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FHE REFURLIC OF UGANDA

THIS »'tGREEMENT 1S made ang entered into (hig =<tlty Of e
by and between the Governmen; of the Republic of Uganda, acting througl ghe
of Energy and Mineral Dﬂe!npmcnl, of P.O Box 7270 Kampala,
referred o ag "Gove i imi

organized ang existing under (e larws
Harbour Yard, Chelsea Harhm;lr, London gw 10 0XD, United Kingdom registen
Chapter 110 of the Laws of | ) Uganda Limited of s Pa
Square, (_"ustJ'etnwn, Isle of Man, IL9, 1LA 3 Company duly organized and exisg
the laws of [sle of Man, Uniteq Kingdom apgd registered under Chapter 110 oy
of Uganda (hereafter referred to joing ¥ as the “Ljp ensee’™),
WHEREAS, Petroleum in o under any lund o water in Uganda
Republic of Uganda;

is the property

WH EREAS, the Petroleum (Exploration anq Production) Acy Chapter 150 of ¢
of Uganda 2000 makes provision with respect 1 exploring for and Producing .pe
i i i m exploration and production

ANy person or entity, subject to certain limi

WHEF.EAS, Section 3 of the Act authorises the Government (o [+
not i‘ncnnsistcgl with the Act, with any person or entity

nter into an ag
and conditions of he grant of a Licence under the Act;

in respect of inter alia, the
WHEREAS, Lice

and shown on (he map in Annex A he
of the Aet, intends to grant th

.icence over
reof and the Minister, in
€ said Licence; ang

the areg descry
accordance with Sec

for that Purpose the necessary financi

al ca
skill to carry out such Operations:

NOW, THER EFORE, the parties heretq agree as follows:




STATE PARTICIPATION

Government or its Nominee shall enter info @ Jomt Venture Agreement with Heritage
thereby allowing for State Participation for not more than 15%. Heritage shall camy
Government or its Nominee until the production of first ol and the camied costs shall be
recovered along with other costs under the “Cost Recovery” here below stated.

COST RECOVERY

All exploration, development, production and operafing expenditures incurred by Heritage
shall be recovered from 60% of gross oil production and 70% of gross gas production after
deduction of royalty. This shall include carried costs of Government or its Nominee.

PRODUCTION SHARING

After deduction of Royalty and the Cost Recovery ol for the company's investment, the
remaining ol will be chared between Govemment and the Company as shown below:

Production BOPD G-:wemn_ﬁ ent Licensee
. Production Share Production Share

(i) Where production does not exceed
5,000 46% 54%

(i)  Where production is higher
. than 5000 but does not ;
exceed 10,000 48.5% 51.5%

(iii)  Where production
is higher than
10,000 but does
not exceed 20,000 53.5% 46.5%

(iv)  Where production

is higher than

20,000 but does not '

exceed 30,000 58.5% 41.5%

(v)  Where production
is higher than
30,000 but does ot
exceed 40,000 " 63.5% 36.5%

(vi)  Where production is S
_ higher thah 40,000 68.5% 31.5% i
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ARTICLE 3

Responsibilities and Grant of Rights -

4

Contemporaneously hefewith. Licensee is granted, under and in accordance with |

the Act, an Exploration Licence in respect of the Contract Area in the form set
forth in Annex "B-1". The said Exploration Licence shall have a term not
exceeding two (2) vears ("First Exploration Period"), counted from the Effective
Date. Not less than ninety (90) days prior to the expiration of the First
Exploration Period, Licensee may apply to the Government for renewal of the
Exploration Licence covering the Contract Area. Such renewal shall be granted to
Licensee subject to Licensee having (i) fulfilled its obligations under the Act and
this Agreement, including its relinquishment obligations under paragraph 3.5,

during the First Exploration Period, and (ii) submitted with such application an -
undertaking to comply with the minimum work and expenditure obligations for
the Second Exploration Period specified in Article 4. A maximum successive

renewals of said Exploration Licence not exceeding fwo (2) years each ("Second
Exploration Period" and "Third Exploration Period™) shall, subject to the
requirements of the Act, be granted to Licensee upon application by Licensee to
the Government in the prescribed manner,

Notwithstanding the provisions of the preceding paragraph and without prejudice
to the provisions of paragraph 3.4.2, in the event that on the ninetieth day before
the date on which an Exploration Licence is due to expire, Licensee is in the
process of completing seismic or drilling operations under this Agreement, or the
processing or interpretation of data resulting therefrum, and provided that said
operations are being conducted diligently and starting in good time and in

accordance with Good Oilfield Practices, Licensee may apply for the renewal of

any Exploration Licence pursuant to paragraph 3.1 before but in no case later than
fifteen (15) days prior to the date of expiry of the then current period of validity of

said Licence. '

Licensee shall, subject to the Act and Regulations and the terms and conditions
herein set forth, have the exclusive right to conduct Petroleum Operations within
the Contract Area for the term of the Exploration Licence and any Production
Licence granted to it in accordance with all applicable legislation and provisions
of this Agreement.

10
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THE R EPUBLIC of UGANDIA
3.4

Licensee, op £ving to the Governme
writing (the "<,

nt not leg
Teénder notice"}

§ than nincty {90) days nd
s ay; -

341 Surrend -+ jig rights and be relieved of its obligations jj respect |
" whole ¢, ‘the Contracy Area if itg minimum work i
under A ticle 4 hereof i respect of the relevan eri

been fuliilled i accordance wijy, Section 51 of the Act:
342 in respect of the Exploration Licence
surrender its rights jp respect of the
relieved of jis minimum wirk and
respect [ the then current Exploryy

days fol! wing the date on which [
a) the

Piragraph 4,21 (i) a
P oceding Exploratjo

b) i drilling, testing
bring executed at
which eveni(s) the
divs: and

Or any repew
whole of the ¢
financia] obligatig
ion Period at any |
Censee completes-:

al thercof

ontract Areq
NS under Articl
Ime within sixe

hose provig ed
ed at the eng o

or plugging of any Exploration we
the end of the Preceding Exploration

Surrender Notice shall be reduced g ¢

Il ac
Pen
hirty
3.4.3 -at any g . after thé graiit of the Exploration Licence, surrender its ri
and be re! | syeq of its obligationg in respect of any block or blocks formg
Contract Areg Provided, huwever, that ng surrender by Lice
* OVer any part of the Contract Areg shall religve Licensce of

' 1o satisfy the Minmum work gapq finangial obligations refe
¢ 4 hereof in respect of the Exploration Period during which
gives the ; “rrender Notice.

3.51 It Licensee applies for a renewal of the Exploration Licence on or befo
the First Exploration Period, the Licensee shaj) i, accordan
isi Hon 15 of (e Act relinguish the number
blocks Constituting in (o4 area not

more than thirty Percent (30%) of the
Area; unless:
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(i) Licensee provides to Government a satisfaciory Work Programme
for that area for the period for which renewal is sought;

(i)  Licensee has fulfilled all the obligations in the preceding period.

Provided that activities in one ares will not be an excuse for not fulfilling

the obligations of the Work Programme in 3.5.1 (i) hereinabove.

IT Licensee applies for the second renewal of the Exploration Licence on
or before the end of the Second Exploration Period, Licensee shall
relinquish an additional number of blacks conslituting in total area not
maore than twenty five percent (25%) of the original Contract Area; unless
Licensee fulfills the conditions in 3.5.1 (1) (1) above.

The Licensee shall relinquish land within the Contract Area so as to
comply to the satisfaction of the Minister with the following requirements:

) no relinquishment of a part only of a Block shall be permitted

except in the case of such part only of a Block existing as such in
the Contract Area;

b) the area(s) to be relinquished shall consist of 4 number of
contiguous Blocks so arranged that so far as possible:

(i) Fach Block other than the Blocks defining the
boundaries of such shall be contiguous on all sides
with other Blocks; '

(it) The shape of the relinquished area should be
.1- approximately rectangular; :

(iit) \ The direction of its boundaries should l:rc"'ruughly
3 north-south and east-west: and ,

(v Its longer boundaries should not be more than three
times the length of its shorter boundaries.
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3.7

38

3.9

3.54 Any areas which Licensee render pursuant 1o Paragraph 3.8
shal] pe credited against _!i_]::_-fl_i'ﬂ"l hi icensee js NEXT required
relinguish Pursuant to thjs pér;igm -2 Licensee ghap not be required
relinquish Pursuant to thjs Paragrapl 3 s area which CONstitutes

IJJ‘SCD"."EI}' or Dcverﬂpmcnt Area or any part thereof ang said Discovery

Devélopmeng Area shall be subtracted from, the origina ¢ onlrict Areg
the pumpase of calculating the areg ¢, be relinguisheq Pursuant g8

The Government reserves the right to Erant licences other lega) Persons o
Prospect for, explore for angd Mmine minerals within the Contragt Area, and further
TESCIves to jtself the right to SO prospect, explore and mijpe direct]y, Licensee
shall use jig best efforts 1o avoid obstruction or interference with such Licensees®
or Government Operations and -simiJ‘any the Governmeny shall use jig best effore
o ensure (hat Its own Opcrations o those of thjrg parties dg pg obstruct of
interfere with Licensee's Petroleym Operations within the Contract Areq.

In the event that Licensee discovers Minerals other thap Petroleum in the Contragt

Area which may be of ceonomic valye, j shall repory such discovery 1 the

supply a sample of sych minerals to (he Governmeny
If more thap One€ person or entity Comprises | j censee, the dutjes and obligations of
the persons o entities Constituting [ ; tensee hereunder shall be joing and severy|,
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. “XPloration e
"1O8€ locations gpg depths Governmeny

acquisirion, 'pmcessing and r'ntuq;rr:mtmn

lIs ang two (2) Conting ey
Contingens Seismic data.

and Licenscc s
of 200 ling k;

"
halj dgree on,

lometerg of 2D ¢
(ii) Minimyp, Expl'nmtion Expeng; fure

further drilling would Present ﬁ}rcsuuub}c
i rcasonably e Contained;

impc’netra ble f‘nnm[ions are
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d) significant hydrocarbon-bearing formations are encountered which require
protecting, thereby preventing such depth from being reached. A
| -
In such circumstances. the drilling of any Exploration Well may be terminated at a
lesser depth and such Well shall, except where the circumstanced deseribed in
sﬁlupurugmqhs (a), (b) and (c) immediately above occur befote Licensee has
attained two thirds of the target depth provided for in the drilling programme,
relating to such well, be deemed to have satisfied the minimum depth criteria
provided for hereunder. In all other circumstances in which a Will is terminated at
a lesser depth, Licensee shall have the option to either (i) diill a substitute
Exploration Well or (ii) pay to the Government the amount by which the dnlling
budget for such well on a diy hole basis, pursuant to paragraph 4.2 exceeds actual
expenditures incurred in the drilling thereof,

For the purpose of this paragraph 4.3, the term "Basement" shall mean the
geological basement below which hydrocarbons cannot be found and
produced. '

Compliance with the required minimum Exploration Expenditures in any
Exploration Period shall not relieve Licensee of its obligation to comply with the
required minimum Work Programme for such Exploration Period nor shall
compliance with the required minimum Work Programme for any Exploration
Period relieve Licensee of its obligation to comply with the required minimum
Exploration Expenditures for such Exploration Period.

The required minimum Exploration Expenditure stipulated in paragraph 4.2 for
each Exploration Period (other than the First Exploration Period), shall be
adjusted at the end of (i) the First Exploration Period, in the case of the minimum
Exploration Expenditures for the Second Exploration Period, (ii) the Second
Exploration Period, in the case of the minimum Exploration Expenditures for the
Third Exploration Period, as follows:

I = H
A
I' = minimum Exploration Expenditures for the First Exploration Period or

Second and Third, as the case may be;

16
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I = rrrirrfmur-l IL"{ Iﬂfﬂ[iﬂﬂ Ex .'-'L'I:IdeIJl'l.l‘S st llr-."ﬂﬁi in Haragrranh 4.2 for the
p I P I =Lt |
pﬂﬂ-ﬂd In ]llﬂﬁtiﬂﬂ;

e LR ‘ndustria] Goods Wholesale Price Index» ,. first reporpeqd in
“Inl‘c:rr.x:iﬂmﬂ Financia] Statistics” 4¢ published by the Internationg]
Monet. ¥ Fund for the Calendar Month of the Effective Date:

B = b S zdustrl'a!'(]t}-ﬁdﬁ'ﬁfﬁnfcmic Price Index” 4¢ first reporteq in
“Internationg] Financig] Statistics™ ¢ published by the Internationg)
Mﬂ?‘lﬂlii-"}f Fund of the Calendgr Month in whicp, the period i question

4.6 The Exploratio,, Licences issued (o Licensee Pursuant to Apjcje 3 and any -

available repey, thereof shajj be on terms and conditinns relating o Mip imum
Work Programueg and Exploration Expenditures which correspond 19 e
obligations of Licensee under this Article and j is accordingly undersiood ang
agreed thay any discharge by Licensee of its obligationsg under thjs Article jn
respect of any Fxploration Period wqj discharge for that periog the minimum
work and Expenditure obligations of Licensee in respect of the Exploration
Licences 1SSued Pursuant to Articje 3 and the lerms angd conditions of gyeh
Licences ang 4y renewal theregf shal] be drawn accordingly,

4.7 (@ " On of before  the Effective Date, the Licensee ghq) provide ap
lnsumncc.*'.”e:rfﬂnnancc Bond in (he form set fory) n Annex ‘DI, and
amounting (g United States Dollars five hundred (USD SD{},HGD.DU} which
shall, inter alia, Etarantee the Payment by Licensee of the sumsg. if any, due

-and payahle to the Goyernmeng Pursuant 1o Paragraph 4.7(b) and (c)
hereunde,,

(b) If, wpon (e CXpiration of (he Exploration Licences, or upon the date of
terminatiog of this Ag:cemunt, OF Upon surrender of the entipe Contragy

Area by lLicensee Pursuant o Paragraph 3 4. whicheyer first oceyrs .

Licensee |55 Not expended for Exploration Operations sums [inciuding any

total minimum Exploration Expendityres (as  adjusteq Pursuant g




liations with Heritage Oil and Gas Limitex
exploration Area 3A (EA3A) have been ¢

ittached map. The main elements of the
A) are as follows: - ’

WORK PROGRAMME

Heritage is being granted an expl_orz

Exploration duration is SiX years, sub-g

¢ First Exploratidn Period
¢ Second Exploration Periog
¢ Third Exploration Period

During the First Exploration Peribd-, He,
data over an area of 150sgkm at a m
also drill two (2) firm wells at a cost of L

During the Second Exploration Period,
less than US$ 6 million, whose location
The company will also have g conting
less than US$6.00 million and seismic d

During the Third Exnlaratinn Parad s



ARTICLE 7

Discovery, Development.and Production

" Wherg, pursuant to Section 17 of the Act, notice. has Bedn given to the

Government of a Discovery in the Contract Area, Licensee shall forthwith inform

the Giovernment of the steps it proposes to take to satisfy the requirements of
section 17(1)(a)1i1) of the Act. -

Unless, following a Discovery by Licensee in the Contract Area, Licensce gives in
respect of such Discovery a notice to the Minister for the purpose of paragraph A
of the provision to section 17 (1) (b) of the Act or unless the provisions of
paragraph B of that Proviso are otherwise applicable, Licensee shall promptly
after the technical evaluation of the test results relating to such Discovery has
been completed, prepare and submit for the consideration of the Advisory
Commitiee its proposals for an Appraisal Programme to meet its obligations as
Licensee under the Act. Notwithstanding the foregoing, in the event that Licensee
notifies the Government within thirty (30) days following the date on which its
technical evaluation of the test results relating to a Discovery has been submitted
to the Government, the said Discovery does not in and of itself warrant immediaté
appraisal and provides reasonable justification therefor, an exemption from the
requirements of Section 17 (1)(b) of the Act may be granted by the Minister,
pursuant to paragraph B of the proviso to that Section, for so long thereafter as
Licensee is carrying out continuous Exploration Qperations in the Contract Area.

As soon as the Advisory Committee has, pursuant to paragraph 5.3.2, reviewed-

and approved an Appraisal Programme submitted by Licensee as aforesaid,

Licensee shall promptly thereafter commence implementation thereof, '

{i) If during the termr of any Exploration Licence or renewals thereof granted
pursuant to this Agreement, Licensee makes 2 Discovery of Petroleum in-
the Contract Area which alone, or in conjunction with other discoveries.
previously made in the Contract Area might be developed and brought into .
carly production with-a view to satisfying the internal consumption
requirements of Uganda, the Government may notify Licensee accordingly
upon which the Parties shall meet 10 determine whether the development
of the said Discovery or Discoveries would be economically and
technically feasible.
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() In detﬂnnining whether the Discovery or Discoveries as e Case may be js

" (are) cmnnmiéa”y’ hﬁﬂ"ic-:ii'nicaﬂy' feasible, (he Parties shay consider

whether an carly production scheme would, inter alia, jeopardise the

subsequeny recovery of Petroleun, from the Petroleun, H::r-'urvur'r{.-:}. create

a health o safety risk or would otherwise nvolve g departure from the
standards of Good Oilfielg Practice,

(i1} In the event that the Parties determine he Discovery of Discoveries ge the 3§
Case may be 1o pe “Conomically ang technically feasible ang agree upop
the terms ang conditions for the impiemenranun of an carly production
scheme {En:luding offtake Amangements), 5 Production Licence shap be
granted to Licengee in respect of the !)ismvc—ry Area(s) subject thereto and
thereafier Licensee shall complete the facilities necessary for the
Governmen to take delivery of Production from the sajd Discovery
Area(s) ex-field and g Costs associated with the taking of delivery
therefrom shaj) be for the Governmeng'g account,

It is understood, however, (hyy Licensee shaj not be required tq produce
crude oil at 4 rate higher than the Maximum Efficient Rate in Connection

(iv) Any crude gj) Production delivered 1o ghe Governmen; Pursuant to the |
Provisions of this Article 7.4 (iii) shall serve g reduce Licensee’s
obligation otherwise Supply crude gj) for the Internal conswinption
requirements of Uganda Pursuant o Paragraph 13 and will pog Prejudice
Licensee's rights under Paragraph 7.8 thereafier in respect of the
subsequent E1ant of a Production Licence jn relation to a wiger Discovery
Area(s) which includes (he said Discovery Area(s). It ie understood,

Owever, that crude il production shall continye 1o be made available tqo
the Government in accordance with the termsg and conditions agreed to jp

f the field facilities required for the carly production scheme in the event
that Licensee reasonably d::[l:rlllfnusl that such scheme (ncluding the terms




7.6

7.7

and conditions for the implementation thercol) is not cconomically or
technically feasible. 3

Before applying for a Production: Licence pursuant to Section 19 of the Act.
Licensee shall consult with the Advisory Committee in connection with the'
preparation of g DEW.‘]inlllr.'n!. Plan to be submitted by Licensee to the Minister in
accordance with Section 20 of the Act. '

If the Parties are unable to settle amicably any dispute or difference as to whether
the Development Plan meets the requirements of Section 22 of the Act within
twelve (12) Calendar Months of the date of the Minister's aforesaid notification.
either Party may refer the matter to a sole expert pur':iuant to Article 26.

If, as a consequence of the said award, Licensee determines that the development
project (in respect of which the Development Plan was submitted) ceases to be
commercially attractive, Licensee may so notify the Government in writing within
six (6) Calendar Months of the date of said award, whereupon the Government
shall have the right to require Licensee to relinquish its rights with respect to the
Discovery Areas which are the subject of such Development Plan and to forfeit jis
rights to any subsequent production therefrom.
I

Upon submission by Licensee of a Development Plan that meeis the requirements
of Section 22 of the Act together with the application for a Production Licence,
the Minister shall promptly issue to Licensee a Production Licence in the form
attached hereto in Annex "B-II" covering the Development Area for a period not
exceeding twenty five (25) years counted from its date of issuance.

A Production Licence shall be rencwable, upon application, by Licensee in the
prescribed manner, for a term equal to the period between the initial grant of such

Production Licence and the commencement of Commercial Production, but in no

event exceeding five (5) years. The Minister shall not impose conditions for the
granting or renewal of a Petroleum Production Licerice under Sections 21(a) and
27 of the Act which are inconsistent with the termis of this Agreement or the
requirements of the Act.

Licensee shall use its best efforts to produce Crude Oil from each Development
Area at the Maximum Efficient Rate. The Maximum Efficient Rate of production
for Crude Oil and the production rate for Non-associated Gas shall be estimated in
the Development Plan for each such area.




Such rates shall 1.
annual Work P
Paragraph 533,

19  Not less than s 'Y (60) days
fﬂilﬂwing the cor, Mencement g
- and fumnish (g ¢, G
not be unregson. Oly withheld)
Quarter, the total uantity of Crude Oil
Gas that Licenge. estimates cap
from each Develc: ment Area duri
Oilfield Practices Licensee shajj
forecast Quantity,

7.10  In the €vent that | cepgee wishes to ¢stablish a refinery to refine the Crude Oil ang
Natural Gas that 1 /e Licensee estimates can pe Produced, Government may grang
the Licensee the ri ht to establish such ref; nery.




THE HEPUBHFUFUGANUA
e ARTICLE 10

Royaley

N respect of the Tequirements of Section 46 of (he Act, Licensce shaj) pay to
En‘-'emmen; the following Royalty on the Gross Total Daily Production i Barrels
f oil per day (BOFD) for cach Contract Area, such Grogs Total Daily Production
lefined as the total output of crude oi] {inc!uding liquid petroleum £as) less al)

vater and sedimentg Produced and g amounts of hydrocarbons re-injected intq
he Petroleum Reservoir.

110ss Total Daily Production (BOPD) —————_ Rovaliy

) Where the production does po;

€xceed 2,500 : 5%
) Where the production jg .

higher than 2,500 but doeg not

€Xxceed 5,000 7.5%

i) Where the productics, W hiokes
than 5,000 by does not exceed
7,500 10%

V) Where the Production exceeds
71,500 12.5%

dyalty shall e calculated on daily basis on an incremental basjs and not on
tal daily production,,

e BOPD caleulation shall ka a_




ARTICLE 11

State Participation.

Government or its Nominee may elect to enter anto a Joint Venture Agreement
 with Licensee thereby allowing for State Parlicipulit‘m for no more than fifteen
- percent (15%) and Government shall inform Licensee of its decision in writing
- within 120 days of the receipt of the application for a Production Licence.
< Govemnment or its Nominee shall be entitled to participate in Development Area

by Development Area. Licensee agrees 1o carry the costs of Government or its
Nominee through development 1o production. These costs are recoyerable
including interest 4t the London Inter Bank Offer Rate (LIBOR) quoted at or
about 11:00 am on the date next to when they were incurred by the Licensee.
These costs will be repaid out of the Licensec’s cost recovery oil. Government
will be responsible for any taxes arising out of its share of the Joint Venture.

(a) For purposes of this provision the Venture Assets attributable to a
Development Area (hereinafter called the "Joint Venture Assets™) are:

(i) In case of the first Production Licence granted, the

+  Production Licence and any real or personal pfoperty

' wherever the same may be situated, acquired for the

purpose of carrying on Joint Operations in the Development

Area subject thereto or acquired for the purpose of carrying

on Petroleum Operations in the Contract Area where such

properly was acquired before the grant of the first
Production Licence; '

(i1) in the case of a second or subsequent Production Licence granted,
that Production Licence and any real or personal property acquired
for' the purpose of carrying on Joint Operations in that
Development Area or acquired for the purpose of carrying on
Petroleum Operations or Joint Operations in the Contract Area
where such property was acquired after the date on which a
Production Licence was last granted and before the grant of the

second or, as the case maybe the next subsequent Production
Licence.

34
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(b) Immmﬂatefy following

the grant of cach Production Licence,
or cach entity comprisi

Licensee,
ng Licensee at thar time, will
promptly take such action as may be Necessary 1o assipn 10 (he
Nominee of the Governmunt, an undivided Proportionate share jp
the Venture Asses equal to the Nomince of the Governmeny's
Participating Percentage Interes with effect that thereafier,
Licensee, or each such entity, shall have an interest in the Joint
Venture Assets (hereinafter referred 1o as its "Joint
Interest”) equal to " jig Participating Interest in those
immediately before the grant of such pr
. by the product. of that inte
A acquired by the Nominee of 1

Venture

Assetd
oduction Licence reduced
rest and the Joint Venture Interest
he Government,

11.3

niract Area and noy used or lost in Jo
such proportion attributable to Licensee and the Nominee of the Government shall
equal to their respective Joint Venture Interests in Joint Venture Assets.
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2.4

ARTICLE 12

Cost Recovery
For purposes of Cost Recovery, ring. fencing around each Contract Area shall
apply. In the event that a Licenseg has more than onc Contract Area, the
calculations shall be done on a centract by contract basis. There shall be no
consolidation.

All Exploration, Development, Production and Operating expenditures, as defined
m Annex C, incurred by the Licensee shall be recovered from 60% of gross oil
production and 70% for gas alter deduction of the Royally specified in paragraph
10.1.

»

The Licensee shall carry forward to subsequent years all unrecovered costs until
full recovery is completed

Not less than thirty (30) days prier to the beginning of each Calendar Year,
Licensee shall prepare and furnish to the Government for approval, which
approval shall not be unrecasonably withheld, an estimate by Quarters for the
forthcoming Calendar Year of (i) all Contract Revenues and Contract Expenses to

Be incurred, (ii) Income Tax of Licensee (or cach entity comprising Licensee, as

the case may be) in respect of taxable income derived from Petruleum Operations
carmied out hereunder, for such Calendar Year. Such estimate shall be consistent
with the forecast statement furnished pursuant to paragraph 7.8 and the annual
Work Programme Budget approved by the Advisory Committee pursuant to
Article 5, and shall set forth the other assumptions and projections upon which it
is based. Quarterly updates of such estimate shall be submitted by Licensee to the
Government for approval (which approval shall not be unreasonably withheld)
wathm thirty (30) days after the end of each Quarter. ¥
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ARTICLF 13

Produetioy, HI:r:lr:'n_u

After_ the €Ot recovery - Specified - paragraph 12.2, the lollowing
querﬁmﬂnﬂ_icunscc split wiq)) apply on he Temaining tota] daily Prowduction
(Profit Oil).

Progd luction Ry D Goven e | Licensg,s
Eroduction Sharc Production Sharg

(i) Where Production does not excepd
5,000 469 54%

(D) . Where Production js higher
than 5000 but does not
€xceed 10,000 48,59, 31.5%,

(i) Where Production
15 higher than
10,000 byt does -
not exceed 20,000 53.5% 46.5%,

20,000 by does not
Execeed 30,000 58.5% 41.5%

(v) Where Production
is higher thay
30,000 byt does not
exceed 40,000 63.59, 36.5%

(Vi) Where Production js
higher than, 40,000 68.5%; 31 5%

The Go Vemment/ icensee profit pj] Split is based gy incrementy| Production,

Government shall have (he right to recejye its share ol Profit O i cash Doy,
on a Quarter basis, notifying the Licensee ofits choice 30 days in advance, I such
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ARTICL
Taxatig
All central, district administmliw:, Municipal ang other logg] administagors’ or othy
laxes, duties, levjeg or other lawfy| impositions applic:
the Licensee ;

ble 1o Licensee shall be paig |
s of Uganda in

a timely fashion.




ARTICLE 15
Valuation and Measurement of Petroleum

15.1  Crude Oil shall, for all purposes of ti’nis Agreement, be valued at the end of each
Month as follows: 7 heg

15.1.1 Except as provided in paragraph 15.1.2, the market price ("Market Price™)
used to value Crude Oil shall. where arm's length sales transactions in
freely convertible currencies of Crude Oil to third parties have been made

f during the preceding month, be the weighted dverage of the per Barrel net
realised price obtained FOB the Seaboard Terminal or any other point of _
- export for such arm's length third party sales less, in the event that a
separate pipeline company is: formed pursuant to paragraph 16.2 the
average tariff charge per Barrel for such month imposed by the pipeline
company for transporting the oil from the Delivery Point to the Seaboard

Terminal or any other point of export.

15.1.2 If less than fifty percent (50%), by volume, of Crude Qil sales from the
Contract Area during such month fall under paragraph 15.1.1, the Market
Price for such month shall be the simple’ arithmetical average of the
prevailing per Barrel selling prices in such quarter of a basket of the three
(3) most similar internationally traded crude oils listed by the American
Petroleum Institute(API) and chosen from the major crude oil producing
countries in the Arabian Gulf and Africa, taking into account differences
in point of sale, quality, grade, gravity or sulphur content and any special
terms and conditions relating to the sale of such crude oils, less, in the
: event that a separate pipeline cempany is formed pursuant to paragraph
E 16.2, the average tariff charge per Barrel for:that monih imposed by the
: pipeline company for the transportation of Crude Oil hereunder from the
Delivery Point tc the FOB Seaboard Terminal or any other point of export.

15.1.3 For the purposes of determining the Market Price as described above, no
account shall be taken of Crude Oi! sales to Affiliated Companies or
restricted or distress transactions or any transactions not at arm's length
including government to government, barter or discount deals.

)
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15.3

15.4

15.5

devices at all reasonable times. The equipme

; THE REPUBLIC OF UGANDA
15.1.4 The Market Price shal] he determined at the end of cach month in

- States Dollars in accordance with paragraph 15.1.

Any disagreement concerning the determination of Market Price under pan
15.1 shall be first considered by a pricing  committee composed of
representatives from the Government and two (2) representatives from L.ig
In the event the pricing committee cannot reach a unanimous decision |
thirty (30) days of the end of the relevant month, cither party may refer they
for determination by an expert in accordance with paragraph 26.2. During
referral, which shall in no event take longer than thirty (30) days, the Market
for the preceding month shall apply and adjustments, if any, shall be made|
following month based on the decision of the expert.

Natural Gas shall be valued i accordance with the provisions of paragraph I

Licensee shall install, operate and maintain at the Delivery Point equipmes
measuring the volume and quality of the Petroleum produced and save her
including gravity, density, temperature and pressure measuring devices a
other devices that may be required for the purposes of implementin
Agreement. Al Mmeasurement equipment and devices shall, prior to
installation or usage, be approved by the Government, which approval shall o
unreasonably withheld op" délayed. "The Governnment or jts authol
representatives, at its own €Xpense and risk (save where injury or damage
from the Gross Negligence or Willfy] Misconduct of Licensee), shall ha
right to inspect and require Licensee to test in its presence such equipmen
nt and devices used or ins
pursuant to this paragraph shall not be replaced or altered without the
approval of the Government, which approval shall not be unreasonably wit
or delayed; provided, however, that in the case of urgency or so as to preve
interruption of ongoing production, Licensee may proceed with such replac

or alteration without the prior approval of the Government but shal] immedi
thereafter notify the Government of such replacement or alteration.

Licensee shall undertake to measure the volume and
produced and saved hereunder, consistent with

international petroleum industry, with the irequency and according to proceds

which shall be approved by the Government, which approval shall not
unreasonably withheld or delayed. . :

quality of the Petrold
generally accepted practices in




l6.1

16.2

16.3

ARTICL R I
Pipeline 'I'r:uu:p:;rr;njnn

Licensee shall haye the righy 1o take ang ransport 10 gg ocean; Port or other poing
of loading fiyr EXport aj| Petroleym to which j js entitled hereundey and,
connection therewith, shall have the right (o construct, operate and maintain gp
“Xport pipeline, Pumpinp Slations, Storage and related Seaboard Terming) Or other
facilities, T he Governmeng shall assijsq Licensee on Malters |'nmh-:'ng; rights of
way, licences or other authorizations required under Uganda lay, in connection
with such facilities anqg shall assis; Licensee in jis Negotiations wih neighboring ¢

Terminal or oeher facilities ghq)) be carried o through 4 S€parate pipeline
Company ("the Pipeline Cumpany"j Which sha)] pe responsible for the immiling'
and ransportation, of Petroleym from the Delivery Point i Uganda 1o the ocean
port or other point of loading, |y, such event, the Operations of he Pipeline
Compan}r will not be included within the Mmeaning of Petroleum Operations inder
this Agreement and any re| ated Licences, .

Any Dcvclupmeni Plan submitted 1 the Minister by Licensee PUrsuant to Section
20 of the Act shall inclyge Licensee' Proposals with regard 1o the drrangements

for the transportation 10 the lerminal of cach of the Partjes' Production
entitlemengs hereunder.

In the even the said ransportation arrangements involve the ﬁ:rmariun_or‘ a
S€parate Pipeline Cumpany Pursuant 1y Paragraph 16.2, such PToposals shaj). :

(@)  -gach Party shaj assume” arig pay the 'transpnnatfun tariffs charge by the
Pipeline Campany related to thej, fespective shares of the Petroleum
h‘al‘rﬂpurtﬁf. which obligation May, in the ecasge of the Nominee or the
Govcmment, bhe discharged by each of the Nominee ang the Governmen;
Ihregoing in favoyr of the Pipeline Company 4 Portion of their respective
Production Cntitlements 5, transported “qual in valye ¢4 the tarifys due jp
Tespect of the ransportation of such Productipn entitlemengs from the
Delivery pojn; to the FoR S€aboard termipg) Point of expory.




ibj the: ransportation @riff charged. 1 the extent (hag the Parties hereto are
able 1o determine the same. shall be set ar 4 jp el at which (he Pipeline
Company will cover the Cosls Df'cou:,lruulirlg. Hnancing, operating ang
maintaining  the EXport pipeline ang related facijjiies fogether with a
reasonable repym thereon: sych Fetim will be detenmined having regard 1o
the risks assymeqd by sharcholders of the Pipeline Company in outlaying
the funds for the Construction, operation and maintenance of such facjlifjes
and the cost of bnm::wfng such funds as gre required; ang

<) in the case of Proposals by Licensee for the initial tonstruction of the
“Xport pipeline, sych Proposals shall engyre that the pipeline and related
facilities are of sufficient design Capacily to handle and transport to (he
Seaboard Terminal or other delivery point, the estimated Production
entitlements of aj| Parties hereto from the Contract Area. If at any time, the
throughput capacity of such facilities should be insufficient 1o handle and
fransport the respective production entitlements of gych Parties, availabe
“apacity shall be shared between the Partics in the Proportion which each
Party's production entitlement bears o the total quantity of productjon
which woyld otherwise be available for transportation hereunder.

The Government ot its Nominee shall he fully involved in the determination of
the tari fFcharges for (he pipeline. .

Transportation tariff charges of the Pipeline Company to the Delivery pojny shall
be allowable Contract Expenses hereunder.

Transportation tariff 'chnrgr;‘s of the Pipeline Company, and any costs incurred
beyond the Delivery poing shall not be allowable Contract Ex Penses hereunder,




18.1

18.2

ARTICLE
Domestie chuiremeq

Out of the tota) quantity of Crude Ojf Production to which the Licensee is entitle
in each Calendar Quarter, the Government may elect to take g quantity of Crud
Oil, of the gravity, grade ang quality of jts choice, that the Government requires ¢
satisly the 'equirements of internal consumption in Ugandg for such Calenda
Year, The Government shal reimburse the Licensee for such quantity in Uniey
States Dollars at the Price as calculated Pursuant to Paragraph 15.1 hereof withi!'
thirty (30) days after the end of the Calendar Month i, which such delivery takes
place, unless otherwise agreed between the parties. The maximum quantity
Crude Oil that (he Government may take to satisty the interng) consumpii
requirements of the country shall be calculated by multiplying the tota quantity o
Crude Ol produced from the Contract Area during the period under consideration,
less consumption of Crude O] incidental 1o Petroleum Operations, by a fraction,
the numerator of which is the Internal consumption requirements of Uganda
during the period, and the denominator of which is the volume of Crude il
[ censce). Any Crude Oil
Production dedicated 10 an early production scheme in any sych Calendar Year
PUrsuant to paragraph 7.4 shall be deducted from the maximum quantity so

determined tor such Calendar Year,

If the Governmeng clects to exercise jis rights under Paragraph 18.1, it shajj notify
Licensee ip WILing not [ess than ninety (90) days prior to the tommencement of

the basis of actual quantities,
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19.1

19.2

19.3

19.4

ARTICLE 19
Natural Gas

Licenseg shall have the right to use Associated Gas for Petroleum Operations,
including, but not: limited to, reinjection for pressure maintenance. and improving
the recovery of Petroleum, power generation and recycling operations. The
quantitics of Associated Gas used in this way shall not be subjected 10 any tax, fee
or levy of any-kind. -

Where Non-associated Gas has been discovered in the Contract Area and Licensee
has not pursuant to paragraph 7.2 given in respect of the Discovery a notice to the
Minister for the purpose of paragraph A of the proviso to Section 17(1)(b) of the
Act, the Parties shall, unless the provisions of paragraph B of such proviso are
otherwise applicable, as soon as possible after completion by Licensee of an
appraisal programme, or sooner if so agreed, meet together with a view to
reaching an agreement on the development, production, processing and sale of
such gas,

Associated Gas which is not used in Petroleum Operations, and the processing
and utilisation of which, in the reasonable opinion of Licensee is not economical,
shall be returned to the subsurface structure, or may be flared with the consent of
the Government, which éonsent shall not be unreasonably withheld or delayed. In

the event that Licensee chooses to process and sell Associated Gas, Licensee shall

notify the Government of the same and upon such notification, the Government
and Licensee shall, as soor as practicable thereafier, meet together with a view to
reaching an agreement on the processing and sale of such gas. In the event
Licensee chooses not to process and sell Associated Gas, the Government may
elect to offtake at the outlet flange of the gas-oil separator and use such
Associated Gas which is not required for Petroleum Operations, in which event,
Licensee may flare such gas until such time as the facilities are in place to enable
the Government to take delivery thereof. There shall be no charge to the
Government for such Associated Gas, provided that the cost to gather such
Associated Gas at the point of being flared and to process and utilize it shall be for
the account of the Government.

The value to be attributed to Matural Gas shall:

19.4.1 for arm's length sales to third parties, be equal to the net realised price
obtained for such Natural Gas at the Delivery Poin;

48 -
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1942 far sales ather than

at anm's lenggl
& Government a
or value sha|] reflect the fol

sereement betwegy )

to third parties,
such price

be determinegd h
nd Licensee, provi

ded, however, thy
lowing: '
(i) the quaniity and Quality of the Natural Gas:
{ii) the price g which armg length -sales of Natural Gag from
other sources iy Uganda, ifany, are then being made: '
{iii) the price at which arms length sales, if-any, of Natural Gae
Imported into Uganda are being made; .
i
; : (iv) the purpose for Wwhich the Natyral Gas is to be used; and !
(v)

gth third Party sales ghajy not ing
Companics o Licensee o to the
authority

Or any other entity controlled di
Governmeng.




ARTICL

Training ang Employ

-

211 Licensee 4grees to train and cmploy suitably qualified Ugandan citizens
Petroleum Operations 3 + following the ‘Commencement of Comm
Production, undertake the schooling and Iraining of Ugandan citizens for
Positions, including administratjye and  executive Management  pos;
Licensee wij also require jis Sublicensees to do the same, Licensee underty
Sradually replyce its eXpatriate staff with suitably qualified and exper;
Ugandan citizens as are then available but, if the Licensee satisfies the Advis
Committee thay ;e suitably qualifieq and experienced Ugandan citizens

and shall be sybm itted for approval to the Advisory Committee, along with
annual Work Programmes and Budges referred to jn Article 6. Within thirty (
days of the eng of each Calendar Year, Licensee sha)j submit a written report
the Governmen describing ghe number of personne] employed, theijr nationalig
their positions and the status of training Programmes for Ugandan citizens,

21.2  Licensee shall also be fequired to establish an annua| Programme, satisfactory ’ﬂ
the {]‘:}vcmmunl, to train personpel of the Government o undertake skilled a
technical jobs iy Petroleum Operations,

213 Licensee sha] deposit with BOVemnment, or jig Nominee, on the Effective Date and

First Exploration Period USS$ 75000 per 12 months,

Second Exploration Period USS$ 75000 Per 12 months,
Third Exploration Period US$ 75,000 Per 12 months.
Following the £rant ol a petroleym

Production license US $ 200,000 per 12 months,

21.4 Subject to the Provisions of Paragraph 2] | Licensee shaj| be free 10 cmploy
loreign Nalionals to the cxtent that suitably qualified and experienced Ugandan
nationals cannoy he found 10 fij] 4 position.
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Table 1 = COMPARISON OF THE MAJOR ELEMENTS OF THE PRODUCTION SHARING AGREEMENT FOR
EXPLORATION AREA 3A (EA3A) WITH THOSE OF THE PSA’S SIGNED PREVIOUSLY,

ITEM EA3 - 1997 EA2 - 2001 EAL - 2004 EA3A - 2004 =1
Work 150 line-km of seismic | 500 line-knr of seismic data | Geological and geophysical | 150 sqkm of 3D seismie data and
Programme data during 1* | and drilling one well during | studies and 150 line-km of | drilling two wells during the 1"
Exploration Period at a | 1* Exploration Period at a | seismic  data during 1" | Exploration Period at a cost of USS$
cost. of .AJS$..0,75m, | cost of US$3.0m, during 2™ | Exploration Period at a cost of | 9.00 million. Drilling of two wells
during 2" Exploration | Exploration Period, | US$2.0m, ~during 2™ | during the second Exploration Period
| Period, additional 150 km | additional 500 km of | Exploration Period, drilling two | at a cost of US$ 6.00million. Drilling
of seismic’ and drilling | seismic and drilling one | exploration wells at a cost of [ of two wells and acquisition of
one well at a cost of | well at a cost of US$3m. | USS3m. During the 3% |seismic data at a minimum cost of
| US$4m. During the 3" Exploration | Exploration Period, additional | US$ 7.5 million during the Third
Period, additional 500 km | seismic and drilling two well at | Exploration Period.
of seismic and drilling one | a cost of US$4.5m.
e well at a cost of US$2.7m.
Royalty BOPD Royalty BOPD Royalty BOPD Royalty BOPD Royalty
0-2,500 %o 0-2,500 % 0-2,500 5% 0-2,500 5%
2,501-4,800 7.5% 2,501-5,000 7.5% 2,501-5,000 7.5% 2,501-5,000 7.5%
4,801 -7,530 10% 5,001-7,500 10% 5,001-7,500 10% 5,001-7,500 10%
>7,530 12.5% >7,500  12.5% >7.500 12.5% >7,500 12.5%
Cost Recovery 75%, 85% for oil and gas | Costs to be recovered from | Costs to be recovered from 60% | Costs to be recovered from 60% for
respectively for the first | 60% for oil and 70% for | for oil and 70% for gas. | oil and 70% for gas.
US310m and 60%, 70% | gas. S uf st
. respectively thereafier, - ’ :
Liplift on Capital 20% - Nil Nil Nil
Signature Bonus Nil Nil US$200,000 USE 300,000 i
Surlace rental US$2.5/km’ during the 17 | US$2.5/km" during the 1* | USS2.5/km’ during the 1% | US$2.5/km* during the 1* Exploration
_ Exploration -~ Period, | Exploration ~_ Period, | Exploration Period, | Period, US$5.0/km® during 2™
USS5.0/km® during 2™ | US$5.0/km® during 2™ | US$5.0/km® - during 2 | Exploration  Period, US$7.5/kn’
Exploration. Period and | Exploration. _un:.uu_“ Exploration. Period, | during the 3" Exploration Period, and
US$500/km* during | US$7.5/km’ during the 3 US$7.5/km® during the 3" US$500/km’ during production
production exploration Period, and | exploration Period, and
_ US$500/km’ during | US$500/km’* during production
_ production

B BN B B B B B B B B e
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; ace 1o the Yo or according (o the tax | At 30% or aceording to the tax |aws
profitollshare | tax laws of Uganda laws of Uganda | of Uganda- . _
Share of  Profiy BOPD Goll' HOG | BOPD GolU | BOPD GoU  Ueritage | BOPD GoU Heritage |
il 0-5000 50%  50% | Hardman 0-5000 45% 55% 0-5000 °  46%  54% .
S001-10000 55% 45% 0-5000 40% 60% | 5001-10000 47.5% 02.5% 5001 - 10000 48.5% 51.5% |
10001-20000 60% 40% | 5001 - 10000 45%  55% | 10001 - 20000 52.5% 47.5% 10001 - 20000 53.5% 46.5% _
200013000 67% 33% 10001 - 20000 50% 2% | 20001-30000 57.5% 42.5%° | 20001-30000 38.5% 41.5%
_ 30001-40000 70%  30% | 20001-30000 35%  45% | 3000140000 62.5% 37.5% 3000140000 63.5% 36.5%
_. >40000 75% 25% 3000140000 60% 40% | = 40,000 67.5% 32.5% >40,00 68.5% 31.5%
| _ >40000 65% 35% e ’
Ring Fencing | For purposes of cost | For purposes  of cost | For purposes of cost recovery, | For purposes of cost recovery,
_Rncﬁa.. production | recovery, preduction share | production share and taxation, | production share and taxation, ring
| share and taxation, ring | and taxation, ring fencing | ring fencing around each | fencing around each licence area
| fencing  around  each around each licence area licence area
R licence area . My
Training US$50,000 during | US$50,000 during | US$75,000 during exploration US$75,000 during exploration and |
exploration and | exploration and | and US$200,000 during | US$200,000 during production
US$125,000 during | US$150,000 during | production
A production production RESp
State To be negotiated .later | Not more than 15% 15% carried interest + | 15% carried interest
participation (after commercial | - :
| discovery?) : |




