substitute or temporary regulations,
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Section 1.3 Term and Termination of Tax Pavinership. The Tax Partnership shall
come info existence upon the date of execution of the Base Agreements and shall continue in full
force and effect from and after such date until the first to occur of the following: (a) the
termination of the Base Agreements, or (b) such time as the Parties mutually agree to the
termination of the Tax Parinership,

ARTICLE I
REFLECTION OF ACTIVITIES FOR UNITED STATES TAX PURPOSES

Section 2.1 Entity Level Reflection of Activities. For United States tax purposes, but
for no other purpose, all Bloque Pirity Activities shall be deemed fo have been effected through
the Tax Partnership, rather than by the Parties individually, as set out in this Asticle 1L

Section 2,2 Receipts, Profits, Income and Gains. For purposes of applying the
provisions of this Tax Partnership Agreement, all téceipts by apy Party in respect of the Contract
or the assets in the Contract Area pursuant to the Base Agreements shall be deemed first to have
been received by the Tax Partnership and then to have been distributed to such Party by the Tax
Partnership in the manner specified in the Base Agreements. All such items shall be taken into
account in the allocations provided for in Article I hereof.

Section 2.3 Costs, Expenses, Deductions and Losses. For puiposes of applying the
provisions of this Tax Partnership Agreement, all costs incurred or payments made by any Party
in respect of the Contract or the assets in the Contract Area pursuant to the Base Agreements
shall be deemed first to have been received by the Tax Partnership as a contribution by the Party
incurring the cost or making the payment pursuant to the terms of the Base Agreements and then
to have been paid, incurred or distributed by the Tax Partnership to the payee or obligee of the
cost or the recipient of the payment. All such items shall be taken into account in the allocations
provided for in Article I hereof.

Section 2.4  Contributions. For purposes of applying the provisions of this Tax
Partnership Agreement, upon formation of the Tax Partnership, Pirity shall be treated as
contiibuting to the Tax Partnership the Contract. Each Party shall be treated as contributing to
the Tax Partnership all costs incurred, liabilities assumed, or payments made by the Parties in
respect of the Contract, the assets in the Contract Ares, or otherwise pursuant to the Base
Agreements.

Section 2.5  Distributions. For purposes of applying the provisions of this Tax
Partership Agreement, all receipts by such Party in respect of the Contract or the assets in the
Confract Area pursuant to the Base Agreements shall be treated as a distribution by the Tax
Partnership to such Party.

Section 2.6  Debt Financing.  For puiposes of applying the provisions of this Tax
Partnership Agreement, unless the Parties agree otherwise and this Tax Partnership Agreement i3
amended to reflect such agreement, (a) all debt financing incurred by a Party shall be for the sole
account of that Party and shall not be considered debt financing of the Tax Partnership, and (b)
1o Tax Partnership asset shall be acquired by assumption of, or taking subject to, any debt
financing.
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Section 2.7 Record Title. For purposes of applying the provisions of this Tax
Parinership Agreement (a) legal title to the Contract or the assets in the Contract Area held by
any Party shall be deemed to be held by such Party strictly as nominee for the Tax Partnership,
and (b) for U.8. Federal Tax purposes only all assignments made among the Parties with respect
{o the Contract or the assets in the Contract Area prior to termination of the Tax Partnership shall
be digreparded..

ARTICLE U1
ALLOCATIONS OF PROKIT AND LOSS

Section 3.1 Allocation Of Book Hems, All items of income, gan, deduction, loss and
credit realized by the Tax Parmership duting each Fiscal Year, as reflected on the books and
records of the Tax Partnership, shall be allocated among the Parties in sccordance with their
respective “partner’s interest in the partnership” with respect to the Tax Partnership, as
“detormined under Sectisn 704(b) of the Code and Treasuty Regulations Section 1.704-1(b){(3).
The Parties agree that except as otherwise provided in the Treasury Regulations, allocations
made among the Parties in accordance with this Section 3.1 shall be made as follows:

(a)  Allitems of income or gain arising from the sale or disposition of oil, gas or other
Iydrocarbon substances from the Contract Area shall be allocated to the Parties in the proportion
that the Parties share in the revenue giving rise to such items under the Base Agreements.

(5)  All items of income or gain realized upon the sale or other taxable disposition of
all or part of the Contract or any asset in the Contract Area shall be allocated to the Parties in the
same ratios in which they share the portion of the revenue giving rise to such mecoms or gain
under the Base Agreements.

{¢)  All items of deduction or loss realized upon the sale, other taxable disposition,
abandonment or worthlessness of all or part of the Contract or any asset in the Contract Area
shall be allocated to the Parties in accordance with their relative contributions to the cost basis of
such asset.

(d)  All items of deduction or Joss resulting from the depletion or depreciation of the
Contract or any asset in the Contract Area shall be allocated to the Parties in the same ratio in
which the costs or basis giving rise to such allowances were bome or provided by the Parties.

{g)  All items of deduction or loss with respect to exploration and development

expenses or costs (including without limitation intangible drilling and development costs) shall
he allocated to the Parties in accordance with their contribution to such costs.

()  Allitems of loss, deduction or credit not falling within any other subsection of this
Section 3.1 shall be allocated to and accounted for by each Party in accordance with its
respective contribution to the asset or the costs and expenses to which such items relate.

(g)  All items of income and gain not falling wathin any other subsection of this
Section 3.1 shall be allocated to and accounted for by each Party in the proportion that the Parties
share in the revenue giving rise to such items under the Base Agreements.

219473 QUO0D2 Aslive 32647803




Section 3.2 Allocation Of Tax Items.

(a)  TFxcept as otherwise required by Section 704(c) of the Code and the Treasury
Regulations thereunder, sach item of income, gain, loss, deduction and credit computed for
United States federal meome tax purposes shall be allocated among the Partics in the same
manner as each correlative item of income, gain, loss, deduction or credit is allocated pursuant to
the provisions of Section 3.1 hereof The selection of one or more methods of allocating tax
ifems under Section 704(c) of the Code and the Treasury Regulations therevnder shall be made
i the sole diseretion of the Tax Matlers Party.

{b)  The deduction for deplstion for United States federal income tax puiposes with
respect to each separate oil and gas property {as defined in Section 614 of the Code) included in
the Contract Area shall be computed separately by each Parly rather than by the Tax Partnership;
and for purposes of such computation, each Party shall be considered to own, and shall be
aliocated, its proporiionaie share of the adjusted basis ineach such property as deternuned under
Section S13A(C)TUD) of the Code and applicable Treasury Regulations.

(¢)y  Allocations made pursuant fo this Section 3.2 are solely for United States tax
purposes.

ARTICLE IV
OTHER TAX AND RELATED MATTERS

Section 4.3 United States Tax Returns and Eleetions,

The Parties expect that their respective activities shall not cause the Tax Partnership to
realize taxable gross income from sources within the United States or to realize gross income
which is effectively connected with the conduct of a trade or business within the United States,
and that therefore the Tax Partnership will not be required to file United States information
returns and no reporting shall be required or made with respect to any Party’s (provided such
Party is not otherwise subject to United States taxation) diswributive share of the income, gain,
loss, deduction or credit in respect of its interest in the Tax Partnership, except to the extent
necessary to make any U.S, federal income tax elections, including the elections provided for in
Section 4.1(b), The Partics agree that all reporting and record keeping required under the Code
in respect of the Party’s interest in the Tax Partnership or its United States tax items shall be
effected solely by the Tax Matters Party.

Section 4.2 Tax Matters Parfy.
To the extent necessary or appropriate for the Tax Partnership fo have a “tax matters

partner” within the meaning of section 6231(a)(7) of the Code, Pinity is hereby desipnated the
Tax Matters Party.
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Section 4.3 Fiscal Year.

The Fiscal Year (herein so called) of the Tax Partnership shall be the calendar year.

ARTICLEY
MISCELLANEOUS PROVISIONS

Section 5,1 Assignment,  Fach Party’s rights and obligations under this Tax
Partnership Agreement shall be assigned to or assumed by any party succeeding 1o its rights or
obligations, in whole or in part, under the Base Agreements.

Section 5.2  Counterparts. This Tax Partuership Agreement may be executed in any
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counterparts together shall constitute and be one and the same instrment.

Section5.3 Headings. The headings of the Sections of this Tax Partnership
Agresment have been inseted for convenience of reference only and shall in no way restrict or
otherwise modify any of the terms or provisions hereof.

Section 5.4 Amendmenis, Supplements, efc. Neither this Tax Partnership
Agreement nor any of the terms hereof may be amended, supplemented, waived or modified
orally, except by an instrument in writing signed by the Parties.

Section 5.5  Legal Enforceability, Any provision of this Tax Partnership Agreement
that is prohibited or unenforceable in any jurisdiction shall, as to such jurisdiction, be ineffective
to the extent of such prohibition or unenforceability without invalidating the remaining portions
hereof. Any such prohibition or unenforceability in any jurisdiction shall not invalidate or render
unenforceable such provision i any other jurisdiction. Upon any such determination that &
provision of this Tax Partnership Agreement is prohibited or unenforceable in whole or part, the
court or arbitral panel making such determination shall have the power to modify such
invalidated provision so as to effect the original intent of the parties as closely as possible,

Section 5.6  Nofices: All notices, requests, claims, demands and other
communications under this Tax Partoership Agreement shall be in writing and shall be deemed
siven if delivered personally or sent by facsimile transmission or ovemight courier (providing
proofof delivery) to the Parties at the address for the Party specified in the Farmout Agreement.
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IN WITNESS WHEREC}F, the Parties have caused this Tax Partnership Agreement to be duly
executed by their duly authorized officers as of the day and year first above written.

Title: President and Director
Date: October...........2012.

Title: General Manager
Date: October, ...... 2012.-
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Schedule 7.1

Farmor Disclosure Schedule
The following are exceptions fo the representation sot forth in Section 7.1.4x

- in the case of LCH, as provided under decision number 2,406 of the Admninistrative
Chamber of the Paraguayan Supreme Court (“Corte Suprema de Justicia, Sula Penal”)
rendeted on August 10,2012 (full details of which have been disclosed to Farmee), the
appeals against decisfon number thirty cight (38) of the Jower court (full details of which
have been disclosed to Farmee) have been extinguished, a decision which is final and
binding on LCH and not subject {0 any right of appeal; and

~in the case of Dr Fernando Wiens and Lic. Arnold Klassen, as expressly provided under
the Third Party ORRI, full detuils of which have been disclosed in writing to Farmee.
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Schedule 7.2

Farmee Disclosure Schedule

Farmee declares no exceptions to the representation set forth in Section 7.2,
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JOINT OPERATING AGREEMENT
SCHEDULE D-1
WORK PROGRAM TIMELINE



Schedule D-1

Work Program Timeline

Yenr | Activity | Seismic Selsmic | Prospect | 2013,14,15 | Project Account L%
~ Month | Acquisition | Processing | generation Drilling + Deposits +F it
Sept o USS0.5m
- Oct ) clearing .
2012 {Nov | .
US3$ 9.5m -+
30 Days
USs 10m
Drlfng
Window Latest
‘ Exp.’ 30 Days
T Well: 11.8% Wi
oL Uss iom
B 30 Days
11.8% WI
11.8% W1
USS 10m
B 30 Days
Apt
Mey .
Jun 11.8% WI
TOTAL USS 40m 47.2% W1 |

+ Farmee selects well lovotions after full consultation with Farmor.

++ Jxcept for the timing of the Line Clearing Payment, bot less than thirty (30) days prior to the
commencement of each Work Program Obllgation, Farmes shalf deposit in ihe Praject Account, by wire
tansfer of immediately availoble fonds, the sum described in Bxhibit D,

F#+ Within ten (10) days of the full and complete salisfaction, or waiver of the Conditions Precedent sot
put in Asficle 3 and Farmes's full satisfaction of the applicable Barning Obligations, Parmor and Fannee
chall cause tie Bserow Agent to deliver to Farmee the relevant Assignment(s) in the manner and in
aceordance with the terms, conditions and milestones sot forth in Exhibit D.

Many dates used to creale this Timeline are milestones deseribed In Exbibit D and may not reflect the
Parties' desire fo complete the Work Prograin hi the most expediontly prodent manner possible.
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JOINT OPERATING AGREEMENT
SCHEDULE D-2
SEISMIC PROGRAM



Schedule D-2.1

Seismic Programn®

Total Budget: 18 $16,000,000

Minimum under Confract 100Km 2D

Minimuwm under this FOA S500Km 2D

Budgel Mauagement AFEf Op Com |
Line Clearing: Beging October, 2012

Line Clearing Method:

GPS guided Buildozers

Seigmic Acquisition:

Begins March 1, 2012

Scismije Acquisition Method: Vibrasize Trocks
Total 3D Collection {in Kn): Up to 600K1m
Toial Los Naranjos 3D Up to 300Kim

Los Naranjos Start Date: March 1, 2013
Los Naraujos Proeessing Start Date; June 1,2013

Total Jurami 3D: Up to 300Km
Jurumi Start Datfe: June 1,2013
Jurumi Processing Start Date: September I, 2013
Total 2D Collection (in Knt): 1 Up to 400Km
Total Los Naraujos 2D: Up to 200Km 3
L.0s Naranjos Start Date: TBD

Los Naranjos Processing Start Date TBD

Total Jurumi 28: Upto 200Km
Jurumi Start Date: September 1, 2013
Jurumi Processing Start Date; Decomber 1, 2013

Prospect Ranking / Inventory Analysis

Start: Aungust 1, 2013
CPR to be commissioned following interprefation TBD
Additional Seismic to identify Cretaceous leads TBD

Additional Seismic to explore the Palacozeic fairway | TBD

& Certaln Selsmic Program plans and specifications provided in his Schedule D-2.1 thal oxceed the
Minimum Work Obligations under the Contract may chunge, subjeet to the terms and conditions of the
Agreement, Exhibit D thereto and the JOA. Tt is expressly undersiood by the Parties that Farmee shall
consult with Faemor about any changes to: the extent and place of use of 30 seistic technology; the extent
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and place of use of 2D seiswmic tecknology; the placement of seismic lines; the choice of dafa sequisition
vendors; the choice of data processing vendars; the choive of processing mothods and all other operational
tatters related o the Seismio Program, provided however, that in the svent the Parties do nof agree on any
one or all of the foregoing, subjest to the terms and conditions of the Agreement, Exhibit ID thereto and the
I0A, Farmee's vote shall provail.

Select Seismic Program Details

Joint Design

The Parties shall jointly design a seismic survey comprising 3D and 2D seismic data
within the Pirity Contract Area in accordance with the terins of this Agreement. President
shall act as Operator of a Seismic Progtam that shall assess both; i) the penesal
exploration potential of the Contract Area and i) to define a ranked prospect inventory of

pe will high grade and geleot initial drilling

locations. Operator shall share all of their Seismic work product with Farmor in a timely
and ongoing manner so that Farmor maintains a volee in the process.

drillable nrognects from which the Po

Details

The Seismic Program shall be principally acquired over the Los Naranjos and Jurumi
Prospect Areas as defined by Schlumberger Data and Consulting Services, Phase 1 Final
Report dated March 10, 2009 prepared for Petro-Victory.

The Seismic Program includes all procedures up to the point that Operator delivers a
“Fully Migrated” and processed data set to the Parties. For the purposes of this FOA,
“Fully Migtated” means that the data shall be fully migated in the pre-stack time domain
(“PSTM”) and that for areas of 3D seismic coverage, there shall be sufficient migration
fringe or halo around the structural crest of those prospect areas to account for inward
movement of dipping reflectors and focussing of seismic amplitudes dispersed over
Fresnal zones during 3D migration.

Once Operator has delivered the PSTM Fully Migrated and processed dafa set, the Parties
shall decide whether additional reprocessing is required before drilling begins. Bxamples
of such additional reprocessing inclode: i) special seismic inversion techniques to identify
potential porous reservoir rock properties; i) fluid substitution techniques to identify
fluid types and; iii) Pre Stack Depth Migration (PSDM) fo improve the accuracy and
confidence level for structural prospect identification. After full consuliation between the
Parties, Operator shall have sole discretion as to whether to incur additional teprocessing
costs, as long as such costs do not exceed the initial AFE or Budpet approved by the
Opetating Committee, or unless such expenditures are approved In accordance with the
terms and conditions for AFEs for Overexpenditure as defined in the JOA.

Cooperation of the Parties

The Parties shall regularly and systernatically jointly evaluate technical data with respect
1o the Seismic Program. Regular ‘Technical Committee meetings shall be called by either
Party to discuss, inter alia, all pre-drill geophysical exploration matters jncluding but not
limited to, seismic acquisition, seismic processing, prospect genetation, prospect
inventory development and selection of initial well locations.
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Los Naranjos Seismic Area







